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Abstract

The high income disparity between urban and rural residents has hindered from
building a socialist harmonious society in China. In the report of the 17th Party con-
gress, Hu Jintao clearly pointed out that reasonable income distribution system is an
important manifestation of social justice. And the income disparity between urban
and rural residents has an important effect on the overall income distribution dispari-
ty. Using the general entropy index decomposing the national overall income dispari-
ty, Kanbur and Zhang Xiaobo think that the influence degree of the income disparity
between urban and rural residents to the national overall has decreased from 78. 57%
in 1978 to 56.05% in 2000, but its contribution has still reached more than 50% .
Therefore, it is very important for the construction of a socialist harmonious society
that the study on the reason of the income disparity between urban and rural residents
since reform and opening, particularly after mid-1990s.

The income disparity between urban and rural residents is the reaction in the la-
bor productivity disparity between the agricultural and non-agricultural sector in the
process of transforming the economic structure, and the comparative labor productivi-
ty among inter industry is actually the ratio between output and employment. There-
fore, according to the output of agricultural sector and the employment of non-agri-
cultural sector, the paper analyzed a variety of factors affecting the income disparity
between urban and rural residents. Its main contents and conclusions are as follows:

Chapter 2 has described the track of evolution on the income disparity between
urban and rural residents since China’s reform and opening, on the basis of which we
have combed and analyzed the existing related studies, pointed out their shortcom-
ings and weaknesses, and proposed the basic idea of the paper.

Chapter 3 proposes basic analytical framework of this paper. The income dispar-
ity between urban and rural residents is response to labor productivity disparity be-
tween urban non-agriculture and rural agricultural sector in the process of economic
structural transformation. Based on this basic understanding, first we construct the

model theoretically and prove the income disparity between urban and rural residents
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is in the opposite direction to agricultural labor productivity. Second, according to
this idea and the dual economy theory, in the process of economic structure transfor-
mation the general rule of evolution of the income disparity between urban and rural
residents is proved : the evolutional track of income disparity between urban and rural
residents was similar to an inverted U-shaped curve. Finally, based on the data from
the urban-rural income disparity and comparative labor productivity of agriculture,
the error correction model is constructed to prove the conclusion that the income dis-
parity between urban and rural residents is response to labor productivity disparity
from empirical view, and to prove the rationality of the basic analytical framework of
the paper.

Chapter 4 makes research on the influencing factors of the income disparity be-
tween urban-rural residents from the perspective of agricultural output. Farmers’ op-
erating income, which is mainly decided by agricultural output level, is one of two
major sources of farmers’ income. Therefore, it’s necessary and reasonable to make
research on the income disparity between urban and rural residents from the analysis
of the influencing factors of agricultural output. According to the theory of production
function, agricultural output is the weighted average of total factor productivity in
agriculture and agricultural inputs. The impact of input to output is visual. There-
fore, this study is made from the perspective of agricultural TFP change on agricul-
tural output, which, therefore, has an influence on the income disparity between ur-
ban and rural residents. First, making use of Malmquist Index to calculate the
change of agricultural TFP since China’s reform and opening, we find that in 1978—
2005, China’s agricultural TFP has grown at an average annual growth rate of 3.
3% , compared with an average annual growth rate of agricultural output 6. 44% .
Therefore, the average annual growth rate of 51.24% of agricultural output is con-
tributed by the growth rate of China’s agricultural TFP. However, the growth rate of
China’s agricultural TFP has significant fluctuation. In 1995—2000, the average an-
nual growth rate of China's TFP was only 0.2% , which was also the period of rapid
expansion of the income disparity between urban and rural residents. Therefore, the
change of agricultural TFP is a major factor in explaining the income disparity be-
tween urban and rural residents.

Chapter 5 makes research on two influencing factors of agricultural TFP; agri-
cultural technology innovation and specialization. Technology innovation is a funda-
mental factor which enhances TFP. In combination with Induced Institutional Change
Theory and Agricultural Technological Using Theory, we construct an agricultural
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technology choice model and prove that the scale of farmer operation is one of the key
factors which restrict agricultural technology innovation and further restrict the growth
of agricultural TFP. Division of labor and specialization is the source of efficiency;
therefore, iv’s of great significance to study the underlying causes of the low level of
China’ s agricultural specialization for analyzing the growth of agricultural TFP.
Constructing a rational choice model of farmer specialization degree, we prove that
the degree of farmer specialization is the result of weighing between production cost
savings and transaction cost increasing. Through the analysis of the influencing fac-
tors on agricultural TFP, we propose to accelerate the transfer of land, create an ap-
propriate scale of operation in agriculture and build agriculture of increasing returns
to scale.

Chapter 6 and Chapter 7 study the evolution of the income disparity between ur-
ban and rural residents from the non-agricultural employment farmer, for wage in-
come is one of two point of major sources of farmer income.

Because farmer began with non-agricultural employment from rural industry,
Chapter 6 analyzes the impact of rural industry made on non-agricultural employment
of farmer, further on the income disparity between the urban and rural residents.
Through the construction of a rural industry endogenous model, we have proved that
rural industry is an induced-institutionally innovation of China’s farmers in the
process of gradual reform, which is labeled as imperfect construction of market sys-
tem and unbalanced open environment. Thus we make two theoretical hypotheses.
First, with the gradual improvement of market system and the liberalization of market
equilibrium, rural industry will shrink gradually. From this, we can predict that Chi-
na’s future rural industry has three ways: one is to completely move into city and ob-
tain location advantage of city; another is to urbanize where rural industry centralize
and create location advantage; the other is to move the headquarters of rural industry
to city, stay their production base in country, and obtain the dual advantages of city
and country.

