Lee 1

I ntroduction

While rural to urban migration is common in al developing countries, the rural to urban
migration phenomenon in China since the mid-1980s is considered the largest labor flow in
history. During this period, government migration policies have undergone tightening and
loosening phases (Woon, 476). In recent years, rura to urban migration within China has
become one of the chief issues that policymakers are confronting as they seek to balance political
stability and economic efficiency. The official policy of the People’s Republic of China has been
“to strictly control the growth of the large cites, to rationally develop the medium-size cities, and
to vigorously promote the growth of the small cities and towns’ (Maand Lin, 2).

We can distinguish two sides to the migration debate: One side views migration as a
positive trend and promotes migration as a means to develop the rural areas. The other side
argues that migration could be harmful for rural communities and instead promotes investment in
the rural areas for infrastructure, education, and entrepreneurship.

To shed light on this debate we must closely examine the theoretical foundations of these
two sides, observe the migration trend and its relationship with net income, and measure the
effects of off-farm wages on spending habits. My research has three findings: 1) migration is
negatively correlated with rural income, 2) off-farm income is consumed the same way as farm
income, and 3) farm income is positively correlated with investment, whereas off-farm income is
not significantly related to investment. These descriptive (not causal) results are consistent with

the “negative view of migration.”

The Household Registration System

The household registration system, or hukou, in China has been and continues to be one
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of the major barriers to migration from rural areas to the cities. The official purpose of the hukou
is to be an “administrative mechanism for collecting and managing information on citizens
personal identification, kinship, and legal residence” in order to manage China's population of
1.3 billion (Wang, 63). Under this system, each person is classified at birth within either a rural
or urban household, depending on the locality of the mother’s registration. While rural residents
are entitled to a portion of land to farm and, until recently, food rations, urban residents have
access to health insurance, housing, and education for their children. The law requires every
citizen to hold a single permanent hukou certificate.

Whether an areais classified as urban or rural depends on the population density during
classification. These definitions often persist so that areas which might seem to be an urban area
are actually classified as rural. However, much of the increased urbanization actualy reflects the
re-classification of formerly rural areas as urban areas once they have reached a certain
population density. For example, from 1990 to 2000, the urban population increased from
26.23% to 36.09% of the total population; however most of this was the result of changing the
household registration from rural to urban instead of actual migration (Ping, 7).

A rudimentary version of the hukou system dates back to the Xia Dynasty in the 21% —
16" century B.C., when it was used for taxation and socia control (Wang, 2000). The
Communist Party imposed the modern version of the hukou during the late 1950s after farmers
began leaving their land in response to agricultural collectivization and the saturation of
investment into heavy industry (Ping, 6). By 1960, 20% of the peasants lived in the cities.
However, by 1961, the government sent 24 million workers to the countryside because it realized
the need to supply grain (Zai, 500). After the reform period began in 1978, China has gradually

begun to dismantle the migration controls to allow for a greater degree of labor mobility. Thisis
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because agricultural de-collectivization raised the productivity of farms and created a surplus
rural labor supply. In addition, with the advent of the Special Economic Zones in 1980, foreign
direct investment flooded into China and created a demand for cheap labor, which increasingly
had to come from rural areas. With the emergence of the Household Responsibility System and
the abolition of the communes 1985, households could sell their surplus agricultural products on
the market and could choose how to allocate their [abor. The reduced demand for farm workers
then amplified the pressure for rural-urban migration. (Fleisher and Yang, 427). In 1988, the
central government loosened migration controls in permitting farmers to work temporarily in the
cities as long as they could secure their own food and housing. The elimination of food rations
for urban residents in the early 1990s made it cheaper for migrant workers to live in the cities
since they could purchase food directly and did not have to bring food or barter with urban
residents for ration coupons (Goldstein, 294). In 1998, a policy alowing further loosening of
migration controls permitted those who moved to join their parents, spouses, and children in the
cities to receive urban registration. In 2001, Guangdong, Jilin, Hunan, Fujian and Liaoning
reportedly “abolished” the urban and rural hukou distinctions and instead classified residents on
“where they live and work rather than where they were born™ (The Straits Times).

Since the 19" century, Chinese rulers have been concerned about the lack of arable land
and the flow of surplus labor, since China accounts for 22% of the world’s population and only
7% of the world's arable land (Li, 1122). Although migration restrictions have been relaxed in
recent years, China's work force is still disproportionately employed in agriculture compared to
other countries at comparable levels of per capita GDP (De Brauw, 1)

Previous Research on Migration

Two distinct viewpoints have emerged from the literature on rura to urban migration in
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developing countries:

The conventional view, which I'll call the “positive migration view,” is that given surplus
labor in the rural areas, migration will alow the alleviation of rural unemployment while
satisfying urban demand for unskilled labor. The impact of migration on both the urban and rural
areasis positive for the following four reasons.

