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THE ECONOMY AND POVERTY

1 The PRC has
a long, successful record of poverty reduction. The PRC’s annual per
capita gross domestic product (GDP) growth rose to an average 8.2% in
the 1980s, 9.3% during 1990-2010, and 6.8% during 2011-2019. The
dramatic drop in absolute poverty was roughly equivalent to 850 million
people, or some 70% of poverty reduction worldwide over the period.
Anti-poverty policies came largely via government spending. Expenditure
on education rose from 1.8% of GDP in 2000 to 3.9% in 2012 before
declining to 3.5% in 2019; health spending rose from 0.5% in 2000
to 1.7% in 2019 with a peak of 1.8% in 2016; and social security and
employment spending rose from 2.0% in 2007 to 3.0% in 2019. Other
expenditure items for inclusive development show similar trends.

The sudden halt in economic activity greatly impacted the
poor and vulnerable groups, such as childless seniors, orphans, the
disabled, unemployed, and rural migrants, among others. The hardest
hit were rural migrant workers, many trapped in their hometowns due to
lockdown policies. An estimated 175 million full-time jobs were lost in
the first quarter of 2020, with 26.2 million more through June. Small and
medium-sized enterprises were also badly affected. Higher food prices,
lower incomes, higher unemployment, and lower remittances to rural and
urban households led to an increase in poverty. Using a $4.9 /day poverty
threshold, an estimated 4.8 million rural and urban remittance-receiving
households (an estimated 14.4 million family members) fell into poverty
during the lockdown.

1 Unless otherwise noted, this report uses the official PRC definition of absolute
poverty—a rural poverty line of CNY2,300 (converted to 2011 purchasing power parity,
it is approximately equivalent to $2.3 per person per day) or less per year (in constant
2010 values).



The PRC must adopt a new poverty strategy to respond to
higher living standards and to deal with vulnerable segments
of the population. As GDP per capita rises, different segments of
the population deal with different types of deprivation. Development

transforms economies and societies through urbanization, population
aging, structural reallocations from agriculture and manufacturing

into services, shifting from low to high value-added technologies, and
slowing GDP growth. Thus, the PRC’s new post-2020 poverty reduction
strategy will need to focus on (i) treating poverty as multidimensional,
(i) reinvigorating rural development, (jii) developing an integrated rural-
urban poverty strategy, and (iv) including the vulnerable segments of the
population in poverty policy.

Reducing vulnerability is possible, but requires a comprehensive
set of policies and fiscal support. Inclusive development can be
defined as development that creates new economic opportunities

and widens access to all segments of society. The government needs

to consider the level of social services and protection financed by the
state against the amount shouldered by individuals and households.

For example, after averaging 1.3% of GDP from 1990-2014, the general
government budget deficit jumped to an average 4% during 2015-2019.
It was 4.9%in 2019.

Poverty should be redefined to reflect a shift from “absolute”

to “relative” poverty, one that reflects changing social norms,
based in part on median income (or consumption expenditure).
The multidimensional aspects include objective measures, such as years
of schooling and internet access, and more subjective measures such

as perceived safety and one’s self-assessed health status. New ways

to promote rural development are needed, such as reforming rural

land rights and land market development, agriculture modernization,
expanding basic rural services and safety nets, among others. Also,
urbanization has led to new forms of poverty, with rural-to-urban



migrants particularly at risk. The hukou (household registration)
system, limits migrants’ access to important public services, such as
child education, health care, and housing. Steps are being taken toward
reform, but more are needed.

The new poverty strategy will thus center on the vulnerable, as

it helps identify specific segments of society that require more
focused policy interventions. Vulnerability to poverty refers to the
likelihood of being poor. For those not poor, vulnerability means being at
risk of becoming poor. For those who are poor, vulnerability means being
at risk of remaining poor. This report focuses on the vulnerability and risks
of four specific groups: (i) the elderly; (ii) young children of rural migrants;
(iii) the rural population and rural-to-urban migrants; and (iv) those whose
access to health care is jeopardized by urbanization and aging.



