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A b s t r a c t 

T h i s t h e s i s c o n c e r n s t h e r e h a b i l i t a t i o n o f C h i n a ' s u r b a n 

" i n d i v i d u a l economy" ( s m a l l - s c a l e p r i v a t e e n t e r p r i s e ) i n t h e 

t r a n s i t i o n a l y e a r s 1978-84. A f t e r decades o f s u p p r e s s i o n , t h e 

i n d i v i d u a l economy became an i m p o r t a n t f e a t u r e o f pos t -1978 

economic p o l i c y , c r e a t i n g employment and r e v i v i n g u r b a n commerce 

and s e r v i c e s . D e s p i t e u n f l a g g i n g s u p p o r t from c e n t r a l a u t h o r i 

t i e s , however, the growth o f the s e c t o r was hampered by 

r i g i d i t i e s i n a system d e s i g n e d t o e l i m i n a t e r a t h e r t h a n 

accomodate p r i v a t e e n t e r p r i s e , by n e g a t i v e s o c i e t a l a t t i t u d e s , 

and by o p p o s i t i o n from b a s i c - l e v e l c a d r e s and a g e n c i e s . A l l 

t h e s e problems stem from p r o f o u n d ambiva lence about t h e r o l e o f 

p r i v a t e e n t e r p r i s e i n what i s meant t o be a s o c i a l i s t economy. 

T h i s s t u d y uses m a t e r i a l s from p u b l i s h e d C h i n e s e s o u r c e s t o 

examine t h e reasons f o r and m a n i f e s t a t i o n s o f t h i s p r o b l e m , and 

e x p l o r e i t s i m p l i c a t i o n s f o r the f u t u r e o f i n d i v i d u a l e n t e r p r i s e 

i n C h i n a ' s c i t i e s . 

The f i r s t c h a p t e r d e f i n e s the terms o f r e f e r e n c e and i s s u e s 

t o be c o n s i d e r e d , and o u t l i n e s the d imens ions o f t h e s e c t o r , 

i n c l u d i n g growth p a t t e r n s , o c c u p a t i o n a l s t r u c t u r e , and demograph

i c c h a r a c t e r i s t i c s . C h a p t e r 2 o u t l i n e s the e v o l u t i o n o f p o l i c y 

toward t h e i n d i v i d u a l economy from 1949 t o 1976; i t a l s o 

summarizes t h e economic problems o f the l a t e 1970s, t h e b a s i c 

f e a t u r e s o f t h e post -1978 development s t r a t e g y , and t h e p l a c e o f 

t h e i n d i v i d u a l economy w i t h i n i t . C h a p t e r 3 d e s c r i b e s the 

development o f c e n t r a l p o l i c y between 1978 and 1984, and C h a p t e r 

4 d e a l s w i t h i s s u e s o f r e g u l a t i o n and a d m i n i s t r a t i o n , f o c u s i n g on 

d i s c r e p a n c i e s between c e n t r a l p o l i c y and l o c a l i m p l e m e n t a t i o n . 



Chapter 5 explores the s o c i o - c u l t u r a l reasons for these 

discrepancies, including s o c i e t a l attitudes, the i n t e r e s t s and 

concerns of l o c a l cadres and agencies, the r o l e of small peddlers 

i n the t r a d i t i o n a l economy, and early Marxist attitudes toward 

small private trade. Chapter 6, a case study, shows how these 

issues converged i n the case of one prominent entrepreneur. 

Chapter 7 examines discussions of the i n d i v i d u a l economy i n the 

Chinese t h e o r e t i c a l l i t e r a t u r e . The f i n a l chapter compares the 

Chinese experience with that of private trade i n other s o c i a l i s t 

countries, and of small independent operators i n other developing 

economies, and concludes by speculating on the future of 

small-scale private enterprise i n the context of developing 

"socialism with Chinese features." 
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CHAPTER I 

INTRODUCTION 

Foreword 

In 1980, the Suzhou writer Lu Wenfu won a national award 

for a short story written i n 1979, "The Man from a Pedlars' 

Family". 1 In a few pages i t sums up the troubled h i s t o r y of 

small private entrepreneurs i n the People's Republic of China 

(PRC). i t also r e f l e c t s a new attitude toward that h i s t o r y which 

has become o f f i c i a l orthodoxy since 1979. 

The narrator, a Mr. Gao, t e l l s the story through a s e r i e s 

of encounters with Zhu Yuanda, a wonton vendor. When they f i r s t 

met sometime i n the l a t e 1940s, Gao was an out-of-work u n i v e r s i t y 

graduate who corrected students' compositions for a l i v i n g . This 

i s how he describes his f i r s t glimpse of Zhu Yuanda: 

I opened the long window facing the street, and looking down 
I spotted a l i g h t at the end of the a l l e y . The l i g h t wavered 
on the white chalk walls, whizzing along l i k e a s p i r i t on 
night p a t r o l . Gradually i t became more d i s t i n c t . I t was a 
b r i g h t l y lacquered wonton carrying pole. Steam was r i s i n g 
above the pole, while s t i c k s of firewood burned i n a stove. 
The pole c a r r i e r was Zhu Yuanda. At that time he was perhaps 
seventeen or eighteen, t a l l and t h i n . Beside him shuffled an 
old grey-haired f e l l o w — h i s father. ... He'd very recently 
passed the carrying on to his son. Now he went on ahead 
s t r i k i n g the bamboo clapper, leading h i s son along the bumpy 
road he'd followed i n his l i f e that had enabled him to s e l l 
enough wonton. 

Gao describes how, l a t e at night i n h i s unheated room, he 

would hear the bamboo clapper and go down to the a l l e y to buy a 

steaming bowl of wonton. Zhu would t e l l him about the evening's 

business and boast about h i s canny sales techniques. "At that 
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t ime I d i d n ' t t h i n k t h a t Zhu Yuanda was d o i n g a n y t h i n g d i s h o n e s t 

o r t h a t he was p u t t i n g h i s p r o f i t s ahead o f e v e r y t h i n g e l s e . . . . 

I f I was a b l e t o buy f o r h i s sake one more bowl o f wonton we 

would be h e l p i n g each o t h e r out l i k e two f i s h i n a d r y i n g pond 

t r y i n g t o spew foam on one a n o t h e r . " 

A f t e r L i b e r a t i o n , Gao go t a j o b as a c a d r e i n an e d u c a t i o n 

depar tment . He earned enough money t o e a t n o o d l e s i n a h e a t e d 

r e s t a u r a n t , and s topped l i s t e n i n g f o r the sound o f Zhu Yuanda ' s 

c l a p p e r . He d i d n ' t n o t i c e when i t s topped a l t o g e t h e r : 

I t was p r o b a b l y sometime a f t e r 1958 when b e i n g o b l i g e d t o 
queue up a t a nood le shop I sudden ly r e c a l l e d what I h a d n ' t 
h e a r d f o r a l o n g t i m e — t h e sound o f t h a t c l a p p e r i n the dead 
o f n i g h t . I t seemed a shame, as though I was m i s s i n g 
someth ing . But e v e r s i n c e the a n t i - R i g h t i s t s movement, I 
c o u l d h a r d l y d a r e t o keep up my o l d a t t a c h m e n t s . . . . 
S o c i a l i s m r e q u i r e d a c e r t a i n u n i f o r m i t y . I t w a s n ' t p r o p e r t o 
have c a p i t a l i s t p e d l a r s roaming the s t r e e t s l a t e a t n i g h t . I 
was happy f o r Zhu Yuanda. H e ' d a l r e a d y b r o k e n f r e e o f h i s 
s h a c k l e s and l e a p t i n t o the t o r r e n t o f the B i g Leap F o r w a r d . 

A c t u a l l y Zhu was s t i l l p e d d l i n g . H e ' d r e t i r e d h i s c l a p p e r 

and was c a r r y i n g a b a s k e t i n s t e a d , s e l l i n g b a y b e r r i e s i n the 

s p r i n g , water c h e s t n u t s and l o t u s r o o t s i n the autumn, watermelon 

i n t h e summer, and r o a s t e d sweet p o t a t o e s i n the w i n t e r . "You 

c o u l d n e v e r know f o r c e r t a i n what he would be s e l l i n g . I f 

someone i n the c o u r t y a r d had an unexpected g u e s t , y o u ' d a lways 

h e a r t h e housewi fe q u i e t l y o r d e r i n g h e r husband t o x r u n down t o 

Zhu Yuanda and see what h e ' s s e l l i n g . ' " Gao, however, s t a y e d 

away. "I b e l i e v e d t h a t b u y i n g h i s t h i n g s was a i d i n g t h e 

spontaneous r i s e o f c a p i t a l i s m . " 
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One n i g h t d u r i n g the a n t i - R i g h t i s t campaign , Gao was 

tempted t o buy some o f Zhu Yuanda' s water c h e s t n u t s and l o t u s 

r o o t s . "You c a n ' t ge t these a t the s t a t e - r u n s t o r e s . T h e y ' v e a 

few b u t t h e y c a n ' t compare w i t h mine . . . . T h e y ' d b r e a k y o u r 

t e e t h . " Gao d e c i d e d t o educate h i m . "His p a t t e r was e x a c t l y l i k e 

t h a t o f t h e R i g h t i s t s i n my department . I t was s l a n d e r i n g 

s o c i a l i s m ! I d i d n ' t want t o be engaged i n a * s t r u g g l e ' w i t h Zhu 

Yuanda. b u t I had t o say a few words t o h e l p b e t t e r t h e man." 

Gao warned him t o watch o u t , "sooner o r l a t e r e v e r y t h i n g t h a t 

smacks o f c a p i t a l i s m w i l l be a b o l i s h e d . " Zhu Yuanda l a u g h e d . 

" R e l a x . I t c a n ' t be d e s t r o y e d . There a r e p e o p l e who want t o buy 

and t h o s e who want t o s e l l . I f t h e s t a t e - r u n s t o r e s won' t s e l l 

t h i n g s , can you say c a p i t a l i s m w i l l be a b o l i s h e d ? " Zhu backed 

o f f , l e a v i n g Gao w i t h "a t a s t e o f ashes i n my mouth . . . I s i m p l y 

c o u l d n ' t u n d e r s t a n d how t h i s g r e a t d i s t a n c e between us had come 

a b o u t . " 

A w h i l e l a t e r , Zhu came t o see Gao. He needed h i s h e l p i n 

w r i t i n g a s e l f - c r i t i c i s m . What was he accused o f ? " P r o f i t e e r i n g . 

What e l s e c o u l d i t be?" He wasn ' t r e p e n t a n t t h o u g h . "I buy my 

shr imps a t f o r t y f en a c a t t y and s e l l them a t s i x t y . Take i n t o 

a c c o u n t I 'm up h a l f the n i g h t r u n n i n g around . . . and a l l I e a r n 

i s two o r t h r e e y u a n . I know you won't l i k e t o h e a r t h i s , but 

you e a r n more t h a n I do and a l l you do i s s i t around and shoot 

the b r e e z e . " Gao was i n c e n s e d and t o l d him t o ge t a p r o p e r j o b 

and r e f o r m h i s t h i n k i n g ; Zhu responded w i t h a p l a i n t i v e s t o r y o f 

e i g h t mouths t o feed and no p o s s i b i l i t y o f a w e l l - p a y i n g j o b . In 

t h e end i t was Gao who 
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f e l t as though cold water had been thrown i n my face. 
I t was as though I had been standing at the top of a high 
b u i l d i n g looking up at the wide and b e a u t i f u l universe when 
suddenly I noted beneath me a dark mire, destroying my l o f t y 
f e e l i n g s and d i r t y i n g my be a u t i f u l picture. I didn't dare 
say anything further. A l l I could do was to erect a b a r r i e r 
i n my mind: t h i s was an in d i v i d u a l and temporary problem. 
There was no way I could f i n d an out for t h i s i n d i v i d u a l and 
temporary Zhu Yuanda. 

He wrote the s e l f - c r i t i c i s m for him. Af t e r that, Gao 

allowed h i s wife to buy d e l i c a c i e s from Zhu Yuanda. He f e l t 

vindicated during the economic c r i s i s a f t e r the Great Leap, but 

only temporarily: 

During the d i f f i c u l t periods when the free markets were 
permitted, I rejoic e d ... At that moment I knew f o r c e r t a i n 
that he couldn't be a c a p i t a l i s t . But r i g h t afterwards there 
was a movement to adhere to the p r i n c i p l e s of cl a s s struggle. 
Then I would be confused. He r e a l l y was a c a p i t a l i s t ! I was 
i n a t e r r i b l e muddle. 

Gao's confusion mounted when "The bugles of the * c u l t u r a l 

r evolution' were sounded, announcing the end of a l l capitalism!" 

Gao himself was c r i t i c i z e d "because I believed that one should 

work hard for one's monthly salary, not always be spouting jargon 

... This had become pushing an extremely reactionary c a p i t a l i s t 

l i n e . " He decided the only defence was to l i e low and "be ju s t 

l i k e everyone e l s e . " One night he passed Zhu Yuanda's door: 

I t was wide open ... Standing on a bench i n the poorly l i t 
room was Zhu Yuanda, his arms hanging at h i s sides, h i s head 
lowered as though he were suspended there from something. 
His head was h a l f shaved, h i s l e f t cheek a dark purple, his 
eye above swollen to the s i z e of a walnut. Next to the door 
had been stuck up a sheet of white paper on which was 
written, " E v i l Den of Capitalism—Zhu Yuanda must bow h i s 
head and admit to h i s crimes! He has twenty-four hours to 
turn over the offending t o o l s ! " 

Gao was shocked into noticing that not only had Zhu been 

attacked, so had the bread peddler, the hot water hawker, the 
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i t i n e r a n t barber, and the cobbler. A day l a t e r the " e v i l den 

smashers" came back and trashed Zhu Yuanda's house. "Even from a 

distance you could hear the crying and the wailing, the sound of 

things being smashed and torn and the shouting of the morale 

boosting slogans." They destroyed h i s baskets, the basins used 

to make beansprouts, and f i n a l l y the precious wonton cart, 

... a miniature portable kitchen complete with cupboards, 
water tanks, wood shed, water canisters kept hot by surplus 
heat and storage compartments for s a l t , o i l and spices. ... 
I a c t u a l l y thought of walking s t r a i g h t over there and 
rescuing the p r i c e l e s s a r t i f a c t . But I didn't have the 
courage. 

A f t e r t h i s catastrophe, Zhu's wife and childr e n started to 

c o l l e c t old wall posters and s e l l the paper for scrap. "Who 

would have thought that those posters that had driven men insane 

and others to suicide could have rescued Zhu Yuanda from the 

flames? L i f e i s t r u l y a mystery!" But Zhu had f i n a l l y seen the 

l i g h t . He t o l d Gao: 

During the Big Leap Forward my wife and I should have managed 
to get into factory work. You wouldn't have to worry about 
looking a f t e r the l i t t l e ones, you j u s t drag them to the 
union o f f i c e and beg for help. The Communist Party i s n ' t 
going to l e t you starve to death. H e l l no! ... I believed 
i n myself too much. I always believed i n bringing up my 
ch i l d r e n by my own e f f o r t s ... 

When "surplus" urban labour was sent to the countryside 

a f t e r the C u l t u r a l Revolution, Gao was spared, but Zhu and h i s 

family were sent down. Before they l e f t , Zhu gave Gao a 

keepsake—his bamboo clapper. Off he went, along with the hot 

water hawker, the barber, and the cobbler. "From then on you had 
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to walk a mile to get hot water; i t took twenty days to get your 

shoes mended. The old men had to queue up i n the streets f o r a 

hai r c u t . " 

Eight years l a t e r , Zhu returned to the c i t y and came to see 

Gao. Gao assumed he wanted h i s clapper back. "After a l l at t h i s 

time everyone was t a l k i n g about * s o c i a l s e r v i c e ' and the 

^commercial network', xhot water vendors', Ronton carrying 

poles' and what have you. Zhu Yuanda had returned, so of course 

he'd be returning to h i s old l i n e of work." Gao thought happily 

of the u n i v e r s i t y students, the young workers studying at night 

to improve themselves, the old men who would now be able to buy a 

hot meal outside t h e i r own front door: 

They a l l f e e l keenly how much time they've l o s t and how 
l i t t l e knowledge they have stored up i n them. Their e f f o r t s 
are not f o r themselves alone. Their l i v e s too demand that 
there be others bringing them warmth and convenience. I t ' s 
taken me more than twenty years to learn t h i s elementary 
p r i n c i p l e . 

But when Zhu showed up, i t was to share h i s new good 

fortune: 

My two sons are back, They're i n state-run unit s . The two 
g i r l s are i n the county now. In collectively-owned unit s . 
Then there's my youngest ... I want to see him go to 
u n i v e r s i t y . Four iron r i c e bowls and one golden one. 
Everything's j u s t r i g h t . 

He wasn't about to go back into business. "To t e l l the 

truth, the labour unit also approached me about going back to my 

old l i n e . I humoured them a l i t t l e . I'm already working i n a 

factory ... I do a l i t t l e sweeping and I get by. I t ' s f a r less 

trouble and worry than baking sweet potatoes." Now the tables 

were turned; Gao protested that i t would be a shame i f Zhu's son 
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d i d n ' t t a k e up t h e c a r r y i n g p o l e a g a i n . "Where's t h e shame i n 

t h a t ? " Zhu demanded. "From now on I 'm not t a k i n g a b a c k s e a t t o 

anyone ." Gao i n s i s t e d t h a t Zhu had been " s e r v i n g t h e p e o p l e , " t o 

which Zhu r e t o r t e d , " S t i l l ^ S e r v i n g the P e o p l e ' ! T h a t was p e t t y 

c a p i t a l i s m ! I t was t o be a b o l i s h e d ! I n e a r l y gave my l i f e f o r 

t h a t x d e n o f e v i l ' ! " He had come, he s a i d , t o ask f o r some 

r e v i e w m a t e r i a l s f o r h i s son t o s t u d y f o r t h e u n i v e r s i t y e n t r a n c e 

exams. 

Gao l o o k e d out t h e window, w a t c h i n g Zhu d i s a p p e a r down the 

s t r e e t . 

I had been a l i t t l e d i s a p p o i n t e d . But I h a d n ' t d a r e d say so 
i n f r o n t o f h i m . In t h e s e p a s t y e a r s I and o t h e r s had h u r t 
h i m . We had a t t a c k e d so much i n i t i a t i v e . In the end a l l 
anyone wants t o do i s t o h o l d t h a t i r o n r i c e bowl i n h i s 
cupped hands and a v o i d t r o u b l e and w o r r y . By the end o f the 
month t h a t i r o n r i c e bowl can never be v e r y f u l l . And the 
r i c e i n the p o t w i l l never be enough t o go a r o u n d . 

Aims o f the T h e s i s 

Zhu Yuanda ' s s t o r y s e r v e s as an a p t i n t r o d u c t i o n t o t h i s 

t h e s i s , c o n c e r n e d as i t i s w i t h the r e v i v a l o f s m a l l - s c a l e 

p r i v a t e e n t e r p r i s e i n the c i t i e s o f C h i n a a f t e r 1978. I t 

examines the r e s u r g e n c e and development o f t h i s group o f 

s m a l l - s c a l e e n t r e p r e n e u r s i n C h i n e s e c i t i e s i n the p e r i o d between 

1978 and 1984, a s e c t o r c a l l e d i n C h i n e s e q e t i i i n q j i — t h e 

i n d i v i d u a l economy. 

The o r i g i n a l o b j e c t i v e o f t h i s t h e s i s was t o s t u d y the 

p r o l i f e r a t i o n o f s m a l l - s c a l e p r i v a t e e n t e r p r i s e i n C h i n a ' s c i t i e s 

a f t e r 1978, and i t s i m p l i c a t i o n s f o r economic development and 

u r b a n i z a t i o n i n a s o c i a l i s t d e v e l o p i n g economy. T h i s o b j e c t i v e 
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stemmed from previous research done on what i s often c a l l e d the 

"informal sector" i n the c i t i e s of developing countries of the 

Third World, and from observing the rapid growth of the analogous 

sector i n China a f t e r controls were l i f t e d i n 1979, and the 

resultant impact on China's urban landscape. I t quickly became 

apparent, however, that to do scholarly j u s t i c e to t h i s t o p i c i t 

would be necessary to delve into relevant issues of p o l i c y and 

i t s implementation, as well as ideology and theory. The 

discussion which evolved from t h i s research i s directed toward 

f i v e basic aims. 

The f i r s t aim i s to trace the r e h a b i l i t a t i o n and resurgence 

of the i n d i v i d u a l economy i n China's c i t i e s a f t e r 1978. This 

involves d e s c r i p t i o n of the general dimensions of the i n d i v i d u a l 

sector as i t developed between 1978 and 1984, as well as t r a c i n g 

the development of central p o l i c y toward the sector and the 

evolution of regulations, administrative procedures, and 

i n s t i t u t i o n s intended to translate that p o l i c y into p r a c t i c e . 

The second aim i s to a r r i v e at an understanding of the 

reasons why the Chinese government has chosen to take advantage 

of the persistence and v i t a l i t y of small-scale p r i v a t e a c t i v i t y 

to supplement an economy which i s supposed to be dominated by 

s o c i a l i s t r e l a t i o n s of production and which for so long held a 

generally negative view of the r o l e of private ownership. 

The t h i r d aim of the thesis i s to i d e n t i f y the issues, 

tensions, and p r a c t i c a l problems which affected the development 

of the i n d i v i d u a l economy, i n the process of reviving the sector 

a f t e r three decades of suppression. 
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The f o u r t h aim i s t o e x p l o r e how the development o f the 

i n d i v i d u a l s e c t o r may be i n c o r p o r a t e d i n t o a g e n e r a l t h e o r y o f 

s o c i a l i s t development and the r o l e o f s m a l l - s c a l e p r i v a t e 

e n t e r p r i s e w i t h i n i t . 

The f i f t h aim i s t o draw c o n c l u s i o n s about t h e r e l e v a n c e o f 

t h e C h i n e s e e x p e r i e n c e t o the s t u d y o f t h e r o l e o f t h e 

s m a l l - s c a l e independent s e c t o r i n o t h e r d e v e l o p i n g economies . 

S t r u c t u r e o f the T h e s i s 

To a c c o m p l i s h t h e s e aims r e q u i r e s a w i d e - r a n g i n g d i s c u s s i o n 

o f some v e r y complex a r e a s o f p o l i c y , a d m i n i s t r a t i o n , and 

i d e o l o g y . The d i s c u s s i o n i s s t r u c t u r e d so as t o h i g h l i g h t the 

key i s s u e s s u r r o u n d i n g the r e v i v a l o f the i n d i v i d u a l economy i n 

C h i n a a f t e r 1978. The remainder o f t h i s i n t r o d u c t o r y c h a p t e r 

d e f i n e s t h e terms o f r e f e r e n c e and major i s s u e s t o be d i s c u s s e d , 

and i n d i c a t e s the l i m i t a t i o n s o f e x i s t i n g l i t e r a t u r e . I t t h e n 

o u t l i n e s t h e d imens ions o f the i n d i v i d u a l s e c t o r as i t d e v e l o p e d 

between 1978 and 1984, and summarizes what i s known o f the 

demographic c h a r a c t e r i s t i c s o f C h i n a ' s urban s e l f - e m p l o y e d . 

C h a p t e r Two i s a d i s c u s s i o n o f the background t o t h e 

pos t -1978 r e v i v a l o f the i n d i v i d u a l economy, d e s c r i b i n g t h e 

t r e a t m e n t o f t h e s e c t o r from 1949 t o 1978, and o u t l i n i n g t h e 

economic and p o l i t i c a l f a c t o r s b e h i n d i t s r e v i v a l a f t e r 1978. 

The t h i r d c h a p t e r d i s c u s s e s the e v o l u t i o n o f c e n t r a l p o l i c y 

toward t h e s e c t o r a f t e r 1978, and the f o u r t h c h a p t e r shows how 

t h a t p o l i c y was implemented by l o c a l - l e v e l a d m i n i s t r a t i v e and 

r e g u l a t o r y a g e n c i e s and t h e i r c a d r e s . I t h i g h l i g h t s t e n s i o n s and 
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d i s c r e p a n c i e s between t h e i n t e n t i o n s o f c e n t r a l p o l i c y - m a k e r s and 

t h e a c t u a l t r e a t m e n t o f i n d i v i d u a l e n t e r p r i s e s by b a s i c - l e v e l 

c a d r e s and a g e n c i e s , and a l s o the t e n s i o n s between the two 

complementary and c o n f l i c t i n g aims o f p r o m o t i n g t h e development 

o f t h e i n d i v i d u a l s e c t o r w h i l e a t t h e same t ime c o n t r o l l i n g and 

r e g u l a t i n g i t s a c t i v i t i e s . 

T h i s l e a d s i n t o a d i s c u s s i o n o f the s o u r c e s o f t h e s e 

t e n s i o n s and c o n t r a d i c t i o n s i n C h a p t e r F i v e , and more g e n e r a l l y , 

o f t h e s o c i a l and p o l i t i c a l s t a t u s o f s m a l l - s c a l e independent 

e n t r e p r e n e u r s i n what i s supposed t o be a system dominated by 

p u b l i c ownership and c e n t r a l p l a n n i n g . C h a p t e r F i v e a l s o 

e x p l o r e s the h i s t o r i c a l r o o t s o f some o f t h e s e i s s u e s , l o o k i n g a t 

the s t a t u s o f s m a l l - s c a l e t r a d e r s i n the t r a d i t i o n a l C h i n e s e 

economy, and t h e t r e a t m e n t o f the s m a l l - s c a l e p r i v a t e s e c t o r i n 

t h e w r i t i n g s o f Marx, E n g e l s , L e n i n , and Mao. 

C h a p t e r S i x i s a case s tudy which i l l u s t r a t e s how the 

i s s u e s r a i s e d i n p r e c e d i n g c h a p t e r s converged t o i n f l u e n c e the 

c a r e e r o f one p r i v a t e e n t r e p r e n e u r whose case has been 

e x t e n s i v e l y d i s c u s s e d i n the C h i n e s e l i t e r a t u r e . 

C h a p t e r Seven d i s c u s s e s some o f the i d e o l o g i c a l i m p l i c a t i 

ons o f t h e r e v i v a l o f the i n d i v i d u a l economy, examin ing i t s 

t r e a t m e n t i n C h i n a ' s post -1978 t h e o r e t i c a l l i t e r a t u r e , p a r t i c 

u l a r l y i n the c o n t e x t o f debates and c o n t r o v e r s i e s o v e r such 

q u e s t i o n s as the s tages o f s o c i a l i s t deve lopment , the s t r u c t u r e 

o f t h e s o c i a l i s t economy, and the r e l a t i o n s h i p o f t h e i n d i v i d u a l 

economy t o c a p i t a l i s m . 
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The e i g h t h and f i n a l c h a p t e r r e l a t e s f i n d i n g s on t h e 

C h i n e s e e x p e r i e n c e o f r e v i v a l o f s m a l l - s c a l e independent 

e n t e r p r i s e t o t h e e x p e r i e n c e o f o t h e r s o c i a l i s t economies and 

n o n - s o c i a l i s t d e v e l o p i n g economies . I t c o n c l u d e s by c o n s i d e r i n g 

t h e f u t u r e o f the i n d i v i d u a l economy i n C h i n a , i n t h e c o n t e x t o f 

b u i l d i n g what the c u r r e n t l e a d e r s h i p c a l l s " s o c i a l i s m w i t h 

C h i n e s e f e a t u r e s . " 

Time Frame 

The main focus o f t h i s t h e s i s i s the development o f t h e 

u r b a n i n d i v i d u a l economy i n C h i n a d u r i n g the s i x - y e a r p e r i o d from 

1979 t o 1984. These d a t e s were not chosen randomly . 

A f t e r the d e a t h o f Mao Zedong i n 1976 and the re -emergence 

o f Deng X i a o p i n g , a g r e a t many o f the p o l i c i e s a s s o c i a t e d w i t h 

Mao and t h e s o - c a l l e d "gang o f f o u r " ( the l e a d e r s h i p c o r e l e d by 

Mao's w i f e J i a n g Qing) were g r a d u a l l y r e v i s e d o r d i s m a n t l e d , 

i n c l u d i n g the p o l i c y o f e l i m i n a t i n g such remnants o f p r i v a t e 

ownership as the i n d i v i d u a l economy. The watershed i n t h i s 

c o u r s e o f event s was the T h i r d Plenum o f the E l e v e n t h C e n t r a l 

Committee o f t h e CCP, h e l d i n December 1978, which announced the 

end o f the t h i r t y - y e a r p e r i o d c h a r a c t e r i z e d by " c l a s s s t r u g g l e " 

and t h e b e g i n n i n g o f a new emphasis on economic deve lopment . 

As a r e s u l t , b e g i n n i n g i n 1979 the i n d i v i d u a l economy, 

p r o t e c t e d by c e n t r a l p o l i c y , began a new p e r i o d o f e x p a n s i o n and 

deve lopment . In the p r o c e s s , the Ch inese urban economy underwent 

a r e m a r k a b l e t r a n s f o r m a t i o n as s m a l l p r i v a t e l y - o w n e d shops , 

r e s t a u r a n t s , workshops , and s e r v i c e e n t e r p r i s e s p r o l i f e r a t e d i n 
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the streets and markets of the c i t i e s , and as p r i v a t e transport 

companies brought more and more goods from the countryside to 

s e l l i n urban stores and marketplaces. 

By 1984 promotion of the i n d i v i d u a l economy had seemingly 

become an unshakeable feature of central government and Party 

p o l i c y . The commitment to the further development of the sector 

was reinforced by the announcement early i n the year of p o l i c i e s 

intended to encourage farmers to leave a g r i c u l t u r a l production 

for nonagricultural occupations, including i n d i v i d u a l e n t e r p r i s 

es, i n small c i t i e s and towns. In October 1984 the Third Plenum 

of the Twelfth Central Committee announced a plan f o r a new 

seri e s of urban reforms, which r e i t e r a t e d the commitment to the 

development of the urban i n d i v i d u a l economy. The l a t t e r marks 

the formal end-point of t h i s study. Beyond i t , the i n d i v i d u a l 

economy continued to p r o l i f e r a t e , but by the end of 1984 i t s 

basic course had been set and appeared l i k e l y to continue i n the 

absence of any major change i n central p o l i c y o r i e n t a t i o n . 

Themes and Issues 

Even before the Communist v i c t o r y i n 1949, China's c i t i e s 

were f u l l of i t i n e r a n t hawkers, small shops and handicrafts 

workshops, mobile f o o d s t a l l s and repair services, and peasant 

markets. In the early years of the PRC, they continued to 

provide employment and supply necessary goods and services i n the 

c i t i e s , and despite the accelerating c o l l e c t i v i z a t i o n of other 
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s e c t o r s o f t h e economy, p o l i c y toward them remained l e n i e n t and 

even p e r m i s s i v e . T h i s approach changed, however, i n t h e 

mid -1950s . 

The r e a s o n s f o r t h e change have l e s s t o do w i t h economic 

t r e n d s t h a n w i t h d e l i b e r a t e p o l i t i c a l and i d e o l o g i c a l c h o i c e s 

about t h e f u t u r e c o u r s e o f economic deve lopment , p a r t i c u l a r l y 

u r b a n development and the r o l e o f the p e t t y p r i v a t e s e c t o r w i t h i n 

i t . S i m p l e arguments about t h e supposed " a n t i - u r b a n i s m " o f the 

communist regime do l i t t l e t o e x p l a i n the change . To f i n d an 

answer, we have t o l o o k a t t h e c o n c e p t i o n o f C h i n a ' s f u t u r e 

economic and s o c i a l s t r u c t u r e h e l d by Mao Zedong and o t h e r 

l e a d e r s o f the C h i n e s e Communist P a r t y (CCP) , and t h e r e a l i t y 

from which they s t a r t e d . 

B a s i c a l l y , the economic s t r u c t u r e they were a t t e m p t i n g t o 

t r a n s f o r m was d e s c r i b e d as an u n d e v e l o p e d , " s e m i - f e u d a l , 

s e m i - c o l o n i a l " economy dominated by a g r a r i a n s m a l l - p r o d u c e r s . 

The g o a l was a r e p l i c a o f the o n l y w o r k i n g model a v a i l a b l e t o 

them, t h e S o v i e t model o f an economy based on l a r g e - s c a l e , 

m o d e r n i z e d , c o l l e c t i v i z e d , p l a n n e d p r o d u c t i o n . To a c h i e v e t h a t 

g o a l meant e r a d i c a t i n g many o f the dominant f e a t u r e s o f the 

e x i s t i n g economy. " L a r g e - s c a l e " c a l l e d f o r the e l i m i n a t i o n o f 

p e t t y e n t e r p r i s e ; "modernized" meant the e r a d i c a t i o n o f 

" t r a d i t i o n a l " o r "backward" e l ements ; " c o l l e c t i v i z e d " i m p l i e d the 

e r a d i c a t i o n o f a l l forms o f p r i v a t e ownership o f the means o f 

p r o d u c t i o n ; "planned" c a l l e d f o r the e l i m i n a t i o n o f forms o f 

p r o d u c t i o n and exchange t h a t c o u l d n ' t be n e a t l y accomodated i n 

t h e c e n t r a l p l a n n i n g p r o c e s s ; and " p r o d u c t i o n " i m p l i e d a b i a s 
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a g a i n s t t h e " n o n - p r o d u c t i v e " commerc ia l and s e r v i c e s e c t o r s . On 

a l l c o u n t s , i t s p e l l e d t h e d e a t h - k n e l l f o r p e t t y p r i v a t e 

e n t e r p r i s e , which i n many ways r e p r e s e n t e d the a n t i t h e s i s o f the 

v i s i o n o f t h e f u t u r e s o c i a l i s t economy t h a t was c u r r e n t a t the 

t i m e . 

In a d d i t i o n , new concept s o f urban s o c i a l o r g a n i z a t i o n and 

c o n t r o l , c e n t r e d around the workp lace a n d / o r the n e i g h b o u r h o o d , 

l e f t l i t t l e room f o r independent—and p a r t i c u l a r l y i t i n e r a n t — o p 

e r a t o r s . B e s i d e s , many o f t h e s e r v i c e s they p r o v i d e d , and a l s o 

the employment problems t h a t they h e l p e d t o s o l v e , were t o be 

t a k e n o v e r by t h e s t a t e , t h u s , i t was t h o u g h t , e l i m i n a t i n g the 

need f o r t h e s e m a r g i n a l , messy, and h a r d - t o - c o n t r o l b u s i n e s s e s . 

I t happened t h a t t h i s a t t i t u d e toward the p e t t y p r i v a t e s e c t o r 

d o v e t a i l e d n e a t l y w i t h " t r a d i t i o n a l " (Confuc ian) p r e j u d i c e s 

toward s m a l l - s c a l e commerce, as w e l l as w i t h " M a r x i s t " (most ly 

L e n i n i s t ) i d e a s about p e t t y p r i v a t e p r o d u c t i o n and the p e t t y 

b o u r g e o i s i e . 

However, t h e p e t t y p r i v a t e s e c t o r had a l i f e o f i t s own. 

I t was a h i g h l y v i s i b l e , h i g h l y p r o d u c t i v e , and h i g h l y f u n c t i o n a l 

p a r t o f the urban scene . I t f u l f i l l e d s e v e r a l u s e f u l f u n c t i o n s , 

and as l o n g as t h e r e was money t o be made and no more a t t r a c t i v e 

a l t e r n a t i v e s , t h e r e would always be p e o p l e p r e p a r e d t o o p e r a t e 

s m a l l b u s i n e s s e s . I t s c o n t r i b u t i o n t o employment, t o commodity 

c i r c u l a t i o n , t o the q u a l i t y o f l i f e i n the c i t i e s , c o u l d not be 

d e n i e d , nor c o u l d the f a c t t h a t the s t a t e s e c t o r c o u l d not hope 

t o t a k e o v e r a l l o f these f u n c t i o n s a l l a t once . So t h e r e was 

a l s o a s tream o f o p i n i o n amongst p o l i c y - m a k e r s t h a t f a v o u r e d the 
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p r e s e r v a t i o n — a t l e a s t t e m p o r a r i l y — o f small-scale p r i v a t e 

enterprises. This could be done, i t was argued, without 

endangering the growing dominance of the state sector, by the 

judicious use of the various administrative and economic levers 

at the state's disposal. I t could even contribute to the growing 

strength of the state sector through taxation and by operating 

businesses that, although necessary, were too small, dispersed, 

or unprofitable for state-run enterprises to bother with. 

There were times during the 1950s and early 1960s when the 

l a t t e r l i n e predominated. This was p a r t i c u l a r l y so i n 1957-58, 

a f t e r the "high t i d e " of s o c i a l i z a t i o n attempted with l i t t l e 

success to engulf the petty urban private sector as i t was doing 

with more success with petty production i n the countryside, and 

again i n 1960-62 a f t e r the excesses and subsequent f a i l u r e — w i t h 

t r a g i c r e s u l t s — o f the Great Leap Forward. From the mid-1960s 

onward, however, and p a r t i c u l a r l y i n the aftermath of the 

C u l t u r a l Revolution, i t was the hard-liners who won out, with 

t h e i r v i s i o n of c e n t r a l i z e d planned production and insistence on 

the ultimate eradication of the petty bourgeoisie. 

However t h i s did not mean that the petty private sector 

disappeared altogether from the c i t i e s ; hawkers and door-to-door 

peddlers continued to roam the a l l e y s , traders continued to make 

t r i p s around the countryside to buy scarce produce to s e l l 

s u r r e p t i t i o u s l y i n the towns, and some families and i n d i v i d u a l s 

continued to run b u s i n e s s e s — t a i l o r i n g , hairdressing, childcare, 

t r a d i t i o n a l medical treatments—from t h e i r own homes. But t h e i r 

numbers were small and t h e i r existence precarious. They were 
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mostly older people who had never done anything else. Most 

operated underground or with at best t a c i t approval; some 

retained t h e i r licenses but there were c e r t a i n l y few i f any new 

licenses issued. And i t was not work for young people, who were 

being sent from the c i t i e s to the countryside i n larger and 

larger numbers a f t e r f i n i s h i n g school, thus eliminating the need 

to arrange urban jobs for them. Thus to a great extent, the need 

for the petty urban private sector disappeared—at l e a s t as a 

source of employment. The services and goods i t provided, of 

course, were s t i l l needed, but much of the demand simply went 

unmet. 

Aft e r 1976, with the death of Mao Zedong and the removal of 

the C u l t u r a l Revolution leadership, the s i t u a t i o n changed 

dramatically. Several trends converged. Policymakers and 

economists who favoured less r e s t r i c t i v e , l e s s c e n t r a l i z e d , more 

market-oriented economic p o l i c i e s and development strategies, 

gradually resumed positions of power. More attention began to be 

paid to the accumulated problems of c i t y l i f e , including 

shortages and poor q u a l i t y of goods and services, transportation 

problems, d e t e r i o r a t i o n of building stock, housing shortages. 

Low p r o d u c t i v i t y was combatted with material incentives including 

bonuses and various kinds of "production r e s p o n s i b i l i t y systems" 

which provided d i r e c t material rewards for work. Programmes for 

sending young people to the countryside were discontinued, and 

many who had been "sent down" were already returning to the 

c i t i e s , e i t h e r l e g a l l y or i l l e g a l l y . The urban unemployment 

problem became pressing, and various p o l i c y solutions were put 
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f o r w a r d . In t h e meantime, p e o p l e s t a r t e d d o i n g b u s i n e s s f o r 

t h e m s e l v e s , a t r e n d which e v e n t u a l l y demanded a b u r e a u c r a t i c 

r e s p o n s e . 

The reasons why t h e p e t t y urban p r i v a t e s e c t o r had 

f l o u r i s h e d i n t h e p a s t had not d i s a p p e a r e d , even i f t h e y had been 

p u t on the back b u r n e r f o r a t l e a s t a decade . The p u b l i c l y - o w n e d 

s e c t o r , which had come t o dominate the economy, c o u l d not absorb 

a l l t h e s u r p l u s l a b o u r i n t h e c i t i e s . A t t h e same t i m e , i t s 

p r e d o m i n a n t l y l a r g e - s c a l e o p e r a t i o n s had not d e v e l o p e d i n such a 

way t h a t i t c o u l d f i l l t h e e x i s t i n g demand f o r consumer goods and 

s e r v i c e s . In f a c t , i n what amounted t o a monopoly p o s i t i o n , i t 

had l i t t l e i n c e n t i v e t o be r e s p o n s i v e t o consumer demand. The 

workers t h e m s e l v e s , l u l l e d by t h e l i f e t i m e s e c u r i t y o r " i r o n 

r i c e b o w l " o f p u b l i c - s e c t o r employment, l i k e w i s e had l i t t l e 

i n c e n t i v e t o p r o v i d e f r i e n d l y , e f f i c i e n t s e r v i c e t o c u s t o m e r s . 

In any c a s e , the p u b l i c l y - o w n e d s e c t o r was t i e d t o a n a t i o n a l 

d i s t r i b u t i o n system t h a t was o v e r l o a d e d and f u n c t i o n e d p o o r l y . 

T h r e e decades o f emphasis on p r o d u c t i o n and n e g l e c t o f 

consumpt ion had t a k e n i t s t o l l . Now a t a p o l i t i c a l l y s e n s i t i v e 

t ime when the n e w l y - r e f o r m e d regime needed p o p u l a r s u p p o r t , i t 

needed t o become more r e s p o n s i v e t o t h e needs and d e s i r e s o f 

urban consumers . And i t needed t o f i n d j o b s f o r r e s t i v e young 

p e o p l e who were r e f u s i n g any l o n g e r t o be t u r n e d i n t o p e a s a n t s . 

One re sponse was not o n l y t o p e r m i t , but t o a c t i v e l y 

r e s u r r e c t the p e t t y urban p r i v a t e s e c t o r — o r i n d i v i d u a l economy. 

B e g i n n i n g i n l a t e 1978 and e a r l y 1979, but w i t h p a r t i c u l a r 

emphasis a f t e r the summer o f 1980, p o l i c i e s were s y s t e m a t i c a l l y 
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f o r m u l a t e d and r e g u l a t i o n s passed which would ease t h e way f o r 

s m a l l p r i v a t e e n t e r p r i s e s t o d e v e l o p and f l o u r i s h . As t h i s began 

t o happen and the s e c t o r began t o grow, problems began t o c r o p 

u p . These problems i n c l u d e d p u b l i c p r e j u d i c e a g a i n s t p r i v a t e 

e n t r e p r e n e u r s and t h e whole concept o f s e l f - e m p l o y m e n t , 

w i d e s p r e a d harras sment o f p r i v a t e o p e r a t o r s by l o w - l e v e l 

o f f i c i a l s and l o c a l a g e n c i e s , and s y s t e m i c d i s c r i m i n a t i o n caused 

by t h e l a c k o f a n i c h e f o r p r i v a t e o p e r a t o r s i n t h e s o c i a l , 

p o l i t i c a l and economic s t r u c t u r e s t h a t had e v o l v e d o v e r t h e p a s t 

t h r e e decades . 

A t t h e l e v e l o f c e n t r a l p o l i c y , the re sponse t o t h e s e 

problems was r a p i d and f a r - r e a c h i n g . But i t s t i l l f a i l e d t o h i t 

a t many o f t h e u n d e r l y i n g reasons f o r the i l l h e a l t h o f t h e 

i n d i v i d u a l s e c t o r , w i t h the r e s u l t t h a t i t grew l e s s r a p i d l y t h a n 

c e n t r a l p o l i c y m a k e r s had hoped, and i n the p r o c e s s o f growth 

c o n t i n u e d t o e x h i b i t what were seen as "unhea l thy t e n d e n c i e s . " 

I t f a i l e d t o a t t r a c t l a r g e numbers o f young s c h o o l - l e a v e r s , who 

were i t s main t a r g e t p o p u l a t i o n . I t produced a preponderance o f 

e x t r e m e l y s m a l l , m i n i m a l l y - c a p i t a l i z e d o p e r a t i o n s , s y m b o l i z e d by 

whole c i t y b l o c k s l i n e d w i t h pavement s h o e - r e p a i r e r s , l o u n g i n g i n 

t h e sun b u t d o i n g v e r y l i t t l e b u s i n e s s . I t a l s o p r o d u c e d some 

b u s i n e s s p r a c t i c e s which were c l e a r l y i l l e g a l , and o t h e r s which 

s t r a d d l e d t h e o f t e n - v a g u e l i n e between l e g a l i t y and i l l e g a l i t y . 

