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THE STRUCTURE OF CHINESE POVERTY, 1988
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I. INTRODUCTION

HO are the poor in the People’s Republic of China? On the one hand there

seems to be widespread agreement that the Chinese poverty issue pri-

marily concerns about the rural population. But on the other hand, differ-
ing views exist on how geographically concentrated Chinese poverty is. On this
issue the answer is vital for evaluating poverty alleviation policies. The present
Chinese approach of combating poverty emphasizes resources targeted to some
areas where they are distributed without taking household income explicitly into
account. If Chinese poverty is geographically concentrated such a strategy has the
potential of being successful. Otherwise it can be problematic. How does poverty
in China vary along dimensions of the population such as age, gender, and educa-
tion? As not much about these issues is known, there are several reasons for taking
a fresh look at the structure of poverty in China.

Poverty assessments are generally based on data, a poverty line, and a method
of aggregating income of the poor households. In this paper we use the household
income survey conducted for the reference period of 1988. One advantage of this
data is that it makes it possible to work with a more comprehensive income con-
cept than data which is collected for the official statistics. It also has the property
of covering households in most of China.

There is no consensus on which poverty line should apply to China. We show
that given data, the choice of poverty line, and the definition of household income
strongly affect provincial poverty estimates. Further we show that for a poverty line
defined in U.S. dollars, choice among available estimates of purchasing power
parities (PPP) strongly affects estimates of the size of poverty in China as a whole.
This is why we derive a poverty line using a relative approach (which has not pre-
viously been done for China).

Starting with a seminal paper by Amartya Sen (1976) much of the literature has
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been directed toward how to aggregate poverty. A number of indices incorporating
not only how many poor there are (the incidence of poverty) but also how poor the
poor are (the intensity of poverty) as well as inequality of income among the poor
have been suggested. Recently Jenkins and Lambert (1995, 1997) have developed
a method of using dominance criteria for poverty comparisons. Our paper is the
first, to our knowledge, which applies this technique for analyzing the poverty pro-
file of an entire country.

The paper is laid out as follows. In the next section previous poverty lines for
China are discussed and using the household income survey we illustrate how dif-
ferent assessments follow depending on which poverty line is chosen. Starting from
a data description a relative poverty line for China as a whole is derived in Section
IIL In Section IV we present the approach of aggregating poverty gaps suggested
by Jenkins and Lambert (1995, 1997). The broad locational aspects on poverty in
China are presented in Section V, while rural poverty is characterized in Section
VL. Finally we sum up the conclusions in Section VIL.

II. POVERTY LINES USED IN ASSESSING POVERTY IN CHINA.

Recent quantitative assessments of poverty in China have used the subsistence bas-
ket of goods approach in defining the poverty line. Based on assumptions of sub-
sistence intake and income data from the State Statistical Bureau (SSB), the World
Bank (1992) produced time series on poverty in China. This information indicates
very little poverty in urban China and a sharp decrease in the extent of rural poverty
from the end of the 1970s until the middle of the 1980s.! After that, changes become
smaller and more sensitive to how changes in consumer prices are evaluated.?
Another recent view of rural poverty in China is provided by Riskin (1993,
1994). He uses the rural household income survey which was conducted in 1988
by the Institute of Economics. This makes possible the use of a more comprehen-
sive income concept which increases average household income, and the poverty
line is also set higher. While there are only small differences in the estimates of the
proportion of poor between the two studies, conclusions on the profile of poverty
vary more widely. According to the World Bank (1992, p. 5): “Most of China’s
remaining absolute poverty is now concentrated in a number of resource-poor rural

1 Researchers at the World Bank are currently engaged in analyzing the development of Chinese
poverty using microdata for some provinces. For example Chen and Ravallion (1996) reviews
available data from the State Statistical Bureau and assesses the development of rural poverty in
Guangdong, Guangxi, Yunnan, and Guizhou from 1985 to 1990.

2 Actually, under one assumption, poverty in rural China increased from 1988 to 1989. Although
evidence points in the direction of increases in mean income in rural China during the 1980s, it
also suggests increased income inequality. Therefore a social welfare evaluation which includes

both those aspects must not necessary show improvements during this period (see Tam and Zhang
[1996]).
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areas, primarily in the northern, northwestern and southwestern provinces.” In con-
trast, Riskin (1994, p. 282) writes that: “... a new, individualized kind of poverty
may be developing within the core regions of agricultural China. With the resur-
rection of the goal of individual enrichment in the public ideological domain and a
decline in both the means and the political commitment to local income redistribu-
tion on behalf of the poorest, it is likely that some households that are not able to
take advantage of the new conditions and are without a strong social safety net have
fallen into poverty. This hypothesis suggests that poverty has become more atom-
istically dispersed throughout the country, rather than being left only at its margins.”