FISCAL SUSTAINABILITY

Measures to reduce vulnerability usually require fiscal resources
to finance public goods and services, particularly in an aging
society such as the PRC. Yet demand for additional budgetary
resources is rising, and the PRC fiscal deficit is widening. For example,
the level of public debt tends to be higher with population aging, usually
the consequence of increased fiscal spending related to social security.
An aging population also reduces the effects of monetary policy on
inflation and output. Recent studies show that fiscal policy is similarly
affected. The lower impact of monetary and fiscal policy in an economy
with an aging population can be traced to a lower labor supply. Also,
urbanization and the associated influx of rural migrants have led to
additional demands for social services.

Both central and local government financing—in terms

of demand for bonds—is stable for now, but many local
governments are increasing the issuance of bonds to finance
their needs. There is a transfer scheme between central and local
governments to address the mismatch between resource availability
and expenditure responsibility. But it is not a long-term fix. Demand
for bonds from the central government comes both from domestic and
foreign investors. But local bond market demand is limited to domestic
investors. Thus, both supply and demand for government bonds must
be taken into account in analyzing sustainability. Both the central
government and the local government must pay attention to the amount
of existing debt in comparison to the interest rate sensitivity of demand
for government bonds.



A STRUCTURE FOR SUSTAINABLE
RURAL DEVELOPMENT

Despite rising rural per capita income, persistent urban-rural
income disparities continue. This income gap is large relative to
high-income countries. Low-income rural populations receive large
amounts of government minimum income assistance. In 2020, however,
average per capita income in urban areas remained 2.6 times higher than
rural regions. Agriculture, farmers, and rural areas (three nong) comprise
the core government policies for the country to become a moderately
prosperous society (xiao kang) by closing the income gap.

The pandemic showed that rural-urban migrants are vulnerable;
though short-term policies can help returning rural migrants
cope with economic shocks. Unemployment benefits can be
distributed to unemployed migrants as lack of unemployment protection
and other social security insurance leaves migrants vulnerable to

shocks; migrants were unable to cope with the unprecedented shock

of COVID-19 by themselves. Part of the package were used to help
returning migrants start new businesses to generate rural economic
activity and employment. Because migrants predominately work for
micro, small and medium-sized enterprises, government financial

and policy support helped mitigate the adverse income effects faced

by migrants.

Since 2010, rural policy has gradually shifted to a more
integrated and balanced approach to improve economic,
social, and environmental welfare in rural areas. The 2018 Rural
Vitalization Strategy adopts a wider approach to promote integrated
rural development. The PRC invested strongly in network infrastructure
in rural areas—including roads, the telephone system, and in providing
internet access. It connected farmers to markets and enabled
manufacturing and service industries to develop. Beyond providing a
platform for transactions, e-commerce platforms invested in logistics
and marketing infrastructure in rural villages and provided training for
farmers to adopt these new technologies.



Reinvigorating rural development by leasing out farmland can
generate off-farm income opportunities, reduce vulnerability,
and narrow the urban-rural income disparity. A Household
Responsibility System that originated in the late 1970s allocated land
contract rights to individual households. Since the 2000s, a variety

of institutional innovations consolidated small scale operations

into larger units. These also allowed farmers to lease out farmland

or contract farming tasks, giving them more time for off-farm
employment activities. Off-farm income now accounts for more than
70% of rural household income, compared to 25.6% in 1990.

Integrated rural-urban development ultimately requires
continued reform toward universal provisions of basic public
services. Although the disparity within the basic public services
between urban and rural has narrowed over time, there remain
restrictions related to hukou registration. The PRC is moving toward
universal provisions of basic public services—such as education,
employment opportunities, old age care, healthcare, and housing—
to permanent residents within urban areas (with or without hukou).
Allowing labor to freely flow between urban and rural areas not only
contributes to narrowing the rural-urban income gap, but would also
attract more human capital to rural areas.

A more comprehensive agri-environmental policy—coupled
with more investment in rural environmental infrastructure—
could become an incentive for more sustainable production.
Along with the remarkable growth in agricultural productivity over the
past four decades, intensive use of chemical fertilizers, pesticides,
plastic mulch, untreated waste from livestock and poultry production,
and burning of crop residue resulted in ecological and environmental
damage. Institutional frameworks and policies have been formulated
in recent years to improve the agricultural and rural environment.
These include protecting and rehabilitating agricultural land
resources, regulations on the use of chemical fertilizers, pesticides and
other chemicals, and the protection of agricultural water resources. It
also introduced economic mechanisms such as use of subsidies and
sustainable cost recovery models in sanitation and rural wastewater
financing.