1. Through remittances, migrants can more than compensate their families for the loss of
labor incurred from migration. These families can allocate more money to investing in
agricultural capital, as well as to raising their current living standards through increased
consumption. Previous research indicates that increased income from remittances can
help households overcome liquidity restraints or credit restraints in moving from farming
which yields low returns to commercia production, which may yield higher returns (Stark,
370). With an increase in investment, both agricultura productivity and output increases.

2. Because of small land plot sizes, it has been unprofitable for agricultural households to
invest in agricultural machinery. However, the exodus of many rural migrant laborers
allows the consolidation of small plots of land, which makes it more worthwhile for
agricultural households to invest.

3. Inthelong run, circular migrants return to their communities with “skills, technology and
connections’ so the amount of human capital in the rural areas increases. Thisimplies that
with newfound skills, circular migrants can go onto starting up businesses and factoriesin
their home villages (Woon, 477).

4. Studies have found that inequality between rural and urban areas decreases with
migration (Whalley, 2). The fear of rural unrest and political instability as a result of the

continuing income gap between the rura and urban areas has resulted in the government
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efforts to encourage migration to shrink this gap. In genera, this view leads to the

conclusion that migration is overall apositive force for both rura and urban development,

and so migration should be promoted by policymakers.

The second view, which I'll call the “negative migration view,” stresses the strains on
urban transportation, health, and housing infrastructure that migration causes and emphasizes
that migration is not a solution for developing the rura areas. This view is based upon the idea
that although productivity can either be increased by increasing capital, K or decreasing labor
supply, L, capital and labor do not necessarily have an inverse relationship. The negative
migration view puts forth the following reasons for the negative impact of migration.

1. The spending of remittances is predominantly on consumption items which do not result
in increases in productivity. With the loss of labor, food production will decline. Since
Chinaisan agricultural importer, demand exists for agricultural goods.

2. Because land holdings are leased by the government, unused or abandoned land can be
confiscated. Instead of land consolidation, land remains segmented because of insecure
land titles and a lack of private ownership. In addition, migration often leaves behind
only those who are less able to farm, such as children and the elderly. This causes land to
remain occupied but fallow.

3. Circular migrants rarely have the skills or the motivation to start businesses upon
returning to their home communities. Surveys have found that only 2% of migrants wish
to start their own businesses. Other research indicates that migrants lack both educational
and work experience to start their own business since urban factory owners rarely entrust
migrant workers with jobs involving any significant managerial responsibility (Bai, 137).

Thus migrants often do not receive training in urban jobs that would train them in how to
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start up or manage business.

4. Evidence shows that inequality among rural areas does not decrease and rura incomes do
not converge as a result of migration. This is because only middle-income households
with larger families can afford to send out migrants, while poor rural families remain in
poverty (Park, 7). Given the negative migration view, anaysts argue for pumping
investment directly into the rural areas to promote development since the rural areas are
unable to increase growth simply through the reduction of labor and remittances, so need
government investment in capital (Lei, 20).

These two opposing views of rural-urban migration rely upon very different underlying
assumptions. In particular their assumptions about what happens to farms once migrants leave,
what is done with remittances, and what migrants do after returning are very different. Let us
look at what is known in fact about these basic assumptions.

Under the assumption that surplus labor exists in the rural areas, there should not be
much of an effect of migration on farm income. A surplus labor supply implies a small marginal
return to labor, so that with each laborer that |eaves, the decline in labor inputs is insignificant.
However, if we assume that no surplus labor exists, each laborer that migrates out would result in
a noticeable decline in labor inputs so that the output would subsequently decrease. De Brauw
also finds that while migration has a negative effect on crop income, migration has no effect on
crop yields. Thisimpliesthat households are redirecting remittances to purchase labor substitutes
such as fertilizer, which would decrease income from crops but would not affect production. In
other words, migration affects the purchase of production inputs rather than the crop output
(deBrauw, 78).

The net effect of remittances is unclear. If used for productive investment, remittances



Lee, 7

may assist in the diversification of agriculture. Remittances can also be spent on housing,
education or to aleviate the poverty of those who are left behind. On the other hand, they may
also be used unproductively when spent on “conspicuous consumption” (Oberai and Singh, 229).

