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URBANIZATION POLICY AND MODELS 
 

 
A. Policy Perspective 
 
1. The People's Republic of China (PRC) is experiencing significant urban growth. Between 
1980 and 2000, an estimated 268 million Chinese entered into the urban domain. It is projected 
that the PRC will have an urban population of 926 million by 2025 and nearly 1 billion by 2030. 
Urbanization thus far has delivered tangible economic benefits to city dwellers. There is a clear 
correlation between the rapid pace of industrialization and population growth in urban areas and 
an increase in urban per capital income that has far outpaced the rise in income levels in rural 
areas. Figure 1 demonstrates the increasingly divergent income level between urban and rural 
population. Since 1949, urbanization in the PRC has not followed a smooth trajectory. Uneven 
urban population growth level can be linked to the central government's changing policy 
initiatives and economic strategies. Starting in 1958, the PRC sought to tightly manage 
urbanization, mainly through the hukou system.1 Migration between sectors and locality was 
minimal, by making it difficult to obtain housing or access social services outside one's official 
place of residence. The process for changing one's hukou classification and location was 
difficult, especially when seeking to relocate to larger cities. However, once economic and 
industrial reforms gathered momentum in the 1980s, demand for workers from urban-based 
enterprises began to "pull" migrants to cities, thus increasing the pressure on municipalities to 
gradually relax hukou regulations.  
 

Figure 1: Real Urban and Rural per Capita Income, 1978–2005 

 
 
  
 Note: Real income is in 2003 yuan, deflated by national urban and rural consumer price indices. Because of 
 the lack of a rural CPI through 1985, the rural CPI is assumed to be equal to the urban CPI from 1977 to 
 1985. 
 Source: World Bank. 
 
2. Between 1990 and 2005, the PRC economic reform accelerated and per capital GDP 
increased from approximately $400 to about $1,550. During this period, urban population 

                                                 
1  Every Chinese citizen is assigned a hukou location and an “agricultural” (rural) or “nonagricultural” (urban) hukou 

classification. Usually classification is inherited from one’s parents. The hukou location specifies where one is 
entitled to receive economic and social benefits. Until the mid-1980s, it was extremely difficult for rural Chinese to 
survive in cities, because without an urban hukou, they did not have access to the necessities of life, such as food 
and housing, many of which were centrally controlled and allocated.  
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increased at an annual rate of 5.6% and the level of urbanization increased from 22% to 44%. 
The PRC's policy of economic liberalization encouraged the expansion of cities by intensifying 
investment opportunities in the urban centers, mainly along the coast. Investment is arguable 
the most important factor in fueling the development of cities, coupled with the continued 
relaxation of the hukou system.  Rapid urban growth pressures cities to develop their public 
infrastructure, bolster municipal services and provide employment opportunities for migrants. In 
order to relieve some of these pressures, the PRC's 11th Five-Year Plan (11FYP, 2006–2010) 
focuses on the development of secondary cities and peri-urban areas. Government policies aim 
to create conditions and facilities required to attract investments and to accommodate a growing 
population.  

3. Governments who face the challenge of balancing regional development between the 
urban and rural areas, as in the case of the PRC, should consider the development of peripheral 
smaller cities and towns in support of the development of larger urban cores. The national and 
sub-national governments should focus their efforts on cities and towns with high potential for 
employment generation and economic growth and aim to increase economic productivity and 
narrow the urban-rural income gap through the development of these areas. In many cases, 
cities and towns act as the main catalyst of economic growth. They support industrial 
production, provide administrative duties, and may be the supplier of jobs, quality housing along 
with social services for residents and migrants. By providing housing and social services to 
residents and migrants, small cities and towns can help to lessen the load from the already 
concentrated larger cities. A robust service sector in cities and towns creates large numbers of 
jobs per unit of investment. At the same time, many towns located near metropolitan areas or 
along development corridors may play important roles as manufacturing centers, tourist 
destinations, and agricultural production sites. Investment is justified as most urban 
infrastructure projects are considered public goods and are expected to generate positive 
economic externalities and initiate the multiplier effect. However, municipalities often lack 
financing and institutional capacity to prepare, coordinate, and implement large-scale projects, 
especially in areas of infrastructure development. 

