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Abstract: This paper reviews the development of social transfer schemes in China since 2000 and investigates the impacts of these transfer schemes on poverty, income distribution, and consumption. An analysis of the 2003 and 2007 rural household data in six provinces and a municipality shows that these programs significantly reduce poverty. Analysis based on data from China Statistical Yearbook shows an insignificant effect of social transfer schemes on mitigating income distribution in rural areas, as against a growingly visible effect in urban areas. The analysis also shows an obvious positive correlation between the income derived from transfer schemes in both urban and rural areas and households’ consumption of education, health care, and housing. In urban areas, transfer income and expenditures on human capital related items even show a higher correlation coefficient than non-transfer income. In rural areas, the positive correlation between transfer income and total consumption and human capital related consumption becomes stronger over time. 
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I. Introduction

In modern society, the social transfers play manifold roles in economic and social development. First, if it is properly targeted to the poor, social transfer will be an important means of the government to mitigate income inequality and to alleviate poverty, and thus promote social equity. Secondly, many social transfer schemes may play a role of social safety net and reduce the uncertainty of income/expenditure expectation, and hence helps reduce the level of precautionary savings and stimulate consumption. Thirdly, from a dynamic perspective, social transfer schemes on education and health care will promote the accumulation of human capital, and thus increases productivity and stimulate long-term economic growth.
After the founding of the P.R.C. in 1949, China established a multi-tier transfer payment system in cities and the countryside. Before the reform and opening up, urban residents benefited from a comprehensive and relative high-level transfers system, either overt or covert, through pension, education, health, housing, and food subsidy that they obtained directly from their employers or through the governmental programs. The transfer system was weak in rural areas, but farmers might also benefit from it through the collective economy and the state’s transitory relief programs.

After the 1980s’, with the progress of reforms in rural collective economy and SOEs, the transfer system under the planned economy was hardly sustainable and adjustment was imperative. Reform in transfer system accelerated in the mid- and late 1990s, and a new system began to take shape with the old social transfers schemes either modified or replaced by an increasing number of new ones. 
Though China’s social transfer system experienced a rapid development in last decade, however, the macro effect of these social transfer schemes is not adequately examined. Based on rural household survey done by the China National Bureau of Statistics (hereafter NBS) in 2003 and 2007 and data from China Statistical Yearbook, this paper will focus on impacts of social transfers on poverty reduction, income distribution and consumption to explore their macroeconomic implications and thus contribute to discussions in this regard.
The following sections will be organized as follows: the second section introduces the development of China’s social transfer schemes after 2000; the third section analyzes the impacts of social transfer schemes on rural poverty reduction, based on NBS’ rural household survey dataset; the fourth section will study social transfer schemes’ effect on income distributions. Income disparity within rural and urban respectively and between urban and rural will be discussed in this section; the fifth section will discuss impact of social transfers on consumption; the final section concludes the report. 

II. Social Transfer Schemes in China

According to the type of providers, the transfer schemes for households could be generally divided into two categories: public transfer (or the term “social transfer system” used in this report) and non-public transfer. In this report, social transfer refers to those transfer payment provided by the public sector. Currently, China’s social transfer system is mainly constituted by pension insurance schemes, medical insurance schemes, unemployment allowance, minimum living allowance, subsidies, survivors’ benefits, and other temporary relief, etc. Besides, households may also receive non-social transfer payment from employers and their relatives and friends. 
In this paper, we only focus on social transfers in the context of China. 
1. Pension Insurance System
Since 1990s, China has gradually established a multi-tier and highly segmented pension insurance system. In urban areas, there are different pension insurance schemes for urban employees and for employees of government departments and public institutions, respectively; while in rural areas, there are pension insurance scheme introduced in 1992 by the Ministry of Civil Affairs and some new experimental social pension insurance schemes implemented in certain areas. In addition, pension insurance schemes for migrant workers have been experimented in many provinces. These pension insurance schemes are segmented by people’s occupation, region, and resident registration (hukou) system. 
(1)Urban Pension Insurance Schemes
China started the experiment of urban employee pension insurance scheme in the mid of 1980, so as to promote the reform of SOEs. Based on experiences and lessons of trials, the State Council promulgated Decision on Establishing Unified Basic Pension Insurance System for Enterprise Employees, and the urban employee pension insurance scheme has been popularized since then. In 2005, the State Council released Decision on Improving the Basic Pension Insurance System for Urban Enterprise Employees to further reform the system. The reform started in 2005 aims to address issues as inconsistency of systems among regions, low pooling level, low benefit level, and to reduce the financial burden of enterprises. With the reform and improvement of the urban pension system, employees covered by the basic pension schemes grew from 84.76 million in 1998 to 151.38 million, accounting for 51.6% of the urban workforce as against 39.2% in 2000 (see Table 1). In addition, in 2007, about 49 million retirees participated in the basic pension insurance scheme, accounting for 49% of urban residents aged 55 and above. 
Table 1: Number of Employees Participated in

Basic Pension Insurance (1998-2007)

	Year
	Number of Employees (million persons) 
	Coverage rate （%）

	
	Total
	#Enterprise Employees
	

	1998

1999

2000

2001

2002

2003

2004

2005

2006

2007
	84.76
95.02
104.48
108.02
111.29
116.47
122.50

131.20

141.31
151.38
	84.76
88.59

94.97
97.33

99.29

103.25

109.04
117.11
126.18

136.91
	39.2

42.4

45.1

45.1

44.9

45.4

46.3

48.0

49.9

51.6


Source: China Development Report 2008/2009
The employees of government and public institutions are traditionally covered by the pension system specialized for employees of government and public institutions. On March 14, 2008, the State Council promulgated Notice on the Pilot Plan for Public Institution Employees’ Pension Reform and experiments would be first conducted in Shanghai and Chongqing municipalities, as well as Shanxi, Zhejiang and Guangdong provinces. The Pilot Plan, designed to support the classified reform for public institutions, applies to public service providers and their employees after the classified reform. According to it, the pension system for public institutions will be similar to that for enterprises in its structure, contribution mode and payment policies. 
Up to now, the two pension schemes together have almost covered all employees in formal sector. However, there are still a large portion of individuals working in informal sector and rural migrant workers are not covered by the two schemes. 
(2) Rural Pension Schemes
Providing for the old on a family basis has long been the primary form of old age security in rural China. However, with the rapid industrialization and urbanization in China, this traditional way can no longer meet the needs of socioeconomic development. To address the challenge, certain better-off coastal regions began their experiments with rural pension schemes in the 1980s, which led to the formulation of a national framework in 1992. Rural pension scheme was expanding rapidly during 1992-1997. However, the system’s inherent defects and management problems, coupled with such factors as the 1997 Asian financial crisis and the shift of responsibilities for the system from the Ministry of Civil Affairs to the Ministry of Labor and Social Security in 1998, put the system at a standstill for the next few years, with numbers of rural participants sliding down greatly, from more than 80 million in 1998 to 50 million in 2002 (see Figure 1). In recent years, in spite of some local governments’ new experimental efforts, the number of farmers enrolled in pension schemes remains small. As the schemes cover only slightly more than 10 percent of the rural labor force, more than 400 million people are left uninsured. 
Figure 1: Number of Peasants Participated in 
Rural Social Pension Insurance (1994-1997) 
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Source: NBS, China Labor Statistical Yearbook 2008 / China Statistical Digest 2008
Of the 476.4 million rural workers in 2007, the number of agricultural laborers in the traditional sense, namely, those engaged in the primary industry, were about 310 million, while 160 million or so worked for the secondary and tertiary industries. To devise a basic pension scheme for these rural laborers has become the most outstanding issue to China’s old age security system. Pension system for rural migrant workers has been piloted in coastal regions, including Zhejiang, Guangdong, Jiangsu, and Shanghai, etc, while there are still many challenges with these pension systems, for example, low pooling level, low coverage level, and importable account, etc. 
Over the recent years, the government has increased investment for the urban and rural pension system. It is noteworthy that the Chinese government decided to establish a national social security fund in September 2000. As the central government’s supplementary fund for social security expenditure, it aims to cope with the financial challenges when population ageing is reaching its peak. It is funded by multiple sources, including the budgetary allocation of the central government, fund converted from reduction in state-owned shares, fund raised in other means approved by the State Council, returns on investment, and equity assets of the government. Figure 2 shows the amount of income and expenditure of the national pension fund. 
Figure 2: Revenue and Expense of Basic Pension Insurance Fund (1998-2007)
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2. Medical care Insurance System
The medical care system currently implemented in China consists of medical care insurance system and medical aid system. Medical care insurance system includes basic medical insurance schemes specially designed for urban employees and residents respectively, and new rural cooperative medical system for their rural counterpart. The three medical insurance schemes plus medical aid make up what we call the “3+1” health security system in China.
(1) Urban Medical Insurance Schemes
Since the late 1980s, China has explored diversified ways to reform the free medical care (for government employees, workers of public sector, State-owned Enterprises and part of Collective-owned Enterprises only）and labor protection medical care systems. In 1998, based on experience in the nationwide medical care insurance pilot reform, the State Council promulgated the Decision to Establish Basic Medical Insurance System for Urban Resident Workers. It requires all urban resident workers to participate in a local basic medical insurance scheme which shall integrate social pooled fund and personal account. After 2000, the medical insurance for workers was expanded rapidly, with an increasing proportion of urban employees being covered (see Figure 3). At the end of 2007, the number of urban workers enrolled in the basic medical insurance stood at 180.2 million, including 134.2 million present workers and 46 million retirees. The total revenue of basic medical insurance funds for the year was RMB225.7 billion, the expenditure was RMB156.2 billion, and the year-end accumulative balance was RMB247.7 billion. 
 
