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Disaster, Achievements, and New Challenges:

Property Rights and Rural Development in China since 1949                                 
Abstract

This paper discusses the important role of property rights in developing countries, especially in rural areas. Property rights are critical to the development of a country for two primary reasons: because they provide incentives for people to work harder and produce more and because they decrease the risk of political turmoil. Using China’s agriculture sector after 1949 as a case study, the paper also discusses several obstacles China must overcome to establish a comprehensive and effective property rights system. These include the conflicting interests among different groups, the old ideology, and the fear of inequality.

Property rights, defined as the ownership and stewardship of, and right to profits from, land, capital, and other goods, is one of the fundamental elements of a modern economy according to De Soto.
 The ancient Chinese philosopher Mencius once said, “Only those who have a steady livelihood can keep a steady mind. If the common people lack a steady livelihood, they cannot be secure.” In developing countries, a well-functioning property rights system that clearly identifies ownership and protects an individual’s assets is essential to providing individuals with both a “steady mind” and the incentive that is needed for economic development. Such a system rewards those who are hard working and entrepreneurial, therefore can release the economic potential of assets.

The experience of China’s agricultural sector, which has gone through both periods of severe famine in the 1950s and great abundance since the 1978 reform, demonstrates the importance of property rights. Whether or not China will be able to establish a comprehensive and effective property rights system will strongly influence the future of its economic growth and political development.

The abolition of private property rights in rural China caused the largest famine in human history during which more than thirty million people died. After the founding of the Communist regime in 1949, the Chinese government introduced radical land reform to redistribute land to poor peasants, fulfilling a promise it had made during the revolution. After the implementation of land reform, the government encouraged peasants to form local cooperatives at the village level. Individual farmers, who were allowed to keep their land and property, also had the freedom to withdraw from the cooperative. Many poor farmers, who were enjoying their first opportunity to own their own land, felt a strong incentive to work hard. As a result, there was a steady increase in China’s agricultural production in the early and mid-1950s. Grain yield rose from 163.9 million tons in 1952 to 200 million tons in 1958.
 However, in 1958, the government launched the “Great Leap Forward” and required farmers to join the new “People’s Communes.”  Farmers were not given the option of quitting the Communes and were no longer able to own land individually.  They were instead forced to work together in newly established collective farms. The new system significantly reduced peasants’ incentive because they were no longer able to benefit materially by working hard.  Instead, the products they produced on their farms became collective property. Grain production dropped 15% between 1958 and 1959; production in both 1960 and 1961 was only 70% of the 1958 level.
 The tragic result of this radical policy that eliminated property rights was a famine that struck China between 1958 and 1961, resulting in the deaths of more than thirty million people.
 In Xiaogang, a poor village of some 120 people in Anhui Province, 67 died from hunger.

The failure of this policy prompted the government to 
e-establish property rights as it realized that only by making peasants accountable through a property rights system would China be able to feed its population. Twenty years after the “Great Leap Backward” in the same Xiaogang village, eighteen households signed an agreement to divide the village’s collective farm. At the risk of being sent to prison, they became the pioneers in a new period of reform in China. The People’s Commune was officially ended in 1984 and was replaced by a new “Household Responsibility System,” a de facto private land ownership system that became one of the pillars of Deng Xiaoping’s “Socialism with Chinese Characteristics.” By granting individual households long term tenancy, the state granted peasants greater control over the land once again. It was now up to the peasants to decide which crops to plant and how hard to work. They were now responsible for feeding themselves and their families. As they regained some control over their land and were able to benefit personally from increased production, the peasants responded with great enthusiasm. For example, grain production in Xiaogang village rose from 18 tons to 66 tons in 1979, the year after they divided the collective farm. Using every corner of arable land in the village, farmers worked harder than ever before.
 Nationwide, the total grain yield increased by 64.6% between 1978 and 2007, exceeding 500 million tons. More than 200 million peasants raised themselves out of poverty.

Despite the achievements that it has made since the 1978 reform, China still must overcome several obstacles before it can implement a fully developed property rights system, which includes two dimensions: transferability of rights and security of tenure.
 Although peasants do have some rights as long-term tenants of agricultural land, the state still legally owns all agricultural land in China. Peasants do not have the rights to sell their land or to use their land as collateral to secure a loan in most cases. Meanwhile, without a property rights system to measure and protect the potential value of assets, peasants are often denied proper compensation in the process of urbanization and development. These are obstacles for further development of rural China. 

The first obstacle is the conflicting interest among different groups—farmers, governments, and developers. Conflicts often break out in China when developers and local governments try to take over farmland to build factories or new apartments. Although the Chinese government does not provide detailed statistics, a large proportion of the more than twenty thousand “mass incidents” (a term the Chinese government uses to describe “protests”) each year involve dissatisfied peasants.
 

The second obstacle is the remaining influence of the old Communist ideology, privatization of farm land is still seen as taboo in China. The government fears that it may further decrease the legitimacy of the rule of the Communist Party because state ownership of land is one of the few remaining indicators of socialism. 