Many of the studies on international remittances have found that remittances have been
spent on consumption instead of investment. Lipton, for example, finds that remittance incomeis
used first to pay off debts, and secondly to consumption and that “everyday needs often absorb
over 90% of workers remittances’ (Lipton, 6). However, Adams has found that families with
migrants do have a higher propensity to invest than non-migrant families (Adams, 270).
However, since these studies on international remittances were conducted for countries besides
Chinaand under different circumstances, their results may not be applicable to China

Even within China, researchers have found significant variation among how remittances
are spent based on the household’s income level. For example, Bai found that in poorer
households, the positive effect remittances outweighed the negative effect from reduced labor
and thus lead to an increase in agricultural production. For households that could not afford
fertilizers before, increased income from remittances allowed them to substitute fertilizer for lost
labor. However, in richer households, where cash was not a constraint in agricultural production,
the value of remittances was low relative to that of labor input. Therefore, in this situation, the
effect of migration on agricultural output was more ambiguous (Bai, 132).

A likely reason for low agricultural investment is the insecurity of the land holdings.
Riedinger found that the number of land seizures was 15 times higher in 2005 than in 1995
despite the passage of the Rural Land Contracting Law in 2002, designed to protect farmers from
land seizures. Some areas have issued documents stating farmers' rights and the government’s

inability to reallocate land for 30 years. In these areas, farmers have been better able to protect
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against land seizures and have made long-term investments to upgrade their land (Dean, A10).

Park finds that migration increases household incomes but does not significantly reduce
the poverty rate since those households in poverty often cannot afford to send migrants (Park,
25). Woon's research addresses the longer term effects of migration on its home communities
and demonstrates that only the most resourceful, successful migrant workers are able to give up
their land rights. Thus, in a sense migration does contribute to land consolidation, but at the same
time, it aggravates rura brain drain since those who return home are often the least educated and
the least skilled (Woon, 504).

Instead of examining the impact of migration, | explore the relationship between
migration and its sending rural community using variables such as rural incomes and crop yields.
Furthermore, | see if income earned on and off the farm appear to be spent differently on
consumption and investment. In order to observe the relationship between rural-urban migration

and the sending community, | study intra-provincial migration in Guangdong.

Guangdong Pravince

Guangdong is chosen for this study for several reasons. It is one of the few provinces that
have inter-provincia migration data, which are used to calculate intra-provincial migration.

Guangdong is a specia province in that it receives the most migrants of all the provinces and is
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an area that has received tremendous foreign direct investment. Because of its proximity to Hong
Kong, many entrepreneurs from Hong Kong, Taiwan, and abroad have established factories in
Guangdong. Of the five Specia Economic Zones, three are located in Guangdong. The Chinese
government set up the Special Economic Zones in 1980 to open up to the outside world and
allow foreign investors to more easily establish companies in those zones. Thus, the
consequences of migration for sending communities would arguably be more acute in
Guangdong because of the high flow of migrants. Guangdong is also unigue in that it has amuch
lower sex ratio than Chinese migrants as a whole, meaning that females outnumber males, which
can be explained by the abundance of |abor intensive industries which prefer female workers.

Furthermore, Guangdong is a good subject for this analysis because the reasons for
migration in Guangdong are much more concentrated than in other areas. Compared with other
parts of China, the overwhelming majority chose “industry/business’ as their reason for
migrating. For males, the second reason was job transfer, and for females, the second reason was
marriage. However, marriage was a far more important reason for inter-provincial migrants than
for intra-provincia migrants (Fan, 966). After marriage, a female becomes tied to her husband
and the husband’ s family compensates the wife's family for the lost 1abor with a dowry. Since |
am only studying intra-provincial migration, Guangdong province suits my study because |
assume that laborers migrate for economic reasons and examine migrants contribution to their
rural origins—a contribution which often does not exist when women migrate for reasons
pertaining to marriage.

Since the mid-1980s, “coastal open cities’ have been pushed to develop export-oriented
economies and “economic and technological zones’ have attracted significant foreign capital.

These coastal provinces include Hainan, Fujian, Jiangsu, Shanghai, Shangdong, and Liaoning.
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Even severa inland provinces have been experiencing massive growth as a result of foreign
direct investment. Thus though Guangdong currently has unique characteristics relative to the

rest of China, these results may be applicable to the rest of Chinain the future (Maand Lin, 603).

