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Abstract

With opening and reform, great achievements have been made in
industrialization and agricultural development. However, the unequal
development between rural and urban areas is still quite apparent if
considering the differences in residents’ income level, consumption,
saving and the supply of public goods. Take the income inequality as
an example, the incomes at urban residents’ disposal from 2000 to
2004 are 2.79, 2.89, 3.11, 3.23 and 3. 21 times respectively as
much as the rural residents’ pure income. If added various welfare,
subsidiaries and public goods fees possessed by urban residents, the
real income ratio is 6: 1. Now the issues of imbalanced development
between rural and urban areas, too big rural and urban disparities and
“agriculture, farmer and rural development”, not only hamper rural
economic development but national economic growth, which makes
them crucial to rural social advance and the goal of a well-off society.
Government has attached great importance to these issues. According

to the 16th Party Congress, “it is to coordinate rural and urban eco-
nomic and social development, establish modern agriculture, develop
rural economy, enhance farmers’ income, and enable the realization of
a well-off society. ” From 2004 to 2006, The State Council issues in
_ succession “Document No. 1” focusing on careful planning increasing
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farmer’s income, improve comprehensive agriculture’s capability and
build up a new socialist rural district.

Based on theory and practice, government in transition is entitled
to undertake more responsibilities than that in perfect market econo-
my. As China is right in its transition period, the government can take
the advantage of fiscal tools which are indispensable to a coordinated
rural and urban development. Therefore, it calls for exploration into
how to narrow the gap between rural and urban areas to promote coor-
dinated development. Then to make a systematic study on the fiscal
policy can bring about both theoretical and practical values.

Based on development economics, this book tries to study fiscal
policies aimed at coordinated rural and urban development. It at first
analyzes the coordinated rural and urban development in theory and
clarifies government’s role in this aspect; then it sets out from the cur-
rent situations of rural and urban inequalities, deals with reasons lead-
ing to the non-coordination and widening of inequality, tests the
effects of existing fiscal policy on coordinated development in China;
Finally, based on this, it proposes fiscal policies aimed at coordina-
ting rural and urban development in four aspects ranging from public
goods supply, employment, and a unified tax system to deepening re-
form on the fiscal system.

First of all, theories on coordinated rural and urban development
and the role of government are addressed. To develop rural and urban
areas in a coordinated way is to plan rural and urban economic and so-
cial development, break the segment, narrow the gap, and promote
the transition of dual structure, so as to realize a benign circle of rural
and urban development. Though it is a common rule for most countries

in the world especially developed countries, there is of special neces-
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sity for China to call for an equal development between rural and ur-
ban area: it is essential for scientific development idea, for the issue
of “Agriculture, Farmers and Rural development” , it is also necessa-
ry both for breaking the dual structure and the goal of a well-off socie-
ty. Moreover, as the main content constituting a harmonious socialist
society, it can maintain the Party’s executive power. The study is pri-
marily on the basis of Theories on a dual structure and economic
growth phases which are important parts of development economics.

As coordination is a behavior, coordination of rural and urban
development is government behavior to a great extent. It follows that
the government’s intervention shall be emphasized. But at present, in-
stead of covering all the problems existing in rural areas, the govern-
ment only focuses on four chief tasks: first, to stretch out the “hand of
government” in the income distribution to expand inputs in rural com-
pulsory education, medical care, social securities and infrastructure
and exert direct control; second, to solve the transfer of rural surplus
labor; third, to strengthen rural reformon tax and fee and to promote a
comprehensive reform in rural areas continuously; fourth, to provide
necessary institutional arrangement for rural economic development. In
addition, from the perspectives of equality and efficiency, government
intervention is also of massive influence. A lot of fiscal tools can be u-
tilized to reach the goal, for example, expenditure on big public pro-
ject, government purchasing expenditure, transmitting payments,
Treasury bond and taxation, etc.

Next, the current situation, causes and effects of rural and urban
disparities are analyzed. The non-coordination is mainly reflecied by
the widening of rural and urban inequalities which means a widening
of income, consumption, saving and public goods supply disparities.
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These are due to the combination of long-term structural and systemat-
ic paradoxes in national economic development and a comprehensive
influence from all aspects. System, institution, policy and mechanism
are of the primary reasons. In specific: industrialization and urbaniza-
tion, a rural and urban dual structure, financial input bias, heavy
burden on farmers, fiscal difficulty of county and town governments
and the system of income distribution. The problem hinders exert great
influence on economic and social development in China. To be exact,
first, it controls the development of agriculture and rural economy;
second it block the growth of effective demand; third, it prevents in-
dustry and agriculture from developing in a coordinated way; fourth, it
does harm to social stability.

And then, it discusses the effects of fiscal policies on a coordina-
ted rural and urban development. The prevailing fiscal policies now in
China exert positive effects both in theory and in practice. In theory,
fiscal policy promotes rural economic development mainly through the
expansion of demand to pull final demand, then to broaden the scope
of economic development. In this process, policies to stimulate the in-
crease of final demand include public goods investment and subsidiar-
ies. In practice, the positive effects of fiscal policy become more and
more obvious: a harmonious rural society, rural economic develop-
ment and farmers living standard improving. And also, an OLS meth-
od and the software Eviews 3.1 are turned to for regression analysis
which shows that five indexes including rural career fees, agricultural
subsidiaries, agricultural loans, expenditure on agricultural research
& development together with irrigation and water conservancy affect
rural income per capita and agriculture GDP ratio in a different way.

At last, fiscal policies choices are suggested. To coordinate pub-
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lic goods supply, policies are put forward to address four aspects:
compulsory education, medical care, social securities and infrastruc-
tures. To coordinate employment, emphasis shall be played on corre-
sponding fiscal policies: to provide public services necessary for rural
labor together with their families having moved into cities; to increase
investment on rural infrastructures and hammer out the potential of ru-
ral labor transfer; to develop rural vocational education while enfor-
cing compulsory education. To unify tax system, an agricultural tax
system of “flow tax + income tax” is proposed. Meanwhile, to prac-
tice equality, income tax levied on farmers’ savings interest shall be
cancelled. To reform fiscal system, some measures like determining
the rational rights of local governments and establishing a scientific
transmitting payment system are discussed. Furthermore, supplemen-
ting countermeasures are put forward, i. e. to make institutional inno-

vation, to make reform on current rural land and hukou systems.
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