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ARE BEIJING’S EQUALIZATION POLICIES REACHING THE 
POOR? AN ANALYSIS OF DIRECT SUBSIDIES UNDER THE 

“THREE RURALS” (SANNONG) 
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After two decades of “letting some people get rich first”, in the 21st century the 
Chinese government has shifted its focus to ensuring that more of the fruits of 
development reach the country’s poor. It has directed many public resources toward 
addressing issues related to agriculture, rural areas and farmers, and has gradually 
implemented the rural tax-for-fee reform, abolishing fees and levies as well as 
agricultural taxes. The 2003 rural work policy of “Give More, Take Less and 
Liberalize” has fundamentally changed the relationship between the state and farmers, 
from protracted “taking” to “giving”. 

To support these changes, the government’s financial inputs have increased 
significantly. A new category for fiscal reporting, “the three rurals” (sannong 三农),1 
was created which brought all public expenditures on the rural sector together for 
the first time. According to data published by the Ministry of Finance (MOF), 
central government funding for the three rurals increased from 77.4 billion yuan 
in 1996 to 214.4 billion yuan in 2003, and to 725.3 billion yuan in 2009. This 
represents average annual growth of 15.7 per cent during the 1996–2003 period, 
and 22.5 per cent from 2003.  

In addition to the rapid growth in funding, the government departed from 
traditional supply-side approaches which directed expenditures to state agencies and 
institutions. Three-rural expenditures have increasingly been targeted directly to 
farmers. For example, subsidies for grain production went previously to state-owned 
grain trading enterprises to offset their trading losses from subsidizing procurement; 
under the new strategy, subsidies are paid directly to farmers for adopting improved 
seeds. The government also seeks to improve the targeting of subsidies. This includes 
a shift toward welfare improvements, rather than only output-based indicators.  
                                                 
∗  We would like to thank Andrew Kipnis and two anonymous reviewers for comments and 

suggestions on an earlier draft of this article. We also acknowledge helpful comments from 
Albert Park, Vivienne Shue and Winnie Yip on the first draft, presented at the seminar on 
“Public Services in China” at the University of Oxford. We are indebted to Nancy Hearst for 
help in editing the manuscript. The authors are responsible for all errors. 

1  The three rurals are agriculture (nongye), rural villages (nongcun) and farmers (nongmin). 
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Are these subsidy programs reaching the poor? The history of subsidy programs 
around the world is strewn with failures. The 2004 World Development Report: 
Making Services Work for Poor People2 drew lessons from empirical studies to urge 
policy-makers to pay particular attention to designing institutions to ensure that 
benefits reach the intended recipients, emphasizing that it is not enough simply to 
put more money into programs.  

In this paper, we examine the current direct-subsidy policy for farmers as a case 
study for gauging the effectiveness of the Chinese government’s recent efforts. In 
particular, we assess the benefit-incidence of the current subsidies by asking what 
types of farm households have more access to the subsidies. Even though it has 
rightly been pointed out that, in the aggregate, the direct-subsidy programs for 
farmers have had a positive impact on reducing the incidence of absolute poverty in 
recent years,3 we are concerned that China’s decentralized policy-making approach 
and the absence of a rigorous vetting of new programs may mean that, as the 
subsidies have grown, an increasing proportion of them may go to the wealthier 
households, subverting one of the government’s key goals: reducing income 
disparities in rural areas. Moreover, as the costs of direct-subsidy programs rise, 
they impose a growing burden on local governments for co-financing, and the 
differences in local fiscal capacities can thwart the redistributive intent of three-
rural programs and amplify existing income disparities across regions. 

Using data from a 2005 Ministry of Agriculture (MOA) survey of farm 
households, we also look at household differences in obtaining subsidies. The results 
of this assessment show the rural subsidy programs to have had a strikingly regressive 
impact. We find that higher-income households, households with a Party member and 
households in richer regions all receive more subsidies. In contrast, farm households 
headed by persons with a low level of education or ethnic-minority households are 
disadvantaged in receiving subsidies, as are those living in poorer regions. These 
results indicate that, at least in the early years of the new policy, the distribution of 
direct subsidies has not been able effectively to benefit the poor and protect 
disadvantaged groups. More importantly, they indicate that, despite a decade-long 
effort by the Ministry of Finance to strengthen equalization transfers, the 
distribution of fiscal resources remains so skewed that the financing capacity of 
local governments continues to distort national policy implementation.4 

                                                 
2  2004 World Development Report: Making Services Work for Poor People (Washington: 

World Bank, 2003). 
3  Wu Guobao, Guan Bing and Tan Qingxiang, Assessment of the Effectiveness and Poverty 

Impact of the State Grain Production Policies Implemented in Poverty-stricken Areas, Carried 
Out by the Rural Poverty Monitoring Report of China, Department of Rural Society and 
Economy of the National Bureau of Statistics (Beijing: Zhongguo Tongji Chubanshe, 2008). 

4  World Bank, China: National Development and Sub-national Finance: A Review of 
Provincial Expenditures, Report No. 22951-CHA (Washington, 2002) concluded that the 
intergovernmental fiscal system, under which local governments had inadequate resources 
to meet their expenditure responsibilities, was a key obstacle to implementation of national 
policies during the 1990s. World Bank, China: Public Services for Building the New 
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Previous Studies 
The design of subsidy programs markedly affects benefit-incidence, but it is not 
always easy to determine the “right” mix in the design. In the United States, for 
example, we find a continuing controversy about who ultimately benefits from 
government agricultural subsidy schemes. Research by Rosine and Helmberger 
revealed that, between 1948 and 1970, 92 per cent of US agricultural subsidies went to 
landowners.5 Kirwan found that this situation had changed by 1992, when about 75 per 
cent of agricultural subsidies went to agricultural producers and only 25 per cent to 
landowners.6 However, other scholars have reached different conclusions.7 Adopting a 
broader perspective, with a careful review of the econometric evidence and 
consideration of the implications of a simple static model, Alston noted that, for 
aggregate US agricultural policies, agricultural producers received 50 per cent of 
agricultural subsidies, whereas landowners received 25 per cent and consumers 20 per 
cent; efficiency losses accounted for 5 per cent.8 However, Qiu et al. found that the 
effects differed for different types of rental contracts, with landlords capturing 37 to 38 
per cent of the benefits under cash leases and 86 to 88 per cent under share contracts.9  

For developing countries where a significant proportion of the population lives 
in poverty, it is more important to consider whether it is the poor who are benefiting 
from government subsidies and welfare programs. International experience shows 

                                                                                                                          
Socialist Countryside, Report No. 40221-CN (Washington, 2007), and Achim Fock and 
Christine Wong, “Financing Rural Development for a Harmonious Society in China: Recent 
Reforms in Public Finance and Their Prospects”, World Bank Policy Research Working 
Paper 4693, August 2008, showed that this remained true through the mid-2000s. 

5  John Rosine and Peter Helmberger, “A Neoclassical Analysis of the US Farm Sector, 1948–
1970”, American Journal of Agricultural Economics, Vol. 56, No. 4 (November 1974), pp. 
717–29. 

6  Barrett E. Kirwan, “The Incidence of US Agricultural Subsidies on Farmland Rental 
Rates”, Journal of Political Economy, Vol. 117, No. 1 (February 2009), pp. 138-64. 