Conceptual Framework

This paper measures the relationship between intra-provincial migration in Guangdong
and variables that measure Guangdong's rural development. First, | assume that people are
rational and that that the labor market is working in terms of equating wages in rural and urban
areas over time. Since rural reforms in the 1980s led to increased productivity, this reduced the
need for much agricultura labor. With the migration restrictions, this resulted in a surplus
agricultural labor force which has steadily begun to migrate since the 1980s. Therefore, | assume
that a surplus labor force exists.

At the household level, | am assuming that the sole purpose of migrating is to increase
total income of the household: migration only occurs if and only if the payoff to migrating is
more than to remain in the rural household. In other words, the decision to migrate is based on a
comparison of remitted income to maximum lost income resulting from the worker’ s absence.

An implicit assumption here is that margina per capita living expenses in the rural
household are small and can be ignored; this assumption makes the comparison of reduced farm
income to remittances conservative, since including the foregone living expenses of the migrant
would reduce the migrant’ s foregone contribution to farm income. If the increase in income from
the remittance is less than the loss in rural income, which we assume is being maximized, it
would not be rational for this worker to migrate. Therefore in the long run in this model,

migration occurs only if there is an increase in total net income for rural households. The
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migrant’s urban income must cover his or her own living expenses in addition to remittances.
Since most migrants are circular, meaning they intend to return to the countryside, the maority
choose to minimize urban consumption and not purchase durable consumer products (De Brauw,
117). The circularity of migrants contributes to an increased allocation of income to remittances.

These leads to the following hypotheses:

H1: Migration increases non-farm income, which is comprised of remittances plus wages
from both local enterprises and non-enterprise organizations.

Local enterprises refer to rural factories which produce, e.g., rura factories that produce silk, and
non-enterprise organizations, e.g., schools.

H2: Migration does not reduce farm income because athough migration results in a
decline in labor which is an input to production, a surplus of labor exists in the rura areas and
can replace the migrant laborers.

H3: By raising income through migrant remittances, migration is associated with both an
increase in consumption and an increase in investment.

H4: Migration is not associated with any change in crop yields since surplus labor or
increases in capital paid for by remittances can compensate for the loss of labor without affecting
crop yields.

Development, defined as growth in income, depends on how this increased income is spent.
Income can be spent on either consumption or investment.

Investment can be separated into two types. productive and consumptive. Productive

investment includes farm machinery, wells, terracing, and building greenhouses that

would raise agricultural productivity. Another type of investment would be consumptive

investment, which includes investments in housing and consumer durables.
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Consumption expenditures does not result in future expected profits for individua
households, but aggregate consumption could stimulate aggregate demand in the
community. In this case, income grows by more than the remittances through the income
multiplier effect.

To explore H1, | measure the correlation between rura net income, Y.«, and variables

migration, M and non-farm income, Ynon-tarm-

Ynet = + 1 M + 2 Ynon-farm"'

To explore H2, | also observe the direct relationship between migration and farm income,
Yfarm-

Yfarm: °+ M+ °

To measure if non-farm income is spent differently than farm income, | run aregression of farm
income and non-farm income on investment, |, and consumption, C.

C= "+ 1, Yfarm + 2’ Ynon-farm+ ,

="+ 1” Yfarm + 2" Ynon-farm"' )

Lastly, | run regressions to see how migration is associated with crop yields, P, whereg, r, and s

are grain, rice and sugar, respectively.

The data comes from the Guangdong Satistical Yearbook and the Rural Statistical
Yearbook. | use data from 1994 to 2005. Net income is divided into four parts. wages, household
business income, property income, and transfer income. Wages denotes non-farm income, while

household business income denotes farm income. Expenditure is divided into expenditure on
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household business, expenditure on purchasing productive fixed assets, and expenditure on
consumption.

The Guangdong Statistical Yearbook only has data on inter-provincial migration, or the
number of migrants entering Guangdong from other provinces and the number leaving
Guangdong to other provinces. No yearly data exist on where these entering migrants originate.
Since | want to find the relationship between migration and the development of the rural
communities which send these migrants, | must instead look at intra-provincial migration, or
migration within Guangdong Province, from the rural areasto urban areas.

To caculate intra-provincial migration within Guangdong, | made severa assumptions.
First, | assumed that migration into and out of the province are to and from urban areas only.
This is because it is much easier for rura residents to migrate within their province than to
migrate out of the province. In addition, rural migrants from other provinces would only find it
beneficial to migrate to a city in Guangdong, rather than arural area.