By mid-1983 i t was apparent t h a t many o f the problems o f 

the i n d i v i d u a l s e c t o r were b e i n g caused by t h e p o l i c i e s and 

r e g u l a t i o n s t h e m s e l v e s , which d i d not go f a r enough t o d i s p e l the 

f e a r s l e f t o v e r from t h r e e decades o f r e s t r i c t i o n . A l t h o u g h 
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present p o l i c y was r e l a t i v e l y clear, fear of long-term p o l i c y 

change, uncertainty over the future because of the lessons of 

past experience, meant that many operators were going f o r 

short-term p r o f i t s at the expense of longer-term investment. At 

the same time, b u i l t - i n r e s t r i c t i o n s on the s i z e of enterprises 

(through r e s t r i c t i n g the number of employees) also encouraged 

short-term p r o f i t maximization over longer-term s t r a t e g i e s . This 

was p a r t i c u l a r l y true for businesses that were already treading 

the i n d i s t i n c t l i n e between l e g a l i t y and i l l e g a l i t y . The 

ambiguous status of the sector made i t easier for l o c a l cadres, 

whose attitudes seemed to have changed l i t t l e , to harrass and 

squeeze p r o f i t from the the private operators they were supposed 

to be watching over and helping. New regulations passed i n 

mid-1983 did something to expand and define more c l e a r l y the 

scope of permissible operations and provide l e g a l safeguards for 

legitimate operators. From mid-1983 the i n d i v i d u a l economy 

seemed to be operating on a much more secure footing. 

But the legacy of past ambivalence had not disappeared. 

Even by the end of 1984, when the p o l i c y was reaffirmed by a 

major statement on urban economic reform, complaints about 

harassment, prejudice, the shaky s o c i a l and p o l i t i c a l status of 

private entrepreneurs,' continued to surface. They were r e i n 

forced by per i o d i c clampdowns which, while they focused on 

i l l e g a l a c t i v i t i e s , made legitimate operators too question t h e i r 

future s e c u r i t y as private entrepreneurs. 
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The need f o r the c o n t i n u e d e x i s t e n c e o f the p e t t y p r i v a t e 

s e c t o r remains q u i t e c l e a r , however. E v e r y y e a r j o b s must be 

found f o r s e v e r a l m i l l i o n young s c h o o l - l e a v e r s . A t t h e same 

t i m e , t h e r e i s s t i l l a need f o r c o n v e n i e n t s e r v i c e s f o r u r b a n 

r e s i d e n t s — a l t h o u g h the s i t u a t i o n has improved enormously s i n c e 

1980 w i t h t h e mushrooming o f c u r b s i d e b i c y c l e r e p a i r shops , 

"mom-and-pop" g r o c e r y s t o r e s i n r e s i d e n t i a l b l o c k s , h i g h - q u a l i t y 

p r i v a t e t a i l o r s and v a r i o u s o t h e r s e r v i c e s too numerous t o 

m e n t i o n . 

One a l s o has t o l o o k a t t h e b e n e f i t s o f the c o n t i n u e d 

e x i s t e n c e o f the i n d i v i d u a l economy from the p o i n t o f v iew o f the 

o p e r a t o r s t h e m s e l v e s . Not o n l y a r e they "pushed" by l a c k o f 

o t h e r j o b s , and " p u l l e d " by t h e p r o s p e c t s o f h i g h incomes . What 

f o r some p e o p l e i s a l i a b i l i t y , f o r o t h e r s i s an a s s e t — t h e l a c k 

o f a w o r k - u n i t , the r e l a t i v e autonomy, the independence , the 

scope f o r s a t i s f y i n g work w i t h t a n g i b l e rewards . F o r some, l a c k 

o f s e c u r i t y i s a s m a l l p r i c e t o pay f o r power o v e r o n e ' s own l i f e 

i n a s o c i e t y where so much i s d i c t a t e d . F o r t h e s e p e o p l e , the 

i n d i v i d u a l economy w i l l c o n t i n u e t o o f f e r what one w r i t e r has 

termed a "zone o f autonomy" i n an economy which w i l l c o n t i n u e t o 

be dominated by s t a t e ownersh ip , l a r g e s c a l e , and c e n t r a l 

c o n t r o l . 

On Sources 

T h e r e a r e many s o u r c e s o f i n f o r m a t i o n on C h i n e s e economic 

p o l i c y , i n c l u d i n g m a t e r i a l p u b l i s h e d b o t h i n C h i n a and o u t s i d e . 

P u b l i s h e d C h i n e s e m a t e r i a l s v a r y w i d e l y i n r e l i a b i l i t y , depending 
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on t h e s o u r c e and a l s o on t h e t ime o f p u b l i c a t i o n . In g e n e r a l , 

t h e p r e s s i s t i g h t l y c o n t r o l l e d , and t h i s o f c o u r s e i n f l u e n c e s 

t h e s l a n t o f v i r t u a l l y e v e r y t h i n g t h a t i s p u b l i s h e d i n t h e 

c o u n t r y . T h i s f a c t does no t n e c e s s a r i l y d i s c r e d i t such 

p u b l i c a t i o n s ; on the c o n t r a r y they a r e e x t r e m e l y i n f o r m a t i v e when 

r e a d w i t h a c r i t i c a l , i n f o r m e d , and i n t u i t i v e eye . " I n t e r n a l " 

p e r i o d i c a l s and documents o f v a r i o u s k i n d s ( t h e r e a r e s e v e r a l 

c a t e g o r i e s , i n c l u d i n g m a t e r i a l s i n t e n d e d f o r use by s p e c i f i c 

g r o u p s , and o t h e r s r e s t r i c t e d t o c i r c u l a t i o n w i t h i n the c o u n t r y 

on ly ) a r e perhaps t h e most r e l i a b l e , but t h e s e a r e by d e f i n i t i o n 

not f r e e l y a v a i l a b l e t o f o r e i g n s c h o l a r s . 2 F o r t h e most p a r t 

t h i s t h e s i s i s based on newspaper a r t i c l e s and e d i t o r i a l s from 

the n a t i o n a l p r e s s ; E n g l i s h - l a n g u a g e books and p e r i o d i c a l s such 

as B e i i i n q Review, and Xinhua news agency r e p o r t s , which p r e s e n t 

the o f f i c i a l l i n e (and much v a l u a b l e i n f o r m a t i o n ) f o r f o r e i g n 

consumpt ion; r e p o r t s from the l e s s t i g h t l y c o n t r o l l e d l o c a l 

newspapers and a r t i c l e s i n p o p u l a r magaz ines ; m o n i t o r i n g and 

t r a n s l a t i o n s e r v i c e s l i k e the ( B r i t i s h ) Summary o f Wor ld 

B r o a d c a s t s and (American) F o r e i g n B r o a d c a s t I n f o r m a t i o n S e r v i c e 

which s u p p l y t r a n s l a t i o n s o f p r e s s r e p o r t s and t r a n s c r i p t i o n s o f 

l o c a l r a d i o b r o a d c a s t s ; and academic monographs and a r t i c l e s i n 

PRC academic and p r o f e s s i o n a l j o u r n a l s . 

T h i s p u b l i s h e d m a t e r i a l has been supplemented w i t h 

i n t e r v i e w s and c a s u a l c o n v e r s a t i o n s w i t h C h i n e s e o f f i c i a l s , 

r e s e a r c h e r s , and consumers, m a i n l y over the y e a r s 1983-87, as 

w e l l as p e r s o n a l o b s e r v a t i o n d u r i n g a t w o - y e a r p e r i o d o f 

r e s i d e n c e i n C h i n a (1978-80) and many v i s i t s o f v a r y i n g d u r a t i o n 
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between 1983 and 1987. In a d d i t i o n , c o n v e r s a t i o n s w i t h many 

e n t r e p r e n e u r s i n many d i f f e r e n t c i t i e s have p r o v i d e d i n v a l u a b l e 

i n f o r m a t i o n , v e r y o f t e n i n c o n j u n c t i o n w i t h meals e a t e n , b i c y c l e s 

r e p a i r e d , c l o t h i n g mended, and e n t e r t a i n m e n t e n j o y e d . 

A p a r t from t h i s "pr imary" m a t e r i a l , t h i s t h e s i s a l s o makes 

e x t e n s i v e use o f t h e work o f o t h e r f o r e i g n ( i . e . non-PRC) 

s c h o l a r s , p a r t i c u l a r l y on the e v o l u t i o n o f C h i n e s e economic 

p o l i c y a t d i f f e r e n t s tages and i n d i f f e r e n t l o c a l i t i e s . The 

p r o c e s s by which d i f f e r e n t o r i e n t a t i o n s o r approaches toward 

economic o r g a n i z a t i o n and economic development have been t r i e d , 

r e j e c t e d , and re formed i s a complex one which has been g i v e n many 

i n t e r p r e t a t i o n s by f o r e i g n economis t s and p o l i t i c a l s c i e n t i s t s . 

The p r e s e n t work r e f r a i n s , however, from a d o p t i n g any p a r t i c u l a r 

model o f t h e p o l i c y - m a k i n g p r o c e s s put forward by such s t u d i e s . 3 

Approaches t o the I n d i v i d u a l Economy 

The r e s u r g e n c e o f the i n d i v i d u a l economy a f t e r 1978 has 

a t t r a c t e d c o n s i d e r a b l e a t t e n t i o n b o t h w i t h i n C h i n a and a b r o a d . 

O u t s i d e C h i n a some o b s e r v e r s a r e tempted t o see i t s r e s u r g e n c e as 

an i n d i c a t i o n o f the " f a i l u r e " o f s o c i a l i s m and v i n d i c a t i o n o f 

c a p i t a l i s m . O t h e r s have seen i t more r e a l i s t i c a l l y as a 

l o n g - o v e r d u e r e c o g n i t i o n t h a t , w i t h i n an economy b r o a d l y d e f i n e d 

as s o c i a l i s t , t h e r e a r e areas i n which independent o p e r a t o r s 

p e r f o r m more e f f e c t i v e l y t h a n the s t a t e - r u n economy. In C h i n a 

the growth o f the i n d i v i d u a l s e c t o r has engendered c o n s i d e r a b l e 

debate w i t h i n the b r o a d e r c o n t e x t o f d i s c u s s i o n s o f economic 

s t r u c t u r e , the p r o p e r r o l e o f i n d i v i d u a l i n c e n t i v e s and p r i v a t e 



23 

o w n e r s h i p , d e c e n t r a l i z a t i o n o f economic a d m i n i s t r a t i o n , t h e 

u n l e a s h i n g o f market f o r c e s and de-emphas i s o f c e n t r a l p l a n n i n g , 

t h e growth o f t h e t e r t i a r y s e c t o r , f u t u r e d i r e c t i o n s i n economic 

d e v e l o p m e n t — a l l i s s u e s t h a t assumed g r e a t e r urgency w i t h t h e 

pos t -1978 economic r e f o r m s . 

However t h e s e changes may be i n t e r p r e t e d , a main assumpt ion 

o f t h i s t h e s i s i s t h a t C h i n a has not " r e t u r n e d " t o t h e 

" c a p i t a l i s t r o a d " o f deve lopment . Nor s h o u l d the reemergence o f 

t h e i n d i v i d u a l economy be i n t e r p r e t e d as a r e t u r n t o 

" t r a d i t i o n a l i s m " . R a t h e r , i t seems t o i n d i c a t e a new a p p r o a c h t o 

c o n f r o n t i n g i s s u e s common t o a l l d e v e l o p i n g economies , a l b e i t 

w i t h i n t h e c o n t e x t o f a " s o c i a l i s t " economy, w i t h s o c i a l i s m 

u n d e r s t o o d as c o n t i n u e d predominance o f the s t a t e owned s e c t o r 

and a c o n s i d e r a b l e degree o f c e n t r a l p l a n n i n g . The s t a t e d aim i s 

t o work towards what has been c a l l e d "developed s o c i a l i s m w i t h 

C h i n e s e f e a t u r e s " and i n t h i s e f f o r t the r e s u r g e n c e o f t h e 

i n d i v i d u a l economy has p l a y e d an i m p o r t a n t r o l e . N e v e r t h e l e s s , 

t h e p a r a l l e l s w i t h o t h e r d e v e l o p i n g c o u n t r i e s f o l l o w i n g a v e r y 

d i f f e r e n t development o r i e n t a t i o n i s s t r i k i n g . 

S m a l l - s c a l e i n d i v i d u a l l y - r u n o r f a m i l y - r u n e n t e r p r i s e s a r e 

a f a m i l i a r p a r t o f the urban scene i n a l l t h i r d - w o r l d c o u n t r i e s . 

A l l o v e r A f r i c a , A s i a , the C a r i b b e a n , L a t i n A m e r i c a , t h e s e t i n y 

b u s i n e s s e s have p r o v i d e d a c c e s s i b l e employment and much-needed 

l o w - c o s t goods and s e r v i c e s t o urban r e s i d e n t s . S c h o l a r s o f 

t h i r d - w o r l d urban development have v a r i o u s l y seen them as l i v e l y 

" i n f o r m a l " economic s e c t o r s i n d u a l economies , moribund 

" t r a d i t i o n a l " h o l d o v e r s i n m o d e r n i z i n g economies , b y - p r o d u c t s o f 
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underdeve lopment , s u b s i d i z e r s o f deve lopment , a r e s e r v e l a b o u r 

marke t , d i s g u i s e d unemployment; t h e e v a l u a t i o n s o f t h e i r r o l e i n 

economic development and u r b a n i z a t i o n have been b o t h n e g a t i v e and 

p o s i t i v e , b u t more o f t e n t h e f o r m e r . L i k e w i s e , t h e p o l i c y m a k e r s 

and c i t y p l a n n e r s o f t h i r d - w o r l d c o u n t r i e s have adopted v a r i o u s 

p o l i c i e s t o promote or—more o f t e n — l i m i t them. R e c e n t l y , t h e i r 

c o n t r i b u t i o n t o urban development and t o the q u a l i t y o f u r b a n 

l i f e , has been r e a s s e s s e d i n a more p o s i t i v e l i g h t . 

N e i t h e r i s C h i n a a l o n e among s o c i a l i s t economies i n s e e i n g 

the p e r s i s t e n c e and growth o f s m a l l - s c a l e p r i v a t e economic 

a c t i v i t i e s , l e g a l o r n o t . Much has been w r i t t e n on t h i s theme 

f o r o t h e r s o c i a l i s t economies , p a r t i c u l a r l y on i t s i l l e g a l 

m a n i f e s t a t i o n s , whether i n the S o v i e t U n i o n , P o l a n d o r o t h e r 

E a s t e r n European c o u n t r i e s , o r V i e t n a m . Some o f t h i s l i t e r a t u r e 

w i l l be t o u c h e d upon i n the f i n a l c h a p t e r o f t h e t h e s i s , but no 

a t tempt w i l l be made a t e x h a u s t i v e r e v i e w . Where C h i n a has been 

un ique has been i n d e l i b e r a t e l y e n c o u r a g i n g the growth o f t h i s 

s e c t o r and wherever p o s s i b l e removing l e g a l and a d m i n i s t r a t i v e 

impediments t o i t s deve lopment , and i n d e c l a r i n g t h a t i t would be 

an i m p o r t a n t f e a t u r e o f the C h i n e s e economy f o r a l o n g t ime t o 

come. 

The p r o l i f e r a t i o n o f s m a l l - s c a l e e n t e r p r i s e s has a l s o been 

an i m p o r t a n t o b j e c t o f a t t e n t i o n from many d i f f e r e n t p o i n t s o f 

v iew i n t h e s t u d y o f n o n - s o c i a l i s t economies , b o t h d e v e l o p i n g and 

d e v e l o p e d . I t i s not the i n t e n t i o n o f t h i s t h e s i s t o r e v i e w t h i s 

vo luminous l i t e r a t u r e on the s o - c a l l e d i n f o r m a l economy, p e t t y 

commodity p r o d u c t i o n , "second economies", and so on . To do so 
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would r e q u i r e a t h e s i s i n i t s e l f . However i n the f i n a l c h a p t e r 

t h e r e w i l l be some r e f e r e n c e t o d i s c u s s i o n s o f c o n c e p t u a l i s s u e s 

and t h e economic r o l e o f t h i s s e c t o r , however i t i s d e f i n e d , 

i n s o f a r as t h e y r e l a t e o r c o n t r a s t t o t h e C h i n e s e s i t u a t i o n . An 

e f f o r t w i l l be made t o i d e n t i f y a p l a c e i n t h a t l i t e r a t u r e f o r 

c o n s i d e r a t i o n o f the C h i n e s e i n d i v i d u a l economy. 

I t would seem s u r p r i s i n g t h a t the r i s e o f t h e i n d i v i d u a l 

economy has a t t r a c t e d the s e r i o u s a t t e n t i o n o f o n l y a v e r y few 

wes tern r e s e a r c h e r s on C h i n e s e urban o r economic i s s u e s . The 

pos t -1978 economic re forms have s p a r k e d many s t u d i e s o f changes 

i n C h i n e s e c i t i e s , by s o c i o l o g i s t s and p o l i t i c a l s c i e n t i s t s as 

w e l l as e c o n o m i s t s . 4 W i t h r a r e e x c e p t i o n s (the most n o t a b l e 

b e i n g t h e work o f Dorothy S o l i n g e r ) , the se have a l l but i g n o r e d 

t h e i n d i v i d u a l economy. I t c o u l d be argued t h a t t h i s i s no t 

s u r p r i s i n g g i v e n t h e s m a l l s i z e o f the i n d i v i d u a l s e c t o r i n 

n u m e r i c a l t e r m s , and the r e l a t i v e l y g r e a t e r impact o f , f o r 

example , i n d u s t r i a l re forms and the development o f e x p o r t 

p r o c e s s i n g zones . However as w i l l become a p p a r e n t be low, the 

impact o f the growth o f the i n d i v i d u a l economy on t h e C h i n e s e 

u r b a n / e c o n o m i c l a n d s c a p e has been c o n s i d e r a b l e , and t h e i s s u e s 

which i t r a i s e s a r e i m p o r t a n t ones . 

T h i s n e g l e c t i s t r u e f o r geography as w e l l as t h e o t h e r 

d i s c i p l i n e s . W i t h i n urban and economic geography , much a t t e n t i o n 

has been p a i d o v e r the l a s t s e v e r a l y e a r s t o the impact o f 

pos t -Mao economic re forms on C h i n e s e c i t i e s and the u r b a n i z a t i o n 

p r o c e s s . Most o f t h i s l i t e r a t u r e has focused on the impact o f 

economic re forms on s p a t i a l , s e c t o r a l , employment, and h o u s i n g 
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f e a t u r e s o f C h i n e s e c i t i e s and on v a r i o u s a s p e c t s o f t h e C h i n e s e 

u r b a n s y s t e m . 5 I t has c o n s i d e r e d the r i s e o f t h e i n d i v i d u a l 

economy o n l y p a r e n t h e t i c a l l y , i f a t a l l . A l t h o u g h i t i s no t t h e 

i n t e n t i o n h e r e t o g i v e an e x h a u s t i v e rev i ew o f a l l t h e r e c e n t 

g e o g r a p h i c a l l i t e r a t u r e on C h i n e s e u r b a n deve lopment , a b r i e f 

s u r v e y w i l l i n d i c a t e t h a t a l t h o u g h t h e r i s e o f t h e i n d i v i d u a l 

economy has been ment ioned as a phenomenon worth w a t c h i n g , i t has 

so f a r r e c e i v e d l i t t l e i f any i n - d e p t h s t u d y by g e o g r a p h e r s . A 

r e c e n t t e x t b o o k by P a n h e l l and Ma ment ioned the i n d i v i d u a l 

economy o n l y i n p a s s i n g , a l t h o u g h i t i n c l u d e d an e x t e n s i v e 

c h a p t e r on u r b a n i z a t i o n . 6 N o r t o n G i n s b u r g , i n an a r t i c l e which 

appeared i n a 1980 c o l l e c t i o n e d i t e d by h i m s e l f and C . K . Leung , 

no ted p r o p h e t i c a l l y , " J u s t as t h e p r i v a t e s e c t o r i n a g r i c u l t u r e 

has been encouraged t o expand . . . so t h a t s e c t o r i n t h e 

p r o v i s i o n o f u r b a n s e r v i c e s may be s i m i l a r l y encouraged , o r a t 

l e a s t no t d i s c o u r a g e d , " and observed t h a t , a l o n g w i t h 

encouragement o f the c o l l e c t i v e s e c t o r , " e n t r e p r e n e u r i a l a c t i v i t y 

o f a more c o n v e n t i o n a l s o r t appears t o be j u s t a s t e p away, j u s t 

so c a p i t a l a c c u m u l a t i o n i s not a t i s s u e . " 7 

In a 1983 a r t i c l e , Sen-dou Chang noted the c o n n e c t i o n 

between t h e d e c l i n e o f the " i n f o r m a l s e c t o r o f u r b a n economy", 

meaning hawkers , c a s u a l l a b o u r e r s , p e t t y t r a d e r s , and m o b i l e 

v e n d o r s , and t h e inadequacy o f the urban s e r v i c e s e c t o r , but saw 

l i t t l e r e l i e f i n the r i s e o f the i n d i v i d u a l economy: "The 

r e s t o r a t i o n o f s m a l l p r i v a t e b u s i n e s s i n t h e name o f x c o l l e c t i v e ' 

and x i n d i v i d u a l ' e n t e r p r i s e s o r g a n i z e d by urban youths i n t h e 
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p a s t t h r e e y e a r s has been aimed [more] t o a l l e v i a t e t h e 

unemployment problems i n Ch inese c i t i e s t h a n t o p r o v i d e t h e much 

needed s e r v i c e s and r e t a i l t r a d e s . " 8 

Making l i b e r a l use o f the concept o f economic d u a l i s m and 

t h e f o r m a l - i n f o r m a l d ichotomy i n the s t u d y o f t h i r d - w o r l d c i t i e s , 

V i c t o r S i t has done s e v e r a l s t u d i e s on s m a l l - s c a l e i n d u s t r i a l 

e n t e r p r i s e s i n C h i n e s e c i t i e s . F o r the most p a r t , however, he 

has been c o n c e r n e d w i t h the s m a l l - s c a l e c o l l e c t i v e s e c t o r r a t h e r 

t h a n p r i v a t e l y - o w n e d e n t e r p r i s e s , and o n l y t a n g e n t i a l l y w i t h the 

commerc ia l and s e r v i c e s e c t o r as opposed t o i n d u s t r y . 

N e v e r t h e l e s s , many o f h i s o b s e r v a t i o n s a r e r e l e v a n t t o the urban 

i n d i v i d u a l economy as w e l l . As he r i g h t l y notes i n an a r t i c l e 

p u b l i s h e d i n 1983, f o r example, s t u d i e s o f urban s m a l l - s c a l e 

e n t e r p r i s e i n C h i n a a r e q u i t e r a r e . S c h o l a r s o u t s i d e C h i n a have 

been hampered by l a c k o f p u b l i s h e d d a t a , and i n s i d e C h i n a by the 

same prob lem as w e l l as by i d e o l o g i c a l c o n s t r a i n t s which have 

c i r c u m s c r i b e d s c h o l a r l y i n t e r e s t i n the n o n - p l a n n e d s e c t o r s o f 

t h e u r b a n economy. He notes t h a t the r e o r i e n t a t i o n o f p l a n n i n g 

g o a l s a f t e r 1976 has begun- to change t h i s s i t u a t i o n and p r o v i d e 

more d a t a f o r the s t u d y o f the " i n f o r m a l " (which he equates w i t h 

"non-planned") s e c t o r o f the C h i n e s e economy. 9 However, he does 

not ex tend h i s s t u d y o f the i n f o r m a l s e c t o r t o i n c l u d e 

i n d i v i d u a l l y - o w n e d e n t e r p r i s e . 

One major r e a s o n why t h e r e has been r e l a t i v e l y l i t t l e s a i d 

about the i n d i v i d u a l economy by s c h o l a r s o u t s i d e C h i n a i s s i m p l y 

t h a t i t i s t o o new and too s m a l l . T i n y and moribund b e f o r e 1976, 
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and a c t i v e l y promoted by t h e C h i n e s e government o n l y s i n c e 1980, 

i t has y e t t o grow t o a t r u l y s i g n i f i c a n t l e v e l when compared 

w i t h t h e s t a t e - r u n and c o l l e c t i v e s e c t o r s . 

Thus t h i s t h e s i s s h o u l d be seen l e s s as a c o n t r i b u t i o n t o 

t h e c o r p u s o f g e o g r a p h i c a l l i t e r a t u r e on C h i n e s e u r b a n i z a t i o n 

t h a n as an at tempt t o f i l l i n some background on a s u b j e c t t h a t 

i s by i t s n a t u r e o f i n t e r e s t t o g e o g r a p h e r s , and which i s l i k e l y 

t o have a s i g n i f i c a n t f u t u r e impact on a r e a s upon which 

geographers have t ended t o c o n c e n t r a t e , such as u r b a n i z a t i o n and 

u r b a n sys tems . More g e n e r a l l y , i t seeks t o f i l l a gap i n 

contemporary r e s e a r c h on economic development i n C h i n a and the 

impact o f pos t -Mao p o l i c y r e f o r m s . A l t h o u g h i t a r g u a b l y makes a 

c o n t r i b u t i o n t o the s t u d y o f the geography o f development and 

u r b a n i z a t i o n , i t s v e r y s u b j e c t m a t t e r r e q u i r e s an approach t h a t 

i s more i n t e r d i s c i p l i n a r y . 

The c o n c e r n s which i n i t i a l l y i n s p i r e d t h i s s t u d y were 

s p a t i a l i n n a t u r e , connec ted as they were w i t h the impact o f the 

growth o f the i n d i v i d u a l economy on urban development i n C h i n a 

and i n p a r t i c u l a r on the urban economic l a n d s c a p e . T h i s was 

o r i g i n a l l y i n t e n d e d t o be a s tudy o f the development o f the 

i n d i v i d u a l s e c t o r i n a s p e c i f i c c i t y o r c i t i e s a f t e r 1978. The 

l a c k o f o p p o r t u n i t i e s f o r s u s t a i n e d and s y s t e m a t i c f i e l d 

r e s e a r c h , however, c o u p l e d w i t h the absence o f work by o t h e r 

s c h o l a r s on t h i s t o p i c , e i t h e r b e f o r e o r a f t e r 1978, n e c e s s i t a t e d 

a change i n a p p r o a c h . The r e s u l t o f t e n converges more w i t h the 

c o n c e r n s o f p o l i t i c a l s c i e n t i s t s and s t u d e n t s o f economic 

o r g a n i z a t i o n and a d m i n i s t r a t i o n than w i t h those o f g e o g r a p h e r s . 
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N e v e r t h e l e s s i t seems c l e a r t h a t such a s t u d y f i t s i n t o t h e 

framework o f geography , f o r t h e end p r o d u c t o f t h e development o f 

t h e i n d i v i d u a l economy has been a p r o l i f e r a t i o n o f s m a l l - s c a l e 

independent m a n u f a c t u r i n g , c o m m e r c i a l , and s e r v i c e e n t e r p r i s e s 

which have had an u n d e n i a b l e impact on s p a t i a l p a t t e r n s o f 

m a r k e t i n g and commodity d i s t r i b u t i o n a t n a t i o n a l , r e g i o n a l , and 

l o c a l l e v e l s , on u r b a n - r u r a l r e l a t i o n s and i n t e r a c t i o n s , on the 

s t r u c t u r e o f u r b a n employment, on t h e s o c i a l l a n d s c a p e o f t h e 

c i t y and t h e q u a l i t y o f the urban env ironment , t o name b u t a few 

a r e a s t r a d i t i o n a l l y o f c o n c e r n t o g e o g r a p h e r s . 

The approach f i n a l l y adopted was a l s o i n f l u e n c e d by the 

n a t u r e o f t h e a v a i l a b l e d a t a . T h i s s t u d y r e l i e s p r i m a r i l y on 

m a t e r i a l on t h e i n d i v i d u a l economy p u b l i s h e d i n C h i n e s e 

newspapers , magaz ines , academic j o u r n a l s and monographs, as w e l l 

s o u r c e s c o n c e r n e d w i t h more g e n e r a l q u e s t i o n s o f economic 

o r g a n i z a t i o n and a d m i n i s t r a t i o n , economic development p o l i c y , and 

p o l i t i c a l - e c o n o m i c t h e o r y . One major s o u r c e o f p r i m a r y d a t a has 

been r e p o r t s i n g e n e r a l - c i r c u l a t i o n newspapers , b o t h n a t i o n a l and 

r e g i o n a l . (The m e t h o d o l i g i c a l i s s u e s i n v o l v e d i n u s i n g newspaper 

r e p o r t s from what i s a f t e r a l l a P a r t y - c o n t r o l l e d p r e s s a r e 

d i s c u s s e d e l s e w h e r e . ) The n a t u r e o f the a v a i l a b l e m a t e r i a l , i n 

t h e absence o f o p p o r t u n i t i e s f o r s y s t e m a t i c f i e l d w o r k , 

n e c e s s i t a t e d a macro approach a t t h e expense o f d e t a i l e d l o c a l o r 

f i r m - l e v e l s t u d i e s . I t a l s o l e d t o a focus on i s s u e s o f c e n t r a l 

p o l i c y and a d m i n i s t r a t i o n , as w e l l as t h e o r y . I t became 

a p p a r e n t , however, t h a t even a t t h i s l e v e l o f g e n e r a l i z a t i o n , 

i n t e r e s t i n g d e t a i l c o u l d be adduced about g e n e r a l problems o f 



30 

l o c a l - l e v e l p o l i c y i m p l e m e n t a t i o n which a t l e a s t h i n t a t t h e 

e x t e n t o f l o c a l v a r i a t i o n s . W i t h t h e background f i l l e d i n , i t 

remains f o r f u t u r e s t u d i e s t o a d d r e s s l o c a l - l e v e l and f i r m - l e v e l 

i s s u e s i n a more d e t a i l e d and s y s t e m a t i c f a s h i o n . 

I t s h o u l d a l s o be p o i n t e d out t h a t t h e p r e s e n t s t u d y i s 

a d d r e s s e d t o a r e a d e r s h i p t h a t i s assumed t o have a g e n e r a l 

knowledge and u n d e r s t a n d i n g o f developments i n C h i n a o v e r the 

l a s t f o r t y y e a r s . Thus t h i s s t u d y does no t a t tempt t o r e c o u n t 

t h e b r o a d e r developments i n the C h i n e s e economy d u r i n g t h i s 

p e r i o d , a l t h o u g h o f c o u r s e the g e n e r a l t r e n d s a r e t o u c h e d upon i n 

C h a p t e r s Two and Three i n o r d e r t o c o n t e x t u a l i z e the d i s c u s s i o n 

o f t h e development o f the i n d i v i d u a l economy between 1949 and 

1984. 

B e f o r e p r o c e e d i n g t o t h e d e t a i l e d s t u d y o f t h e s i t u a t i o n o f 

t h e i n d i v i d u a l economy which forms the body o f t h i s t h e s i s , i t i s 

n e c e s s a r y f i r s t t o s u p p l y some d e f i n i t i o n s and t o d e s c r i b e i n 

s k e l e t a l f a s h i o n t h e growth , s t r u c t u r a l makeup, and demographic 

c h a r a c t e r i s t i c s — t h a t i s , the g e n e r a l s o c i o - e c o n o m i c d i m e n 

s i o n s — o f t h e i n d i v i d u a l s e c t o r as i t d e v e l o p e d between 1978 and 

1984. 

D e f i n i t i o n s 

The s u b j e c t o f t h i s t h e s i s i s the C h i n e s e u r b a n i n d i v i d u a l 

economy. T h i s i m m e di a te l y b r i n g s up two problems o f d e f i n i t i o n . 

What i s . t h e " i n d i v i d u a l economy"? What i s meant by "urban"? A t 

t h i s p o i n t some p r e l i m i n a r y d e f i n i t i o n s w i l l be o f f e r e d , which 

w i l l be f l e s h e d out i n the c o u r s e o f subsequent d i s c u s s i o n s . 
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I n d i v i d u a l Economy 

" I n d i v i d u a l economy" i s t h e u s u a l t r a n s l a t i o n o f t h e 

C h i n e s e t erm g e t i iingj i . 1 0 J i n g j i has the s t r a i g h t f o r w a r d 

meaning "economy", a l t h o u g h i n c e r t a i n c o n t e x t s i t can a l s o be 

t r a n s l a t e d as "economic s e c t o r . " G e t i i s u s u a l l y t r a n s l a t e d as 

" i n d i v i d u a l " . The f i r s t s y l l a b l e , ge , i s a c o u n t i n g - w o r d which 

has t h e c o n n o t a t i o n o f "one" o r " s i n g l e " ; the second s y l l a b l e , 

t i . means "body". Thus g e t i can be t r a n s l a t e d l i t e r a l l y as 

" s i n g l e b o d y . " 

T h e r e i s a c l e a r d i s t i n c t i o n i n C h i n e s e between 

" i n d i v i d u a l " ( g e t i ) and " p r i v a t e " ( s i r e n ) . B e s i d e s i t s p r i m a r y 

meaning , " p r i v a t e " a l s o c a r r i e s c o n n o t a t i o n s o f s e c r e c y , 

s e l f i s h n e s s , and i l l i c i t n e s s . O c c a s i o n a l l y f o r s t y l i s t i c 

r e a s o n s , however, t h i s t h e s i s w i l l use the terms " i n d i v i d u a l " and 

" p r i v a t e " i n t e r c h a n g e a b l y . A t t imes the term "se l f -employment" 

w i l l a l s o be u s e d . 1 1 

In PRC d e s c r i p t i o n s o f the C h i n e s e n o n a g r i c u l t u r a l economy, 

t h e o v e r a l l economic s t r u c t u r e i s s a i d t o c o n s i s t o f f o u r 

components: the s t a t e economy o r s e c t o r (guoying j i n g j i ) ; the 

c o l l e c t i v e economy o r s e c t o r ( i i t i i i n g j i ) , which i n c l u d e s the 

c o o p e r a t i v e economy o r s e c t o r (hezuo i i n g j i ) ; and the i n d i v i d u a l 

economy o r s e c t o r ( g e t i i i n g j i ) . These s e c t o r s a r e d i s t i n g u i s h e d 

b y , among o t h e r t h i n g s , f o u r d i f f e r e n t c a t e g o r i e s o f ownersh ip : 

r e s p e c t i v e l y , p u b l i c ownership (quanmin s u o v o u z h i . l i t e r a l l y , 

"ownership by t h e whole p e o p l e " ) ; c o l l e c t i v e ownership ( i i t i  

s u o y o u z h i ) ; c o o p e r a t i v e ownership (hezuo s u o y o u z h i ) ; and 
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i n d i v i d u a l ownership ( q e t i s u o y o u z h i ) . T h e r e a r e a l s o f o u r 

c o r r e s p o n d i n g forms o f o p e r a t i o n : s t a t e - r u n e n t e r p r i s e s (quoy inq 

gjLy_e) ; c o l l e c t i v e e n t e r p r i s e s ( i i t i gjLy_e) ; c o o p e r a t i v e e n t e r p r i s 

es o r s i m p l y c o o p e r a t i v e s (hezuo s h e ) ; and i n d i v i d u a l o p e r a t i o n s 

( q e t i iinqyinq). I n d i v i d u a l o p e r a t i o n s a r e o f t e n p o p u l a r l y 

c a l l e d q e t i h u . which l i t e r a l l y means " i n d i v i d u a l h o u s e h o l d s " . 

Because t h e s u b j e c t o f t h i s t h e s i s , " i n d i v i d u a l economy", 

i s a c o n s t r u c t un ique t o the PRC economic sys tem, i t seems 

r e a s o n a b l e i n d e f i n i n g i t t o f o l l o w t h e d e f i n i t i o n g e n e r a l l y used 

i n t h e C h i n e s e l i t e r a t u r e . F o r t u n a t e l y , t h e r e i s a s t a n d a r d 

d e f i n i t i o n which most C h i n e s e s o u r c e s f o l l o w q u i t e f a i t h f u l l y . 

C o n s i d e r the f o l l o w i n g t h r e e examples: 

I n d i v i d u a l economy i s an economic form ( i i n g j i x i n g s h i ) based 
on t h e worker h i m s e l f p o s s e s s i n g (zhanyou) the n e c e s s a r y 
means o f p r o d u c t i o n , where the income from l a b o u r i s 
c o n t r o l l e d ( z h i p e i ) by the i n d i v i d u a l . . . . The i n d i v i d u a l o r 
f a m i l y i s t h e u s u a l p r o d u c t i o n u n i t , [where they] 
i n d e p e n d e n t l y c a r r y out p r o d u c t i v e o p e r a t i o n s , o r s u p p l y 
l a b o u r s e r v i c e s . The income from t h e l a b o u r o f i n d i v i d u a l 
w o r k e r s , a p a r t from what i s t u r n e d o v e r t o the s t a t e i n taxes 
a c c o r d i n g t o s t a t e r e g u l a t i o n s , i s c o m p l e t e l y c o n t r o l l e d by 
t h e workers t h e m s e l v e s . 1 2 

The s o - c a l l e d i n d i v i d u a l economy, s i m p l y s p e a k i n g , i s an 
economy o f i n d i v i d u a l l a b o u r , o r i n d i v i d u a l - o w n e r s h i p 
economy. I t i s an economic form where t h e means o f 
p r o d u c t i o n a r e owned by the i n d i v i d u a l w o r k e r s , where 
i n d i v i d u a l l a b o u r i s the b a s i s , and where income from l a b o u r 
( i n c l u d i n g the p r o d u c t s o f l a b o u r and e a r n i n g s from l a b o u r ) 
i s c o n t r o l l e d by the workers t h e m s e l v e s . T h i s i s the 
e s s e n t i a l meaning o r b a s i c a t t r i b u t e o f t h e i n d i v i d u a l 
economy. The c l a s s i c form o f t h e i n d i v i d u a l economy, which 
we c o u l d c a l l i t s complete form i s : d i s p e r s e d a c t i v i t i e s 
based on i n d i v i d u a l l a b o u r , w i t h the f a m i l y as the 
o p e r a t i o n a l u n i t , and independent o p e r a t i o n s . 1 3 

I n d i v i d u a l economy r e f e r s t o an economic form i n which the 
means o f p r o d u c t i o n a r e owned by an i n d i v i d u a l w o r k e r s , 
m a i n l y based on the l a b o u r o f the i n d i v i d u a l workers o r 
f a m i l y members, c a r r y i n g out commodity p r o d u c t i o n , commodity 
exchange, o r s u p p l y i n g l a b o u r s e r v i c e s f o r urban and r u r a l 
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r e s i d e n t s , where t h e income from l a b o u r i n c l u d i n g t h e 
p r o d u c t s and e a r n i n g s from l a b o u r a r e c o n t r o l l e d by t h e 
worker h i m s e l f . 1 4 

I n a l l t h e s e d e f i n i t i o n s , t h r e e common f e a t u r e s s h o u l d be 

n o t e d . These a r e p r i v a t e ownership o r p o s s e s s i o n o f t h e means o f 

p r o d u c t i o n , i n d i v i d u a l o r h o u s e h o l d l a b o u r as t h e b a s i c s o u r c e o f 

l a b o u r , and c o n t r o l o f the f r u i t s o f own's own l a b o u r . F o r a 

u n i t t o be d e s c r i b e d as an i n d i v i d u a l o p e r a t i o n , a l l t h r e e 

c o n d i t i o n s have t o be p r e s e n t . 

Each o f t h e s e c o n d i t i o n s can be q u a l i f i e d , however, and can 

and has been t h e s o u r c e o f l i v e l y c o n t e n t i o n . Means o f 

p r o d u c t i o n can i n c l u d e a n y t h i n g from a p a i r o f s c i s s o r s t o a 

f l e e t o f t r u c k s , o r n o t h i n g b u t common i tems found i n t h e 

s i m p l e s t h o u s e h o l d . I t can a l s o i n c l u d e , a c c o r d i n g t o some 

arguments , t h e o p e r a t o r s 7 l a b o u r . The i n d i v i d u a l o r the f a m i l y 

as t h e b a s i c s o u r c e o f l a b o u r does not p r e c l u d e the h i r i n g o f 

o u t s i d e employees o r a p p r e n t i c e s , as l o n g as t h i s r e l a t i o n s h i p i s 

not deemed t o be " e x p l o i t a t i v e . 1 1 C o n t r o l o f the p r o d u c t s o r 

income o f o n e ' s own l a b o u r means s i m p l y t h a t t h e s e t h i n g s can be 

d i s p o s e d o f a t w i l l by t h e i n d i v i d u a l o r f a m i l y and do not have 

t o be s h a r e d w i t h some c o l l e c t i v e o r o t h e r e n t e r p r i s e . The 

l a t t e r d i s t i n g u i s h e s an i n d i v i d u a l o p e r a t i o n from v a r i o u s s o r t s 

o f c o n t r a c t arrangements o r r e s p o n s i b i l i t y systems where a n o t h e r 

u n i t g e t s a p r e a r r a n g e d share o f the p r o f i t s . 

T h i s t h e s i s w i l l c o n c e n t r a t e on the urban n o n a g r i c u l t u r a l 

i n d i v i d u a l economy, a l t h o u g h o t h e r forms w i l l o c c a s i o n a l l y be 

ment ioned . T h i s r e f e r s t o o p e r a t i o n s w i t h a l l o f the above 

f e a t u r e s , which a r e moreover l o c a t e d i n urban a r e a s ( c i t i e s and 
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towns) and are not connected with a g r i c u l t u r a l production. Such 

operations are often c a l l e d i n the l i t e r a t u r e " i n d i v i d u a l 

i n d u s t r i a l and commercial households (or firms) 1 1 or simply 

" i n d i v i d u a l industry and commerce" (geti gongshangve hu or g e t i  

gongshangye). This also distinguishes them from other kinds of 

independent operations such as the professions (for example, 

private medical p r a c t i t i o n e r s and teachers who are usually 

treated i n the l i t e r a t u r e as a separate category.) 

A more de s c r i p t i v e d e f i n i t i o n would also be h e l p f u l . 

B a s i c a l l y , the term "urban i n d i v i d u a l economy" refe r s to a sector 

consisting of small-scale commercial, service, and i n d u s t r i a l or 

handicraft enterprises i n c i t i e s and towns, owned and for the 

most part operated by indivi d u a l s or fami l i e s , sometimes with a 

few hired employees or apprentices. I t covers a broad range of 

operational forms, including work i n the home, small shops and 

workshops, f i x e d - l o c a t i o n sidewalk and market s t a l l s (permanent 

as well as peri o d i c and seasonal), and i t i n e r a n t businesses 

operated from pushcarts and baskets balanced on shoulder-poles. 

I t should also be noted that t h i s t h e s i s confines i t s e l f to 

legally-recognized ( i . e . licensed) i n d i v i d u a l enterprises. The 

black market, grey market, or underground economy i s a 

fascinat i n g subject, but by i t s nature exceedingly d i f f i c u l t for 

a foreign scholar to research. There also e x i s t s a large number 

of unlicensed i n d i v i d u a l firms which are i n other respects 

indistinguishable from legitimate operations, but again, i t i s 

very d i f f i c u l t to know exactly how many there are, although 

estimates do e x i s t and w i l l be taken into account. In any case 
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t h e l e g a l i n d i v i d u a l s e c t o r p r o v i d e s more t h a n enough m a t e r i a l 

f o r one t h e s i s . I l l e g a l a c t i v i t i e s a r e touched upon, o f c o u r s e , 

i n C h a p t e r F o u r which d i s c u s s e s q u e s t i o n s o f law, c r i m e , and 

punishment . T h e r e i t becomes c l e a r j u s t how e l u s i v e t h e l i n e 

between between l e g a l and i l l e g a l a c t i v i t i e s can be . A l s o , i t i s 

a p p a r e n t t h a t many l i c e n s e d i n d i v i d u a l o p e r a t o r s engage i n 

i l l i c i t a c t i v i t i e s on t h e s i d e , 1 5 but a g a i n t h i s phenomenon w i l l 

no t be c o n s i d e r e d i n d e t a i l i n t h i s s t u d y . 

Urban 

The d e f i n i t i o n o f the term "urban" i s more p r o b l e m a t i c . 

F i r s t i t s h o u l d be noted t h a t the major j u s t i f i c a t i o n o f 

c o n f i n i n g t h i s s t u d y t o the urban i n d i v i d u a l s e c t o r i s t h a t the 

s t u d y i s p r i m a r i l y m o t i v a t e d by an i n t e r e s t i n the r o l e o f the 

i n d i v i d u a l s e c t o r w i t h i n the c o n t e x t o f urban deve lopment . As 

w e l l , i n t h e p e r i o d under s t u d y , the focus o f most o f the s o u r c e 

l i t e r a t u r e was the urban i n d i v i d u a l s e c t o r , w i t h the r u r a l s e c t o r 

t r e a t e d as a s e p a r a t e s u b j e c t . C e n t r a l r e g u l a t i o n s were 

e x p l i c i t l y aimed a t t h e urban i n d i v i d u a l s e c t o r , a l t h o u g h they 

a l s o a p p l i e d " i n p r i n c i p l e " t o the r u r a l i n d i v i d u a l economy as 

w e l l . I t was no t u n t i l e a r l y 1984 t h a t r e g u l a t i o n s were d r a f t e d 

s p e c i f i c a l l y f o r the r u r a l i n d i v i d u a l s e c t o r . 