Developing the “rural experience”—such as ecotourism—
would diversify farmer income sources and create additional
income and employment opportunities. Challenges in
environmental protection would include managing the conversion

of agricultural land to other uses, preventing pollution of water
resources, and promoting policies against non-point source pollution.
Income from new industries such as ecotourism would help cover
costs associated with environmental protection. Also, the government
and private sector can work together to better use underutilized rural
resources, including organic waste and its byproducts, to improve
incomes alongside environmental management.



PROTECTING VULNERABLE
GROUPS

The vulnerable elderly: Limited wealth accumulation and
relatively low savings have left a growing elderly population
increasingly vulnerable to poverty. In 2020, the “China
Development Report: trends of population aging and policies”
(Xiaohui, 2020) projected that by 2022, people over age 65 would
account for 14.0% of the population—with the share nearly doubling to
27.9% by 2050. Early on, the government focused on establishing social
security systems and expanding coverage from pensions and medical
care insurance. Social assistance was designed as a safety net for families
falling into poverty. It was only in the early 2010s when increasing
emphasis was placed on developing an elderly care system. An aging
population has important implications for fiscal policy. Pensions are
estimated to rise from 2.3% of GDP in 2010 to nearly 4% in 2020 and

6% by 2030. If pension coverage is expanded to cover all rural and urban
informal workers, then the requirement jumps to nearly 10% of GDP by
2030. Thus, the PRC should prepare to create adequate fiscal space
before aging progresses too far.

The PRC’s demographic transition is unique in that it is aging at

a much earlier stage of development than many other countries.
By the end of 2020, there were 22.7 million elderly living in absolute
poverty, accounting for 9% of the population aged over 60. Social
security for the elderly includes mainly pensions and social assistance,
which aim to provide retirement income to prevent poverty. Yet they may
prove inadequate. The elderly are also vulnerable to the high prevalence
of chronic diseases, mental disorders, functional impairments, reduced
availability of informal care, and inadequate housing.

The current elderly care system needs to better integrate

and balance (i) home and community-based care (HCBC)

with (ii) residential care (RC). To date, government policies and
resource allocation have been biased toward RC, leaving the supply
and utilization of HCBC services limited in most localities. With studies



in several localities showing around one-third of current RC residents
functionally independent, many can better “age in place” in family or
community settings with HCBC support. Public RC facilities above the
district/county level can be upgraded or developed focusing on the
elderly with complex needs such as those with cognitive impairments or
severe disabilities.

Financing priorities can be reoriented based on research to
prepare for a dramatic increase in care needs as people with
a single child enter old age. For example, rather than constructing
RC beds (which are in oversupply), increasing workforce salaries

in RC facilities and daycare centers would lead to a more qualified
workforce. Also, a well-targeted copayment scheme between the
government and elderly care clients can be developed that combines
a fixed client contribution with a government subsidy. A nationally
standardized needs assessment mechanism will allow government to
ensure EC resources get to those with actual needs.

Early childhood: The PRC’s massive rural-urban migration was
a driver of decades-long rapid economic growth, but also led

to a geographical segmentation of rural families with one or
both parents working in cities. As a result, children left behind have
become the main concern for child development in poor rural areas.
Children left behind in rural areas are more likely to move to the city
with their parents after reaching the age of compulsory education,
while children below six years old are more likely to stay in rural areas.
Thus, early childhood development must be part of a national health,
education, and poverty alleviation strategy.

Massive rural-urban migration has led to parent-child separation
for 68.7 million children, affecting to varying degrees the care,
safety, cognitive, and socio-emotional development of preschool
children left-behind. This led the PRC government to pay particular
attention to early childhood development (ECD) since the launch of
3-year action plans in rural areas in 2012. Between 2011 and 2016, the
central government invested about CNY100 billion in ECD—leveraged to
CNY360 billion by local governments—compared with CNY24.4 billion
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in 2010. Preschool enrollment rates for 3-6 year olds have risen
sharply, reaching 81.7% in 2018, and are on track to hit the 85% target
set in the Outline of the National Plan for Medium- and Long-Term
Education Reform and Development (2010-2020).