4. When developing a strategic framework for assessing growth potential of an integrated 
urban-rural area, planners should consider the strengths, weaknesses, and potential barriers in 
the following eight areas: (i) institutional, legal and governance mechanism; (ii) demographics, 
resources, and spatial aspects for inclusive development, such as the integration of rural and 
urban economy, and inclusion of the urban or rural poor; (iii) development planning issues; (iv) 
land resource and land tenure; (v) economic growth potential and trade functions; (vi) fiscal 
issues, including revenue transfer between different levels of government; (vii) infrastructure, 
including communication connectivity; and (viii) private sector participation. 
 

1. Small Cities and Towns Model 

5. The development of small cities and towns fosters economic growth, generates 
employment, and most of all, narrows the rural-urban income gap. The growth of small cities 
and towns creates economic opportunities for the rural poor, who are "pulled" to urban areas. 
Small cities and towns are able to provide higher standard of living to rural migrants through 
improved basic urban infrastructure services, including transportation, communications, energy, 
water and sanitation, as well as better access to health and education.  
 
6. In the PRC context, between 2001 and 2005, the PRC placed city- and town-based 
urbanization as one of the five key policy directions of the 10FYP. The policy focused on three 
key policy measures to encourage towns-based urbanization: (i) allowing conversion of 
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agricultural (rural) to non-agricultural (urban) hukou for rural residents permanently relocating to 
towns within their counties, (ii) land reforms designed to create secondary markets in farming 
rights by allowing farmers to permanently sell off their rights to other farmers in order to bolster 
economies of scale in farm production, and (iii) promotion of industrialization in towns with 
implied approval of conversion of agricultural land to town construction land—mainly for 
industrial parks. The three policy measures led to unanticipated outcomes and did not fully 
achieve their desired effects of stimulating significant town-based urbanization or decrease 
rural-urban income disparities, in part due to unchecked conversion of agricultural land by some 
town governments into speculative industrial parks without proper institutional or infrastructural 
support.  
 

2. Urban-rural Integration Model 

7. The general approach of the urban-rural integration model is to promote long-term 
balanced urban-rural development by improving the function of the full portfolio of places, 
including districts, counties, towns, and villages. Experience in developing countries have 
shown that such an approach will likely contribute to economic agglomeration, which will in turn 
drive aggregate increases in productivity, while, in the long-run, simultaneously reducing urban-
rural disparities through the integration of peripheral agricultural areas with core urban areas. 
The convergence of living standards will occur through the mechanism of rural-urban migration 
reducing the surplus of labor on agricultural land and reducing completion in rural labor markets. 
The release of agricultural labor will be partly promoted by labor-saving technology, which also 
improves rural productivity. Overtime, if adequately supported, investments and fiscal re-
distribution will also provide rural residents with local access to basic infrastructure, including 
transportation, water and sanitation, as well as access to education, health and other social 
services.  Urban-rural integration can generate various benefits including: (i) developing urban 
infrastructure and providing services in an integrated manner for whole urban regions rather 
than for individual cities, towns, and villages; (ii) increasing the potential for financial resources; 
(iii) enhancing opportunities for private sector participation; and (iv) improving environmental 
protection approaches. In the 11FYP, the PRC placed a much stronger emphasis on the 
development of metropolitan region across the country, including measures to better integrate 
strategic towns into metropolitan economies. Urbanization through balanced development is 
now an integral part of the PRC's policy agenda. By instituting initiatives to improving 
infrastructure services and strengthening public services such as education, health, and social 
security systems.  
 

3. Inter-Sectoral Linkage 

8. Experience from countries exemplify that well-planned and implemented urban-rural 
integration can result in benefits across various sectors, including infrastructure, finance, private 
sector participation, and environment, ultimately leading to inclusive development for both urban 
and rural areas. By leveraging on economies of scale as well as consistency in planning with a 
long-term holistic approach, urban-rural clusters may achieve more equitable economic growth 
while able to provide residents and migrants with good social services. 
 
9. Integrated approach for providing urban infrastructure and services. Basic 
infrastructure and services are crucial for urban development. Urban-rural integration 
encourages area-wide planning, for example, waterworks projects would take into consideration 
watershed management, ground water management, flood management, dam planning and 
management, river basin management, irrigation and drainage facilities, and environmental 
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flow. Good governance of water recourse requires balanced management throughout, upstream 
and downstream, which usually goes beyond a city or town's administrative boundary.   
 