Over the y e a r s t h e r e has been c o n s i d e r a b l e d i s c u s s i o n among 

C h i n e s e and f o r e i g n s c h o l a r s about the p r e c i s e meaning o f the 

terms u r b a n and r u r a l i n the contemporary C h i n e s e c o n t e x t , and 

even on such b a s i c i s s u e s as on the r e l a t i v e o r a b s o l u t e s i z e o f 

C h i n a ' s urban p o p u l a t i o n . 1 6 There i s no need here t o go i n t o the 
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i n t r i c a c i e s o f t h i s d i s c u s s i o n , except t o say t h a t as o f t h e t ime 

o f w r i t i n g , c r u c i a l q u e s t i o n s about d e f i n i t i o n s and e s p e c i a l l y 

t h e i n t e r p r e t a t i o n o f urban p o p u l a t i o n s t a t i s t i c s have y e t t o be 

s e t t l e d . 1 7 D e s p i t e problems o f d e f i n i t i o n , however, t h e r e 

appears t o be a w e l l - u n d e r s t o o d f u n c t i o n a l d i s t i n c t i o n between 

a g r i c u l t u r a l and n o n - a g r i c u l t u r a l p o p u l a t i o n s . 1 8 As w e l l , t h e r e 

i s a c l a s s i f i c a t i o n system which d i v i d e s urban p l a c e s i n t o 

m u n i c i p a l i t i e s ( sh i ) under p r o v i n c i a l j u r i s d i c t i o n (except f o r 

t h e t h r e e l a r g e s t — B e i j i n g , T i a n j i n , and Shangha i—which a r e 

d i r e c t l y a d m i n i s t e r e d by the c e n t r a l government) , and towns 

( zhen) , under county a d m i n i s t r a t i o n , t h e m a j o r i t y b e i n g county 

s e a t s . 1 9 The much-coveted urban h o u s e h o l d r e g i s t r a t i o n (hukou) , 

however, i s g i v e n o n l y t o househo lds t h a t a r e c l a s s i f i e d as 

" n o n - a g r i c u l t u r a l " ; " a g r i c u l t u r a l " househo lds do not have urban 

r e g i s t r a t i o n even i f they a r e l o c a t e d i n u r b a n a r e a s . 2 0 

In t h e C h i n e s e l i t e r a t u r e , the urban i n d i v i d u a l economy i s 

g e n e r a l l y c a l l e d chenqzhen g e t i i i n g j i . Cheng means " c i t y " 

( o r i g i n a l l y the word a c t u a l l y r e f e r r e d t o a w a l l e d c i t y , 

h i s t o r i c a l l y t h e d e f i n i n g f e a t u r e o f an a d m i n i s t r a t i v e c e n t r e ) 

and zhen means "town." As a compound word chengzhen means " c i t i e s 

and towns", and when used as an a d j e c t i v e the meaning i s "urban" 

as opposed t o " r u r a l " . I t a l s o i m p l i e s " n o n - a g r i c u l t u r a l " . 2 1 

The chengzhen g e t i i i n g j i i s a subse t o f chengx iang g e t i i i n g j i 

which means "urban and r u r a l i n d i v i d u a l economy". X i a n g means 

v i l l a g e o r r u r a l a r e a ; i t a l s o r e f e r s t o a s u b - c o u n t y 
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a d m i n i s t r a t i v e u n i t u s u a l l y t r a n s l a t e d as "township". The term 

u r b a n i n d i v i d u a l economy, t h e n , r e f e r s t o n o n - a g r i c u l t u r a l 

i n d i v i d u a l e n t e r p r i s e s i n c i t i e s and towns o n l y . 

Growth and S i g n i f i c a n c e o f t h e I n d i v i d u a l Economy. 1978-84 

T h i s s e c t i o n w i l l a t tempt t o o u t l i n e the d imens ions o f the 

urban i n d i v i d u a l economy between 1978 and 1984. F i r s t some 

m e t h o d o l o g i c a l i s s u e s s h o u l d be d i s c u s s e d . 

A t t h e o u t s e t i t must be a c c e p t e d t h a t o f f i c i a l s t a t i s t i c s 

w i l l o n l y r e f l e c t t h e number o f l e g a l , l i c e n s e d i n d i v i d u a l 

o p e r a t o r s . Some s o u r c e s g i v e rough e s t i m a t e s o f t h e number o f 

u n l i c e n s e d o p e r a t o r s who may be o p e r a t i n g a t a g i v e n t i m e . 

However i t i s o b v i o u s l y d i f f i c u l t t o f i n d a u t h o r i t a t i v e f i g u r e s . 

S i n c e t h e r e g i s t r a t i o n system appears t o be f a i r l y comprehens ive , 

however, a t l e a s t a f t e r 1979, i t seems p r o b a b l e t h a t o f f i c a l 

f i g u r e s f o r r e g i s t e r e d e n t e r p r i s e s a r e q u i t e r e l i a b l e . Pre-1979 

f i g u r e s s h o u l d p r o b a b l y be t r e a t e d more c i r c u m s p e c t l y . 

Even the s t a t i s t i c s on l e g a l o p e r a t i o n s may p r e s e n t 

p r o b l e m s , h o w e v e r . 2 2 The most complete s t a t i s t i c a l d a t a come 

from t h e S t a t e S t a t i s t i c a l Bureau o f the PRC, but o t h e r s o u r c e s 

w i l l a l s o be u s e d . I t i s q u i t e common, however, f o r d i f f e r e n t 

s o u r c e s t o g i v e d i f f e r e n t f i g u r e s . A r e l a t e d prob lem i s t h a t 

s e t s o f s t a t i s t i c s a r e not a lways comparable because o f 

v a r i a t i o n s i n d e f i n i t i o n a l c r i t e r i a , w h i c h , moreover , a r e not 

a lways c l e a r l y s t a t e d . Sometimes even the S t a t e S t a t i s t i c a l 

Bureau w i l l g i v e d i f f e r e n t f i g u r e s f o r the same y e a r i n 

c o m p i l a t i o n s p u b l i s h e d s e v e r a l y e a r s a p a r t . F i n a l l y , f o r the 
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p e r i o d between 1965 and 1978, t h a t i s , t h e c u l t u r a l r e v o l u t i o n 

p e r i o d and i t s immediate a f t e r m a t h , the r e l e a s e o f s t a t i s t i c s was 

a r a r e o c c a s i o n , and t h o s e t h a t do e x i s t s h o u l d be t r e a t e d w i t h 

extreme c a u t i o n . 

Because o f t h e d e f i c i e n c i e s o u t l i n e d above, and s i n c e t h i s 

i s no t i n t e n d e d t o be a demographic o r s t a t i s t i c a l s t u d y , no 

e f f o r t has been made a t d e t a i l e d o r s o p h i s t i c a t e d s t a t i s t i c a l 

a n a l y s i s , n o r t o s y s t e m a t i c a l l y compare d i f f e r e n t s t a t i s t i c s from 

d i f f e r e n t s o u r c e s . F o r t h i s s tudy the i m p o r t a n t e lement i s 

t r e n d s , and e r r o r s o f a few p e r c e n t a g e p o i n t s a r e u n l i k e l y t o 

a f f e c t t h e g e n e r a l p i c t u r e . Where m i s g i v i n g s o r c a u t i o n a r e i n 

o r d e r , t h i s w i l l be n o t e d . 

T h e r e a r e d i f f e r e n t ways o f a s s e s s i n g the r e l a t i v e s i z e and 

hence importance o f the i n d i v i d u a l economy, and d i f f e r e n t methods 

y i e l d d i f f e r e n t i m p r e s s i o n s . I f seen i n terms o f the number o f 

workers employed i n the s e c t o r compared w i t h workers i n the 

s t a t e , c o o p e r a t i v e , and c o l l e c t i v e s e c t o r s , the i n d i v i d u a l 

economy l o o k s i n s i g n i f i c a n t i n d e e d . I f , however, the number o f 

f i r m s i n t h e i n d i v i d u a l s e c t o r i s compared w i t h o t h e r s e c t o r s , 

t h e p i c t u r e which emerges i s o f a much more s i g n i f i c a n t p r e s e n c e . 

A g a i n , t h e p r o p o r t i o n o f r e t a i l s a l e s h a n d l e d by the i n d i v i d u a l 

economy i s a l s o an index o f i t s s i g n i f i c a n c e which f a r outweighs 

i t s impor tance i n terms o f numbers o f p e o p l e employed. 

T a b l e 1 maps the d e c l i n e and r e v i v a l o f the u r b a n 

i n d i v i d u a l economy from 1949 t h r o u g h 1984 i n aggregate f i g u r e s 

and as a p e r c e n t a g e o f the t o t a l l a b o u r f o r c e and t o t a l 

n o n a g r i c u l t u r a l l a b o u r f o r c e : 
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TABLE 1 

NUMBER OF URBAN INDIVIDUAL WORKERS 1949 - 1984 AND 
PROPORTION OF TOTAL LABOUR FORCE, SELECTED YEARS 

(Labour Force Figures in Millions) 
Labour Force Urban Individual Labourers 

Year Total Nonagric'I* Number % of Total % of Nonagr. 
1949 180.82 ... 7.24 4.00 ... 
1952 207.29 34.12 8.83 4.26 25.88 
1956 . . . . . . 0.16 ... 
1957 237.71 44.61 1.04 0.44 2.33 
1958 ... ... 1.06 ... ... 1959 • • • ... 1.14 • • . ... 
1960 ... ... 1.50 ... ... 1961 • • * ... 1.65 ... ... 
1962 259.10 46.32 2.16 0.83 4.66 
1963 ... ... 2.31 ... ... 1964 ... ... 2.27 ... ... 1965 286.70 52.72 1.71 0.60 3.24 
1970 344.32 66.18 0.96 0.28 1.45 
1975 381.68 87.08 0.24 0.06 0.28 
1976 388.34 93.86 0.19 0.05 0.20 
1977 393.77 100.32 0.15 0.03 0.15 
1978 398.56 104.30 0.15 0.04 0.14 
1979 405.81 111.56 0.32 0.08 0.29 
1980 418.96 116.85 0.81 0.19 0.69 
1981 432.80 121.09 1.13 0.26 0.93 
1982 447.06 126.93 1.47 0.33 1.16 
1983 460.04 134.94 2.31 0.50 1.71 
1984 475.97 150.59 3.39 0.71 2.25 

Source: State S t a t i s t i c a l Bureau of the PRC. S t a t i s t i c a l Yearbook of China 1985 (Hong Kong: Economic 
Information & Agency, 1985), p. 213; supplemented with figures for 1953-56. 1958-61 , 1963-64, 1966-69, 
and 1971-74 from the 1984 edition, p. 137. 
* Derived by subtracting labour force employed in agriculture from total labour force figures. 

Although the figures themselves might be questionable, 

e s p e c i a l l y for 1949 and 1966-75, the trend i s unmistakable, 

c l e a r l y r e f l e c t i n g s h i f t s i n p o l i c y toward the i n d i v i d u a l 

economy. Af t e r r e l a t i v e l y lenient p o l i c i e s through the early and 

mid-1950s, 1956 saw the wholesale closure or amalgamation of the 

majority of i n d i v i d u a l firms. At the end of 1956, the number of 

urban i n d i v i d u a l workers was 1.04 m i l l i o n , down from 6.4 m i l l i o n 

the previous year (although as w i l l be seen i n Chapter Two below, 

t h i s s h i f t was l a r g e l y on paper, as r e f l e c t e d i n the higher 

figure f o r the following year, which was s t i l l only about 

one-sixth the 1955 number.) P o l i c i e s loosened i n the early 1960s 

i n the economic and c r i s i s following the "Great Leap Forward", 
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then tightened again j u s t before and during the c u l t u r a l 

revolution decade. By 1978 only 150,000 registered i n d i v i d u a l 

firms remained. From 1979 onward, the i n d i v i d u a l economy began 

to grow again, r e g i s t e r i n g an almost ten-fold increase by 1984. 

This brought the urban i n d i v i d u a l sector approximately back to 

1960 l e v e l s . 2 3 But because of population growth, t h i s 

represented a regaining of only a f r a c t i o n of the 4 percent of 

t o t a l labour force and 25 percent of the nonagricultural labour 

force the urban i n d i v i d u a l economy enjoyed i n the mid-1950s. 

This general trend i s repeated i n a l l a v a i l a b l e time-series 

s t a t i s t i c s , and the reasons for i t are very straightforward. 

As Table 1 indicates, the i n d i v i d u a l economy has only 

accounted f o r a t i n y proportion of China's t o t a l workforce, which 

has been and continues to be overwhelmingly a g r i c u l t u r a l . As a 

proportion of the nonagricultural workforce i t has been more 

s i g n i f i c a n t but since 1957 has s t i l l employed only a small 

minority, even with the growth i n i n d i v i d u a l employment a f t e r 

1978. 

As Table 2 shows, however, i f t o t a l labour force figures 

are disaggregated by sector, a d i f f e r e n t picture of the r e l a t i v e 

importance of the i n d i v i d u a l economy begins to emerge: 
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TABLE 2 

URBAN INDIVIDUAL WORKERS AS PROPORTION OF TOTAL 
LABOUR FORCE IN SELECTED SECTORS 
(Employment Figures in Millions) 

1981 1982 1983 1984 

No. % No. X No. X No. X 

A l l sectors 
Industry 
Construction 
Transport* 
Connerce and 

Services** 

1.13 
0.11 
0.01 
0.02 

0.99 

0.26 
0.19 
0.08 
0.24 

5.79 

1.47 
0.16 
0.01 
0.02 

1.28 

0.33 
0.27 
0.07 
0.24 

7.03 

3.39 
0.38 
0.04 
0.12 

2.82 

0.71 
0.60 
0.22 
I. 11 

II. 98 

Source: State S t a t i s t i c a l Bureau of the PRC. S t a t i s t i c a l 
Information & Agency): 1982, p. 106; 1983, p. 121; 1985, 

Yearbook of China (Hong Kong: 
p. 214. 

Economic 

* Includes transport, 
** Includes commerce, 

posts and telecommunications. 
catering trades, service trades, and supply and marketing of materials. 

A l t h o u g h i n d i v i d u a l workers by the end o f 1984 s t i l l 

c o m p r i s e d l e s s t h a n one p e r c e n t o f the t o t a l l a b o u r f o r c e , i n 

commerce and s e r v i c e s where the g r e a t e s t numbers o f i n d i v i d u a l 

workers were c o n c e n t r a t e d , t h e p r o p o r t i o n was much l a r g e r , and 

moreover d o u b l e d between 1981 and 1984, from l e s s t h a n s i x 

p e r c e n t i n 1981 t o a lmost twe lve p e r c e n t i n 1984. 

W i t h i n the commerc ia l and s e r v i c e s e c t o r , t h e impact o f the 

development o f the i n d i v i d u a l economy i s more a p p a r e n t when 

p o r t r a y e d i n terms o f the number o f b u s i n e s s e s r a t h e r t h a n 

employees . T a b l e 3 g i v e s the p r o p o r t i o n o f i n d i v i d u a l workers 

and i n d i v i d u a l l y - r u n e n t e r p r i s e s i n commerce, c a t e r i n g , and 

s e r v i c e s f o r 1978-84 and ( f o r comparison) s e l e c t e d y e a r s from 

1952 t o 1965. These s t a t i s t i c s combine urban and r u r a l 

e n t e r p r i s e s . ( I t w i l l be noted t h a t the p e r c e n t a g e s f o r 

w o r k f o r c e do no t agree w i t h the t a b l e above, because o f t h e way 

i n which t h e f i g u r e s were d e r i v e d . ) 
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TABLE 3 

IMPORTANCE OF INDIVIDUAL WORKERS AND FIRMS IN 
COMMERCE, CATERING, AND SERVICES, 1952-1984 

(Total Figures in Millions) 
Employment Establishments 

Total Indiv. Indiv. as % Total Indiv. Indiv. as % 
Employed of total of total 

1952 9.529 8.255 86.63 5.500 5.359 97.44 
1957 7.614 0.783 10.28 2.703 0.681 25.19 
1963 5.152 0.771 14.97 1.439 0.660 45.87 
1965 5.119 0.560 10.94 1.286 0.479 37.25 
1978 6.078 0.262 4.31 1.255 0.178 14.18 
1979 7.905 0.299 3.78 1.420 0.203 14.30 
1980 9.268 0.897 9.68 2.022 0.686 33.94 
1981 11.224 1.779 15.85 2.938 1.441 49.05 
1982 12.921 2.710 20.97 3.832 2.216 57.83 
1983 16.676 6.088 36.51 6.604 4.920 74.50 
1984 21.526 9.607 44.63 9.150 7.281 79.57 

Source: State S t a t i s t i c a l Bureau of the PRC, S t a t i s t i c a l Yearbook of China (HongKong: Economic 
Information & Agency), 1983, p. 399; and 1985, p. 487. 
Note: Where discrepancies arose in 1957 data, figures from the 1985 edition were used on the assumption 
that these would be more rel i a b l e . 

Table 3 v i v i d l y i l l u s t r a t e s the s i g n i f i c a n c e of the 

in d i v i d u a l economy i n the sector most l i k e l y to a f f e c t the 

day-to-day l i v e s of ordinary consumers i n the PRC. In 1952 

in d i v i d u a l firms reportedly comprised over 97 percent of the 

t o t a l number of establishments i n the commercial and service 

sector. By the end of the c u l t u r a l revolution period, they were 

down to les s than 15 percent. By the end of 1984, however, more 

than three-quarters of the commercial, catering, and service 

establishments were i n d i v i d u a l l y operated. 

The large numbers of i n d i v i d u a l enterprises influence very 

strongly the look and atmosphere of the Chinese economic 

landscape. In the c i t i e s , the presence of m i l l i o n s of t i n y 

shops, cafes, sidewalk shoe repairmen, market s t a l l s , and 

i t i n e r a n t peddlers undoubtedly has a far greater impact on such 

things as consumer convenience, t r a f f i c movement (and conges-
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t i o n ) , s t r e e t l i f e , s treet noise, and urban environment i n 

general than the equivalent number of employees working i n large 

department stores and canteen-style restaurants. 

Using Table 3 to calculate the number of employees per 

firm, we f i n d that the s i z e of commercial, catering, and service 

enterprises i n the state-run and c o l l e c t i v e sector grew s t e a d i l y 

between 1957 and 1982 (apart from a s l i g h t decrease between 1965 

and 1978, f o r which period the State S t a t i s t i c a l Bureau has not 

supplied data), from 3.38 employees per establishment i n 1957 to 

6.32 i n 1978. Between 1965 and 1978 there was also a net 

decrease i n the number of establishments i n the state-run and 

c o l l e c t i v e sector (while China's t o t a l population continued to 

grow at a rate of more than two percent per year). A l l of t h i s 

points to a trend to increase i n s i z e of establishments with a 

concurrent decrease i n t h e i r numbers which reinforces the 

complaints which surfaced i n the Chinese press a f t e r 1976 about 

the inadequacy of the commercial network to s a t i s f y the everyday 

needs of consumers. 

Table 4 disaggregates data on the proportion of 

individually-operated enterprises i n d i f f e r e n t streams of the 

commercial sector. Although i t comes from a d i f f e r e n t source, 

the basic data are roughly s i m i l a r , and further reinforce the 

conclusion that the impact of the growth of the i n d i v i d u a l 

economy i s larger than the employment figures would suggest. 
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TABLE 4 

INDIVIDUAL RETAILING, CATERING, AND SERVICES 
AS A PROPORTION OF TOTAL OUTLETS, 1957-1985 

(Percentages) 
Year A l l Enterprises RetaiI Catering Services 

% Indiv. % Indiv. X Indiv. % Indiv. 

1957 25.2 21.1 25.1 53.6 
1978 14.2 10.3 30.8 37.8 
1979 14.3 10.5 29.0 30.1 
1980 33.9 25.8 55.2 55.0 
1981 49.0 41.0 65.8 67.8 
1982 57.8 51.3 71.5 71.9 
1983 74.5 71.9 80.3 82.4 
1984 79.6 77.4 84.4 86.7 
1985 81.6 79.5 86.8 87.4 

Source: Guowuyuan Bangongting Diaoyanshi (State Council General Office Survey Research Office) (ed.), 
Geti Jin g j i Diaocha Yu Yaniiu (Surveys and Research on Individual Economy), Beijing: Ji n g j i Kexue 
Chubanshe, 1986, p. 299.  

The most s t r i k i n g i m p r e s s i o n i s t h a t by the end o f 1980, 

o v e r o n e - h a l f o f t h e c a t e r i n g and s e r v i c e e n t e r p r i s e s i n C h i n a 

were i n d i v i d u a l l y - o p e r a t e d , compared w i t h around 30 p e r c e n t i n 

1978. (The drop between 1978 and 1979 was due t o a sudden 

i n c r e a s e i n t h e number o f c o l l e c t i v e e n t e r p r i s e s ; i n many c i t i e s , 

such as B e i j i n g , i n d i v i d u a l l y - o w n e d r e s t a u r a n t s were s t i l l 

i l l e g a l u n t i l 1980 a l t h o u g h o t h e r k i n d s o f s e r v i c e t r a d e s had 

been i s s u e d l i c e n s e s . ) By 1982 o v e r o n e - h a l f o f the r e t a i l 

e n t e r p r i s e s were i n d i v i d u a l l y - r u n , compared w i t h o n l y 10 p e r c e n t 

i n 1978-79. By the end o f 1984 over t h r e e q u a r t e r s o f a l l r e t a i l 

e s t a b l i s h m e n t s were i n d i v i d u a l l y - r u n , and w e l l o v e r 80 p e r c e n t o f 

c a t e r i n g and s e r v i c e e n t e r p r i s e s . 

The f i g u r e s i n T a b l e 4 i n c l u d e b o t h urban and r u r a l a r e a s . 

( I t s h o u l d be n o t e d , however, t h a t i n C h i n a n o n a g r i c u l t u r a l 

s e r v i c e e n t e r p r i s e s , and r u r a l p o p u l a t i o n g e n e r a l l y , t e n d t o be 

c l u s t e r e d i n v i l l a g e s and s m a l l towns which may o r may not 

o f f i c i a l l y be c l a s s i f i e d as u r b a n . ) F o r the c i t i e s , t i m e - s e r i e s 
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d a t a a r e more d i f f i c u l t t o o b t a i n . A 1985 compendium o f u r b a n 

s t a t i s t i c s f o r 295 c i t i e s , however, g i v e s r i c h i n f o r m a t i o n on the 

s i t u a t i o n f o r 1984. These d a t a a r e summarized i n T a b l e 5. 

TABLE 5 

INDIVIDUAL RETAIL, CATERING, AND SERVICE OUTLETS 
AS PROPORTION OF TOTAL OUTLETS IN 295 CITIES, 1984 

Total Individual Outlets 
Outlets Number % 

A l l Trades 
City & counties* 4,616,757 3,640,153 78.85 
City only 1,800,686 1,360,284 75.54 

Retail 
C i t y & counties 3,292,636 2,537,076 77.05 
City only 1,191,122 880,167 73.89 

Catering 
City & counties 611,309 500,190 81.82 
City only 306,948 241,883 78.80 

Services 
City & counties 712,812 602,887 

238,234 
84.58 

City only 302,616 
602,887 
238,234 78.72 

Based on: State S t a t i s t i c a l Bureau, People's Republic of China, comp., China: Urban  
S t a t i s t i c s 1985 (London: Longman Group Ltd., and Beijing: China S t a t i s t i c a l Information 
and Consultancy Service Centre, 1985), pp. 480, 488. 
* C i t i e s are generally delineated to include the surrounding rural hinterland (counties), 
which can also include towns of considerable s i z e , the population of which i s included i n 
aggregate urban population s t a t i s t i c s . "City only" refers to the built-up urban area. 
The 295 c i t i e s included in thi s compilation comprised 73.82% of the country's 
nonagricultural population as of end-1984. 

The d a t a f o r t h e s e c i t i e s c o n f i r m the i m p r e s s i o n t h a t by 

t h e end o f 1984, urban r e t a i l i n g , c a t e r i n g , and s e r v i c e s were 

n u m e r i c a l l y dominated by s m a l l e n t e r p r i s e s o f the i n d i v i d u a l 

s e c t o r . More d e t a i l i s a v a i l a b l e f o r o n l y a few s p e c i f i c c i t i e s ; 

T a b l e 6 g i v e s c o m p a r a t i v e d a t a f o r B e i j i n g . I t w i l l be noted 

t h a t f o r most c a t e g o r i e s the p e r c e n t a g e s a r e c o n s i d e r a b l y lower 

t h a n i n t h e t a b l e above; w i t h o u t more d e t a i l e d i n f o r m a t i o n on 

d a t a s o u r c e s and d e f i n i t i o n s , i t i s i m p o s s i b l e t o s u p p l y reasons 

f o r the d i v e r g e n c e s . 
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TABLE 6 

COMMERCIAL. CATERING , SERVICE, AND REPAIR OUTLETS AND PERSONNEL 
BY FORM OF OWNERSHIP, BEIJING, YEAR-END 1984 

(Percentages) 
State Collective Cooperative Indi

Ventures vidual 
A l l outlets 12.58 23.64 0.05 63.72 
Personnel 45.56 40.62 1.23 12.58 
Ret a i l Commerce 
Outlets 14.95 24.46 0.05 60.54 
Personnel 49.77 38.39 0.25 11.59 

Catering 
Outlets 14.75 29.79 0.05 55.41 
Personnel 45.35 43.16 0.37 11.12 

Services 
Outlets 17.53 32.22 0.18 50.07 
Personnel 54.99 33.87 6.67 4.47 

Repairs 
Outlets 1.39 14.31 • • . 84.30 
Personnel 6.92 57.44 • • • 35.64 

Tailoring and Sewing 
Outlets 0.86 11.50 * • • 87.64 
Personnel 8.97 55.40 ... 35.63 

Manufacturers' Sales Outlets 
Outlets 41.63 58.14 0.23 ... Personnel 32.98 66.95 0.08 

Source: Beijing Shi Tongji Ju (Beijing Municipal S t a t i s t i c a l Bureau), Beijing Shi Shehuiiinqji Tongji 
Nianiian 1985 (Beijing Municipality Social and Economic S t a t i s t i c s Yearbook 1985). Be i j i n g : Zhongguo 
Tongji Chubanshe, 1985, p. 349. 

In terras of value of r e t a i l sales, however, the i n d i v i d u a l 

economy appears a somewhat less s i g n i f i c a n t force, as Table 7 

demonstrates. 

TABLE 7 
INDIVIDUAL ECONOMY'S VALUE AND SHARE OF 

TOTAL RETAIL SALES, 1978 - 1984 
(Value i n Rmb 100 M i l l i o n ) 

Value As X of Total Retail Sales 
1978 2.1 0.1 
1979 . . . • • • 
1980 14.7 0.7 
1981 37.4 1.6 
1982 74.6 2.9 
1983 184.5 6.5 
1984 323.7 9.6 

Source: State S t a t i s t i c a l Bureau of the PRC. S t a t i s t i c a l Yearbook of China 
(Hong Kong: Economic Information & Agency): 1981, p. 335: 1983, p. 372: 1985, 
p. 465. 
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More s i g n i f i c a n t was the growth rate of share of r e t a i l 

sales r e l a t i v e to other sectors. In 1984, f o r example, when the 

o v e r a l l growth i n r e t a i l sales was 17.8 percent, sales i n the 

i n d i v i d u a l sector increased by 76.4 p e r c e n t . 2 4 

The o v e r a l l picture which emerges from t h i s s t a t i s t i c a l 

overview i s of a sector which experienced rapid growth between 

1978 and 1984. Although by the end of 1984 s t i l l r e l a t i v e l y 

small i n terms of t o t a l employment, the i n d i v i d u a l economy had 

become an important force i n the commercial and service sector by 

v i r t u e of sheer numbers of very small firms. Moreover i t was 

capturing a r a p i d l y growing share of r e t a i l sales i n the economy 

as a whole. Most important was i t s growing impact on the 

d i s t r i b u t i o n of goods and services i n China's c i t i e s . 

Structure of the Individual Economy 

As noted i n the section above, most i n d i v i d u a l employment 

was concentrated i n the t e r t i a r y sector, e s p e c i a l l y i n r e t a i l 

commerce, catering, and service trades. 

The most d e t a i l e d figures on o v e r a l l occupational structure 

i n the i n d i v i d u a l economy are those compiled for 1981-85 by the 

General Administration for Industry and Commerce, the agency i n 

charge of o v e r a l l l i c e n s i n g and supervision of the i n d i v i d u a l 

economy. Tables 8A and 8B summarize these figures for urban 

indivual enterprises only, f i r s t by number of enterprises, 

secondly by percentage. (It should be noted that the t o t a l s 

d i f f e r from those taken from State S t a t i s t i c a l Bureau sources 
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above. Since these figures are probably aggregated from l o c a l 

r e g i s t r a t i o n records, i t i s l i k e l y that they are more accurate 

than SSB figures.) 

TABLE 8A 

OCCUPATIONAL STRUCTURE OF THE URBAN INDIVIDUAL ECONOMY BY 
NUMBER OF ENTERPRISES. 1981-85 

(Figures in thousands) 
1981 1982 1983 1984 1985 

Total 896 1,132 1,705 2,222 2,798 
Industry & Handicrafts 74 97 145 196 262 
Transportation 11 13 23 59 109 
Construction 2 3 4 6 8 
Commerce 451 601 1,012 1,302 1,579 
Catering 163 218 255 321 410 
Services 90 109 131 155 199 
Repairs 74 86 118 151 186 
Other 4 5 17 32 45 

TABLE 8B 

OCCUPATIONAL STRUCTURE OF THE URBAN INDIVIDUAL ECONOMY 
BY NUMBER OF ENTERPRISES, 1981-85 

(Percentages) 
1981 1982 1983 1984 1985 

Industry & Handicrafts 8.52 8.57 8.50 8.82 9.36 
Transportation 1.27 1.15 1.35 2.66 3.89 
Construction 0.23 0.27 0.23 0.27 0.29 
Commerce 51.90 53.09 59.35 58.60 56.43 
Catering 18.76 19.26 14.96 14.47 14.65 
Services 10.36 9.63 7.68 6.98 7.11 
Repairs 8.52 7.60 6.92 6.79 6.65 
Other 0.46 0.44 0.99 1.44 1.61 
Source: Guowuyuan Bangongting Diaoyanshi (State Council General Office Survey Research 
Office), ed.. Geti J i n q i i Diaocha Yu Yaniiu (Surveys and Research on Individual Economy). 
Beijing: Ji n g j i Kexue Chubanshe, 1986, pp. 296-7. (Based on Administration of Industry and 
Commerce figures.) 

According to these s t a t i s t i c s , occupational structure 

within the i n d i v i d u a l urban economy remained f a i r l y constant from 

1981 to 1985. The same source gives a breakdown according to 

employment as well, but since the number of employees per firm i n 

every sector hovers around 1.2 to 1.3, the occupational data 

present a s i m i l a r picture. Because firm sizes i n industry and 

handicrafts, construction, and catering tend to be s l i g h t l y 

larger than i n commerce and the other trades, the importance of 
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commerce i s s l i g h t l y l e s s when employment figures are used rather 

than figures on number of firms. (For example on t h i s basis the 

1985 figure f o r commerce i s 52.15 percent as opposed to 56.43 

percent, and that for catering i s 17.63 percent rather than 14.65 

percent.) 

Broadly speaking, for the e n t i r e period, about 50 to 60 

percent of a l l urban i n d i v i d u a l firms were engaged i n commerce, 

another 15 to 20 percent i n catering, and 10 percent or s l i g h t l y 

l e s s i n industry and handicrafts and i n service trades. Six to 8 

percent were engaged i n repairs, 1 to 3 percent i n transport, and 

l e s s than 1 percent i n construction. The share i n industry and 

handicrafts increased over these f i v e years, as d i d transport. 

Catering, services, and repairs decreased, and commerce increased 

from 1981 through 1983, then f e l l s l i g h t l y i n the following two 

years. 

Unfortunately very l i t t l e d e t a iled l o c a l data has been 

published on the structure of the i n d i v i d u a l economy i n various 

c i t i e s , and what information does e x i s t i s d i f f i c u l t to compare 

or i n t e r p r e t because there i s no standardization of categories 

used. However, p a r t i a l l o c a l data suggest that the above 

structure, while broadly applicable, varies from l o c a l i t y to 

l o c a l i t y , and according to whether the figures include the urban 

built-up areas only or also the surrounding r u r a l counties. 

Table 9 gives comparable figures for B e i j i n g for 1983 and 1984, 

for the e n t i r e municipality and the urban d i s t r i c t s only. 
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TABLE 9 

OCCUPATIONAL STRUCTURE OF URBAN INDIVIDUAL 
ENTERPRISES IN BEIJING, 1981-85 

(Percentages) 
1983 1984 

Municipality Urban Municipality Urban 
D i s t r i c t s D i s t r i c t s 

Handicrafts 11.28 5.51 13.81 6.73 
Transportation 4.19 6.79 7.72 8.08 
Construction 1.90 0.95 1.89 0.73 
Commerce 48.34 48.02 45.11 43.22 
Catering 7.23 6.57 6.71 8.59 
Services 4.01 5.45 4.53 5.61 
Repairs 16.35 17.89 14.88 17.32 
Clothing 
Manufacture 6.74 8.75 5.12 9.24 

Other 0.04 0.06 0.23 0.49 
Source: Beijing Shi Tongji Ju (Beiiing Municipal S t a t i s t i c a l Bureau). Beijing Shi Shehuiiingii 
Tongji Nianiian 1985 (Beiiing Municipality Social and Economic S t a t i s t i c s Yearbook 1985). 
Beijing: Zhongguo Tongji Chubanshe, 1985, p. 389. 

As Table 9 shows, the structure of the i n d i v i d u a l economy 

i n B e i j i n g f o r 1983 and 1984 was broadly comparable with the 

national figures. By f a r the largest proportion of firms were 

commercial. While for the country as a whole catering ranked 

second, f o r B e i j i n g , repair trades ranked second to commerce, 

with sewing t h i r d and catering f o u r t h — f o r the urban d i s t r i c t s . 

When the surrounding counties are included, handicrafts 

production—which i s more popular amongst r u r a l rather than urban 

i n d i v i d u a l operators—takes on much greater s i g n i f i c a n c e . Given 

the differences i n categories between the national data and the 

B e i j i n g figures, i t would be f r u i t l e s s to speculate i n any great 

d e t a i l on the reasons for these discrepancies. 

Some mention has already been made of firm s i z e . 

Individual enterprises are small by d e f i n i t i o n , and the available 

data support the assertion that the i n d i v i d u a l economy on the 

whole consists of businesses run by i n d i v i d u a l s and t h e i r 

f a m i l i e s . Nevertheless, as Table 10 demonstrates, there are 
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i n t e r e s t i n g d i f f e r e n c e s i n the d i f f e r e n t s e c t o r s which make up 

t h e i n d i v i d u a l economy, and between u r b a n i n d i v i d u a l b u s i n e s s e s 

and t h e i r r u r a l c o u n t e r p a r t s . 

TABLE 10 

FIRM SIZE IN VARIOUS SECTORS OF THE 
INDIVIDUAL ECONOMY, 1981 AND 1984 

(Persons per Firm) 
Urban and Rural Urban Only 

1981 1984 1981 1984 
A l l Sectors 1.24 1.40 1.22 1.31 
Industry and Handicrafts 1.33 1.69 1.26 1.42 
Transport 1.21 1.58 1.27 1.36 
Construction 2.25 5.54 4.00 3.67 
Commerce 1.17 1.28 1.16 1.23 
Catering 1.42 1.62 1.34 1.56 
Services 1.20 1.28 1.20 1.29 
Repairs 1.13 1.24 1.16 1.27 
Other 1.42 1.11 1.25 1.31 
Source: Guouuyuan Bangongting Diaoyanshi (State Council General Office Survey Research 
Office), ed., Geti Jingji Diaocha Yu Yaniiu (Surveys and Research on Individual Economy), 
Beijing:Jingji Kexue Chubanshe, 1986, pp. 296-7. (Based on Administration of Industry 
and Commerce figures.)  

As t h e above t a b l e shows, a p a r t from the c o n s t r u c t i o n 

t r a d e s , a l l s e c t o r s had on average l e s s than two p e o p l e w o r k i n g 

i n each f i r m . (These d a t a u n f o r t u n a t e l y do not d i s t i n g u i s h 

between n o n - s a l a r i e d f a m i l y members and s a l a r i e d employees o r 

a p p r e n t i c e s . ) F o r t h e urban i n d i v i d u a l economy, o t h e r t h a n 

c o n s t r u c t i o n , the s e c t o r w i t h the l a r g e s t f i r m s was c a t e r i n g . I t 

s h o u l d a l s o be no ted t h a t , f o r a l l s e c t o r s except the m y s t e r i o u s 

" o t h e r , " f i r m s i z e i n c r e a s e d from 1981 t o 1984 ( t h i s a p p a r e n t 

t r e n d i s s u p p o r t e d by documentary e v i d e n c e . ) 

These d a t a must be kept i n p e r s p e c t i v e , however. When we 

r e f e r t o "commercia l e n t e r p r i s e s " we a r e f o r the most p a r t 

t a l k i n g about s i m p l e b u s i n e s s e s l i k e t i n y ne ighbourhood g r o c e r y 

s t o r e s , o f t e n o p e r a t e d i n the f a m i l y ' s f r o n t room, o r s t a l l s s e t 
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up d u r i n g the day on s i d e w a l k s t o s e l l c i g a r e t t e s , f r u i t , o r a 

few books o r magaz ines , t h e n f o l d e d away a t n i g h t . Sometimes 

t h e r e i s no s t a l l , mere ly a shee t o f f a b r i c o r p l a s t i c s p r e a d on 

t h e g r o u n d . Some o f t h e s e e s t a b l i s h m e n t s a r e more s u b s t a n t i a l , 

o p e r a t i n g out o f r e n t e d premises on busy s h o p p i n g s t r e e t s and 

s e l l i n g , f o r example, h i g h - p r i c e d f a s h i o n c l o t h e s . A g r e a t many 

o f t h e " s e r v i c e e n t e r p r i s e s " a r e s i m p l y p e o p l e s i t t i n g on low 

benches a l o n g t h e s i d e w a l k s , w i t h a few t i n s o f shoe p o l i s h and 

some r a g s . " C a t e r i n g " can r e f e r t o a n y t h i n g from a w e l l - a p p o i n t 

ed r e s t a u r a n t o r E u r o p e a n - s t y l e c o f f e e shop t o a few t a b l e s and 

benches s e t up on the s i d e w a l k o r i n a market s t a l l s e l l i n g bowls 

o f n o o d l e s o r beancurd soup, o r even j u s t watery t e a . Many 

s p e c i a l i z e i n l o c a l s p e c i a l t i e s and s n a c k s — " s t r e e t f o o d " . 

L i k e w i s e , " s e r v i c e s " can encompass i t i n e r a n t k n i f e - g r i n d e r s and 

l e t t e r - w r i t e r s , as w e l l as w e l l - e q u i p p e d beauty p a r l o u r s and 

photography s t u d i o s . " R e p a i r s " can r e f e r t o a n y t h i n g from p o t s 

and pans t o computers . A l t h o u g h some o f t h e s e t r a d e s d u p l i c a t e 

goods and s e r v i c e s s u p p l i e d by t h e s t a t e - r u n and c o l l e c t i v e 

s e c t o r s , many a r e p r o v i d i n g goods and s e r v i c e s t h a t have not been 

seen on C h i n a ' s s t r e e t s s i n c e the mid-1950s , o r which have been 

i n d e s p e r a t e l y s h o r t s u p p l y . 

I n d i v i d u a l o p e r a t i o n s can o p e r a t e from f i x e d l o c a t i o n s 

(which can i n c l u d e permanent shops o r workshops , market s t a l l s , 

o r s t r e e t s i d e s tands) o r they can be i t i n e r a n t o r s e m i - i t i n e r a n t . 

One s o u r c e noted t h a t i n 1980 some 86 p e r c e n t o f a l l i n d i v i d u a l 
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operations i n the country were "hawkers and peddlers" (xiaoshang 

xiaofan), of which a large proportion, e s p e c i a l l y i n the 

countryside, were i t i n e r a n t t r a d e r s . 2 5 

The number of i n d i v i d u a l trades which comprise the various 

categories i s vast. A 1982 study gives a l i s t of the trades 

found i n Shaanxi province as an example of the v a r i e t y of 

a c t i v i t i e s encompassed by the i n d i v i d u a l economy: 2 6 

Repairs: watches and clocks, b i c y c l e s , sewing machines, 
radios, t e l e v i s i o n s , c u l t u r a l and a t h l e t i c equipment (e.g. 
musical instruments, badminton rackets), e l e c t r i c a l goods 
(e.g. radios, tape-recorders), p l a s t i c s , nylon goods, 
cooking u t e n s i l s , appliances. 

Services: hairdressing/barbering, photography, shoe repair, 
laundry, sewing and mending, painting and papering, 
whitewashing, f l u f f i n g cotton wadding (used to s t u f f q u i l t s 
and cotton-padded c l o t h i n g — i t i s p e r i o d i c a l l y removed to 
wash and then has to be f l u f f e d up again, using s p e c i a l i z e d 
implements), furnace and stove repair and maintenance, r i c e 
puffing ( i t i n e r a n t hawkers with a pressurized c o a l - f i r e d oven 
which produces puffed-rice kernels c l o s e l y resembling 
breakfast c e r e a l ) , picture painting, s c r i b i n g and l e t 
t e r - w r i t i n g , custom pattern-cutting. 

Catering trades: restaurants, teashops, wineshops, vendors of 
steamed cakes, youtiao ( f r i e d dough-sticks usually eaten for 
breakfast), p i c k l e s , buckwheat noodles, meat dumplings, 
popsicles and ices, bean j e l l y , f r i e d sweets, zongzi (stuffed 
s t i c k y - r i c e dumplings wrapped i n bamboo leaves, t r a d i t i o n a l l y 
eaten during the Dragon Boat f e s t i v a l i n early summer), 
hundun (or wonton), f r i e d chicken, smoked meats, cold drinks, 
roasted sweet potatoes. 

Commerce: everyday small commodities, various food products, 
tobacco, wine, cakes and cookies, preserved and fresh f r u i t s , 
p i c k l e d vegetables, meat, poultry and eggs, f i s h , vegetable 
seeds, flowers and songbirds, t r o p i c a l f i s h and pet insects 
(such as cicadas and c r i c k e t s ) . 

Handicrafts: wood products, bamboo, rattan and palm products, 
metalwork, sewing and t a i l o r i n g , seal-carving, painting and 
calligraphy, paper flowers, toys. 

Building trades: building maintenance, plumbing and e l e c t r i 
c a l maintenance, plastering, whitewashing, painting, mat-shed 
building, well-digging. 
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Over the period under study the range of a c t i v i t i e s 

increased, as p o l i c y progressively relaxed to allow i n d i v i d u a l 

operators to engage i n formerly forbidden businesses and as the 

government encouraged the expansion of the t e r t i a r y sector. 

There was also a general increase i n the technical l e v e l of 

enterprises (for example a f t e r new regulations i n 1983 permitted 

the use of motorized vehicles i n the transport sector.) 

Demographic Features: Who are the Self-Employed? 

Demographic information on the i n d i v i d u a l economy i s 

sparse, spotty, and d i f f i c u l t to i n t e r p r e t . National s t a t i s t i c s 

are very hard to come by. Various studies on employment or on 

the i n d i v i d u a l economy i n p a r t i c u l a r c i t i e s or provinces 

published i n the Chinese l i t e r a t u r e have tended to be more 

informative, but often they r a i s e more questions than they 

answer. This section w i l l summarize some of these data and 

attempt to draw some tentative conclusions about who China's 

i n d i v i d u a l operators are. 

Previous Employment 

The r e a l impetus to the promotion of self-employment a f t e r 

1978 was the pressing problem of urban unemployment and the 

concomitant need for reform of the employment a l l o c a t i o n system. 

Chapter Two w i l l include a more det a i l e d discussion of t h i s 

issue, which by the l a t e 1970s was becoming a serious threat to 

any attempts at economic reform, and a major source of s o c i a l 

disorder, e s p e c i a l l y among young people. Statements about the 
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n e c e s s i t y o f d e v e l o p i n g the i n d i v i d u a l economy t o c r e a t e 

employment f o c u s e d e s p e c i a l l y on the prob lem o f "da iye  

q i n g n i a n " — l i t e r a l l y , " w a i t i n g - f o r - w o r k youth" o r young 

s c h o o l - l e a v e r s a w a i t i n g t h e i r f i r s t j o b ass ignments (of whom 

t h e r e was a l a r g e b a c k l o g by 1978.) But as w i l l be seen be low, 

o v e r t h e y e a r s t h e major b e n e f i c i a r y o f t h i s p o l i c y has t u r n e d 

out t o be a n o t h e r g r o u p , more d i f f i c u l t t o d e f i n e , l a b e l l e d 

"shehui x i a n s a n renyuan" . o r " s o c i a l l y i d l e p e r s o n n e l . " A n o t h e r 

i m p o r t a n t c a t e g o r y i s " r e t i r e d workers and s t a f f " — r e t i r e e s from 

s t a t e and c o l l e c t i v e u n i t s who may o r may not be c o l l e c t i n g 

r e t i r e m e n t p e n s i o n s . A l s o a s i g n i f i c a n t p r e s e n c e were t h o s e who 

had undergone l a b o u r r e f o r m o r l a b o u r e d u c a t i o n (the e q u i v a l e n t 

f o r j u v e n i l e o f f e n d e r s ) ; a group t h a t , as i n o t h e r c o u n t r i e s , i s 

d i s c r i m i n a t e d a g a i n s t i n j o b a s s ignments . 