7  Barry K. Goodwin, Ashok K. Mishra and François N. Ortalo-Magné, “What’s Wrong with 
Our Models of Agricultural Land Values?”, American Journal of Agricultural Economics, 
Vol. 85, No. 3 (August 2003), pp. 744-52; idem., “The Buck Stops Where? The Distribution 
of Agricultural Subsidies”, NBER Working Paper, No. 16693 (January 2011); Myles Patton, 
Philip Kostov, Seamus McErlean and Joan Moss, “Assessing the Influence of Direct 
Payments on the Rental Value of Agricultural Land”, Food Policy, Vol. 33, No. 5 (October 
2008), pp. 397-405. 

8  Julian M. Alston, “Benefits and Beneficiaries from US Farm Subsidies”, American 
Enterprise Institute Agricultural Policy Series: The 2007 Farm Bill and Beyond (2007). 

9  The data used in this research include the 2002–07 confidential farm-level Agricultural 
Resource Management Survey data, the 1998–2007 county-level government-program 
payment data from the United States Department of Agriculture, the 1988–2007 regional 
economic information systems and the county-level farmland data from the 1997 and 2002 
Agricultural Censuses. See Feng Qiu, Jean-Philippe Gervais and Barry K. Goodwin, “An 
Empirical Investigation of the Impacts of Government Subsidies on Farmland Rental Rates”, 
paper prepared for the 2010 Agricultural and Applied Economics Association annual meeting, 
Denver, Colorado, 25–27 July 2010. 
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that the poor are often last in line to receive benefits from government fiscal 
expenditures.10 It is estimated that, in 1973–74, the poor in India benefited from less 
than one-sixth of total central government expenditures,11 and the richest quintile 
received three times more health-care subsidies than the poorest quintile.12 In Nepal, 
in 1996, about one-half of educational spending accrued to the richest quintile, and 
only 11 per cent to the poorest quintile.13  

Even when poor groups are targeted for support, it can be a major challenge to keep 
programs from being “captured” by the non-poor, who will exercise their economic 
power by contributing funds to political actors in exchange for preferential treatment 
with regard to welfare services.14 Although empirical evidence remains inconclusive, 
studies suggest that the relative vulnerability to “capture” of various levels of 
government may be context-specific. For China, using matching methods and a 2001–
04 panel household and village dataset from designated poor villages, Park and Wang 
found that, although China’s flagship poverty alleviation program increased both 
government- and village-financed investments significantly, the program did not 
increase either the income or the consumption of the poorest households. The program 
did, however, increase the income and consumption of the richest households by 6.1 to 
9.2 per cent.15  

These problems are due in part to both institutional design and governance. 
Because of weak equalization mechanisms in China’s fiscal system, regional 
disparities in local government fiscal capacities are large, and populations in poor 
regions are disadvantaged with regard to farm subsidy programs that require co-
financing from local governments. To the extent that poor people are more prevalent 
in poor regions, they may lose out in benefits if local governments are unable to fund 
the subsidy programs fully.16 Some benefits may be stolen from pro-poor programs 
when localities obtain their “poverty hat” designations through corruption17 and when 
                                                 
10  2004 World Development Report: Making Services Work for Poor People. 
11  Anand P. Gupta, “Who Benefits from Central Government Expenditures?”, Economic and 

Political Weekly, Vol. 12, Nos. 6/8 (February 1977), p. 283. 
12  David H. Peters, Abdo S. Yazbek, Rashmi Sharma, G. N. V. Ramana, Lant H. Pritchett and 

Adam Wagstaff, Better Health Systems for India’s Poor: Findings, Analysis and Options 
(Washington: World Bank, 2002), p. 4. 

13  Shantayanan Devarajan and Shekhar Shah, “Making Services Work for India’s Poor”, 
Economic and Political Weekly, Vol. 39, No. 9 (28 February–5 March 2004), p. 910. 

14  Raghbendra Jha, Sambit Bhattacharyya, Raghav Gaiha and Shylashri Shankar, “‘Capture’ of 
Anti-poverty Programs: An Analysis of the National Rural Employment Guarantee Program 
in India”, Journal of Asian Economics, Vol. 20, No. 4 (September 2009), pp. 456-64. 

15  Albert Park and Sangui Wang, “Community-based Development and Poverty Alleviation: 
An Evaluation of China’s Poor Village Investment Program”, Journal of Public 
Economics, Vol. 94, Nos. 9-10 (October 2010), pp. 790-99. 

16  Christine Wong, “Fiscal Reform: Paying for the Harmonious Society”, China Economic 
Quarterly, Vol. 14, No. 2 (June 2010), pp. 22-27. 

17  Graeme Smith, “Political Machinations in a Rural County”, The China Journal, No. 62 
(July 2009), pp. 29-59. 
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local leaders implement central government policy selectively, such as picking 
relatively well-off villages to receive subsidies in order to showcase them to the 
higher levels as “successes”.18  

Current Programs of Direct Subsidies for Farmers  
By 2009, direct subsidies accounted for fully one-third of all three-rural expenditures, 
and this trend will continue into the 12th Five-Year Plan (2011–15). The rapid growth 
of three-rural expenditures and the shares of direct subsidies are shown in Figure 1. 

Figure 1: Three-Rural Expenditures and Direct-Subsidy Shares 
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Sources: 

1. Central fiscal expenditures on three rurals: 2003–07, http://www.gov.cn/2008ysbg/ 
content_929196.htm, accessed 24 March 2011; 2008 and 2009, MOF. 

2. Data on direct-subsidy expenditures are calculated and constructed by the authors. Due to 
space limitations, the data sources are omitted here, but may be obtained from the authors. 

Under the new three-rural strategy, initiatives come from various ministries and 
agencies to provide direct subsidies to the rural populace, and the programs reflect a 
diverse range of objectives. Some subsidies are aimed at promoting production or 
improving productivity, some at improving farmers’ social welfare, and others at 
improving farmers’ living conditions. Over the past decade, these programs, beginning 
on a trial basis, expanded rapidly both in scale and scope. For example, in 2002 the 
Ministry of Agriculture introduced a subsidy for farmers who planted high-quality 
soybean varieties in the northeast. Over time, upon verification of the use of the 
improved varieties, the program was expanded to include wheat, paddy rice and corn; 
the subsidy is paid at a fixed rate per unit of land. Similarly, the “two exemptions and 
one subsidy” (TEOS) program, introduced in 2001 by the Ministry of Education, aims 
at reducing the out-of-pocket costs of compulsory education for rural children.19  

                                                 
18  Lior Rosenberg, “Between Modeling, Routinization and Bureaucracy: Model Villages in 

China’s Village Reconstruction Program”, unpublished paper, Contemporary China Centre, 
Department of Political and Social Change, The Australian National University. 

19  Chinese law requires that children receive nine years of schooling, that is, through junior 
middle school. 
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The major direct-subsidy programs are presented and described briefly in Table 1. 
Following the government’s three-rural terminology, we divide the programs into 
production subsidies (agriculture), social welfare and public services (farmers’ 
livelihood) and living conditions (villages).  

