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Preface

How can we estimate the effect of agricultural subsidy? And also, based on
the estimation, how can we improve and perfect agricultural subsidy policies?
This is a focus of agricultural policy study at home and abroad. The Chinese
government started a pilot policy in 2002 to cancel all agricultural taxes, and
began to extend that policy and a subsidy policy to the whole country in 2004.
Nowadays, the subsidy policies consist of Direct Subsidy, Subsidy for Special
Seeds, Machinery Subsidy and Comprehensive Input Subsidy. The most
significant characteristic of the new policy which is different from traditional
policy is that the farmers are subsidized directly. These beneficiaries of subsidy
are decentralized, small-scale rural households. These small-scale farmers are
still the main force to feed China. The effects of subsidy policies in micro-level
should be estimated. And, based on these estimations, some policy proposals
should be generated. So, our research is really urgent and necessary. The related
theoretical and empirical literatures have offered some inspirations. However, in
these literatures, the authors either took the big-scale farms in the US and
Europe as objects of studies, or did slight apprehension for Chinese subsidy
policy. Few researches could go down into fundamentals of real situation in
China. Their conclusions may be not consistent with the reality. In our research,
we would like to offer a proper evaluation to subsidy policy. Taking the
valuation, we want to support the related policy making. We would also like to
contribute to the application and extensions of Agricultural Household Model
(AHM). Our research will be launched in both theory and application. The
“paths” from subsidy to the behavior of rural household will be analyzed.

Our research began from the operation of China's subsidy policies. This pilot
policy was taken as experiments in Jilin province and Anhui province. We divided
it into three stages: exploration stage; increasing with the cost; improving and

perfecting. So far, the subsidy policy is in it improving and perfecting stage.
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From the data in 2009, if we compare the amount of Chinese and the US subsidy
collected per acre, Chinese subsidy is much more than US subsidy. But
researchers have different views on the effect of such large amount of subsidies.
In this book. based on former researches, we redetected the macro-effect of
agricultural subsidy. And then, we launched a field survey for agricultural
subsidy specifically. By so doing, we illustrated the details for implementation of
agricultural subsidy policy.

In our opinion, we should go to the fundamentals of rural households’
behaviors. What kind of effects has agricultural subsidy made on agricultural
household’s behavior? In another word, what is the implication of subsidies for
behavior changing of agricultural household?

In the literature review, we found that the research about the agricultural
subsidy at home is superficial. A research in depth needs to be launched. We also
found that the research abroad was focusing on the subsidy policies in some
developed countries such as the US and so on. The basis for these researches was
big-scale farmers and perfect market. The conclusions and their deductions will
not tell us something about the reacts to agricultural subsidy made by small-scale
farmers. By reviewing these researches, we can not generate the paths by which
the agricultural subsidies motivate small-scale agricultural households to
participate the land rental market. The labor supply of different family members
in small-scale rural household will be remained as a black box against the
background of subsidy policies. By reviewing these researches, we will not have
some ideas about other agricultural factors, such as fertilizer, which will be
changed by subsidy policies. Another very important thing is that we will not get
the policy implications from the researches for large farms. Facing to these
drawbacks of former literature, we need to discuss subsidy and its implication on
agricultural households’ behavior. Moreover, we will analyze the paths from
agricultural subsidy to the production and consumption of farmers. Last but not
least, we will give suggestions about improving and perfecting agricultural
policies.

In our paper, we assume that the implementation of the market is the basic
background for the supply and demand of any production factor. We do some

research on the agricultural policies in China. We should pay attentions to the
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tight relationship between land and population. Too many labors are grabbing
too little land. Though there may be no decoupled subsidy in small-scale
agriculture, the policies may be not able to become something that will cause
distortion of market. It is because that the tight land-labor ratio will distort the
said market incentives. First, we should not consider subsidy only as an incentive
to production. Second, we should not link the subjective utility only with labor
input. We should seek the implication of subsidy from the return to agricultural
input. These decisions will be made after the survivals and development of
families, We should found out how land, labor and capital are affected by
subsidy. Before doing this, the effect of subsidy on these returns should be
clarified.

For the above purpose, we have done something on the theoretical
extension. In our research, the AHM was adopted into agricultural policies.
First, we test the market completeness. Based on the imperfect market, we
extend the links between production and utility. Before our research, the links
were always labor. In our research, the links are land, labor of different genders
and fertilizer input. Drawing from the extended AHM, we applied the model for
empirical studies, In our research, the agricultural input is not evaluated by
market price but by the shadow price.