N a t i o n a l s t a t i s t i c s show r a p i d growth i n the p r o p o r t i o n o f 

u n a s s i g n e d young p e o p l e among the s e l f - e m p l o y e d e a r l y i n the 

p e r i o d under s t u d y , f o l l o w e d by a d r o p p i n g - o f f toward the end o f 

t h e p e r i o d . A c c o r d i n g t o the E n c y c l o p e d i a o f C h i n a Yearbook , i n 

1981 23 .5 p e r c e n t o f the urban s e l f - e m p l o y e d f e l l i n t o t h a t 

c a t e g o r y , more t h a n 6.2 t imes the p r o p o r t i o n i n 1978, when the 

i n d i v i d u a l economy c o n s i s t e d a lmost s o l e l y o f o l d p e o p l e who had 

managed t o s t a y i n b u s i n e s s t h r o u g h t h e c u l t u r a l r e v o l u t i o n . The 

p r o p o r t i o n who were young p e o p l e w a i t i n g f o r j o b ass ignments 

i n c r e a s e d t o 26.7 p e r c e n t i n 1982, and 28.3 p e r c e n t i n 1983. By 

the end o f 1984 however, the p r o p o r t i o n had f a l l e n back t o 27.3 

p e r c e n t , and a y e a r l a t e r t o 25.7 p e r c e n t . I t i s d i f f i c u l t t o 

say what happened t o the p r o p o r t i o n who were f o r m e r l y " i d l e " , 
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however; f o r year-end 1981 i t was reported as 53 percent (with a 

further 16.4 percent l i s t e d as "other", and 7.12 percent l i s t e d 

as retired.) Figures were not supplied f o r 1982 and 1983, but for 

1985 the proportion of self-employed who were formerly " i d l e " was 

67 percent, sai d to be a decrease from 67.4 percent the previous 

year. In 1985 6.3 percent of the urban self-employed were 

r e t i r e e s , an increase from 5.3 percent the year before. The 

"other" category had disappeared, possibly absorbed into " i d l e " . 

27 

Some of the most detailed and probably aut h o r i t a t i v e l o c a l 

data on who i s employed i n the in d i v i d u a l economy come from a 

c o l l e c t i o n of a r t i c l e s published by the State Council i n 1986. 2 8 

The data compiled i n Table 11 summarize a l l the information 

provided i n t h i s book on the employment background of the 

self-employed i n s i x provinces and c i t i e s . 
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TABLE 11 

EMPLOYMENT BACKGROUND OF SELF-EMPLOYED IN 
SIX PROVINCES AND CITIES, 1985 
(Total Figures and Percentages) 

ZHEJIANG PROVINCE 
Total (survey of nine c i t i e s ) 33,153 

% 
Uaiting-for-work youths (daiye qinqnian) 
Retired workers and staff (tuixiu zhiqonq) 
Idle personnel (xiansan renyuan) 
Employed but salaries stoooed (tinqxin liuzhi) 
Formerly in labour education or labour reform (lianglao) 
Fired or discharged (kaichu c i t u i renyuan) 
Cadres families (ganbu iiashu) 
Other 

21.9 
2.9 
56.9 
2.5 

3.8 
2.5 
0.3 
9.2 

GUANGDONG PROVINCE 
Total ( f i v e samples) 11,630 

% 
Waiting-for-work youths 
Socially i d l e personnel (shehui xiansan renyuan) 
Retired workers and staff 
Peasants who have moved to c i t i e s (iincheng 
nongmin) 

34.3 
42.0 
1.1 

22.6 
SHANGHAI 

Total -- municipality 
" -- urban 
" -- rural 

113,937 
54,819 
59,118 

% of non-rural 
Waiting-for-work youths 
Retired workers and staff 
Resigned or dismissed workers and staff 
( t u i c i zhiqonq) 

Socially idle personnel 
Formerly in labour education and labour reform 
(lianglao) (not including those who f i r s t 
worked in state or collective units) 

16.3 
14.6 

11.0 
49.1 

10.4 

NANJING 
Total -- municipality (Oct. 1985) 17,355 
Survey of one d i s t r i c t (total 2,120): % 
Waiting-for-work youths 
Retired workers and staff 
Employed but salaries stopped (liuzhi tinqxin) 
Taken off unit's books (danwei chuminq) 
Resigned (tuizhi) 
Formerly in labour education and labour reform 
(laoqai laoiiao) 

Idle personnel (xiansan renyuan) 
Rural registration 

16.8 
4.3 
1.2 
0.4 
0.5 

10.3 
58.4 
8.0 

* Source noted that laoqai laoiiao were especially concentrated in some areas: in one 
market street, of 152 individual vendors 50 were from this category. 
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WUHAN 
Total 41,561 

% 
Waiting-for-employment youth 
Socially i d l e (shehui xiansan) 
Three labours (sanlao) 
Removed from enterprise's books (including 
resignations -- zj. U.) 

22.3 
49.9 
3.6 

*2.9 
* Totals 78.7%; figures not given for the other 21.3%. 

SHENYANG 
Total 105,042 

% 
Waiting-for-employment youth 
Ret i red 
Socially idle personnel 

11.8 
18.0 
14.6 

Note: Totals 44.4%; figures not given for the other 55.6%. 

I t would seem s a f e t o s a y , t h e n , t h a t about h a l f o f the 

u r b a n s e l f - e m p l o y e d i n the p e r i o d under s t u d y were f o r m e r l y 

" s o c i a l l y i d l e p e r s o n n e l . " I n t e r e s t i n g l y , t h i s r e s e a r c h has 

f a i l e d t o u n e a r t h an e x p l a n a t i o n o f who these p e o p l e a r e . A 

p a p e r ( i n E n g l i s h ) g i v e n by a C h i n e s e r e s e a r c h e r a t an 

i n t e r n a t i o n a l c o n f e r e n c e c a l l e d t h i s c a t e g o r y " p o t e n t i a l l a b o u r 

f o r c e " and s a i d i t i n c l u d e d "most ly housewives and former p r i v a t e 

bus inessmen who were f o r c e d t o g i v e up t h e i r b u s i n e s s and sen t t o 

the c o u n t r y s i d e d u r i n g the C u l t u r a l R e v o l u t i o n . " 2 9 S e v e r a l 

knowledgeable i n f o r m a n t s v o l u n t e e r e d the i n f o r m a t i o n t h a t t h i s 

c a t e g o r y was "very c o m p l i c a t e d " (hen f u z a ) . I t appears t o 

c o n s i s t o f t h e f o l l o w i n g groups : housewives and o t h e r s (such as 

the d i s a b l e d ) who were f o r m e r l y not i n the w o r k f o r c e a t a l l but 

who t o o k advantage o f the new p o l i c i e s toward s e l f - e m p l o y m e n t t o 

s e c u r e an independent income; o l d p e o p l e w i t h o u t p e n s i o n s ; young 

p e o p l e who r e f u s e d the j o b ass ignments they were g i v e n a f t e r 

f i n i s h i n g s c h o o l (which took them out o f the d a i y e c a t e g o r y ) ; 
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former "sent-down" y o u t h who had r e t u r n e d t o t h e c i t i e s from the 

c o u n t r y s i d e a f t e r 1978 b u t had not been g i v e n j o b a s s i g n m e n t s ; 

and p e o p l e who were f o r m e r l y work ing f o r o t h e r u n i t s b u t e i t h e r 

l o s t t h e i r j o b s a l t o g e t h e r , o r kept them n o m i n a l l y but a c t u a l l y 

had no work t o do (and perhaps no pay) because t h e i r u n i t s were 

i n f i n a n c i a l t r o u b l e . T h i s l a s t group c o u l d be termed t h e 

v i c t i m s o f r e c e n t economic r e f o r m s , which have t o some e x t e n t 

i n c r e a s e d c o m p e t i t i o n among u n i t s and rewarded e f f i c i e n c y , as 

w e l l as g i v i n g e n t e r p r i s e s the r i g h t t o f i r e redundant o r 

u n p r o d u c t i v e employees . One c o u l d s p e c u l a t e t h a t i t i s t h i s 

group which i s s w e l l i n g the numbers o f " i d l e p e r s o n n e l " who have 

t a k e n t o s e l f - employment i n more r e c e n t y e a r s . I t i s i n t e r e s t i n g 

t h a t w h i l e r e p o r t s i n the C h i n e s e l i t e r a t u r e appear eager t o 

d i s c u s s t h e i s s u e o f youths a w a i t i n g j o b a s s i g n m e n t s , t h e y a r e 

r e l u c t a n t t o t a c k l e the i s s u e o f unemployment d i r e c t l y . 

Age 

S i n c e one o f t h e major o b j e c t i v e s o f the pos t -1978 

p r o m o t i o n o f t h e i n d i v i d u a l economy was t o p r o v i d e j o b s f o r 

unemployed young p e o p l e i n the c i t i e s , one would expec t t h i s t o 

be r e f l e c t e d i n changes i n the age p r o f i l e o f the s e l f - e m p l o y e d . 

The i n d i v i d u a l s e c t o r had l o n g been r e g a r d e d as a haven f o r the 

e l d e r l y . A f t e r the c o l l e c t i v i z a t i o n o f most i n d i v i d u a l b u s i n e s s 

es i n t h e mid-1950s , any unemployment problems among urban youth 

had been s o l v e d by s e n d i n g them t o the c o u n t r y s i d e o r t o f r o n t i e r 
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regions. In the c i t i e s , most of the remaining self-employed 

workers were ei t h e r old or ph y s i c a l l y i n f i r m . This s i t u a t i o n 

remained v i r t u a l l y unchanged through the end of the 1970s. 

A study of Shanghai, for example, reported that "by 1975 

only some 8,000 self-employed persons remained, a l l of whom were 

long-standing i n d i v i d u a l workers above age s i x t y . " By September 

1981, one year a f t e r the central government had begun to a c t i v e l y 

encourage unemployed young people to open businesses, there were 

335 "young" self-employed (under twenty-five), representing 3.06 

percent of the c i t y ' s t o t a l number of self-employed workers. 3 0 

S i m i l a r l y , a survey conducted i n Bei j i n g found that of the 3,368 

people engaged i n in d i v i d u a l enterprise i n that c i t y at the end 

of August 1981, less than 10 percent were "young people" (in that 

survey defined as aged 17 to 35) about h a l f of whom were under 

twenty. 3 1 Guangzhou i n 1979 had 5,666 self-employed workers, of 

whom 216, or 4 percent, were "youths". 1981 s t a t i s t i c s show an 

increase i n the t o t a l number of self-employed to 25,655, of whom 

8,503 or 33.1 percent were c l a s s i f i e d as "youths". 3 2 Similar 

progress was reported i n Harbin, where 6.8 percent of the 4,888 

self-employed i n 1979 were "youth". The proportion increased to 

26 percent for 1980 (of a t o t a l of 8,827), and 34.6 percent for 

year-end 1981 (out of a t o t a l of 12,347). 3 3 

Thus even by l a t e 1981, i n conformance with the objective 

of developing the i n d i v i d u a l economy as a source of employment 

for young people, the demographic p r o f i l e of the sector i n many 

l o c a l i t i e s only very gradually became "younger". The surveys 

published by the State Council i n 1986 show that by the end of 
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1985 much more progress had been made, although comparisons are 

d i f f i c u l t because of the d i f f e r e n t age categories used i n each 

and because some of the data r e f e r to r u r a l and urban i n d i v i d u a l 

operators and some to urban only. 

In Shanghai and Nanjing, about 18 percent of the 

self-employed surveyed were under the age of twenty-five. In the 

c i t y of Shenyang the proportion was much s m a l l e r — o n l y 13 

percent. In the province of Guangdong, however, a remarkable 46 

percent were under t h i r t y , compared to 32.5 percent for Jiangsu 

province and about 33 percent for the c i t y of Wuhan. While the 

proportion over s i x t y was s i m i l a r for Jiangsu and Shenyang (9 to 

10 percent), the proportion over 55 was 14% f o r Zhejiang, 34 

percent f o r Shanghai, 37 percent for the d i s t r i c t s surveyed i n 

Nanjing, and 18 percent for Wuhan.34 

I t would seem then, that the i n d i v i d u a l economy has been 

getting progressively younger i n i t s age p r o f i l e . I t i s probable 

that there i s wide v a r i a t i o n from l o c a l i t y to l o c a l i t y depending 

on l o c a l economic conditions. For example, one study which 

compared i n d i v i d u a l employment i n a c i t y i n Jiangsu province and 

a town i n Anhui found that i n the more developed c i t y the 

self-employed tended to be older because young people e a s i l y 

found employment i n regular e n t e r p r i s e s . 3 5 

Gender 

I f anything, data on the balance of male and female among 

the self-employed i s even more d i f f i c u l t to f i n d than information 
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on age o r employment background . T a b l e 12 p r e s e n t s a summary o f 

a l l t h e d a t a g i v e n on gender o f t h e s e l f - e m p l o y e d by the 

a b o v e - c i t e d S t a t e C o u n c i l c o l l e c t i o n . 

TABLE 12 

GENDER DISTRIBUTION, SELECTED CITIES 
(Percentages) 

Male Female 
Shanghai 
As X of total self-employed 
As X of urban self-employed 
Guangdong 
Survey of five l o c a l i t i e s 

Nanjing 
One d i s t r i c t 
Wuhan 

61.74 
54.59 

60.10 

51.08 
60.04 

38.26 
45.41 

39.90 

48.92 
39.96 

Source: Guouuyuan Bangongting Diaochashi (State Council General Office Survey 
Research Office), ed., Geti J i n g i i Diaocha Yu Yaniiu (Individual Economy 
Surveys and Research) (Beijing: Jingji Kexue Chubanshe, 1986), pp. 21, 76, 
87-88, 119. 

I t appears t h a t a l t h o u g h a c o n s i d e r a b l e p r o p o r t i o n o f the 

s e l f - e m p l o y e d a r e women, men a r e d e f i n i t e l y i n the m a j o r i t y . 

W i t h t h e p a u c i t y o f i n f o r m a t i o n on women's p a r t i c i p a t i o n i n the 

i n d i v i d u a l s e c t o r , i t i s i m p o s s i b l e t o do more t h a n s p e c u l a t e on 

who t h e s e women a r e and what they d o . I t would be i n t e r e s t i n g t o 

know, f o r example, how many a r e former unemployed housewives , and 

how many a r e u n a s s i g n e d s c h o o l - l e a v e r s . A 1982 s u r v e y o f young 

i n d i v i d u a l o p e r a t o r s i n B e i j i n g noted t h a t o f 307 "young peop le" 

(under 35) r u n n i n g b u s i n e s s e s i n f o u r urban d i s t r i c t s , o n l y 

f i f t y , o r 16.3 p e r c e n t , were w o m e n . 3 6 T h i s seems t o i n d i c a t e 

t h a t a l a r g e p r o p o r t i o n o f the female s e l f - e m p l o y e d were 

m i d d l e - a g e d o r o l d e r . T h i s i m p r e s s i o n i s r e i n f o r c e d by a 1981 

r e p o r t from Shanghai which g i v e s the p r o p o r t i o n o f women i n t h a t 

c i t y ' s i n d i v i d u a l economy as 40.36 p e r c e n t , but p o i n t s out t h a t 
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the sector was characterized by "three abundances", meaning that 

"many are el d e r l y , experienced i n self-employment, and e l d e r l y 

female." 3 7 Given that i n the early 1980s some seventy percent of 

young people "waiting for work" were women, i t seems that a 

s u r p r i s i n g l y small proportion of them have sought employment i n 

the i n d i v i d u a l s e c t o r . 3 8 

Education 

There are a few i n t r i g u i n g clues to the educational l e v e l 

of the self-employed. Although obviously the one-quarter who are 

unassigned school-leavers have at l e a s t some education (although 

by no means a l l are middle-school graduates), the o v e r a l l 

educational l e v e l (and hence, l i t e r a c y level) of the sector i s 

low. Table 13, derived from the State Council c o l l e c t i o n c i t e d 

above gives data for Jiangsu and Zhejiang provinces, and one 

d i s t r i c t of the c i t y of Nanjing. 
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TABLE 13 

EDUCATION LEVEL OF THE SELF-EMPLOYED 
(Percentages) 

JIANGSU 
I l l i t e r a t e 
Primary school 
Lower middle school 
Technical or upper middle school 
University or college 

14.2 
43.9 
33.8 
7.9 
0.2 

ZHEJIANG 
Primary school or less 
Middle school 

51.88 
48.03 

NANJING (one d i s t r i c t ) 
I l l i t e r a t e 
Primary school 
Lower middle school 
Upper middle school 
University or college (relatives as helpers) 

39.2 
32.2 
24.3 
4.1 

0.2 
Source: Guowuyuan Bangongting Diaochashi (State Council 
General Office Survey Research Office), ed.. Geti J i n g i i 
Diaocha Yu Yaniiu (Individual Economy Surveys and Research) 
(Beijing: Jingji Kexue Chubanshe, 1986), pp. 51, 62, 87. 
* Does not specify whether graduated or simply attended. 
** Probably means that while the license-holder has a 
university education, the business is actually being run by 
his/her relatives. 

Very probably educational l e v e l varies negatively with age, 

so that the self-employed with the lowest educational l e v e l s are 

the r e t i r e e s and possibly also the former housewives and others 

i n the xiansan category. In any case, i t seems that for the most 

part educated people whose options tend to be broader, have not 

been clamoring to j o i n the ranks of the self-employed, an 

impression which w i l l be substantiated i n the chapters below. 

Incomes and Hired Employees i n the Individual Sector 

Here b r i e f mention w i l l be made of two other important and 

very contentious varia b l e s : the incomes of the self-employed, and 

the incidence of hired labour i n the i n d i v i d u a l economy. Because 

both of these touch upon very s e n s i t i v e i d e o l o g i c a l and p o l i c y 
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i s s u e s , t h e y w i l l b e d e a l t w i t h i n g r e a t e r d e t a i l e l s e w h e r e i n 

t h e t h e s i s . T h i s s e c t i o n w i l l c o n f i n e i t s e l f t o a b r i e f 

d i s c u s s i o n o f i n c o m e d i s t r i b u t i o n , a n d i n f o r m a t i o n o n t h e n u m b e r 

o f f i r m s w h i c h e m p l o y h i r e d l a b o u r . 

A l t h o u g h many i n d i v i d u a l f i r m s a r e p o o r s u b s t i t u t e s f o r 

s a l a r i e d j o b s , s o much p u b l i c i t y h a s b e e n g i v e n t o t h e m o r e 

p r o s p e r o u s b u s i n e s s e s ( t h e f a m e d " w a n y u a n h u " . o r t e n - t h o u s a n d 

y u a n h o u s e h o l d s ) , t h a t a g e n e r a l p e r c e p t i o n s e e m s t o h a v e 

d e v e l o p e d t h a t m o s t i n d i v i d u a l o p e r a t o r s a r e r i c h . A v a i l a b l e 

s t a t i s t i c s s h o w t h a t t h i s i s f a r f r o m t h e t r u t h , h o w e v e r . T h e 

1 9 8 6 S t a t e C o u n c i l s u r v e y r e v e a l e d t h a t t h e 1 9 8 5 a v e r a g e a n n u a l 

i n c o m e o f t h e m o r e t h a n 5 0 0 , 0 0 0 s e l f - e m p l o y e d w o r k e r s s u r v e y e d 

w a s 3 , 0 6 3 y u a n , w h i c h w a s a b o u t d o u b l e t h e a v e r a g e r e a l i n c o m e o f 

s a l a r i e d p e r s o n n e l ( i n c l u d i n g b e n e f i t s a n d l a b o u r i n s u r a n c e ) . 

T h e a v e r a g e w a s c l e a r l y p u s h e d u p b y a f e w who e a r n e d 

e x c e p t i o n a l l y h i g h i n c o m e s . A b o u t h a l f e a r n e d l e s s t h a n 1 , 5 0 0 

y u a n , a b o u t t w o - t h i r d s e a r n e d l e s s t h a n 3 , 0 0 0 y u a n , a n d o n l y 5 . 7 

p e r c e n t e a r n e d m o r e t h a n 1 0 , 0 0 0 y u a n p e r y e a r . 3 9 T a b l e 14 g i v e s 

a b r e a k d o w n o f i n c o m e d i s t r i b u t i o n i n t h e v a r i o u s t r a d e s . 
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TABLE 14 

INCOME DISTRIBUTION, 1985 
(Percentages) 

1,000 or 1,001- 1,501- 3,001- 5,001- Over 
Under 1,500 3,000 5,000 10,000 10,000 

A l l trades 28.2 20.7 20.0 18.3 7.1 5.7 
Industry/ 
Handicrafts 21.6 36.6 19.2 10.4 8.0 4.2 

Transport 27.6 15.4 19.4 22.6 7.0 8.0 
Construction 15.6 1.8 54.6 13.8 11.3 2.9 
Commerce 29.3 18.5 19.8 22.9 6.2 3.3 
Catering 30.4 16.7 18.3 11.4 7.1 16.1 
Services 21.8 25.1 20.1 14.0 13.6 5.4 
Repairs 23.4 28.5 27.3 10.3 6.5 4.0 
Other 66.6 9.4 8.2 8.8 2.4 4.6 
Source: Guowuyuan Bangongting Diaochashi (State Council General Office Survey Research 
Office), ed., Geti Jingji Diaocha Yu Yaniiu (Individual Economy Surveys and Research) 
(Beijing: Ji n g j i Kexue Chubanshe, 1986), pp. 301-2.  

Of t h e c a t e g o r i e s l i s t e d , average incomes were h i g h e s t i n 

c a t e r i n g (4,405 y u a n ) , c o n s t r u c t i o n (3,542 y u a n ) . and t r a n s p o r t 

(3,213 y u a n ) . and lowes t i n h a n d i c r a f t s (2,717 y u a n ) . C a t e r i n g 

had t h e l a r g e s t p r o p o r t i o n o f members e a r n i n g o v e r 10,000 yuan , 

b u t i t a l s o had the l a r g e s t p r o p o r t i o n e a r n i n g under 1000 yuan , 

which i n d i c a t e s a v e r y b r o a d s p r e a d i n incomes i n t h a t s e c t o r . 4 0 

In a d d i t i o n t o s e c t o r a l v a r i a t i o n s , incomes a l s o v a r y 

c o n s i d e r a b l y from l o c a l i t y t o l o c a l i t y . U n f o r t u n a t e l y not enough 

d a t a a r e a v a i l a b l e even t o s p e c u l a t e about s p a t i a l v a r i a t i o n s . 

Much o f the c o n t r o v e r s y over h i g h incomes i s j u s t i f i e d , i n 

t h a t a t l e a s t some o f i t i s earned i n q u e s t i o n a b l e ways. The 

S t a t e C o u n c i l s t u d y e x p l a i n s : 

A p a r t from l a r g e b u s i n e s s e s w i t h h i r e d employees , t h o s e w i t h 
r e l a t i v e l y h i g h o r e x c e s s i v e l y h i g h incomes a r e m a i n l y i n 
c o n s t r u c t i o n c o n t r a c t i n g , w h o l e s a l e commerce, c a t e r i n g , and 
p u t t i n g out m a t e r i a l s f o r assembly . T h e i r h i g h incomes , 
a p a r t from t h o s e w i t h s p e c i a l s k i l l s o r b u s i n e s s a b i l i t i e s , 
m o s t l y come from e x p l o i t i n g l o o p h o l e s such as i n c o n s i s t e n t 
p r i c i n g , i m p e r f e c t i o n s i n the t a x system, and f laws i n t h e 
r e l e v a n t l e g i s l a t i o n ; c e r t a i n l y t h e r e a r e a l s o some who seek 
e x o r b i t a n t p r o f i t s t h r o u g h i l l e g a l o p e r a t i o n s . 4 1 
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F o r many o f t h e same r e a s o n s , a n o t h e r s o u r c e o f c o n c e r n has 

been the q u e s t i o n o f p a i d employees and a p p r e n t i c e s . A c c o r d i n g 

t o t h e S t a t e C o u n c i l m a t e r i a l , i n 1985 o n l y 40,000 i n d i v i d u a l 

f i r m s , o r 0.35 p e r c e n t o f t h e n a t i o n a l t o t a l , employed e i g h t o r 

more p e o p l e , w i t h t h e l a r g e s t such f i r m employ ing more t h a n one 

thousand w o r k e r s . 4 2 R e g u l a t i o n s l i m i t t h e p e r m i s s i b l e number t o 

s e v e n , b u t as w i l l be seen below t h i s r u l e has not been e n f o r c e d 

s t r i c t l y , w i t h many judgments made on a c a s e - b y - c a s e b a s i s . 

R e l a t e d i d e o l o g i c a l and p o l i c y i s s u e s w i l l be d i s c u s s e d e l sewhere 

i n the t h e s i s . 

The f o r e g o i n g s e c t i o n s g i v e a g e n e r a l i n d i c a t i o n o f t h e 

demographic c h a r a c t e r i s t i c s o f C h i n a ' s s e l f - e m p l o y e d d u r i n g the 

p e r i o d under s t u d y , t h e i r b u s i n e s s a c t i v i t i e s , and t h e i r impact 

on t h e n a t i o n ' s economic l a n d s c a p e . I t s h o u l d a l s o be a p p a r e n t 

t h a t a l l o f t h e s e q u e s t i o n s r e q u i r e d e t a i l e d r e s e a r c h a t the 

l o c a l and f i r m l e v e l b e f o r e any r e a l l y f i r m c o n c l u s i o n s can be 

drawn o r f u r t h e r a n a l y s i s made w i t h any degree o f c o n f i d e n c e . 

C o n c l u s i o n 

T h i s c h a p t e r has i n t r o d u c e d the a ims , methods, and major 

themes o f t h i s t h e s i s , and b r i e f l y rev iewed the r e l e v a n t 

l i t e r a t u r e on t h e i n d i v i d u a l economy. I t has g i v e n d e f i n i t i o n s 

o f i m p o r t a n t t e r m s , t r a c e d the growth and s t r u c t u r e o f the 

i n d i v i d u a l s e c t o r d u r i n g the p e r i o d under s t u d y , and o u t l i n e d 

what i s known about t h e demographic f e a t u r e s o f the u r b a n 
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self-employed. Subsequent chapters w i l l discuss i n more d e t a i l 

the issues raised i n t h i s b r i e f introduction to the study of 

China's urban i n d i v i d u a l economy. 
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CHAPTER II 

THE INDIVIDUAL ECONOMY, 1949-78 

Introduction 

This and the following chapter present a chronological 

account of the hi s t o r y of central p o l i c y toward the i n d i v i d u a l 

economy i n the PRC, f i r s t as i t evolved during the period from 

1949 to 1978, and then under the post-1978 period of economic 

reform. This chapter f i r s t recounts the h i s t o r y of the 

in d i v i d u a l economy during the three decades from the e s t a b l i s h 

ment of the PRC to the death of Mao and the arrest of the Gang of 

Four i n 1976, weaving into the narrative a discussion of the 

relevant ideological/political/economic trends. The narrative i s 

picked up again i n the next chapter, beginning roughly at the 

beginning of 1978. The l a s t part of the current chapter deals i n 

a more thematic way with the economic issues that confronted the 

new regime i n 1978, and with the formulation of a new (or 

resurfaced) strategy of economic development to address them. 

The f i n a l section focuses more c l o s e l y on the two p r a c t i c a l 

issues which were most i n f l u e n t i a l i n shaping p o l i c y toward the 

in d i v i d u a l economy from 1978 onwards: unemployment and the 

stagnation of the urban t e r t i a r y sector. 

The History of the Individual Economy. 1949-76 

This section presents a de t a i l e d account of the 

v i c i s s i t u d e s of small private enterprise throughout the three 
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decades from the establishment of the People's Republic to the 

end of the C u l t u r a l Revolution decade. In the course of the 

narrative, i t becomes obvious that there has been continuity of a 

sort since 1949 i n the way the i n d i v i d u a l economy has been 

handled, characterized not by consistency but by the ambivalence 

of policymakers and administrative personnel, and i n s e c u r i t y for 

the traders. Throughout t h i s period, the long-term goal of 

eventual incorporation into the s o c i a l i s t economy has scarcely 

wavered, i f o f f i c i a l proclamations are to be believed. But t h i s 

long-term objective has had to be balanced against short-term and 

l o c a l economic conditions, as well as the continuing need to 

provide employment and to supply the population with basic goods 

and services. I t has also been continually reinterpreted i n the 

l i g h t of p o l i t i c a l / i d e o l o g i c a l trends and struggles, to produce a 

s i t u a t i o n i n which small private entrepreneurs were at some times 

tolerated and at others v i l i f i e d , at some times urged toward 

c o l l e c t i v i z a t i o n , and at others t o l d to wait u n t i l the time was 

r i p e . But even during the most tolerant of periods, they were 

never e n t i r e l y secure. 

Swings i n p o l i c y toward small private enterprise 

corresponded to more general p o l i t i c a l and p o l i c y trends i n the 

three turbulent decades from 1949 to 1978. For our purposes, the 

period can be divided into the following phases: 

1. 1949 to mid-1955: gradual s o c i a l i z a t i o n 

2. l a t e 1955 to mid-1956: the "high t i d e of socialism" 

3. l a t e 1956 to l a t e 1957: the Hundred Flowers and a n t i - r i g h t i s t 

campaigns 
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4. 1958-60: Great Leap Forward 

5. 1961-65: post-Leap recovery and retrenchment 

6. 1966-76: Cul t u r a l Revolution decade 

7. 1976 to 1978: early post-Mao period 

Phases 1 and 3 were periods of r e l a t i v e tolerance f o r the 

i n d i v i d u a l economy, i n which private enterprise was c o n t r o l l e d 

l a r g e l y through administrative means, while i t s p o s i t i v e 

contribution to the economy as a whole was recognized, i f 

increasingly grudgingly. Both of these phases ended i n a spasm 

of rapid "organization" or c o l l e c t i v i z a t i o n of small priva t e 

firms (Phases 2 and 4), both of which took a heavy t o l l on the 

sector. Phase 5 saw a return to leniency, which gradually faded 

as the economy recovered and p o l i t i c a l struggles took precedence. 

During the C u l t u r a l Revolution decade a r e l a t i v e l y successful 

attempt was made to wipe out once and for a l l the remnants of 

private enterprise. Once i t ended and p o l i c i e s were relaxed, 

there was a more or less spontaneous resurgence of the i n d i v i d u a l 

economy, which gradually came to be recognized and supported i n 

p o l i c y as the momentum of reform mounted. 

The Individual Economy, 1949-55: Gradual S o c i a l i z a t i o n 

The f i r s t p r a c t i c a l task of the CCP upon taking power was 

to r e b u i l d the economy. I t inherited a country with a 

s t r u c t u r a l l y undeveloped economy ravaged by years of foreign 

invasion and c i v i l war, c i t i e s swollen with des t i t u t e refugees 

but depleted of t h e i r wealth by f l e e i n g c a p i t a l i s t s , and an 
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already-primitive d i s t r i b u t i o n system i n disarray. The urban 

economy, apart from pockets of "modern" large-scale enterprise, 

p a r t i c u l a r l y i n the former treaty ports, was dominated by 

m i l l i o n s of small-scale f a c t o r i e s , shops, s t a l l s , and i t i n e r a n t 

hawkers. 

Over 90 percent of the r e t a i l merchants i n China at the 

time of l i b e r a t i o n — a b o u t 7 m i l l i o n people—were c l a s s i f i e d as 

"small vendors and peddlers" (xiao shang xiao fan), and more than 

one-third of them resided i n the c i t i e s . There was probably an 

equal number of i n d i v i d u a l handicrafts workers. 1 Given t h e i r 

vast numbers and the more pressing p r i o r i t i e s of economic 

recovery, i t was obvious that whatever the s o c i a l i s t c i t y of the 

future was to look l i k e , f o r the time being petty private 

enterprise would p e r s i s t and even p r o l i f e r a t e . This was a l l the 

more true because i n d i v i d u a l handicrafts workers and peddlers had 

been c l a s s i f i e d as class a l l i e s of the p r o l e t a r i a t and therefore 

were not o f f i c i a l l y considered a threat to the revolution. Even 

c a p i t a l i s t s were being treated r e l a t i v e l y l e n i e n t l y for the time 

being. 

This p r i n c i p l e was enshrined i n Mao's "general l i n e for the 

t r a n s i t i o n period": 

The time from the founding of the Chinese People's Republic 
to the p r a c t i c a l completion of s o c i a l i s t transformation i s a 
t r a n s i t i o n period. The general l i n e and main tasks i n the 
period are, over a r e l a t i v e l y long period, to r e a l i z e step by 
step the s o c i a l i s t i n d u s t r i a l i z a t i o n of the country and the 
state's s o c i a l i s t transformation of agricult u r e , handicrafts, 
and c a p i t a l i s t industry and commerce.2 
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Although during the t r a n s i t i o n i t was considered 

" i n e v i t a b l e that a no n - s o c i a l i s t economy should e x i s t side by 

side with the s o c i a l i s t economy i n the new society," within the 

no n - s o c i a l i s t economy a ca r e f u l d i s t i n c t i o n was drawn between the 

c a p i t a l i s t sector, which was dependent on the e x p l o i t a t i o n of 

hired labour, and the i n d i v i d u a l sector, which was defined to 

include " i n d i v i d u a l farming, handicrafts, and other p r i v a t e 

ly-owned enterprises based on i n d i v i d u a l labour." 3 

U n t i l l a t e 1955, although larger private enterprises were 

absorbed into the s o c i a l i s t sector by various means (including 

outright expropriation and various kinds of pub l i c - p r i v a t e j o i n t 

management), most of the small merchants and i n d i v i d u a l 

handicrafts producers, vendors, and peddlers were allowed to 

operate e s s e n t i a l l y unhindered, although various economic and 

administrative means were used to draw them into a d i s t r i b u t i o n 

network increasingly dominated by the state. This very lenient 

p o l i c y i s r e f l e c t e d i n the Constitution promulgated i n 1954 which 

recognized "ownership by i n d i v i d u a l labourers" as one of four 

legitimate forms of ownership of the means of production, along 

with state, c o l l e c t i v e , and c a p i t a l i s t ownership. I t also said, 

however, that while the state would "protect the ownership 

r i g h t s " of i n d i v i d u a l labourers, and would "lead and help 

i n d i v i d u a l handicrafts workers and other non-agricultural 

i n d i v i d u a l labourers to improve t h e i r operations," i t would "also 

encourage them, according to the p r i n c i p l e of voluntarism, to 

organize production cooperatives and supply-and-marketing 

cooperatives. 1 1 4 
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Despite the l i p - s e r v i c e paid to the p r i n c i p l e of gradual 

cooperativization, u n t i l 1955 the i n d i v i d u a l sector was i n f a c t 

allowed considerable autonomy. Even such a basic measure as the 

r e g i s t r a t i o n of small private enterprises was not s t r i c t l y 

enforced. The p o l i c y adopted was one of "cleanup and 

reorganization" rather than wholesale restructuring. In Shang

hai, small urban commercial units were quickly subjected to 

taxation and accounting measures, but were not registered u n t i l 

1951-52. They were issued licenses and taxed at d i f f e r e n t i a l 

rates according to three factors: type of merchandise, urban 

versus suburban location, and scale of enterprise. Administra

t i v e control was i n the hands of "market management committees" 

and "hawker management committees", organized and administered at 

the urban d i s t r i c t l e v e l . They did not set p r i c e s , and i n 

general t h e i r control was lax. Unlicensed a c t i v i t y continued to 

p r o l i f e r a t e . 5 

A s i m i l a r s i t u a t i o n existed i n Guangzhou, with perhaps less 

leniency than i n Shanghai. Registration and data c o l l e c t i o n on 

a l l commercial businesses, including s t r e e t vendors and carts, 

occurred i n March 1950. According to Vogel's study of Guangzhou, 

Because leaders regarded commercial establishments as more 
expendable than i n d u s t r i a l ones they adopted a much harsher 
p o l i c y toward them. Many kinds of commercial establishments 
disappeared, but unless t h i s affected the c i r c u l a t i o n of key 
supplies or seri o u s l y increased unemployment t h i s did not 
worry the l e a d e r s . 6 

For example, only twenty le g a l locations were designated 

for street-vendors, a f t e r 32,573 such carts were registered, and 

owners were required to keep de t a i l e d accounts. 7 

0 
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Despite such measures, the urban i n d i v i d u a l sector 

continued to grow during the f i r s t few years a f t e r the founding 

of the PRC, at l e a s t i n absolute terms. For the country as a 

whole, the number of i n d i v i d u a l vendors rose to over 8 m i l l i o n by 

the end of 1952, but t h e i r proportion of the country's t o t a l 

r e t a i l personnel had already begun to f a l l — f r o m over 90 percent 

i n 1949 to about 85 percent i n 1952. 8 Their contribution to the 

national economy was considerable. One estimate i s that i n 1953, 

9 m i l l i o n i n d i v i d u a l producers and operators i n China's c i t i e s 

contributed 16.6 percent of the national revenue through taxes. 9 

Another study c i t e s a 1954 survey which revealed over 8 m i l l i o n 

urban i n d i v i d u a l handicrafts producers and about 3.3 m i l l i o n 

i n d i v i d u a l vendors and p e d d l e r s . 1 0 

By 1953 some measure of economic s t a b i l i t y had been 

achieved, and attention was turned to the longer-term goal: the 

" s o c i a l i s t transformation" of the economy. This was the major 

thrust of the f i r s t five-year plan (1953-57). As before, the 

plan c a l l e d for a c a r e f u l d i s t i n c t i o n between " c a p i t a l i s t 

commercial enterprises and small proprietors working independent

l y , " and advocated benign treatment of the i n d i v i d u a l sector 

during the transformation process. Individual handicrafts 

producers would be "gradually led ... by persuasion on to the 

road of co-operation i n the f i r s t f i v e years," but the plan also 

s t i p u l a t e d that as the co-ops expanded, "we must also give 

consideration to the handicrafts producers working on t h e i r own 

so that both co-operative and i n d i v i d u a l handicrafts are included 

i n a u n i f i e d and reasonable arrangement." 1 1 The i n d i v i d u a l 
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operators' share of the t o t a l value of production i n handicrafts, 

which had been 96.6 percent i n 1952, was to decrease to a 

s t i l l - c o n s i d e r a b l e 61.3 percent by the end of the plan p e r i o d . 1 2 

Individual commercial enterprises were to be given 

s i m i l a r l y gentle treatment. They were also to be drawn gradually 

into the cooperative sphere, but "suitable arrangements should be 

made as the transformation takes place; ... while transformation 

goes ahead i n the commercial f i e l d , ... i t i s necessary, on the 

other hand, to see that the l i v e l i h o o d of the people engaged i n 

priva t e commerce i s maintained during the transformation." While 

small-scale c a p i t a l i s t businesses were to be "transformed step by 

step into various forms of state c a p i t a l i s t enterprise", the 

small independent operators "should be allowed to continue i n 

business i f t h e i r operations benefit trade between town and 

countryside." At the same time, however, they were to be drawn 

into the public-sector net eit h e r as commission d i s t r i b u t o r s , 

agents, or actual employees of public-sector u n i t s . By the end 

of the plan period, privately-handled r e t a i l sales were to 

account for almost h a l f of a l l r e t a i l sales, "of which a 

considerable proportion w i l l be handled by peasants and 

handicrafts producers who s e l l t h e i r products themselves or by 

small traders and p e d l a r s . " 1 3 

By the end of 1955 about 2.5 m i l l i o n i n d i v i d u a l vendors 

(over 30 percent of the to t a l ) had been amalgamated into various 

kinds of cooperative units, along with about 2 m i l l i o n i n d i v i d u a l 

handicrafts producers (about 40 percent of the t o t a l ) . 1 4 But the 

pace of transformation was uneven. Although a f t e r 1952 the t o t a l 
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number of hawkers and peddlers began to d r o p — t o about 6 m i l l i o n 

by the eve of the s o c i a l i s t "high t i d e " — i n many c i t i e s they 

continued to multiply u n t i l 1955. In Shanghai, for example, 

there were 78,000 more i n d i v i d u a l hawkers (tan fan) i n 1955 than 

there had been i n 1949. 1 5 In Canton on the eve of the "high 

t i d e " only 11,000 of the approximately 92,000 handicrafts workers 

(less than 12 percent) had been organized into c o o p e r a t i v e s . 1 6 

The newly-emerging cooperatives—handicrafts co-ops, mar

keting co-ops, and consumer co-ops—had two e f f e c t s on the 

i n d i v i d u a l economy. On the one hand they absorbed large numbers 

of i n d i v i d u a l vendors and manufacturers, and on the other they 

competed from a p o s i t i o n of advantage against the remaining small 

private firms for t h e i r share of the market. The consumer co-ops 

developed the most quickly and formed the largest threat to small 

private shops, s e l l i n g d a i l y necessities at lower pr i c e s than on 

the free market. 1 7 In Canton consumer cooperatives as early as 

mid-1950 had begun to dominate the market and set the prices for 

d a i l y n e c e s s i t i e s . 1 8 

At the same time, the remaining private enterprises were 

also placed under more d i r e c t control of state agencies and 

enterprises. The wholesale d i s t r i b u t i o n of many key commodities, 

such as grains, oilseeds, cotton, and clothing, were taken over 

by the state through the mechanism of "planned purchase and 

s u p p l y . " 1 9 In general private wholesale trade was severely 

circumscribed, and private r e t a i l e r s b a s i c a l l y became d i s t r i b u t 

ing agents for cooperatives or the state, s e l l i n g on a commission 

b a s i s . 2 0 
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The S o c i a l i s t "High Tide". 1955-56 

Thus by the time the s o c i a l i s t transformation r e a l l y h i t 

i t s s t r i d e , a c e r t a i n amount of private commerce and industry had 

already been cooperativized, and the r e s t had come under eith e r 

d i r e c t or i n d i r e c t state control by means of administrative and 

economic linkages. For a few months i n l a t e 1955 and early 1956, 

a serious e f f o r t was made to convert a l l remaining private 

operations immediately to s o c i a l i s t forms—thus undercutting the 

recently-published F i r s t Five-Year Plan. This "high t i d e " of 

socialism was i n i t i a l l y aimed at the countryside (following a 

speech Mao Zedong gave i n July 1955 urging the speeding up of 

a g r i c u l t u r a l cooperativization) but the focus s h i f t e d to urban 

private businesses with the Sixth Plenum of the Seventh Central 

Committee i n early October. The campaign began i n earnest i n 

B e i j i n g , where the c i t y ' s mayor, Peng Zhen, seemed p a r t i c u l a r l y 

determined to root out the l a s t remnants of private enterprise, 

despite the slower timetable l a i d down by top central leaders, 

apparently including even Mao. 2 1 

At the end of December a B e i j i n g municipal party conference 

c a l l e d f o r the completion of the transformation by the end of 

1956. As i t turned out, a l l c a p i t a l i s t industry and commerce i n 

B e i j i n g was transformed i n the f i r s t ten days of 1956, and 

handicrafts two days l a t e r . According to MacFarquhar, 

... at f i r s t t h i s may have meant l i t t l e more than a change 
of d e s c r i p t i o n ... but i n some cases there was " b l i n d 
amalgamation." The feat was quickly celebrated by a r a l l y i n 
T'ien An Men Square on the 15th, attended by Mao, Liu 
Shao-ch'i, and Chou E n - l a i . 2 2 
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Other c i t i e s such as Wuhan and Shanghai soon followed Beijing's 

lead, so that "by the end of January the process had been 

b a s i c a l l y completed i n a l l China's main i n d u s t r i a l towns." 2 3 

The rapid transformation was quickly followed by an e f f o r t 

on the part of the more moderate leaders, p a r t i c u l a r l y Chen Yun, 

to slow down the r e a l , as opposed to apparent, rate of change. 