Second, | assumed that the urban birth to death ratio is 1:2. This is because the
government strictly enforces of the one-child policy in the cities, but the government’s control
over fertility decisons weakens in the countryside, where families often have more than 3
children. | had to make this assumption because no data exist on births and deaths for rural or
urban areas.

Third, | assumed all of the migration within the province was from rural to urban areas.
This is a valid assumption because data from surveys indicate that little migration from urban
areas to rura areas occurs, and the vast majority of intra-provincial migration has been from
rural to urban areas (Johnson, 28). (See appendix for intra-provincial migration calculation).

This calculation of intra-provincial migration passes a robustness check since | make
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migration out of the rural areas equal to migration into the urban areas. For every year, with the
exception of two years, the migration into urban areas from rural areas within Guangdong is
fairly similar to the migration out of the rural areas into urban areas within Guangdong. Ideally
these numbers should be the same, but it is likely that in 2001, the reclassification of rurd
residents as “urban” alowed the data points to increase so dramaticaly. Instead of reflecting
migration, these numbers thus reflect a reclassification of residence. Therefore, | exclude data on
migration for the years 2001 and 2002 in the statistical estimations.

Data on remittances come from the Guangdong Satistical Yearbook, which categorizes
remittances under “Wages from Permanent Residents Employed Elsewhere” since the year 2000.
Since 2000, remittances have comprised around 50% to 60% of total non-farm income and the
percentage has risen each year. Before the year 2000, wages only include those from local
enterprises and non-enterprise organizations. Since the movement of labor into local enterprises
also constitutes a decrease in the rural labor force, this non-farm income is aso indicative of how
agricultural workers choose to leave agriculture to pursue more profitable employment. Also,
wages from non-enterprise organization has consistently contributed to a minor part of wages as
a whole, being only around 13%. Thus instead of using remittances, | use “wages’ as a whole
instead of specifically, “wages from permanent residents employed elsewhere” since this has
only been measured since the year 2000.

Data regarding expenditure on consumption versus investment are available in the
China's Statistical Yearbooks. Investment is measured as “expenditure on productive fixed
assets’ plus “expenditure on household business.”

Statistical Estimation and Results

As we can see in figure 1, non-farm income has steadily risen from 1993 to 2003,
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whereas farm income peaked in 1996, and then fell dlightly afterwards. Also notable is that in

2001, per capita non-farm income surpassed farm income.

Figure 1
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Figure 2
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Figure 2 shows the number of intra-provincia migrants from 1993 to 2003. Upon
examining intra-provincial migration in Guangdong in figure 2, we find that in 1996, there was a
noticeable drop in the number of migrants sent out. Recall that in figure 1, there was a peak in
farm income in 1996. It is difficult to speculate on the causal direction of this relationship. It is
possible that in 1996, there were especially good crop yields so that more workers were needed
to farm the land, and so fewer migrants were sent out. It is also possible that in 1996, there was a
tightening of restrictions on migration so that fewer households sent migrants and consequently
with more laborers, farm income increased. Some anecdotal evidence supports this second view
that restriction tightening resulted in fewer migrants and thus higher farm income: Shenzhen,
China's first specia economic zone in Guangdong, is now a bustling metropolis brimming with
factories and migrant workers. However, in 1995, a violent clash between local residents and
migrant workers in Shenzhen resulted in security forces opening fire to stop the fight. Several
were killed and a dozen were seriously injured (Li, 1124). It is possible that news of thisincident
had a demonstration effect on rura households and that the number of migrants sent out
decreased in 1996 as a result.

Upon calculating intra-provincial migration, | find two extreme data points indicating a
high volume of migration in 2001 and 2002. This very likely does not signify a high volume of
migration, but instead indicates that there was a reclassification of rural residents as urban
residents, which would have affected the urban and rural populations. Indeed, a dramatic decline
in rural population and corresponding dramatic increase in urban population appears exactly
from 2001 to 2002 of the rural and urban population data. Therefore, | run regressions on the
data excluding the two data points for 2001 and 2002 migration.

| find that upon removing the two outliers, migration is negatively correlated with net
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income as well as with household business income. This implies that migration does have a
negative effect on income because it reduces the number of workers. Therefore, my assumption

about there being surplus rural laborers does not hold much water.

netincome | Coef. Std. Err. t  P>t] [95% Conf. Interval]
_____________ e e e m e m e ——————————————

migration | -15.96*  4.257766 -3.75 0.013 -26.90211 -5.012234
nonfarminc| 1.59* 1982561 8.01 0.000 1.078193 2.09746
_cons | 2465549 207.9653 11.86 0.000 1930.957 3000.141

farminc | Coef. Std.Err. t P>t]  [95% Conf. Interval]
_____________ e e e m e m e ——————————————
migration | -8.8* 4.386046 -2.00 0.092 -19.50252 1.962014
_cons | 2434 248.6604 9.79 0.000 1825.701 3042.602