Table 1: Overview of Major Direct-Subsidy Programs for Farmers 
Subsidy Type Program and Objectives Responsible 

Agency 
Year of 
Launch 

A. Well-bred seeds subsidy—to promote 
adoption of improved varieties 

Min.Agriculture 2002 

B. Direct subsidy for grain production—to 
increase income of grain farmers 

Min.Finance 2002 

C. Subsidy for the purchase of agricultural 
machinery—to encourage mechanization 

Min.Agriculture 2004 

D. Subsidy for the purchase of agricultural 
production inputs—to offset price inflation 

Min.Finance 2006 

1. Production 

E. Subsidy for agricultural insurance—to 
promote use of insurance 

Min.Finance 2004 

A. Two Exemptions and One Subsidy—to 
reduce out-of-pocket costs for rural 
compulsory education 

Min.Education 2001 

B. New Cooperative Medical Scheme 
(NCMS)—to promote enrollment in health 
insurance programs through large subsidies 
to cover premium payments 

Min.Health 2003 

C. Medical Care Relief Fund—to provide 
assistance to eligible poor families by 
paying health-care costs and NCMS 
premium 

Min.Civil Affairs 2003 

D. Minimum Living Allowance—a top-up 
scheme to provide income support for the 
rural poor 

Min.Civil Affairs 2007 

2. Social Welfare 
and Public 
Services 

E. New Rural Social Pension Insurance—for 
farmers who have lost their land to 
urbanization 

Min.Human 
Resources and 
Social Security 

2009 

A. Subsidy for biogas digesters—to promote 
the use of biogas by rural households 

Min.Agriculture 2003 3. Living 
Conditions 

B. Subsidy for the purchase of household 
electrical appliances—to stimulate demand 
during the financial crisis 

Min.Commerce 2007 

The direct-subsidy programs are huge and have large pools of beneficiaries. For 
example, there are some 835 million participants in the New Cooperative Medical 
Scheme (NCMS) and some 130 million children benefit from the TEOS.20 Surprisingly, 
despite their mammoth size and the government’s eagerness to trumpet its efforts to 
support the three rurals, there is no comprehensive reporting of the overall scale of these 

                                                 
20  These figures were reported in Ministry of Finance, “Report on the Implementation of the 

Central and Local Budgets for 2010 and on the Draft Central and Local Budgets for 2011”, 
Fourth Session of the Eleventh National People’s Congress, 5 March 2011, at 
http://www.gov.cn/english/official/2011-03/17/content_1826516.htm, accessed 6 October 2011. 
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programs at the national level. In Table 2 we present a complete set of data on the main 
types of direct subsidies to farmers financed by the central government. The data are 
constructed from scattered information released by the various ministries, commissions 
and agencies, and found on ministerial websites and press reports. This information is 
checked against reports by the government to the National People’s Congress, and in 
several instances we extrapolate to create a complete time-series for the 2003–09 
period. Altogether, central government expenditures for direct subsidies to farm 
households grew from 12.2 billion yuan in 2003 to 234.7 billion yuan in 2009.  
Table 2: Central Government Funding of Direct Subsidies for Farmers 
(Unit: billion yuan) 

Items 2003 2004 2005 2006 2007 2008 2009 
1. Production subsidy (sub-

total) 
10.60 14.52 17.39 31.05 55.35 111.26 139.02 

A. Well-bred seeds subsidy 0.30 2.85 3.89 4.25 8.50 15.62 23.52 
i. Subsidy for well-bred 
seeds—crop farming sector 

0.30 2.85 3.87 4.15 6.66 12.34 19.85 

ii. Subsidy for well-bred 
breeds—livestock sector 

  0.02 0.10 1.84 3.28 3.67 

B. Direct subsidy for grain 
production 

10.30 11.60 13.20 14.20 15.10 15.10 15.10 

C. Subsidy for purchase of 
agricultural machinery 

 0.07 0.30 0.60 2.00 4.00 13.00 

D. Subsidy for purchase of 
agricultural production 
inputs 

    2.15 4.94 7.90 

E. Subsidy to promote use of 
agricultural insurance 

    2.15 4.94 7.90 

2. Subsidies for social 
welfare and public 
services (sub-total) 

0.59 1.47 4.88 19.01 46.45 78.80 83.16 

A. Two Exemptions and One 
Subsidy (TEOS) 

0.20 1.17 3.76 13.79 29.93 39.10 35.82 

i. Free textbooks 0.20 1.17 3.74 7.86 8.13 17.28 13.88 
ii. Tuition exemption   0.00 5.90 18.10 18.10 18.10 
iii. Living allowance to poor 

farm households for 
boarding 

  0.02 0.03 3.70 3.72 3.84 

B. New Cooperative Medical 
Scheme (NCMS) 

0.39 0.30 0.54 4.27 11.40 27.87 30.40 

C. Medical Care Relief Fund   0.58 0.95 2.12 2.83 4.34 
D. Minimum Living Allowance     3.00 9.00 12.60 
3. Subsidies to improve living 

conditions (sub-total) 
1.02 1.01 1.01 2.46 2.50 8.22 12.54 

A. Subsidy for household 
biogas digesters 

1.02 1.01 1.01 2.46 2.50 6.00 5.00 

B. Subsidy for household 
electric appliances 

     2.22 7.54 

Total 12.21 17.00 23.28 52.52 104.30 198.28 234.72 
Source: Calculated and constructed by the authors. Due to space limitations, the specific sources 

are omitted here, but may be obtained from the authors. 
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It should be noted that the overall scale of the program is in fact larger than 
presented here, since these figures represent only central government inputs. Five of 
these programs also have input from provincial and local governments. For the New 
Cooperative Medical Scheme (NCMS), for example, in 2009 the central government 
contributed 40 yuan per participant and required provincial and local governments 
to contribute at least an equal amount jointly, so that the total government subsidy 
was more than 80 yuan per participant. We estimate the total scale of government 
inputs to direct-subsidy programs to have reached 300 billion yuan, or 4 per cent of 
total budgetary expenditures, in 2009.21  

The rapid increase in government subsidies to farm households for the 2003–09 
period is shown in Figure 2, revealing a sharp acceleration in 2007. More importantly, 
the figure also shows that different types of subsidies grew at different rates, changing 
the composition of the direct subsidies over time. In 2003, subsidies were almost 
entirely aimed at production, with production subsidies accounting for 85 per cent of 
the total. The proportion of subsidies for social welfare and public services became 
significant in 2005 and grew to 45 per cent of the total in 2007. However, production 
subsidies still remained dominant, accounting for 60 per cent of the total in 2009. 

Figure 2: Central Direct Subsidies and Their Composition, 2003–09 

0

20

40

60

80

100

120

140

160

2003 2004 2005 2006 2007 2008 2009

Y
ua

n 
(b

ill
io

n)

Production subsidy

Social welfare and public
services
Living conditions subsidy

 
Source: Table 2. 

The direct subsidies to farmers have had a clearly positive impact on farmers’ 
incomes and have moderated urban–rural income gaps and disparities in public-
service provision (see Table 3). Although net farm income per capita nearly doubled 
from 2003 to 2009, the contribution of direct subsidies to actual farm household 
income22 increased from 0.5 per cent in 2003 to 4.7 per cent in 2009. However, 
                                                 
21  This estimate is based on extrapolating from the 31 per cent share of total subsidies accounted 

for by the programs under cost-sharing arrangements. If the cost share borne by local 
governments was 50 per cent of the five programs, then local governments would have 
contributed another 72 billion yuan. 

22  In accordance with Chinese statistical standards, average per capita net income of farmers 
refers to net income derived from production activities, which equals gross income 
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despite the contribution of direct subsidies, the income gap between urban and rural 
areas continued to widen. This highlights both the magnitude of the effort required 
and the need to target the programs to poor farmers and poor regions better so that 
they contribute more significantly to raising the low end of the income distribution. 