Figure 3: The Coverage of Basic Medical Care Insurance for 
Urban Employees (1998-2006)
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Source: Statistical Report on the Development of Labor and Social Security in China 1998-2006. 

Note: Data of 1998 and 1999 include people participated in “Sever Illness Pooling Program” and “Medical Expense Pooling Program for Retirees”.
In July 2007, the State Council issued the Guiding Opinions on Basic Medical Insurance Trials for Urban Residents, specifying that primary and secondary school students, children and other unemployed urban residents not covered by the basic medical insurance scheme for urban resident workers may, on a voluntary basis, participate in another scheme for urban residents. The basic medical insurance for urban residents relies mainly on family contributions, with appropriate government subsidies. A basic medical insurance fund is created mainly to cover the hospitalization and outpatient service (for serious diseases only in the latter case) expenses of the insured. In 2007, 88 cities introduced the scheme on a trial basis, and the number of urban residents enrolled stood at 42.91 million. As required by the Guiding Opinions, the trial will be conducted in over 80% of the cities by 2009, and by 2010 the scheme for urban residents will be promoted nationwide and gradually cover all the non-working population.

(2) New Rural Cooperative Medical System

To address the challenges presented by a weak public health service system and inadequate access to medical care in rural areas, in 2003, the State Council issued the Opinions on Establishing a New Rural Cooperative Medical System. It is decided that trials will be conducted in 2-3 counties (cities) of each province (municipality or autonomous region) from 2003, in a bid to establish by 2010 a new rural cooperative medical system covering rural residents countrywide.

From the second half of 2003 to the end of 2007, 2,451, or 85.64% of all the counties (cities and districts) implemented the new cooperative medical care scheme; 726 million people were enrolled, accounting for 83.54% of the agricultural population. The coverage rate reached 86.20% (see Table 6.2). According to the State Council’s plan, the new rural cooperative medical care will be implemented in the remaining 292 counties (cities and districts) in 2008, so that the system will cover all the rural areas.
Table 2: The Development of New Rural Cooperative
Medical System (2003-2007)
	Time
	Number of Pilot Counties
	Number of Peasant Participants (100 million persons)
	Proportion of Peasant Participants（%）

	2003.9
	304
	0.43
	74.0

	2004.12
	333
	0.80
	75.2

	2005.12
	678
	1.79
	75.6

	2006.12
	1451
	4.10
	80.7

	2007.12
	2451
	7.26
	86.2


Source: Center for Health Information of Ministry of Health. Report on Development of China’s Medical and Health Care in 2003-2007. Beijing, 2008.
(3) Urban and Rural Medical Aid System

To provide low-income households with effective access to medical services which are otherwise denied to them due to inability to enroll in any medical insurance scheme, China began in 2003 the exploration of a medical aid system for economically vulnerable people. In the same year, the Ministry of Civil Affairs, the Ministry of Health and the Ministry of Finance jointly issued the Opinions on Implementing Rural Medical Aid. In 2005 the General Office of the State Council issued the Opinions on the Trial Work of Establishing the Urban Medical Aid System prepared jointly by the Ministry of Civil Affairs, the Ministry of Health, the Ministry of Labor and Social Security and the Ministry of Finance, and decided to establish an urban medical aid system. By the end of June 2007, urban medical aid had been adopted in 65% of the counties and districts on a trial basis, covering a population of 9.69 million. By the end of 2007, medical aid had been provided to 29 million patients in rural areas (four times the 2004 figure of 7.29 million) and 4.42 million patients in urban areas (nearly 4 times the 2005 figure of 1.15 million)
With the improvement of the urban and rural medical care system and increasing government spending on health care, the excessively fast growth in medical expense and the high proportion of residents’ expenditure in the total medical expense since the 1990s are effectively controlled. From 2000 to the end of 2006, individuals’ out of pocket as a percentage of the total medical expense fell from 59% to 49.3% (see Table 3). 
Table 3: Change of Health Expense and Its Structure (2000-2006)

	
	2000
	2001
	2002
	2003
	2004
	2005
	2006

	 Total Health Expense (100 million RMB)
	4586.6
	5025.9
	5790.0
	6584.1
	7590.3
	8659.9
	9843.3

	Government Budgetary

Health Expense (100 million RMB)
	709.5
	800.6
	908.5
	1116.9
	1293.6
	1552.5
	1778.9

	   Social Health Expense (100 million RMB)
	1171.9
	1211.4
	1539.4
	1788.5
	2225.4
	2586.4
	3210.9

	   Out of Pocket Expense (100 million RMB)
	2705.2
	3013.9
	3342.1
	3678.7
	4071.4
	4521.0
	4853.6

	Proportion of Government Budgetary

Health Expense (%)
	15.5
	15.9
	15.7
	17.0
	17.0
	17.9
	18.1

	Proportion of Social Health Expense (%)
	25.5
	24.1
	26.6
	27.2
	29.3
	29.9
	32.6

	   Proportion of Out of Pocket Expense (%)
	59.0
	60.0
	57.7
	55.8
	53.6
	52.2
	49.3


Source: China Statistical Yearbook 2008
3. Transfer Schemes of Education

Since the reform and opening up was introduced, steady progress has been achieved in education at various levels. By the end of the 20th century, China had realized the basic spread of nine-year compulsory education and the basic elimination of illiteracy among the young and middle-aged (“Two Basics” for short). From 2000 to 2007, the primary school enrolment rate of school-age children (net enrolment rate) rose from 99.1% to 99.5%, the gross secondary school enrolment rate rose from 88.6% to 98%, and the number of on-campus college students per 100,000 people went up from 439 to 1427. However, in spite of a great increase in the government’s education spending, the demand for education service is still inadequately met. A general rise in education cost and insufficient government funding has caused individuals to pay for a rapidly increasing portion of the education expense (Figure 4).
Figure 4: Proportion of Tuition and Miscellaneous Fees to Total Education Expense (1998-2005)
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Source: China Education Statistical Yearbook (1999-2006)

In 2003, the State Council required the “two exemptions and one subsidy” policy (the exemptions of miscellaneous fees and textbook fees, and payment of boarder subsidies) to be extended to all the poor school-age children in rural areas so as to help them complete the nine-year compulsory education. In 2006, the National People’s Congress passed the Compulsory Education Law (Amendment), which specifies clearly for the first time the cancellation of miscellaneous fees. It defines the responsibilities of governments at various levels in ensuring the universal access to the compulsory education, include the compulsory education expenditures in the government budget and allocate in a balanced manner such resources as funds and teachers according to the requirements equalization of basic public service, so as to gradually narrow the gaps between urban and rural areas, between regions and between schools.
Beneficiaries of the “two exemptions and one subsidy” policy have been growing in recent years. It began to benefit urban and rural impoverished students in 2003, and then expanded to cover all the western rural areas in 2006 and all the rural areas (including counties and towns) in 2007. As a result, a total of 150 million students (85% of the country’s total) who receive compulsory education in rural areas (including counties and towns) are not only exempted from tuition and fees, but also receive free textbooks from the government; and tens of millions of poor boarders among them also enjoy a growing subsistence allowance. Starting from the fall of 2008, this policy has been extended to urban students on a compulsory education program, exempting more than 10 million students from tuition and miscellaneous fees. Thanks to the policy, a rural household will save about RMB 200 each year for each compulsory education receiver and an urban household will save about RMB400.
4. Transfer Schemes of Employment

Currently, transfer payment for employment is made through three channels in China. The first is the unemployment insurance scheme which provides financial support to the insured during a period of unemployment; the second is the urban minimum living allowance system which pays a certain amount of benefit to the unemployed whose income is less than the threshold prescribed for the system; and the third is the active job market policy that provides the unemployed with subsidies for occupational training, job seeking, and micro credit for operating a small business. 
China’s exploration of employment insurance started in the 1980s and a system was officially launched in 1999, expanding the coverage from SOE employees to all urban workers in the formal sector (but excluding civil servants). Under the system, employers and employees were required to pay a premium equal to 2% and 1% of the insured’s wage, funds were pooled at the prefecture level, and unemployment allowances were linked to the minimum living allowance for urban residents (i.e., lower than the local minimum wage but higher than the income threshold for minimum living allowance), and can be enjoyed within 12-24 months. The unemployment insurance system contributed enormously to China’s success in addressing the unemployment peak in the mid and late 1990s. In 2004，among the 8.27 million people registered as unemployed in urban areas, 7.54 million received the unemployment relief, amounting to 90% of the total (see Table 4). The expenditure on unemployment benefit rose from RMB 510 million in 1992 to RMB 21.76 billion in 2007 (see Figure 5). 
Table 4: Proportion of Beneficiaries of Unemployment Insurance (1999-2006)
	Year
	Number of Registered Unemployed People
(million persons)
	Number of Beneficiaries of Unemployment Insurance