10. Increased potential of financial resources. When sub-national government bodies are 
fragmented, private developers can leverage one against another to gain undue advantage. 
However, if local government units from the integrated area set up a joint revenue-raising 
mechanism with common standards and options, they will achieve higher levels of revenue by 
setting up a common system of assessment, adopting common tax rates and applying 
standardized rates. This approach can also foster area-wide sharing of tax burden and enhance 
equity. 
 
11. Enhancing opportunities for private sector participation. When local government 
bodies in a city cluster cooperate and pursue an area-wide development strategy, they are 
much more successful in attracting private sector participation. Both foreign and domestic 
investors want to be assured of the commitment and serious intent of their local counterparts.  
 
12. Improving environmental protection approaches. A main issue caused by territorial 
competition among local government bodies is that because they are eager to achieve 
development goals with their jurisdiction, they tend to neglect the common good. For example, 
cities will allow industries to be built along waterways without worrying about the negative 
environmental impact downstream.  
 
13. National objectives. The national objective of the PRC, to continue to build a 
harmonious and moderately prosperous society, is the central theme of its existing 11FYP. This 
goal, which has evolved from merely meeting basic needs to one of pursuing broader and more 
equitable social welfare, marks a defining change in the PRC’s overall development strategy. 
Although sustained economic growth continues to be emphasized, other principles are 
recognized including the importance of coordinated urban-rural development in order to 
gradually narrow the gap between urban and rural economies. The overall 11FYP targets will be 
reached through public investments, government initiatives and policy reforms. Sectors targeted 
for investment include rural public services, urban environmental services, transport, and 
energy. 2  The Government is keenly focused on rebalancing the urban-rural economy and 
helping the rural poor. 
 
14. Chongqing’s urbanization development strategy. The State Council recently 
summarized the national importance of Chongqing’s urban-rural policies; to accelerate urban-
rural reforms and development to help promote the western PRC development strategy; to 
provide an urbanization reform model for replication in other areas of the PRC; to help construct 
a new pattern of interactive, equitable development; and to provide an ecologically safer 
environment. The State Council’s guiding theory includes: (i) accelerating comprehensive 
urban-rural reforms, (ii) resolving rural issues relating to agriculture, countryside and farmers, 
(iii) speeding up the development of infrastructure and public service facilities, and (iv) boosting 
environmental protection and resource conservation. The overarching objective is to transform 
Chongqing into an important western-region growth pole; an economic center of balanced 
urban-rural development in the upper reaches of the Yangtze River; and the first city in the 
PRC’s western region to build a ‘xiaokang’, a moderately prosperous society in all respects. 
Spatially, Chongqing’s urbanization policy is engrained in its ‘one circle and two wings’ strategy. 
This comprises a ‘one-hour’ economic circle or core3 with two wings: (i) the northeastern wing of 
                                                 
2  As guided by the 17th Communist Party of China’s Congress, the Government is committed to restructuring the 

economy; extending social sector reforms to all societies nationwide; and establishing comprehensive systems of 
education, health care, and social security. 

3  The ‘one-hour circle’ refers to the time taken to travel between the extremities of the urban circle. 
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the Three Gorges Reservoir area, with Wanzhou as the center; and (ii) the poverty stricken, 
mountainous southeastern wing of the Wujiang river basin, the Wuling Mountain area, and with 
Qianjiang as the center. The strategy recognizes the varying advantages and constraints of 
each of these regions; that one’s developmental strength can counteract another’s weakness; 
and that the urbanized core should drive development in the wings; an advancing pattern of 
development, gradually reducing the urban-rural and regional gaps, where the ‘big urban area 
leads the big rural area’. 
 
15. Efforts are being intensified in order to accelerate development in the two wings to more 
equitably balance regional development; to build an economic corridor in the southeastern 
ethnic minority areas to improve living conditions and develop natural resources and tourism; 
and to promote urbanization, and infrastructure provision in the northeast. Concurrent with the 
urbanization drive is the need to enhance ecological and environmental protection, particularly 
in the Three Gorges Reservoir area, the lifeblood of central and central-eastern areas of the 
PRC. 
 