On 8 February 1956 the State Council passed a decision that 

e f f e c t i v e l y pulled the teeth out of much of the transformation 

e f f o r t . The decision explained that " ... the people's councils 

of many c i t i e s have since January t h i s year approved i n one l o t 

j o i n t ownership of private industry and commerce and cooperation 

of handicrafts instead of e f f e c t i n g s o c i a l i s t transformation ... 

by separate stages and groups." I t c i t e d " d i s l o c a t i o n s " that had 

emerged as a r e s u l t of inadequate preparation and organization, 

as well as "improper methods adopted by c e r t a i n state firms, 

state banks and tax o f f i c e s , " which "produced c e r t a i n undesirable 

e f f e c t [ s ic] on production and management." The aim of the new 

decision was to "change these phenomena and to provide us with 
ample time to carry out s o c i a l i s t transformation trade by trade 

II 

... 
The main thrust of the decision was that "private 

enterprises should i n general continue t h e i r operations as 

formerly f o r about s i x months beginning from the approval of 

j o i n t ownership." Even a f t e r that, r e a l transformation was to be 

c a r r i e d out gradually on the basis of "detailed investigations" 

and " o v e r - a l l plans." C a p i t a l i s t industry and commerce was to be 

studied c a r e f u l l y , so that " i r r a t i o n a l " methods could be reformed 
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while the " r a t i o n a l part" was " f u l l y applied i n the j o i n t l y owned 

enterprises and State enterprises." "Useful" c a p i t a l i s t produc

t i o n and management techniques, the decision stated, "we should 

regard as the national legacy ... and on no account should we 

t o t a l l y negate them without analysis." 

The p a r t i c u l a r point was made that small t r a d e r s — " t h e 

numerous, widely scattered small shops"—could be approved f o r 

j o i n t ownership i f they applied, but that " f o r the time being 

they should be retained as buying and s e l l i n g agencies for state 

enterprises on a commission basis," and that "they can s t i l l 

handle part of the commodities not handled by state commerce and 

cooperative commerce", which would neverthess "according to the 

p r i n c i p l e of over-all. planning f o r whole trades, organize the 

business of these small shops, whether they have come under j o i n t 

ownership or not." The transformation of s t a l l s and peddlers was 

to be "deferred for the time being": 

To meet the demand of the people, the e x i s t i n g way of 
business should be preserved for a long time to come i n the 
case of the majority of pedlars while the method of 
organizing a l l pedlars of the same type into forms of 
cooperative management based on u n i f i e d funds should not be 
adopted. Hereafter, the pedlars of many trades should be 
organized and transformed i n a simple form, for instance, 
simple r e g i s t r a t i o n with the coooperatives or with a c e r t a i n 
department of state enterprises. 

Si m i l a r provisions were made for i n d i v i d u a l handicrafts 

producers. Those who had already joined cooperatives were 

b a s i c a l l y to continue operating as before "without premature and 

hasty concentration and u n i f i e d management." As for small-scale 

repair and service enterprises, 
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... the inherent factors of popular convenience and t h e i r 
q u a l i t y should be preserved ... Those handicrafts which are 
sui t a b l e f o r i n d i v i d u a l management and whose workers are 
reluctant to i o i n cooperatives, should continue to be managed 
i n d i v i d u a l l y . 2 4 

There seems to be no doubt that the s o c i a l i s t 

transformation s u b s t a n t i a l l y reduced the numbers of i n d i v i d u a l 

vendors and handicrafts producers. But there i s some uncertainty 

as to the precise numbers, and to the actual degree of difference 

the cooperativization made. According to one Chinese source 

published i n 1981, during the "high t i d e " about three m i l l i o n 

i n d i v i d u a l handicrafts producers entered co-ops, bringing the 

number of a l l i n d i v i d u a l handicrafts producers i n co-ops to f i v e 

m i l l i o n , or 90 percent of the t o t a l number of such producers. 

The record for i n d i v i d u a l vendors and peddlers was s i m i l a r — o f a 

t o t a l of over s i x m i l l i o n , 90 percent had been organized into 

cooperatives by the end of the "high t i d e " : 

By 1957, very few i n d i v i d u a l handicrafts producers or 
in d i v i d u a l vendors remained. In the spring of 1958 there 
were 700,000 i n d i v i d u a l handicrafts producers l e f t , and only 
about 6-700,000 i n d i v i d u a l vendors. That i s , by the time the 
s o c i a l i s t transformation was b a s i c a l l y completed, there were 
only about 1.3 to 1.4 m i l l i o n urban i n d i v i d u a l i n d u s t r i a l and 
commercial enterprises l e f t i n C h i n a . 2 5 

Nevertheless, compared to the s o c i a l i z a t i o n of larger 

enterprises, the organization into cooperatives of handicrafts, 

hawkers, and peddlers i s seen by at le a s t one observer as "a 

minor sideshow to the transformation of commerce and i n d u s t r y . " 2 6 

Their reorganization was c a r r i e d out r e l a t i v e l y slowly compared 

to the larger enterprises (taking months as opposed to days) and 

on the whole seems to have been rather halfhearted. In 

Guangzhou, according to Vogel: 
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S o c i a l i s t reorganization was even less urgent for the small 
family stores, st r e e t s t a l l s , carts, and baskets [than f o r 
h a n d i c r a f t s ] . Some stores handling s i m i l a r types of goods 
and some s t a l l s i n a given l o c a t i o n regardless of s p e c i a l t y 
were organized into cooperatives, but there was no high t i d e 
of c o l l e c t i v i z a t i o n . By June 1956, of the 40,000 s t a l l and 
ca r t owners, only about 45 percent or 18,000 had been brought 
into some kind of c o l l e c t i v e organization. Others remained 
private as long as they d i d not grow too prosperous. 2 7 

Apparently f o r many of those who were "transformed" the 

change was only nominal. Says one Chinese study, 

... the majority [of i n d i v i d u a l firms] were organized into 
cooperative shops or groups, but some were l e f t alone. Some, 
although they had entered cooperatives, were permitted to be 
responsible for t h e i r own p r o f i t s and losses; i n B e i j i n g they 
were c a l l e d "red hat firms" (hong maozi h u ) . 2 8 

In Solinger's opinion "only a very small proportion of the 

firms said to have been converted i n commerce had a c t u a l l y 

undergone any s i g n i f i c a n t degree of change i n t h e i r operations or 

form of ownership by the end of 1956." 2 9 She bases t h i s 

conclusion on s t a t i s t i c s published i n China which show that of 

the 82.2 percent of commercial firms which were said to be 

"transformed," only about h a l f were t r u l y c o l l e c t i v i z e d ( i . e . 

absorbed e i t h e r into j o i n t public-private enterprises or 

cooperative shops with c o l l e c t i v e management of p r o f i t s , losses, 

sales, and purchases.) 3 0 A 1982 Chinese study concludes i n a 

s i m i l a r vein: 

Although cooperative shops and cooperative small groups [the 
major forms used i n the transformation of i n d i v i d u a l vendors 
and peddlers] are a kind of mutual aid organization, they a l l 
s t i l l retained share dividends or i n t e r e s t , that i s they 
recognized the r i g h t of i n d i v i d u a l ownership of shares, and 
when members l e f t or r e t i r e d , t h e i r shares reverted to them, 
so they did not b a s i c a l l y change t h e i r i n d i v i d u a l ownership. 



89 

I r o n i c a l l y , many of the small operators who wanted to be 

"transformed" were not permitted to do so. Small traders i n 

Canton, seeing that t h e i r r e l a t i v e p o s i t i o n i n the economic and 

s o c i a l hierarchy was s t e a d i l y deteriorating, requested to become 

state enterprises i n order to q u a l i f y f o r the various benefits 

accorded to state employees. They were t o l d to be patient and to 

continue to preserve the structure of serving as agents 
for the state ... Serving as agents of the state i s , a f t e r 
a l l , a kind of socialism ... Preserving the present 
structure i s not to prevent them from going the path of 
socialism ... In the future the government, using appropri
ate methods, must advance s t i l l further toward transforming 
them. 3 2 

Late 1956 to Late 1957 

The two years following the "high t i d e " began with 

r e l a t i v e l y t o lerant p o l i c i e s toward small private trade and 

handicrafts, and ended with almost complete p r o h i b i t i o n . I t was 

also a period of intense debate about the correct approach toward 

handling t h i s sector, couched i n a more general controversy about 

the future o r i e n t a t i o n of economic p o l i c y . From the point of 

view of post-78 developments regarding the i n d i v i d u a l economy, 

1956-57 i s a c r u c i a l period. Many of the arguments revived to 

j u s t i f y the re-emergence of the sector a f t e r 1978 were voiced i n 

1956-57 by top economists and policy-makers l i k e L i u Shaoqi, Chen 

Yun, and Xu Dixin. I f the experience of the "high t i d e " was the 

source of t h e i r moderate p o s i t i o n toward the handling of small 

private trade, they would have to wait two more decades for t h e i r 

views to be vindicated. 
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The p o l i t i c a l climate following the "high t i d e " was one of 

uncertainty and rapid change. From early 1956 to mid-1957, 

e f f o r t s were made to respond to and deal with the d i s s a t i s f a c t i o n 

among many groups i n society with the p o l i c i e s and progress of 

the PRC i n i t s f i r s t decade. There was open disagreement and 

debate among the top leadership about basic issues, p o l i c i e s and 

stra t e g i e s . The spring of 1957 saw the b r i e f blooming of the 

"Hundred Flowers" campaign, i n which c r i t i c i s m s of the party's 

p o l i c i e s were a c t i v e l y s o l i c i t e d . 3 3 I t was quickly followed i n 

June by the inception of a v i r u l e n t " a n t i - r i g h t i s t " campaign i n 

which many of those who had voiced c r i t i c i s m s were counterat

tacked and labeled as " r i g h t i s t s " — l a b e l s which i n some cases 

were not removed for twenty-five years. 

The p o l i t i c a l turmoil was r e f l e c t e d i n the economic sphere. 

I t was c l e a r that during t h i s period factions within the 

leadership were b a t t l i n g out the general o r i e n t a t i o n of p o l i c y 

towards economic development. Simply speaking, there were two 

approaches: the " r a d i c a l " one generally i d e n t i f i e d with Mao 

Zedong and Chen Boda which favoured mass mobilization, fast-paced 

labour-intensive development, and rapid c o l l e c t i v i z a t i o n ; and the 

more "moderate" one represented by L i u Shaoqi and Chen Yun, who 

argued for the u t i l i z a t i o n of market forces, balanced 

development, r a t i o n a l planning, and expanded c i r c u l a t i o n of 

commodities. I t was the l a t t e r view which dominated the 

stock-taking held during the Eighth Party Congress of September 

1956. But by the end of 1957 i t was c l e a r l y g i v i n g way to the 

former, more " r a d i c a l " approach. 
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The re-evaluation of the p o l i c y of rapid eradication of 

priv a t e ownership i n the t r a n s i t i o n to socialism was a major 

feature of discussion at the Eighth Party Congress. In t h e i r 

reports to the Congress both L i u Shaogi and Chen Yun counselled 

the return to a more moderate approach i n transforming the 

economy. In Liu's p o l i t i c a l report he r e c a l l e d the general l i n e 

for the t r a n s i t i o n period, which had stressed that the s o c i a l i s t 

transformation would be a gradual and peaceful process, achieved 

by co-operating with rather than a l i e n a t i n g the urban petty 

bourgeoisie. He reminded his audience that t h i s was the l i n e 

" f i r s t put forward i n 1952 ... I t was accepted by the National 

People's Congress i n 1954, and written into the Constitution ... 

as the fundamental task of the state i n the t r a n s i t i o n p e r i o d . " 3 4 

L i u summed up the progress made so far i n the s o c i a l i s t 

transformation of handicrafts and in d i v i d u a l merchants and 

peddlers. He described the considerable economic d i f f i c u l t i e s 

facing the remaining i n d i v i d u a l handicrafts workers since the 

transformation; forced to r e l y on state wholesalers, supp-

ly-and-marketing co-ops, and c a p i t a l i s t enterprises for raw 

materials, marketing of products, and c a p i t a l , "most of them have 

found things d i f f i c u l t and have nothing to f a l l back on i n the 

event of i l l n e s s , i n j u r i e s or death." 3 5 Because of t h e i r 

i n s ecurity, he said, many wanted to organize into cooperatives. 

L i u next turned to the small merchants and peddlers, whom 

he described favorably as "i n d i v i d u a l working people i n the realm 

of commerce." For them he b a s i c a l l y counseled l i m i t e d 

cooperativization: 
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The cooperative groups formed by the small merchants and 
pedlars act as commission agents and make purchases f o r state 
trading departments and the supply and marketing coopera
t i v e s . Their way of management w i l l follow the old p r a c t i c e 
of scattered and mobile operations to s u i t the consumers' 
convenience, and features p e c u l i a r to t h e i r management with 
conform [sic] to s o c i a l needs w i l l be preserved as of o l d . 3 6 

Although L i u admitted to "shortcomings and mistakes" i n the 

course of s o c i a l i s t transformation, he was sanguine about i t s 

basic objective: 

the extremely complex and arduous h i s t o r i c a l task of 
converting the system of private ownership of means of 
production into the system of s o c i a l i s t public ownership has 
now been b a s i c a l l y accomplished i n our country. The question 
of who w i l l win i n the struggle between socialism and 
capitalism i n our country has now been d e c i d e d . 3 7 

He went on to stress, however, that the transformation had 

not yet been completed and that many problems s t i l l remained. 

Regarding "the transformation of handicrafts and what used to 

make up other sections of i n d i v i d u a l economy," these problems 

"must be tackled on the merits of each case. ... Here, i t would 

be wrong to ignore d i f f e r e n t concrete conditions and use a set 

form for a l l cases." Some such enterprises would eventually 

develop into or be merged into state enterprises; others would 

"under the administration of s o c i a l i s t enterprises, keep t h e i r 

o r i g i n a l form of management" i n which they would be responsible 

for t h e i r own p r o f i t s and losses. L i u also stressed that " A l l 

kinds of cooperatives must pay attention to keeping and 

developing whatever fi n e t r a d i t i o n s the o r i g i n a l i n d i v i d u a l 

economy has i n production and i n management."38 
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The theme was taken up by Chen Yun, i n h i s speech to the 

Congress on "New Problems i n Transformation of Industry and 

Commerce." He noted that the major mistake i n the process of 

transformation was too-rapid amalgamation into cooperatives, 

leading to reductions i n the supply of consumer goods and i n the 

qu a l i t y and v a r i e t y of products: "Blind amalgamation and u n i f i e d 

management must be checked." Chen counseled that 

... the great majority of service and manufacturing trades 
should not be amalgamated. ... [W]e must change many large 
cooperatives into small cooperatives; we must change the 
system of u n i f i e d accounting ... by large cooperatives into a 
r e s p o n s i b i l i t y system f o r small cooperative teams or 
in d i v i d u a l households. 

In commerce too, 

... there should be appropriate d e c e n t r a l i z a t i o n where too 
many organs have been amalgamated. The practice of small 
businessmen and pedlars plying t h e i r separate trades within a 
cooperative team should be preserved for a long period to 
come."39 

The economic r e s u l t s of the rapid transformation had 

c e r t a i n l y not been impressive. Although the f i r s t five-year plan 

period saw an o v e r a l l increase i n trade turnover, there were also 

severe bottlenecks and inedaquate production of consumer goods. 

In 1956 following the "high t i d e " , the press c a r r i e d many s t o r i e s 

h i g h l i g h t i n g the problems of supervising the newly-formed 

cooperatives, the members of many of which had not s u b s t a n t i a l l y 

changed t h e i r modes of operation and were not r e a l l y incorporated 

into the planning process. In any case, the planning process was 

not yet sophisticated enough to handle the det a i l e d coordination 

of m i l l i o n s of small manufacturing and commercial u n i t s . 

Amalgamation of small r e t a i l shops and s t a l l s , coupled with the 
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cooperativization of wholesale trade, led to a reduction i n the 

t o t a l number of r e t a i l outlets, generally shorter business hours, 

fewer goods on the market, and less responsiveness to consumer 

demand. The general inconvenience to consumers was heightened by 

the disappearance of many of the i t i n e r a n t hawkers (since 

r e g i s t r a t i o n and consolidation favored f i x e d l o c a t i o n s ) . Urban 

unemployment was also a major problem. A l l of these problems and 

more caused general disenchantment with many of the p o l i c i e s f or 

s o c i a l i s t t r ansformation. 4 0 

By the beginning of 1957, r u r a l and urban free markets, 

which had been closed down during the s o c i a l i s t transformation, 

were reopened to allow peasant producers to s e l l " s i d e l i n e " 

products ( i . e . those not governed by state plans). The purpose 

was to r e l i e v e bottlenecks i n the trade network now con t r o l l e d by 

the various cooperatives as well as to boost r u r a l incomes. 

However the reopening of the markets i n the context of the 

shortages and bottlenecks described above, also provided 

opportunities for many v i o l a t i o n s , including speculation and 

trading i n planned commodities. The markets were closed down 

again by the end of 1957. 

In l a t e 1956-57, many of the newly-cooperativized small 

vendors and producers were s t i l l acting as i f they were private 

b u s i n e s s e s . 4 1 In addition, new and genuinely private firms were 

ra p i d l y springing up, without bothering to r e g i s t e r with the 

au t h o r i t i e s . These "spontaneous enterprises" ( z i f a hu) were 

mostly very small f a c t o r i e s , s t a f f e d by housewives, peasants, 

unemployed workers, members of disbanded c o o p e r a t i v e s — t h a t i s , 
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would-be workers for whom there were no jobs i n the state 

sector—responding to consumer demand fo r the very goods and 

services that had become scarce a f t e r the s o c i a l i s t transforma

t i o n . I t was reported i n Shanghai i n March 1957 that there were 

5,000 such enterprises employing 16,000 workers, f o r an average 

of j u s t over three workers each. Nationwide, a survey of sixteen 

c i t i e s revealed the existence of 57,000 spontaneous enterprises 

involving almost 120,000 people. About 75 percent of these firms 

had emerged since the "high t i d e . " The same sixteen c i t i e s had 

over 158,000 unlicensed vendors and peddlers, most of whom had 

emerged a f t e r the high t i d e , e s p e c i a l l y since the reopening of 

the free markets. 4 2 

This resurgence of private or quasi-private firms 

highlighted the li m i t e d success of the e f f o r t s made so far to 

c o l l e c t i v i z e small private trade and production, and cast doubt 

upon the p o s s i b i l i t y of ever e f f e c t i n g such a transformation. 

According to Howe, 

the new private sector proved to be as unmanageable as 
the old. I t frustrated control over materials supply and 
price s and i t undermined employment and wage control i n the 
public sector. Yet the sector was tolerated (at l e a s t i n 
part) u n t i l the Great Leap Forward, and nowhere i n the 1950s 
i s the c o n f l i c t between the desire to maintain high l e v e l s of 
output and employment, and the unwillingness to acquiesce i n 
the loss of control that t h i s entailed, more apparent than i n 
the handling of the [spontaneous] enterprises i n 1957. Firm 
measures were taken against " c a p i t a l i s t tendencies" within 
the public sector; but although the [spontaneous] enterprises 
were threatened again and again, they were always reprieved 
from complete extinction on the grounds that the employment 
and output they provided made them i n d i s p e n s a b l e . 4 3 

Thus u n t i l about mid-1957, the treatment of these 

spontaneous enterprises and of the ind i v i d u a l economy i n general 



96 

was r e l a t i v e l y l enient. But by the end of the year t h i s t o lerant 

a t t i t u d e toward private trade had a l l but disappeared. By the 

middle of June the country was i n the t h i c k of the counterattack 

against "bourgeois r i g h t i s t s " who had dared to c r i t i c i z e the 

government and party. The a n t i - r i g h t i s t campaign began on June 8 

with an e d i t o r i a l i n Renmin Ribao. and was given the o f f i c i a l 

stamp of approval when a revised version of Mao's speech "On the 

Correct Handling of Contradictions Among the People" was 

published i n the same paper on June 18. 4 4 

Mao l a i d down s i x c r i t e r i a for making c r i t i c i s m s of the 

party or government, the most important of which were those 

"concerning the s o c i a l i s t path and the leadership of the party." 
4 5 Contradicting L i u Shaoqi's assertion at the Eighth Party 

Congress nine months before, Mao warned against the premature 

abandonment of c l a s s struggle: "The p r o l e t a r i a t seeks to 

transform the world according to i t s own world outlook, so does 

the bourgeoisie. In t h i s respect, the question whether socialism 

or capitalism w i l l win i s s t i l l not r e a l l y s e t t l e d . " 4 6 

The possible reemergence of capitalism thus became one of 

the major issues behind the new campaign. Although the economy 

was s t i l l b e nefiting greatly from the a c t i v i t i e s of the 

spontaneous businesses, i t was becoming obvious that t h e i r days 

were numbered. This change i n attitude i s r e f l e c t e d i n a major 

speech made at the December 1957 National Conference of 

Handicrafts Co-operatives by Xu Dixin, then the head of the 

General Administration of Industry and Commerce.47 The t h e o r e t i 

c a l implications of t h i s speech w i l l be discussed i n d e t a i l i n 
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Chapter 7 below. As a r e f l e c t i o n of how much the p o l i t i c a l 

climate had changed i n the f i f t e e n months since the Eighth Party 

Congress, and how that change affected the p r e v a i l i n g a t t i t u d e 

toward the remnants of the i n d i v i d u a l economy, several points 

should be noted here. 

Xu explained the purposes and methods of the current 

r e c t i f i c a t i o n campaign as i t affected industry and commerce: 

R e c t i f i c a t i o n a c t i v i t i e s i n i n d u s t r i a l and commercial c i r c l e s 
encompass two types, a n t i - r i g h t i s t struggles and ordinary 
r e c t i f i c a t i o n . The a n t i - r i g h t i s t struggle i s to s e t t l e 
contradictions between ourselves and the enemy, and ordinary 
r e c t i f i c a t i o n i s to s e t t l e i n t e r n a l contradictions among the 
people. 

The "enemy", i t was clear, was the bourgeoisie, and i t was 

p a r t i c u l a r l y important to watch c a r e f u l l y for "spontaneous 

tendencies" toward capitalism inherent i n the petty commodity 

sector. Since the l a s t h a l f of 1956, Xu said, the most 

concentrated (iizhgng) manifestation of spontaneous c a p i t a l i s t 

tendencies was the rapid increase i n spontaneous i n d u s t r i a l 

enterprises and unlicensed vendors and peddlers. Some of these 

had already changed i n nature from i n d i v i d u a l to c a p i t a l i s t 

enterprises. The problem was e s p e c i a l l y serious i n Shanghai 

where 17 percent of these enterprises had already made that 

s h i f t — f o r other large c i t i e s the figure was 3 to 12.5 percent. 

(Xu gave no c r i t e r i a to d i s t i n g u i s h i n d i v i d u a l from c a p i t a l i s t 

types of enterprises, but we can assume the major determinant was 

scale, as r e f l e c t e d i n the amount of c a p i t a l and number of 

employees.) The problem was not as serious among the i n d i v i d u a l 

vendors and peddlers, but nevertheless, some small merchants 
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fxiao shanq fan) had already become big merchants (da shana fan), 

such as an unlicensed vendor i n Harbin who already had 50,000 

yuan i n c a p i t a l and employed more than twenty workers. Another 

dangerous trend was the recent re-emergence of i t i n e r a n t traders 

(xinqshang) and middlemen (zhonqj ian ren). 

Another manifestation of "spontaneous c a p i t a l i s t tenden

c i e s " , according to Xu, was an increase i n speculation; recently 

94,705 speculators i n 26 c i t i e s had been discovered and "dealt 

with" ( c h u l i ) . In addition, many peasants had abandoned farming 

i n favour of commercial a c t i v i t i e s , and some of the former 

private entrepreneurs now i n j o i n t e n t e r p r i s e s — a n d even some 

employees of state enterprises and cooperative members—had 

"turned back down the c a p i t a l i s t road", e i t h e r opening unlicensed 

enterprises, or becoming "daytime s o c i a l i s t s but nighttime 

c a p i t a l i s t s . " Others "hung up the s o c i a l i s t signboard but 

c a r r i e d out c a p i t a l i s t operations." 

The campaign was already showing r e s u l t s a l l over the 

country, said Xu. In B e i j i n g the number of unlicensed hawkers 

had been reduced from 20,000 to about 1,700 between March and 

December. But other places had been less successful. In 

Guangzhou, for example, a campaign to " r e c t i f y " spontaneous 

i n d u s t r i a l enterprises had been i n action since June. By 

September, t h e i r numbers had increased by 2,184. 

Despite the danger of "spontaneous c a p i t a l i s t tendencies," 

however, Xu emphasized that the i n d i v i d u a l sector or petty 

commodity economy also performed useful services that the 
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national economy would continue to need for a " r e l a t i v e l y long 

period of time." China's large population and " r e l a t i v e l y 

backward" production methods meant that the s o c i a l i s t economy 

... should and can only concentrate most of i t s energies i n 
developing modern i n d u s t r i a l and a g r i c u l t u r a l production; i t 
can f i l l the people's basic needs, but cannot i n a short time 
meet t h e i r numerous needs for a l l the small commodities and 
various kinds of repairs and services, nor can a l l petty 
commodity production and c i r c u l a t i o n be d i r e c t l y included i n 
the o r b i t of state planning; thus i t i s unavoidable that we 
w i l l have some people, under the leadership of the state, 
engaging i n production and s e l l i n g , f i l l i n g i n the gaps that 
can't be s a t i s f i e d by the s o c i a l i s t economy. 

Small-scale i n d u s t r i a l i s t s and merchants, according to Xu, 

were b a s i c a l l y to be seen as workers who, because they were also 

private owners, shared c e r t a i n viewpoints with c a p i t a l i s t s . The 

preferred method f o r r e c t i f y i n g them was to use education to 

reform t h e i r p o l i t i c a l stance and c r i t i c i z e t h e i r c a p i t a l i s t 

tendencies. Unlicensed enterprises should be "used, l i m i t e d , and 

reformed," and underground firms should be "brought to the 

surface" where they could be supervised e f f e c t i v e l y . These 

measures would bring the petty commodity economy firml y under 

state control, where i t could be gradually guided down the road 

to c o l l e c t i v i z a t i o n , as state p o l i c y demanded. 

In order to accomplish t h i s goal, Xu pointed out, many 

l o c a l i t i e s had already begun to carry out r e g i s t r a t i o n and 

cleanup of unregistered firms. After r e g i s t r a t i o n , some firms 

were being allowed to stay i n business, while others were being 

eliminated. Of those that were being permitted to continue, the 

few that had already become c a p i t a l i s t enterprises were to be 

supervised c a r e f u l l y and a c t i v e l y subjected to s o c i a l i s t reform. 
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For those that were s t i l l genuine i n d i v i d u a l enterprises, "we 

should do a good job of education and management, s t r i c t l y l i m i t 

t h e i r development toward capitalism, and according to circum

stances, gradually bring them into the cooperative o r b i t . " Xu 

pointed out that the cooperative economy was "an important 

material base for reforming the i n d i v i d u a l economy." The 

handicraft cooperatives should share the burden of the state i n 

educating and reforming the remaining i n d i v i d u a l handicrafts 

producers, both through d i r e c t means and through t h e i r leverage 

over supplies and marketing. 

Xu's address summed up the general p o s i t i o n toward petty 

privat e enterprise on the eve of the Great Leap: While 

recognizing i t s p o s i t i v e contribution to the economy, i t s 

i n c i p i e n t c a p i t a l i s t tendencies could not be ignored. They might 

be controlled, but i n the end the wisest (and inevitable) course 

would be to do away with the sector altogether, once i t s 

functions had been f u l l y taken over by the public-ownership 

economy. U n t i l that time, a careful watch would be kept over i t , 

to keep within acceptable bounds the spontaneous regeneration of 

capitalism. 

The Great Leap Forward. 1958-60 

Even the r e l u c t a n t l y tolerant attitude toward petty private 

enterprise r e f l e c t e d i n Xu Dixin's remarks disappeared by 

mid-1958, as the pace of c o l l e c t i v i z a t i o n was suddenly 

accelerated immediately p r i o r to and during the Great Leap 

Forward. Already i n September-October 1957, the Third Plenum of 
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the Eighth Party Congress had endorsed a new industry-led 

development p o l i c y based on intensive labour inputs secured 

through mass mobilization. Championed by Mao Zedong and Chen 

Boda, i t marked a departure from the gradualist approach adopted 

by the f i r s t session of the Eighth Party Congress one year 

e a r l i e r , which had passed an i n i t i a l version of the second 

five-year plan r e f l e c t i n g the views of the more "moderate" group 

within the central leadership. The Great Leap Forward formally 

got underway i n May 1958 with the second session of the Eighth 

Party Congress, which passed a revised version of the second 

five-year plan r e f l e c t i n g the new development strategy. 

The Leap was a c t u a l l y based on p r i n c i p l e s which had already 

begun to take precedence i n the l a s t h a l f of 1957. 4 8 The major 

elements which characterized t h i s new approach to development, 

the "Three Red Banners," included: the Great Leap Forward i n 

i n d u s t r i a l production; the new general l i n e for s o c i a l i s t 

construction; and i n agriculture, the people's communes. The new 

general l i n e "was the simultaneous construction of industry and 

agricu l t u r e , the simultaneous u t i l i z a t i o n of modern as well as 

t r a d i t i o n a l technologies and production processes, and the 

broadly based construction of industry through the simultaneous 

erection of large-, middle-, and small-scale f a c t o r i e s . 1 , 4 9 

As economic development po l i c y , the Leap b a s i c a l l y 

represented a form of economic dualism. In theory i t was to be 

made on "two legs": a technologically modern, large-scale, 

national one and a technologically backward, small-scale, l o c a l 

one. This would seem to favour the preservation of the i n d i v i d u a l 
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sector. But as a p o l i t i c a l program the r a d i c a l nature of the 

campaign meant that o f f i c i a l t o l e r a t i o n of any sort of private 

ownership v i r t u a l l y disappeared. This was e s p e c i a l l y true i n the 

countryside, which was subjected to the rapid formation of 

people's communes, but i t held for the c i t y as w e l l . According 

to Solinger, 

the small merchants were lumped into the c a p i t a l i s t 
category with t h e i r bigger cousins, and the media highlighted 
t h e i r tendency to engage i n e x p l o i t a t i o n . This stance served 
to j u s t i f y an aggressive treatment of them, as the state 
gathered i n a l l possible r e s o u r c e s . 5 0 

For the i n d i v i d u a l economy, t h i s was to be the l a t e s t wave 

of the high t i d e which had begun i n 1956. The survivors of the 

f i r s t s o c i a l i s t transformation, who were treated r e l a t i v e l y 

l e n i e n t l y i n l a t e 1956-57, again came under attack i n 1958, when 

"once more a large proportion of them were organized, and the 

remainder came under increased r e s t r i c t i o n s regarding employees, 

materials, p r i c e s , taxation, e t c . " 5 1 The net r e s u l t was that 

whereas at the end of 1957 there had been 1.24 m i l l i o n i n d i v i d u a l 

handicrafts producers and small peddlers i n the country, by 1961 

there were only 430,000, of whom 300,000 were handicrafts 

producers. Only 130,000 small vendors and peddlers remained. 5 2 

The Leap also encouraged the tendency toward rapid advance 

to "higher" forms of c o l l e c t i v e ownership. Thus not only were 

in d i v i d u a l hawkers, peddlers, and small private handicrafts 

enterprises nearly eliminated, but many businesses which had 

previously been converted to cooperatives were "upgraded" to 

j o i n t p u b l i c - p r i v a t e enterprises or put under state management. 

Explains one c r i t i c a l Chinese study, "Beginning i n 1958, there 



103 

was an upgrading and t r a n s i t i o n of ownership, and the majority of 

i n d i v i d u a l handicrafts [producers] and small merchants and 

peddlers * reached heaven i n a single bound' (y_i bu deng tian) and 

entered state run enterprises; a l t e r n a t i v e l y some went into 

a g r i c u l t u r a l p r oduction. 1 , 5 3 

Apart from d i r e c t absorption of the remaining private 

firms, and stepped-up control of commerce, one other aspect of 

the Leap which also had a major impact on the petty commercial 

and service sector was the formation of urban communes, which 

occurred i n most c i t i e s i n the summer of 1960. Over one thousand 

of these e n t i t i t i e s , which apparently were l i t t l e more than 

stre e t associations renamed, were formed by May 1960, and were 

said to incorporate about 60 percent of the urban population, 

with over 42 m i l l i o n members.54 While themselves s h o r t - l i v e d , 

the urban communes brought handicrafts and petty commerce more 

firmly into the publicly-owned sector by s e t t i n g up shops and 

workshops to provide for l o c a l needs as well as to absorb surplus 

labour (mainly housewives and unemployed youths) into the paid 

labour force. Although these workshops were mainly supposed to 

do subcontracting work for industry, according to Vogel, i n 

Guangzhou at l e a s t they " i n fact performed l i t t l e work for 

industry but were mostly service stations to provide the l o c a l 

population with small handicraft goods: workshops for repairing 

and a l t e r i n g clothes, shoes, and other household n e c e s s i t i e s . " 5 5 

The r e s u l t of t h i s innovation was to "take the few hundred 
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thousand handicrafts producers and i n d i v i d u a l peddlers l e f t i n 

the c i t i e s and ... almost instantaneously ^ t r a n s i t i o n ' them out 

of existence ( xquodu' d i a o l e ) " . 5 6 

Another more i n d i r e c t way i n which the Leap affected the 

i n d i v i d u a l economy was i n disrupting sources of supply for urban 

vendors. Rural free markets were b a s i c a l l y abolished i n August 

1957, although they were p r o v i s i o n a l l y reinstated, with many 

r e s t r i c t i o n s , about two years later.57 Licensed private traders 

could carry on inter-market trade i n a r e s t r i c t e d range of goods, 

at r e s t r i c t e d p r i c e s . This s i t u a t i o n did not change u n t i l the 

r e s t o r a t i o n of private plots and reorganization of the communes 

i n 1961. 

On the whole, by disrupting t r a d i t i o n a l sources of supply 

i n the countryside and among handicrafts producers, and by 

abolishing both private plots and r u r a l markets, the Leap forced 

small urban vendors to r e l y more than ever on the state-run 

d i s t r i b u t i o n network, which more than ever favoured cooperative 

and state-run outlets at t h e i r expense. 

Post-Leap Recovery. 1961-63 

The Leap i s now generally considered (both inside and 

outside China) to have been a f a i l u r e , with disastrous 

consequences i n some parts of the country. Exacerbated by poor 

weather conditions i n some a g r i c u l t u r a l areas, the rapid 

wholesale reorganization and restructuring of a g r i c u l t u r a l 

production and d i s t r i b u t i o n , diversion of a g r i c u l t u r a l labour 

through mass mobilization for construction and i n d u s t r i a l 
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projects, and the s i d e - e f f e c t s of e f f o r t s to meet absurdly high 

production norms, led to severe shortages of key commodities a l l 

over the country, and i n some r u r a l areas, widespread famine. 5 8 

The years of recovery a f t e r the Leap convey an atmosphere 

s i m i l a r i n many ways to the immediate aftermath of the high t i d e 

(and also, i t w i l l be seen, to the early post-Mao period). 

1961-63, l i k e 1956-57, was a period of stock-taking and 

re-evaluation of the d i r e c t i o n of economic development, based on 

the harsh experience of experiments i n extreme radicalism. I t 

was a serious blow to the development strategy associated with 

Mao, which featured rapid growth based on mass mobilization and 

rapid c o l l e c t i v i z a t i o n of a l l economic a c t i v i t y . While Mao 

continued to stress the valuable lessons learned i n the course of 

the Leap, other leaders such as L i u Shaoqi saw t h e i r e a r l i e r 

concerns vindicated and pressed for more gradual reform. 

The pullback from some of the more r a d i c a l economic 

p o l i c i e s of the Leap began only s l i g h t l y more than a year a f t e r 

i t s inception. For example, private household pl o t s for r u r a l 

commune members made a b r i e f reappearance i n 1959, and were f u l l y 

sanctioned again i n l a t e 1960-61. In September 1959, r u r a l free 

markets were reinstated a f t e r an absence of two years. However 

they continued to operate under s t r i c t controls which were not 

f u l l y l i f t e d u n t i l 1961. While the r u r a l communes persisted, 

there were readjustments made i n t h e i r s i z e , and management and 

f i n a n c i a l r e s p o n s i b i l i t y were decentralized. In the c i t i e s , the 

experiments with urban communes never r e a l l y got f u l l y underway 

before they were e s s e n t i a l l y scrapped. 
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For the i n d i v i d u a l economy, t h i s was another period of 

modest r e v i v a l , f o r several reasons. The larger agglomerations 

of handicrafts workshops and small vendors had been found 

unworkable. Also the problems of d i s t r i b u t i o n had reached 

serious proportions, and the f l e x i b i l i t y and other a t t r i b u t e s of 

small private operations were again found to be h e l p f u l i n 

promoting commodity d i s t r i b u t i o n . The new t o l e r a t i o n of private 

enterprise was also necessitated by massive urban unemployment 

produced by the wholesale reorganization of i n d u s t r i a l plants 

during the readjustment following the Leap. Urban i n d u s t r i a l 

enterprises were streamlined and many plants were closed down 

altogether. Many of the workers who now found themselves 

unemployed, e s p e c i a l l y young people and older males, were sent to 

the c o u n t r y s i d e . 5 9 

But many who remained i n the c i t i e s became (or returned to 

being) private vendors and peddlers or handicrafts producers. As 

one Chinese source picturesquely puts i t , "During the three years 

of readjustment, there was a x s p i t t i n g out of firms' (tu hu), 

which allowed some people to revert to being vendors and 

p e d d l e r s . . . " 6 0 Not a l l of them reverted back to private 

ownership. Some returned to cooperative status, e s p e c i a l l y i n 

handicrafts. But enough did revert to i n d i v i d u a l ownership to 

bring the number of i n d i v i d u a l handicrafts producers back up to 

about one m i l l i o n i n 1962. 6 1 Commercial reforms also led to the 

withdrawal, by the l a s t h a l f of 1961, of about h a l f a m i l l i o n 

small vendors and peddlers from state-run commercial enterprises 

and SMCs. This was reported to be about one-third of the number 
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who had been p a r t i c i p a t i n g i n such enterprises, and about h a l f of 

the over 1 m i l l i o n who had entered these forms since the Great 

Leap. Most of these also organized cooperative stores or small 

groups, but as with the handicrafts producers, some reverted to 

i n d i v i d u a l ownership. One 1962 survey counted about two m i l l i o n 

i n d i v i d u a l vendors and peddlers i n the c o u n t r y . 6 2 

In the early 1960s as before, i n d i v i d u a l enterprises were 

con t r o l l e d administratively through r e g i s t r a t i o n , l i c e n s i n g , and 

supervision by urban d i s t r i c t committees, and by t h e i r linkage 

with a p a r t i c u l a r state-run or c o l l e c t i v e unit which would be 

t h e i r only l e g a l wholesale supplier. Licenses were also issued 

to the new businesses which sprang up. They were allowed to 

survive l a r g e l y because—as had been recognized before the Great 

Leap—they provided needed employment and played an important 

r o l e i n f i l l i n g i n gaps between supply and demand which the 

state-run commercial system, i n those d i f f i c u l t years, was simply 

unable to accommodate. 

But t h e i r numbers never did regain former l e v e l s . One 

reason for t h i s was a legacy of the urban communes which remained 

even a f t e r the communes themselves had faded away. These were 

the urban service stations which supplied various everyday 

services at the neighbourhood l e v e l . According to Vogel, 

In e f f e c t , they replaced t i n y shops and peddlers, the petty 
c a p i t a l i s t s who had performed these tasks p r i o r to s o c i a l i s t 
transformation. In the f a l l of 1963 the service stations 
were formalized [in Canton] with the o f f i c i a l establishment 
of some s i x t y "Street Labor Service Stations" (iiedao laodong  
fuwu zhan) ... 6 3 
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The modest r e v i v a l of urban i n d i v i d u a l commerce and 

handicrafts i n the early 1960s, as well as the reinstatement i n 

1960 of the "three freedoms" (private p l o t s , r u r a l markets, and 

peasant s i d e l i n e production) i n the countryside, created renewed 

opportunities for private gain, and a corresponding renewal of 

o f f i c i a l concerns about "spontaneous c a p i t a l i s t tendencies." The 

r e v i v a l of free market a c t i v i t i e s undoubtedly encouraged 

practices that crossed the border between l e g a l i t y and 

i l l e g a l i t y . As always however, that border was h a z i l y defined. 

Market management bodies were set up to regulate the a c t i v i t i e s 

of the resurgent free markets, but i n 1961-63 these were dealt 

with r e l a t i v e l y l e n i e n t l y (however reluctant the market-manage

ment cadres may have been) as the major concern was to revive 

production and d i s t r i b u t i o n . In general, however, the ambivalence 

found toward such a c t i v i t y i n the 1950s continued and was 

perpetuated. According to Vogel, "No matter how much i t helped 

recovery, the concessions to the private economy and to 

i n d i v i d u a l freedom created management headaches and leadership 

disputes which would dominate the p o l i t i c a l scene for y e a r s . " 6 4 

1962 to the C u l t u r a l Revolution 

Although, as one Chinese source puts i t , "During the 

readjustments of 1961-62, in d i v i d u a l industry and commerce 

emerged into a r e l a t i v e l y stable period of development," t h i s 

moderate r e v i v a l was s h o r t - l i v e d . By the end of 1962 the climate 

had cooled once again: "... a f t e r 1962, with the various 

retrenchments such as the movement to replace private commerce 
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( d a i t i sishang yundong), the cleanup of r u r a l brigade commercial 

enterprise, and the s t r i c t control of market trade i n large and 

medium c i t i e s , the number of i n d i v i d u a l i n d u s t r i a l and commercial 

firms dropped again." A national survey conducted i n 1964 found 

that there were only s l i g h t l y over a m i l l i o n i n d i v i d u a l 

i n d u s t r i a l and commercial workers i n the c o u n t r y . 6 5 

In Shanghai, White reports that by 1963 along with the 

beginning of economic recovery came s t r i c t e r and more e f f e c t i v e 

control of urban markets: 

The small remaining private free market i n Shanghai was 
conducted l a r g e l y by means of posters on telephone poles. 
... In theory, these personal advertisements were not 
supposed to be pasted on public property; but u n t i l mid-1963, 
that r u l e was not enforced. When the government wished to 
close t h i s market, i t needed only to hold an urban 
b e a u t i f i c a t i o n campaign. 

A general cleanup of markets and c e n t r a l i z a t i o n of various 

previously independent a c t i v i t i e s such as newspaper delivery, 

cleared most of the remaining private vendors from the c i t y 

s treets, so that "the most widespread private shops i n Shanghai 

by l a t e 1964 were family businesses to s e l l hot water, for tea 

and washing." Any new small enterprises which did spring up were 

l i k e l y to be c o l l e c t i v e s organized by str e e t and neighbourhood 

committees. 6 6 

Even p a r t i c i p a n t s i n the small cooperatives were not immune 

from charges of c a p i t a l i s t e x p l o i t a t i o n . In the press during 

t h i s period they were again lumped together with the bourgeoisie, 

and many s t o r i e s appeared of i l l e g a l business practices among 

these small merchants who had already supposedly adopted the 

s o c i a l i s t road. As Solinger concludes, "Apparently, the 



110 

unmerging of the f i r s t few years of the decade was sh o r t - l i v e d , 

as cadres began to bask i n a heyday for state-run business that 

was to l a s t f o r over a decade." 6 7 

The C u l t u r a l Revolution Decade, 1966-76 

The struggles which had been going on since the f a i l u r e of 

the Great Leap Forward over the general o r i e n t a t i o n of the 

post-revolutionary society i n China, and over p o l i t i c a l 

leadership, found a resolution of sorts with the unleashing of 

the c u l t u r a l revolution i n 1966. By 1964 the prestige and 

influence of Mao Zedong and his close associates had f a l l e n 

p r e c i p i t o u s l y , as various Party leaders and prominent i n t e l l e c t u 

a l s sharply c r i t i c i z e d the " r a d i c a l " approach to s o c i a l 

development which they represented. They i n turn were accused by 

Mao and those around him of "revisionism". By the summer of 

1966, the " r a d i c a l s " had seized the i n i t i a t i v e . In the struggles 

that followed, economic p o l i c y debates were eclipsed by 

often-violent p o l i t i c a l struggle and s o c i a l upheaval. By the 

time the c u l t u r a l revolution i t s e l f had run i t s course, the 

contours of economic p o l i c y and development strategy were 

r a d i c a l l y (in the l i t e r a l sense) d i f f e r e n t from what they had 

been before 1966. 

Here no attempt w i l l be made to unravel the complexities of 

the c u l t u r a l revolution and i t s aftermath (the decade from the 

inception of the c u l t u r a l revolution i n 1966 to the death of Mao 

and arrest of the gang of four i n 1976, which Chinese writers now 

tend to r e f e r to as the c u l t u r a l revolution decade.) Rather t h i s 
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s e ction w i l l concentrate on the general features of economic 

p o l i c y which most d i r e c t l y affected the i n d i v i d u a l sector of the 

economy, and on p o l i t i c a l and i d e o l o g i c a l events and trends which 

had s i g n i f i c a n t i n d i r e c t impact. 

