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Abstract

The reform in China moved down the road toward economic re-
form affected from countryside where China took part in revolution.
Since 1978, China has obtained the huge development achievements
in agriculture and countryside. Inquiring into its reasons, academic
circles basically approve that institution changes and innovation are
the engine of China rural reform and development in spite of some dis-
crepancies on the sustained increase of agriculture. In light of the rel-
evant statistics, China has set up 38028 rural organs of grass roots po-
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litical power organized by the township (a rural adminisirative unit un-
der the country) by the end of 2003. China is a great and impressive
country that has a population of 1,300,000,000 (900,000,000 farm-
ers among them ), so the rural organs of grass roots political power
play a crucial role and enjoy the high position . In the political power
system, they are basic cells and foundation organization established
socialism political power. Since the set — up of the People’s Republic
of China, Chinas countryside has lived with several institution chan-
ges, and the some was adapted to the circumstance while the other
broke the objective economic law. Since 1978, the Chinese village
has mainly experienced the two giant institution changes, and the first
one is household contract responsibility system with remuneration
linked to output (short for household contract system below). In this
change, the township finance restored to establishment and develop it-
self, but it encountered difficulties due to lack of integrating manage-
ment power and fiscal power, however, finance outside the institution
continuously expanding and its legalization resulted in overburdening
the farmers. Pursue of the household contracts system make this prob-
lem obvious. However, 1994 revenue — sharing system reform wors-
ened township finance. The Central attitude toward township govern-
ment ranged in order from the full trust, a little trust to completely
distrust. The last one become the motivation pushing the Central to
pursue the next institution change, namely reform of rural taxes and
administrative charges, which is called the second change in China
and generally is regarded as a typical compulsive changes different
from induced change of household contracts system. At present, this
change is called “the third rural revolution”. Reform of rural taxes

and administrative charges lightens the burden on the farmers directly;
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as a result, the vast number of farmer heatedly supports it. What kind
of internal mechanisms do exist between the slight change of township
finance & political power and large changes of rural institution? How
did the township finance and political changes take place in this two
institution changes? Which road do the directions of the reform and in-
novation move toward? These questions havent answered by academic
circles. This paper initially researches the first institution change
known as the household contracts system, try to take the institution
change as the main line, inquire into and analyze the issues around
the creation, development, weakening of township fiancé and the in-
stitutional innovation, which is important and meaningful for theory,

reality and practice.

1

The institution changes theory is the core part of the institutional
economics. It has shaped as early as 70% in 20 centuries, but it hasn
t been theorized and systemized since the end of 80%. The analysis on
the institution originated from the need , and Coase make a cteative
contribution to it. North and Davis etc. inherited and extended need
analysis from Coase, constructed a model of need induced; Rutten
and Hayami etc emphasized the influence of various supply factors on
the institution changes, worked out the supply - oriented institution
changes theory. In the supply analysis, Lin Yifu took this theory one
step further, put forward compulsive institution changes theory. North
found that institution impinges on the national economy growth and so-
cial development.

“The dichotomy method” made by Lin Yifu means that the way
to divide the institution changes into two types as follows: the induced
change from below to above and the compulsive change from top to
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bottom. New institutional Chinese economists, so do this paper adopt-
ed this method. Of course not everybody is for such method, as Huang
Shaoan thought the compulsive changes oppositions to the induced one
wouldnt exist. As long as insisting on “sole economic man” assump-
tion, all the changes corpus$ actions are induced; the only differentia-
tion depends on who is the corpus of change, a government or individ-
ual. Zhou Yean also thought that the dichotomy method of the institu-
tion changes cant disclose the entire content of the institution chan-
ges, because the compulsive change theory neglected the creative be-
havior of the self — moving system of the social member while the in-
duced institution changes theory neglected the positive effect made by
the government. Zhou Yean started to study it according to Hayek s
dualism of public order primly, made use of North’s evolution theory
and put forward an initial analytical frame of evolution theories on the
basis of conflict and coordination between internal rule and the exterier
one. He emphasized the internal rules influence on the exterior in the
reform process in China. The conflict of the internal rule and the exte-
rior one and the retreat of exterior rule resulting from the above consti-
tuted the main melody of the Chinese institution changes. This paper
thinks that the above viewpoint showed the essence motive of the insti-
tution changes, being of the great value for reference. However, it is
just one side of the coin, another indicate that China is a developing
frangitional super country, whose orientation function by her govern-
ment will exist in a long run during the market — oriented process.
Based on the above, it is not only applicable but also more persuada-
ble for this paper ‘s using the dichotomy method. Nevertheless, it
should be combined with the institution changes evolution at the same

time while taking into the investigation. After probing into the two in-
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stitution changes of the household contracts system and rural taxes and
administrative charges reform, this paper regards them as induced in-
stitution change and compulsory one respectively. By comparison anal-
ysis on two changes” institution background, institutional arrangement
and practical result, -this paper also think that the household contracts
system and rural taxes and administrative charges reform are based on
the same background where the original institution failed to be carried
out and are forcedfio be replaced by the new one. Ifi view of some ob-
vious different existence in the various following aspects: institution
arrangement , its contents, the mode of the changes, implement mech-
anism, cost of changes, objective, motivation principle followed and
the system circumstance etc. , there are different results from institu-

tion practice.

2

From the view of the institution changes, the prologue of the Chi-
nese economic system reform was firstly drew back by the Chinese
farmers, the rural institution changes took place ahead of the Chinese
integral institution innovation. The household contracts system, as the
major form of rural economic reform, did not proceed from the formal
system from top to bottom arrangement, but come from both the farmer
of unprecedented undertaking and informal systems resistance and the
challenge for formal system. The creative behavior of the social basic
level in Anhui province, Sichuan province etc. indicated that the ben-
efits of new system is so great that people dare to risk, as a result, the
people started the creative process self — movingly. When the gains
from institution were deeply appreciated by the economic decision —
maker in China, the institution change was shifted to one induced in
the whole country while it became the compulsive change from top to
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bottom in some area of china. And the institutional innovation also re-
ally caused the rapid development of the Chinese agriculture, thus
drove the whole national economy to develop at quicker speed. This
has already been evidenced by practice and a great deal of theories re-
searches. The academic circle generally thinks, during the period of
the peoples commune, the supply of public goods in the village com-
munity was ensured in spite of low efficiency in agricultural produc-
tion. Since the household contracts system was tmplemented thereaft-
er, the original public goods funds - raised mainly by the collective
and organs supplying system basically collapsed, and the village sup-
plies capacity of public goods has been reduced to some extent. Set-
ting out from this fact, the numerous scholars agree that some defects
lies in countryside public goods supplies for the household coniracts
system, they are inclined to think that the household contracts system
lacks encouragement to the public goods supplies. After commune s
disintegration, it is not accidental but inevitable for the set — up of
township government and homologous finance at the grass — roots le-
ver. Since the commune lost his function as production organizer and
planer, it only remained with administrative function so as to carry on
various function on society and politic, as a result, the establishment
of township government to replace peoples commune become the inev-
itable logic after the organization system disintegration of the peoples
commune with the character of “integrality polecat power to the com-
mune” . The township, as the basic level of the government, unavoid-
ably needs the certain financial resources to maintain the operation
and carry out its function, so building — up the basic government be-
comes the necessily institution arranged. The set — up of township fi-

nance also provides the public goods supplies with the system guaran-
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