16. Definitive development goals are set for Chongqing; by the year 2012 the per capita 
GDP of the urban area is to reach PRC’s average; basic public service capacity is to also reach 
the national average; rural incomes are to rise; the urban-rural income gap is to narrow; and 
environmental protection will ensure that the water quality of the main stream of the Yangtze 
River within the Three Gorges Dam area will reach Class II water quality standards. By 2020, 
rural incomes are to also reach the national average, the urban-rural income gap is to be 
effectively alleviated, basic public services are to exceed the national average, and the Class II 
water quality standards of the Yangtze River are to be maintained. By 2020, urbanization within 
the Chongqing municipality is envisioned to include one very large city, six large cities, 25 
medium and small cities, and about 495 small towns.4 
  
17. Chongqing’s planning policies mandate closer coordination of district/county and 
town/township planning mechanisms, and more effective integration of city and town 
development, in order to enhance urban-rural integration, promote rural urbanization and 
facilitate an orderly shift of the surplus rural workforce.5 Infrastructure planning, construction and 
management systems are to be intensified and strengthened, and wherever possible, 
infrastructure construction and operations are to be integrated and shared between respective 
districts/counties and towns/townships. Development is to be designed to meet the immediate 
education, health and other needs of affected populations, while facilitating the equalization of 
public service provision between urban and rural areas. Urban-rural planning mechanisms are 
to be tailored to the needs of Chongqing, and rural planning mechanisms are to be 
strengthened.  
 
18. The importance of rural road development. Policies specify that urban-rural transport 
infrastructure is to be expedited as a priority, as well as the integration of multi-modal transport 
systems including roads, rail, civil aviation, and water transport. Public passenger services are 
being promoted to provide services to all of Chongqing’s towns, townships and villages by 
2012. 6  Urban-rural road transportation is to be strengthened in order to improve linkages 

                                                 
4  Urban and Rural Comprehensive Planning of Chongqing Municipality, 2007-2020. 
5  City-Wide Urban System Planning of Urban and Rural Comprehensive Planning of Chongqing Municipality, 2007-

2020 (2007). 
6  The ‘Opinion Concerning Increasing the Pace of Rural Passenger Transport Development’ (2008) promotes rural 

passenger transport, with the goal of making all of Chongqing’s towns/townships and villages accessible by 2012. 
It includes (i) a fund to subsidize fuel and insurance costs and improve affordability, (ii) encouraging business 
operators to establish operations, (iii) improving rural transport planning, and (iv) strengthening road safety 
supervision capabilities. 
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between urban and rural economies;7 rural roads construction and rehabilitation continues to be 
a key priority in achieving urban-rural policy goals. Rural road maintenance is also to be 
enhanced; road maintenance funding has now been rationalized through the roll-out of a 
municipal fuel tax, which should channel more funds towards rural road maintenance. Transport 
policy now also integrates road safety assessments in all roads development, 8  and traffic 
management and enforcement policy mandates vehicle controls, driver licensing, enforcement 
patrols, accident investigation and education in public safety. The recent earthquake9 has also 
underlined the vital importance of well-maintained rural roads in providing emergency transit 
during times of natural calamity. 
 
19. The importance of water supply development. Nationally, the 11FYP recognizes 
water supply as a key concern; unprecedented urbanization has led to serious water resource 
depletion, contamination and the overall deterioration of the water environment, threatening 
potable water availability and the safety of urban and rural populations alike. National guidance 
provided in the 11FYP10 establish goals to improve rural water supplies, targeting improvements 
to a rural population of 160 million, at an investment cost of CNY65.5 billion ($9.63 billion). 
 
20. Focusing at the district/county level, the 11FYP requires development of water supply 
systems in order to achieve this goal, coupled with the promotion of centralized rural water 
treatment methodologies in order to standardize system processes, lower construction and 
operations costs, and expand networks. Chongqing’s urban-rural water supply development is 
being accelerated, as is the implementation of tariff and tariff mechanism reforms, and 
enhanced water resource management. Environmentally, targets are already set to control soil 
erosion, progressively reduce water pollution particularly in the Three Gorges Reservoir area, 
and ensure that the Yangtze, Jialing and Wujiang river systems are brought up to Class II water 
standards. 11  Urban-rural water source protection, water resource efficiency, and integrated 
environmental treatment are key priorities in Chongqing.12 
 
