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China’s recent history 

 1949 – People’s Republic of China established 

 

 1958-62 – Mao’s “Great Leap Forward” – farms 
collectivized – a failure with 25-30 million dying in 
famine 

 

 1966-76 – The “Cultural Revolution” – prevented 
proper functioning of Chinese economy 

 

 1976-78 – Death of Mao, re-establishment of political 
and economic order 

 

 1978 –  Deng Xiaoping starts reform process 
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China’s economy since 1978  

 Average annual growth rate of 9% 

 

 Per capita income has quadrupled 

 

  Number of people in absolute poverty has 
dropped from 250 to 50 million 

 

  Share of world trade has increased six-fold to 
3.7% 

 

  Inward investment largest in world at $53 billion 
in 2002 
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China vs. India 
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What were reforms? 

 Dual-track liberalization – after meeting production 
quotas, agents free to sell surplus at market prices 

 

Gradual reform of price system – two-tier pricing 

 

 Township-village enterprises – local community 
government control of firms – guaranteed some 
property rights in a system that has no private 
property rights 

 

 Economy opened up to trade and inward investment 

 

 Introduction of new technologies 
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Why were reforms successful? 

 Chinese leadership pragmatic 

 

Willingness to experiment with institutions 

 

 Support of Chinese people and government officials 

 

 Political stability during period of reforms 

 

 System of dual-track liberalization created gains for 
economic agents, but maintained status quo under 
the central plan  
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What happened in agriculture? 

 Agriculture was first reform success 

 

 Household responsibility system resulted in rapid 
increases in agricultural productivity 

 

 Institutional change accompanied by increased 
application of chemical fertilizers, mechanization 
and advances in technology 

 

Much of growth in productivity occurred in 
immediate post-reform period from 1978-87 

 

Growth slowed after 1988 
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Productivity in Jiangsu Province 

Period Rice Wheat Corn Soybeans Rapeseed 

1978-87 6.6 2.1 6.3 9.4 2.9 

1988-96 4.5 3.5 1.6 2.8 0.9 
 

Household Productivity Growth (%) 

Source: Carter, Chen and Chu (2003) 
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Why the slowdown? 

One-time productivity gains from privatization 

 

 Break-up of collectives led to small fragmented units 

 

 Agricultural disinvestment in early-1980s due to 
fiscal policy 

 

 Non-price incentives and central controls on grain 
production reinstated in late-1980s, and at other 
times in 1990s 
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Where’s agriculture now? 

 Agriculture’s share of GDP has fallen below 20% 

 

 Agriculture also accounts for 50% of employment 

 

 Farms are small averaging 1.2 acres 

 

Output growth has exceeded population growth 

 

 Rural incomes lag urban incomes   
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China’s Food Supply 
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Rich man – poor man 



13 2004 Policy & Outlook Program   OSU Extension & AED Economics   

China’s agricultural trade 

 Agricultural trade has grown slowly since 1980 

 

 A modest agricultural trade surplus in late-1990s 

 

 A net importer of grains, and net exporter of 

horticultural and animal products 

 

 Considerable volatility in US exports of corn, wheat 

and cotton, more stability in oilseeds  
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China’s agricultural trade 
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China’s agricultural trade 
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US agricultural trade with China 
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Future of Chinese agriculture 

Without further reforms, little impetus to switch from 

subsistence to specialized agriculture  

 

 Reforms needed include: 

 

  farm restructuring/land reform 

  remove obstacles to migration 

  integrated/competitive domestic market 

  commitment to meeting WTO obligations  
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Future of Chinese agriculture 

 Lack of private land market slows transfer of land   

into most efficient uses 

 

Obstacles to migration - lack of urban housing, fees 

for residence/work permits, lack of land tenure 

 

 Competitive internal grain trade needed 

 

  Tariff reductions/market access via tariff-rate quotas 
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What does it mean for US 

agriculture? 

 If incomes and urbanization rise, significant increase 

in demand for meat in China 

 

 Significant increase in US exports of corn and 

soybeans to meet feed demand 

 

 China’s horticultural exports would compete with 

those from California 

 

 US exports of agricultural inputs would benefit  
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Reforms vs. liberalization 

 “gains from specialization when China moves away 

from planning & self-sufficiency, to a country with 

specialized family farms, would swamp the returns 

that have resulted from decollectivization.” (Ted 

Schultz, 1990) 
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Broader Trade Issues  

 China currently running $120 million trade surplus 
with the US 

 

 China has emerged as a major production base for 
labor-intensive manufactured goods 

 

 China displaced Taiwan, Hong Kong and Korea as 
supplier of footwear, toys etc. 

 

 Similar transition occurring in consumer electronics 
and information technology hardware 
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Job-stealing or exchange rates? 

 Are calls for tariffs on Chinese imports legitimate? 

 

 Structural shift of labor-intensive manufacturing jobs  

 

 China’s currency pegged to US dollar since 1994 

 

Given productivity growth it should have appreciated 

 

 China runs the risk of protectionism if it does not 
allow yuan to appreciate 
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