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Preface 1

Preface

The phenomenal expansion of China’s Township and Village
Enterprises (TVE’s) is not only a unique and tremendous miracle in
China’s history of economic development, but also one of the great
miracles in the world’s economic development history. These TVE’s
have been developed gradually within China’s specific historical
environment and social systems, reflecting the characteristics of the
national economy at the time. Also, the development of TVE’s
marks the earliest break-through of the constraints of the existing
planning economy in China by the uprising systems and rules of a
market economy. Meanwhile, the growth of TVE’s has delivered a
successful model case for the interactions and adaptation between the
“bottom-up” accumulation approach adopted by China’s farmers and
the “top-down” policy reform approach instituted by the Chinese
government.

Since 1978, TVE'’s have been transformed through five stages
of development: (1) the recovering phase of the community-owned-
enterprises; (2) the high-speed growth phase; (3) the rectification
and improvement phase; (4) the second-round high-speed growth
phase, and (5) the reform and enhancement phase. Now being the
main engine of China’s rural economy and generating a half of the

country’s industrial output, TVE’s have grown with complications
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and fluctuations and have achieved great success and become key
components of the national economy. The TVE’s make significant
contributions to promoting national economic growth and supporting
agricultural development, and play an indispensable role in
promoting industrialization and urbanization of rural areas, raising
farmers’ income, absorbing rural surplus labor, creating foreign
exchange earnings and providing rural social services. It is evident
that the development of TVE’s is a hope for industrialization,
urbanization, and modernization of rural areas in China.

However, the property right system reform for TVE’s across
China started in 1997 and finished around 2000, when the
individual and private enterprises became the main body of the
TVE’s. The sole operational purpose of these individual and private
enterprises is to maximize their profits. The relationship between
the TVE’s, and “ rural areas, farming and farmers”, as
compulsively determined jointly both by the external system
environment and the internal governance structure of the TVE’s has
been gradually de-linked. The TVE’s have embarked on a trend to
move away from “rural areas, farming and farmers”, and become
more and more remote from the provisions as stipulated in “the TVE
Law”. The TVE’s are no longer a group of enterprises sharing
similar rudimentary characteristics, but have turned into some “rural
enterprises” with fewer and fewer emphases on the system of
ownership.

These internal qualitative changes urgently require deep and
comprehensive studies on TVE’s, especially on issues related to
property right and corporate governance. However, although some

researchers and institutions have conducted relevant studies to a
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certain degree, most of them have focused on single aspect of the
problems and have not adopted an integrated framework, therefore
missed the crucial systematization of combining property right and
corporate governance. Because the TVE’s vary in types and should
not be treated as a whole, the existing studies of property right and
corporate governance that refer only to a few types of the TVE’s
cannot deliver a complete picture.

Just at this time, the Management Science Department of the
National Natural Science Foundation of China launched this
particular project to sponsor us to conduct the “Research on Property
Right and Corporate Governance of China’s Township and Village
Enterprises”. Based on solid field investigation and comprehensive
literature review of the existing domestic and foreign researches on
the relevant topics, the project team can now present a clear
solution.

Our research centers on the evolution of property right and
corporate governance among China’'s TVE’s. Firstly, the project
team begins with clarifying certain controversies toward property
right and corporate governance of China’s TVE’s, which have in
fact confused many domestic scholars. Then we introduce and
classify cerrain types of property right and corporate governance and
highlight their specific features that differentiate the TVE'’s from
other enterprises and state-owned enterprises. Furthermore, we
analyze the TVE’s property right features, as well as causes and
process of evolution, based on their different organizational forms,
and this helps in predicting the future tendency of this evolution. In
addition, a deeper analysis is conducted on governance structure of
the TVE’s, especially that of family-business-based TVE’s and
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joint-stock  cooperative TVE’s, corresponding to different
organizational forms such as proprietorship enterprises, partnership
enterprises, joint-stock cooperative enterprises, and corporation-
style enterprises. On these bases, the project team has examined the
relevant laws, evaluated objectively the position and function of “the
TVE Law"”, and presented the juristic suggestions on completion of
property right and corporate governance of the TVE’s. Finally, the
research conclusions and policy recommendations are delivered.

The basic conclusion is as follows: as the special outcome of our
country’s land system and citizenship policy, the TVE’s have
shouldered up a historical duty of realizing modernization,
industrialization, and urbanization in the rural areas. Through a
nation-wide reform of the property right, the ownership of the
TVE'’s has been transformed from “mainly owned by collectives” as
before 1995 to “mainly owned by individuals” as after 2000. The
property right system of the TVE’s is the basis for corporate
governance, and they are, and must be, in accordance with each
other. The TVE’s property right and corporate governance are still
evolving. “The TVE Law” does not function well in practice. But
the relevant laws and regulations are almost completed. Therefore,
the government should shift its emphases from the reform of
property right and corporate governance to the promotion of
improving the juristic environment.

We hope that the outcome of this project will contribute to
deepening the reform of the TVE's property right and corporate
governance, improving the internal management mechanisms of the
TVE'’s, and thus advancing the development of the TVE’s, which

will in turn facilitate modernization, industrialization, and
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urbanization of China's rural areas and promote sustainable economic
development in China. This research may also shed some guiding
lights for economic development in China as well as in other

countries.

Li Yu

Director of The Research Center for Industries and Business
Organization, Dongbei University of Finance and Economics
Dalian, July 2003
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