In terms of ideology, the emphasis was on unceasing c l a s s 

struggle and the transformation of bourgeois and feudal forms of 

consciousness and material l i f e . Even a f t e r the transformation 

of the economic base, i t was argued, the struggle to transform 

the superstructure must continue. One of the most serious 

charges made against such figures as Liu Shaoqi was that they had 

denied the necessity to continue the class struggle even a f t e r 

the s o c i a l i s t transformation of the economy was completed, and 

had promoted p o l i c i e s which favored the continued existence of 

the bourgeoisie as a s i g n i f i c a n t force i n society. Such p o l i c i e s 

of course included the maintenance of any form of private 

commodity exchange or private ownership of the means of 

p r o d u c t i o n — i n c l u d i n g free markets, private p l o t s , and i n d i v i d u a l 

enterprises. 

The most prominent of the top leaders ousted during the 

c u l t u r a l revolution was L i u Shaoqi. From mid-1966 u n t i l October 

1968 when he was f i n a l l y stripped of h i s party and government 

posts, he was referred to p u b l i c l y only as "China's Khrushchev". 

His previous repudiation of class struggle, and the "moderate" 

economic p o l i c i e s he had championed—including the gentle 

treatment he advocated for the i n d i v i d u a l economy—were now c i t e d 

as evidence of h i s " r e v i s i o n i s t " views. A July 1967 a r t i c l e from 

Guanqminq Ribao. written by c u l t u r a l revolutionaries i n the 
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Shanghai Municipal Administration for Industry and Commerce, 

captures the flavour of the c r i t i c i s m s made against L i u and h i s 

followers, which included, quite c o r r e c t l y , the charge that a f t e r 

the "three years of natural calamities" following the Great Leap, 

That general representative of the bourgeoisie within our 
Party venomously attacked the s o c i a l i s t economy as "not 
workable because there i s only planning but no f l e x i b i l i t y 
and v a r i e t y . " He alleged that "our economy i s on the verge 
of c o l l a p s i n g . " He frenziedly advocated the opening of "free 
markets" and "underground f a c t o r i e s , " and bellowed that "we 
must ret r e a t f a r enough i n industry as well as i n 
a g r i c u l t u r e — i n c l u d i n g the f i x i n g of output quotas based on 
the households and in d i v i d u a l economy." He gave utmost 
p u b l i c i t y to "the need of u t i l i z i n g the free markets," and 
wanted to allow "private traders to crawl through any crack 
of socialism by providing not only free markets to commerce 
but also underground f a c t o r i e s to industry." On top of t h i s , 
he also baldly stated: "Free markets i n the countryside w i l l 
give r i s e to some capitalism and bring about some bourgeois 
elements and some upstarts. Some small-time traders w i l l 
also become upstarts, but t h i s w i l l do nothing more than to 
bring about a few members of the bourgeoisie ... Have no fear 
of the spread of c a p i t a l i s m . 6 8 

This d i a t r i b e also charged that as a r e s u l t of the 

reopening of urban free markets i n Shanghai i n 1962, "speculative 

a c t i v i t i e s spread i n a big way" as part of the "criminal p l o t of 

China's Khrushchev and h i s Shanghai agent who worked i n c o l l u s i o n 

to break a gap i n the s o c i a l i s t market of the c i t y . " The 

implication was that sanctioning any form of private t r a d e — o r 

even recognizing i t s continued existence—amounted to sabotage of 

the s o c i a l i s t economy. 

There was very l i t t l e material published on the i n d i v i d u a l 

economy i t s e l f during the c u l t u r a l revolution period. I t i s not 

sur p r i s i n g that, with the s o c i a l upheavals of the time, l i t t l e 

attention was paid to what was by then such a n e g l i g i b l e part of 

the economy. Given that i t s very existence was a n t i t h e t i c a l to 
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the p r i n c i p l e s upon which the c u l t u r a l revolution was based, i f 

i t had been at a l l a s i g n i f i c a n t force i n society, i t i s l i k e l y 

that more d i r e c t attacks would have been made upon i t . Chapter 6 

contains a d e s c r i p t i o n of how one i n d i v i d u a l peddler managed to 

survive t h i s period. He was not alone, but he hardly represented 

a numerically s i g n i f i c a n t s o c i a l grouping. As v i r t u a l l y every 

post-1978 study points out, during the c u l t u r a l revolution the 

i n d i v i d u a l economy was labeled as the " t a i l of capitalism" 

(zibenzhuyi weiba), which was to be "cut o f f " once and for a l l . 

In f a c t t h i s was done quite e f f e c t i v e l y : i t i s generally said 

that by 1978, there were only 150,000 registered urban i n d i v i d u a l 

i n d u s t r i a l and commercial enterprises l e f t i n the e n t i r e country. 
69 

However, as before, there was no shortage of opportunities 

for i l l i c i t p rivate transactions, e s p e c i a l l y with the general 

d i s l o c a t i o n during the f i r s t couple of years of the c u l t u r a l 

revolution. Says one study published i n 1981, 

The operations of some in d i v i d u a l firms never stopped. As 
the masses demonstrated: when the overt i s cut o f f , the 
covert emerges, when the main road i s closed, take to the 
small lanes. The r e s u l t of r i g i d suppression was an increase 
i n unlicensed operations and rampant speculation ... 7 0 

One estimate i s that i n Shanghai alone there were 10,000 

unlicensed vendors operating throughout the c u l t u r a l revolution 

p e r i o d . 7 1 White says that i n Shanghai, "In l a t e 1967 shortages 

of f u e l , soap and other commodities encouraged a temporary r i s e 

of speculative businesses. These operated i n r a i l r o a d stations, 
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hotels, wharves, restaurants, and reception houses." But t h i s 

kind of a c t i v i t y diminished as the l o c a l a u t h o r i t i e s began to 

exert more e f f e c t i v e control over the economic apparatus. 7 2 

I n t r i g u i n g l y , i n the early days of the c u l t u r a l revolution, 

when students and workers were s p l i t t i n g into "rebel" and 

"conservative" Red Guard factions, some of the self-employed 

apparently tended to a l l y themselves with the former. Along with 

other marginal workers they seized the opportunity to t r y and 

improve on t h e i r disadvantaged place i n society, i n the context 

of a general attack on the structures of authority. According to 

Lee's study of the p o l i t i c s of the c u l t u r a l revolution, these 

r a d i c a l workers included temporary and contract workers; 

pa r t i c i p a n t s i n the part-study, part-work program; apprentices 

and u n s k i l l e d factory workers; workers from small f a c t o r i e s ; and 

in d i v i d u a l l a b o u r e r s . 7 3 What they had i n common was that, 

deprived of regular jobs i n the large state enterprises, they 

also lacked the security, r e l a t i v e l y high wages, and s o c i a l 

b e n e f i t s — i n short, the "iron r i c e b o w l " — t h a t came with such 

jobs. At the same time, they had minimal channels for regular 

p o l i t i c a l p a r t i c i p a t i o n , and thus escaped formal control by the 

Party or the unions. Many of them were from "bad" cl a s s 

backgrounds: bourgeois, petty bourgeois, small landlords. In 

short, says Lee, "what appears to be conclusive i s that workers 

located outside the locus of power formed the r a d i c a l groups." 7 4 

Included among them were many of the young educated 

urbanites who had previously s e t t l e d i n the countryside under the 

shang shan x i a xiang (up to the mountains, down to the v i l l a g e s ) 
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movement which began i n 1957. A large number of them returned to 

the c i t i e s when the c u l t u r a l revolution began i n 1966 and 

r e s i s t e d the government's d i r e c t i v e s , beginning the following 

year, that they go back to the countryside and conduct the 

c u l t u r a l revolution there. The most disadvantaged of them tended 

to j o i n the lower-status workers i n the rebel groups. 

In the spring of 1967, i n d i v i d u a l peddlers i n Shanghai 

formed a group c a l l e d the "Revolutionary Rebel General 

Headquarters of Individual Labour." In a meeting to a i r t h e i r 

grievances, they charged that "the i n d i v i d u a l peddler was the 

worst o f f i n the new society" and presented a l i s t of four 

demands to redress t h e i r s i t u a t i o n : that "the supply plan of 

materials must be decided democratically, and the state should 

not i n t e r f e r e with i t " ; that "commodities i n great demand must be 

given f i r s t to p r i v a t e l y owned businesses, then to c o l l e c t i v e l y 

owned businesses, and l a s t l y to state-owned businesses"; that 

"business tax must be based on s e l f - a p p r a i s a l , not on c o l l e c t i v e 

appraisal or the decision of the tax o f f i c i a l s " ; and that "taxes 

must be reduced at times of hardship, and the amounts should be 

decided by o u r s e l v e s . " 7 5 Like other r a d i c a l workers' groups, 

these i n d i v i d u a l peddlers were demanding democratic self-manage

ment. But apparently more important, they wanted an end to 

discrimination against in d i v i d u a l businesses, and even p o l i c i e s 

which favoured them over publicly-owned enterprises. B a s i c a l l y 

what they were asking for, i n r h e t o r i c suitable for the times, 

was that the government not i n t e r f e r e i n t h e i r business 
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operations, except to discriminate i n t h e i r favour i n decisions 

about material supplies. Any group of small entrepreneurs would 

ask the same. 

Demands such as those of the "rebel" i n d i v i d u a l 

entrepreneurs and other l e s s p r i v i l e g e d workers continued through 

1967. They wanted wage raises, e f f i c i e n c y bonuses, and 

supplementary benefits. The workers' complaints and any attempts 

by party or enterprise leadership to meet them were attacked by 

the c u l t u r a l revolutionaries as "economism"; concessions were 

condemned as an attempt to buy o f f the d i s s a t i s f i e d workers and 

thus d e f l e c t them from the true aim of the c u l t u r a l 

r e v o l u t i o n — e l i m i n a t i n g bourgeois ideology. 

The b a t t l e s engendered by "economism" included s t r i k e s , 

demonstrations, and the interruption of r a i l and road t r a f f i c i n 

many of the c i t i e s . Public buildings were occupied by squatters. 

Many of the workers, with the sanction of the l o c a l Party 

leadership (for example i n Shanghai) t r a v e l l e d to B e i j i n g to lay 

t h e i r case at the door of the central leadership, which denounced 

t h e i r e f f o r t s as an attempt to sabotage the c u l t u r a l revolution. 

An o f f i c i a l statement charged that proponents of "economism" were 

t r y i n g to "corrupt the revolutionary w i l l of the masses with 

material i n t e r e s t s , to bring about a peaceful evolution and to 

allow bourgeois ideas to spread unchecked. 1 , 7 6 

At the beginning of 1968 there was a general reassertion of 

central control over the economy, enforced by the army. A 

central document t i t l e d "Notice from CCP Central Committee, State 

Council, Central M i l i t a r y Commission, and Central C u l t u r a l 
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Revolution Group on Dealing Further Blows to Counter-Revolution-

ary Economism and Speculative, P r o f i t e e r i n g A c t i v i t i e s " was 

c i r c u l a t e d i n January. 7 7 I t pointed out that "some speculative, 

p r o f i t e e r i n g a c t i v i t i e s are again i n evidence on the market," and 

i n addition to other d i r e c t i v e s aimed at restoring order and 

safeguarding production, stated that "market control s h a l l be 

e f f e c t i v e l y strengthened," and "unlicensed traders and vendors 

and unlicensed i n d i v i d u a l handicrafts producers s h a l l be 

r e s o l u t e l y repressed." Rural communes, brigades, and teams, as 

well as t h e i r i n d i v i d u a l members, were forbidden to engage i n 

commerce. In addition, the d i r e c t i v e ordered that "Cooperative 

stores (groups), handicrafts cooperatives (groups), i n d i v i d u a l 

traders and vendors, and i n d i v i d u a l handicrafts producers must 

s t r i c t l y observe the p o l i c i e s , laws and decrees of the State, 

accept the leadership of the State-owned economy, obey the 

management of industrial-commercial administrative departments, 

and accept s o c i a l i s t transformation." Increasingly stringent 

measures were used to control what l i t t l e i n d i v i d u a l enterprise 

remained i n the c i t i e s . Peddlers and handicrafts producers who 

were nominally i n cooperatives or c o l l e c t i v e s while i n fact 

operating as i n d i v i d u a l s , were also brought more firmly into the 

sphere of the c o l l e c t i v e economy. 

Around the same time, the "up to the mountains, down to the 

v i l l a g e s " program was resumed and accelerated. This also had a 

d i r e c t impact upon the i n d i v i d u a l economy i n the c i t i e s . The 

i n d i v i d u a l sector had always expanded i n times of high urban 

unemployment or rural-urban migration, when the state-run sector 
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of the urban economy was unable to absorb the residual unemployed 

i n addition to new entrants on the job market. Beginning i n 1968 

another s o l u t i o n was found for the l a t t e r group—they were sent 

to the countryside. 

The movement began i n 1957, l a r g e l y as a response to 

growing labour surplus i n the c i t i e s , p a r t i c u l a r l y during the 

retrenchment a f t e r the s o c i a l i s t transformation of 1956. The 

program was interrupted during the Great Leap Forward when 

surplus labour was mobilized for small-scale labour-intensive 

enterprises and construction projects. A f t e r the Leap the 

tra n s f e r program was resumed, t h i s time on a much larger scale. 

Of the 1.2 m i l l i o n people r e s e t t l e d i n r u r a l areas between 1956 

and 1966, well over one m i l l i o n went to the countryside a f t e r 

1962. 7 8 

Many of them, as noted above, returned to the c i t i e s at the 

beginning of the c u l t u r a l revolution, but with the res t o r a t i o n of 

order i n the c i t i e s i n the summer of 1968 they were sent back to 

the countryside once again. They were joined by much larger 

numbers from 1968 to the mid-1970s as the program became 

i n s t i t u t i o n a l i z e d . According to s t a t i s t i c s published i n 1976, 

between 1968 and 1975 a staggering t o t a l of 12 million—some 10 

percent of the urban population—were r e s e t t l e d . About 5.4 

m i l l i o n of these made the move between 1968 and the end of 1970. 

For some t h i s meant temporary assignments of a few years, but for 

most, the move was supposed to be permanent. 7 9 
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A combination of i d e o l o g i c a l , p o l i t i c a l , and economic 

factors was behind t h i s massive tra n s f e r of urban youth to the 

r u r a l areas. According to Bernstein, writing i n 1977, "The main 

p u b l i c l y a r t i c u l a t e d rationales for the transfer are that i t i s 

necessary f o r i d e o l o g i c a l reasons and that i t w i l l spur r u r a l 

development." 8 0 But underlying those rationales, a very 

important factor i n the transfer, and i n the year-by-year 

fluctuations i n the numbers transferred, was the l e v e l of urban 

unemployment and the reluctance of auth o r i t i e s to invest i n urban 

job creation for young school-leavers when cheaper al t e r n a t i v e s 

were a v a i l a b l e . 

While m i l l i o n s of educated young people were being sent to 

the countryside, urban jobs were being f i l l e d by temporary 

recruitment of peasants by urban enterprises, and by increasing 

the p a r t i c i p a t i o n rate of married women i n the paid workforce. 

Both were ways of f i l l i n g jobs with minimal outlay i n wages and 

s o c i a l benefits: the peasants were paid at lower rates than 

ordinary workers, were not e n t i t l e d to benefits, and l e f t t h e i r 

families back home i n the v i l l a g e ; the married women were usually 

covered by t h e i r husbands' s o c i a l benefits and did not require 

a d d i t i o n a l housing. Bernstein concludes, "Although we do not 

know what proportion of the 12 m i l l i o n youths has been sent to 

the countryside because of the a v a i l a b i l i t y of cheaper 

substitutes, i t would seem that the transfer has been 

contributing to China's development not only by helping to solve 

the problem of unemployment but also by helping to reduce the 

costs of the urban i n f r a s t r u c t u r e . 1 , 8 1 
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In e f f e c t , the existence of the t r a n s f e r program, and the 

government's persuasive and coercive powers which enabled i t to 

make sure that the young people a c t u a l l y went, meant that a f t e r 

1968 i t was unnecessary to formulate p o l i c i e s to address the 

long-problem of urban labour absorption. Absence of such an 

employment p o l i c y also meant that there was no need to authorize 

expansion of the l e g a l i n d i v i d u a l sector. Given the past record 

of ambivalence toward that sector, and the i d e o l o g i c a l antipathy 

toward i t during the c u l t u r a l revolution period, i t i s not 

s u r p r i s i n g that t h i s " t a i l of capitalism" was e f f e c t i v e l y "cut 

o f f " a f t e r the mid-1960s. 

The neglect of urban development as a p o l i c y can also be 

i n f e r r e d from the development strategy adopted during the 

c u l t u r a l revolution period. An important element of that 

strategy was to reduce the differences between c i t y and 

countryside and between workers and peasants. In p r a c t i c e t h i s 

apparently meant concentrating a g r i c u l t u r a l and i n d u s t r i a l 

investment (of c a p i t a l and labour inputs both) i n the r u r a l areas 

at the expense of the c i t i e s . In the c i t i e s , stress was l a i d on 

the expansion of "productive" enterprise, but s p e c i a l emphasis 

was placed on the development of small-scale i n d u s t r i a l 

enterprises which would serve as suppliers and sub-contractors to 

larger f a c t o r i e s . 8 2 This was t i e d to another important aspect of 

c u l t u r a l revolution p o l i c y : the stress on production rather than 

consumption, e s p e c i a l l y i n the c i t i e s . Commerce and services 

were hence not considered a high p r i o r i t y for development, and 

furthermore suffered from being h i s t o r i c a l l y linked to the urban 
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bourgeoisie. I t i s surely not coincidental that during the 

c u l t u r a l revolution the e n t i r e leadership of the trade ministry 

was purged. 8 3 

But the a u t h o r i t i e s paid for these p o l i c y tendencies l a t e r 

on. Neglect of the urban i n f r a s t r u c t u r e and the absence of 

measures designed to create employment opportunities f o r urban 

surplus labour i n the decade following the c u l t u r a l revolution 

created acute problems i n the l a t e 1970s when the t r a n s f e r 

program was abandoned and large numbers of the transferred young 

people began to return to the c i t i e s demanding jobs. Not only 

were the jobs not there, but the commercial and service sector 

which could have been expected to employ them, had by that time 

shrunk to a l e v e l where i t was barely able to supply more than 

the minimum requirements of the urban population. 

A f t e r the upheavals of the l a t e 1960s, the early 70s saw a 

return to some semblance of "pragmatism" i n economic p o l i c y , 

p a r t i c u l a r l y a f t e r the f a l l of L i n Biao i n 1971. Under the 

guidance of Zhou E n l a i , economic considerations began to take 

precedence over the purely p o l i t i c a l . Previously purged leaders 

associated with t h i s stance, most notably Deng Xiaoping, were 

reinstated i n 1973. But t h i s trend was s h o r t - l i v e d ; at the end 

of 1973 the extreme l e f t was able to push ahead a r e v i v a l of the 

c u l t u r a l revolution, fueled by the v i r u l e n t campaign against L i n 

Biao and Confucius (which was i n fact a t h i n l y - d i s g u i s e d attack 

on Zhou E n l a i ) . There were some indications of a waning of t h i s 

radicalism i n 1975 with the introduction of Zhou's "four 

modernizations" program. But i n general economic p o l i c y during 
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t h i s turbulent period was eclipsed by i n t e n s i f i e d p o l i t i c a l 

struggles which ended only with the death of Zhou and Mao and 

arrest of the "gang of four" i n 1976. 

One feature of the pragmatism of the early 1970s was a 

renewed emphasis on the importance of trade, and a recognition of 

the necessity for private trade, e s p e c i a l l y i n the countryside. 

New r u r a l p o l i c i e s introduced i n early 1971 once again permitted 

private p l o t s and s i d e l i n e occupations. However there were 

problems i n enforcing t h i s new approach, l a r g e l y because of 

cadres' fears of another swing of the p o l i c y pendulum. Their 

fears were r e a l i z e d i n 1974 when a new push to promote the 

r a d i c a l Dazhai model i n agriculture brought renewed suppression 

of private p l o t s . In 1975 the spectre of "spontaneous c a p i t a l i s t 

tendencies" was revived i n regard to private p l o t s and s i d e l i n e 

occupations, with the media again c a l l i n g for "a continuous 

struggle against c a p i t a l i s t tendencies and the spontaneous 

tendencies of the small-scale producer." 8 4 Around the same time 

market management became much more stringent. Such p o l i c i e s 

f i r m l y cemented the superior p o s i t i o n of state-run commerce; by 

mid-decade over 90 percent of the r e t a i l trade volume was handled 

by state-run u n i t s . About 7 percent was handled by c o l l e c t i v e 

units, and the miniscule remainder was i n private hands. 8 5 

The renewed radicalism of the mid-1970s prompted 

considerable popular resistance, with workers again a g i t a t i n g for 

better wages and working conditions. Work stoppages i n various 

parts of the country had to be put down by the army. This 

resistance was a t t r i b u t e d by the central leadership to 
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"factionalism," and i n p a r t i c u l a r to the s u r v i v a l of petty 

bourgeois forms of consciousness and what was c a l l e d "small 

holder" mentality. Early i n 1975 an i d e o l o g i c a l campaign was 

launched which stressed the study of the theory of d i c t a t o r s h i p 

of the p r o l e t a r i a t ; Lenin's views on the l i n k between petty 

production and c a p i t a l i s t restoration were used to j u s t i f y yet 

another e f f o r t to root out the remnants of the "bourgeoisie". 

The writings of the "Shanghai school" of economic theoreticians 

le d by "gang of four" members Zhang Chunqiao and Yao Wenyuan 

provided the t h e o r e t i c a l basis f o r t h i s campaign. 8 6 On 22 

February, Renmin Ribao devoted three and a h a l f pages to 

quotations from Marx, Engels and Lenin i n support of t h i s renewed 

assertion of p r o l e t a r i a n d i c t a t o r s h i p . Prominent i n the 

accompanying e d i t o r s ' note was the statement: 

Chairman Mao also pointed out: Lenin said, "Small production 
engenders capitalism and the bourgeoisie continuously, d a i l y , 
hourly, spontaneously, and on a mass scale." This also 
occurs among a section of the workers and a section of the 
Party members. Both within the ranks of the p r o l e t a r i a t and 
among the personnel of state organs there are people who 
follow the bourgeois s t y l e of l i f e . 8 7 

Amidst the evident i n s t a b i l i t y of t h i s period, i n January 

1975 a new Constitution, the f i r s t since 1954, was passed by the 

Fourth National People's Congress. I t r e f l e c t e d the obsession 

with c l a s s struggle of the previous decade, as well as 

underlining the i n f e r i o r status of private ownership and 

s p e c i f i c a l l y the i n d i v i d u a l economy. Where the 1954 Constitution 

recognized and safeguarded the r i g h t s of private ownership, the 

new version stated that "there are two major kinds of ownership 

of the means of production at the present stage: s o c i a l i s t 
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ownership by the whole people and s o c i a l i s t c o l l e c t i v e ownership 

by the working masses." Individual ownership was no longer 

recognized as part of China's economic structure, but i n d i v i d u a l 

operations were permitted although s t r i c t l y circumscribed. The 

relevant clause stated: 

The state permits non-agricultural i n d i v i d u a l labourers, 
under u n i f i e d arrangement by neighbourhood organizations i n 
c i t i e s and towns or by production teams i n r u r a l people's 
communes, to engage i n i n d i v i d u a l labour involving no 
ex p l o i t a t i o n of others, within the l i m i t s permitted by law. 
At the same time [we] must guide them step by step down the 
road of s o c i a l i s t c o l l e c t i v i z a t i o n . 8 8 

The following year came a dramatic ser i e s of events which 

has thrown that future into doubt. 

Years of Upheaval. 1976-77 

By 1975, despite the radicalism i n the central media, an 

uneasy balance had been struck within the central leadership on 

the subject of economic po l i c y , as the focus of attention was 

turned from i d e o l o g i c a l struggle to economic growth. In a report 

to the same National People's Congress which passed the new 

Constitution, Zhou E n l a i announced a new p o l i c y of rapid 

development i n the areas of agriculture, industry, national 

defence, and science and technology—the "four modernizations." 

Zhou's close associate Deng Xiaoping was a prominent influence i n 

the "pragmatic" f a c t i o n among the top leadership seeking 

solutions to the c r i t i c a l economic and s o c i a l problems facing the 

country. Under t h e i r influence came a new stress on " s t a b i l i t y , 

unity, and economic growth." 
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Around t h i s time, there were signs of mounting unrest among 

many groups i n society, including s t r i k e s for wage reforms, a 

spontaneous resurgence of r u r a l marketing and s i d e l i n e production 

at the expense of c o l l e c t i v e production, and a g i t a t i o n f o r 

democratic reforms. In t h i s context, the economic p o l i c i e s 

associated with Zhou E n l a i and Deng Xiaoping, s t r e s s i n g the four 

modernizations, the use of material incentives, and the import of 

foreign technology, began to make a dent i n a l l spheres of the 

economy. But such p o l i c i e s were s t i l l strongly opposed by the 

" l e f t " , the f a c t i o n i d e n t i f i e d with Jiang Qing and the r e s t of 

the "gang of four", whose influence was s t i l l strong. 

This s i t u a t i o n changed r a d i c a l l y i n 1976, with the deaths 

of the three top leaders most c l o s e l y associated with the Chinese 

Revolution—Zhou E n l a i (in January), Zhu De (in J u l y ) , and Mao 

Zedong (in September). After Zhou's death, Deng again 

disappeared from the p o l i t i c a l scene, attacked as a " c a p i t a l -

ist-roader". Hua Guofeng, the minister for public security, was 

appointed o f f i c i a l successor to Zhou, reportedly at the behest of 

Mao himself. At the end of March and beginning of A p r i l popular 

demonstrations i n Tiananmen Square memorialized Zhou and attacked 

the l e f t i s t leaders, including Mao. These and other "counterrev

olutionary incidents" were put down v i o l e n t l y by the army and 

public s e c u r i t y forces. The severe Tangshan earthquakes i n July 

and November, claiming almost a quarter of a m i l l i o n l i v e s , were 

another factor i n the general climate of i n s t a b i l i t y . 
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In early October, c l o s e l y following Mao's death, the "gang 

of f o u r " — t h e c u l t u r a l revolutionary leadership core—were 

arrested by the army, as were t h e i r followers a l l over the 

country. Under the shaky leadership of Mao's designated 

successor Hua Guofeng, and amidst widespread c i v i l u n r e s t , 8 9 

tentative changes i n economic and c u l t u r a l p o l i c i e s began. But 

the c e n t r a l leadership g r o u p — l a t e r known as the "whateverist 

f a c t i o n " because of t h e i r avowed support for "whatever p o l i c i e s 

Chairman Mao formulated" and "whatever ins t r u c t i o n s Chairman Mao 

gave"—was s t i l l f a i t h f u l to Maoism (and i n fac t depended on h i s 

p o l i t i c a l legacy to le g i t i m i z e t h e i r claim to leadership). 

Mounting pressure from senior Party leaders to return Deng 

Xiaoping to a p o s i t i o n of power led to h i s o f f i c i a l 

r e h a b i l i t a t i o n and reinstatement as vice-chairman of the CCP i n 

Jul y 1977. 9 0 

The Eleventh Party Congress, held i n August 1977, appointed 

a new Central Committee, purged of c u l t u r a l revolutionaries, to 

guide the country into the post-Mao era. The party r e c t i f i c a t i o n 

launched by t h i s Congress, and the nationwide campaign to 

" c r i t i c i z e the Gang of Four" and t h e i r "followers" continued 

through 1978. 9 1 The F i f t h National People's Congress of February 

1978 passed a revised C o n s t i t u t i o n , 9 2 and affirmed the central 

leadership's commitment to press ahead with the four moderniza

tions, with Hua announcing an extremely o p t i m i s t i c — a n d very 

expensive—Ten-Year Plan for economic development to begin i n 

1978. This "new great leap" which was to transform China into a 

modernized s o c i a l i s t world power by the end of the century was i n 
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fa c t c l o s e r to the Soviet-style p o l i c i e s that preceded the Leap. 

I t also repudiated some important features of the development 

strategy more recently associated with Mao. I t c a l l e d for very 

high growth rates i n industry and ag r i c u l t u r e and a strengthened 

emphasis on central planning and state i n i t i a t i v e , but l i t t l e 

actual reform of the planning apparatus or o v e r a l l economic 

structure. I t also c a l l e d for massive investment i n c a p i t a l 

construction, and—an important departure from Maoist p o l i 

c i e s — l a r g e i n j e c t i o n s of foreign c a p i t a l and technology, 

e s p e c i a l l y for energy resource and i n f r a s t r u c t u r e development. 9 3 

Economic Conditions and Problems 

In the next chapter, discussion of the p o l i c y toward the 

i n d i v i d u a l economy w i l l be resumed. Not s u r p r i s i n g l y , there was 

l i t t l e place i n the industry-led development strategy embodied i n 

the Ten-Year Plan for the r e v i v a l of small-scale private economic 

a c t i v i t y . As with other areas of the economy, the Plan did l i t t l e 

to address many of the r e a l l y pressing economic problems facing 

the post-Mao leadership i n 1976-77. The remainder of t h i s chapter 

w i l l o utline these problems, giving s p e c i a l attention to two 

aspects which had the most d i r e c t influence on the p o l i c i e s 

toward the i n d i v i d u a l economy which emerged a f t e r 1978: urban 

unemployment and inadequate supply of goods and services to urban 

residents. 

There has been considerable debate both inside and outside 

China about exactly how serious the country's economic 

d i f f i c u l t i e s were, however, and whether economic problems alone 



128 

warranted the dramatic nature of the post-Mao p o l i c y reforms. 9 4 

Chinese economists' d i r e pronouncements about the "ten years of 

d i s a s t e r " appear to be almost as much an attempt to d i s c r e d i t 

anything to do with the "Gang of Four" as to give an accurate 

analysis of the economic problems facing the post-Mao 

leadership—indeed many of the problems they described were 

chronic headaches rather than acute s i d e - e f f e c t s of so-called 

" u l t r a - l e f t i s t " p o l i c i e s . The return of Deng Xiaoping and other 

leading figures i d e n t i f i e d with the "pragmatic" or more 

market-oriented economic p o l i c i e s of the mid-1950s and early 

1960s i n e v i t a b l y meant a clean break with the Maoist p o l i c i e s 

many of them had opposed a l l along, and i t was obvious that 

p o l i c i e s incorporating t h e i r longstanding concerns about balanced 

and steady growth, the uses of foreign trade and investment, 

technological modernization, d i v e r s i f i c a t i o n of economic forms, 

the use of market forces to complement central planning and 

a l l o c a t i o n , the use of material incentives to r a i s e productivity, 

etc., would be given another t r y . 

Also, the necessity to l e g i t i m i z e the new leadership's 

claim to power compelled them to do something about the material 

q u a l i t y of l i f e f o r both the r u r a l and urban population which, i t 

was widely acknowledged, had improved l i t t l e — a n d i n some ways 

had even d e t e r i o r a t e d — i n the previous twenty y e a r s . 9 5 In the 

countryside, per capita income had grown only 0.5 percent per 

annum from 1957 to 1977. Stagnation i n a g r i c u l t u r a l production 

had created serious problems of supply i n the towns and c i t i e s , 

which had forced the introduction of rationing and massive 
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imports of food grains from abroad. In the c i t i e s , the wage 

scale f o r workers i n the r e l a t i v e l y well-paid state sector had 

been " v i r t u a l l y frozen" from 1963 to 1977, apart from a minor 

readjustment at the bottom end. With the elimination of bonuses 

and promotions based on s e n i o r i t y or s k i l l s , along with r i s e s i n 

pr i c e s , many urban workers had experienced declines i n r e a l 

income. 9 6 Any increase i n family income was more l i k e l y due to 

the increased p a r t i c i p a t i o n of women i n the paid labour force. 

B a s i c a l l y , the major economic problems confronting the 

post-Mao leadership were the following: too-slow growth of 

a g r i c u l t u r a l production, e s p e c i a l l y i n r e l a t i o n to population 

growth; massive unemployment coupled with widespread underemploy

ment and a serious shortage of well educated t e c h n i c a l l y s k i l l e d 

personnel; det e r i o r a t i n g and technologically backward f a c t o r i e s 

and i n f r a s t r u c t u r e ; i n s t i t u t i o n a l r i g i d i t i e s that were l a r g e l y 

the legacy of the Soviet-style bureaucratic structures 

established i n the 1950s; i r r a t i o n a l i t i e s caused by longstanding 

overemphasis on production without due regard for f i n a l demand, 

p a r t i c u l a r l y for consumer goods; and general i n e f f i c i e n c y of 

enterprise operation i n every area of the economy. 9 7 

Two p a r t i c u l a r l y pressing economic problems which demanded 

immediate attention at the time because of t h e i r s o c i a l and 

p o l i t i c a l implications, were massive and growing urban 

unemployment, and the demonstrated i n a b i l i t y of the e x i s t i n g 

commodity d i s t r i b u t i o n network to provide goods and services for 

urban residents i n adequate quantities, variety, and q u a l i t y . 

These two issues are singled out for s p e c i a l attention here 
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because they are generally c i t e d as compelling reasons for 

res t o r i n g the urban i n d i v i d u a l economy a f t e r 1978. The following 

sections w i l l o utline t h e i r general dimensions i n the l a t e 1970s. 

Urban Unemployment 

Despite frequent claims that unemployment had been 

eliminated i n s o c i a l i s t China, the problem of fi n d i n g jobs for 

the rapidly-growing non-agricultural population was a pressing 

issue with profound s o c i a l and p o l i t i c a l ramifications. Apart 

from anything else, high unemployment (and underemployment) rates 

were a major factor underlying the series of attempts, from the 

mid-1950s to the l a t e 70s, to " r u s t i c a t e " large numbers of urban 

youth from the l a t e 1950s onward. 

There i s probably no authoritative figure for unemployment 

i n the l a t e 1970s (or indeed for the enti r e post-1949 period, 

given that unemployment was o f f i c i a l l y not supposed to e x i s t ) . 

Estimates vary greatly, but there i s no doubt that the numbers 

were high. One foreign press report i n 1981 c i t e d an "informed 

Chinese source" who said the t o t a l number of unemployed was 20 

m i l l i o n at the beginning of 1979 ( r i s i n g to 26 m i l l i o n by early 

1981). 9 8 A 1979 a r t i c l e i n a Chinese i n t e r n a l - c i r c u l a t i o n 

journal put the figure at 25 m i l l i o n , 9 9 while the Party journal 

Hongqi (Red Flag) said that the unemployment figure for 1980 was 

13 m i l l i o n unemployed, representing about 10 percent of the t o t a l 

urban p o p u l a t i o n . 1 0 0 Domes reports that a Shanghai municipal 

o f f i c i a l t o l d him i n 1980 that i n Shanghai municipality alone 
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there were 900,000 unemployed young people aged 15 to 30, which 

would give an unemployment rate of over 30 percent for that age 

g r o u p . 1 0 1 

Whatever the exact figure, i t can be saf e l y assumed that i t 

was large, that the vast majority of the unemployed were young 

(under t h i r t y years of age), and that the majority—about 70 

percent according to an o f f i c i a l of the State Bureau of Labour— 

of the young people "waiting for employment" were women. 1 0 2 

The young unemployed came from several groups. In 1978 the 

majority were probably drawn from the 17 m i l l i o n educated youth 

who had been sent to r u r a l areas during the c u l t u r a l revolution. 

A f t e r the p o l i c y was softened i n 1974 some of these young people 

started to t r i c k l e back. After 1976 the t r i c k l e turned into a 

flood as those who had been sent out came back to the c i t i e s 

demanding jobs. Because they were i n the c i t i e s i l l e g a l l y , 

without urban residency permits, they were not e l i g i b l e f o r 

r a t i o n t i c k e t s , and thus were dependent on t h e i r families for 

grain, cotton clothing, and other rationed goods. 

While the unemployment problem caused by young people 

returning to the c i t i e s was the most v i v i d , there was also the 

even more c r i t i c a l (because p o t e n t i a l l y larger and augmented 

yearly) problem of young school-leavers. These daiye zhiqina 

( l i t e r a l l y , "waiting-for-work educated youths"), products of the 

post-Liberation baby boom, were now graduating from middle school 

and flooding the job market at the rate of 7 m i l l i o n per year, 

only 8 percent of whom could go on to higher education or 

vocational or technical s c h o o l s . 1 0 3 Those who didn't go to the 
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army or the countryside, waited to get a job through the 

state-run employment a l l o c a t i o n system, and many had to wait f o r 

years. Again, they constituted a major economic burden f o r t h e i r 

f a m i l i e s , although at le a s t they were issued with r a t i o n coupons. 

Apparently i n 1978 the l a t t e r group was s t i l l smaller than 

the former. In 1980 school-leavers s t i l l constituted only 27.2 

percent of the t o t a l number of unemployed i n the c i t i e s . In the 

northeastern c i t y of Shenyang, for example, i n 1979 there were 

330,000 jobless youths, about 75 percent of whom were returnees 

from the countryside, "more than three times the number of young 

people ... reaching job age i n 1979 and the previous two years." 
104 

In addition to these two major groups, i n any one year 

there was a considerable backlog of graduates from previous years 

who had not yet been assigned jobs. Other members of the 

unemployed were older women who were not part of the regular 

workforce, but wanted to be, and r e t i r e e s from units without 

pension benefits, who were forced to l i v e on the pittance 

supplied to them by t h e i r neighbourhood committees, or on the 

charity of r e l a t i v e s and friends. Another group were peasants 

who had been recruited to work i n the c i t i e s (14 m i l l i o n between 

1966 and 1976), and then had l o s t t h e i r jobs i n the readjustment 

period; most of these were to be returned to t h e i r home v i l l a g e s . 
105 

The reasons for the massive unemployment problem were 

equally complex. I t was not u n t i l 1979-80 that a systematic 

attempt began to analyze the problem of urban unemployment and 
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formulate and implement p o l i c i e s to ameliorate i t . Studies 

published at that time and l a t e r present some i n t e r e s t i n g 

discussions of the roots to the problem. 

As a 1982 analysis s u c c i n c t l y put i t , "the grave imbalance 

between rapid population growth and slow economic development i s 

the root cause of the acute unemployment problem i n C h i n a . " 1 0 6 

Any solut i o n would have to attack both sides of the equation: 

reduce population growth while accelerating economic development 

(taking care to concentrate that development i n the more 

labour-absorptive sectors). In fact these both became key 

features of post-1978 economic p o l i c i e s . 

The unemployment problem was blamed not only on the slow 

rate of economic growth, but also on the " i r r a t i o n a l " economic 

structure which resulted from past economic p o l i c i e s s t r e s s i n g 

the development of heavy industry at the expense of other 

non-agricultural sectors. I t was argued that whereas a one 

m i l l i o n yuan investment i n fixed assets i n l i g h t industry can 

absorb 257 workers, the equivalent investment i n heavy industry 

only employs 94 w o r k e r s . 1 0 7 Investment i n labour-absorptive 

"non-material production" (commerce and services) was even 

skimpier. An investment of one m i l l i o n yuan i n fix e d assets i n 

these sectors, creates 800 to 1000 jobs. (Actually given that 

t h i s sector i s defined to include such c a p i t a l - i n t e n s i v e elements 

as public u t i l i t i e s , i f these are excluded, the labour absorption 

figure would be much higher.) 



134 

I t was also argued that because of the overly hasty 

s o c i a l i z a t i o n of handicrafts and commerce over the previous two 

decades, the c o l l e c t i v e sector had received inadequate protection 

from competition with or absorption by the state-run sector. 

This was even more true for the i n d i v i d u a l sector, as we have 

seen. Since i t was cheaper to create jobs i n the c o l l e c t i v e 

sector, t h i s tendency also affected employment. (The d i f f e r e n 

t i a l i s l a r g e l y because the more labour-absorptive a c t i v i t i e s , 

such as l i g h t industry and services, tend to be concentrated i n 

the c o l l e c t i v e rather than state-owned sector.) Obviously the 

investment needed to create a job i n the in d i v i d u a l sector was 

much lower, and involved e s s e n t i a l l y no output by the state. 

The fourth c u l p r i t was the overly-centralized labour 

a l l o c a t i o n system which had been i n force since the mid-1960s. 

Work units were not allowed to r e c r u i t t h e i r own workers, and 

workers were not allowed to seek (or create) t h e i r own jobs. 

Rather a l l placements were made through the government labour 

bureaus, a system which was renowned for i t s i n e f f i c i e n c y and for 

increasing the unemployment problem by producing a large backlog 

of young people waiting for job assignments. 

By 1978 a l l these factors had combined to produce an urban 

unemployment problem with serious implications for the s t a b i l i t y 

of the new regime. 

Decline i n Urban Commerce and Services 

I r o n i c a l l y , however, despite the vast amount of surplus 

labour i n the c i t i e s , many potential jobs were simply being l e f t 
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undone. 1 0 8 Thus the urban unemployment problem was linked with 

what by 1978 had become another major cause of d i s a f f e c t i o n 

amongst urban residents: the steady decline since the mid-1950s 

i n the number of r e t a i l and service outlets, and the concomitant 

decline i n the supply and qual i t y of goods and services. 

Any observant v i s i t o r to China i n the l a t e 1970s could 

quickly see the j u s t i c e of the complaint that i t was "hard to 

eat, hard to shop, hard to get things repaired, hard to f i n d a 

place to l i v e ..." Some of the reasons f o r t h i s problem have 

been discussed above. Patterns of investment over the past three 

decades had favored heavy industry over l i g h t (thus a f f e c t i n g the 

supply of consumer goods) and productive over non-productive 

a c t i v i t i e s (thus a f f e c t i n g the d i s t r i b u t i o n and q u a l i t y of goods 

and e s p e c i a l l y services.) The shrinkage of the small-scale 

c o l l e c t i v e and in d i v i d u a l sectors since the l a t e 1950s had also 

considerably reduced the number of enterprises producing and 

marketing consumer goods and services. What was l e f t of these 

functions was concentrated more and more i n the state-owned 

sector which for various reasons neglected or a c t i v e l y 

discriminated against commerce and services. The repeated 

elimination of r u r a l and urban markets during the more r a d i c a l 

phases was another contributing factor. 

Some of the so c i o - c u l t u r a l reasons for t h i s s i t u a t i o n — t h e 

low status t r a d i t i o n a l l y accorded to commerce and services i n 

China, and i n p a r t i c u l a r toward small operators, as well as the 

t r a d i t i o n a l disdain for such "non-productive" a c t i v i t i e s within 

Marxism—will be discussed i n Chapter 5 below. These combined 
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with (and contributed to) the systematic neglect of commerce and 

services since 1949, and were exacerbated by the r a d i c a l p o l i c i e s 

of the c u l t u r a l revolution decade, making l i f e i n the c i t i e s 

often very d i f f i c u l t indeed. 

The voluminous l i t e r a t u r e on reform of the commercial 

network and commodity c i r c u l a t i o n system which appeared i n the 

Chinese press i n the early 1980s contain scattered figures to 

indicate the seriousness of the problem. A 1980 a r t i c l e i n 

Guangming Ribao c i t i n g Ministry of Commerce figures, said that i n 

1957 there had been one m i l l i o n r e t a i l , catering, and service 

outlets serving consumers i n China's c i t i e s and i n d u s t r i a l or 

mining complexes. By 1978 t h i s number had dropped to 180,000. 

During the same period, the number of people working i n such 

outlets decreased from 3.57 percent of China's urban population 

to 2.34 percent, dropping to as low as 2 percent i n some c i t i e s . 