 (million person) 
	Proportion of Beneficiaries to Registered Unemployed（%）

	1999
	5.75
	1.09
	18.96

	2000
	5.95
	1.90
	31.93

	2001
	6.81
	3.12
	45.81

	2002
	7.70
	4.40
	57.14

	2003
	8.00
	4.15
	51.88

	2004
	8.27
	4.19
	50.67

	2005
	8.39
	3.62
	43.15

	2006
	8.47
	3.27
	38.61


Source: Ministry of Labor and Social Security. Statistical Report on the Development of Labor and Social Security in China, 2000~2007 
Figure 5: Revenue and Expense of Unemployment Insurance Fund (1992-2007)
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          Source: China Statistical Yearbook 2008
5. Minimum Living Allowance System

(1) Minimum Living Allowance in Urban Areas

Since the early 1990s, with the pace of the SOE reform quickened, the urban unemployed and the poor population grew rapidly. To ensure their basic living and ease their financial strain, Shanghai took the lead to experiment with a minimum living allowance system in 1993. By the end of May 1997, the system had been implemented in 206 cities. On October 1, 1999, the State Council promulgated the Regulations on Minimum Living Allowance for Urban Residents, heralding the implementation of the system throughout the urban areas. The General Office of the State Council issued in 2001 the Notice on Further Strengthening the Work of Minimum Living Allowance for Urban Residents, requiring increased financial support to include all eligible people in the system. With the improvement of the system and increased government funding, more urban residents benefited from it. The population covered rose from over 2 million in 1999 to 22.709 million in 2007 (see Figure 6), and reached 22.728 million by September 2008.
Figure 6: Number of Urban Residents Participated Minimum Living Allowance Schemes (1999-2006)
 SHAPE \* MERGEFORMAT 



Source : China Civil Affairs Statistical Yearbook 2007. 
(2) Minimum Living Allowance in Rural Areas

Traditionally, social assistance to the rural poor includes the following arrangements: i) the five-guarantee system designed for the old, the disabled and underage orphans who have no labor ability, income or lawful supporters; ii) temporary relief system covering inadequately fed and clothed people; iii) regular ration-based aid system introduced in some places since the 1980s, and regularly providing a fixed amount of fund or food to households in chronic poverty; and iv) medical aid system.

From the 1990s on, inspired by the urban minimum living allowance system, some coastal areas like Shanghai, Guangzhou and Zhejiang began exploring a similar rural system based on the regular ration-based aid. In 1996 the Ministry of Civil Affairs issued the Opinions on Accelerating the Establishment of a Rural Social Security System. This document lays emphasis on rural minimum living allowance, and specifies that the funds needed shall be jointly provided by local governments at various levels and the village collectives. By the end of 2002, 10 provinces had introduced local laws or regulations regarding the rural minimum living allowance system. In 2007, the State Council announced its efforts to establish a national system by promulgating the Notice on Establishing a Rural Minimum Living Allowance System Throughout the Country. By September 2007, 2,777 agriculture-related counties (cities and districts) in 31 provinces (autonomous regions and municipalities) had established the rural minimum living allowance system (China Development Research Foundation, 2009). 

6. Other Transfer Payment Arrangements
(1) Housing Security
Launched in the 1980s, China’s housing reform gradually applied the marketization rules. In 1998, the State Council issued the Notice on Furthering the Reform on Urban Housing System and Accelerating the Construction of Affordable Housing, putting an end to the welfare housing allocation in kind from the second half of the year. To solve the housing problems confronting middle and low-income households in the process of housing marketization, the Ministry of Construction released in 1999 the Regulation on Low-Rent Housing in Urban Areas, and printed and circulated the Opinions on Developing Affordable Housing, which clearly specifies the objective, principle, plan, construction, price, and property management concerning low-rent and affordable housing. In view of the acute conflict between housing price hike and the demand of middle and low-income households, the State Council issued in 2007 Several Opinions on Resolving the Housing Problems of Urban Low-Income Households, listing low-rent and affordable housing as main security policies to tackle the housing problems of middle and low-income households.     
By the end of 2006, the low-rent housing system had been established and implemented in 512 cities across the country. In total, RMB 7.08 billion was invested in this system which improved the housing conditions of 547,000 low-income households. Among all beneficiaries, 167,000 households received subsidies for house rentals, 77,000 were designated low-rent houses, 279,000 had their rent reduced, and another 24,000 improved their living conditions through other ways. 
 
In addition, China began to build the housing accumulation fund system in the mid-1990s. By the end of June 2007, over 100 million urban employees participated, and more than RMB 1400 billion had been pooled into the fund. About RMB 550 billion had been withdrawn by employees for house purchase or upon retirement; more than RMB 730 billion had been used to grant private house loans; and in these two ways, 42 million employees across the country had improved their living conditions.
(2) Industrial Injury and Maternity Insurance 
The industrial injury and maternity insurance systems have been implemented since 1993 in China, covering urban employees and female employees, respectively. They serve as an important guarantee to reduce losses caused by accidental injuries in workplaces and to decrease risks confronting female employees in their child-bearing period. Participants in urban employees’ industrial injury and maternity insurance programs have been gradually increasing since 2003. Consequently, the spending of the relevant insurance funds has been greatly boosted in recent years (See Figures 7 and 8).    

Figure 7: Revenue and Expense of Working Injury Insurance Fund (1993-2007) 
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Source: China Statistical Yearbook 2008

Figure 8: Revenue and Expense of Maternity Insurance Fund (1993-2007)
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Source: China Statistical Yearbook 2008

(3) Temporary relief
Apart from the abovementioned arrangements, there are many other forms of social transfer schemes, such as temporary relief for disaster-affected population, compensation for work-related death, injury and disability, and benefits and allowances for the elderly, children, women and disabled people. In the tenth five-year plan period (2001-2005), China has spent RMB83.74 billion on compensation for work-related death, injury and disability, RMB53.41 billion on pension for military personnel, and RMB40.56 billion on relief for natural disaster-affected people.
 The year 2008 saw RMB30.38 billion earmarked as relief fund for the country’s 80 million victims of disasters, and the annual expenditures on compensation and resettlement reached RMB22.44 billion.
 
III Social Transfer Payment and Poverty Reduction
China has achieved remarkable progress in alleviating rural poverty since the start of reform and opening up, and its achievement in reducing urban poverty in last decade. With the further reform in SOEs sector, the poor population in urban areas has been rapidly growing after mid 1990s. Xue Jinjun and Wei Zhong (2004) finds an increasing trend in the urban poverty rate which stood at 3.6%, 5.0% and 6.7% for these years respectively, based on the 1988, 1995 and 1999 statistics on urban household income provided by the Income Distribution Research Group from Chinese Academy of Social Sciences (CASS). Fortunately, the minimum living allowance system for urban residents is conducive to controlling and reducing urban poverty (Meng et at., 2005, 2007; Knight and Li, 2006). According to the survey by the Institute of Population and Labor Economics of CASS on 14 cities in 2004, Wang Dewen and Cai Fang (2005) analyzed the influence of income derived from transfer payment on poverty reduction. They found that, if income derived from social transfers was excluded, the poverty incidence of the 14 cities was 33.8%; otherwise, it was only 9.7%. Wang Dewen and Cai Fang (2005) also shows that, among transfer payment programs, pension played the most remarkable role in poverty reduction. 
 
Compared to urban poverty, rural poverty and in China has been paid more attention and been studied adequately in the last decades, and various poverty alleviation strategies were discussed for explaining China’s miracle in lifting such a large portion of rural population out of poverty (Ravallion and Chen, 1997, 2007; Woo et al., 2004; Wang et al., 2004; China Development Research Foundation, 2007; UNDP, 2008). However, the role of social transfers in mitigating rural poverty has been paid less attention in previous literatures, partly because of the underdevelopment of rural social transfer schemes. Based on survey data on rural households in 2003 and 2007 by the National Bureau of Statistics, this paper aims to explore whether and to what extent the rural social transfers can help reducing poverty. 
1. Trends of Rural Poverty Based on Different Poverty Measures
In the past thirty years, China has made significant progress in reducing poverty in rural areas. In 1978, there were 250 million people in rural areas who lived below the official absolute poverty line, and they accounted for 30.8% of the total rural population. As the rural economic reform brought about a rapid increase in farmers’ income, the absolute poor population dropped by 50% from 1978 to 1984 (See Figure 9). It kept declining in subsequent years and decreased to 14.79 million, or 1.6% of the total rural population by the end of 2007 (NBS, 2008). 
Figure 9: Trend of Rural Poverty According to Official Poverty Line 1978～2006
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Source: China Statistical Digest 2007.
Despite China’s remarkable achievements in eliminating rural poverty, it is widely recognized that the official absolute poverty line is too low to properly reflect the real status of rural poverty (World Bank, 2005; Ravallion and Chen, 2007; China Development Research Foundation, 2007).
 In addition, poverty does not merely mean the inadequacy of food and clothing, but also refers to deprivation of people’s capabilities in health, education and many other aspects, and the absence of relevant services (Sen, 1999). For above reasons, the China Development Research Foundation (2007) proposes the concept of developmental poverty line (DPL), which aims to make up for the shortcoming of the official absolute poverty line (or the survival poverty line, SPL), as the latter can only meet people’s basic needs for food and clothing. DPL is an income or consumption line higher than the SPL, including income necessary to maintain the basic living standard and to pay for the social average level of education and medical services. Their relationship is as follows:
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In this formula, SPL stands for the survival poverty line, 
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represents the society’s average level of spending on item i which is necessary to enhance development capability, and 
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is the spending of poor population on item i. According to the calculation by China Development Research Foundation, the DPL in 2005 was RMB 1,147, 1.68 times the SPL in the same period (RMB 683). If measured by the actual international purchasing power parity in the same period, the DPL is basically at the same level as the poverty line proposed by the World Bank, namely, one dollar per person per day. Figure 10indicates the number of the poor population calculated on the basis of SPL and DPL respectively. 
Figure 10: Change of Survival Poverty and Developmental Poverty 

