BRIEFING NOTES FOR WORKSHOP ON RURAL INDUSTRIES

Thursday 30th May 2002

Background

As most of you may know, Mike held preliminary discussions with Michael Adams (DFAT) at the Invest in Australia seminar in Beijing (25th April) about the possibility of the Chamber hosting an Agricultural Conference in Wuhan for the Deputy Prime Minister and/or the Minister for Agriculture for September/October.

The possibility is proceeding with greater certainty and the “net” of participants has expanded to include the Canberra public service (AFFA) and Mr Xu Aisheng, CCPIT's chief representative in Australia.  It therefore seems desirable that attention be given fairly soon to the program for such a seminar.  The reason:  It is always easier to defend an existing agenda than to incorporate changes to one that already exists.  If we do not come up with a well-presented program, then either AFFA or the CCPIT Sydney Office will do so.  

In terms of the main thrust of the conference, we should point out that this is one of the first (and may in fact be the first) conferences to focus on China rural industries problems at the provincial and municipal level.  China’s Centre for Chinese Agricultural Policy, Chinese Academy of Agricultural Science, as well as the Institute of Rural Development, Chinese Academy of Social Science, have been active participants in all issues relating to rural industries.  

A number workshops and conferences have been convened by these two groups with support from the World Bank and the Asian Development Bank.  In most cases, however, they involved policy planning at the central government level.  As is noted below, implementation of any such policies will inevitably fall on the lower levels of government.

As a starting point for discussion on the agenda items that the Chamber should promote for the conference, these briefing notes summarise and re-state the conclusions reached in May 1999 in their report entitled, “Rural China: Transition and Development” (Report No. 19361-CHA).  It is a 158-page document and is available in portable document format (PFD) at: http://www.worldbank.org.  The Executive Summary is 10 pages and I can fax them to any of the workshop participants who want more detail than is provided in these briefing notes.

Note that in the suggestions for speakers and topics, a Chinese speaker is paired with an Australian speaker.  This would be good to achieve, if possible, and puts it a step above the way the Joint Working Group for Transport proceeded.

Issue 1: Rural Fiscal Policy’s Undermining of Sector Growth

The World Bank report states that this is “one of the most important problems hampering rural development”.

There are reasons to support the view that government expenditure in China has been directed mainly at the urban-industrial society (partly to resolve the unemployment that continues to arise from job-shedding of state-owned enterprises) and at “potentially taxable local industries”.  As a result, rural-agricultural infrastructure and other development investments that are likely to improve the long-term growth potential for the agricultural sector have been substantially reduced.

Government payments to townships and villages have been reduced by two-thirds over the decade ending in 1998, resulting in various imposts on the rural sector to finance local government operations.  

Budgets for rural social services and advisory institutions (such as nature and forest preserves, agricultural research and extension, schools and rural clinics) frequently result in the diversion of staff and financial resources from their primary mission.  These resources are diverted to commercial activities to supplement local government budgets.

Some improvements are visible since the World Bank’s report was prepared.  Specifically, county-level people’s congresses now exist in many of China’s 2,166 counties and these are expected to be formalised with popularly elected representatives to the next National People’s Congress.  This gives legal status to all county-level budgets and enables that level of government to incur debts, issue bonds and generally to conduct normal fiscal operations.

The method of revenue sharing among the levels of government appears to remain relatively loose.  The Chamber commented to a study group from SCORES that there would be benefit for China in examining the allocation process that is part of the Australian Grants Commission.  

The other aspect of this that deserves some attention at the conference is the extent to which the county-level people’s congresses will provide a solution to the fiscal problem.  The reliance upon this level of the people’s congress was made by Li Peng at the last National People’s Congress and it was not picked up by the international media to the extent that it seems to deserve.’

Two topics that could be put on the agenda:

1. A Chinese speaker who describes the present set-up for county-level people’s congresses and how this arrangement is expected to improve the fiscal position for the benefit of the rural sector.

2. An Australian speaker who describes the current revenue sharing arrangement in Australia through the Grants Commission and the extent to which it benefits the rural sector.

