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Introduction 3=

o Enormous achievements, transformation
BURE FF IO R B BEK Bt

Reforms: integrate and make competitive product markets

BEEAEMGE — T Z SR T

Since 1978: 19784 LK il
o 10% real GDP per capita annual growth rate

GDPEHEKEX10%

o 18% — 45% urbanized IR EMN18% T1%]45%
o 24 — 60% labor non-farm JER VN FH24% F1%]60%

o To [ HrES
o (1) sustain this growth FRATEK

(2) achieve rural-urban harmony  SEIIR 2 fli
(social stability)

(3) achieve food security REEREZE




Two types of reform

PR PP S

o Next step: Integrate and make more competitive labor,
capital, and land markets within and across urban & rural
sectors

Ti;fﬁ:ﬁi%@iﬂ??\ K BFHHFN BRAN LT

Labor market: Reform of hukou system

TN Iy B AR
o Invest in rural education Ml R ZHTHA

Land market: Integrate “urban villages” into city administration
(avoid slums)

LT RPN S B GRERTTIRED

o Reform urban governance structure E&Eyﬁ—lﬁ ii_ﬁ'éﬂl%ﬂ

Role of mayors; administrative hierarchy
HOHTE K BI5HE, SR T BUE B E 2



International experience: Role of cities
Irgt: IRTTHITER
o Cities as engines of growth T & KKK 3L

Centers of knowledge development £1iR & B L
o Adaptation of imported technologies ¥k H
AR
o Development of own technologies HBXF kK
AR
Urban scale economies (A. Marshall, 1890) 3% TH FRAR L 5F
o Urban density: Networking, innovation, trade

in components WHAFENHEL: ML, Fl
w. LTRSS

o Economic development implies & kK BEWE
Transformation: farm labor— industry in cities

FeNb . WARNVEL )3T Tk

Massive rural-urban migration




International experience: Urbanization

iLse

gk IRT

o Rural-urban income gap % 2 W\ Z8E
Kuznets curve: FEZZIE 7k B2k

o Rural-urban income gap increases with initial
industrialization and urbanization

TAbAC AT I3 5 WA Z B8 K

o Then peaks and declines until
“converge”

rural-urban incomes

WAEFEZXRFESE TR, BE2E2EBAER
o Transformation of agriculture BZfEGE &ML

o Rural education & consolidation of land holdings

BUERMEE M R A

o Peasant farming— agro-business on large scale farms

MR RAMET7 13 o] KRR M= b Ak




International experience: Economics of urban hierarchy

IhrgL: T ERFILTFE

o Initial stage of urbanization: 3% Ti{L#IH3
Industrialization of largest cities K3 SEEL T4k

o Centers of technology adaptation £ ARH.L»
o Next stage T—FrEx

Decentralization: industry to “suburban” areas: Lower wages,
rents
rEt: TR R BRI THKE; #He

o Korea. 1970’s: satellite cities to Seoul, Taegu, Pusan 1970

FERPEE: HR. KE. FURBEREI K E
o Final stage (industry)& /B (T

Decentralization to hinterland cities, rural areas
TNViES ) A R X TT . TR 2 A 3B X 4R
o Korea. 1983-1993: share of small (non-satellite) cities and
rural areas in national manufacturing employment rose
from 26% to 42%.
#HE 1983-93, /NMETARAHIE LS N26%-) 42%




International experience: ECOnomics of urban hierarchy

G IRT

1)

=

FESE Ll SEERA Hh ) AR 22 5

o Steel, textile, apparel, auto, wood products, insurance,
entertainment, health, etc. type cities

WM. 918, 3. RE. Kilm. RE. B BESTALET
Large cities (global cities) KR (EFrAET)
o business and financial services; cultural centers
RN AERE G ST AL
o New York City’s transformation 1800’s to 1960
#21M1800%]19604F 1A T
1860: 30% employment in garments; sugar and publishing

1860%F: 30% NIk HEMVATELRINY

Now manufacturing < 5%; financial and business (e.g., legal,
advertising, accounting) services > 30%

Hul: #ligl< 5%; &RfE G, )& &) ks> 30%

o Developed urban hierarchy IR E 5 Z51
Smaller and medium size cities specialized F/METTE AL
o To exploit local economies of scale, within industries



Manufacturing decentralization in Korea

B [ L B o Ak

Part a. Share of Seoul Metropolitan Area in Kyonggi Province*

Kyonggi & K #E /KX Fr dr Al

1970 1980 1983 1993
Population A0 62% 63 67 61
Manufacturing employment | 76% 61 45 30
pilbeal 4 R4

