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Abstract

Although the agricultural of China has created a remarkable progress in the
past 30 years, the income of farmer is still so lower, and the inequality is in-
crease.

During this period China has arise a series of subsidy policy such as phase
out agricultural tax and direct subsidies policy to resolve the problem. The ques-
tion is that what’s the effect of agricultural subsidy policy on farmers’ income?

Meanwhile , farmers are no longer a high degree of homogeneity group, they
are a divided group with different interests and living standards. There is a huge
gap in resource endowment, including human capital among farmers. Because of
the differentiation of farmers, the same policy may increase the income of some
farmer, but has little or no effect on other farmer’s income. In the current cir-
cumstances, the low income farmers should be the key goal of the agricultural
subsidy policy. Therefore, in order to improve the efficiency of public expendi-
ture, the paper investigate the effect of agricultural subsidy on farmers’ income
and distribution.

Under the background of balance between supply and demand of agricultur-
al production and differentiation of farmers, we analysis the effect of agricultural
subsidy policy on income distribution of farmers. The results show that, current
agricultural subsidy policy has little influence on the income of farmers as agri-
cultural worker, but increase the land rent or capital return, and gained by the
land owner or capital owner.

The book can be used by scholars, government departments who engaged in
research on agricultural economy and policy, besides, it can be used by the

students who interested in agricultural economy and policy.
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Preface

Although the agricultural of China has created a remarkable progress in the
past 30 years, the income of farmer is still so lower, and the inequality is in-
crease. For this reseason, the aim of agricultural subsidy policy is to support the
income of farmers (OECD, 2005).

During this period China has arise a series of subsidy policy such as phase
out agricultural tax and direct subsidies policy to resolve the problem. However
the experience of developed counties show that, any policy and subsidy in refer-
ence to production, will turn to be the land rents and increase the cost of invest
and management, do nothing to the income of farmers (B. Gardner, 2000 ).
Other study show that, the subsidies of developed countries probably enlarge the
inequality of farmer (OECD, 1999). The question is that what’s the effect of
agricultural subsidy policy on farmers’ income?

Any income will decompose and attributed to the production of resource
owner. The source of the farmers’ income is the possession or control of re-
sources, including capital, land and human capital. After the decomposition,
agricultural income attributed to the owner of resources. Thus if support agricul-
tural production, the subsidy will decompose to different resource owners. As
more and more rural labor transfer from agricultural to non — agricultural sector
and work in non — agricultural sector, farmers’ income become diversification.
Meanwhile, farmers are no longer a high degree of homogeneity group, they are
a differentiation group with different interests and living standards. There is a
huge gap in resource endowment, including human capital among farmers.

Besides, the role of farmer in production has begun to differentiation, they
obtain income from different sources. Some farmers have completed the transfer,

their income from agricultural is land rent, depends on the level of land rent.
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Some farmers are employed by agricultural sector, their income from agricultural
is wage, depends on the labor market price. The differentiation of other farmers
is not obvious, but their income still can be divided into land rent, labor income
and capital income in theory.

Because of the differentiation of farmers, the same policy may increase the
income of some farmer, but has litile or no effect on other farmer’s income. In
the current circumstances, the low income farmers should be the key goal of the
agricultural subsidy policy. Therefore, in order to improve the efficiency of pub-
lic expenditure, the paper investigate the effect of agricultural subsidy on farm-
ers’ income and distribution.

The general objective of this paper is to investigate the effect of agricultural
subsidy on farmers’ income and distribution, under the background of balance
between supply and demand of agricultural production and differentiation of
farmers. The results show that, current agricultural subsidy policy has little in-
fluence on the income of farmers as agricultural worker, but increase the land
rent or capital return, and gained by the land owner or capital owner. The full
text is divided into 12 parts, the main contents are as follows:

Content 1: The differentiation of farmers and income sources differentiation
status.

The farmers’ income source is the possession or control of resource endow-
ment. In the process of economic development with the rent of land, employ-
ment of labor and large machinery, farmers gradually divided into land owners,
agricultural labor and capital owner. Although the use of capital labor land ratio
is similar, the holding of capital labor land ratio is different. The larger ratio of
employment, the greater difference between use and endowment of agricultural
resource, the higher degree of farmer differentiation.

Content 2; The effect of agricu]tu;a] subsidy policy on production factors
price.

The agricultural subsidy policy change the production factors price by
change the supply and demand of the factors, then influence farmers’ income.
The paper investigate the effect of two kinds of typical agricultural subsidy policy

carried out in recent years on factor market. (1) The effect of agricultural tax
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relief and grain direct subsidy policy on land demand. (2) The effect of un -
linked subsidy policy, such as agricultural tax reduction on factor demand, by
changing the household budget constraint and total wealth.

Content 3 : The effect of agricultural tax relief and grain direct subsidy poli-
cy on income distribution. '

The subsidy do not increase the price of capital and labor, so the owner of
labor and capital do not benefit from such policy. The subsidy obtained by land
owner through land market. We investigate the income distribution effect of

these two subsidy policy by constructing the Lorenz curve and policy expenditure

belonging curve.
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