B.  Policy Support Provided by the Project 
 
21. The Project provides new and improved rural roads and potable water supply systems to 
eight poverty districts/counties of Chongqing; enhancing economic, public health and 
environmental conditions for about 377,000 people. It includes 30 individual sub-components: (i) 
21 rural roads sub-components totaling about 362 km of new or rehabilitated roads, benefiting 
31 towns, and (ii) 9 water supply sub-components, supplying a combined total of 72,500 cubic 
meters per day of clean and safe potable water to 10 towns.13  The Project also includes 
intensive implementation support and focused institutional strengthening for its implementing 
entities. Also, its capacity building support will strengthen tariff and cost recovery mechanisms 

                                                 
7  Official Reply of the State Council on Urban and Rural Comprehensive Planning of Chongqing Municipality 

(2007). 
8  The ‘Guide to Safety Assessment for Road Projects’, issued by the National Transport Ministry (2004), stipulates 

that safety assessments need to be included in road developments at the feasibility, design and operation 
stages. 

9  The Sichuan earthquake (May 2008). 
10  The ‘National Eleventh Five Year Plan on Safe Drinking Water Supplies for Rural Villages’. The 11FYP 

requirements are further defined in the ‘Notification Concerning the Strengthening of the Construction and 
Operation Management of Safe Rural Drinking Water Supplies’ which was jointly issued by NDRC, the Ministry 
of Water Resources and Ministry of Health (2007). 

11  City-Wide Urban System Planning of the Urban and Rural Comprehensive Planning of Chongqing Municipality, 
2007-2020 (2007). 

12  Official Reply of the State Council on Urban and Rural Comprehensive Planning of Chongqing Municipality 
(2007). 

13  Five towns benefit from both road and water supply sub-components; therefore the whole Project benefits 36 
towns in total. 
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for water supply while gradually introducing wastewater tariffs; and provide capacity support for 
the longer-term maintenance of the water supply systems and rural roads. 
 
22. The Project specifically targets poorer rural areas of Chongqing; areas in the spatial 
wings which have low per-capita GDP and suffer considerably from poor infrastructure 
provision, due primarily to their relative remoteness, terrain difficulties and either lack of water 
sources or lack of ability to harness them. Water supply and rural roads represent crucial 
infrastructure for these communities, and are intricately linked; the Project addresses water 
scarcity and water management, while ensuring that selected areas are supported by rural road 
accessibility. 
 
23. The Project fully supports the urban-rural development goals of the 11FYP by facilitating 
equitable and balanced urbanization and regional growth in Chongqing. It contributes to the 
acceleration of urban-rural reforms which helps promote the western development strategy, 
provides a highly replicable demonstration model for small-scale urban-rural roads and water 
supply development for similar poverty areas, pioneers new ways of promoting equitable urban-
rural development, and contributes to the improvement of environmental conditions within the 
Yangtze River basin. It is also consistent with the State Council’s recognition of the nation’s 
critical urban-rural development challenge, through which Chongqing has been designated as 
the first provincial-level pilot area for integrated urban-rural development. 
 
24. By providing new and improved rural roads and water supply infrastructure within 
Chongqing’s two strategic northeast and southeast spatial wings, the Project directly supports 
Chongqing’s targeting of poverty-stricken and minority nationality regions, prioritizing production 
and living condition improvements in these outer-lying areas. It will contribute to the meeting of 
the specific 2012 and 2020 targets: to bring the urban and rural per-capita GDP up to national 
levels; narrow the urban-rural income gap; allow the improvement of basic public services to 
meet or exceed national levels; and contribute to the environmental protection of the Yangtze 
and other river systems. Through its inherent planning phases, the Project will also help to build 
urban-rural planning capacity within the affected institutions, and extend capacity support 
through infrastructure design/construction and into operation. It therefore contributes to policies 
relating to the strengthening of planning processes. 
 
25. The Project’s 21 rural road sub-components directly support urban-rural development 
policies, providing all weather, sustainable access to poorly accessible areas. The roads also 
fully support policies to provide emergency transit during times of natural calamity. These rural 
road investments are also timely; they are to be implemented alongside crucial policy reforms in 
the roads sector. These include reforms and investments in public passenger transport (to 
provide services to all of Chongqing’s towns, townships and villages by 2012), road 
maintenance and maintenance funding (including the fuel tax initiative), road safety, and traffic 
management and enforcement. 
 