Second, the collective township-village enterprise is an induced institutional ar-
rangement which farmers share political risk and the cost from social awareness.
Therefore, the privatization of Chinese collective township-village enterprises is their
inevitable result.

With the initial establishment and gradual improvement of socialist market eco-
nomic system in mid-1990s, China’s rural industry would certainly embark on a path

of privatization and urbanization. This results in losing contact with their country and
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is not conductive to the growth of agricultural output and farmers’ non-agricultural
employment, which causes the widening income disparity between urban and rural
residents. Therefore, the privatization and urbanization of China’s rural industry is a
major reason in explaining why Chinese peasants have weak income growth and the
widened income disparity between urban and rural residents after mid-1990s. At the
same time, this paper has proved that it is impossible task to achieve urban-rural in-
tegration by path of rural industrialization.

Chapter 7 discusses why dual economy, labeled as labor force of almost
“infinite supply” , begins to industrialize with organic composition of capital continu-
ally improved, and studies the impact of organic composition of capital continual im-
provement on the transformation of economic structure and non-agricultural employ-
ment , further on the income disparity between rural and urban residents.

In introduction of hypothesis of labor heterogeneity to the dual economy model,
we have proved that the outflow of high-quality peasants and the reduction of agricul-
tural productivity result in food shortage which causes the rising price of agricultural
products and the rising wage of workers. And the corporate organic composition of
capital improvement is the result of enterprise technology choice, because higher wa-
ges lead to the lower ratio of capital to labor, and the enterprises prefer to choose
more capital-intensive technology, which causes the improvement of organic composi-
tion of capital.

Meanwhile, the existence of “ambiguous property rights” of state-owned enter-
prises causes a higher degree of capital-intensive technology. The improvement in the
degree of capital-intensive and labor productivity, together with fierce competition re-
sulted from buyer market after mid-1990s, made the entire enterprise technology
choices trapper in the “prisoners’ dilemma” pattern of game. This led to the im-
provement in organic composition of capital and the reduction of absorption ability of
non-agricultural employment. This is not conductive to the transformation of econom-
ic structure and the increase of peasants’ non-employment, resulting in the widening
income disparity between urban and rural residents.

Chapter 8 is the conclusion and policy recommendations. On the basis of above
research, the basic point on the future evolution of the income disparity between ur-
ban and rural residents is; the income disparity between urban and rural residents
will continue to exist in a future period of time, and shows a continually-expanding
trend.

On this basis, we put forward three policy recommendations to narrow the in-
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come disparity between urban and rural residents: First, to give the priority order of
policy in transformation of traditional agriculture and construction of modern agricul-
ture. The key is to exchange land for modern security policy, cultivate modern peas-
ants and build modern agriculture.

Second, in the process of economic structure change from the non-equilibrium
to the equilibrium, the key is how the capital market plays a due role in the alloca-
tion of scarce capital. Third is “de-commercialization” and “commercialization” of
labor. The key is to reform the double employment protection system within and out-
side system, and to achieve the whole society integration of employment protection
system.

The income disparity between urban and rural residents is an old problem.
There is a lot of research literature. Therefore, how to propose a new idea is the big-
gest problem. On the basis of the analysis of existing literature, we think for the ex-
isting research, especially after mid-1990s, more devoted to the empirical test of the
influencing factors on the income disparity between urban and rural residents. There
is a lack of systemic theoretical framework to explain the evolution of income dispari-
tv between urban and rural residents since the reform and opening. This paper tries to
do this.

The income disparity between urban and rural residents is a structural problem,
which reflects the result of non-equilibrium development of different sectors in the
process of the transformation of economic structure. On the basis of above under-
standing, this paper constructs an analytical framework of sector labor productivity to
the urban-rural residents income disparity, under which we make research on the e-
volution of the income disparity between urban and rural residents from the perspec-
tive of two influencing forces.

Apart from the systemic theoretical analytical framework, innovation and spe-
cialty of this paper are: first, we explain the income disparity between urban and ru-
ral residents from the perspective of the rise, the development, and the restructuring
of rural industry. A model is constructed to explain the whole process of the rise, the
development, and the restructuring of China’s rural industry. We have proved that it
is not feasible to achieve urban-rural integration and narrow the income disparity by
path of rural industrialization.

Second, we reveal the internal mechanism of the continual improvement in or-
ganic composition of capital under the dual economy, labeled as labor force of “infi-

nite supply” , and analyze how the improvement in organic composition of capital af-
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fects the income disparity between urban and rural residents.

Third, we prove the relation of farmer scale with agricultural technology innova-
tion from the perspective of the use of agricultural technology. We reveal the reason
for the lower level of agricultural specialization from the perspective of transaction
cost and resolve the policy priority order of how to improve agricultural TFP, narrow
the income disparity between urban and rural residents.

In view of limited knowledge and inadequate diligence, there are still some defi-
ciencies. First, it is too monotonous to study the evolution of the income disparity be-
tween urban and rural residents from the perspective of comparative labor productivi-
ty, ignoring the impact of many other factors. Second, because we don’'t conduct the
field sampling survey on the income disparity and the data is collected from the na-
tional data released by the National Bureau of Statistics, whether or not the recom-

mendations is feasible in practice is worth pondering.

Key word ; Income disparity between urban and rural residents; Comparative la-
bor productivity of agriculture ; Structural transformation ; Agricultural total factor pro-
ductivity ; Non-agricultural employment.
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