*Excludes Inchon metro area A {1 #51H X
Part b. Share of National Manufacturing Employment

iy 2 [ 3 b gk F B 51
1983 1993
Seoul, Pusan, & Taegu 44% 28
Satellite metro areas of Seoul, Pusan, and Taegu 30 30
Other cities, rural areas 26 42

® 1983-1993: degree of urban specialization in manufacturing increases

o 1983-1993%F[n], Il LBV AT )L MV AL R EE AT 1=



International experience: Life of migrants in cities
Iz B RHIRTE AR

Poor conditions for migrants, initially# [X./iish A\ L &0 54 2
Slums, “favelas”: few benefits accessible to residents
T A AT TAE Y i M DL =232 21 B AR 5%
o But schooling for children J.EHE

o Invest in cities# i # #%: 60% of recent, low income
migrants in Brazilian cities own their urban

residences. PG T 60%FiT L AN RAITH H S
(A b5
o Problem of over-sized crowded mega-cities
SRR Rk T o ) i)
Favor national capital (for example) with special public
services; export and capital markets

N AR S I /A S s W Y S A N TR L R
o Draw in firms and migrants — over- crowding reduces

benefits of urbanization
G 21 /NS FNFZ o) W REHAEC AT 7 6 75 AV bR 35 Sk ik 25




How China differs: (1) Restrained urbanization

pEEAAR: (1) Z3EFRETT L

o China enormous economic growth

T 28 A E A K
Well educated (rural) labor force and economic
reforms

W AR R R ) CRAD 578 15 2t i

o But slower urbanization
2 1% B3R T AL
migration restrictions: “hukou system”; policy
from early 1980’s
NEIEARERI BRI P FEHIRE" s 19804 ARHI I LK I BUR



Table: Annual urban population growth rates (%)

WA HERERE (%)
Brazil Colombia | Korea Indonesia | China
] AHELLIr | #hE HERrE | FE
12
Annual urban 1950-1970 | 1951-1973 | 1960-1970 | 1980-1995 | 1990-2004
population
growth rate 5.2% 4.9% 6.1% 4.8% 3.6%
W N\ O AER Y
K%




Percent urbanized vs. log (PPP GNI per capita):
Countries of the world, 2004

EIRWH L H HIEPPPTHE KA EHREA G0

Norm for
China’s
GDP per
capita:

55+ %
urban

15 IR E pra 5
s P IR
K SO
AeEIL 5 5
%

100

urbanized
60 80

40

Ingni

® World
® CHN

Fitted values




How China differs:

(2) Rural-urban productivity gap & inequality
HAARE:  (2) WS A RERMAFE

o Enormous and increasing inequality
E&™ E H ARG A&
o Issue of social unrest (harmony)
LR AT A
o Productivity gap: issue of economic growth

HFrgR 2R, K )
o Gains from further urbanization

iR

o Triple productivity by moving typical worker
from rural to urban sector

TR TN EB BT, FHAEMRRH 3 %!




Rural-urban productivity gap (& inequality)

WS AP R ERNAFF

Comparative Urban to Rural Per Capita Consumption Ratios

W2 NITHETK PR B
China China Taiwan South Korea Thailand India
2003 1995 (China) 1995 1994 1990 1987/88
3.1 2.75 1.43 1.03 2.66 1.49

Ratio of Productivity of Labor and Capital, 1997
BN AR AR A PRI 2 AR

Urban (prefecture and above level cities) to
overall rural sector

W e w5 R R R R

Ratio of productivity of labor 34
TR LR
Ratio of productivity of capital 0.45

RA=HRZ




How China differs: (3) Many, small cities

H

G5mMAR:  (3) T2/

o “Diffuse” urbanization

YT

TR B

Small cities (graph): 3EHTHUEL/

O

China has urbanized by transforming existing
towns into cities
o B3 A R I R E TS R A T
Less by growing larger cities K34 kb
Little long distance migration ItFH 25 /D



China’s small cities = E T HAE />
Share in urban population of each city size category: World vs. China, 2000

AFEBSE AT A O RS R, HE SRR, 20004F

60

53.5

50

40

= World

30

20 B China urban

pop in cities

10

Share of the population in cities over 100, 000

0
Small (. 1-1m) Medium (1-3m) Large (3—12m) Mega (>12m)

Covers metropolitan areas over 100,000 ( 2%t A 0105 AL EIBT) .