26. The Project’s nine water supply sub-components fully support overall 11FYP water 
supply policy objectives, by providing centralized water supply systems to urban-rural areas. As 
the Project also warrants the parallel development of wastewater systems to accompany the 
water supply systems, and through the Project’s water resource protection initiatives, the Project 
will also contribute to the improvement of environmental conditions within the Three Gorges 
Reservoir catchment area and other Project areas. Indirectly, the Project’s water supply 
systems fully support Chongqing’s urban-rural development policies by providing vital potable 
water to poverty stricken, rural areas. The Project also assists in the reform and strengthening 
of water supply tariff mechanisms, and provides for the gradual introduction of wastewater tariffs 
to improve water supply and wastewater cost recovery and sustainability. 
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27. The Project strongly supports urban-rural integration in Chongqing, by providing critical 
roads and water supply infrastructure to peri-urban and rural areas, which in turn, facilitates and 
accelerates the urbanization of these areas.  Its outputs also contribute to the balancing out of 
the differences in the level and quality of infrastructure provision between urban and rural areas, 
and represent a highly replicable demonstration initiative which can be emulated throughout 
Chongqing and other parts of the PRC. Roads and water connectivity, taken together, will 
promote more synergistic and sustainable integrated urban-rural development, strengthening 
the economic base of subproject districts/counties, many of which have growth potential in agro-
based industries, mineral processing, and ecological and cultural (ethnic) tourism. Where roads 
and water improvements occur in combination, roads will also support water availability for 
processing activities at the urban-rural interface.  
 
C.  Consistency with ADB Policy 
 
28. By supporting and integrating sustainable development in urban and rural areas, the 
Project supports the Asian Development Bank’s (ADB’s) long term strategic framework 2008-
2020 (Strategy 2020).14 It is also furthers three key thrusts of the PRC’s Country Partnership 
Strategy 15  namely: (i) inclusive growth and balanced development; focusing operations on 
poorer provinces, and promoting integrated urban-rural development; (ii) resource efficiency and 
environmental sustainability; promoting efficient infrastructure and helping to strengthen 
environmental management; and (iii) regional cooperation; enhancing infrastructure connectivity 
to facilitate trade and investment, and promote regional public health, environmental quality, and 
financial stability. The Project also assists ADB to achieve a greener portfolio (through the water 
supply sub-components), introduce new knowledge and innovation, and promote governance 
and transparency. 
 
29. At the sector level, the Project responds directly to the PRC Government’s priorities, 
while enhancing inclusiveness through balanced urban-rural development. It expands urban-
rural infrastructure in the two critical sectors of water supply and urban-rural roads, focusing on 
the poorer, remote areas of Chongqing’s spatial wings. The Project also supports ADB’s 
secondary policy objective; the sustainable improvement of environmental conditions within the 
Project area; crucially within parts of the highly sensitive Three Gorges Reservoir catchment 
area. 
 
30. The Project also supports ADB’s overall policy shift, away from large national projects, 
such as national highways, and towards urban and urban-rural, cross-sector assistance 
initiatives, while strengthening the capacity of agencies involved with Project implementation, 
especially at the district/county and town/township level. It also supports ADB’s partnering 
initiatives with the PRC to achieve specific 11FYP goals, particularly relating to: providing road 
transport access; enhancing regional cooperation; promoting best practices, knowledge and 
innovation; and promoting governance. 
 
31. The Project is consistent with ADB’s water policy, helping the PRC to achieve 
Millennium Development Goal 7, target 7.C. This goal establishes the 2015 target of halving the 
number of people without sustainable access to safe drinking water and improved sanitation. It 
also furthers ADB’s strategic objective of making markets work more efficiently by providing 
infrastructure and promoting environmental sustainability. All in all, the Project contributes 
substantially to the Government’s overarching goal of building a xiaokang (moderately 
prosperous) society, the primary goal of the 11FYP. 

                                                 
14  ADB.2008. Strategy 2020: The Long-Term Strategic Framework of the Asian Development Bank 2008-2020. 

Manila. 
15  ADB. 2008. Country Partnership Strategy (2008-2010): People’s Republic of China. Manila. 