Let us look somewhat more carefully at the differences between the two
approaches for rural China, which can be done for 1988 using microdata from the
household income survey (discussed in the following section). The World Bank
poverty line was set at 231 yuan per person per year when planned prices were used,
and 249 yuan when procurement prices were applied. From those poverty lines
poverty rates for rural China of 9.5 per cent and 11.9 per cent, respectively, were
obtained (World Bank 1992, p. 140). The poverty line of Riskin uses another
income concept. Imputed rent of private housing is included in household income
as well as the value of self-consumption of goods. For this broader income concept
the poverty line of Riskin is set at 333 yuan per person per year. Applying this to
microdata gives a poverty rate for the entire country of 12.7 per cent (Riskin 1993,
pp. 147-49). Thus we have shown that assessments of the overall incidence of
poverty in rural China do not differ much between the two alternatives.

However, the importance of the choice of income concept stands out when we
look at poverty counts by province. Table I, which is calculated for rural house-
holds, shows for each province covered in the survey poverty rates using the two
approaches. It is quite clear that the overlap is not large. For rural China as a whole
there are three categories of almost equal size: those classified as poor according to
both approached, and two categories classified as poor by one but not the other
approach.

Table I also shows that on the provincial level there are examples of identical
estimates of the incidence of poverty (Qinghai), but also that in some provinces the
estimates differ a great deal. For example according to the assumptions of Riskin
(1993), 27 per cent of the households in Guizhou are classified as poor while the
corresponding proportion according to the World Bank approach is less than 19 per
cent. Conversely, in Guangxi the numbers are almost reversed. In Figure 1 we have
plotted the information from Table I of provincial estimates of the head count ratio
for the two alternatives. Regressing the poverty rate according to Riskin on the

estimates using the approach used by the World Bank gives an R? not higher than
0433

3 The regression is (s-statistics in parentheses): 3.99 (1.59) +0.779 (4.50) Rate according to the
World Bank (1992).
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TABLE I
POVERTY RATES IN RURAL CHINA FROM DIFFERENT APPROACHES, BY PROVINCE
(%)

Proportion of Poor  Proportion of Poor House- Proportion of Poor House-
Province Households by Both  holds by Only the World ~ holds by Only Riskin’s

Approaches (1) Bank’s Approach (2) Approach (3)
Beijing 1.05 0.00 3.16
Tianjin 0.98 0.98 0.00
Hebei 495 10.54 4.15
Shanxi 8.86 13.29 9.81
Inner Mongolia 9.34 8.30 18.34
Liaoning 2.15 1.79 5.02
Jilin 3.59 1.59 11.55
Jiangsu 2.03 1.62 6.90
Zhejiang 0.23 0.68 1.82
Anhui 4.58 2.19 7.97
Fujian 0.34 1.69 8.81
Jiangxi 1.15 4.89 2.30
Shandong 2.66 6.25 5.31
Henan 9.97 11.68 12.46
Hubei 1.61 5.62 2.61
Hunan 0.38 3.40 2.26
Guangdong 0.26 4.63 0.77
Guangxi 5.85 15.20 3.51
Hainan 0.76 3.05 0.76
Sichuan 4.14 9.54 6.02
Guizhou 13.64 4.87 12.99
Yunnan 8.16 10.20 7.87
Shaanxi 11.24 7.10 12.31
Gansu 19.26 15.20 8.78
Qinghai 13.21 10.38 10.38
Ningxia 12.00 8.00 4.00

Notes: 1. The results in the table are computed from 1988 household survey, in which both
variables of household disposable income used by Riskin (1993) and net income
used by the World Bank (1992) can be derived. Using the former and the poverty
line defined by Riskin, we get a set of provincial poverty rates. To use the net in-
come and the porverty line defined by the World Bank, we can derive another set
of provincial poverty rates.

2. Riskin’s poverty rates = (1) + (3); World Bank’s poverty rates = (1) + (2).

A third possible approach in adopting a poverty line for China is to use the world
poverty line(s) which the World Bank used for assessing poverty in the entire
developing world. These lines were set to 375 and 275 PPP dollars per capita in
1985 for poor and very poor persons, respectively (World Bank 1990; Ravallion,
Datt, and van de Walle 1991). The difficulty with this approach for assessing pover-
ty in China is in estimating PPP. The difference arises as available estimates vary
greatly; for 1988 the highest is not less than 250 per cent of the lowest (Ren and
Chen 1994). Undoubtedly one would expect such a difference to transform to large
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Fig. 1. Rural Poor in Various Chinese Provinces According to Poverty Lines Defined by
the World Bank and Riskin (Percentage Poor Households)
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TABLE 1I
POVERTY LINES AND POVERTY RATES IN CHINA IN 1988: SUMMARY
As Published in . The World Poyerty Line Usiang
the World Bank l‘gl‘s’ii’;d(lilggggo) Various Estimates of PPP
(1992) Kravis Ren-Chen Taylor
Poverty line (yuan):
Rural 249 333 228 422 562
167) (308) 410)
Urban 289 n.a. 243 449 598
Qa77) (328) (436)
Poverty incidence (% of household):
Rural 12.54 12.74 8.92 39.89 61.70
(3.35) (20.69) (37.73)
Urban 0.33 n.a. 0.19 0.94 2.80
(0.18) 0.41) (0.84)
Number of poor people (millions):
Rural 101.23 102.85 72.11 322.03 498.10
Urban 0.93 n.a. 0.53 2.64 7.86