Table 3: Impact of Direct Subsidies on Farm Income and Urban–Rural 
Income Ratios 

(Unit: Yuan per capita) 2003 2004 2005 2006 2007 2008 2009 
1. Subsidy total1/ 13 18 25 55 109 207 246 
2. Net income 2622 2936 3255 3587 4140 4761 5153 
3. Adjusted net income 

(excluding subsidies)2/ 
2611 2921 3237 3555 4083 4645 5016 

4. Adjusted net income 
(including subsidies)3/ 

2624 2939 3262 3610 4192 4852 5262 

5. Contribution of subsidies to 
net income 

0.5% 0.6% 0.8% 1.5% 2.6% 4.3% 4.7% 

6. Net income of urban 
residents 

8472 9422 10,493 11,760 13,786 15,781 17,175 

7. Ratio of urban–rural 
incomes (excluding subsidies)

3.24 3.23 3.24 3.31 3.38 3.4 3.42 

8. Ratio of urban–rural 
incomes (including subsidies)

3.23 3.21 3.22 3.26 3.29 3.25 3.26 

1/  Total central government subsidies to farmers in Table 2, divided by the rural-registered 
population in the same years. 

2/  In accordance with Chinese statistical standards, direct subsidies for grain production, well-
bred seeds and production inputs in Table 2 are included as part of the so-called “average per 
capita net income of farmers”. Therefore, the average per capita net income of farmers, 
without taking into account any subsidies, should equal the unadjusted (that is, the statistical) 
average per capita net income of farmers minus the average per capita subsidy. 

3/  Equals the adjusted average per capita net income (without taking any subsidies into 
account), plus the average per capita subsidy. 

Source: Calculated from the China Statistical Yearbook (annual). 

Program Design and Implementation  
The subsidies can be grouped into three broad categories, based on their design.  

Pro-poor subsidies 
Only 3 of the 14 subsidy programs listed in Table 2 are means-tested, with eligibility 
limited to households with incomes below specified thresholds. One of the earliest 
such programs was the free textbook program, created in response to survey findings 
that the cost of textbooks was a significant barrier to school attendance for children 

                                                                                                                          
(including part of the government subsidies, as in note 2 of Table 3, minus production-
oriented expenditures). Therefore, subsidies to farm households in the form of reduced, 
exempted or partially reimbursed consumption expenditures (primarily expenditures for 
public services and daily-life facilities) statistically are not included in the average per capita 
net income of farmers; however, such subsidies did indeed increase the actual income levels 
of farm households. 



THE CHINA JOURNAL, No. 67 

 

32 

 

from the poorest households. The initial central government textbook subsidy totaled 
200 million yuan in 2003. Eligibility was limited to students from families with 
incomes below the poverty line (nationally defined as 825 yuan per capita) and 
confined to the counties targeted for poverty alleviation.23 At the time, it was planned 
that the program would gradually expand to cover all central and western provinces, 
and that by the end of 2007 it would include all poor rural children nationwide.24 By 
2005, however, funding had increased to 2.7 billion yuan, and the program had 
expanded to become the “two exemptions and one subsidy” (TEOS). It was covering 
an estimated 30 million students and, in addition to textbooks, was also providing an 
exemption for “miscellaneous fees” and a boarding subsidy to reduce the overall 
financial costs of schooling for poor families. In the same year, the government 
decided to extend the TEOS to all students participating in rural compulsory education, 
beginning with the western provinces in 2006 and spreading to all provinces starting in 
2007.25 Today only the boarding subsidy remains means-tested and targeted to students 
from poor families; this component accounts for 11 per cent of all TEOS expenditures. 

The two other explicitly pro-poor direct-subsidy programs are the rural minimum 
living allowance (dibao 低保), an income-support scheme under which households 
receive subsidies to bring their incomes up to a stipulated minimum, and the major 
medical relief fund, which provides financial assistance to cover catastrophic health-
care costs for poor families.  

Reimbursement Subsidies 
These subsidies provide partial reimbursement for eligible expenditures. They include 
subsidies for well-bred seeds, animal breeds, agricultural insurance, the purchase of 
agricultural machinery and household electrical appliances, and the construction 
of household biogas digesters. Because qualification requires prior expenditure, the 
subsidies may favor higher income groups if the expenditures are large relative to 
income and if the expenditures or products are highly income-elastic. For example, 
the program to subsidize household electrical and electronic appliances (jiadian 
xiaxiang 家电下乡) provides a 13 per cent rebate for up to two eligible items per 
household; these include cell phones, microwave ovens, air conditioners, color 
televisions and computers. Given maximum allowable prices for the listed items, a 
household can receive a rebate of up to 910 yuan. The high cost of these purchases 
means that it is likely that the 7.54 billion yuan in central funding allocated in 2009, 
during the program’s first year, was captured disproportionally by higher-income 

                                                 
23  These are the 592 “Key Development Counties” that are the main recipients of assistance 

under the national poverty-reduction program. 
24  State Council Decision on Further Strengthening Rural Education Work, 20 September 2003, 

at http://www.gov.cn/zwgk/2005-08/13/content_22263.htm, accessed 5 October 2011; author 
interview at the Ministry of Finance, April 2005. 

25  Chen Zhili speech at a meeting on the reform of the funding mechanism for rural compulsory 
education, “Step-by-Step Elimination of Fees and Increasing Funding” (abstract), 27 
December 2005, at http://edu.people.com.cn/GB/3976821.html, accessed 24 February 2011. 
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households and richer regions. Over the four-year duration of the program, however, 
the benefits may have trickled down to more farm households. 

Universal Subsidies  
By far the largest category is that of the universal subsidies, received by all. These are 
neither means-tested nor do they require counterpart expenditures. In this category we 
include both subsidies for grain production and comprehensive subsidies for agricultural 
inputs, which are granted on the basis of arable land holdings and are fairly evenly 
distributed among the rural populace. Likewise, subsidies for the NCMS are given to all 
participants in the scheme, which now includes all farmers. As noted above, starting in 
2007, subsidies for textbooks and exemption of fees under the TEOS program were 
provided to all students participating in rural compulsory education. Figure 3 shows the 
growth and proportions of the three types of subsidies and their changes over time. 

Overall, universal subsidies have always dominated the direct-subsidy programs, 
and in 2009 they accounted for two-thirds of the total. The pro-poor subsidies grew 
rapidly at the beginning of the decade, but their share declined when the TEOS 
became universally available. However, in fact the universal subsidies are broadly 
pro-poor in the current context since, on average, rural incomes are less than one-
third of urban incomes. Moreover, the financing of these programs has a second 
redistributive component, discussed below, that is embedded in the current regime of 
central government transfer payments.  

The worrying trend in the overall subsidy program design is the rapid growth 
of reimbursement subsidies over the past 3 to 4 years. In 2005 they represented 
only 7.7 per cent of the programs, but by 2009 their proportion had grown to 28.8 
per cent. Given their potentially pro-rich bias, this is a trend that bears watching. 

Figure 3: Growth of Direct Subsidies by Type 
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Source: Table 2. 