in Rural China (1980-2005)
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Source: CDRF. China Development Report 2007, China Development Press, Beijing, 2007
2. Sample and Dataset
The dataset used in this section is from the NBS rural survey team’s 2003 and 2007 household surveys in Liaoning, Fujian, Shanxi, Hunan, Gansu and Yunnan provinces and Beijing, with a sample of 5,000 households in total. Table 5 lists the basic background information about the seven sample provinces in 2007. 
Table 5：Background Information on Socio-economic Development

of 7 Sample Provinces (Municipality) in 2007
	Province
	Population
(million persons)
	Proportion

of Rural

Population（%）
	Per capita GDP

(RMB)
	Per capita
Pure income

of Rural Residents (RMB)
	Adult

Literacy

Rate
(%)
	Life Expectation in 2000 
(Years)
	Human 
Development

Index

	National
	1,321.29
	55.06
	18,934
	4,140.36
	91.60
	71.40
	0.787

	Beijing
	16.33
	15.50
	58,204
	9,439.63
	96.66
	76.10
	0.920

	Shanxi
	33.93
	55.97
	16,945
	3,665.66
	95.74
	71.65
	0.789

	Liaoning
	42.98
	40.80
	25,729
	4,773.43
	96.24
	73.34
	0.835

	Fujian
	35.81
	51.30
	25,908
	5,467.08
	88.80
	72.55
	0.801

	Hunan
	63.55
	59.55
	14,492
	3,904.20
	94.65
	70.66
	0.779

	Yunnan
	45.14
	68.40
	10,540
	2,634.09
	83.87
	65.49
	0.703

	Gansu
	26.17
	68.41
	10,346
	2,328.92
	80.67
	67.47
	0.705


Sources: Data of Human Development Index of sample provinces (municipality) are from CDRF’s China Development Report 2008/09. Other data are from China Statistical Yearbook 2008. 
Among the sample provinces surveyed, Beijing represents provinces with the most developed economy; Liaoning and Fujian stand for the well developed coastal areas, with Liaoniang also exemplifying the northeast region of China; Shanxi and Hunan are typical of central provinces; and Yunnan in the southwest and Gansu in the northwest are examples of economically backward provinces in the west. 
Table 6 and Table 7 provide some detailed information about the survey samples in 2003 and 2007. A total of 5,000 households in the seven provinces (municipality) were investigated, including 500 from Beijing, 700 from each of Shanxi, Yunnan and Gansu, and 800 from Liaoning, Fujian and Hunan each. The average family size, net income per capita, transfer income, and consumption expenditure in each province and municipality are shown in Table 6 and Table 7. 
Table 6: Basic Information on Surveyed Households in 2003
	Region
	Number of Survey Households
	Average Scale of 
Households

(persons)
	Average Pure income of Households
(RMB)
	#Transfer

Income
(RMB)
	Consumption
Expenditure of Household

(RMB)

	Beijing
	500
	3.57
	20228.67
	1171.11
	15042.31

	Shanxi
	700
	4.10
	9332.54
	248.94
	5959.94

	Liaoning
	800
	3.55
	10372.34
	297.68
	6350.21

	Fujian
	800
	4.35
	15352.21
	1317.95
	11192.75

	Hunan
	800
	3.89
	9755.81
	318.50
	8260.42

	Yunnan
	700
	4.53
	7857.21
	318.73
	6681.88

	Gansu
	700
	4.78
	7835.74
	232.17
	6225.77


  Source: Calculated by the authors based on NBS’s survey in seven provinces (municipality) in 2003
Table 7: Basic Information on Surveyed Households in 2007
	Region
	Number of Survey Households
	Average Scale of 

Households

(persons)
	Average Pure income of Households
(RMB)
	#Transfer

Income

(RMB)
	Consumption

Expenditure of Household

(RMB)

	Beijing
	500
	3.43
	32376.65
	2505.60
	21768.76

	Shanxi
	700
	3.97
	13989.97
	608.26
	9837.64

	Liaoning
	800
	3.37
	15584.33
	843.57
	11113.41

	Fujian
	800
	4.29
	22213.32
	1439.42
	16386.11

	Hunan
	800
	3.96
	15169.44
	725.63
	12851.01

	Yunnan
	700
	4.31
	11592.66
	452.42
	11022.04

	Gansu
	700
	4.64
	10587.33
	719.12
	9578.72


  Source: Calculated by the authors based on NBS’s survey in seven provinces (municipality) in 2007
Although the total number of sample households in each provinces (municipality) remained the same, households sampled varied between 2003 and 2007, and only one third of sample households presented in both surveys. During the survey period, except for the samples in Hunan, the average family size declined, most notably in Liaoning. Meanwhile, the per capita net income of an average family increased in each place, and it grew fastest in Beijing, with Liaoning coming second and Gansu being the slowest. In terms of per capita consumption, Liaoning enjoyed the highest growth rate, followed by Yunnan, and Fujian grew most slowly. In terms of the households’ transfer income, 
Gansu registered the highest growth rate, followed by Liaoning, and the slowest growth was found in Fujian. Besides, a comparison reveals that the growth rates of transfer payment income of household in all these places except Yunnan and Fujian are remarkably higher than that of the aggregate income and consumption.     
3. The Role of Income Derived from Transfer Payment in Poverty Reduction

According to the DPL proposed by China Development Research Foundation (2007), we have estimated the rural poverty incidences in sample provinces (municipality). As the rural DPL in 2005 was RMB 1,147, based on the price indexes for all the rural areas provided in China Statistical Yearbook 2008, the rural DPL was RMB 1,071 in 2003 and RMB 1,227 in 2007. The rural developmental poverty incidences in 2003 and 2007 are shown by region in Table 8. 
Table 8: Incidence of Developmental Poverty in Sample 

Provinces (Municipality) in 2003 and 2007

	   Regions
	Poverty Incidence in 2003 (%)
	Poverty Incidence in 2007 (%)
	Change of Poverty Incidence between 2003-2007（%）

	Beijing
	0.80 
	0.40 
	-50.00 

	Shanxi
	14.43 
	6.29 
	-56.44 

	Liaoning
	14.38 
	6.63 
	-53.91 

	Fujian
	6.38 
	3.75 
	-41.18 

	Hunan
	9.63 
	5.13 
	-46.75 

	Yunnan
	27.86 
	18.86 
	-32.31 

	Gansu
	36.43 
	18.57 
	-49.02 


        Source: Calculated by the authors.
As indicated in Table 8, the developmental poverty incidence in rural areas was the lowest in Beijing in 2003 and 2007, and highest in Gansu in 2003 and in Yunnan province in 2007. The absolute variations of poverty incidence in Gansu and Yunnan, down 17.86 percentage points and 9 percentage points respectively, were the most remarkable; besides, the poverty incidence of Shanxi and Liaoning also dropped substantially by more that 7 per cents. In terms of relative variation, the poverty incidence decreased most in Shanxi and Liaoning and least in Yunnan, with their poverty incidence declined 56.44% and 53.91% respectively.
To investigate the influence of social transfers on the poverty of households, a straightforward way is to compare the poverty incidences with and without transfer income (Wang Dewen, Cai Fang, 2005). Table 9 shows the poverty incidence of households without transfer income, which is calculated according to the DPL, and the difference of poverty incidence in two cases. 
Table 9: Developmental Poverty Incidences When Transfer Income is Excluded
	   Regions
	Poverty Incidence (2003)
	Difference From the Case including Transfer Income （2003）
	Poverty Incidence (2007)
	Difference From the Case including Transfer Income （2007）

	Beijing
	1.60 
	0.80 
	2.00 
	1.60 

	Shanxi
	16.71 
	2.29 
	9.71 
	3.43 

	Liaoning
	16.50 
	2.13 
	9.25 
	2.62 

	Fujian
	10.50 
	4.13 
	5.75 
	2.00 

	Hunan
	11.88 
	2.25 
	7.00 
	1.88 

	Yunnan
	30.43 
	2.57 
	21.14 
	2.29 

	Gansu
	39.43 
	3.00 
	23.14 
	4.57 


          Source: Calculated by the authors
As indicated in Table 9, if the transfer income was deducted from the total household income, the rural poverty incidence in these regions would increase to a varying extent. The largest increase in 2003 would take place in Fujian, up 4.13 percentage points, followed by Gansu whose poverty incidence would rise by 3 percentage points. Likewise, if the transfer income was not included, the rural poverty incidence in Gansu would increase by 4.57 percentage points in 2007; and the seven provinces (municipality) surveyed would register an average increase of 2.45% in 2003 and 2.63% in 2007(without weighted by the population of these regions). Although the transfer payment seemed to play a bigger role in reducing poverty incidence in 2007 than in 2003, no significant gaps were demonstrated between the figures of the two years.