* The estimates for PPP approaches are based on the World Bank’s upper world poverty line
and lower world poverty line in 1985 PPP dollars. The various estimates of PPP are found

in Ren and Chen (1994). The figures in the parentheses are the estimates from the lower
poverty line.
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differences in estimates of poverty in China. This is also what we can report in
Table I1, which we have produced from the household income survey.

Depending on which estimate of PPP that is used the rate of very poor in rural
China varies from 3.4 to 37.7 per cent. Using the higher alternative of the world
poverty line the rural poverty rate varies as much as from 8.9 up to 61.7 per cent.
From this it follows that statements on the extent of poverty in the entire world
based on both of the world poverty lines are quite sensitive to the choice of PPP for
China.* According to the World Bank (1990) 906 million persons outside China fell
under the 370 PPP dollars line in 1985. Adding the poor in China (for 1988) makes
the number (depending on choice of PPP) increase by 73 million, 325 million, or
506 million persons. Thus by choosing a particular estimate of PPP for China the
poor in China can make up as few as 7 per cent of the poor in the world or as many
as 36 per cent of all poor in the world.’

This very short survey of approaches in defining a poverty line for China leads
to the insight that assessments of the size as well as the structure of Chinese poverty
differ greatly depending on alternatives chosen. This motivates us to follow the
approach of using a relative poverty line.

III. A RELATIVE POVERTY LINE FOR CHINA

The approach of applying a relative poverty line has come to be used more fre-
quently for poverty assessments in industrialized countries. It also seems to domi-
nate in international comparisons of poverty. A widespread practice is to set the
poverty line at a level of 50 per cent of median (or mean) equivalent income. Many
readers first react with skepticism to this approach. Fifty per cent of median or mean
income lacks concrete meaning. However, such a percentage is not chosen entirely
at random as the level of such lines agrees to a surprising extent with poverty lines
determined in other ways. The largest advantage of such a relative poverty line is
that a poverty line can always be constructed from the data only.

Following Riskin (1993), we base our study on the household income survey
conducted in the spring of 1989 for the reference period of 1988.6 Urban and rural
samples were derived from larger samples drawn by the SSB. The rural sample,
consisting of 10,258 households, covers all provinces of the People’s Republic of
China with the exception of the autonomous regions of Tibet and Xinjiang.
Difficulties in data collecting motivated concentrating the fieldwork for the urban
sample to ten provinces for which 9,009 households were surveyed. Rural house-

4 The same point has recently been made by the World Bank (1996, p. 6).

5 But note that estimates of PPP do not affect the view of urban poverty in China as being small
(Table II). .

6 It was the first nation-wide household survey conducted in the 1980s in China. China’s State
Statistical Bureau has published only aggregated data, while it collects household data every year.



CHINESE POVERTY 393

holds living in an urban area without a formal permit (hukou) are not included in
the sample. This is a problem in poverty assessments because such households are
generally thought of as being less privileged than others. Further discussion of the
survey and the data can be found in Eichen and Zhang (1993).

The various operational assumptions for obtaining a poverty line are discussed
below. First, one must define the territory over which disposable income is assessed.
We chose China as a whole. Although when making policies rural China and urban
China often are separated territories, one can argue that general statements on
poverty in China should take the situation in the entire country as the point of ref-
erence.

Our approach requires that disposable income be defined in a manner which con-
trols for locational differences in prices. However, as in many other countries a
price index which makes such an adjustment across the country at one point in time
possible is not available and we have to proceed along other lines which contain
steps for controlling for differences in (a) housing costs between urban and rural
areas, (b) other costs between urban and rural areas, and (c) provincial prices.

Disposable income as it is defined in the household income survey consists of
monetary income and income in-kind, which mainly includes imputed rents from
private housing, in-kind subsidies from public housing, as well as household con-
sumption from self-production.” In our view the former is problematic in poverty
analyses. The majority of urban households live in apartments where the rent is
very low. In the household income survey they receive imputed rents derived from
construction costs and those imputed rents are, on average, substantial. On the other
hand imputed rents in rural areas are much lower, while it is difficult to state that
housing conditions are generally lower. Therefore we adjust the component
imputed rents in the variable disposable income for households living in urban
areas, though an alternative would have been to use equivalence scales which take
location into account. The adjustment is made by multiplying the imputed rents for
urban households by 0.189, a figure derived from considering data on imputed rents
for similar rural households.

