China - Fat of the Land but only for a select few
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Special issue on China’s Reform Tasks
In 1940, nine years before his Communist Party seized power, Mao Zedong set out his plans for a “new China”. The republic would he said, “take certain necessary steps” to confiscate land from rural landlords. Under the principle of “land to the tiller”, it would then “turn the land over to the private ownership of the peasants”. If only things had turned out this way.
In this article the Economist argues that the time is right for China’s rulers to revive Mao’s vision of a new landowning order. It suggests that this would ease rural strife, fuel growth and help develop the genuine market economy the leadership claims to want. Giving peasants’ marketable ownership rights, and developing a legal system to protect them, would according to the Economist bring huge economic benefits.
The select few

In Pinggu district, a mountainous and largely rural area in north-eastern Beijing, local officials are keen to show off how they are implementing one of the Communist Party’s latest directives. It is, like all party initiatives, encapsulated in a slogan: “Promote the construction of a new socialist countryside.” The idea is to narrow the widening gap between rural and urban China, defuse unrest and turn the country’s 800 million rural residents into economy boosting consumers.
In Bolitai village, perched on a slope beneath the scenic ruins of the Great Wall, building a “new socialist countryside” has meant bulldozing peasants’ decrepit houses and replacing them with cheery-looking two-storey villas with solar heating panels on the roofs and broadband internet access. Pinggu’s plan is to enrich remote village communities by turning them into weekend hideaways for a new middle class in Beijing that now has cars and thus the means to roam. The government provides grants and arranges low-interest loans for construction, and encourages lots of official delegations to visit.

The revamped Bolitai looks garishly new, and insofar as it involves an entire community falling in with a government-inspired project (barring one old man who has refused to rebuild his house), it has the feel of Chinese socialism. Pinggu officials boast that their “new socialist countryside” campaign got started before the idea became party policy last October. The party plans to boost spending on rural infrastructure including roads, schools and hospitals, abolish all school fees by the end of next year and step up efforts to provide peasants with health insurance. But none of this will tackle the root of China’s rural problems: the ownership of land.
Reports of large-scale and sometimes violent rural protests have become ever more frequent in recent months. In June 2005, government-hired goons in Hebei Province killed 6 peasants in a battle to enforce a claim on a piece of farmland by a state-owned power plant. The following month, hundreds of villagers in Taishi in Guangdong Province launched a campaign to oust their village head whom they accused of misappropriating money from land sales, leading to violent clashes. In December, police shot dead as many as 20 villagers in Dongzhou in Guangdong Province in another fight over land claimed by a power plant. In another Gaungdong village, Panlong, a girl was killed in January when police clashed with farmers.

At a party meeting in December, China’s prime minister, Wen Jiabao, reflecting the leadership’s growing anxiety over such unrest, issued a warning against making “historic errors” over rural land. The protests suggest that the party’s strategies for taming rural unrest have failed. In the 1990s, one answer was thought to be village democracy. Residents were allowed to elect their leaders by secret ballot. But in many villages the experiment dissolved into power struggles between elected chiefs and the party’s own unelected representatives. The party made it clear the party secretaries were to remain in overall command, and the peasants’ enthusiasm dwindled.
Another strategy has been to boost rural incomes. In 2000 the party began to abolish a wide range of fees levied on farmers by local governments. In 2004 it offered farmers direct subsidies for growing grain. From this year, it has abolished an ancient tax levied on peasants according to the amount of land they hold. Real rural incomes in 2004 grew by 6.8 percent, the highest annual rate since 1996, and in 2005 by 6.2 percent. But urban incomes last year rose by 9.6 percent and, especially on the periphery of urban areas where land is being seized fastest; there is still much anger and resentment in the villages. Estimates vary, but most agree that tens of millions have lost some or all of their lands since the early 1990s, often without compensation.
Not for keeps