Implementation 
There are two features of China’s fiscal system that shape policy implementation. 
First is the high degree of decentralization, under which local governments are 
assigned a very wide range of responsibilities. The central government provides for 
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less than one-quarter of all budgetary expenditures, and this share has fallen sharply 
over the past decade (Figure 4). With respect to the programs of direct subsidies for 
farmers, even though the initiatives come from the central level, they are 
implemented by county governments, which are three levels down in the five-level 
administrative hierarchy.26 This matters, because fiscal resources flow downward, 
level by level, and local governments in the lower tiers are disadvantaged in gaining 
access to these resources.27  

Figure 4: The Declining Share of Central Government Expenditures 
(Percentage of Total) 

0
5

10
15
20
25
30
35
40

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010

 
Source: China Statistical Yearbook, various years, and Budget Speech, Fourth Session of the 

Eleventh National People’s Congress, 5 March 2011. 
More importantly, the system is financially decentralized, in the sense that local 

governments must finance their assigned functions, and intergovernmental transfers are 
only loosely based on financial needs. As a result, policy implementation is often 
constrained by local financial capacities. This problem was especially acute during the 
1990s and the early 2000s.28 Implementation of direct-subsidy programs that require co-
financing by provincial and local governments may vary across localities depending on 

                                                 
26  The five levels are central government, province, municipality, county and township. 
27  See, for example, Christine Wong, “Rebuilding Government for the 21st Century: Can China 

Incrementally Reform the Public Sector?”, The China Quarterly, No. 200 (December 2009), 
pp. 929-52. 

28  World Bank, China: National Development and Sub-national Finance; Christine Wong, 
“Assessing the Fiscal Power of the Chinese State: Assessing the Central Government’s 
Capacity to Implement National Policies”, in Keun Lee, Joon-Han Kim and Wing Thye Woo 
(eds), Power and Sustainability of the Chinese State (London: Routledge, 2009), pp. 100-16; 
Christine Wong, “Rebuilding Government for the 21st Century”; Christine Wong, “Can the 
Retreat from Equality Be Reversed? An Assessment of Redistributive Fiscal Policies from 
Deng Xiaoping to Wen Jiabao”, in Vivienne Shue and Christine Wong (eds), Paying for 
Progress in China (London: Routledge, 2007), pp. 12-28. 
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their fiscal capacities. Studies have shown that the large regional disparities in spending 
on public services are directly correlated with local fiscal capacities.29  

Table 4: Cost-Sharing of Direct Subsidies for Farmers 
Subsidy Program Central/Western 

Region 
Eastern Region 

 Textbooks  100% central 
finance 

 Before 2007: 100% 
local finance 

 After 2007: 100% 
central finance 

 School fees  Western region: 
80% central 
finance 

 Central region: 60% 
central finance 

 Mainly local 
finance 

Compulsory Education 
(TEOS) 

 Boarding costs  Before 2007: 100% 
local finance 

 After 2007: 50% 
central finance 

 100% local finance 

New Cooperative Medical Care Scheme 
(NCMS) 

 50% central finance  Mainly local 
finance 

Medical Care Relief Fund  Central finance 
provides some 
support 

 100% local finance 

Minimum Living Allowance  Mainly local 
finance; central 
finance provides 
some subsidies for 
the poorest regions 

 100% local finance 

Livestock Insurance Subsidy  100% central 
finance 

 Mostly local 
finance 

Source: Constructed from data published by the various Chinese commissions and ministries. 
Over the past decade, the government has significantly increased efforts to 

redistribute fiscal resources toward poor regions.30 One of the main tools used by the 
Ministry of Finance for redistributive purposes is a division of the provinces into 
eastern, central and western regions. Under this tripartite division, central government 
transfers31 are tilted toward the western provinces, which, on average but not uniformly, 
are the poorest. The central provinces are also recipients of substantial transfers, 

                                                 
29  World Bank, China: Deepening Public Service Unit Reform to Improve Service Delivery, 

Report No. 32341-CHA (Washington, 2005). 
30  Li Ping (ed.), Zhongguo zhengfujian caizheng guanxi tujie (China: Intergovernmental Fiscal 

Relations) (Beijing: Zhongguo Caizheng Jingji Chubanshe, 2006); Christine Wong, 
“Rebuilding Government for the 21st Century”; Christine Wong, “Assessing the Fiscal Power 
of the Chinese State”; Christine Wong, “Can the Retreat from Equality Be Reversed?”. 

31  Li Ping (ed.), Zhongguo zhengfujian caizheng guanxi tujie, for detailed explanations of the 
central transfers. 
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whereas the eastern provinces receive far less. In 2005, for example, the Ministry of 
Finance reported that the western provinces averaged 838 yuan per capita in transfers, 
compared with 650 yuan per capita in the central region and 212 yuan per capita in the 
eastern region.32 In Table 4 above we present the central–local cost-sharing ratios for five 
major programs, including the TEOS and NCMS (New Cooperative Medical Scheme), 
and show how they differ across the three regions. The table reveals that, although the 
TEOS and NCMS are universal programs aimed at all farm households, the differential 
rates of central government financing give these programs a redistributive, or pro-poor, 
element. 

However, these regions are enormous; the populations of the eastern, central and 
western regions are 448.6 million, 500.7 million and 367.3 million respectively. It is 
therefore hardly surprising that huge economic and fiscal disparities exist, not only 
across regions, but also across provinces within the same region, and even across 
counties within the same province. Table 5 provides illustrative statistics on the 
differences across regions.  

Table 5: Disparities in Per Capita Fiscal Capacity Across Regions (2009) 
Yuan per capita Eastern Eastern* Central Western 
GDP     

Maximum 77,556 44,335 26,319 40,225 
Minimum 33,051 33,051 16,391 10,258 
Mean 42588 39239 20832 18229 
Standard Deviation 10691 4130 2730 6920 
Coefficient of Variation 0.25 0.11 0.13 0.38 

Budgetary Revenue     
Maximum 13,224 4,180 2,351 3,513 
Minimum 2,322 2,322 1,187 1,088 
Mean 4265 3439 1857 1654 
Standard Deviation 2605 754 480 600 
Coefficient of Variation 0.61 0.22 0.26 0.36 

Budgetary Expenditure     
Maximum 15,563 6,211 5,626 8,739 
Minimum 3,451 3,451 3,063 3,340 
Mean 5528 4596 3756 4696 
Standard Deviation 2902 1271 704 1265 
Coefficient of Variation 0.53 0.23 0.19 0.27 

Note: Using MOF definitions, the eastern region comprises Beijing, Tianjin, Liaoning, Shanghai, 
Jiangsu, Zhejiang, Fujian, Shandong and Guangdong; the central region comprises Hebei, 
Shanxi, Jilin, Heilongjiang, Anhui, Jiangxi, Henan, Hubei, Hunan and Hainan; and the 
western region comprises Inner Mongolia, Guangxi, Chongqing, Sichuan, Guizhou, Yunnan, 
Tibet, Shaanxi, Gansu, Qinghai, Ningxia and Xinjiang. In the calculations in this table, Tibet 
is excluded. 

* Eastern region excluding the municipalities of Beijing, Tianjin and Shanghai. 
Source: Calculated from China Statistical Yearbook 2010 and “China Statistics Information 

Network”, http://www.tjcn.org/plus/view.php?aid=11919, accessed 24 March 2011. 

                                                 
32  Li Ping (ed.), Zhongguo zhengfujian caizheng guanxi tujie, Tables 2-9. 
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Although all indicators for the eastern provinces are higher than those for the 
central and western regions, there are notable anomalies within each region. For 
example, Shandong, the poorest province in the eastern region, had the fifth-lowest 
per capita fiscal expenditure of all 31 provinces in 2009. In contrast, Qinghai, Inner 
Mongolia, Ningxia and Xinjiang, all western provinces, were ranked fifth through 
eighth in per capita expenditures, just after the three municipalities of Shanghai, 
Beijing and Tianjin.33  

To illustrate how these differences in fiscal capacity affect policy implementation, 
and how the tripartite division of the country falls short of the redistributive ideal, we 
look at the differences in rural minimum living stipends across provinces—a program 
mainly funded by local governments—and, in particular, at the plight of Shandong. In 
2009, the average stipend in the eastern region was 190 yuan per person/month. 
Shanghai had the highest stipend, at 246 yuan per person/month, whereas in Shandong 
it was only 100 yuan per person/month, or 53 per cent of the regional average and 41 
per cent of the average in Shanghai. These gaps are greater than the gaps in the 
farmers’ average per capita net income.34 In 2009, the stipend in Shandong was lower 
than that of Inner Mongolia, Chongqing, Hainan and Jilin, four provinces in the 
central and western regions. 