There are also differences in retail prices for consumer goods between urban and
rural areas. According to our view, these differences were negligible before the eco-
nomic reforms were institutionalized. Since then, consumer prices have increased
more in urban areas than in rural areas. Assuming that consumer prices were iden-
tical in 1978 we use rural and urban price indices published by the SSB to deflate
urban income (excluding the imputed rents from housing) by 19 per cent.

7 Consumption of household production is valued by using market prices and information on quan-
tities provided by the respondents. Household subsidy from public housing in urban China is esti-
mated against average construction cost in each province. Imputed value of private housing in

rural China is estimated on the information of housing present value and the assumption of a 5 per
cent depreciation rate.
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TABLE III
EQUIVALENCE SCALES FOR URBAN AND RURAL HouseHOLDS 1N CHINA, 1988

Size of Consumption Net of Housing

Housjng
Households Rural (1) Urban (2) Expenditure (3)
1 100 100 100
2 192 188 172
3 288 266 190
4 376 354 207
5 468 429 246
6 561 540 280
7 635 — 327
Y 0.96 0.89 0.56

Notes: Figures in columns (1) and (2) are from an index of efficiency of consumption worked
out by SSB (see Riskin 1993), which means, for example, only 188 yuan is needed for two
persons living together to have same utilities as 200 yuan if they living separately in urban
areas. The figures are used to estimate parameter ¥, with the formula EY = HY/N?, in which
EY is equivalent income, HY is household income and N is number of household members.
EY is the product of household size and 100 in this table. HY is assumed to be the figures from
columns (1)—(3). Taking the form of logarithm for the formula, we derive log (HY) ~log (EY)
=7 log (V). Thus ¥ can be estimated using OLS.

The SSB has published provincial price indices for urban and rural areas sepa-
rately, making comparisons over time possible. We use the figures for 1988 and
adjust disposable income for each household depending on which province it
resides in and if the household is living in an urban or rural area. In this manner we
arrive at household income expressed in average rural prices.?

To arrive at equivalent income, disposable income is adjusted with an equiva-
lence scale. We use separate scales for imputed rents and other income as present-
ed in Table III, which is based on work done by the SSB. The scale takes the num-
ber of persons in the households into account but does not attempt to control for
personal characteristics such as age.

As Buhmann et al (1988) have demonstrated, most empirical equivalence scales
can be represented by the following formula:

EY =HYIN?, M

where HY is disposable household income, EY is equivalent income, N the number

8 The three steps can be illustrated by an example. Assume the disposable income of an urban
household recorded in the household income survey is 1,000 yuan of which 200 is imputed rents
from housing. We scale down imputed rents to 37.8 yuan and the other component of disposable
income to 648 yuan in terms of rural prices. This leads to a disposable income of 685.9 yuan. In
the case of the urban price index for the particular province deviating from the national average
the disposable income is further adjusted.
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of household members, and y a parameter ranging from 0 to 1. When y =0 it
implies that households have complete economies of scale, while when y =1 that
no economies of scale prevails. We have estimated the parameter 7y for the three
columns in Table III, where it is reported on the last line. It can be seen that the
equivalence scale implies substantial economies of scale in housing but very little
in other consumption.

With the adjustment of household income to individual equivalent income we
arrive at a poverty line of 439 yuan a year in 1988. This number is only marginally
sensitive to the adjustment of urban household income by the price index.’

It is interesting to see that although we have extracted the poverty lines differ-
ently from earlier ones for China, the level is not very different. It is 32 per cent
higher than the absolute poverty line for rural China as defined by Riskin (1993).
We will thus report a higher poverty incidence for rural China than the 12.7 per cent
Riskin reported. Most remarkably our poverty line is almost identical with the 375
USD PPP world poverty line (i.e., 422 yuan) if one applies estimates of PPP for
China done by Ren and Chen (1994), which might be the most plausible alterna-
tive. This comparison strengthens our assertion that the poverty line we use is rea-
sonable.