After those pilot works, we got a new understanding about the effect of
subsidy. We will consider agricultural subsidy as a kind of agricultural income.
In the areas where the subsidies are distributed according to acreage, subsidy can
be considered as a kind of return from inputs. And then, the inputs will be
nested into the shadow prices of agricultural production factors. We have chosen
three components in the three dimensionalities. The paths and effects of subsidy
will be shown based on those researches. Our new findings could be summarized
as below:

i) Against the background of market imperfection, subsidy will not affect
the behavior of rural household through market price. It is shadow prices that
will be improved by subsidy. One on hand, after planting, the subsidy will
improve the grain farmers”’ marginal returns to land input which could be
described by the terminology. “Shadow Rental”. On the other hand, subsidy will

improve the grain farmers’ marginal returns to labor input which could be



PERVINEBROF TR EURRSBATH »

described by “Shadow Wage”. Because the tight relationship between land and
population, subsidies result in: Shadow rental will help land transferring,
Shadow wage will prevent farmers from transferring their land. So the subsidy
policies have dual implications.

ii) In a similar way. the direct payment will be a margin for shadow wages of
different family members. But we need to pay attention to the tight land-
population ratio, the competitive advantage of different genders and the different
bargaining power of different genders. To sum up, subsidy will push the
feminization of agriculture.

iii) Against the same background. the direct payment will make the returns
to fertilizer input increase. It should make abusing of fertilizer decrease.
However, because of tight land-population ratio, farmers are encouraged to
abuse fertilizer by subsidy.

If we consider subsidy as a whole, agricultural subsidy has a vague effect on
agricultural households’ behavior. However, we have found the paths by which
subsidy takes effects. We are able to propose some innovative policy suggestions
for subsidy policies.

Our paper has offered an innovative framework to related researches. If we
would like to evaluation a production related agricultural program, we can adopt
our framework, The benefit from the program will be nested into the shadow
prices of agricultural policies. Every shadow price could be calculated. By so
doing, the changing of farmers’ behavior could be estimated. For the general
effect of agricultural program, the shadow prices could be combined and tested.

We would like to construct a complete argument for the implications of
agricultural subsidy on farmers’ operation behaviors. Our paper will be arranged
as following,

Chapter 1 serves as an introduction. We introduced the problems we are
focusing on. The former literature will be briefly summarized. A background of
subsidy policy was offered. In this part, we also proposed our outline and main
target. The main body of this paper was overviewed.

Chapter 2 is a literature review. We reviewed former literature. The
paradigm was refined. Some of the methodologies and technologies were

absorbed. There were some drawbacks in former theory. The former literature
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could not solve the problems existed in data availability, variable choosing and
econometric analysis either.

Chapter 3 is about the macro-effects of agricultural subsidy. We described
the effect of the policy in a macro-level view. By using Data Envelopement
Analysis (DEA), we evaluated the comparative efficiency of subsidy. Hopefully.
the macro-effects have been generated by our research.

Chapter 4 is based on field surveys. We launched field surveys to seek for
the details of policy implementation. Case studies for direct payment,
comprehensive input subsidy, subsidy for high-quality seeds, machinery subsidy
have been made to illustrate the policy implementation.

Chapter 5 is the theoretical basis for micro-econometrics in this book. We
extended the Agricultural Household Model and took the extended model as our
basic model in our paper. In mathematical analysis, we predicted the effect of
subsidy on agricultural household’s behavior. In graphical analysis, we will
identify this prediction and find the path by which subsidy policy take effects.

Chapter 6., Chapter 7 and Chapter 8 are paralleling chapters though they may
go forward one by one. As we mentioned above., the extended Agricultural
Household Model could link production with consumption through land, labor
and capital. So our extension will be made in these three dimensions. These
different behaviors are countless. It is impossible to make more than wildest
guess to discuss every behavior, We have to choose one kind of behavior in every
dimension. Qur discussion will include: farmers’ behavior in the land rental
market, the labor supply of different rural family members and fertilizer input by
farmers,

Chapter 6 will set an example for our research. To begin with. we estimated
the production function of grain by panel data. Moreover, we nested agricultural
subsidy into the shadow prices of input. And then., drawing from the extended
AHM., we constructed an empirical model for land renting behaviors. Based on
the anticipation and test, we explored the implication of our research for subsidy
and land institutions.

Chapter 7 follows the methodology of Chapter 6. We distinguished the
family members with different genders in the production function estimation.

And then, we tested the subsidy’s effect on labor supply in the framework of
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extended AHM. After these, we evaluate the labor supply of different genders.
We will try to discover the paths of subsidy on the feminizations of agriculture.
The inspiration for policy making is also one of our aims.

Chapter 8 follows the methodology of Chapter 6 and Chapter 7. In this
chapter, we extended AHM in the dimension of capital. We predict subsidy’s
effect on fertilizer abuse. And then, using econometric methodology, we tested
our prediction. By so doing, we give our policy proposal on subsidy policy and
other policies.

Chapter 9 is about the international experiences. In this chapter. the US
target price subsidy was introduced in details. We described how the policy
instruments were defined by US government, such as target price and market
price, payment area and payment yield. The process and adjustment were
emphasized. By so doing, we evaluated reference meaning of the US target price
subsidy for China.

Chapter 10 serves as a conclusion. We summarized the whole book and
refined the core conclusion. We presented our policy proposal about improving
and perfecting Chinese subsidy policy. And the defects of our research were also

paid attention to. The future of our research was also pointed out.

Key Words: Agricultural Subsidy, the Farmer's Behavior of Production and
Operations, Agricultural Household Model, Macro-level Effects, Micro-

level Motives
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