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INTRODUCTION

his book introduces the conclusions drawn from a
Tcomprehensive research project undertaken in 1986
by the Research Institute of the Center for Rural Dev-
elopment under the State Council of the People’s Re-
public of China.

Significant changes have taken place in China’s
rural areas since the production mode of fixing output
quotas for each household was first carried out in the
late 1970s. Although this reform has achieved substan-
tial progress, new problems and difficulties keep po-
pping up to block the advarce. This book is intended
to help readers to discover those obstacles by look-
ing back at the history of the reform,

The rural reform was designed to emancipate the
productive forces. Since the subject of the productive
forces is the peasantry, the emancipation meant that of

the peasants in the first place. Before the initiation of
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1cZorm, the peasantry held little in their possession.Their
status of being .the owners of the collective farms never
became a reality, but only remaining at-the nomina}
leyel, The confused system of «three-level ownership”
led to the eéalitarian distribution of means of produc-
tion, which in turn led to the distrust of the coll-
ective economy on the part of the peasants, The old
economic system created numerous barriers to the peasa-
nts® freedom of choice of vocation, migration and cha_
nge of social status. The peasants were tied up to theil
ground by the people’s commune’s practices of grain
rationing, household registration and Wworkpointing.
(Workpoint was a unit used to grade the quantity and
quality of the labor performed, according to which
payment in crop and cash was given after harvest.) The
S'ystem proved to be profoundly destructive to the de-
velopment of economy and of the qualities of the rural
population.

The rural reform restored property right to the pe-
asants. In 1985, what an average Chinese peasant held
in possession in the forms of fixed productive assets,
resident buildings, surplus grain, cash and bank deposits
totalled 3800 yuan in value and the sum capital owned
by all the peasants that year was estimated at 700
billion yuan.

Restoration of property right does not mean rest-

oration of private ownership, however, Presently, dra-
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ught animals, large iron -and wooden farming tools, mach-
inery for farming,forestry,animal husbandry and fish-
ery again accounts for 57.4¢, of the peasants’ fixed pro-
ductive property, supplemented by a certain amount of
cash and other material objects. Nevertheless, they must
be used in conjunction with collectively-owned land
which the peasants contract out in productive activities.
The ownership of land and other property by the colle-
ctive, which was realized through unified undertakings
and the direct control of proceeds prioer to the reform,
is now realized mainly through the turnover of amounts
stipulated in contracts by peasants househoids. Thus,
although this transformation in which the 800 myillion
peasants are heavily involved includes unavoidably
factors of the redistribution of property and the forma-
tion of new property entities,fast growing total quanti-
ty of property constitutes the .mainstream. The reform
has not forsaken the basic direction of striving to find
the most suitable form for building socialism in a country
where the majority of the population are peasants.
Recognition of peasants’ property rights requires
that peasants be given more freedom in their economic
activities, In China, the hundreds of millions of rural
laborers have between them just over 1 billion mu of
arable land to work on. The space for their economic
activities is obviously very small. Betweea 1979 and

1985, about one-fifth of the rural labor force has



changed their employmet, plecce of residence and actual
social status. They are obviously no longer peasants
in the conventional sense. This indicates that the freedom
of the peasants (who make up 80¢s of China’s total
population) to- change their profession and social sta-
tus in keeping up with the needs of economic and
social development has been markedly increased.
‘Property rights and freedom to change one’s stat-
us are the two magic Wweapons in the switch to the
practice of fixing output quotus for each household.
They have aroused the enthusiasm of several hundred
million Chinese peasants for their land, labor and life,
This constitutes a major motive force for the rapid
growth of the rural economy from 1975 to 1985.
Change in the production system requires signifi-
cant development of the relationship between agricultural
commodity and currency. In 1985, rural commodity
rate reached 63.99p and cash income per capita account-
ed for 65.59 of the individual’s total income. Cur-
rently, over 50¢p of the nation’s purchasing power lies
in the hands of the farmers. More than 609 of the
total volume of retail sales is realized in the country-
Sidc_ 6095 of the market currency of the whole country
is in the farmers’ pockets, In China’s history, there
has never been so close a link of peasants’ production
and life with the exchange of commodities and the use

of money, But in order that the apparent selling and

4



buying become equal-value exchange in its true sense,
the whole economic system has to undergo fundamental
changes, including adjustment of fundamental interest
between producer, consumer and management,

The inevitability of reform does not guarantee the
certainty of its victory. In practice, there are two
outstanding problems Which may eventually decide the
success or failure of the reform. Firstly, the purchase
and sale of some farm products have been deregulated
bnt not freed, as a result of which seesaw battles and
reversals have ensued. Secondly, some products no
longer subject to unified state purchase and sale are
producing market shocks as a result of violent fluctua-
tions in supply and demand. Seen from both aspects,
the reforra is confronted with knotty problems. At
this juncture, it seems that all of a sudden everyone
is asking in retrospection, Why was the market mech-
anism introduced? Why do we have to go through
this kind of suffering? It seems that problems once
taken as the premise of the reform and which had
long since been solved are re-emerging as strangers
to the peasants, commercial institutions, consumers
and government management departments,If we cannot
clarify our understanding on the most fundamental
issues of consciousness and grasp the true crux of
the in-depth reform, péople’s enthusiasm for reform

will be dampened, and they may have the occasion to
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hear once again the laughing voice of the old struct-
ure,“Come backy It is the purgatory of the market
mechanism,”

The usual description given to the market mechani-
sm is. liberty of pricing. However, we should go a
step further and ask ourselves what kind of deep stru-
ctural conditions, such as institutional norms, guiding
principles for public behaviors and organisational car-
riers, need to be present before price signals could so
authoritatively compel all producers and consumers to
make the anticipated kinds of responses. From. our ex-
perience we know that the deep structure of the market
comprises two essential points, First, the interest of
each socio-economic unit is clearly defined as indepeid-
ent ownership. To put the consept of ownership into
reality, we have to set up concrete and complete norms
of economic conduct, The second point is that complete
commetcial rules and regulations must be stipulated,
People are expected to eventually abide by those princi-
ples through training and habit forming. Therefore, the
autonomy of price and its authority over the distribu-
tion of resources are not determined by themselves, but
by the deep structure of the market. Conceivably, the
cause for the breakdown of the regulative power of
price formation is to be found in the depth of the so-
cio-economic structure.