Poverty incidence, as a frequently used but oversimplified measure of poverty, can not fully reflect the degree of deprivation of the poor population. Individuals earning either RMB100 or RMB1000 less than the poverty line will be treated as the same in calculating poverty incidence. Therefore, economists also developed other measures, like (standardized) poverty gap index and poverty severity index.
 Table 10 compares the poverty gap and weighted poverty gap with and without transfer income.
Table 10: Poverty Gap Index and Poverty Severity Index in 2003 and 2007
	
	2003
	2007

	
	Without Transfer 

Income
	With Transfer 

Income
	Without Transfer 

Income
	With Transfer 

Income

	
	Poverty Gap Index
	Poverty Severity Index
	Poverty Gap Index
	Poverty Severity Index
	Poverty Gap Index
	Poverty Severity Index
	Poverty Gap Index
	Poverty Severity Index

	Beijing
	0.670 
	0.710 
	0.880 
	1.155 
	0.682 
	0.568 
	0.240 
	0.060 

	Shanxi
	0.312 
	0.153 
	0.269 
	0.109 
	0.295 
	0.149 
	0.281 
	0.125 

	Liaoning
	0.448 
	0.398 
	0.427 
	0.380 
	1.740 
	17.612 
	2.168 
	23.731 

	Fujian
	0.584 
	0.910 
	0.554 
	1.061 
	0.676 
	0.944 
	0.643 
	1.099 

	Hunan
	0.300 
	0.150 
	0.269 
	0.121 
	0.310 
	0.130 
	0.270 
	0.098 

	Yunnan
	0.311 
	0.146 
	0.304 
	0.140 
	0.294 
	0.149 
	0.284 
	0.138 

	Gansu
	0.353 
	0.187 
	0.348 
	0.182 
	0.295 
	0.127 
	0.245 
	0.092 


Source: Calculated by the authors
As indicated in Table 10, when transfer income was included, the poverty gaps in 2000 in Shanxi, Liaoning, Fujian, Hunan, Yunnan and Gansu decreased to different degrees, implying that transfer payment was helpful for reducing poverty gap. But Beijing was an exception. Its poverty gap index worsened and the severity index increased after transfer payment was counted in, indicating that transfer payment was not equally distributed among poor people and those close to the poverty line benefited more from it. Besides, the severity index of Fujian also increased after the transfer payment was introduced, demonstrating the unequal distribution of local transfer payment among poor people. 
In 2007, all provinces (municipality), other than Liaoning, saw the decrease of poverty gap index of remaining poor people when the transfer income is included, proving that poor people benefited from transfer payment in a relatively equal manner. The obvious increase of Liaoning’s poverty gap meant that the distribution of transfer payment among poor people was unequal, although many people were lifted out of poverty thanks to transfer payment. That also caused dramatic increase of the weighted poverty gap. In addition, Fujian’s weighted poverty gap increased after the transfer payment; and unequal distribution of transfer payment reflected in the 2003 survey remained unsolved. 
Based on the above analysis, we have found that transfer payment has played an positive role in poverty reduction. In most of the sample provinces (municipality), transfer payment was distributed among poor people in a relatively equal way, and proved to be conducive to reducing the poverty depth. But unequal distribution of transfer payment still exists in some regions, and poses a serious problem in some cases as people with the lowest income fail to get due benefits from transfer payment.
IV Social Transfers and Income Distribution

In the last three decades, China’s GDP has registered an annual growth rate of 9.8%, 6.8 percentage points higher than the world average in the same period. It increased from RMB 364.5 billion in 1978 to RMB 24.95 trillion in 2007, ranking the third in the world. Such a growth is phenomenal. However, the income gap has sharply widened in the course of rapid economic growth. Research shows that the Gini Coefficient measuring Chinese household income inequality has increased from about 0.2 in 1978 to the current 0.47, far exceeding the internationally recognized alarming level. The widening gap in income distribution is becoming one growing concern of Chinese society. 
Social transfer is an important approach to income distribution, but its influence on the distribution result depends on how and how much it is distributed to different social groups. In the last decades, the impact of social transfers on income distribution has obtain increasing attention. Li Shi and Luo Chuliang (2005) finds that the Gini Coefficient of Chinese household income reached 0.45 in 2002, and would be about 0.5, if explicit and implicit subsidies for urban residents were included. This result indicates that unequal distribution of benefit of social transfers, in general, has worsened the income inequality between rural and urban sectors in China. Besides, Wang Xiaolu and Fan Gang (2005) also finds that, the popularization of urban unemployment insurance program is conducive to narrowing the gap of urban income distribution, but the popularization of pension and medical insurance schemes turn out to widen the gap, because the high and middle-income groups usually benefit more from these two schemes. According to Wang Dewen and Cai Fang (2005)’s analysis based on a survey of 14 cities in 2004, the social transfer schemes actually widened the income distribution gap in sample cities, although the contribution rate of transfer payment to income distribution gap varies in different cities. Among the 14 sample cities, the contribution of Shenzhen’s social transfer payment (including pension, unemployment insurance benefit and minimum living allowance) to the intra-city income distribution gap (indicated by the Gini coefficient) is only 2.8%, while that of Liaoyuan exceeds 30%. That’s mainly because transfer income as a proportion of residents’ total earnings is higher in economically backward regions (for example, Liaoyuan). But in terms of marginal effects, the growth of social transfer payment narrows the income distribution gaps in most sample cities (11/14). The reason probably is that, with the increasing coverage of public transfer payment, the newly added transfer payment plays a more obvious role in guaranteeing people with low income, and thus is helpful for narrowing the intra-city income gap. More relevant researches could also refer to Li Shi and Zhao Renwei (1997), Lin Juhong (2003), Huang Zuhui et. al. (2003), Du Peng (2004), Zhu Guocai (2007), etc. Most of these studies show that, in the current stage, China’s transfer schemes fails to narrow the income gaps within and between urban and rural areas. However, a recent  study conduced by Yang Tianyu (2009) shows that the social transfers have played a less obvious role in widening the rural income gap in recent years.  
In recent years, the social welfare system and transfer payment system have taken shape and began to popularize in urban and rural areas. Under such a circumstance, it will be helpful to formulate and improve policies on social transfers, if we conduct research on the influence of social transfer schemes on the income distribution of urban and rural residents and its change before and after the popularization of transfer payment. 
1. Transfer Payment and Income Distribution in Rural Areas
As reviewed in the second section, Chinese Government has constantly increased its investment in rural areas, especially in public infrastructure, medical insurance, basic education and other aspects since 2003. Besides, it has kept exploring to establish pension and minimum living allowance systems in rural areas. Undoubtedly, these transfer payment programs have influenced the income of rural households (see Table 11). As shown in the following table, the proportion of transfer income in the net income of poor rural households (the 20% lowest-income group) was less than 3% in 2002, but increased to 7.52% in 2007.
Table 11: Average Per Capita Pure Income and Transfer Income of 20% 

Lowest-income Households (2002-2007)
	Year
	Per Capita Pure Income (RMB)
	Per Capita Transfer Income (RMB)
	Proportion of Transfer Income to Pure Income (%)

	2002
	857.13 
	23.72 
	2.77 

	2003
	865.90 
	27.57 
	3.18 

	2004
	1006.87 
	41.77 
	4.15 

	2005
	1067.22 
	60.97 
	5.71 

	2006
	1182.46 
	77.67 
	6.57 

	2007
	1346.89 
	101.31 
	7.52 


Source: Calculated based on data provided by China Statistical Yearbooks in Related Years. 
What influence do these transfer programs cast on the disparity of rural residents’ income distribution? Table 12 presents the income ratios of rich rural households (the 20% highest-income group) and those of poor households (the 20% lowest-income group). From Table 12 we may have some interesting findings: first, in terms of the ratio of net income, the income distribution disparity within the rural communities fluctuated between 2002 and 2007, rather than show any sign of steady reduction. The ratio of net income in 2007 even reached a new height since 2004.   
Second, corresponding to the variation in net income ratio, the ratio of non-transfer income between high-income and low-income households has not continuously reduced either. 
Third, during 2005-2007, the transfer payment income ratio between high-income and low-income households has declined, and has been lower than the ratio of non-transfer-payment income. Actually, the transfer payment income of rural residents worsened their total income disparity from 2002 to 2004. That means, it is until 2005, transfer income became a driving force to reduce income disparity between the two income groups.  
Fourth, though transfer income help reduce the income gap in recent years, it can only play a very limited role, as the proportion of the transfer income in the total income of low-income households and its absolute amount remain low. As indicated in Table 12, transfer payment helped reduce the income ratio between high and low-income households by less than 1% in 2005 and only 2% in 2007. Figure 11 demonstrates this in a more direct way. Although the ratio of transfer payment income dropped greatly in the survey period, the net income ratio curve almost overlaps with the non-transfer-payment income ratio curve in given year, indicating little influence of the transfer payment income on these two curves. 
Table 12: Income Ratio between 20% highest-income households and 20% lowest-income households (2002-2007)
	Year
	Ratio of Pure Income
	Ratio of Transfer Income
	Ratio of Non-transfer Income
	The contribution of transfer income to the increase of High/Low income ratio (%)