The a r t i c l e gave some graphic examples to underline the enormity 

of the problem: 

The i n s u f f i c i e n c y of the commercial and service network 
causes the most extreme inconvenience i n people's l i v e s . To 
obtain the "seven things" (f u e l , grain, o i l , s a l t , soya 
sauce, vinegar, vegetables) you need every day, you have to 
be constantly pounding the streets and standing i n l i n e ; t h i s 
i s nearly an everyday occurrence. According to past 
investigations, Anshan has only one food store per 5,000 
people; i n some areas you have to walk three or four blocks 
to buy anything. I t ' s even worse i n the service trades: i n 
Baoding there i s one seat i n a barbershop per 1,400 urban 
residents; i f only half of them get t h e i r h a i r cut i n a 
barbershop, that means each person can go once every two 
months. For Shenyang residents to go to the public baths, the 
male comrades get a turn every two months, and female 
comrades every s i x months. In a l o t of newly-opened 
i n d u s t r i a l and mining complexes, because l i f e i s arranged so 
poorly, the workers and s t a f f can't get s e t t l e d , a l o t of 
them wait a long time to send for t h e i r f a m i l i e s , some t r y 
every means they can to return to the c i t y . This business of 
the masses of workers and s t a f f having to waste a l o t of time 
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and energy every day j u s t taking care of the basics of d a i l y 
l i f e , has already become a serious problem i n contemporary 
s o c i a l and economic l i f e . 1 0 9 

Another source stated that between 1957 and 1978 the number 

of urban r e t a i l outlets decreased nationwide by 51 percent, but 

that i n some places the decrease was as high as 86 p e r c e n t . 1 1 0 

Even by 1980, when the s i t u a t i o n had already improved somewhat, 

the r e t a i l network density was reportedly 2.1 outlets per 1000 

people, which compared most unfavorably with corresponding 

figures of 8.5 for the United States, 6.2 for England, and 14.4 

for Japan. I t also compared unfavorably with the s i t u a t i o n i n 

China i n the early 1950s, when Shanghai for example had 7.5 shops 

per 1000 r e s i d e n t s . 1 1 1 In Beijing, where the resident population 

almost t r i p l e d between 1950 and 1980, during the same period the 

number of commercial and r e t a i l outlets dropped from 70,000 to 

les s than 10,000. 1 1 2 

Figures f o r the number of commercial workers reinforce the 

impression of widespread shortage. One study reports that i n 

1951 there were 9 m i l l i o n commercial workers i n the country. The 

number had dropped to 6.4 m i l l i o n i n 1958, and 2.9 m i l l i o n i n 

1978. 1 1 3 In 1950, according to another source, 1.5 percent of 

China's t o t a l population worked i n commerce, catering, and 

services. In 1957 these trades employed 1.3 percent of the 

t o t a l , and i n 1978 about 1 p e r c e n t . 1 1 4 

Whyte and Parish c i t e some det a i l e d figures f o r B e i j i n g , 

where i n 1949 a t o t a l of over 10,000 restaurants (including small 

s t a l l s ) served a population of less than 2 m i l l i o n . By the l a t e 

1970s the population had grown to 5 m i l l i o n (not including a very 
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large number of v i s i t o r s and t o u r i s t s ) , but the number of 

eating-places had dropped to a mere 656. The number of r e t a i l 

shops i n the c i t y f e l l from 70,000 i n the early 1950s to 10,000 

i n 1980. The number of b i c y c l e repair stands shrank from 780 i n 

1957 to 169 i n 1973, and probably even lower by 1978. 1 1 5 

This reduction i n the number of outlets for commerce and 

services was p a r t l y due to progressive amalgamation, which 

decreased the number of outlets but increased t h e i r s i z e . In 

addition, i t was p a r t l y compensated by the opening of small shops 

(xiao mai bu) within schools, f a c t o r i e s and other large work 

uni t s . The reduction i n eating places was also p a r t l y o f f s e t by 

the presence of canteens i n work units. But these d i d l i t t l e to 

ameliorate a problem that was p l a i n to a l l , an enormous decrease 

i n the absolute numbers of commercial and service outlets i n the 

c i t i e s to serve an urban population which had increased 

s u b s t a n t i a l l y between 1949 and 1978. 1 1 6 The inconvenience, 

f r u s t r a t i o n , and fatigue created by t h i s s i t u a t i o n were the 

source of many complaints which surfaced i n the press i n 1979-80. 

Aside from i t s obvious impact on the convenience and 

qu a l i t y of l i f e f or urban residents, of course, another major 

r e s u l t of t h i s decline i n commerce and services was the gradual 

erosion of an important p o t e n t i a l source of employment for 

surplus labour i n the c i t i e s . 

Conclusion 

The general economic s i t u a t i o n described above, and i n 

p a r t i c u l a r the problems of urban unemployment and the c r i t i c a l 
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shortage of urban goods and services, by 1978 c r i e d out f o r 

solutions. One obvious one was to simply allow people to create 

employment f o r themselves, e s p e c i a l l y i n commerce, catering, and 

service trades. As t h i s chapter has demonstrated, however, t h i s 

approach had been t r i e d more than once i n the past, and then 

quickly abandoned. This was l a r g e l y because, a f t e r the mid-1950s, 

i t was not part of the basic thinking underlying economic p o l i c y , 

and i n fa c t was contrary to China's long-term development 

strategy. Without a very basic change i n p o l i c y o r i e n t a t i o n , 

there was no way that the development of the i n d i v i d u a l economy 

could be used as part of a p o l i c y package to ameliorate these 

problems. 

Of course a f t e r 1978, such a fundamental change did occur. 

The following chapter relates how t h i s came about, and describes 

i n d e t a i l the process by which the i n d i v i d u a l economy was 

incorporated into the new development strategy. 
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CHAPTER III 

CENTRAL POLICY TOWARD THE INDIVIDUAL ECONOMY, 1978-84 

Introduction 

The previous chapter outlined the fluctuations i n the 

treatment of the i n d i v i d u a l economy between 1949 and 1976, and 

the changes which occurred i n the two turbulent years a f t e r the 

death of Mao Zedong, focusing on two problem areas i n the urban 

economy which were to be the most c r u c i a l i n influencing p o l i c y 

toward the i n d i v i d u a l economy i n the post-Mao era. This chapter 

w i l l carry on the narrative with an account of the development of 

central p o l i c y toward the i n d i v i d u a l economy during the period 

which can be conveniently bracketed by the Third Plenum of the 

Eleventh Central Committee of the CCP (December 1978) and the 

Third Plenum of the Twelfth Central Committee (October 1984). 

F i r s t , however, i t i s necessary to describe the important 

p o l i t i c a l and i d e o l o g i c a l changes which occurred i n 1978 and 

which paved the way for the r a d i c a l reorientation i n p o l i c y that 

was s i g n i f i e d by the Third Plenum of the Eleventh Central 

Committee. 

1978: Year of T r a n s i t i o n 

1978 was the c r u c i a l year for the t r a n s i t i o n to post-Mao 

economic p o l i c i e s i n China. During the F i f t h National People's 

Congress (NPC) i n February-March, Hua Guofeng announced the new 
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Ten-Year Plan discussed i n the previous chapter. The plan 

contained no clues as to the possible future r o l e of small-scale 

priva t e a c t i v i t y . 

Another product of the F i f t h NPC which had more d i r e c t 

bearing on the status of the i n d i v i d u a l economy was the r e v i s i o n 

of China's Constitution. Although i t reversed some of the 

c u l t u r a l revolution p o l i c i e s r e f l e c t e d i n the 1975 Constitution 

promulgated at the t a i l - e n d of the c u l t u r a l revolution, and was 

considerably more complex with s i x t y clauses instead of the 

former t h i r t y , l i k e the Ten-Year Plan i t s e l f i t s t i l l contained 

many holdovers from the Maoist e r a . 1 

The clause concerning the structure of ownership i n 

general, and the i n d i v i d u a l economy i n p a r t i c u l a r , reproduced 

almost word fo r word the relevant clause from the previous 

Constitution, repeated here for comparison: 

The state permits non-agricultural i n d i v i d u a l labourers, 
under u n i f i e d arrangement by neighbourhood organizations i n 
c i t i e s and towns or by production teams i n r u r a l people's 
communes, to engage i n i n d i v i d u a l labour involving no 
e x p l o i t a t i o n of others, within the l i m i t s permitted by law. 
At the same time [we] must guide them step by step down the 
road of s o c i a l i s t c o l l e c t i v i z a t i o n . 2 

The 1978 version also recognized only two forms of 

ownership: " s o c i a l i s t ownership by the whole people and s o c i a l i s t 

c o l l e c t i v e ownership by the working masses." Individual labour 

was s t i l l permitted, with minor changes. The relevant clause 

read as follows: 

The state permits non-agricultural i n d i v i d u a l labourers, 
under u n i f i e d arrangement and management by b a s i c - l e v e l 
organizations i n c i t i e s and towns or r u r a l areas, to engage 
in i n d i v i d u a l labour involving no e x p l o i t a t i o n of others, 
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within the l i m i t s permitted by law. At the same time, they 
w i l l be guided step by step down the road of s o c i a l i s t 
c o l l e c t i v i z a t i o n . 3 

There were only two points of divergence from the 1975 

document. F i r s t , where i n the e a r l i e r version urban i n d i v i d u a l 

operators were made responsible to the neighbourhood organiza

tions (iiedao zuzhi) and r u r a l ones to the production brigades, 

i n the new Constitution they were placed under the j u r i s d i c t i o n 

of " b a s i c - l e v e l o r g a n i z a t i o n s " — a more general term for the same 

thing. This change probably r e f l e c t s the r e s h u f f l i n g of 

b a s i c - l e v e l administrative d i v i s i o n s going on at the time. The 

other change was that whereas the e a r l i e r version said that 

i n d i v i d u a l labourers "must" be guided toward c o l l e c t i v i z a t i o n , 

the phrasing of the l a t e r version was somewhat less i n s i s t e n t . 

Although the 1978 Constitution marked no major change i n 

the o f f i c i a l status of the i n d i v i d u a l economy ( i t was s t i l l not 

recognized as a separate form of ownership within the o v e r a l l 

ownership structure of the economy), many Chinese studies 

nevertheless point to i t as a s i g n i f i c a n t event, i f only because 

i t was an overt re-endorsement of i n d i v i d u a l operations; a c l e a r 

s i g n a l that, whatever was to come, in d i v i d u a l enterprises were 

s t i l l to be permitted. 

Major differences between the approaches of Deng and Hua 

continued to emerge through 1978. In the i d e o l o g i c a l sphere, the 

debate centred around Deng's slogan, "practice i s the sole 

c r i t e r i o n of t r u t h . " In practice t h i s was a c a l l to abandon 

b l i n d adherence to "whatever" Mao said or did, and i n s t i t u t e 
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reforms based on analysis of actual conditions. Deng's famous 

l i n e that i t didn't matter whether a cat was black or white, as 

long as i t catches mice, gained wide currency. 4 

Deng's "practice" c r i t e r i o n was debated i n the media and i n 

party organizations at every l e v e l . I t was also taken to heart 

by young i n t e l l e c t u a l s , e s p e c i a l l y the "sent down" youth now 

ag i t a t i n g to return to the c i t i e s (or a c t u a l l y returning 

i l l e g a l l y ) . In the f a l l of 1978 t h i s erupted into the 

sh o r t - l i v e d democracy movement. I t was bolstered by the r u l i n g 

of the ce n t r a l leadership that the Tiananmen Incident of A p r i l 

1976 had been a "revolutionary" movement rather than the 

"counterrevolutionary incident" i t was c a l l e d at the time. Wall 

posters and underground journals appeared a l l over the country, 

c r i t i c i z i n g the current leadership and c a l l i n g f or "the f i f t h 

modernization"—democratization. 

Around the same time, demonstrations were held i n B e i j i n g 

and other major c i t i e s to push for concrete changes. Poor 

peasants flocked to Beij i n g to agitate for r u r a l reforms to ra i s e 

the standard of l i v i n g i n the countryside. "Sent down" youth 

returned to t h e i r homes i n the c i t y f or the Spring F e s t i v a l i n 

February 1979 and refused to go back to the countryside. They 

demanded that they be allowed to stay l e g a l l y , be issued r a t i o n 

coupons, and given jobs. In Shanghai they staged demonstrations 

and occupied the t r a i n station, stopping the t r a i n s from running. 

By t h i s time however, the democracy movement had begun to be 
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repressed, i t s leaders arrested, wall-posters banned and 

u n o f f i c i a l magazines shut down—reportedly at the order of Deng 

himself. 

As the year progressed, c o n f l i c t s between Hua's "whatev-

e r i s t " f a c t i o n and more reform-minded leaders such as the 

recently-reinstated Deng Xiaoping continued. Gradually the scale 

tipped i n favour of those favouring f r e e r operation of the market 

and l e s s r e l i a n c e on central planning or administrative 

a l l o c a t i o n . 5 This process culminated i n December with the Third 

Plenum, but events e a r l i e r i n the year paved the way f o r t h i s 

major s h i f t i n orie n t a t i o n . One was the r e v i v a l of urban "free 

markets" (urban markets for private sale of r u r a l s i d e l i n e 

products) by the central leadership sometime a f t e r the 5th NPC.6 

Over the year there was much academic debate on such issues as 

the question of remuneration according to work (rather than the 

more "communist" p r i n c i p l e of remuneration according to need) and 

the proper r o l e of the law of value i n the s o c i a l i s t economy. A 

conference on finance and trade held i n June-July represented the 

f i r s t d e c i s ive v i c t o r y for an approach to reform emphasizing the 

a l l o c a t i v e r o l e of the market and the "law of value". 7 By 

October, the law of value was being promoted i n earnest, a 

s i g n i f i c a n t event being the publication of a speech by Hu Qiaomu 

(who i n March was appointed President of the newly-established 

Chinese Academy of S o c i a l Sciences.) This speech, delivered 

before the State Council the previous July, was t i t l e d "Observe 

Economic Laws, Speed Up the Four Modernizations. 1 , 8 
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Hu c r i t i c i z e d o f f i c i a l s who s t i l l adhered to the Maoist 

p r i n c i p l e of " p o l i t i c s i n command": "They take the w i l l of 

society, the government and the au t h o r i t i e s as economic law which 

can be bent to p o l i t i c a l expediency; t h i s , as they see i t , i s 

what i s meant by p o l i t i c s i n command of the economy."9 Invoking 

Lenin's dictum that " p o l i t i c s i s the most concentrated expression 

of economics", he i n s i s t e d that " i n so f a r as the laws of 

economic development are concerned, the mission of correct 

p o l i t i c a l leadership by the Party l i e s p r e c i s e l y i n making the 

maximum e f f o r t to see to i t that our s o c i a l i s t economic work 

operates within the scope of these objective laws ..." 1 0 The 

speech was b a s i c a l l y a c a l l f o r realism: 

The People's Republic w i l l soon be 30 years old; we must no 
longer use lack of experience as a pretext to explain away 
our mistakes. ... I t i s imperative, e s p e c i a l l y at t h i s 
moment, to sum up both p o s i t i v e and negative experiences i n 
r e a l earnest, s t r i v e to do things consciously i n keeping with 
objective economic laws and a c t i v e l y give play to the 
s u p e r i o r i t y of the s o c i a l i s t system. 1 1 

To t h i s end, Hu advocated studying Western-style economic 

management i n order to learn " a n a l y t i c a l l y and s e l e c t i v e l y " from 

the business success of the bourgeoisie, while at the same time 

steering a course between "the tendency to think highly of 

everything foreign" and the Maoist overemphasis on s e l f - r e l i a n c e . 

Hu's speech was f a r from a r e j e c t i o n of planning; on the 

contrary he emphasized the need for comprehensive planning at the 

central l e v e l , incorporating l o c a l s p e c i a l i z a t i o n and geographi

c a l d i v i s i o n of labour under central guidance. At the same time, 

however, he stressed the necessity to make r a t i o n a l use of the 

law of value to eliminate waste and i n e f f i c i e n c y i n production, 
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and the necessity f o r the economic int e r e s t s of the state, the 

enterprise, and i n d i v i d u a l workers to converge. To achieve the 

l a t t e r , Hu argued, i t was necessary to adhere to the p r i n c i p l e of 

remuneration according to work, and to implement production 

bonuses and piecework as methods of improving prod u c t i v i t y ; 

moreover, "what should be done should be done without any 

m i s g i v i n g s . 1 , 1 2 On a p r a c t i c a l l e v e l , Hu discussed such ideas as 

administrative restructuring, promotion of the contract system, 

reform of the banking system, and strengthening economic 

l e g i s l a t i o n and enforcement. Hu also advocated sweeping reforms 

i n a g r i c u l t u r e . He ended with a plea for the development of 

economics as a science. 

The Third Plenum. December 1978 

Discussions such as t h i s set the stage for the p o l i t i c a l 

event which was undoubtedly most i n f l u e n t i a l i n s e t t i n g the 

course for reform: the Third Plenary Session of the Eleventh 

Central Committee of the CCP, held i n December 1978. The Third 

Plenum i s widely recognized as the decisive turning point marking 

the end of the often v i o l e n t emphasis on class struggle which 

characterized the Cultural Revolution period, and the beginnings 

of a new stress on s t a b i l i t y and economic growth which favoured 

adherence to market p r i n c i p l e s rather than to central planning. 

The communique of the Third Plenum, however, had nothing at 

a l l to say about i n d i v i d u a l operations. I t outlined i n very 

general terms the new economic and p o l i t i c a l p r i o r i t i e s . I t s 

p r i n c i p a l message was that since "the large-scale nationwide mass 
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movement to expose and c r i t i c i z e L i n Piao and the xgang of fo u r 7 

has i n the main been completed v i c t o r i o u s l y , the stress of the 

Party's work should s h i f t to s o c i a l i s t modernization as of 1979." 
1 3 I t recognized that t h i s task would require major changes i n 

the country's economic structure, including the structure of the 

r e l a t i o n s of production: "Carrying out the four modernizations 

requires great growth i n the productive forces, and requires 

changes i n a l l methods of management, actions, and thinking which 

stand i n the way of such growth. S o c i a l i s t modernization i s 

therefore a profound and extensive r e v o l u t i o n . " 1 4 

This "revolution", however, was to be a peaceful one: " I t 

has been shown i n pr a c t i c e that whenever we maintain the 

society's necessary p o l i t i c a l s t a b i l i t y and work according to 

objective economic law, our national economy advances s t e a d i l y 

and at a high speed; otherwise, our national economy develops 

slowly or even stagnates and f a l l s back." 1 5 This, according to 

the communique, was what happened during the c u l t u r a l revolution, 

and despite the progress made since, 

... there are s t i l l quite a few problems i n the national 
economy, some major imbalances have not been completely 
changed and some disorder i n production, construction, 
c i r c u l a t i o n and d i s t r i b u t i o n has not been f u l l y eliminated. 
A s e r i e s of problems l e f t hanging for years as regards the 
people's l i v e l i h o o d i n town and country must be appropriately 
s o l v e d . 1 6 

To t h i s end, the Central Committee exhorted the Party and 

the people to "emancipate t h e i r thinking, dedicate themselves to 

the study of new circumstances, things, and questions, and uphold 

the p r i n c i p l e of seeking truth from facts, of proceeding from 

r e a l i t y and of l i n k i n g theory with p r a c t i c e " i n order to 
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" c o r r e c t l y work out the concrete path, p o l i c i e s , methods, and 

measures f o r carrying out the four modernizations and c o r r e c t l y 

transform those aspects of the r e l a t i o n s of production and 

superstructure that do not correspond with the s w i f t l y developing 

productive f o r c e s . " 1 7 

The s i g n i f i c a n c e of the Third Plenum i n charting out the 

course of economic reform can scarcely be underestimated. 

V i r t u a l l y every study of the Chinese economy published i n China 

since 1979 uses i t as a benchmark for measuring economic 

progress. This i s true no less of studies of the i n d i v i d u a l 

economy. Although the Communique i t s e l f did not mention i t 

s p e c i f i c a l l y , the stress on development of the forces of 

production and on changing those aspects of the r e l a t i o n s of 

production which do not promote development while encouraging 

those which do, combined with the injunction to emancipate 

thinking and seek t r u t h from facts, gave the green l i g h t to 

experimentation with p o l i c i e s which had hitherto been condemned 

outright. 

The Individual Economy i n the New Development Strategy 

In the wake of the Third Plenum, Hua's Ten-Year Plan was 

q u i e t l y shelved, and Hua himself gradually removed from any 

p o s i t i o n of r e a l power, though t h i s change was effected without 

any dramatic purges. 1 8 Many party leaders who were purged during 

the c u l t u r a l revolution had t h e i r reputations posthumously 

r e h a b i l i t a t e d ; the most prominent were Peng Dehuai, ousted by Mao 

i n 1959 a f t e r serious differences over the Great Leap, and (in 
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1980) L i u Shaoqi, who died i n prison i n 1969. Those who were 

s t i l l a l i v e were restored to positions of power. They included 

the former " c a p i t a l i s t roaders" Peng Zhen and Bo Yibo. The 

careers of other leaders c l o s e l y aligned with Deng flourished; 

these included Hu Yaobang and Zhao Ziyang. In J u l y 1979 the 

economist Chen Yun was made vice-premier (along with Yao Y i l i n 

and Bo Yibo), and also became chairman of the newly-formed State 

Finance and Economic Commission. These personnel changes marked 

s i g n i f i c a n t s h i f t s i n the structure of power and general 

i d e o l o g i c a l o r i e n t a t i o n among the top leadership. A l l were part 

of the opposition to the grandiose p r i n c i p l e s embodied i n the 

Ten-Year Plan. 

The new development strategy adopted a f t e r 1978 was 

designed to address the various problems outlined i n the previous 

chapter, but to do so i n ways consonant with the basic economic 

thinking of the new post-Hua leadership. The retrenchment was 

introduced at a Central Committee Work Conference i n A p r i l 1979, 

under the watchwords "readjustment, reform, correction, and 

improvement." Many of the larger and more expensive development 

projects begun i n 1978 (especially those r e l y i n g on large inputs 

of foreign capital) were shelved, and the Plan i t s e l f was soon 

revised, with investment p r i o r i t i e s redirected away from heavy 

i n d u s t r y . 1 9 

This process of thoroughgoing p o l i c y renovation continued 

through the period under study. As i t eventually unfolded, the 

new post-Mao development strategy came to include the following 

major elements: 2 0 
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1. In development p r i o r i t i e s , an emphasis on l i g h t and 
consumer-goods industries, with agricu l t u r e ranking second, and 
heavy and basic industry t h i r d . 

2. Extensive reorganization of a g r i c u l t u r a l production, 
including the dismantling of r u r a l communes. 

3. A new conception of economic growth involving steady 
rather than astronomical growth rates, steady improvement i n 
l i v i n g standards, and a new stress on economic e f f i c i e n c y i n 
addition to increases i n output. 

4. Decentralization of many decision-making powers down to 
the enterprise and (in the countryside) household l e v e l by means 
of various kinds of " r e s p o n s i b i l i t y systems" (while maintaining 
o v e r a l l c e n t r a l i z e d economic planning.) 

5. Progressive introduction of market p r i n c i p l e s . 

6. The adoption of various kinds of material incentives and 
d i f f e r e n t i a t e d wage scales to spur productivity; along with 
r e j e c t i o n of "egalitarianism" i n favour of income d i f f e r e n t i a l s . 

7. Limited acceptance of private i n i t i a t i v e , e s p e c i a l l y i n 
a g r i c u l t u r a l and the t e r t i a r y sector, i n connection with an 
e f f o r t to d i v e r s i f y forms of ownership and operational forms. 

8. A new emphasis on consumption rather than investment. 

9. New investment p r i o r i t i e s such as in f r a s t r u c t u r e and 
housing. 

10. Emphasis on technological modernization as well as the 
rapid renovation of e x i s t i n g enterprises; and the s e l e c t i v e use 
of imported technology to do so. 

11. S h i f t i n s p a t i a l development p r i o r i t i e s from regional 
s e l f - s u f f i c i e n c y to s p e c i a l i z a t i o n and interdependence and from 
reducing in t e r r e g i o n a l d i s p a r i t i e s to concentrating development 
i n already-favoured coastal areas. 

12. An open-door p o l i c y i n foreign trade and investment, 
e s p e c i a l l y to promote technology transfer. 

13. The establishment of export-processing zones. 

14. Drastic reduction of the population growth rate through 
stringent b i r t h control p o l i c i e s . 

15. The promotion of any s t r u c t u r a l changes necessary to 
bring a l l t h i s about. 
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I t was i n t h i s context that a revised p o l i c y toward the 

in d i v i d u a l economy developed. The change from suppression to 

promotion of the sector was related to two general p r i n c i p l e s 

underlying the post-1978 economic reforms. These are decentral

i z a t i o n through the use of market forces, and what might be 

termed " i n t e n t i o n a l dualism." Together they have created 

important changes i n the basic structure of the Chinese economy. 

Many of the changes wrought by the new development 

ori e n t a t i o n involved decentralization of control over many 

aspects of the economy, and p a r t i c u l a r l y d e c e n t r a l i z a t i o n through 

the freeing-up of market forces. Decentralization can take many 

forms, including devolution of actual decision making power 

downward to the enterprises or the lower l e v e l s of the 

administrative hierarchy, or outward from the centre to the 

l o c a l i t i e s . Both these p r i n c i p l e s were adopted i n one form or 

another as part of the post-1978 reforms. In centrally-planned 

economies, the other major form that d e c e n t r a l i z a t i o n can take i s 

market dece n t r a l i z a t i o n (or "market socialism"). One of the more 

spectacular trends a f t e r 1978 was the unleashing of market 

forces over many areas of the economy, including procurement and 

a l l o c a t i o n of consumer and producer goods, and labour. Many such 

decisions which had previously been handled administratively were 

consigned to the marketplace. State-run enterprises were allowed 

and even encouraged to compete amongst each other, and c o l l e c t i v e 

and cooperative enterprises were allowed to compete with 

state-run u n i t s . More gradually, i n d i v i d u a l enterprises were 

encouraged to take t h e i r place i n the competition for goods and 
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markets. The coexistence of the various kinds of e n t e r p r i s 

es—always "under the leadership of the state-owned economy"—was 

supposed to improve o v e r a l l performance, and as a desirable 

s i d e - e f f e c t , improve the e f f i c i e n c y of the state-run enterprises 

themselves, which had been s u f f e r i n g from the complacency 

engendered by t h e i r previously unchallenged monopoly p o s i t i o n . 2 1 

In a sense, the adoption of d e c e n t r a l i z a t i o n v i a the use of 

market forces was related to the adoption of material incentives 

(another hotly-debated issue which was anathema i n the Maoist 

era) intended to increase worker productivity. In l a r g e r 

enterprises these incentives took the form of payment t i e d to 

production and productivity bonuses. For small c o l l e c t i v e s and 

i n d i v i d u a l enterprises, the idea of p r o f i t retention and d i r e c t 

r e s p o n s i b i l i t y f o r p r o f i t s and losses provided ample incentive 

fo r the new entrepreneurs. 

Apart from market decentralization, the second reform 

p r i n c i p l e to which the promotion of the i n d i v i d u a l economy i s 

t i e d i s a trend toward what might be c a l l e d " i n t e n t i o n a l 

dualism," or even a r e v i v a l of the Great Leap Forward p r i n c i p l e 

of "walking on two legs." The new p o l i c i e s favoured increased 

operation of the market, but the area where i t became most 

v i s i b l e was the t e r t i a r y sector, which was s t i l l dominated by 

small-scale c o l l e c t i v e s and cooperatives and increasingly, 

i n d i v i d u a l operations. 

As outlined i n Chapter 2, urban c o l l e c t i v e s and 

cooperatives originated i n the s o c i a l i z a t i o n of small-scale 

private trade and handicrafts i n the mid-1950s. They were mainly 
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products of the merger of small private handicraft, commercial, 

and service enterprises. Those that avoided amalgamation formed 

the core of the i n d i v i d u a l sector. Together they formed what i n 

other contexts i s sometimes c a l l e d the "informal sector" of urban 

economic a c t i v i t y : small-scale, s e l f - c a p i t a l i z e d , low-technology 

enterprises, lacking the security and benefits found i n the 

so-called "formal sector" (in t h i s case state-sector) e n t e r p r i s 

es. 

A l l these forms of business shared common roots as part of 

what could be termed the " t r a d i t i o n a l " small-scale sector of the 

non-agricultural economy, and despite the changes i n i n s t i t u t i o n 

a l forms produced by one s o c i a l i z a t i o n campaign a f t e r another, 

they had never been eliminated or replaced by " s o c i a l i z e d large 

production." The r e a l d i v i d i n g l i n e was not between state-owned 

enterprises and c o l l e c t i v e s , but between state-owned enterprises 

and large c o l l e c t i v e s on the one hand, and small c o l l e c t i v e s , 

cooperatives, and i n d i v i d u a l enterprises on the other. What 

distinguished the two categories were s i z e of enterprise, l e v e l 

of state investment, and degree of state c o n t r o l . What 

distinguished the i n d i v i d u a l economy from the other members of 

that second category, was that i t represented the only area of 

the economy where private ownership of the means of production 

was s t i l l recognized as legitimate. 

For t h i s reason, although the post-1978 p o l i c y of restoring 

and developing the i n d i v i d u a l economy was linked to the promotion 

of the sector of small c o l l e c t i v e s and cooperative enterprises, 

the i n d i v i d u a l economy has consistently been treated as a 
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d i s t i n c t category, both i n theory and i n p r a c t i c e . Small 

c o l l e c t i v e s and cooperatives might be disdained as an i n f e r i o r 

form of employment, but they were nevertheless seen as part of 

the s o c i a l i s t c o l l e c t i v e economy. The i n d i v i d u a l economy was by 

d e f i n i t i o n private ownership, and thus i t c a r r i e d i t s own s p e c i a l 

connotations, and sp e c i a l dangers. 

In very s i m p l i f i e d terms, then, within the new economic 

development strategy, the basic r e s u l t of the two trends outlined 

above was the gradual emergence of an economic structure 

consisting of two elements: a state-run sector c o n s i s t i n g of 

large-scale enterprises, o f f e r i n g to i t s workers welfare 

guarantees and l i f e l o n g job security, supported by state 

investment, dominated by central planning, and t i e d to the world 

market; and a small-scale c o l l e c t i v e and i n d i v i d u a l sector i n 

which market forces p r e v a i l , geared to supplying the everyday 

needs of the domestic market with minimal state investment. The 

i n d i v i d u a l economy was part of that second category, but occupied 

a very s p e c i a l p o s i t i o n within i t . 

The new development strategy was operationalized through a 

serie s of p o l i c y measures adopted from 1978 onwards, culminating 

i n the adoption of new urban economic p o l i c i e s i n 1984. The rest 

of t h i s chapter w i l l outline i n d e t a i l the process by which the 

ro l e of the urban i n d i v i d u a l economy was c l a r i f i e d and 

i n s t i t u t i o n a l i z e d during that period. 
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The Urban Individual Economy. 1979-81 

In essence, central government p o l i c y toward the urban 

i n d i v i d u a l economy can be said to have l i b e r a l i z e d s t e a d i l y 

beginning i n 1978. But t h i s statement masks the i n t r i c a c i e s , the 

twists and turns i n p o l i c y development which can be traced 

through central p o l i c y documents containing rulings on the 

in d i v i d u a l economy i t s e l f , statements by top government leaders, 

l e g i s l a t i o n on relevant issues, and national press coverage. 

What i s c l e a r throughout i s the legacy of the ambivalence of the 

previous t h i r t y years. One consistent theme which w i l l become 

apparent i s the continuing ambiguity of the status of the 

in d i v i d u a l economy, and the resultant tension between ce n t r a l 

p o l i c y and the actions of l o c a l o f f i c i a l s and agencies which 

reveal considerable opposition toward the unbridled growth of the 

sector. Whatever dissension may have occurred i n t e r n a l l y at the 

top, to the public the central government consistently championed 

the development of the in d i v i d u a l economy as i t gradually t r i e d 

to lay down the l i m i t s within which i t would be allowed to 

operate. 

From the beginning of 1979 to the summer of 1981, the 

status of the i n d i v i d u a l economy remained ambiguous, despite 

repeated signals from the central government that i t was 

o f f i c i a l l y recognized and condoned. Coverage i n the press was 

sporadic through 1979 but gradually picked up the following year. 

Repeated statements from central government leaders and 

administrators that i t was to be seen as an ineradicable feature 
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of China's economy began to appear l a t e i n 1979. Individual 

firms were licensed and taxed, and governed by new regulations 

passed at the l o c a l l e v e l as early as October 1979. The 

following year regulations from various central government 

agencies began to appear, a l l with the intent of smoothing the 

way f o r i n d i v i d u a l enterprises. But i t was not u n t i l July 1981 

that they were sheltered under the umbrella of comprehensive 

cen t r a l regulations issued by the State Council and widely 

p u b l i c i z e d i n the media. 

In August 1979, Vice-Premier L i Xiannian addressed a 

national conference of heads of commercial bureaus on the 

necessity of increasing the number of cooperative enterprises i n 

commerce and services. In passing he also endorsed the idea of 

l e g a l i z i n g self-employed hawkers. The speech, reprinted i n 

Renmin Ribao, ended with the s t a r t l i n g comment that, i n addition 

to developing the c o l l e c t i v e economy (including cooperatives), 

"we should also permit c e r t a i n i n d i v i d u a l operators, under the 

management of t h e i r l o c a l bureau for i n d u s t r i a l and commercial 

administration, to ply the streets performing such a c t i v i t i e s as 

cu t t i n g h a i r , repairing shoes, sharpening knives, f i x i n g 

umbrellas, r e p a i r i n g furniture, s e l l i n g snacks, etc.; t h i s i s 

very b e n e f i c i a l i n f i l l i n g gaps i n the commercial network, 

providing urban employment, and bringing convenience to the 

p u b l i c . " 2 2 This was apparently the f i r s t major statement by a 

central leader on the d e s i r a b i l i t y of expanding the i n d i v i d u a l 

sector. 
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However, there was i n f a c t a central document issued 

sometime i n 1979 which apparently sanctioned the p r o v i s i o n a l 

l i c e n s i n g of i n d i v i d u a l firms. I t i s referred to i n a set of 

regulations passed by the B e i j i n g municipal government i n June 

1980, " i n the s p i r i t of State Council National Document No. 244 

(1979)." This document was apparently for i n t e r n a l c i r c u l a t i o n 

only; at any rate t h i s research has f a i l e d to unearth a published 

v e r s i o n . 2 3 

On 14 September 1979, the Party organ Renmin Ribao gave i t s 

own endorsement to i n d i v i d u a l service enterprises. An e d i t o r i a l 

t i t l e d "Give the Green Light to Individual Service Trades" 

reminded readers that i t was permitted i n the Constitution for 

" i n d i v i d u a l workers to undertake work necessary f o r society," and 

urged the relevant agencies to "earnestly implement p o l i c i e s , 

make appropriate arrangements, and give f u l l play to t h e i r 

p o s i t i v e r o l e i n promoting a f l o u r i s h i n g urban economy and 

bringing convenience to the l i v e s of the masses." 2 4 

On September 29, marking the 30th anniversary of the 

founding of the PRC, Ye Jianying delivered the f i r s t public 

o f f i c i a l condemnation of the Cultural R e v o l u t i o n . 2 5 The speech 

was also the f i r s t major address since the Third Plenum which 

e x p l i c i t l y included the i n d i v i d u a l sector as a legitimate 

component of the national economy. Reviewing the accomplishments 

of the previous t h i r t y years, Ye stressed that capitalism had 

already been eliminated: "We have abolished the e x p l o i t a t i o n of 

man by man, transformed the system of private ownership by small 

producers, set up comprehensive s o c i a l i s t public ownership of the 
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means of production ... and thus i t has become possible f o r the 

Chinese people ... to enter s o c i a l i s t society." Moreover, "As 

classes, the landlords, the r i c h peasants and the c a p i t a l i s t s 

have ceased to e x i s t i n our country, and the great majority of 

those who are able to work have been transformed into working 

people earning t h e i r own l i v i n g . " The product of t h i s 

transformation was the three-tiered economy dominated by the 

state-owned and collectively-owned sectors. In t h i s context, Ye 

said, "Individual economy practised by urban and r u r a l working 

people, which s t i l l e x i s t s on a l i m i t e d scale, i s already 

a f f i l i a t e d to the s o c i a l i s t public economy and serves i t i n an 

a u x i l i a r y and complementary way." 2 6 The coupling of the idea 

that c a p i t a l i s t s as a cl a s s had been eliminated, with the idea 

that the i n d i v i d u a l economy was now an a u x i l i a r y to the 

public-ownership economy p l a i n l y endorsed i t as an acceptable and 

even b e n e f i c i a l part of the economy, and c e r t a i n l y not as a 

resurgence of c a p i t a l i s t e x p l o i t a t i o n . 

A major theme of Ye's speech, as i n the Third Plenum 

communique, was the stress on the s o c i a l i s t t r a n s i t i o n as a 

peaceful and gradual "revolution. 1 1 The methods used i n the early 

and mid-1950s, according to Ye, achieved domination of the 

economy by public ownership without causing major s o c i a l upheaval 

or disruptions i n production: 

The idea that, a f t e r s e i z i n g power, the p r o l e t a r i a t could 
transform c a p i t a l i s t into s o c i a l i s t economy by the peaceful 
means of "redemption" was advanced by Marx and Lenin long 
ago, but had never been put into e f f e c t . Comrade Mao Zedong 
c r e a t i v e l y applied t h i s Marxist-Leninist p r i n c i p l e to the 
concrete conditions of China and formulated the correct 
p o l i c y of u t i l i z i n g , r e s t r i c t i n g and transforming c a p i t a l i s t 
i n d u s t r i a l and commercial e n t e r p r i s e s . 2 7 
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The Eighth Party Congress of 1956, Ye said, represented the 

correct approach to the construction of socialism. Beginning 

with the Great Leap Forward, and p a r t i c u l a r l y during the c u l t u r a l 

revolution, t h i s approach was abandoned, with disastrous r e s u l t s 

f o r the economy. The " u l t r a - l e f t l i n e of Lin Biao and the gang 

of four" erred by 

... exaggerating to the extreme the reaction of s o c i a l 
consciousness on s o c i a l being, of the superstructure on the 
economic base, and of the r e l a t i o n s of production on the 
productive forces, i n the b e l i e f that man could e f f e c t at 
w i l l a s o-called change or transformation of the superstruc
ture and the r e l a t i o n s of production. ... [They] wantonly 
c r i t i c i z e d the so-called "theory of the unique importance of 
the productive forces," that i s , the fundamental p r i n c i p l e of 
h i s t o r i c a l m a t e r i a l i s m . 2 8 

In terms of economic practice, according to Ye, the major 

error of the "gang of four" was that "they were against 

developing the productive forces and wanted to supplant 

production with t h e i r so-called *class struggle.'" In doing so 

they denied the importance of building a "material base for the 

consolidation and development of the s o c i a l i s t system." 

Furthermore, 

They denied the basic correspondence between the s o c i a l i s t 
r e l a t i o n s of production and the growth of the productive 
forces. They were against maintaining the r e l a t i v e s t a b i l i t y 
of the s o c i a l i s t r e l a t i o n s of production and did a l l they 
could to advocate a "pauper's t r a n s i t i o n " (to higher stages 
of c o l l e c t i v i z a t i o n ) which went beyond the actual l e v e l of 
development of the productive forces and objective needs. 2 9 

The lesson to be drawn from t h i s i s that " f o r socialism to 

replace capitalism, we must l i b e r a t e the productive forces and 

achieve a constantly r i s i n g labour productivity to meet the 

people's material and c u l t u r a l needs." To do t h i s , said Ye, "We 

must proceed from China's r e a l i t i e s , make a c a r e f u l study of the 
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laws of economics and the laws of nature, and open up a path to 

modernization suited to China's s p e c i f i c conditions and 

f e a t u r e s . " 3 0 

Ye's reference to the in d i v i d u a l economy i n t h i s key speech 

indicates that by the autumn of 1979 i t s continuing existence had 

been recognized and o f f i c i a l l y endorsed at the highest l e v e l s of 

Party and government. In addition, the stress on the importance 

of economic development uninterrupted by v i o l e n t c l a s s struggle, 

and on the primacy of the forces of production over the r e l a t i o n s 

of production, provided a t h e o r e t i c a l and t a c t i c a l foundation for 

i t s further development. 

In case any doubts remained i n the hearts of would-be 

private entrepreneurs, Xinhua News Agency on 9 October 1979 

announced that the Be i j i n g municipal government had already 

issued business licenses to three hundred i n d i v i d u a l enterprises. 
31 

What followed was a period of l o c a l experimentation under 

the benevolent but watchful eye of central a u t h o r i t i e s . 

Following on Beijing's well-publicized lead, i n l a t e 1979 and the 

f i r s t h a l f of 1980 many other l o c a l i t i e s ( p r o v i n c i a l , municipal, 

and within the c i t i e s at the urban d i s t r i c t level) passed t h e i r 

own measures endorsing and regulating the a c t i v i t i e s of 

in d i v i d u a l enterprises under t h e i r j u r i s d i c t i o n . Although the 

central government i t s e l f did l i t t l e to aid materially the 

p r o l i f e r a t i o n of in d i v i d u a l enterprise, the consistency of 

l o c a l - l e v e l regulations make i t c l e a r that i n l a t e 1979 and early 

1980, even i n the absence of publicly-revealed central 
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l e g i s l a t i o n , the in d i v i d u a l economy was not operating i n a 

vacuum. On the contrary, the degree of s i m i l a r i t y between the 

regulations of d i f f e r e n t l o c a l i t i e s suggests the existence of 

r e l a t i v e l y d e t a i l e d central-government g u i d e l i n e s . 3 2 

Employment P o l i c y 

A major impetus for t h i s growing leniency toward i n d i v i d u a l 

enterprise was increasing concern about the problem of urban 

unemployment. At the time various expedients were being used to 

create much-needed jobs for the m i l l i o n s of young people 

returning from the countryside. One method common i n 1978-79 was 

to popularize early retirement so that sons and daughters could 

take over vacant jobs i n t h e i r mother's or father's work unit. 

In 1979 red paper banners proclaiming "glorious retirement" 

(quanaronq tuixiu) were a common sight on doorways i n c i t y 

streets, and i n Shanghai "glorious r e t i r e e s " were driven home on 

backs of trucks, with banners f l y i n g and bands playing. Emerson 

estimates that of the over 8 m i l l i o n jobs created i n 1979, more 

than 3.32 m i l l i o n were created by early r e t i r e m e n t . 3 3 

Another t a c t i c was the promotion of various kinds of 

self-generated employment, e s p e c i a l l y cooperatives and small 

c o l l e c t i v e s . As i n the l a t e 1950s and early 1960s (after the 

"high t i d e " and the Great Leap), neighbourhood and lane 

committees, workers' housing estates, state enterprises and units 

of various sorts (such as u n i v e r s i t i e s and h o s p i t a l s ) , and the 

larger c o l l e c t i v e s began setting up workshops and small stores 

and service stations s t a f f e d by the o f f s p r i n g of t h e i r workers 
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and s t a f f . The unemployed themselves were also encouraged to 

band together to set up small cooperative and c o l l e c t i v e 

e n t e r p r i s e s . 3 4 These businesses were given much p u b l i c i t y i n the 

Chinese press. 

But by 1979 i t was c l e a r that more systematic reform of 

employment and labour a l l o c a t i o n p o l i c i e s would be necessary to 

solve what was f a r more than a temporary problem. Possible 

strategies f o r dealing with the employment problem were hotly 

debated i n government and academic c i r c l e s . 

The r e l a t i o n s h i p discussed i n the previous chapter between 

the problems of urban unemployment and the inadequacy of urban 

commerce and services did not escape Chinese economists or 

government o f f i c i a l s . Indeed, measures to combat the two tended 

to converge. Young people were urged to f i n d ways of creating 

employment for themselves, and were t o l d s p e c i f i c a l l y to do t h i s 

by opening much-needed shops and services. Agencies and 

o f f i c i a l s i n charge of economic administration at various l e v e l s 

were t o l d to concentrate on expanding the t e r t i a r y sector, and 

were urged to r e l y on small c o l l e c t i v e s and cooperatives and 

l a t e r on the i n d i v i d u a l economy to do so. 

This approach i s exemplified i n an e d i t o r i a l which appeared 

i n Renmin Ribao i n June 1979 p r a i s i n g c e r t a i n c i t i e s for t h e i r 

e f f o r t s to expand commerce and services using l o c a l investment 

and tapping the pool of young people waiting for job assignments, 

and c r i t i c i z i n g other c i t i e s for not understanding the importance 

of the t e r t i a r y sector i n the current readustment phase. The 
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e d i t o r i a l counseled enterprises and l o c a l i t i e s to look within 

themselves for personnel and c a p i t a l to expand the commercial 

network, rather than expecting investment from the state: 

Our country has a large population, and the number of 
l o c a l i t i e s needing money to carry out the four modernizations 
i s large; i n the short run, i t i s no good to ask the state to 
come up with a l o t of money to develop commerce and services. 
But there i s a l o t of pot e n t i a l among the masses. Recently, 
Be i j i n g , Shanghai, T i a n j i n , Guangzhou, Fuzhou, J i l i n , etc. 
have opened up channels to arrange employment fo r young 
people awaiting assignment, and have opened up a promising 
future for expansion of commerce and s e r v i c e s . 3 5 

In J u l y 1979 the prominent economist and advisor to the 

State Planning Commission Xue Muqiao published some very 

outspoken comments about the r i g i d i t i e s of the labour a l l o c a t i o n 

system. 3 6 He advocated l e t t i n g people f i n d jobs i n e x i s t i n g 

enterprises or create jobs.for themselves by forming coopera

t i v e s , as they had done i n the 1950s before the present labour 

a l l o c a t i o n system was introduced. Not only would such a system 

provide employment, i t would also augment the inadequate urban 

service sector. The kinds of enterprises he was advocating, Xue 

said, were l a b e l l e d i n the past as " c a p i t a l i s t loopholes," but 

now they should be enlarged into "gates" by developing 

collectively-owned enterprises. At the same time, he reminded 

readers of the clause i n the Constitution permitting self-employ

ment: " ... t h i s clause should also be implemented. I f - i t i s , 

the urban employment problem won't be d i f f i c u l t to solve. 

Recently Beijing's Chongwen D i s t r i c t has been experimenting, i t ' s 

said to be very e f f e c t i v e . " Here Xue was advocating only the 
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smallest of i n d i v i d u a l operations—the examples he gave were 

i t i n e r a n t knife-grinders and c o b b l e r s — b u t coming from China's 

senior economist, h i s opinions were extremely i n f l u e n t i a l . 

In terms of central p o l i c y , the turning-point for the 

i n d i v i d u a l economy was a national work conference on labour and 

employment convened by the Central Committee i n August 1980. 