Likewise, in 2009 the available funding per capita35 for the NCMS in Shandong 
was 103 yuan, which was 48 per cent of the average in the eastern region and 18 per 
cent of the average in Shanghai. In fact, the availability of funding in Shandong was 
similar to the average for the central region, and slightly lower than that for the 
western region (at 105 yuan). Since Shandong belongs to the group of eastern 
provinces, it does not enjoy fiscal support for the NCMS from central finance, 
which is only distributed to the central and western provinces. 

Differences in the Quality of Governance 
The preconditions for subsidies being able to reach the target groups effectively include 
accurate identification of the groups, good governance and rigorous monitoring of fund 
use. As the Chinese central government has strengthened its support to rural public 
services in recent years, it has increasingly faced difficulties of fund delivery. 
Accountability relationships are weak at multiple levels and among service providers, 
most of which are public institutions and local governments, with the result that local 
levels do not always comply with central policies, and central transfers are not always 
used as intended. Citizen involvement in public-service planning, provision and 
monitoring is also limited.36 There are no guarantees that the subsidies are distributed in 

                                                 
33  Ranked first was Tibet, due to many extraordinary expenditures unrelated to its own fiscal 

capacity or needs. 
34  In 2009, farmers’ average per capita net income in Shandong was 86 per cent and 49 per cent 

that of the eastern region and of Shanghai respectively. 
35  This refers to the total funding divided by the number of enrolled farmers. 
36  World Bank, China: Public Services for Building the New Socialist Countryside; Christine 

Wong, “Assessing the Fiscal Power of the Chinese State”. 
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line with the policy objectives. When effective monitoring of subsidy delivery is lacking, 
farm households with more social resources undoubtedly “capture” more subsidies.  

Although the monitoring system has become more comprehensive in recent years, 
some incidents justify our increased concerns in this regard. For instance, the official 
newspaper China Youth Daily notes that, when reporting on the area of arable land in 
Hubei Province’s Jianli County, some village cadres either under-reported the amount 
of arable land held by some villagers or did not report it at all. Instead, they added the 
concealed amount of land to that held by their relatives. Villagers also tried to 
influence the village cadres so that they would receive direct subsidies from the state 
for grain production. Between 2004 and 2008, in the three villages most of the 3 
million yuan in direct subsidies for grain production was embezzled.37 Another report 
states that cadres in a village in Xi’an, Shaanxi Province, were not subject to any sort 
of examination or public disclosure before applying for a minimum living allowance in 
either their own names or those of their family members, thus depriving many eligible 
villagers of the benefits. The submitted list of 20 persons qualifying for the subsidies 
contained the names of six cadres and excluded the names of others who should have 
qualified.38 Such cases are not uncommon. 

How Subsidies Reach Farm Households: An Empirical Study 
In an attempt to identify factors that affect access to direct subsidies, in this section we 
analyze the distribution of subsidies based on a set of household survey data. 

Data 
The data come from a survey covering 24,000 farm households in 346 counties of all 31 
provinces, undertaken by the MOA in 2005. The data contain household profiles and 
detailed information on incomes and expenditures. Among other questions, the farmers 
were asked about “income received from the government”, including income from 
subsidies, allowances received from township and village cadres, supplementary pay for 
locally sponsored teachers, and pensions and allowances for veterans and martyrs.39 
Unfortunately, the survey does not provide a breakdown by type of subsidy, so we 
cannot analyze the specific programs, nor can we distinguish between central and local 
subsidies. Nevertheless, it provides valuable information to supplement other sources 
on the effects of direct subsidies. 

Although the scale of subsidies in 2005 was quite small compared to that in the 
following years, most of the subsidy programs had already been introduced. More 
                                                 
37  “Hubei Jianli: huinong zijin zaiyixie xiangzhen bei maoling” (Some Subsidies are 

Fraudulently Claimed in Some Townships and Villages in Jianli County of Hubei 
Province), Zhongguo qingnianbao (China Youth Daily), 5 May 2010, http://zqb.cyol.com/ 
content/2010-05/05/content_3214936.htm, accessed 9 October 2011. 

38  “Xi’an Lintong gebie cunganbu dang dibaohu pianqu dibaojin” (A Few Village Cadres in 
Lintong County of Xi’an Fraudulently Claim Minimum Living Allowances), Tengxunwang 
(Tengxun News), 3 April 2006, http://news.qq.com/a/20060403/000909.htm, accessed 9 
October 2011. 

39  We adopt dummy variables to control for the effect of non-subsidies. 
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importantly, the subsidy designs have remained unchanged since 2005, and there 
have been no significant changes in local fiscal capacities. The 2005 empirical study 
thus remains valid for the current situation. Even though the data used in the empirical 
analysis do not strictly meet our analytical needs, they allow us to make some overall 
judgements about the distribution of direct subsidies among farm households.  

For this paper, we were given access to only part of the dataset. It consists of 8,455 
households, of which 6,666 provided the information required for our analysis from 
three provinces randomly selected in each region.40 The provinces include Liaoning, 
Zhejiang and Guangdong from the eastern region; Shanxi, Anhui and Jiangxi from the 
central region; and Shaanxi, Sichuan and Yunnan from the western region.  

We found that all households in our sample reported that they had received 
government subsidies in 2005 41 —an impressive feat indicating that government 
subsidies were indeed reaching all farm households. Among the sample households, 
the average subsidy amounted to 304.8 yuan per household and 85.8 yuan per capita. 
These amounts are higher than those reported in Table 4, because they include both 
central and local subsidies. In addition, they also include some remuneration 
payments for rural officials, teachers and so forth.  

Table 6: Sample Size and Subsidies Per Household and Per Person by Province 
Region Province Sample 

(household) 
Subsidy per 
household 
(yuan) 

Per 
capita 
subsidy 
(yuan) 

Per capita 
average 
net 
income 
(yuan) 

Proportion 
of per capita 
subsidy in 
per capita 
average net 
income 

Liaoning 976 291.0 92.8 4658.7 2.0% 
Zhejiang 228 277.5 117.7 12273.9 1.0% 
Guangdong 521 587 133.0 5845.3 2.3% 

Eastern 

Average 1725 378.6 108.3 6103.8 1.8% 
Shanxi 532 170.9 53.7 3867.0 1.4% 
Anhui 1241 248.7 82.0 4217.5 1.9% 
Jiangxi 833 227 65.9 4966.0 1.3% 

Central 

Average 2606 225.9 71.1 4385.2 1.6% 
Sichuan 752 269.8 66.7 3662.5 1.8% 
Yunnan 694 382.4 100.8 2841.7 3.5% 
Shaanxi 889 316.7 89.6 3344.8 2.7% 

Western 

Average 2335 321.1 85.6 3297.6 2.6% 
Total  6666 304.8 85.8 4449.0 1.9% 

The number of households and the amounts of the subsidy per household and 
per person for our nine provinces are presented in Table 6. With the exception of 
Yunnan, the amounts of subsidies per person in the five central and western regions 
were all smaller than those in the eastern region, and the average per capita subsidy 
in the central and western regions was smaller that in the eastern region.  