	2002
	6.88
	12.52
	6.72
	2.39

	2003
	7.33
	10.44
	7.23
	1.42

	2004
	6.88
	7.35
	6.86
	0.30

	2005
	7.26
	6.24
	7.32
	-0.84

	2006
	7.17
	5.77
	7.27
	-1.35

	2007
	7.27
	5.45
	7.42
	-2.00


Source: Calculated by the authors based on data from China Statistical Yearbooks in related years. 
Figure 11: Trends of Curves on the Ratios of Pure Income, Transfer Income and Non-transfer Income between Rich and Poor Households (2002-2006)
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Source: Drawn based on Table 12. 
2. Transfer Payment and the Income Gap between Urban and Rural Areas
China’s transfer payment system is more complete in urban areas than in rural areas. After the founding of P.R.C., a complete transfer system has been established in cities. Having been adjusted from the mid-1980s to the mid-1990s, a new system has gradually taken shape since the mid-and late 1990s, which surpasses that in rural areas in terms of its contents, coverage and benefit level (see Table 13). According to Table 13, though the ratio of transfer income between urban and rural residents was declining since 2003, the ratio of transfer payment is still far exceeds the ratio of disposal income/net income between two sectors, which intensifies the urban-rural income inequality. This finding is in consistent with the findings of other researches mentioned above. Besides, the proportion of transfer payment income in urban residents’ income has remained about 25%, but stood at only 5-7% for rural residents since 2002. It is obvious that the transfer payment income is of more importance in urban residents’ income.
Table 13： Transfer Income of Urban and Rural Household
	　
	Per Capita Disposable Income *
	Per Capita Transfer Income
	Proportion of Transfer Income to Disposable Income (%)

	Year
	Urban

(RMB)
	Rural

(RMB)
	Urban/Rural
	Urban

(RMB)
	Rural

(RMB)
	Urban/Rural
	Urban
	Rural

	2000
	6280
	2253.4
	2.79 
	1440.78
	147.59
	9.76 
	22.94 
	6.55 

	2001
	6859.6
	2366.4
	2.90 
	1362.39
	162.82
	8.37 
	19.86 
	6.88 

	2002
	7702.8
	2475.6
	3.11 
	2003.16
	177.21
	11.30 
	26.01 
	7.16 

	2003
	8472.2
	2622.2
	3.23 
	2112.2
	143.33
	14.74 
	24.93 
	5.47 

	2004
	9421.6
	2936.4
	3.21 
	2320.73
	160.03
	14.50 
	24.63 
	5.45 

	2005
	10493
	3254.9
	3.22 
	2650.7
	203.81
	13.01 
	25.26 
	6.26 

	2006
	11759.5
	3587
	3.28 
	2898.66
	239.82
	12.09 
	24.65 
	6.69 

	2007
	13785.8
	4140.4
	3.33 
	3384.6
	289.97
	11.67 
	24.55 
	7.00 


Source: Calculated based on China Statistical Yearbook in related years. 

* Rural income used here is per capita pure income

3. Transfer Payment and the Income Gap within the Urban Communities
Urban income inequality was widening during 2000-2005, as measured by ratio of disposable income, ratio of consumption expenditure, the proportion of low-income households in total income, and Gini Coefficient (see Table 14). The ration of disposable income between 10% highest-income group and 10% lowest-income group increased from 5.02 to 9.18 during 2000-2005. Disparity in consumption between two income groups is less than disparity in disposable income, while the trend is quite similar. As shown in Table 14 the trends of four indicators are quite consistent. This situation was not changed until 2006, but whether the new trend is sustainable is yet to be seen.
Table 14: Change of Urban Income Inequality (2000-2007)
	Year
	Ratio of per capita income between 10% richest and poorest household
	Proportion of 10% poorest households’ consumption in total urban consumption (%)
	Proportion of 10% poorest households’ income in total urban consumption （%）
	Gini　Coefficient

	2000
	5.02 
	3.64 
	4.82 
	0.2451 

	2001
	5.39 
	3.65 
	4.63 
	0.2557 

	2002
	7.89 
	5.46 
	3.63 
	0.3068 

	2003
	8.43 
	5.66 
	3.52 
	0.3150 

	2004
	8.87 
	5.90 
	3.44 
	0.3233 

	2005
	9.18 
	6.16 
	3.29 
	0.3292 

	2006
	8.96 
	6.15 
	3.37 
	0.3260 

	2007
	8.74 
	5.78 
	3.47 
	0.3229 


Source: Calculated based on China Statistical Yearbook in related years. 

Due to the absence of information about income structure of different urban income groups in China Statistical Yearbook, we can by no means analyze directly the influence of social transfers on urban income distribution. 
During 2001-2007, the disposable income of high-income urban households kept growing at a rate of 10-15% between 2001 and 2007, and even 25% in particular years. However, the per capita unemployment benefit has been growing slower than the income of high-income households, and has come closer to the latter only after 2006 and 2007. Despite rapid growth in particular years, the average standard of minimum living allowance remained low, and was far less than the per capita income of high-income households. Therefore, the minimum living allowance can hardly curb the widening income gap. In 2006, the per capita minimum living allowance and unemployment benefit reached RMB 1,200 and RMB 2,200 respectively, and kept growing rapidly in 2007. This probably plays a critical role in reducing the disadvantage of low-income households in income distribution, and explains why income inequality within urban areas narrowed down after 2006. The above is only a descriptive discussion on particular transfer payment programs. More data and more rigorous analytical methods are needed to precisely evaluate the influence of the two programs.
V Transfer Payment and Consumption
Since mid and late 1990s, insufficient domestic demand has become a chronic problem impeding China’s economic development. In terms of GDP composition, the consumption declined as a proportion of GDP, from 61.4% in 2001 to 48.8% in 2007; while that of the gross capital formation has kept above 40% since 2003. In 2007, net export of goods and service accounted for 8.9% of GDP.
China’s economic growth depends heavily on the growth of investment and export, which causes wide concerns about the sustainability of China’s economic growth mode. 
In terms of the contribution rates of consumption, investment and net export to the growth of GDP, in most years from 2001, the contribution rate of the consumption to the growth of GDP was lower than that of the gross capital formulation. In 2007, the former was 39.4%, while the latter reached 40.9%, and the net export of goods and service contributed 19.7%.
 Between 2001 and 2007, the contribution rate of investment and net export of goods and services has ranged between 55% and 60%, which is much higher than international comparable level. 
It’s noteworthy that governments’ consumption as a percentage of China’s consumption expenditure has been large, growing from 22.7% in 1996 to 27.3% in 2007. The decrease of total consumption expenditure is mainly attributed to the rapid drop of households’ consumption expenditure. Figure 11 shows a declining trend of households’ consumption rate (proportion of consumption to GDP). 
Figure 11: The Consumption Rate of Household and Government