To measure the relationship of migration and non-farm income, | find that one unit of
migration is correlated with an increase in non-farm income of 12.8 units. Even though thereis a
significant positive correlation between non-farm income and migration, this increase is not
sufficient to offset the negative correlation with net income.

nonfarminc| Coef. Std. Err.  t P>t [95% Conf. Interval]
_____________ e e e m e ——————————————

migration | 12.8* 7.042584 1.82 0.119 -4.440604 30.02456
_cons | 379 399.269 095 0.379 -597.6995 1356.253

In figure 3, we can see the trend of rural consumption and investment in Guangdong. As
consumption increased in the early 1990s, leveled off in the late 1990s and then steadily

increased again in the 2000s, investment has remained relatively stable.
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Figure 3
Consumption and Investment
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To see if households spend wages any differently than household business income for
consumption, | estimate the coefficients of farm income and non-farm income on consumption. |
find that the coefficient on both wages and household business income are nearly the same,
meaning that with regards to consumption, households appear to their farm and non-farm income
the same way.

consumption| Coef.  Std. Err. t P>it] [95% Conf. Interval]
_____________ e e e m e ——————————————

nonfarminc | .598* 0520666 11.49 0.000 .4783029 .7184345
farminc | .595* 1119074 532 0.001 .3370037 .8531214
_cons | 7254 233909 310 0.015 185.9942 1264.784

Similarly, to see if households spend wages any differently than household business
income for investment, | estimate the coefficients of the effect of wages and household business

income on investment. | find that only household business income has a statistically significant
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positive effect on investment. This implies that rather than remittances or off-farm wages do not

tend to be spent on investment, and that some farm income goes into investment.

investment | Coef. Std.Err. t  P>[tf [95% Conf. Interval]

_____________ e e e m e m e ——————————————

nonfarminc | -.034 .0641423 -0.53 0.608 -.182141 .1136839
farminc| .236* .1378618 1.71 0.125 -.0819957 .5538242
_cons | 296.7 288159 1.03 0.333 -367.7884 961.2035

To see if migration affects crop yields, | estimate the coefficient of migration on grain,
rice, and sugar output. Using the migration data (with the excluded extreme values), | find that
migration is significantly negatively correlated with all three farm outputs and the negative

relationship between the output of the three crops and migration is approximately the same order

of magnitude.

grain| Coef. Std. Err. t P>t] [95% Conf. Interval]
_____________ A e e e
migration | -7.3* 9056197 -8.10 0.000 -9.552597 -5.120654

_cons| 2197 51.34278 42.80 0.000 2071.835 2323.097

rice| Coef. Std. Err.  t P>[t| [95% Conf. Interval]
_____________ e e e m e m e ——————————————

migration | -6.5* 1.102883 -5.87 0.001 -9.177401 -3.780088
_cons| 1893  62.52632 30.27 0.000 1739.624 2045.617

sugar | Coef. Std. Err. t  P>t] [95% Conf. Interval]
_____________ A e e e e
migration | -7.4* 3487026 -2.13 0.077 -15.95738 1.107514

_cons| 1747  197.6918 8.84 0.000 1263.644 2231.113

Analysisand Policy Implications
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My findings confirm that migration is negatively correlated with rura incomes. My
measurements furthermore show that wages and household business income appear to be spent
the same way on consumption and that household business income is positively correlated with
household investment. This suggests that with regards to consumption, rura households do not
treat off-farm wages like an occasional bonus, but treat it with the same discretion as farm
income.

My findings are not consistent with prior research, which suggests that households have
frequently turned to off-farm labor and migration, in particular to accumulate the resources for
investment. Instead, my findings show off-farm wages are not correlated with investment, and
farm income is positively correlated with investment.

It is likely that the reasons behind low investment are that first, the remittances are not
sufficient to overcome credit constraints to investing, and second, insecure land rights discourage
households from purchasing any fixed productive assets. Lastly, | found that migration is
negatively associated with the three primary crop outputs: grain, rice, and sugar.