                                                 
40  There were 1,789 households which did not report complete information on the specific 

variables in the empirical models in Table 7. 
41  Of all 8,455 households, only 2 reported zero subsidies. 
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Variables and the Model 
What factors influence the distribution of government subsidies? We adopted two 
indicators as dependent variables: subsidy per household and subsidy per capita. 

We grouped the factors affecting the amount of subsidies that the farm 
households received into four categories:  

a. Resource endowment, namely, arable land area owned by the household. This 
is because direct subsidies for grain production and comprehensive subsidies 
for agricultural inputs are directly related to the amount of arable land;  

b. Income level. Households with higher incomes have an obvious edge in 
accessing these subsidies;  

c. Regional fiscal capacity. Provinces with stronger local fiscal capacities 
might give more subsidies to local farm households;42 and  

d. Governance. Farm households with resource and information advantages 
might have more opportunities to “capture” subsidies, due to weak 
monitoring, poor transparency of information and insufficient public 
participation in delivery.  
With respect to the impact of income level, we use: a) per capita mean net income 

of farmers, excluding subsidies, to study the relevance of the amount of subsidy 
received to the specific income level of the farm household; and b) whether the 
household belongs to the absolute poverty group, the low-income poverty group or 
the non-poor group. In line with the official government definitions, the 2005 
threshold for absolute poverty is a per capita average net income of less than 683 
yuan; for low income, a per capita average net income ranging between 683 yuan and 
944 yuan; and for non-poor, a per capita average net income higher than 944 yuan.43 
These indicators enable us to determine whether the poor population has more or 
less difficulty accessing government subsidies. 

We use three indicators to measure resource and information advantages:  
a) whether the farm household includes any Party member(s); b) whether the farm 
household belongs to an ethnic minority;44 and c) the household head’s level of 
                                                 
42  Most of our subsidies are either central or provincial. It is therefore not necessary to control 

for fiscal capacity at the county level. 
43  Of course, poverty is multidimensional and income is not its only measure (see Sabina Alkire 

and James Foster, “Counting and Multidimensional Poverty Measurement”, Journal of Public 
Economics, Vol. 95, Nos. 7-8 [August 2011], pp. 476-87). There are a variety of reasons that 
those who have amassed huge debts are actually “poor”, even if they have relatively high 
incomes, and such families are most probably invisible to the official poverty relief efforts, so 
“income” is not a precise proxy to measure poverty. Furthermore, poverty may be exacerbated 
by the birth control policy—families with illegal children either never register them or pay high 
fines. These children become “hei hukou” and are not necessarily included in poverty statistics 
(see Susan Greenhalgh, “Planned Births, Unplanned Persons: ‘Population’ in the Making of 
Chinese Modernity”, American Ethnologist, Vol. 30, No. 2 [May 2003], pp. 196-215). 

44  Some minority groups are, on average, relatively socially advantaged, while others, on 
average, are extremely disadvantaged. Thus, measuring social disadvantage by using minority 
membership as a whole probably disguises the extent of disadvantage among the particularly 
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education. We assume that non-ethnic-minority households with a Party member 
and a household head with a higher level of education should have a stronger 
capacity to “capture” subsidies. 

Table 7: Specific Variables in the Empirical Analysis 
Dependent 
variable 1: Subsidy 
per household 

Dependent 
variable 2: Subsidy 
per capita 

 

Model 1 Model 2 Model 3 Model 4 
Independent variables     

Income factors     
Net income of household (excluding subsidies) *    
Per capita average net income   *  
Absolute poverty household  *  * 
Low-income poverty household  *  * 

Resource factors     
Average arable land area per capita   * * 
Arable land area of the household * *   
Number of family members * *   

Governance factors * *   
Party member(s) among family members * * * * 
Ethnic-minority household * * * * 
Level of education of household head     

Local fiscal capacity factors     
Average per capita expenditure of local finance in 

the province 
* * * * 

Control variables on the features of the household 
head 

    

Township and village cadres among family members * * * * 
Veterans or martyrs among the family members * * * * 
Age of household head * * * * 
Gender of household head * * * * 
Duration of household head’s migrant employment * * * * 

Note: * denotes that the independent variables in the model include this variable. 
The control variables include age, gender, the duration of the household head’s 

migrant employment, whether the members of the household include township and 
village cadres (xiangcun ganbu 乡村干部), and whether there are any veterans or 
martyrs (jun-lieshu 军烈属) among the members of the household.45  
                                                                                                                          

disadvantaged groups (such as Uyghurs) (see Xiaowei Zang, “Uyghur–Han Earnings 
Differentials in Ürümchi”, The China Journal, No. 65 [January 2011], pp. 141–55). Regions 
with large non-Han Chinese populations are major beneficiaries and enjoy a disproportionately 
large share of the subsidies. The Xinjiang Uygur Autonomous Region is populated by Uyghurs 
who are particularly disadvantaged. However, all our sample provinces have small populations 
of ethnic minorities. 

45  In line with the survey definitions, “income received from the government” includes not only 
fiscal subsidies for farmers but also allowances received by township and village cadres and 
veterans or martyrs. The latter two are not the focus of this article. Because the survey data do 
not differentiate information about the different types of income, we use two dummy 
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Based on the above, the specific variables in the empirical models and the 
profiles of the variables are provided in Tables 7 (above) and 8 (below).46  

Table 8: Profiles of the Variables 
Variables Mean Std. Dev. 
Household net income, excluding subsidies (yuan) 15221.9 15908.5 
Average per capita net income of household, excluding subsidies (yuan) 4425.80 5404.21 
Subsidies per household (yuan) 298.77 881.23 
Per capita subsidies of the household (yuan/person) 85.78 273.22 
Arable land area of the household (mu) 6.16 7.54 
Average per capita arable land area of the household (mu) 1.76 2.15 
Number of family members in the household (persons) 4.00 1.52 
Absolute poverty household (Y=1, N=0) 0.04  
Low-income poverty household (Y=1, N=0) 0.03  
Non-poor household (Y=1, N=0) 0.92  
Average per capita expenditure of local finance in the province 

(yuan/person) 
1357.7 451.2 

Household with township and village cadre(s) among the family 
members (Y=1, N=0) 

0.05  

Household with veteran(s) or martyr(s) among the family members 
(Y=1, N=0) 

0.025  

Household with Party member(s) (Y=1, N=0) 0.15  
Ethnic-minority household (Y=1, N=0) 0.12  
Number of years of education of the household head 6.30 2.88 
Gender of the household head (M=1, F=0) 0.94  
Age of the household head (years) 50.71 11.14 
Duration of the household head’s migrant employment (days) 65.76 111.76 
Sample size 6,666  

Estimation Results 
We employ ordinary least squares estimation techniques to produce estimated results 
for four models. These are presented in Table 9. 

1. The amount of arable land owned by a farm household significantly affects 
the household’s access to government subsidies. This is consistent with government 
policy to provide direct subsidies for grain production. Universal subsidy programs 
for grain-producing households have truly benefitted all farm households.  

2. Consistent with the above analysis, the income level of a farm household has 
an important impact on its capacity to receive government subsidies. The higher  

                                                                                                                          
variables, “whether the farm household includes township and village cadres” and “whether 
the farm household includes veterans or martyrs”, to control for the effects of these two 
factors. The use of three other control variables in the regression is intended to control the 
possible effect of gender and age of the household head and his/her employment situation on 
the subsidy acquisition of a family. 