The third obstacle is the fear that full ownership of land may lead to greater gap between poor and rich farmers because poor farmers may have to sell their land when they need money. Although the concentration of land in fewer big commercial farmers may be economically more efficient, Chinese people are still highly suspicious of inequality.

China’s reform after 1978 proves the only way to economic growth is embracing market economy, and its foundation—property rights. The study of China’s agricultural sector can provide important lessons for other developing countries as it demonstrates the important role that property rights play in successful economic development efforts. Only in a system that identifies clearly who owns what and who should benefit from these ownership rights can the interests of people be guaranteed, thus creating the incentives 
that are necessary for a prosperous economy.
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The Public-Private Property Dispute in Hong Kong

The scenario that Hernando de Soto puts in front of us is indeed quite discomfiting as a country such as the one de Soto describes does not just limit property rights; it also limits economic progress.  Fortunately, in the case of Hong Kong, property rights are widely respected, which in turn has made it a prosperous place to live in.  

The respect for property rights in Hong Kong first came under British rule – Hong Kong was a British colony for 156 years.  Since the end of colonial rule in 1997, this respect for property rights has not dissipated.  Unsurprisingly, today Hong Kong has maintained quite a high level of economic security and is still considered to be one of the ‘Asian Tigers.’  The term ‘Asian Tigers’ refers to the highly industrialized and high-income economies of Asian countries such as Hong Kong, Singapore, South Korea, and Taiwan.
  

This evidence of a strong link between property rights and economic security does not just occur in Hong Kong.  A recent study titled the ‘2009 International Property Rights Index’ (IPRI) researched the link between property rights (this includes both physical and intellectual property rights) and economic stability in 115 countries representing 96 percent of the world’s GDP.  The study based its research on three comprehensive areas of property rights: legal and political environment, physical property rights, and intellectual property rights.
  

The study’s data reveals that countries that protect physical and intellectual property rights can boast of having nearly nine times higher GDP per capita than countries ranking lowest in property rights protections.
 

“With regard to property rights, the Property Rights Alliance (PRA) continues to champion the idea that physical and intellectual property are equally important in nature, and must be protected,” Kelsey Zahourek, Executive Director at PRA, said.  “Property rights contribute to increased levels of stability and provide people with the knowledge and comfort that their property will remain theirs.”
         

Therefore, property rights are an essential component in the development of a country.  Consider the case of private property rights.  If a county lacks an independent judiciary, has an absence of the rule of law, and is politically unstable – it is sure to be having a lack of not only financial security, but also private property rights.
       

How did Hong Kong fare in the 2009 IPRI?  What does its ranking tell us? 

According to the Lion Rock Institute – this Institute is dedicated to making Hong Kong one of the freest economies in the world - Hong Kong came 19th in the 2009 IPRI.  However, in the 2008 IPRI, it came 16th; the conclusion, then, is that property rights in Hong Kong has slightly deteriorated over the past year.
   

Why has Hong Kong’s position come down?  Is this cause for concern? One answer comes from Peter Wong, the Lion Rock Institute’s Executive Director:

“According to Hernando de Soto, the current credit crisis is partly attributed by a poor record of banks’ toxic assets, and this makes it difficult to determine how much there is, what its worth or who holds it.  At the end, the owner of these assets is unidentifiable and now we see the mess and the destruction that comes when assets are not ‘owned’ by someone.  Now in Hong Kong, the property/management rights of public areas are not clearly defined either.  If the public space management rights or its de facto ownership is not owned by any developers or governmental departments, but by the ‘public,’ the same mess could also happen here.”
 

Hence, the problem in Hong Kong is the confusion over who owns public spaces in Hong Kong.  Yet this is a problem that must be addressed urgently if prosperity in Hong Kong is to continue.  As Wong summarized: “while we want to protect our history and preserve buildings, it is even more important that we don’t sacrifice property rights.  Once we further define property rights in Hong Kong, it will be an easier task to save our heritage buildings and navigate the public-private dispute.”
   

Public will on the issue of property rights is quite strong.  The January edition of the Hong Kong Digest reveals that the results of a survey commissioned by the Intellectual Property Department of the Hong Kong Special Administrative Region Government shows that Hong Kong residents’ knowledge of what intellectual property rights are grew; by 2008, 91.6% of respondents knew intellectual property rights include copyrights, patents, trademarks and registered designs, compared to 84.7% in 2005, when a similar survey was done.
  Furthermore, 96.3% of respondents felt that it is necessary to protect intellectual property rights in Hong Kong.
 

If public will is this strong on the issue on intellectual property rights, why should it not be as strong on the issue of resolving the public-private dispute, especially in the global economic crisis the world is facing today?  

One way this public-private dispute can be solved is for civil society organizations like the Lion Rock Institute, with the support of the public, to press for reform on the public-private dispute issue in Hong Kong.  As Friedrich A. Hayek said: “private property is the most important guarantee of freedom.”  The Heritage Foundation has continuously ranked Hong Kong as the world’s freest economy over the last 11 years.
  If Hong Kong wants to continue to have that status, it must be vigilant in protecting property rights.     
Shipra Prakesh
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