Nonetheless, ECD policies need to be more comprehensive
and equitable, with a focus on rural poor children and their
caregivers. There remains a lack of public services for infant and
child healthcare in poor rural areas; with caregivers isolated. In 2019,
the PRC began shifting educational support from preschool children
aged 4-6 to the care and education of infants and young children
aged 0-3. Still, narrowing the gap between urban and rural services

is needed. A lack of knowledge and awareness of caregivers, many of
whom are grandparents, could be addressed by emulating relevant
aspects of existing programs—such as the Head Start program in the
United States. These help parents set goals for family cooperation,
participation in maternal education, child development, child
nutrition, mental health services, along with community and home
visiting services. ECD services should account for actual family
circumstances and the level of local economic development, providing
flexible and diverse options.

Access to healthcare: The PRC recognizes the important
effects health has on income, employment, schooling, and
social interaction. The Healthy China 2030 program uses a
participatory approach to promote better health care; significantly
expands the health care industry; establishes a sound health
promotion system for physical, social, and economic wellbeing; and
aims to create a healthy environment. A major challenge is to offer
more complex, high quality forms of healthcare desired by those with
higher levels of income and education. In addition, the response to
the pandemic laid bare both the strengths and weaknesses of the PRC
healthcare system. Aside from the major components of the new
poverty strategy, the pandemic may lead authorities to reassess where
the vulnerability of certain groups intensifies or new vulnerable groups
are created.



The PRC’s investments and reforms in the health sector have
resulted in near universal health insurance coverage. The
government increased health expenditures from CNY359 billion
($50.2 billion) in 2008 to CNY1.5 trillion ($212.6 billion) in 2017.
Health expenditure as a share of GDP increased from 4.6% in 2000 to
6.4%in 2017. Currently, out-of-pocket expenditures (OPE) cover

30% of health expenditure, down from 60% in 2000. Basic health
services are free with insurance coverage by 2013 reaching over 90% of
the urban population and 97% in rural areas.

The combination of rapid aging, urbanization, and population
density makes the country relatively more susceptible to both
the spread and consequence of disease. Well-integrated urban
planning—including well-distributed and decentralized urban health
services, early detection of infectious diseases, and measures covering
vulnerable groups—are increasingly needed to improve health and
promote well-being. Current medical insurance has a welfare focus
and mostly reimburses relatively minor medical expenses. Streamlining
can make it much more responsive to people with serious illnesses and
age-related chronic diseases, among others. Current reimbursement
ceilings (from CNY3,000 to CNY10,000) for outpatients are inadequate
to cover any major expense.

It is determined to incorporate lessons learned from the
COVID-19 pandemic using infrastructure and technology.
Beginning with the 2003 Severe Acute Respiratory Syndrome (SARS)
outbreak, the government invested heavily on disease control and
prevention, and has worked toward minimizing the damage of infectious
diseases. Preparing for a pandemic and strengthening health security
requires a high degree of coordination between ministries and agencies,
including financial and technical support of the international community.
A lesson from COVID-19 was the increasing importance of data and
logistics management—for example, mapping potential affected
populations, tracing, and monitoring.
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In the aftermath of the pandemic, special attention was given to
preventing vulnerable groups from slipping into short-term and
medium-term poverty. In response to the pandemic, the State Council
Leading Group Office of Poverty Alleviation and Development and the
Ministry of Finance issued a joint circular on 25 February 2020 stating
that regions impacted by COVID-19 would be given funding support.

It directed local or county-level governments to use the fund to support
industrial projects, promote employment, and secure livelihood for poor
people and migrant workers. The government has extended assistance to
more than 67 million people.



Poverty, Vulnerability, and Fiscal Sustainability

in the People’s Republic of China
Highlights

The People’s Republic of China (PRC) has a long and successful record of poverty
reduction. As incomes rise, the PRC’s new poverty reduction strategy needs to treat
poverty as multidimensional, reinvigorate rural development, develop an integrated
rural-urban poverty strategy, and include the vulnerable segments of the population

in poverty policy. This report delves into the questions: how much fiscal support is
needed to finance social services and protection, and how much should be shouldered
by individuals and households? It focuses on vulnerable groups, particularly the elderly,
young children of rural migrants, and those whose access to health care is jeopardized
by urbanization and aging.
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