The problem goes back to Mao Zedong. One of the first things he did on taking power in 1949 was to seize land from land owners (killing thousands of them in the process) and redistribute it to peasants. In the 1950s he took the land away from them again and put it under the “collective” ownership of communes. The communes were dismantled in the early 1980s, a few years after Mao’s death. Peasants were allocated on plots of land to farm as they wished, but ownership remained “collective”. Since the 1990s, leases of 30 years (but in practice often less) have been granted on these tiny plots, but peasants have not been able to use the land as collateral for loans or to sell it. They can rent it out, but this often involves paying a fee to the village administration.
So whereas trade in land and property has become an important engine of growth in urban China (where residential leases run for 70 years and other for 40 or 50), farmers have been cut out of this boom. Li Changping, a former township party chief who has become a prominent critic of government’s rural policy, says that by limiting leases to 30 years the state is in effect asserting its control of the land over the village collective. This reinforces local governments’ belief that land is theirs to grab.

China’s rural land problem is exacerbated by a dysfunctional system of fiscal transfers that leaves many local governments unable to pay for basic services such as healthcare and education. China is among the most decentralised countries in the world as far as paying for local services is concerned (“the central government invites the guests, the local government pays the bills,” goes a popular saying). A half baked attempt at reform in 1994 has favoured wealthier regions.
Abolishing rural taxes without putting in place an alternative way of funding public services has simply made the problem worse. Land has become an even more vital resource for local governments, which either hand it over for little or nothing to attract industry or sell it at high prices to property developers. They also use requisitioned land as collateral for bank loans, adding to the potential woes of a banking system in which risk is poorly understood. Total debts of township and village governments alone may amount to well over 1 trillion yuan (US$125 billion), or more than 5 percent of GDP.
When land is seized, peasants are compensated for its agricultural value, which according to some Chinese scholars averages about one-tenth of its market value. Village administrations take a cut, so the amount received by the peasants is often far less. By contrast, in the cities the privatisation of housing since the late 1990s has created a middle class that is using its property as collateral to borrow. Trading property has become a big source of urban wealth. Of China’s 50 richest people, about half owe their fortunes in large part to property deals, according to Rupert Hoogewerf, the author of China’s first rich list.

Scattered and ill-organised rural protests are unlikely to turn into a serious threat to the party. China’s political future depends largely on stability in the cities. Mao’s armies of landless and disgruntled peasants would be hard to recreate in today’s more effectively controlled China. But the protests are a serious embarrassment to the current leadership, and they are likely to get worse as the cities expand relentlessly.
Some Chinese scholars suggest curbing the powers of rural governments to appropriate land, and giving individual peasants the right to trade it, mortgage it or keep it indefinitely. Secure rights would encourage farmers to invest more. This would help make land more productive. Giving farmers the right to negotiate the sale of their land to developers directly would greatly improve their chances of realising the market value of their holdings. And restricting land seizures could help push-up the price of land on the periphery of urban areas and encourage a more rational use of existing urban land. Such measures could also help ease the government’s worries about the loss of food security arising from the rapid encroachment on rural land.

There is a huge resistance to change. One reason is that allowing the “marketisation” of rural land would be seen as a direct assault on party ideology. But to a party that cares more about its survival than it does about communist principles, a more important consideration is the risk of instability. It fears that creating a free market in rural land would prompt peasants to sell their holdings to pay their debts sending an avalanche of landless farmers to cities that have no social security infrastructure to deal with them.
The party’s fears are overblown. Given the parlous state of urban China’s social security system, peasants would continue to regard land as a vital safety net, to be relinquished only in extreme circumstances. True, the system that kept rural and urban China rigidly separated is gradually being dismantled to allow cheap rural labour into the urban workforce; but migrants from the countryside generally get the most menial jobs, miss out on subsidised healthcare and are often denied access to oversubscribed urban schools. And if they cannot find a job, they will find the cities prohibitively expensive.