Because | was unable to separate out remittances, it is difficult to speculate on the net
impact of migration. The above results are more consistent with the “negative migration view”
that migration cannot be the only tool to develop the rural areas. However, the decline in income
resulting from each out- migrant appears to be less than 0.5% of net income, which is arelatively
small drop. As expected, migration is positively associated with non-farm income, which most
likely reflects remittances; however, the increase in non-farm income is smaller than the decrease
in farm income. Thisimpliesthat migration is associated with a net decrease in rura incomes.

These descriptive results imply that policies of encouraging migration may actually be

detrimental to rural incomes. My results are consistent with the negative view of migration that
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incomes do not increase with migration and that the increase in non-farm income from
remittances is not sufficient to offset thelossin labor.

The policy implications are that the government may need to rethink how to support the
development of the rural economies. Encouraging migration may not support the economic
development of rural economies, as the government assumes. Other policies may be more
productive, and should be explored. For example, the government may better serve the needs of
the rural communities by investing in education and agriculture to counteract the out-flow of
human capital from these areas. However, aternative policies and their impact on rura
economies are beyond the scope of this paper.

The policy implications of my study are as follows. First, migration cannot be the only
means of rural development since migration isinversely associated with net income. Second, the
low levels of investment and farm income suggest that land reform to increase the security of
farm land holdings ought to be considered to increase investment and productivity. Third, even
though investing in agricultural assets could be worthwhile, the remittances received by the rura
households may be insufficient to allocate towards investment. In this case, the government
should consider stepping in to assist rural households with agricultural investment, by providing
for example, subsidies for machinery or assistance with productivity-enhancing methods.
Another aternative would be to improve rural financial and credit institutions that would
promote lending for productive purposes. Lastly, investments in rural education may promote
rural development through multiple channels. As China's production shifts towards advanced
technology, there may be a surge in demand for educated workers. Indeed, Ma Xiaoliang
remarks that the employment elasticity produced by economic growth has been declining as a

result of the high workforce participation rate combined with technologica progress and capital
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structure upgrading. He also forecasts that China’'s main employment problem will be of a
structural nature in the future (Ma, 42). Skilled rural workers would be able to earn higher wages
upon migrating so they would be able to send back more remittances. Furthermore, education
and vocational training may help rural residents be better prepared to set up and manage small

businesses in their own communities.

Limitations

First, a source of error is the calculation of intra-provincia migration, upon which a
significant portion of my results rely. Because of the lack of data and the perhaps overly
generalized assumptions, the calculation may not accurately reflect the true flows of intra
provincial migrants. Moreover, it is possible that the omission of migration data from 2001 and
2002 as aresult of resident reclassification actually caused the study to neglect important aspects
of the overall picture. Second, because of data limitations, this paper did not examine causality,
but rather only the descriptive relationship between migration and variables reflecting rural
development. Third, because the analysis is descriptive, the implications for policy must be taken
with care and require more analysis. For example, we do not know if the low investment levels
are a result of insecure land holdings or the inability to invest since remittances do not
sufficiently compensate households or other factors.

Unfortunately the data from China's statistical yearbooks provided a somewhat
superficial picture of migration and the rura communities. Above all, micro data with a
separation of remittances from non-farm income is required to determine if remittances
compensate households for the loss of labor. This would also allow an exploration of how rural

households at different points of the income distribution spend their incomes and send out
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migrants. This would cast light on spending behaviors for richer and poorer households and

indicate to what extent credit constraints affect investment.

Conclusion

This paper has examined how intra-provincial migration is connected to net income, farm
income, consumption and investment, and crop yields in the rural areas of Guangdong Province.
While migration is negatively associated with both farm income and net income because
migration leads to loss of labor, it is positively associated with non-farm income, since this
includes migrant remittances. Despite the increase in income provided through remittances,
households do not seem to have a higher propensity to invest their non-farm income, but rather,
invest their farm income instead. Moreover, migration is associated with declining crop yields,
which is important in light of China's demand for agricultural products and high population
relative to its arable land.

These findings imply that the conventional “positive view of migration” may not be as
realistic as once thought. While migration presents both positive and negative consequences for
the rural communities, migration by itself cannot be relied upon to develop the rural areas. Part
of the reason is that the rural areas still lack certain institutions, such as secure private property

rights and access to credit markets, which would promote investment in agriculture.
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Appendix

To caculate intra-provincia migration, | used the population sizes for urban and rural, the inter-
provincial migration, and the number of birth and deaths.