IV.  APPROACHES IN AGGREGATING POVERTY

There have been many suggestions on how to incorporate more considerations
(“intensity” and “inequality”) into poverty assessments other than by only count-
ing the poor (“incidence”). In recent applied work perhaps the most frequently used
alternative is a family of indices suggested by Foster, Greer, and Thorbecke (FGT)
(1984):

1 ¢ ¥\ _ 13 78\
rete) =y 2 (1-3) =52 (7). @
where N is the size of the entire population under study and g,(=z —y,) is the poverty
gap, y = income, z = poverty line, and g = cumulative poverty incidence. The poverty
gap is normalized by the poverty line bounded by 0 and 1 (in case of no negative
income). Those gaps are raised by the positive parameter o before the average is
taken. Higher numbers of the parameter give increased weight to large poverty
gaps, and thus indicate greater “poverty aversion.” In this application we put o
equal to 0 (the head count ratio), 1, and 2. An advantage with this family of indices

% If we do not deflate urban income the poverty line increases to 460 yuan. Applying this poverty
line the poverty rate for individuals in the entire country rises from 13.5 per cent to 14.8 per cent.
Basing the poverty line on mean income instead of median income has much larger consequences

as a poverty line of 511 yuan is derived (in case urban prices are deflated) and the poverty rate is
equal to 18.7 per cent.
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Fig. 2. The TIP Curve and the Three ‘I’s of Poverty
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Notes: 1. n=income-receiving unit (e.g., persons or households).
2. Vertical intercepts show poverty index FGT (o) with parameter o=1.

3. In this figure the head count ratio is given by g/n; it shows p at which the
curve becomes horizontal. g =cumulative poverty incidence.

is that it is additively decomposable by subgroup. The total poverty is then the
weighted sum of poverty in mutually exclusive subgroups.

The alternative to poverty indices is to work with dominance criteria. Here we
supplement the reporting of estimated poverty index by comparing the “Three ‘I’s
of Poverty” (TIP) curves for various breakdowns of the Chinese population. The
TIP curve originating from Jenkins and Lambert (1997) is illustrated in Figure 2.1
The picture of poverty is obtained by ranking units from the poorest to richest
(0<p<1 with p being cumulative population share), cumulating their (normal-
ized) poverty gaps, and plotting them.

The picture shows the proportion poor (incidence), the average poverty gap
(intensity), and also how poverty is distributed among the poor (inequality). This
device not only provides a means of portraying several important dimensions of

poverty, but also identifies the circumstances in which poverty comparisons may
be said to be unambiguous.

10 The device was originally introduced in Jenkins and Lambert (1995), using another term.
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The TIP curve is an increasing concave function of cumulative population share
(p), with slope at a given percentile equal to the poverty gap for that percentile. This
means that the curve is horizontal at all p corresponding to income at or above the
poverty line. Thus the incidence aspect of poverty can be read along the horizontal
axis. The head count ratio is that p at which the curve becomes horizontal.

The intensity aspect of poverty is summarized by the height of the TIP curve’s
non-horizontal section and can thus be read along the vertical axis. When the TIP
curve becomes horizontal its intersection with the vertical axis assumes the value
of the FGT index with the parameter equal to 1.

The inequality aspect is summarized by the degree of concavity of the non-
horizontal section of the TIP. In the case of all poverty gaps being identical this sec-
tion is a 45° line.

The TIP curve is useful for poverty comparisons, as for example between sub-
groups of a population. If one TIP curve lies wholly above another TIP curve, we
have a situation of “TIP dominance.” Jenkins and Lambert (1995, 1997) show that
given any two income distributions x and y and a common poverty line z, TIP dom-
inance of the TIP curve for x over the TIP curve for y means that all poverty indices
belonging to a large class give the same ranking.

V. BROAD LOCATIONAL ASPECTS ON POVERTY IN CHINA

Applying our relative poverty line gives us a poverty rate for China as a whole of
13.5 per cent. In this section we look at broader locational aspects of poverty in
China. Here as in the next section all figures refer to individuals. We start by com-
paring poverty between urban and rural China and look at (the first part of) the TIP
curves shown in Figure 3.

The conclusion from this comparison is very clear and uncontroversial: poverty
in China is almost entirely a rural phenomenon. From Table IV reporting the FGT
indices it can be learned that 99 per cent of poverty in the entire country is rural
poverty. The head count ratio is almost fifty times higher in rural areas than in urban
areas as 17.6 per cent of the rural population (approximately 142 million people)
is classified as poor while the head count for the urban population is only 0.4 per
cent. Also, the other indices indicate a very large difference in poverty status
between rural and urban China.

Turning to comparisons between eastern, middle, and western parts of rural
China, Figure 4 shows very clear and expected differences.!" Especially large is the

11 By official Chinese classification, the eastern region includes Beijing, Tianjin, Hebei, Liaoning,
Shanghai, Jiangsu, Zhejiang, Fujian, Shandong, Guangdong, Hainan, and Guangxi. The middle
region includes Shanxi, Inner Mongolia, Jilin, Heilongjiang, Anhui, Jiangxi, Henan, Hubei, and
Hunan. The western region includes Sichuan, Guizhou, Yunnan, Tibet, Shaanxi, Gansu, Qinghai,
Ningxia, and Xinjiang.
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Fig. 3. Comparison of Poverty between Rural and Urban China
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TABLE 1V
POVERTY MEASURES: NATIONWIDE AND BY RURAL AND URBAN AREAS