Many cities inefficiently small: econometric study shows Doubling their
size would increase output per worker by 25% or more.

WEIMH A OMBD, HRL: TR ITRE, RE3fi s K —1F,
TR KRR 2 5 % E




How China differs:
(4) Surplus agricultural labor; food security

AR (4) RVPFRTFE; WERE

o Surplus labor in agriculture RV FE K% 301

year Rural Agriculture [non-agric]
employ.

1978 306 m. |[278 m. [28m]

1990 477 m. |368 m. [109mM]

2003 488 m. |312 m. [176m]

e Korea 1975 -2005
e Farm population 13.2 m — 3.4m
RANADOZ: N13.2 m - 3.4m
e Land in paddies down 9% (more overall)
RHEM TR % (LR SEL)
e Grain production up 61% AYEREERMGE 1 %



How China differs:

(5) Economic structure of hierarchy
HEEFAR: (5) BHERNEFEW

o Diverse industrial base in smaller prefecture cities
BN RIHBR TR A R B = b B
vS. specialization (cities around 1 m)
& (B A DRET)
o Planning era. Self-sufficiency: produce everything
HRIZFHRMBS B2 : TAREERE™
o Financial and business services in largest cities
R ORI T P ) R 7 M AR 5%
Nationally: overall fast growing, but small sectors
SEEEN: SMEBKRE, & RETISRTRE D
Urban growth tied to economic reform

WK EETF N E R R

Legal and financial sectors; culture industry JEERIESEYE; T\
Still focus on industrial parks{lisR & wET TIEX
o Training of mayors & their work experience in SOE’s
EmKEEESVK TIELRE
o Performance evaluation

FRHE




How China differs:  (6) Life of migrants in cities

HEEMAAR: (6) BREERTERE

o Positive. Excellent record: rural education
A RFFIERER: RNEE

Arrive in city with basic skills 357 b 4G R A fE
Rural labor force: 75% junior middle school #1%57%)7;:
75% 5 1% T W)l

o Unusual Policies: “double divide" " HFIBGE: “WERE"
Limit schooling for migrant children v #2 & / Wish N H/MZ F2#52 [
Extent of isolation from main city (dorms, urban villages) S5#Ei4
R CHEfE A WA

o Non-portability of rural wealth K& & AN o] iy F4EH

Can't sell agricultural leaseholds; effective ownership of TVE's ANGEF;
B HLATFHIRG  SERRIHA 2 S A

o No funds to invest in urban housing and businesses

TCBR I T AT o5 A ME AL s HEAT 5%




How China differs: (7) Urban governance
hEEAAR: (7)) W EHE

o Role of mayorsnii KRISTiE:
Public services for residents vs. CEQ’s for local economic
development

HERREALRFSERELD AT K EHKICEO
o accountable to residents vs. performance standardsX}
& R A 558 E
o Administrative hierarchy (among cities){TB/ZZ
Differing autonomy, access to capital & fiscal resources A JH|
K BIEERE, RERANUBRERIIS
o Potential for over-crowded mega-cities
i B BT IR ORI T B R R )
“Favored cities” in context of freer migration
A D#shE 5 BHRE LT RN E AR
Capital market integration: Z AT S
o Differential rate of return on capital AR B AR




Clty hierarChy (averages in 2001)

YT

i)

—3 .
=20 (2 0 0 14EFH)

Populati | GDP Ratio: | FDI 99-01 | Invest. GDP Annual
y Type on per manu to per 1999- share of | population
mbers in (1000°s) | capita | service | capita($) | 2001, per | each city | growth rate
data set) (yuan) GDP capita type* 1996-2001
Provincial 9,779 24,450 91 623 21,300 133 6.7%
level
HET(4)
Provincial 2,606 21,163 1.49 335 19,900 203 4.1.
capital
B EHT(26)
Prefecture 836 14,619 1.44 287 12,200 346 2.0
LT (224)
County City 660 9,506 1.37 99 4,400 318 1.0
H % 11(385)

Source: Chan, Henderson, and Tsui (2006)
*Based on population weighted averages of GDP per capita.