Upopy is urban population at time 0

Upop; is urban population at time 1

Rpopyp isrural population at time 0

Rpop; isrural population at time 1

Migwithinout is out-migration from rural areas to cities within Guangdong
Migwithinin isin-migration from cities to rural areas within Guangdong
Migotherout is migration out of Guangdong'’s urban areas to other provinces
Migotherin is migration into Guangdong’ s urban areas from other provinces
uBg isurban births at time 0

uB; isurban births at time 1

uDy is urban deaths at time O

uD; is urban deaths at time 1

rBoisrural birthsat time0

rBiisrura birthsat time 1

rDo isrural deaths at time O

rD; isrural deaths at time 1

Then:

migwithinout = migwithinin

Rpop; = rpopg + rB1 — rD1 — migwithinout

Migwithinout = rpopo — rpop; + rB; —rDy

Upop: = upopo + uB;1 — uD1 + migwithinin + (migotherin — migotherout)

Miginwithin = upop; — upopo - UB; + uD; - migotherin + migotherout



year
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003
2004

year
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003
2004

nonagpop
1964.72
2035.37
2107.8
21735
2219.07
2276.42
2338.29
2391.31
2767.31
3681.93
3797.92

netinc

2181.52
2699.24
3183.46
3467.69
3527.14
3628.93
3654.48
3769.79
3911.91
4054.58
4365.87

agpop
4726.74
4753.37
4788.97
4840.23
4896.58
5022.46
5160.25
5174.02
4881.98
4003.07
3973.52

wages
547.3
712.25
812.97
908.6
995.49
1178.83
1362.16
1527.17
1713.29
1965.78
2173.21

. insheet using datal.txt
(11 vars, 11 obs)

. Sum

Variable |
----- +

miginn |

netinc |

wages |
hhbinc |
----- +

propin |
tranin |

exphhb |

exppfa|

expcon |

11

10 169.658
11 3494.965

11 1263.368

11 1942.595

11 190.7264
11 93.92091 56.00541

totalpop
6691.46
6788.74
6896.77
7013.73
7115.65
7298.88
7498.54
7565.33
7649.29

7685
7771.44

hhbinc
1448.43
1756.64
2106.27
2283.28
2251.47
2127.2
2002.92
1956.06
1869.56
1761.02
1805.69

interpmigin  interpmigout

108.09
119.51
130.94
117.93
107.68
122.72
109.88
102.26
105.27
133.91

propin tranin
152.98 32.81

180.3 50.06
199.99 55.23
223.71 52.1

222.56 57.63
219.15 65.65
215.73 73.67
112.61  173.95
139.71  188.52
184.36  143.42
246.89  140.09

Std. Dev. Min
277.1095 30.94184 905.5059
618.186 2181.52 4365.87
531.7034 547.3 2173.21
247.3831 1448.43 2283.28
4129578 112.61 246.89
32.81 188.52

89.74
94.32
98.90
94.18
89.13
95.76
92.34
81.95
83.22
104.26

exphhb

516.68
714.47
785.07
810.04
707.52
638.17
710.13
715.24

701.9
765.38
434.75

11 681.7591 113.2923 434.75 810.04

. insheet using datamissing.txt

11 29.99091 7.105372 16.23
11 2637.315 347.8513

46.74

1882 3240.78

71175 1146984 463.11 839.53

numberbirth

123.54
120.97
118.40
117.00
110.00
108.85
107.99
103.94
108.00
106.73

exppfa

30.87

25.4
30.74
29.49
16.23
28.14
30.57
31.38
31.98
46.74
28.36
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numberdeath

expcon

1882
2255.01
2584.16
2617.65
2683.18
2645.94
2646.02
2703.36
2825.01
2927.35
3240.78

38.91
38.37
37.83
40.00
39.00
40.21
39.63
39.73
41.98
41.62

miginnet
61.5598
56.48275
42.83281
30.94184
47.37687
43.39575
44.01359
365.0907
905.5059
99.3798

expinv

547.55
739.87
815.81
839.53
723.75
666.31

740.7
746.62
733.88
812.12
463.11
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(11 vars, 11 obs)

miginn | 8 53.2479 20.80709 30.94184 99.3798
netinc | 11 3494965 618.186 2181.52 4365.87
wages | 11 1263.368 531.7034 547.3 2173.21
hhbinc | 11 1942595 247.3831 1448.43 2283.28
_____________ S

propin | 11 190.7264 41.29578 112.61 246.89
tranin | 11 9392091 56.00541 3281 188.52
exphhb | 11 681.7591 113.2923 434.75 810.04
exppfa | 11 29.99091 7.105372 16.23 46.74
expcon | 11 2637.315 347.8513 1882 3240.78

expinv | 11 71175 1146984 463.11 839.53