% of Equivalent Income As % of Nationwide Composition of Poverty (%)
o O

Sample Head FGT FGT Head FGT FGT Head FGT FGT
Count(%) =1 @=2 Count ¢=1 =2 Count oa=1 a=2

Nationwide 100 1349 0.0430 0.0233 100.0 100.0 100.0 100 100 100

Rural-East ~ 29.5 937 0.0296 00164 69.5 688 704 2049 2031 2076
Rural-Middle 28.0 19.97 0.0644 0.0341 148.0 149.8 146.4 4146 4194  40.98
Rural-West  18.7 2696 0.0851 0.0463 199.9 197.9 198.7 37.37 37.11  37.16

Urban-East 91 000 00000 00000 00 00 00 0.00 0.00 0.00
Urban-Middle 104 040 0.0008 0.0003 3.0 19 13 032 0.19 0.14
Urban-West 4.3 1.01 0.0047 0.0038 7.5 109 163 0.33 0.47 0.70
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Fig. 4. Comparison of Poverty among Three Rural Belts
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difference between Eastern China and the other parts. While 9 per cent of the rural
population in the eastern part is counted as poor, it is 20 per cent for Central China
and 27 per cent for Western China. However, because the proportion of the popu-
lation living in the western region is smaller than in the other parts, rural poverty
in Western China makes up less than 40 per cent of poverty in China as a whole. It
is interesting to see that urban poverty also varies between the three belts (although
at a much lower level) in the same way as in the rural areas. The very small extent

of urban poverty in our data-set makes us concentrate on rural poverty in further
analysis in the next section.

VI. THE LIMITS OF GEOGRAPHICALLY TARGETING
POVERTY POLICIES

Traditionally poverty policy in China has been geographically targeted. Central to
such policies is the system of officially designated poor counties. For example the
Poor Areas Development Office (PADO) administers large programs of develop-
ment assistance. Measures include subsidized credits or funds granted to county,
township, village, and sub-village enterprise in counties nationally classified as
poor. Much of the funds are used to finance development of “productive” infra-
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TABLE V
POVERTY MEASURES: BY POOR COUNTY AND MINORITY REGION IN RURAL CHINA

% of Equivalent Income As % of Nationwide Composition of Poverty (%)
b O

Sample Head FGT FGT Head FGT FEGT Head FGT FGT
Count(%) =1 «=2 Count =1 =2 Count =1 a=2

East-poor 3.89 2412 0.0667 0.0308 137.3 119.1 102.0 53 4.6 4.0
Middle-poor 6.90 24.84 0.0737 0.0345 1414 131.6 1142 9.7 9.0 7.8
West-poor 9.81 37.82 0.1037 0.0443 2153 1852 146.7 21.1 182 144
East-

nonpoor 3442 7.73  0.0256 0.0150 440 457 497 15.1 15.7 17.2
Middle-

nonpoor 29.88 1896 0.0627 0.0343 107.9 1120 113.6 321 334 338
West-

nonpoor 1528 19.14 0.0701 0.0451 1089 1252 1493 167 19.1 22.8

minority 5.08 3371 0.0869 0.0334 191.9 1552 110.6 11.0 8.9 6.4
Poor-

nonminority 15.53  28.96  0.0840 0.0395 164.8 150.0 130.8 259 236 206
Nonpoor-

minority 412 2431 0.0717 0.0372 1384 128.0 1232 6.0 5.6 53
Nonpoor-

nonminority 75.27 13.52  0.0467 0.0276 77.0 834 914 571 619 67.7

structure such as irrigation works. Some anti-poverty programs such as “Yigong
daizheng” (project of working for food) are initiated for those poor counties (Zhu
and Jiang 1995). In addition to poor areas defined by the central government are
those defined by the provinces.

As can be seen in Table V one out of five persons in China lives in a poor county.
Poor counties can be found in all parts of China. However, they are disproportion-
ately concentrated in the western part. Here we are interested in throwing light on
how useful the officially defined poverty areas are for geographically targeting
poverty policy.

The idea of geographical targeting is that resources are directed toward chosen
areas, where they are evenly distributed. Two limitations exist with such an ap-
proach. First, some poor households are not covered by the policy as they do not
belong to the target group (undercoverage). Second, nonpoor households in the
target group can benefit (leakage). How large are those problems in rural China?

The success of a targeting strategy depends not only on how concentrated
poverty is but also on how the targeted areas are chosen. How have the poor coun-
ties in China been selected? Based on earlier work (data on 1985 average per capita
income and per capita grain production), the PADO produced a list of nationally
designed poor counties. As discussed by the World Bank (1992) this process of
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Fig. 5. Comparison of Poverty between Poor and Nonpoor Regions
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classification also included political elements, which led some counties with rela-
tively high average income to be included on the list while some low-income coun-
ties were excluded. There are additional reasons for suspecting a not very strong
relation between officially defined poverty areas and poverty at the household level.
Average income measured for one year is not necessarily a good predictor of pover-
ty measured some years later.