46  Table 8 presents a number of interesting issues related to rural China. For example, the 
average age of the head of household is about 50. If we check the data for 2003, 2007 and 
2009, we find that the situation remains quite similar. It seems that “hollowing” is a basic 
fact in rural China. 
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the net income of a farm household, the more subsidies it will receive per capita. 
An increase of 10 per cent in per capita net income will provide a 1.9 per cent 
increment in per capita subsidy (Model 3). From the estimated coefficient, it is 
shown that the poorer a poverty household is, the fewer subsidies it receives. This 
seems to support our earlier conjecture that more reimbursement subsidies might 
result in more benefits going to wealthier households.  

Table 9: Factors Affecting the Amount of Direct Subsidies that Farmers 
Receive 

Dependent variable 1: Ln 
(subsidy per household) 

Dependent variable 2: Ln 
(subsidy per capita) 

Independent variable 

Model 1 Model 2 Model 3 Model 4 
Ln (arable land area of the household) 0.3188*** 

(0.000) 
0.335*** 
(0.000) 

  

Ln (number of members of the 
household) 

0.078* 
(0.060) 

0.121*** 
(0.003) 

  

Ln (per capita average arable land 
area) 

  0.374*** 
(0.000) 

0.407*** 
(0.000) 

Ln (household net income, excluding 
subsidy) 

0.111* 
(0.000) 

   

Ln (per capita average net income, 
excluding subsidy) 

  0.194*** 
(0.000) 

 

Absolute poverty (Yes=1, No=0)  -0.654*** 
(0.000) 

 -0.719*** 
(0.000) 

Low-income poverty (Yes=1, No=0)  -0.279*** 
(0.004) 

 -0.376*** 
(0.000) 

Ln (fiscal expenditure per capita) 0.131*** 
(0.008) 

0.086* 
(0.072) 

0.137*** 
(0.006) 

0.128*** 
(0.008) 

Party member(s) (Yes=1, No=0) 0.064 
(0.159) 

0.074* 
(0.100) 

0.068 
(0.143) 

0.079* 
(0.086) 

Ethnic minority (Yes=1, No=0) -0.159*** 
(0.002) 

-0.149*** 
(0.002) 

-0.179*** 
(0.001) 

-0.209*** 
(0.000) 

Township and village cadre(s) (Yes=1, 
No=0) 

0.147* 
(0.070) 

0.125 
(0.111) 

0.134 
(0.101) 

0.112 
(0.160) 

Veteran(s) or Martyr(s) (Yes=1, No=0) -0.064 
(0.501) 

0.010 
(0.917) 

-0.033 
(0.728) 

0.057 
(0.541) 

Level of education of the household 
head 

0.024*** 
(0.000) 

0.020*** 
(0.001) 

0.023*** 
(0.000) 

0.021*** 
(0.001) 

Duration of the household head’s 
migrant employment 

-0.000* 
(0.025) 

-0.000** 
(0.017) 

-0.000* 
(0.089) 

-0.000 
(0.192) 

Gender of the household head 
(Male=1, Female=0) 

-0.156** 
(0.038) 

-0.078 
(0.280) 

-0.226*** 
(0.003) 

-0.181** 
(0.011) 

Age of the household head 0.000 
(0.960) 

0.000 
(0.638) 

0.002 
(0.144) 

0.004*** 
(0.008) 

_cons 2.169*** 
(0.000) 

3.380*** 
(0.000) 

0.757** 
(0.037) 

2.282*** 
(0.000) 

Number of observations1/ 6060 6665 6061 6666 
R-squared 0.09 0.10 0.14 0.14 

Note: ***, ** and * represent respectively significance at the 10%, 5% and 1% levels; 
estimated by OLS. Robust standard errors are in parentheses. 
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3. Indeed, farm households in more advantageous positions and with more social 
resources have a stronger capacity to “capture” government subsidies. Specifically, 
with other conditions remaining constant, it is easier for farm households headed by 
persons with a higher level of education and for non-ethnic-minority farm households 
to receive subsidies; farm households that include a Party member are also more 
likely to “capture” subsidies. The incremental benefits to the advantaged groups may 
be due to their resource and information advantages. 

4. Farm households in provinces with a stronger local fiscal capacity receive 
more subsidies than their counterparts in provinces with a weaker local fiscal capacity. 
The regression shows that a 10 per cent increase in provincial fiscal expenditure per 
capita will produce about a 0.9 to 1.4 percent increase in government subsidy per 
household or per capita. Although the policies are designed to favor the central and 
western regions, this does not offset the gaps in subsidies resulting from differences in 
local fiscal capacity. 

Conclusions 
Over the past decade, China has gradually introduced a new development paradigm, 
with new policies and approaches under which the government channels resources to 
the rural sector and targets raising incomes and improving services and living 
conditions. This paper focuses on one of the key innovative approaches, providing 
direct subsidies to farmers. As the programs are continuing to grow rapidly and to 
expand in scope, it may be too early to reach definitive conclusions, but some clear 
trends are worth noting. 

First, the contribution of direct subsidies to the actual income of farm households 
has become increasingly significant. These subsidies, although not yet reversing the 
widening rural–urban income gap, are clearly making a contribution towards curbing it. 

At the same time, there are significant problems in the distribution of subsidies. 
Our analysis shows that the rural subsidy program has a generally regressive 
impact: poorer households receive less money, and households in poorer provinces, 
regardless of income level, receive less money. This finding is consistent with that 
of an internal report by the Poverty Reduction Office of the Chinese State Council, 
which similarly found that the distribution of direct subsidies for farmers does not 
serve the most vulnerable groups.47  

Since the development economics literature is replete with examples of 
government subsidies and poverty alleviation programs not reaching the poorest of 
the poor and instead reaching the well-connected, many of our findings on the direct-
subsidy programs, although disappointing, are not surprising. What stands out in the 
Chinese case is the dominant role played by the intergovernmental fiscal system in 
thwarting the redistributive impact of the pro-poor subsidy programs. This is due to 
the highly decentralized nature of the Chinese fiscal system, where so many vital 

                                                 
47  Poverty Reduction Office, “Evaluation Report on the Implementation Results of the ‘China 

Rural Poverty Reduction and Development Outline (2001–2010)’”, unpublished internal 
report (Beijing: State Council, 2010). 
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responsibilities are assigned to low levels of government—many with limited fiscal 
resources—and where the central government’s capacity to direct intergovernmental 
transfers to areas where they are needed remains woefully inadequate. The result 
is that differences in fiscal capacity across provinces overwhelm the central 
government subsidies and farm households in the richer provinces receive more 
subsidies, thus further widening regional income and wealth gaps.  

The regressive inter-personal distribution of subsidies is due partly to the design 
of some of the programs, by which the farmers must first incur expenses, the costs 
of which may constrain the ability of poor to access subsidies. The rapid growth of 
reimbursement subsidies over the past 2 or 3 years is therefore disturbing. 

On the basis of this assessment, we conclude that, to reduce income disparities 
more effectively in the rural sector, China requires more centralized management of 
program design to ensure that subsidy programs are aimed at the poor and low-
income groups. Providing wide access to information and inviting public participation 
in implementation, along with strengthening government monitoring and control, may 
help to reduce “élite capture” of program benefits. In the end, though, efforts at 
promoting social equity and building a “harmonious society”—including programs 
such as these direct subsidies for farmers—will have at best only marginal impact, 
unless they are supported by systemic reforms to repair the intergovernmental fiscal 
system, which is the root cause of unequal public services and fiscal provisions both 
horizontally and vertically in the Chinese administrative system. 