If we are to make a brief economic analysis of the



difficulties confronting the reform, our conclusjon
would be. the practice of fixing output gquotas for
each household has greatly increased the groduct-
ion efficiency of the close to 200 million peasant hous-
eholds. But this is being offset by the drastic increase
in transaction fees due to the absence of a corres-
ponding deep market structure, Pesople often wonder
why the market price is going up all the time despite
an increase in supply. An important reason for this
is that while manufacture of «hard goods” (products)
increases,“soft goods” {market organizations and reg-
ulations necessary for turning products and production
factors into commodities) is falling short of demand,
The inflation in transaction fees involved in the
marketing of farm products has greatly reduced the
possibility of steadily expanding equal transactions.
This is the fundamental reason why bulk farm products
are deregulated but not freed and why market fluct-
uations over the retailing of farm products cannot be
checked.

If we go into the deep market structure to observe
the problems, we would discover that there is an ab-
sence of effective intermediary of modern commerce to
constantly lower the rising transaction fees which ine-
vitably accompany the development of the elementary
commodity-money relationship. To be precise, what

we have encountered in the reform of the Price of farm
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procucts is an economic organization crisis. In this re-
spect, we do not have at our disposal existing conven-
tional organizational resources such as the practice of
peasant household undertakings

The demand for new organizations surfaced almost
as soon as the Systerh of responsibility was first imple-
mented, The inherent pressure of economic development
made it imperative to actively plunge into organiza-
tional innovation. However, we must recognize that the
organzational innovation already under way .in the
-rural areas is still basically restricted to the refurb-
ishing of non-standard organizations, by which we
.mean organizations which do not require definite codes
of conduct and where there is no unified social means
of coercion to guarantee that the codes are backed by a
network of blood ties, neighbors, relatives, %connec-
tions” and other elementary social relations, and are
cemented through ¢human relatioaships” and other
special mediums. These organizations have their lim-
itations. They are greatly restricted in their choice
of target by natural conditiens and therefore cannot
‘be optimized on an extensive scale. Their internal
relations which are maintained chiefly by elementary
social codes and dependent to a large extent on the
«connections”. and «personal integrity” of the persons
concerned are extremely unstable, Their social status

is not formally recognized so that people outside
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these organizations find it hard to firmly nplace their
hopes on them, All this has made it impossible for
non-standard organizations to accumulate the achieve-
ments of their innovation, ‘thus making them incapa-
ble of shouldering the burdensome task of substantial-
ly cutting down organizational expenses and transac-
tion costs.

Thus far, no substantial progress in reform
has yet been made in the sphere of standard organi-
zations, This sphere has two special features, first,
there are unified and definite codes of conduct for
their members; and second, any member violating
these codes of conduct will be subject to social
coercive measures. As noted in the above para-
graphs, although China is strong in its tradition of
standard organizations, the codes of conduct and bind-
ing forces of these organizations have always been
subject to vertical administrative subordination and
to it alone. Anything that is outside the system of
adminijstrative authority is non-standard, this has
more or less become the first crucial point in China’s
unwritten law. The typological uniformity of this
kind of standard orgenization is a major obstacle
to our efforts to carry the reform into greater depths,
Ever since the reform started, we have had difficulty
implementing the guiding principle of the “separation

of government and enterprise functions,” The crux of
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the problem is that once our “enterprises” are separated
from the government, they can only look for non-
standard protection and recognition in the form of
blood ties and human relationships in the sphere
of'non-standard/ organizations (such as contractual
operations by individuals and households), and
there will be nowhere eise where they can ‘exist as
standard organizations. In the history of the Chinese
nation, we gannot recall ever having any independ-
ent economic organizations that are at once free from
the shackles of patriarchal relations and not attached
to administrative authority set up to provide regular
protection and constraints, Mere determination to
-decentralize power is no remedy for this natural defect,

When transformation in the sphere of non-standard
organizations has reached a cestain critical point, in-
nate demands for standardization will be generated,
which can only be accomplished in the old vertical
administrative structure. The sprouts of these new
organizations cannot be legalized and standardized
unless they sacrifice their feature as products of the
commodity economy. New things are constantly emer-
ging, but they can’t grow up; and if they do, they
have to turn into what they are not., In terms of
economic analysis, none of these forms can reduce
thransaction expenses on a large scale.

Since the complete and extensive application of
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market mechanism inevitably correlates with the stru-
ctural transformation within the sphere of standard
organizations, the author firmly believes that the di-
rection of further reform lies in the formulation of
new rules and regulations, which should not only
transcend blood ties and “connections”, but also avoid
becoming nursery for new forms of large administra-
tive organizations,

This book consists of a main thesis entitled Pea-

sant, Market and Structural Reformation __ Fixing

of Farm OQutput Quotas for Each Household which is

supported by twelve additional topic discussions,and
a detailed report on Tuxian County, Anhui Province
which took the lead in the rural reform eight years

ago,
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