There is also another type of area of potential interest when discussing geo-
graphical concentration of the poor: minority areas where 9 per cent of the Chinese
population lives. In rural China the ethnic minorities are geographically concen-
trated, as 90 per cent of such individuals reside in a minority area where they make
up 76 per cent of the population. There is a considerable overlap between minority
areas and poor counties. Nevertheless about half the people in minority areas are
not living in poor counties and most poor counties are not minority areas.

Table V reports estimates on poverty in areas made up of poor counties and non-
poor counties located in (a) the east, middle, and west and (b) minority areas and
non-minority areas. We draw the conclusion that most poverty is actually located
outside the poor areas. As much as between 63 and 73 per cent (depending on
index) of total rural poverty in China is located outside the poor counties. This
result on the location of poverty supports the view on the poverty profile of China
put forward by Riskin (1994), but not the one by the World Bank (1992). This result
has important policy implications as it implies that (at the end of the 1980s) any
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Fig. 6. Comparison of Poverty between Males and Females
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poverty policy that focused only on the poor areas would not cover most of the poor
in China.

_ Further as shown in Figure 5 the TIP curves for poor and nonpoor regions do not
show dominance as the curves are very close in the beginning of the diagram. The
fraction of very poor in the nonpoor regions is as large as in the poor regions.
However, further to the right in the figure differences emerge and become large. A
considerably larger proportion of the population in poor areas falls below the
poverty line than in other nonpoor areas. This leads to another important policy
conclusion: policies that focus on poor areas reach more poor compared to an allo-
cation entirely at random across rural China.

Table V shows further that the poverty situation in poor areas varies between dif-
ferent parts of China. People living in poor areas located in the western part of the
country are more poverty prone than people living in poor areas elsewhere.
However, it is noteworthy that even in poor areas located in the western part of
China most persons are not classified as poor. Thus poverty alleviation policies dis-
tributing resources to all persons in poor areas in the west will lead to the most leak-
age of resources to the nonpoor.

People living in minority areas are more poverty prone than people living else-
where. Crossing the classifications of poor area and minority area we get additional
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Fig. 7. Comparison of Poverty by Education Level
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insight (see Table V). People in minority areas which are not classified as poor areas
are more poverty prone than people on average in rural China.

We now turn to how poverty in rural China varies along dimensions other than
location. A general conclusion from Table VI is that given the large variation due
to location, other differences appear rather small. Starting with gender, Figure 6
shows that females and males are almost equally poverty prone in rural China.2

Somewhat more variation is found when disaggregating the rural population
according to education of the household head. Figure 7 shows that as expected,
more persons in households headed by an illiterate household head are poverty
prone. However, other differences due to education of household head are small.
Actually persons in a household headed by someone having the highest level of
education are not less poverty prone.

Further we report in Table VI that variations in poverty status in rural China
according to age are small. The poverty rate for aged persons in rural China is not
higher than for people in active ages. From an international perspective this is
remarkable, as in many developing countries aged persons are particularly poverty
prone, as was also the case in many industrialized countries before systems of
social insurance matured. In present-day rural China only very limited resources
are channeled from the public sector to the aged. The reason for the moderate
poverty incidence among aged in rural China must therefore be sought in how the

12 Another remarkable result which follows when we classify households according to gender of
head of household, not the individual, is that female-headed households are considerably less
poverty prone than male-headed households.
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TABLE VI
POVERTY MEASURES: BY POPULATION GROUPS IN RURAL CHINA

% of Equivalent Income As % of Nationwide Composition of Poverty (%)
0 O

Sample Head FGT FGT Head FGT FGT Head FGT FGT
Count(%) =1 a=2 Count a=1 =2 Count «a=1 =2

Characteristics of household:

Poor regions 206 3095 0.0873 0.0391176.2 1559 129.5 3627 3221 26.67
Nonpoor regions 794 14.11  0.0479 0.0279 803 855 924 6373 6779 7333
Minority areas 9.2 3143 00859 0.0376178.9 1534 1245 1645 1411 1142
Nonminority areas 90.8  16.17  0.0529 0.0295 92.0 945 97.7 8354 8587 88.58
1-2 person