 in China  (1990-2007) 
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Source: China Statistical Digest 2007
Contrary on the relatively low consumption rate, the savings rate has kept high. In the early 1990s, the household savings rate was 36%, and kept largely stable before 2000. But it grew rapidly from 37.1% in 2001 to 49.9% in 2007 (Zhou Xiaochuan, 2009; Li Yang, Yin Jianfeng, 2007). In terms of the composition of the national savings rate, the individual savings and enterprise savings take a large share. Since the mid and late 1990s, the proportion of individual savings in the national savings has gradually dropped from 55%, but is still higher than 40% now; that of the enterprise savings exceeds 40%, and that of the government savings began to increase from the late 1990s and remains above 15%. Comparatively, China’s national saving ratios and individual saving ratios are not only higher than those of European countries and US, but also surpass those of many eastern Asian countries and regions, for example, Japan, South Korea, and Taiwan, which are famous for high saving ratio (Statistical Yearbook on World Economy 2006/07)  
There might be various factors for the constantly sluggish consumption of Chinese residents (or continuously high savings rate). For example, people in East Asian countries cherish prudence and maintain a tradition that family members take care of each other; besides, particular population structure and economic development stage, foreign exchange system, restriction of family mobility and many other factors have been used to explain low consumption rate (high savings rate) by the academic circle and decision makers of the government (Zhou Xiaochuan, 2009). Apart from the abovementioned reasons, the influence of an incomplete social security system on Chinese citizens’ consumption/savings has also attracted a lot of attention (Long Zhihe, Zhou Haoming, 2000; He Juhuang, 2000; Wan Guanghua et al., 2001; Meng Xin, Huang Shaoqing, 2001; Shi Jianhuai, Zhu Xinting, 2004; Du Haitao, Deng Xiang, 2005; Gao Mengtao et al., 2008). Therefore, proper analysis on the influence of social transfer schemes on residents’ consumption shall be based on the family structure, dependent ratio, features of the life cycle, income and future earning capacity, mobility and level and accessibility of transfer payment. Unfortunately, most literatures based on macro-aggregate data fail to examine the influence of these household variables, which, to some degree, impedes the reliability of the analysis and leads to difference in the results.   
Social transfers may influence residents’ consumption in different ways, for example, enhancing the purchasing power, changing the preference in consumption/saving, and adjusting consumption structure, etc. Due to lack of necessary data, this report will not analyze all these potential influence. Likewise, because of reasons such as availability and quality of data, the following discussion merely describes potential linkages according to available provincial level data for particular years in a chronological order or cross-section data, rather than analyze them though a precise econometric model. 
1. Transfer Payment and Urban Consumption
For urban households, social security programs (pension in particular) are the major source of the transfer income (Wang Dewen, Cai Fang, 2005). Since Feldstein (1974)’s pioneering research, the influence of the pension system has always been a core subject of the consumption researches. The pension system can influence consumption in various ways. For example, pension, as a private property, may reduce individual savings, but also may stimulate residents to stop providing labor sooner than scheduled to increase individual savings (Feldstein, 1974; Page, 1998). Blanchard and Fishier (1998) integrates the pension system to the Diamond over-lapping generation model, arguing that the influence of the pension system depends on particular forms of the pension system. The fully funded pension system will not influence the aggregate consumption, while the pay-as-you-go pension scheme will reduce individual savings, but its influence also depends on the relationship between the interest rate and population growth rate. Leimer and Richardson (1992) analyzes the influence of pension system on residents’ precautionary saving and risk expectations from the perspective of future income adjustment and risk premium, insisting that social security is conducive to reducing uncertainty of expectations on future income, and thus enhancing the tendency of long-term average consumption and reducing precautionary saving of residents.
Since late 1990s, numerous studies on urban residents’ consumption have focused on how consumption and savings will be affected by uncertainties caused by the market-based reform, i.e., uncertainties about income, employment, prospective big-ticket consumption (especially on housing, education and health care) and others (Wang Rui, 2000; Yuan Zhigang, Song Zheng, 1999; Du Haitao, Deng Xiang, 2005). These studies also resorted to the consumption function to estimate whether precautionary saving exists and on what scale. Yuan Zhigang and Song Zheng (1999) argues that, the market-based reform not only entails greater systematic risks confronting households, but also exposes individuals to higher personal risks. Investigation on Shanghai residents’ saving goals shows that, the major driving force for the ever growing savings ratio is a fear of uncertainties that prompts increase of the precautionary saving and the sluggish increase of residents’ expenditure on housing and education caused by liquidity constraint. 
Fan Caiyao (2000a) compares the relationship between social security and residents’ consumption in different countries, and holds that there is no definite correlation between the two in all cases, and factors such as social system, cultural background, and economic development must be taken into account. But in the particular context of China, there is an obvious correlation between social security and residents’ consumption demand. By analyzing the urban residents’ average propensity to consume and the change of social security policies in 1981-1988 and in 1989-1997, Fan has found a close correlation between the two. When expenditures on social security increased, urban households tended to maintain a high consumption level, and their propensity to consume declined when the traditional social security system collapsed and was restructured. 
Du Haitao and Deng Xiang (2005) also argue that the uncertainty in the transition period, plus insufficient personal wealth and tight liquidity constraint, generate a strong motivation for precautionary saving across the country, which is more obvious in the urban areas. The People’s Bank of China made a questionnaire survey on Chinese residents’ motivation for saving in the second quarter of 1999. The result shows that, 2.4% urban residents and 1.6% rural residents save money for unexpected incidents; 9% urban residents and 6.3% rural residents for funding children’s education. This result supports to some degree the conclusion of Du Haitao and Deng Xiang (2005). In addition, Wang Duan (2000) concludes that urban residents’ motivation for precautionary saving is stronger than that of rural residents. Apart from these studies on urban and rural residents’ motivation for precautionary saving, Wan Guanghua et al. (2001) study the aggregate data, and find that uncertainty negatively affects consumption growth, and the interaction between uncertainty and liquidity constraint intensifies their effects on residents’ consumption. Kong Dongmin’s research (2005) leads to a similar finding.
If uncertainty over future income and liquidity constraint indeed impede the growth of urban residents’ consumption, and the improvement of social security system will reduce the uncertainty and ease restriction on the mobility of big-ticket spending in the future, then how was urban residents’ consumption expenditure influenced after the reconstruction of the social security system in the late 1990s? Unfortunately, as far as we know, most studies merely make descriptive analysis. Zhang Jihai (2006) is among the few researchers who uses rigorous econometric model to analyze the influence of social security on residents’ consumption by using data of urban means tests. Based on such data in Liaoning province, Zhang Jihai (2006) finds that residents’ participation in the social security system has an obvious influence on their consumption. The consumption expenditure of households covered by a social security scheme increased by RMB374.77 in 2002 and RMB408.86 in 2003. His research also shows that pension plays a noticeable role in promoting the consumption of an urban resident. 

Although pension is the major component of urban residents’ income derived from transfer payment, other forms of transfer payment, such as medical security, transfer payment for education and unemployment insurance benefit, address different challenges faced by the households at the different stage of their life cycles, and affect residents’ income-expenditure expectations in different manners; therefore, it is necessary to comprehensively examine residents’ income derived from transfer schemes. Besides, due to remarkable difference between transfer payment systems in provinces and municipalities, ideally we should examine influence of social transfers on households’ consumption behaviors on a national scale. 

Based on the provincial level data of urban households’ income and expenditure provided in China Statistical Yearbooks (2001, 2008), we calculate the Pearson Correlations of transfer payment with urban residents’ aggregate consumption and their expenditures on education, medical service and housing, as shown in Table 15. Besides, the table also presents the correlation between non-transfer income (the sum of wages, family business income and property income) and various expenditures. Although such examination of correlation can not prove causality between transfer income and consumption, we are nevertheless inspired by the values of these correlation coefficients and their statistical significance. 

As indicated in Table 15, there is an obvious (significant at the 1% level) positive correlation between the income derived from transfer payment and urban households’ aggregate consumption and expenditures on education and health, and the correlation coefficients are 0.722, 0.669 and 0.729 respectively. But the absolute value of that between transfer income and housing expenditure is fairly low and has little statistical significance. That probably indicates the overall level of social transfers is rather low and fails to markedly affect families’ housing expenditures. Comparison shows that the correlation coefficient is as high as 0.827 and has obvious statistical significance between non-transfer income and the aggregate consumption expenditure, but is much lower and has little statistical significance between non-transfer income and expenditures on education and health. Besides, the transfer-payment-derived income is more correlated with expenditures on education and medical care than non-transfer income, implying, to some degree, that the former plays a distinctive role in stimulating residents’ investment in education and health care.
Table 15: Pearson Correlation Coefficient between Transfer Income and Consumption of Urban Household (2000, 2007)
	
	2000
	2007

	
	Transfer income
	Non-transfer income
	Transfer income
	Non-transfer income

	Non-transfer income
	0.388*
	1
	0.690**
	1

	Total Consumption
	0.722**
	0.827**
	0.796**
	0.964**

	Education Expense
	0.669**
	0.660**
	0.629**
	0.771**

	Medical Care Expense
	0.729**
	0.334
	0.831**
	0.576**

	Housing Expense
	0.175
	0.579**
	0.845**
	0.796**


Note: **and * mean the coefficients are significant at 1% and 5% level respectively (two- sided test)    

Comparing correlation coefficients between transfer income and consumption expenditures in 2000 and 2007, we have found that the absolute values of correlation coefficients (excluding that related to education expenditure) increased in general in 2007; and the increase of correlation coefficient related to housing expenditures was particularly obvious. A possible reason might be that, with the accumulation of family wealth, the increase of transfer payment may stimulate people’s housing demand and housing expenditure. It is noteworthy that compared with non-transfer income, transfer income and expenditures on health care and housing show a higher correlation. A reasonable explanation is that the increase of transfer income would reduce people’s uncertainty about health and housing expenditures, then promoting expenditures in these fields. Comparing correlation coefficients between transfer /non-transfer incomes and education expenditure in 2000 and 2007, the former showed a slightly higher correlation with education expenditure than the latter in 2000, but that’s a totally different case in 2007, pointing to a bigger role of households’ non-transfer income in promoting education expenditure.
Based on the abovementioned simple analysis on correlation coefficients, it is interesting to note that in 2007, the correlation coefficients between transfer /non-transfer income and aggregate consumption expenditure grew. Therefore, between 2000 and 2007, the correlation between urban residents’ income and consume might have strengthened, rather than weakened.
2. Transfer Payment and Rural Consumption
Since late 1990s, the decline of rural residents’ consumption propensity also was widely concerned. According to Liu Jianguo (1999) argues that, the increasing uncertainty in farmers’ income (due to unclear property right, improper government intervention, incomplete agricultural insurance system and other factors) leads to lower consumption propensity in rural areas. Wan Guanghua et al. (2003) analyzes determinants for rural households’ savings ratio, finding that the increasing non-agricultural transformation leads to stronger motivation for precautionary saving, which might impede the growth in rural consumption. Based on rural household survey data in the Chinese Rural Social Security Research Program, Chen Chuanbo and Ding Shijun (2003) finds major risks for rural households are related to the life cycle, for example, birth, old age, sickness and death, rather than natural or price risks which are generally believed to have a great influence. However, Du Haitao and Deng Xiang (2005) argues that, although precautionary saving exists among rural residents, their motivation is weaker than that of urban residents. 
Based on province-specific information of rural residents’ income and expenditure in 2000 and 2007 provided by China Statistical Yearbook (2001, 2008) and employing the Pearson Correlation Coefficient Test, we calculate and compare correlation coefficients between transfer /non-transfer income and various expenditures. The results are provided in Table 16. 
Table 16: Pearson Correlation Coefficient between Transfer Income and Consumption of Rural Household (2000, 2007)
	