Policy issues: Rural-urban harmony

BRI : 2 M
o Urbanization is permanent, irreversible
YT IR S FF AR ANA L i
Total non-agriculture employment | Rural Urban
in urban districts, 2000 hukou hukou

181 61 m. 119 m

. IfAVest in rural labor (future urban growth)
W ARM 57 8l T8 CRSRIT 89K)
e Rural schooling f#t2# 4 g2
e Schooling of migrant children B R#& 153
e Admit unconditionally to state schools T4k A3 i 27

e same financial terms as residents 5 /' [ i [ —FE25 2%

e Stop current closures of “underground schools”
35 LK AT LRI BTN A0 e




Policy issues: Rural-urban harmony

BURRR: %2 Mg

o Divorce hukou status from right of access to
urban services and formal sector housing
B P ROLS 3230 A3 AR5 A BE A IERRAE: 55 T 3 B AL
AIAE I &
Schooling; social security and insurance
HE: AR RES
Local labor bureau: job training & placement
A 7B R OIS TAE
Home ownership: housing and mortgage markets
MANWELSS: TSR




Policy issues: Rural-urban harmony

BURRR: 32 AE

o More general possibilities ¥ — & i In] i :

Define urban hukou on provincial basis

HEEEREAgE—/ D

o Helps restrain migration to Beijing and Shanghai

AR EERBR,

Vi

Accelerate granting of urban hukou to

B A T FIN R pEET P .

o Migrants with post-secondary technical education
e T VIRBAREE KB R

o Migrant family if head has full time employment

(formal or informal sector)

MR EFERTE CERAEIEMIER AR IE St

W , & FHEFEmT A




Policy issues: Rural-urban harmony

BURRR: %2 Mg

o Integrate “"urban villages” into city
administration

“ A I T G —
Integrate migrants into urban civil society
kAR R AT AL S AT
Avoid urban slums with ‘independent governance’
BT REA MR E R RE
o Services from the city TWBUNSE R AILRS

o Integrated into city master plan for future land

redevelopment BHTHEIF RN B AR+
o Pay property taxes (when develop property taxation) 45454

MkB

o Granted urban hukou %A FHERRT O

o Respect property rights of current land users B EIF T Huff
FH2& BIF=AL

i




Efficient use of natural resources: Land
TRBERE LA TH

o Achieve food securityZI R &R
Farms invest more in land and technology
AR 3 BN RS - H AT AR A He A
o Lengthen agricultural leaseholds ¢ i & f A H#H FR

o ?trengthen rural property rightshnsm & s} = A4
)il

Sell leaseholds; H &5 7 f A AL
o Land holdings consolidated for efficiency

AT - b B 24 A vl A
o Wealth portablelit & ] #4754
Invest in schooling of farmers
IR A 55 5)) T 205 5%
Invest in agricultural machinery and technical
advance

IR ARV AU ATE 5 5 7%



Efficient use of natural resources:
Harmony in urban land use
RBIRIE ORI A . 38T T A A R

o “Compact” cities “WE&ERI"HTH
encourage “brownfield” redevelopment vs. “greenfield”
B BT R 5 TR
o Property rights of historical users (to redevelop)

T T o3t g SEAE R DA (SBmh T80

o Cost of taking agricultural land

BOK 5 AR MY FH U Bl A
Discourage excessive use of automobiles
BHIEEAEHRE
o Gasoline cheap by international standards R AEE
o Non-enforced emission standards HEB AR ERPAT

o Congestion free zones; bus lanes B> ITHEX, AXEHE

o Orderly land use & FH| - #
Give land use plans legal force TRt Hufs IR LRSS
o Approval by local People’s Congress M7 N R HEHE
o Zoning laws restrict property rights  FRIVER F=A ) BR

Use and intensity of land use restricted by location

XA [FALE A 3t B R IR 5 B AT PR Al



Conclusions
£E18

China marvelous accomplishments) it oK
To sustain, with rural-urban harmony:

TR 2 FE R T 22 ORAF HLRF 88 % i
Rural-urban integration of labor, capital and land markets
W2 RIS BEAH LT,
roImprove life of migrants HE R / B3N O4EIF
1

Forestall festering of quasi-independent urban slumsE#IR T A R
Invest in human capital to grow economicallyiik N ST & A& %
o rural schooling; migrant children®M#E; WHzh)LE
Encourage migration i\ 0iT#

e<n Invest in agriculture and smaller cities  Z AN 5 /gy

il
saoLand market reforms XZ+Hi
Compact, orderly cities ZEHFRIBRTRE

Length of tenure and salability of rural leaseholds

Z%ﬂ’ﬁﬂﬁ(@ﬂ RIS BR AT AT 51k

O