households 12 1592 0.0483 0.0282 906 863 934 1.09 1.04 1.12
3—4 person

households 284 1396 0.0450 0.0245 79.5 804 81.1 2255 2282 2296
5-6 person

households 458 1791 00573 0.0308 101.9 1023 102.0 46.66 46.86 46.56
7 person and

over households 24.6  21.22  0.0666 0.0359120.8 1189 1189 2970 2926 29.15

Characteristics of household head:
Education
1. College & tech-
nical school 1.8 16.03 0.0569 0.0332 912 101.6 109.9 1.64 1.83 1.97
2.Uppermiddle 9.3 15.66 0.0456 0.0243 89.1 814 805 8.29 7.57 7.46
3.Lower middle 30.1 16.34 0.0522 0.0284 93.0 932 940 2798 28.06 28.21
4. Primary 352 16.04 0.0518 0.0282 913 925 934 3212 3256 32.76
5.Lessprimary 6.2 18.16 0.0609 0.0362103.4 108.8 119.9 6.41 6.75 7.41
6. Illiterate 174 2380 0.0747 0.0385135.5 1334 127.5 2356 2321 22.11
Party member 147 1085 0.0368 0.0219 61.8 657 725 9.12 9.66 10.63
Non-party member 85.3  18.73  0.0593 0.0317 106.6 1059 1050 90.88 90.34 89.37

Male 947 17.89 0.0567 0.0305101.8 101.3 101.0 9641 9588 9533
Female 5.3 1190 0.0439 0.0261 67.7 784 86.4 3.59 4,12 4.67
Characteristics of individual:

Male 507 17.13  0.0546 0.0296 97.5 975 98.0 4941 4943 4953
Female 49.3 18.03 0.0574 0.0309102.6 1025 1023 5059 5075 5047
Minority

households 7.8 3036 0.0831 0.0389172.8 149.6 128.8 1347 1157 10.02
Nonminority ‘

households 922 1650 0.0537 0.0295 939 959 977 8653 8843 89.98

Age -7 9.8 2429 00783 004141383 139.8 137.1 1354 1371 1339
Age 8-13 144 1909 0.0588 0.0308108.7 1050 102.0 15.64 1513 14.64
Age 14-18 112 1636 0.0538 0.0298 93.1 96.1 987 1043 1076 11.03
Age 19-25 194 1593 00515 0.0286 90.7 92.0 947 1758 17.84 1832
Age 26-35 126 1923 00596 0.0315109.5 1064 1043 1378 1341 13.10
Age 36-45 136 1610 0.0517 0.0283 91.6 923 93.7 1246 1256 12.70
Age 46-60 126 1428 0.0451 00244 81.3 805 808 1024 1015 10.15

Age 61— 64 1736 0.0563 0.0306 98.8 100.5 101.3 632 644 646
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Chinese families take care of the elderly. Many elderly persons are taken into the
households of their adult children and are thus provided for. In addition adult chil-
dren and relatives might transfer resources to aged living by themselves.

Finally in our data we can identify whether the household head is a member of
the Communist Party. Perhaps not surprisingly rural persons living in such house-
holds are less poverty prone than other rural persons.

VII. CONCLUSIONS

Using a poverty line set equal to 50 per cent of median income of China as a whole,
the new approach of Jenkins and Lambert (1995, 1997) in aggregating poverty and
the household income survey for China as a whole, we have analyzed the structure
of poverty in the People’s Republic of China at the end of the 1980s. Several sub-
stantial conclusions have emerged.

Uncontroversially we have reported that poverty in China is almost entirely a
rural phenomenon. This applies as long as one does not take the situation of the
non-registered (or “floating”) population in the urban areas into consideration,
which is a limitation of all investigations of poverty in China.

Poverty status in China has a clear spatial dimension. Poverty is most extensive
in the western part, and least extensive in the eastern part. But according to our
results rural poor are found all over the country. Thus we find it hard to subscribe
to a view stating that poverty (at the end of the 1980s) is concentrated in a number
of resource-poor areas, as suggested by the World Bank (1992). Instead our results
are much more in line with the view put forward by Riskin (1993).

Much of the poverty alleviation policies in China are based on favorable treat-
ment of persons living in officially defined poverty areas. Our results have illus-
trated considerable limitations with such a strategy. Such measures do not reach
most of the poor. If measures do not take the income situation of households in the
poor areas into account, most resources will leak to non-poor. However, in com-
parison to a policy of allocating the same total budget at random over rural China,
such a policy achieves more poverty reduction.

Chinese rural poverty is relatively equally shared along certain dimensions of the
population, which is noteworthy. Our results show females and males to be almost
identically poverty prone. The relation between education of household head and
poverty is not strong. Finally, in contrast to the plight of the aged in many other
countries, old age does not bring a high risk of poverty in China.

While we have the opinion that this study has thrown some new light on the issue
of China’s poverty profile, it has limitations which hopefully can be overcome in
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future research. All results refers to an accounting period of one year. It would be
interesting to know how the picture changes if a longer accounting period could be
applied, in order to find out if the profile of chronic poor differs from that measured
for a single year. Another limitation is that the survey refers to the situation in 1988.

It would be interesting to replicate the study for a more recent year to investigate
the extent to which our findings are persistent.
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