	2000
	2007

	
	Transfer income
	Non-transfer income
	Transfer income
	Non-transfer income

	Non-transfer income
	0.786**
	1
	0.801**
	1

	Total Consumption
	0.825**
	0.962**
	0.870**
	0.945**

	Education & Culture Expense
	0.758**
	0.922**
	0.626**
	0.844**

	Medical Care Expense
	0.475**
	0.822**
	0.824**
	0.877**

	Housing Expense and Utility Fees
	0.723**
	0.944**
	0.440**
	0.631**


Note: ** means the coefficients are significant at 1% level (two-sided test).
As showed in Table 16, the correlation coefficients between transfer-payment-derived-income and aggregate consumption and expenditures on education, medical care and housing are positive, and lower than those between non-transfer income and expenditures, especially in medical care expenditure in 2000. That means rural transfer income may have a less influence on expenditure than non-transfer income. 

The correlation coefficient between transfer income and aggregate consumption slightly increased in 2007 as compared to 2000, but the correlation coefficient between non-transfer income and aggregate consumption dropped. Given that the proportion of transfer income in consumers’ net income was still less than 10% in 2007, the correlation coefficient between farmers’ net income and aggregate consumption may decrease, which is also demonstrated by our calculations. 

It should be noted that in 2007, the correlation coefficients between transfer/ non-transfer incomes and expenditures on education and culture as well as housing dropped. As for education expenditure, rural residents’ expenditures on compulsory education have been significantly decreased due to the state’s heavier investment in basic education, especially the “two exemptions and one subsidy” policy after 2003 and the free compulsory education policy gradually popularized in rural areas since 2005, which may explain why the correlation between residents’ income and education expenditure was weakened. Besides, as a statistical practice, reduction and exemption of fees for compulsory education in rural areas are not included into farmers’ transfer income, this may also contribute to a lower correlation coefficient between transfer income and education expenditure. Another reason might be that education expenditure and culture expenditure are indiscriminately included in rural consumption statistics provided in China Statistical Yearbook. According to proven practices in urban areas, the culture expenditure may account for up to 50% of the total expenditure on education and culture, which might cause deviation in the statistical analysis. 

Several factors might weaken the correlation between transfer or non-transfer income and housing expenditure. First, almost none of the existing rural transfer-payment schemes involves housing of rural residents; second, with accelerated urbanization and increasing migrant rural workers in urban areas, rural residents might be less willing to spend money on building houses in rural areas; third, in statistics on rural consumption provided in China Statistical Yearbook, the expenditure in living includes spending on the house and utility fees (such as water, electricity and gas).
 That may also weaken the correlation between income and living expenditure. 
The correlation coefficient between transfer or non-transfer income (particularly the former) and medical expenditure was higher in 2007 than in 2000. The new rural cooperative medical system established since 2003 might have contributed to the increase of correlation coefficient. The popularization of this system is conducive to reducing rural residents’ medical expenditure for potential severe diseases, alleviating risks arising from spending on sickness, and thus stimulating consumption in the current stage. 
VI. Conclusion

This report reviews China’s transfer payment systems and programs in pension, health, education, employment, housing and minimum living allowance since 2000. Generally speaking, the recent decade saw an ever expanding transfer payment made by the Chinese government. The implementation of these transfer systems and schemes is of particular significance in improving the living standard of the vulnerable groups. However, its exact influence on poor population as a whole, residents’ income distribution and consumption is inadequately discussed in China. This report focuses on the macro impacts of social transfers thus contribute to discussions in this regard. 
Based on NBS’ 2003 and 2007 surveys on rural households of seven provinces (municipality), section III of the report analyzes the transfer payment’s impact on developmental poverty in certain provinces. The analysis shows that if the income derived from transfer payment is deducted from the total household income, the rural poverty incidence in these regions would increase to varying extent. The poverty incidence of Fujian province increased most dramatically (up 4.13 percentage points) in 2003 while Gansu province saw the largest increase (up 4.57 percentage points) in 2007. The average increase of the six provinces and a municipality was 2.45 percentage points in 2003 and 2.63 percentage points in 2007. By comparing the poverty gaps and weighted poverty gaps of the six provinces and a municipality when transfer income is and is not considered, we find that the transfer payment is helpful for reducing the poverty depth in general, but exactly how effective it can achieve that depends on whether related transfer schemes are properly targeted to the poorest people. 
Based on China Statistical Yearbook’s income structure data concerning different urban and rural income groups in given years, the section IV analyzes how transfer payment affects the income gap within and between rural and urban areas. It is found that transfer payment in the countryside turned out to expand income gaps within the rural communities before 2005. Although the situation has improved since 2006, transfer payment, which makes up a small proportion of farmers’ income, has a limited role in narrowing the gap. Further efforts are needed to expand the transfer payment to the countryside. The social transfers to urban residents have been expanded rapidly since mid- and late 1990s, while it is lack of obvious evidence that the transfer income derived from related schemes have mitigate the urban income inequality or not. The study also points to a widened urban-rural income gap as a result of the urban-rural differences in terms of transfer payment. 

The section V focuses on transfer payment’s impact on residents’ consumption. According to the very preliminary analysis of Pearson correlation coefficients between urban residents’ transfer / non-transfer income and various categories of consumption, the correlation coefficients between urban transfer income and urban residents’ aggregate consumption and expenditures on medical care and housing increased from 2000 to 2007 in general. The analysis also shows that the transfer income may play a unique role in stimulating urban residents’ expenditures on education and health care. This section also investigates the correlation between rural residents’ transfer income and their various expenditures across the country. The increase of these correlation coefficients from 2000 to 2007 indicates that the transfer payment in rural areas has been playing a more visible role in promoting consumption. This report analyses briefly and straightforwardly the relation between transfer- income and consumption, and intends to provide a glimpse of the overall situation. More rigorous analysis based on reliable household level dataset is needed for further exploring the linkages between social transfers and poverty, income distribution and consumption behavior.
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� In urban area, statistics reveals that social transfer income accounts for about 70%-80% of all the transfer income (China Price and Urban Residents’ Income and Spending Survey, 2002). In rural areas, the proportion of social transfer to total transfer income will be lower than that in urban area, due to the underdevelopment of rural social transfers system.


� Ministry of Human Resources and Social Security: Statistical Communiqué of Labor and Social Security Development 2007, May 21, 2008.


� Source：China Economic Net, February 14, 2007. � HYPERLINK "http://www.ce.cn/cysc/zgfdc/fczx/200702/14/t20070214_10431415.shtml" �http://www.ce.cn/cysc/zgfdc/fczx/200702/14/t20070214_10431415.shtml�


� China Development Gateway: Operating Costs of Civil Affairs and Government Expenditure 1978-2006 http://cn.chinagate.cn/reports/2008-01/24/content_9583668.htm


� The Ministry of Civil Affairs (2009): 2008 Statistical Communiqué of Civil Undertakings.


� In the research of Wang Dewen and Cai Fang (2005), the transfer payment is divided into public transfer payment (including pension, unemployment insurance benefit, the minimum living allowance), social transfer payment (including temporary relief, social assistance, subsidies for those in difficulty and other income derived from social transfer payment provided by the government or social organizations), and private transfer payment (obtained from children, parents or other relatives). 


� NBS adopts 2100 kcal in defining the minimum nutritional standard for the rural poor. It uses the food bundle of the 20 percent lowest-income rural households and food prices to estimate the minimum food expenditure needed to meet the minimum caloric intake and takes it as the food poverty line. The Bureau also calculated through a certain method the non-food spending (the minimum expenditures on necessities other than food including clothing, housing, fuel and traffic), or the non-food poverty line, and the poverty line is the combination of the two, with the former accounting for about 60% and the latter 40%.


� 


� The poverty gap index gives more weight to a poor population group with larger distance between their actual income and poverty line. While the poverty severity index is more sensitive to the income distribution in the poor population and thus attaches more importance to the even poorer members among them.


� Source: China Statistical Yearbook 2008


� Ibid. 


� In urban areas, utility fees may account for about 2/3 of the total living expenditure.
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