Issue 2: Rural Incomes, Off-Farm Employment and Township and Village Enterprises
The World Bank noted that the long-term solution to lower incomes in China’s rural sector will require shifting a large part of the population out of agriculture.  There are two constraints to this shift:

· Restrictions on the ability of rural residents to migrate to cities and towns, and

· Declining employment opportunities in towns and cities as a result of the job-shedding of state-owned enterprises.

The World Bank report recommends an expansion of rural industries as a means for obtaining off-farm employment.

Developments since the report was written include an abandonment of the hukou system of family registration in China and difficulties with township and village enterprises in relation to their financial viability.  Progress reports on these two items therefore would seem to be appropriate:

3. A Chinese speaker who discusses the current status of the hukou system and how it affects the mobility of rural residents to migrate to cities and towns.

4. An Australian speaker who discusses the nature of rural-to-urban migration in Australia (or in New South Wales) using the latest census data with comments on what cities and towns are growing more rapidly.

5. A Chinese speaker who discusses the current status of the capacity of existing township and village enterprises in China to provide continuing employment opportunities for off-farm work.

6. An Australian speaker who discusses the viability of SMEs in Australia’s regional areas, which regional industries are prospering and which are not.

Issue 3: Consolidating Past Gains from Rural Enterprises

This is related to the second issue and could, perhaps, be put into a special session on rural enterprises.  The main point of the World Bank is that progress with rural enterprises began to decline in the early 1990s and several reasons were noted:

· Access to credit by rural enterprises was curtailed.

· Severe debt problems emerged.

· Ownership and management has evolved (from collective and co-operative to private ownership and management from fixed-wage contracts to profit-sharing arrangements), but the evolution is relatively slow.

· Increased competition from urban-based enterprises and from other rural-based enterprises reduced profit levels.

These issues are substantial and cannot be covered thoroughly in one conference session.  Nevertheless it is desirable to include the following on the agenda:

7. An Australian speaker to comment on problems of township and village enterprises, as seen from standard principles of SME management.

8. Chinese speaker to comment on progress in addressing the special problems of township and village enterprises, including (and perhaps especially) rural credit.

Issue 4: Productivity-Enhancing Policies and Investments

There is reason to believe that agricultural productivity in China can be improved through specialisation and exploitation of regional comparative advantages.  This is to be achieved through the competition that is expected to emerge from China’s rural sector concessions for WTO membership, but it is not clear that it can be achieved without substantial disruption of some portions of the rural sector.  

9.  A Chinese speaker to comment on problems that agricultural producers are experiencing as a result of WTO membership.

10. An Australian speaker to comment on the importance of agricultural research and development and areas for co-operation between Australia and Hubei Province.

Issue 5: Foreign Direct Investment in Agriculture

The World Bank noted that China has been enormously successful in attracting foreign direct investment (FDI) in labour-intensive manufacturing, but only about 4 per cent of actual FDI inflows during the 1990s was for agricultural and agriculturally related manufacturing investments.  

One reason given for this low percentage of FDI is the lack of intellectual property rights (IPR) to protect new input technology.  Most of the FDI in this area has been in a form that cannot be easily reproduced because the technology required to reproduce the inputs is substantial.  They are therefore protected by means other than legal means, but they are not necessarily the type of FDI that China needs to bring about improvements in technology.

11. A Chinese speaker who discusses the current form of IPR in China and what the government is doing to encourage more FDI into the rural sector.

12. An Australian speaker who discusses why Australian enterprises have not invested more in China’s rural sector.

It is suggested that a major focus of the workshop should be to discuss these 12 topics, add more if other issues seem to be deserving and eliminate any that are not likely to be well managed.

We can begin thinking about who could give the speeches and what information and/or documents the Chamber can supply to ensure that the speeches cover what we think should be covered.

Note that the other participants will have suggestions for topics and for various inputs, but it is important that the Chamber express a “corporate view” early in these discussions in order to prevent the conference from being self-serving.
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