Reform by stealth
To make rural land reform work, fiscal transfers from the centre to the provinces would also have to be made fairer, and that too would require considerable political will because richer provinces would be reluctant to lose their advantages. However, the government is inching in the right direction. In 1998 it ordered written land use contracts to be issued to peasants (though this rule is widely ignored). A law introduced in 2003 restricted the right of collectives to reassign land within villages and provided a legal basis for transfers of land between peasants for farming.
Reform by stealth has been the hallmark of much of China’s economic transformation in the past quarter century. The leasing of land to households in the early 1980s began as a grassroots initiative that gradually gained official support and was already being widely practised by the time it was given the party’s formal approval. Late last year in Guangdong Province, one of China’s most affluent regions (and also the scene of some of the most violent peasant protests reported recently) the authorities began allowing villages to trade land that had already been converted to industrial use. This step was hailed by one state controlled newspaper as the start of a “new land revolution”.

But the “new socialist countryside” now being championed by China’s leaders is unlikely to bring a sweeping change in the way rural land is organised. Chinese officials have been inspired by South Korea’s “new village movement” launched in the 1970s, when that country was similarly worried about rapid urbanisation and the wealth gap between urban and rural areas. South Korea’s government spent heavily on rural infrastructure and on providing farmers with building materials. But the Chinese have made little mention of South Korea’s earlier land reform in 1949 which gave secure marketable rights to former tenants, and which proved to be a key factor in South Korea’s successful transition from an agricultural economy to industrial powerhouse. Still less have they dwelt on Taiwan’s similar and highly acclaimed land reform of the early 1950s.

Incremental steps over the next few years towards the creation of a rural land market and a reduction in local governments’ share of healthcare and education costs would give farmers a far better chance to prosper, whether on their land or in the cities. That would be good news for China’s economy, which badly needs a new engine of consumer-led growth.
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A piece of the action


How one rural community hit it lucky.





The village of He Hua in Wenxhou municipality, about 365 kms (225 miles) south of Shanghai, is a typically bizarre product of China’s bipolar economy with its rigid distinction between urban and rural. A stranger looking at its streets lined with shops, restaurants, office blocks and apartment buildings would have no idea that it is a village at all. It looks just like any other urban area in Wenzhou, one of China’s most prosperous cities.





The rapid outward expansion of Chinese cities in recent years has swallowed many villages like He Hua, which 20 years ago was an expanse of paddy fields. Sometimes the land is appropriated by the government and sold on to developers, with some of the money being used to re-house the villages who are reclassified as urban residents. But often villages have remained villages, looking urban but governed by different economic rules. He Hua is one of those.





The He Hua village office, down a shabby alleyway next to a luxury housing development, is now the headquarters of a property company that is making good use of the village’s virtual existence within Wenzhou’s urban sprawl. These “villages within cities”, as they are called, can take advantage of urban housing demand to rake in fortunes with their remaining plots of collectively owned land. And if the villagers are lucky, as they are in He Hua, they will get a generous share of the money.





He Hua’s village committee is just about to re-designate itself as the He Hua Village Economic Shareholding Cooperative, a process that has taken 4 years. The elected village chief has become its general manager. The village’s former Communist Party leader is now chairman of the board. All this has taken a long time to organise because assets had to be valued and most contentiously, shareholders identified. Only villagers can be shareholders, but it was not easy to decide how to deal with villagers who had moved elsewhere and wanted to come back to enjoy the spoils.





Outside the village office, with its new Shareholding Cooperative nameplate, are the fruits of all this toil: sheets of paper on a bulletin board listing the 363 shareholders. They make up less than a quarter of the area’s current population. Mao, who famously said that women hold up half the sky, would not be happy with the list. He Hua has decided that when it comes to share allocations, women are worth only six-tenths of men. Jin Zhengzhong, the general manager, explains that this is based on traditional rural reckoning which value’s a woman’s labour at half that of a man’s. But even this is progress of sorts: before the new cooperative was established, profits were handed out only to male family heads, to divide up as they wished.





Turning villagers into shareholders is a big improvement on the hazy “collective” ownership notion prevailing in most of rural China. But although He Hua’s villagers will be rich by local standards (an adult male shareholder can expect a dividend of US$5,000 a year, which amounts to a comfortable urban income), they have not found the answer to China’s land problem. Their shares will be diluted if their numbers grow; they cannot be sold except to other villagers; and the government could still take the land away.