This conference formulated the "fundamental p o l i c y " not only for 

creating employment but also f o r reform of the employment 

a l l o c a t i o n system: "to emancipate the mind, adopt a more f l e x i b l e 

p o l i c y , develop production, o f f e r more job opportunities, and 

implement the p o l i c y on state-run [enterprises], c o l l e c t i v e 

ly-owned [enterprises], and self-employment e x i s t i n g under the 

government's u n i f i e d plan and guidance." 3 7 In deciding to "open 

up avenues of employment" the Central Committee endorsed several 

new measures, including the promotion of s e l f - f i n a n c e d 

cooperatives and c o l l e c t i v e s set up by enterprises and by the 

unemployed themselves, changes i n working hours and s h i f t 

arrangement to create new jobs, expansion of vocational and 

technical education, organization of labour service companies and 

employment agencies, and promotion of the i n d i v i d u a l economy. 3 8 

As a Xinhua radio report put i t , 

... the conference urged a l l departments concerned to support 
the i n d i v i d u a l economy and not to make things d i f f i c u l t for 
i n d i v i d u a l labourers or to discriminate against them. A l l 
law-abiding self-employed labourers should receive s o c i a l 
respect, i t n o ted. 3 9 

The general approach to job creation was to be, "under the 

o v e r a l l plan of the state, the combination of employment by way 

of job placements by labour departments, voluntary organization 
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of the jobless, and self-employment." 4 0 Furthermore, i t was 

stressed that t h i s was to be more than j u s t an expedient or 

temporary measure; the new measures were meant to be seen as a 

major change i n p o l i c y orientation consistent with s p i r i t of the 

Third Plenum. This meant a marked elevation i n status for the 

i n d i v i d u a l economy; as two prominent economists l a t e r pointed 

out: 

The new p o l i c y has ... changed the mistaken notion that only 
a job with a state-owned enterprise r e a l l y counts as 
employment. In l i g h t of the new p o l i c y , a job i n c o l l e c t i v e 
or i n d i v i d u a l commerce and industry i s also a good job. This 
i s i n complete agreement with the fundamental p r i n c i p l e l a i d 
down at the Third Plenum ... that ownership of the means of 
production i n s o c i a l i s t society may consist of d i f f e r e n t 
economic elements as long as the state and c o l l e c t i v e economy 
plays the dominant r o l e . 4 1 

A report on the conference i n the Communist Youth League 

newspaper Zhongguo Qingnian Bao. whose readers were part of the 

target population the new p o l i c y was designed to benefit, also 

underlined the necessity for a change i n public a t t i t u d e s : "To 

encourage and support the appropriate development of the 

i n d i v i d u a l economy, a l l law-abiding i n d i v i d u a l workers should 

receive the respect of s o c i e t y . " 4 2 

Following the work conference, the Central Committee issued 

a p o l i c y document which i s referred to i n several sources, but 

which apparently has not been made public: Central Document 

(1980) No. 64. By t h i s time a t o t a l of 320,000 urban i n d i v i d u a l 

operators had been granted business l i c e n s e s . 4 3 As the Xinhua 

radio report c i t e d above pointed out, however, most of these 

newly-licensed i n d i v i d u a l operators were "middle aged and old 

people upwards of 40 to 50 years of age. A substantial 
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proportion had been engaged i n i n d i v i d u a l production before the 

C u l t u r a l Revolution and were forced to give up t h e i r work and 

remained jobl e s s . " 

Promotion of the Individual Economy. 1980-81 

In the wake of the work conference on employment, Chinese 

o f f i c i a l s , with the cooperation of the media, made a concerted 

e f f o r t to popularize the concept of self-employment, e s p e c i a l l y 

among young people. In l a t e August a "responsible person" from 

the General Administration for Industry and Commerce, the agency 

responsible f o r the o v e r a l l administration of the i n d i v i d u a l 

economy, gave a widely reprinted interview to a Xinhua reporter. 
4 4 The o f f i c i a l brought up themes that would become a f a m i l i a r 

r e f r a i n over the next several years. 

The employment conference, he said, had underlined the 

v i t a l importance of developing the i n d i v i d u a l economy. Since the 

Third Plenum the number of i n d i v i d u a l enterprises had increased, 

but except i n a few c i t i e s , i t was s t i l l not growing quickly 

enough. The main problem was opposition from l o c a l cadres: 

The majority of l o c a l i t i e s have given p r i o r i t y to t h i s task, 
but there are also some l o c a l i t i e s and departments that have 
a l l kinds of misgivings, or even disagree i n t h e i r minds; 
they impose a l o t of l i m i t a t i o n s , don't allow t h i s , don't 
allow that ... Where these problems emerge, i t i s l a r g e l y 
because of the influence of incorrect practices of the past. 

This "incorrect p r a c t i c e s , " according to t h i s analysis, 

came from the tendency to confuse i n d i v i d u a l economy with 

capitalism. Any dangerous c a p i t a l i s t tendencies, t h i s o f f i c i a l 

stated, could be f o r e s t a l l e d through propaganda and education, 
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plus the appropriate economic and administrative measures. Other 

reasons f o r the slow growth of the i n d i v i d u a l sector were related 

to problems of s o c i a l status, p o l i t i c a l p a r t i c i p a t i o n and future 

advancement fo r self-employed workers. Individual operators, he 

said, should not be discriminated against i n educational and job 

recruitment, and should be allowed to form mass organizations and 

j o i n the Party and Youth League. He also suggested that de facto 

discrimination i n such areas as taxation, a l l o c a t i o n of materials 

and supplies, and c r e d i t were dampening the growth of the 

i n d i v i d u a l economy, and urged the relevant agencies to r e c t i f y 

t h i s s i t u a t i o n " i n the s p i r i t of the Central Committee's national 

work conference on employment." 

Around the time of the conference there was an explosion of 

p u b l i c i t y about the i n d i v i d u a l economy i n the national press. On 

August 18 the B e i j i n g newspaper B e i i i n q Ribao published a l e t t e r 

from a reader named Xiao L i n g l i n g under the heading, "Let's not . 

have a socialism which i s neither f i s h nor fowl." The writer 

questioned the wisdom of promoting i n d i v i d u a l enterprises i n what 

was supposed to be a s o c i a l i s t planned economy, noting that "ever 

since Liberation we have consistently reformed i n d i v i d u a l 

economy, e s p e c i a l l y during the c u l t u r a l revolution, and the 

state-run economy has developed greatly; now we are making a 

180-degree turn, we have to support and develop some i n d i v i d u a l 

economy i n the c i t i e s , i s t h i s not a step backwards?" The paper 

announced that i t was prepared to i n i t i a t e a debate on the 

question of whether "a socialism which permits [private] 

husband-and-wife stores i s neither f i s h nor fowl," and i n v i t e d 
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readers to respond. They did: the paper published some forty-two 

r e p l i e s before the debate was c a l l e d o f f at the end of September. 
4 5 Not s u r p r i s i n g l y , most of the r e p l i e s that were published 

supported i n d i v i d u a l enterprise, although there were some who 

agreed with Xiao L i n g l i n g . The debate was summarized i n , among 

other places, the national paper Guancrminq Ribao and for foreign 

readers i n B e i j i n g Review. 

The " f i s h nor fowl" debate was j u s t part of a spate of 

a r t i c l e s on the i n d i v i d u a l economy which appeared during the l a s t 

h a l f of 1980 i n newspapers, popular magazines, and schol a r l y 

journals. These a r t i c l e s were remarkably s i m i l a r i n theme and 

even content: the i n d i v i d u a l economy was here to stay; i t was not 

capitalism but a necessary supplement to the public-ownership 

economy; i n d i v i d u a l operators were deserving of respect and an 

equal place i n society; the p o l i c y had the support of the central 

government; the "appropriate development" of the i n d i v i d u a l 

economy must not be interfered with by l o c a l o f f i c i a l s and 

agencies; central and l o c a l agencies should act quickly to 

formulate p o l i c i e s and l e g i s l a t i o n supporting i t s development. 4 6 

Some of these a r t i c l e s gave useful information to people 

thinking of opening businesses. For example, a column i n 

Zhongguo Qingnian Bao by two representatives of the General 

Administration for Industry and Commerce, under the t i t l e "For 

Young People Getting Ready to Open Individual Operations" gave 

straightforward answers to such questions as, "What trades are 
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permitted f o r i n d i v i d u a l businesses?", "Who may operate 

i n d i v i d u a l businesses?", and "How does one apply to open an 

in d i v i d u a l b u s i n e s s ? " 4 7 

Around the time, some tentative steps were taken by various 

ce n t r a l agencies to ease the f i n a n c i a l and operating problems of 

in d i v i d u a l firms. The Bank of China announced that as of 

September 1 i t would authorize interest-paying bank accounts for 

in d i v i d u a l firms, and would permit i t s branches to issue loans to 

"licensed, legitimate i n d i v i d u a l enterprises with the a b i l i t y to 

repay." Monthly i n t e r e s t was set at 0.42 p e r c e n t . 4 8 In October 

the Finance Ministry reformed tax payment methods f o r in d i v i d u a l 

and cooperative firms. This measure (discussed i n d e t a i l i n 

Chapter 4 below) e f f e c t i v e l y lightened the commercial tax burden 

on i n d i v i d u a l firms, and s h i f t e d the r e s p o n s i b i l i t y f o r tax 

administration and c o l l e c t i o n from central to l o c a l - l e v e l 

agencies. Following t h i s , i n the l a s t three months of 1980 many 

p r o v i n c i a l and municipal l e v e l agencies passed tax reform 

measures for in d i v i d u a l businesses. 4 9 

In September 1980, the in d i v i d u a l economy took another step 

toward i n s t i t u t i o n a l i z a t i o n when the country's f i r s t association 

f o r self-employed workers was set up i n H a r b i n . 5 0 

Concrete measures such as these, along with the adoption of 

the new employment p o l i c y and the widespread p u b l i c i t y , resulted 

i n a surge of growth for the in d i v i d u a l economy. From the 

320,000 i n d i v i d u a l operators reported around the time of the 

employment conference, by the end of 1980 the o f f i c i a l figure was 

810,000, an increase of over 150% i n one y e a r . 5 1 The sudden 
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p r o l i f e r a t i o n of i n d i v i d u a l firms, coupled with a general surge 

of unregulated economic a c t i v i t y prompted by the post-Third 

Plenum economic reforms, made the search f o r some form of 

i n s t i t u t i o n a l i z a t i o n and regulation i n e v i t a b l e . This i s espe

c i a l l y true because by the end of 1980 a serious budget d e f i c i t 

and double-digit i n f l a t i o n prompted, i n Domes' words, "more 

d r a s t i c changes i n the developmental concept, which were 

characterized by a thoroughgoing reorientation of development 

p r i o r i t i e s , further retrenchments i n major investment projects, 

and across-the-board t h r i f t . " 5 2 In t h i s connection, a Central 

Work Conference was held i n December 1980, followed by budget 

cuts, p r i c e freezes, and c a n c e l l a t i o n of many large-scale 

i n d u s t r i a l projects. At the same time a general e f f o r t was made 

to reassert central control over the market economy. 

An attempt to s p e l l out exactly what was permissible and 

what was not came i n January 1981 with the promulgation of the 

State Council's "Directive on Strengthening Market Management and 

Cracking Down on Speculation, P r o f i t e e r i n g , and Smuggling 

A c t i v i t i e s " . 5 3 In a newspaper interview an o f f i c i a l from the 

market management branch of the General Administration for 

Industry and Commerce explained the necessity for the new 

regulations. Apart from the b l i n d pursuit of p r o f i t s by "the 

leadership of some uni t s , " he said, a major problem was that, 

although recent reforms had stimulated the economy and created a 

s i t u a t i o n where " d i v e r s i f i e d economic forms now coexist, diverse 

c i r c u l a t i o n channels, forms of operation, and forms of 

combination have emerged, and the e n t i r e national economy has 
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picked up," the innovations had also brought fort h forms of 

business that were c l e a r l y i l l e g a l or i n f l a t i o n a r y , or which 

undercut the state plan. Economic l e g i s l a t i o n and market 

management procedures had not kept up with the new developments, 

and the r e s u l t was that the l e g a l vacuum i t s e l f made such 

a c t i v i t i e s possible. "The d i s t i n c t i o n between l e g a l and i l l e g a l 

a c t i v i t i e s i s not very c l e a r , " the o f f i c i a l explained, which 

makes administration and management very d i f f i c u l t , and "gives 

speculators and p r o f i t e e r s opportunities to e x p l o i t . " Therefore, 

regulatory laws must be passed and l e g a l education made a 

p r i o r i t y . 5 4 

The d i r e c t i v e i t s e l f spelled out quite c l e a r l y the 

permissible l i m i t s of legitimate business a c t i v i t y by various 

kinds of economic units as well as i n d i v i d u a l s . More important, 

i t s p elled out what was not permissible, for example what 

s p e c i f i c a c t i v i t i e s were defined as "speculation and p r o f i t e e r 

ing." The formulation of s p e c i f i c rules and regulations, 

however, was l e f t to the l o c a l i t i e s . 

The d i r e c t i v e did not represent a wholesale crackdown on 

a l l non-planned economic a c t i v i t y nor a pullback from the 

p r i n c i p l e of d i v e r s i f y i n g the economy. Rather i t was an attempt 

to regularize and define the l i m i t s of these a c t i v i t i e s , and at 

the same time to deal with some of the very r e a l problems that 

had arisen i n the absence of s p e c i f i c guidelines and 

p r o h i b i t i o n s . In the interview quoted above, the market 

management o f f i c i a l explained: 
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What we must a c t i v e l y suppress and crack down on are only 
those i l l e g a l a c t i v i t i e s which disrupt s o c i a l i s t construc
t i o n , endanger the national economy and people's l i v e l i h o o d , 
or constitute speculation and p r o f i t e e r i n g . We cannot and 
w i l l not suppress l e g a l operations, rather we must a c t i v e l y 
support and safeguard them to give f u l l play to t h e i r r o l e 

Strengthening of market management and elimination of 
speculation and p r o f i t e e r i n g not only cannot s t i f l e the 
market, on the contrary i t w i l l make the market even more 
vibrant. 

Statements made i n ensuing months by Yao Y i l i n , head of the 

State Planning Commission, confirm that, however r e s t r i c t i v e the 

State Council d i r e c t i v e was, i t was not intended to reverse the 

recent attempts at l i b e r a l i z a t i o n of the economy, nor to suppress 

private a c t i v i t i e s . In February Yao delivered h i s report on the 

f u l f i l l m e n t of the 1980 plan and readjustment of the 1981 plan to 

the Standing Committee of the 5th National People's Congress. 

While the "readjustment" did a f f e c t some of the more w i l d l y 

o p t i m i s t i c commitments of the previous two years, Yao affirmed 

that "reforms over the past period that have proved e f f e c t i v e 

should be encouraged, r e s u l t i n g successes should be consolidated 

and developed, and new reforms should be made on a t r i a l basis 

step by step under proper leadership." Among the measures to be 

reaffirmed, he included: "Allowing the adequate development of an 

urban economy of in d i v i d u a l ownership, on the condition that 

public ownership remains the predominant element." 5 5 

The following month, Yao elaborated on t h i s p r i n c i p l e i n a 

remarkable speech given at a national conference of high-level 

commercial bureaucrats. In the strongest statement on the 

in d i v i d u a l economy made yet by a member of the central 

leadership, Yao t o l d h i s i n f l u e n t i a l audience that as a long-term 
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p o l i c y "we must appropriately develop i n d i v i d u a l commerce." This 

was an important way of dealing with the problem of providing 

employment fo r surplus labour i n a country where the population 

was growing by about 10 m i l l i o n per year, and where modernization 

was expected to reduce the demand for i n d u s t r i a l labour. I t was 

necessary therefore to employ more people i n the t e r t i a r y sector 

(di san chanye). Development of the i n d i v i d u a l economy was one 

way to achieve t h i s without overtaxing funds a v a i l a b l e f o r state 

investment: "Certainly i t i s necessary to develop the state-run 

commercial network, but i t can't be developed very quickly ... 

because t h i s requires too much investment." 5 6 

Yao urged h i s audience not to be overly concerned with 

" d e t a i l s l i k e what i s capitalism and what i s not capitalism, .... 

whether or not old masters can take on employees, whether they 

can employ one worker, two workers, or several workers ..." 

P o l i c i e s on these issues had been relaxed, he said, and should be 

relaxed even further. He was equally c a v a l i e r about the 

po t e n t i a l dangers of such an approach: " I t i s possible that some 

ex p l o i t a t i o n w i l l emerge, or that some capitalism w i l l emerge, 

but t h i s cannot greatly a f f e c t the nature of the s o c i a l i s t 

economy as a whole." 

Because the benefits so greatly outweighed the dangers, Yao 

said, "don't worry about giving them a l o t of control, a l o t of 

regulations regarding the conditions under which they may or may 

not operate." He advised h i s audience: "After you have given 

them some l a t i t u d e for a while, i f the danger grows, you only 

have to give an order, block supplies here, control markets 
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there, and everything w i l l be f i n e ( j i u x i n g l e ) . " Too much 

regulation, or excessive competition from the state-run 

commercial outlets w i l l "squeeze them out" and place an even 

greater burden on state resources, including welfare funds; 

moreover, "the money w i l l be spent, but people w i l l s t i l l make 

trouble." Yao concluded: "You can loosen up a l i t t l e on 

i n d i v i d u a l peddlers and small handicrafts." 

The following month (March 1981), Premier Zhao Ziyang 

addressed a f u l l session of the State Council on the subject of 

employment. 5 7 Like Yao, he stressed the importance of expanding 

the t e r t i a r y sector. To develop employment i n commerce, 

handicrafts, and services, Zhao said, i t was necessary to "adopt 

a v a r i e t y of economic elements and management forms. One 

important d i r e c t i o n i n arranging employment for a r e l a t i v e l y long 

period of time w i l l be various forms of c o l l e c t i v e and i n d i v i d u a l 

economy." Regarding the i n d i v i d u a l economy i n p a r t i c u l a r , he 

l i s t e d the permissible areas of operation, which included small 

handicrafts, commerce, services, passenger and commodity 

transport, home repair and decoration. He r e i t e r a t e d i t s 

subsidiary and supplementary p o s i t i o n i n r e l a t i o n to the 

state-run and c o l l e c t i v e sectors, and stated that i n d i v i d u a l 

operators should be allowed to take on a "small number" of 

helpers and apprentices. This approach would "benefit the 

development of production, would stimulate markets, s a t i s f y the 

needs of the public, and expand employment." 

To accomplish a l l t h i s , Zhao said, would require the 

cooperation of government agencies at a l l l e v e l s : 
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Various l e v e l s of l o c a l government must, on the basis of the 
requirements of national economic readjustment and actual 
l o c a l needs, e s t a b l i s h plans for the development of 
c o l l e c t i v e and i n d i v i d u a l economy, and resolve various 
problems encountered i n t h e i r development. Relevant agencies 
must set p o l i c i e s i n such areas as r a i s i n g c a p i t a l , supplies, 
recruitment of workers and apprentices, commodity pri c e s , 
wages and labour insurance, etc., and e s t a b l i s h procedures 
for the management of the c o l l e c t i v e and i n d i v i d u a l economy. 

Despite the active support of central leaders, however, the 

at t i t u d e of l o c a l agencies was c l e a r l y becoming a cause f o r 

concern. The newspaper Shichang Bao (Market News) raised 

questions about the large number of i n d i v i d u a l firms pushed out 

of business as a r e s u l t of harassment by l o c a l o f f i c i a l s . I t 

reported that a cadre i n Jinan (the c a p i t a l of Shandong province) 

estimated the number of i n d i v i d u a l businesses i n that c i t y had 

decreased by 50 percent from the previous y e a r . 5 8 

Around the same time, i n March-April 1981, a major 

t h e o r e t i c a l conference on ownership of the means of production 

was held i n Chengdu by two sections of the Chinese Academy of 

So c i a l Sciences, the Economics Research I n s t i t u t e and the 

I n s t i t u t e f o r the Study of Marxism-Leninism. The conference drew 

delegates from central and l o c a l - l e v e l Party and government 

agencies a l l over the country, as well as academics and 

representatives of propaganda organs. The message on i n d i v i d u a l 

economy was c l e a r : 

The majority said that our country i s a s o c i a l i s t country i n 
which public ownership holds the dominant p o s i t i o n ... but 
the appropriate development of i n d i v i d u a l economy which does 
not ex p l o i t others has advantages. The i n d i v i d u a l economy 
has the e f f e c t of f i l l i n g gaps and d e f i c i e n c i e s i n the 
s o c i a l i s t economy; i t w i l l be a long-term, stable element 
within the s o c i a l i s t economy, and i s a necessary appendage to 
i t . 5 9 
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Resolution on Party History. June 1981 

Thus by the middle of 1981, a c l e a r and consistent p o l i c y 

p o s i t i o n on the i n d i v i d u a l economy had emerged. I t s place i n the 

long-term economic development strategy was c l e a r l y s pelled out 

i n what i s undoubtedly the key central document of the early 

1980s, the Resolution on Party h i s t o r y adopted by the Sixth 

Plenum of the 11th Central Committee i n June 1981. 6 0 

This document, a major rewriting of h i s t o r y and 

reassessment of the successes and f a i l u r e s of the CCP under the 

leadership of Mao Zedong, was above a l l an e f f o r t to b o l s t e r the 

legitimacy of the current regime and give credence to the 

p o l i c i e s and strategies i t was t r y i n g to i n s t i t u t e . I t was 

passed by the same gathering that replaced Hua Guofeng with Hu 

Yaobang as Chairman of the Central Committee and fir m l y 

entrenched Deng Xiaoping, Zhao Ziyang, Chen Yun, and other 

opponents of the "gang of f o u r " — a s well as members of what has 

been c a l l e d "the generation of the Eighth Central Committee"—in 

the highest echelons of the p a r t y . 6 1 

The Resolution l i s t e d the establishment of a s o c i a l i s t 

economy and completion of the s o c i a l i s t transformation of private 

ownership " i n the main" as one of the party's major achievements. 

Between 1949 and 1956, i t said, "the guidelines and basic 

p o l i c i e s defined by the Party ... were correct and led to 

b r i l l i a n t successes," l a r g e l y because they incorporated the 

gradualist p r i n c i p l e s of Mao's "general l i n e for the t r a n s i t i o n 

period." By 1956, t h i s process was "largely completed i n most 
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regions," and the "peaceful redemption of the bourgeoisie" had 

been r e a l i z e d . The 1959-65 period was also l a b e l l e d a success, 

despite c e r t a i n shortcomings and e r r o r s — i n c l u d i n g "the 

over-hasty transformation of small private handicrafts and 

commercial e n t e r p r i s e s . " 6 2 

The Resolution praised the 1956 Eighth National Congress of 

the CCP f o r adopting what was now seen as the correct l i n e on the 

construction of socialism. The 1956 party congress, as seen from 

the perspective of 1981, was s i g n i f i c a n t because i t repudiated 

c l a s s struggle as the basic contradiction facing the country. 

Instead, i t recognized that (then as now) 

... the chief task confronting the whole nation was to 
concentrate a l l e f f o r t s on developing the productive forces. 
... Although class struggle s t i l l existed ..., the basic task 
of the [people's democratic] d i c t a t o r s h i p was now to protect 
and develop the productive forces i n the context of the new 
r e l a t i o n s of p r o d u c t i o n . 6 3 

The Resolution stated that the errors of the subsequent 

a n t i - r i g h t i s t campaign and Great Leap Forward were " l e f t i s t " 

errors caused by 

our lack of experience i n s o c i a l i s t construction and 
inadequate understanding of the laws of economic development 
and of the basic economic conditions i n China. More 
important, ... Comrade Mao Zedong and many leading comrades 
... had become smug about t h e i r successes, were impatient 
fo r quick r e s u l t s and overestimated the r o l e of man's 
subjective w i l l and e f f o r t s . 

The r e s u l t of t h e i r smugness was "serious d i f f i c u l t i e s 

between 1959 and 1961, which caused serious losses to our country 

and p e o p l e . " 6 4 During the period of recovery following the Great 
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Leap, according to the Resolution, correct economic p o l i c i e s were 

adopted, but they were again undermined during the C u l t u r a l 

Revolution. 

The main point of the Resolution, of course, was to make a 

clean break with the Cultural Revolution. I t claimed that one of 

the causes of the ten years of " l e f t i s t - i n s p i r e d chaos" was lack 

of understanding of the h i s t o r i c a l laws governing the development 

of socialism. The Marxist c l a s s i c s , the Resolution stated, 

are our guide to action, but can i n no way provide ready-made 
answers to the problems we may encounter i n our s o c i a l i s t 
cause. Even a f t e r the basic completion of s o c i a l i s t 
transformation, given the guiding ideology, we were l i a b l e 
... to continue to regard issues unrelated to c l a s s struggle 
as i t s manifestations when observing and handling new 
contradictions and problems ... 

One example of t h i s tendency was the dogmatic adherence to 

Lenin's argument about the tendency of small production to 

"engender capitalism and the bourgeoisie d a i l y and hourly on a 

large scale even a f t e r the basic completion of s o c i a l i s t 

t r a nsformation." 6 5 

The excessive emphasis on class struggle was of course 

f i n a l l y repudiated by the Third Plenum of 1978, which the 

Resolution c a l l e d "a c r u c i a l turning point of far-reaching 

s i g n i f i c a n c e i n the h i s t o r y of our Party" because, among other 

decisions, i t "firmly discarded the slogan *Take c l a s s struggle 

as the key l i n k ' , which had become unsuitable i n a s o c i a l i s t 

society, and made the s t r a t e g i c decision to s h i f t the focus of 

work to s o c i a l i s t modernization." 6 6 
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In o u t l i n i n g the Party's achievements since the Third 

Plenum, the Resolution noted that "announcements were made to the 

e f f e c t that former businessmen and i n d u s t r i a l i s t s , having 

undergone remoulding, are now working people; that small trades 

people, pedlars and handicraftsmen, who were o r i g i n a l l y 

labourers, have been d i f f e r e n t i a t e d from businessmen and 

i n d u s t r i a l i s t s who were members of the bourgeoisie .,." 6 7 

The Resolution ended with a discussion of the future, based 

on the current leadership's reading of the lessons of the 

previous three decades, and p a r t i c u l a r l y those of the C u l t u r a l 

Revolution. I t r e i t e r a t e d the necessity to stress economic 

development now that the problem of ownership of the means of 

production had been taken care of: "In the f i n a l analysis, the 

mistake we made i n the past was that we f a i l e d to persevere i n 

making t h i s s t r a t e g i c s h i f t ... A l l our Party work must be 

subordinated to and serve t h i s central task—economic construc

t i o n . " 6 8 Work toward t h i s goal, however, must be based on a 

r e a l i s t i c and thorough assessment of the actual s i t u a t i o n , and 

must accord with "objective economic and natural laws." 

The i n d i v i d u a l economy received the seal of approval as 

part of the e f f o r t to modernize the economy i n accordance with 

"objective economic laws": 

The reform and improvement of the s o c i a l i s t r e l a t i o n s of 
production must be i n conformity with the l e v e l of the 
productive forces and conducive to the expansion of 
production. The state economy and the c o l l e c t i v e economy are 
the basic forms of the Chinese economy. The working people's 
i n d i v i d u a l economy within c e r t a i n prescribed l i m i t s i s a 
necessary complement to public economy. 6 9 
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The whole question of ownership of the means of production 

was subordinated to the demands of economic development: 

There i s no r i g i d pattern for the development of the 
s o c i a l i s t r e l a t i o n s of production. At every stage our task 
i s to create those s p e c i f i c forms of the r e l a t i o n s of 
production that correspond to the needs of the growing 
productive forces and f a c i l i t a t e t h e i r continued advance. 7 0 

The Resolution proposed no new s p e c i f i c p o l i c y items. What 

i t d i d was put forward a comprehensive package of basic 

p r i n c i p l e s that were to form the foundation of future p o l i c y 

decisions, drawing carefully-constructed lessons from the past to 

support them. Nothing new was said about the i n d i v i d u a l economy, 

but i t s mention i n t h i s very important document reinforced i t s 

renewed p o s i t i o n as an ineradicable element i n any p o l i c i e s 

designed to further the new development strategy. The impression 

the Resolution gave was that, barring any r a d i c a l change i n the 

orien t a t i o n of the leadership, t h i s was to be the general l i n e 

for t h i s new stage i n China's development. 

State Council Regulations on the Individual Economy. Ju l y 1981 

One month a f t e r the Sixth Plenum, the State Council f i n a l l y 

issued a set of "Policy Regulations on the Urban Non-agricultural 

Individual Economy". 7 1 Although these regulations w i l l be 

discussed i n more d e t a i l i n the next chapter, as a summary 

statement of central p o l i c y , the preface deserves to be quoted at 

length: 

In our country under socialism, the i n d i v i d u a l economy which 
abides by the laws and p o l i c i e s of the state, serves 
s o c i a l i s t construction, and does not e x p l o i t the labour of 
others, i s a necessary supplement to the state-run and 
c o l l e c t i v e economies. Citiz e n s who engage i n i n d i v i d u a l 
operations are independent workers who support themselves by 
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t h e i r own labour. The l e v e l of development of China's 
productive forces i s low, and the commodity economy i s 
undeveloped; i t i s i n e v i t a b l e that for a f a i r l y long 
h i s t o r i c a l period, diverse economic elements and diverse 
forms of operations w i l l coexist. Experience has shown that, 
under the premise of absolute predominance of the state-run 
economy and the c o l l e c t i v e economy, the r e s t o r a t i o n and 
development of the urban nonagricultural i n d i v i d u a l economy 
has important implications f o r developing production, 
invigorating the market, s a t i s f y i n g the needs of the people, 
and expanding employment. A l l l o c a l governments and 
departments concerned with finance, commerce, l i g h t industry, 
banking, commercial and i n d u s t r i a l management, etc., should 
conscientiously aid i n the development of the urban 
non-agricultural i n d i v i d u a l economy, rendering support and 
help i n problems of c a p i t a l , supplies, s i t e s , taxation, 
market management, etc. Any discrimination or w i l l f u l 
interference, or adoption of negative attitudes towards the 
i n d i v i d u a l economy does no benefit to s o c i a l i s t economic 
development, and i s i n c o r r e c t . 7 2 

The regulations themselves were supposed to "ensure the 

healthy development" of the i n d i v i d u a l economy. Although they 

included some r e s t r i c t i o n s on the scale and scope of permissible 

operations, they b a s i c a l l y only prohibited a c t i v i t i e s that had 

already been defined elsewhere as "speculation and p r o f i t e e r i n g . " 

They were much more c l e a r l y a measure by the central government 

to promote rather than r e s t r i c t i n d i v i d u a l enterprise, and i n 

fact contained admonitions against interference by any unit or 

enterprise i n the l e g a l operations of i n d i v i d u a l enterprises, and 

against charging " a r b i t r a r y fees" other than normal taxes and 

l i c e n s i n g fees. The regulations also affirmed that the 

" p o l i t i c a l r i g h t s and s o c i a l status" of the self-employed 

entrepreneurs were the same as those of a l l other workers. 

Just before the regulations were issued, two other measures 

were passed by central agencies to smooth the way for i n d i v i d u a l 

operators. One, issued by four d i f f e r e n t agencies, ensured the 
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prov i s i o n of operating space; the second, issued j o i n t l y by s i x 

d i f f e r e n t m i n i s t r i e s and departments, dealt with problems of 

materials and s u p p l i e s . 7 3 Coming at the same time as the State 

Council regulations, they suggest a high degree of coordination 

at the central l e v e l . They make i t c l e a r that at that l e v e l , a 

uniform p o l i c y existed which was intended to make i t r e l a t i v e l y 

easy f o r i n d i v i d u a l entrepreneurs to get into business, obtain 

the necessary premises, and assure a steady flow of supplies and 

raw materials. At the same time, measures for r e g i s t r a t i o n , 

payment of taxes, and o v e r a l l supervision were also strengthened. 

Again, these measures were c l e a r l y not designed to c r i p p l e the 

i n d i v i d u a l economy, but were meant to ensure that some control 

was maintained over i t s operations. The o f f i c i a l slogan was 

"Control without smothering, l i v e l i n e s s without chaos" (guan er 

bu s i , huo er bu luan). In a l l cases, however, the d e t a i l e d 

rules f o r implementation of these p o l i c i e s were l e f t to l o c a l 

o f f i c i a l s and agencies, meaning that a high degree of l o c a l 

cooperation was assumed. This, as we s h a l l see, was to be the 

source of many problems for i n d i v i d u a l operators. 

Development of the Individual Economy, Late 1981-83 

The i n s t i t u t i o n a l i z a t i o n of the i n d i v i d u a l economy i n 

central government p o l i c y , symbolized by the State Council 

regulations of July 1981, marked the beginning of a period of 

rapid development of the sector. As i t grew, however, the 

tension between high-level support and low-level opposition or 

obstructionism became more apparent. By l a t e 1982 the problem 
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was being discussed widely i n the Chinese press, which was 

generally supportive of the self-employed and c r i t i c a l of l o c a l 

bureaucrats, whose l i n g e r i n g " l e f t i s t " ideas were seen as the 

root of the problem. The l i b e r a l p o l i c i e s culminated i n a set of 

supplementary regulations passed by the State Council i n A p r i l 

1983, which considerably expanded the scope of permissible 

operations and extended l e g a l protection to i n d i v i d u a l firms 

against harassment by l o c a l o f f i c i a l s and agencies. Soon 

afterwards, however, the l i b e r a l mood succumbed to growing 

concern about economic crime and general loss of central control 

over economic a c t i v i t y . This trend reached i t s height during the 

S p i r i t u a l P o l l u t i o n campaign i n l a t e 1983. 

The New Employment Policy and the New Constitution 

In October 1981, the development of the urban i n d i v i d u a l 

sector was given further impetus i n another i n i t i a t i v e by the 

central government to ameliorate the unemployment problem, 

p a r t i c u l a r l y among urban youth. The Central Committee and State 

Council handed down a decision which indicated unequivocally not 

only that the central leaders had not f a l t e r e d i n supporting 

measures to expand the i n d i v i d u a l economy, but also that they 

were determined to root out l i n g e r i n g opposition to do s o . 7 4 The 

decision, made public i n l a t e November, stressed the importance 

of the youth unemployment problem "to the in t e r e s t s of the people 

and to the s t a b i l i t y and unity of the country i n r e a l i z i n g i t s 

aim of four modernizations." 7 5 I t c a l l e d for a coordinated 

rather than piecemeal approach to job creation, based on the 
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p r i n c i p l e , proposed by the 1980 central work conference on 

employment, of promoting various types of self-generated 

employment, s p e c i f i c a l l y c o l l e c t i v e and i n d i v i d u a l firms. 

"Practice has shown that t h i s p r i n c i p l e i s correct," the decision 

said, having created 20 m i l l i o n jobs over the previous three 

years. Nevertheless, i t pointed out, undue emphasis was s t i l l 

being put on placing young people i n "already overstaffed 

state-owned enterprises."76 

E f f o r t s to create new jobs "should be dovetailed with 

e f f o r t s to readjust the structure of industry and ownership." 

Absorption of unemployed youths into an expanding service and 

commercial sector as well as the growing consumer-goods 

i n d u s t r i a l sector, would serve both the readjustment of the 

economic structure and the creation of employment. Likewise, 

expansion of the c o l l e c t i v e and i n d i v i d u a l sectors would create 

more jobs, while at the same time readjusting the ownership 

structure of the economy by decreasing the s i g n i f i c a n c e of the 

publicly-owned sectors. The decision was unambiguous on the 

l a t t e r point: "In the future, while readjusting the structure of 

industry, emphasis should be placed on creating jobs i n the 

c o l l e c t i v e and i n d i v i d u a l sectors of the economy." The 

coexistence of a l l three forms of ownership, i t stated, 

... i s a s t r a t e g i c decision of our Party, not j u s t an 
expedient measure. The central a u t h o r i t i e s c a l l on a l l 
members of the Party, above a l l the leadership on a l l fronts 
to follow the guiding ideology i n seeking a c l e a r and u n i f i e d 
understanding, and to make a concerted e f f o r t to make t h i s a 
r e a l i t y . 7 7 
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In a sobering assessment of the progress made so f a r , the 

decision acknowledged that the i n d i v i d u a l economy " s t i l l f a l l s 

short of the needs of national economic development," and 

discussed the need to "dispel the misgivings of cadres, the 

masses, and unemployed youth" by "further readjusting p o l i c i e s , 

g i v i n g wider p u b l i c i t y to the p r i n c i p l e s of the party, and 

explaining the important r o l e the urban i n d i v i d u a l economy plays 

i n developing production, stimulating the economy, meeting [the 

people's] needs, and expanding employment." At the same time i t 

stressed that " i n d i v i d u a l workers are our country's s o c i a l i s t 

workers," with s o c i a l and p o l i t i c a l status equal to workers i n 

other sectors, and that those who met the q u a l i f i c a t i o n s were 

allowed to become Party and Youth League members. 7 8 

The f i f t h clause of the decision contained a strongly-word

ed statement reaffirming central support of both the c o l l e c t i v e 

and i n d i v i d u a l sectors. I t attacked "discrimination, r e s t r i c 

t i o n , attacks, and annexation" directed against c o l l e c t i v e and 

i n d i v i d u a l firms. I t directed relevant departments under the 

Central Committee and State Council to "sort out e x i s t i n g 

relevant regulations and propose concrete methods fo r t h e i r 

reform." I t instructed "Party committees and governments at a l l 

l e v e l s " to " c a l l upon the State Planning Commission, National 

Economic Commission, State Capital Construction Commission, and 

the various departments dealing with finance, commerce, supply 

and marketing, commodities, grain, prices, banking, taxation, 

i n d u s t r i a l and commercial bureaus, foreign trade, c i t y 

construction, public security, overseas Chinese a f f a i r s , 
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education, health, labour, educated youth and a l l departments of 

industry, as well as such organizations as trade unions, 

Communist Youth Leagues, Women's Associations, Overseas Chinese 

organizations, the Democratic Party of National Construction and 

associations of industry and commerce, a l l to coordinate t h e i r 

e f f o r t s under o v e r a l l planning, to take up t h e i r respective 

duties i n developing the urban c o l l e c t i v e and i n d i v i d u a l 

economy." 7 9 

I t went on to r e i t e r a t e the statement made i n the State 

Council regulations passed three months before, that the 

property, l e g a l business a c t i v i t i e s and legitimate revenues of 

c o l l e c t i v e and i n d i v i d u a l enterprises should be protected by law, 

and that no department or unit was allowed to i n t e r f e r e with 

them. Apart from legitimate taxes and management fees, no 

department or u n i t was allowed to charge addi t i o n a l fees under 

any pretext. For t h e i r part, i n d i v i d u a l and c o l l e c t i v e 

entrepreneurs were to be educated to abide by the law, submit to 

supervision by state agencies, and not engage i n i l l e g a l 

a c t i v i t i e s . 8 0 

The decision concluded by urging l o c a l party committees and 

governments to take a more active leadership r o l e i n the area of 

employment. I t also acknowledged that the response "among the 

cadres and masses" to e f f o r t s to open new avenues of employment 

and reduce the importance of state recruitment had not been 

uniformly p o s i t i v e . I t recommended that 
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... party committees at a l l l e v e l s , p o l i t i c a l organs, 
propaganda, education, c u l t u r a l , news and publishing, and 
t h e o r e t i c a l departments and various mass organizations must 
strengthen t h e i r i d e o l o g i c a l and educational work among 
cadres, masses and unemployed youths to continue to eliminate 
l e f t i s t influences and r e c t i f y t r a d i t i o n a l concepts of 
s l i g h t i n g c o l l e c t i v e operations and disdaining i n d i v i d u a l 
firms, s l i g h t i n g consumption and disdaining commerce and 
service trades. The vast numbers of cadres, p a r t i c u l a r l y 
leading cadres at various l e v e l s , should take the lead i n 
implementing the decisions of the Central Committee and State 
Council, and should educate t h e i r own unemployed childre n and 
r e l a t i v e s to be eager to work i n c o l l e c t i v e and i n d i v i d u a l 
operations and i n the service t r a d e s . 8 1 

A national commercial work conference held i n November 1981 

continued the l i b e r a l i z i n g trend i n central p o l i c y toward the 

i n d i v i d u a l economy by decreeing that i n d i v i d u a l firms were 

allowed, by permission of the State Council and Central 

Committee, to h i r e up to seven employees. 8 2 

Central government support of the i n d i v i d u a l sector 

continued through 1982, bracketed by the publication i n A p r i l of 

the d r a f t version of China's new Constitution, and the 

promulgation by the F i f t h NPC i n December of the Constitution i n 

i t s f i n a l form, the fourth since the founding of the PRC. The 

d r a f t version was the subject of widespread discussion and debate 

i n the press and i n mass organizations through the spring and 

summer of 1982. The public was encouraged to suggest changes, 

and many of these were ac t u a l l y incorporated into the f i n a l 

v e r s i o n . 8 3 

The 1982 Constitution was the f i r s t i n PRC h i s t o r y to use 

the term " i n d i v i d u a l economy" to denote a d i s t i n c t sector i n the 
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ownership structure of the economy, and also the f i r s t to a f f i r m 

i t s long-term legitimacy within the economic system. In i t s 

f i n a l form, the relevant a r t i c l e ( A r t i c l e 11) reads, i n f u l l : 

The i n d i v i d u a l economy of urban and r u r a l working people, 
operated within the l i m i t s prescribed by law, i s a complement 
to the s o c i a l i s t public economy. The state protects the 
lawful r i g h t s and i n t e r e s t s of the i n d i v i d u a l economy. The 
state guides, helps, and supervises the i n d i v i d u a l economy by 
exercising administrative c o n t r o l . 8 4 

The new Constitution said nothing about the eventual 

elimination or c o l l e c t i v i z a t i o n of the i n d i v i d u a l economy, as 

previous versions had. Also, the s t i p u l a t i o n that i n d i v i d u a l 

labourers must "not e x p l o i t others" was removed. Thus the h i r i n g 

of labour was neither prohibited nor l i m i t e d to any p a r t i c u l a r 

number. Rather, the d e t a i l s of t h i s and other aspects of 

i n d i v i d u a l operations were l e f t to "the l i m i t s prescribed by 

law," as well as the administrative levers of the state. 

There was only one change between the d r a f t and the f i n a l 

form. In the d r a f t version, the second paragraph read: "The 

state guides, helps, and supervises the i n d i v i d u a l economy by 

means of administrative measures and through the economic l i n k s  

of the state and c o l l e c t i v e economy with the i n d i v i d u a l economy." 
8 5 In i t s f i n a l form, the reference to control through economic 

l i n k s was omitted. The change i s a s i g n i f i c a n t r e f l e c t i o n of the 

general tendency of the time, which favoured separating the 

p o l i t i c a l and economic functions of the state. The i n c l u s i o n of 

the deleted portion would i n e f f e c t have sanctioned interference 

with i n d i v i d u a l firms by enterprises and units i n the 
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publicly-owned sector, something which was being strenuously 

c r i t i c i z e d at the time by central government o f f i c i a l s and the 

c e n t r a l l y - c o n t r o l l e d press. 

High-Level Support. Low-Level Harassment, 1982-83 

That t h i s was emerging as a serious problem i n mid and l a t e 

1982 i s c l e a r from many newspaper a r t i c l e s which appeared around 

t h i s time. In May 1982, around the time the d r a f t Constitution 

was r a t i f i e d , an o f f i c i a l of the General Administration of 

Industry and Commerce gave an interview to Xinhua News Agency on 

the subject of the i n d i v i d u a l economy. While there had been a 

s i g n i f i c a n t increase i n the number of self-employed i n the c i t i e s 

since 1979, the o f f i c i a l said, there was s t i l l considerable room 

for further growth. I t was c l e a r where r e s p o n s i b i l i t y was being 

placed: "The o f f i c i a l urged l o c a l a u t h o r i t i e s to protect and 

a s s i s t self-employed people, while strengthening administration 

over t h e i r b u s i n e s s . " 8 6 

An e d i t o r i a l which appeared i n People's Daily around t h i s 

time was even more e x p l i c i t . I t roundly c r i t i c i z e d "some 

comrades" for b e l i e v i n g that the i n d i v i d u a l economy had already 

reached "saturation" (baohele): 

... some l o c a l i t i e s , under the pretext of s t r e s s i n g economic 
planning and eliminating criminal a c t i v i t i e s i n the economic 
sphere, have increased r e s t r i c t i o n s and created d i f f i c u l t i e s 
f o r many i n d i v i d u a l peddlers carrying out legitimate 
a c t i v i t i e s ; e i t h e r not permitting them to set up s t a l l s , or 
blocking t h e i r supplies, or groundlessly revoking t h e i r 
l i censes, etc., to the point where i n many places a tendency 
has emerged for the numbers of people running i n d i v i d u a l 
firms to decrease sharply. This trend and i t s serious 
implications should not be underestimated. 8 7 
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The a r t i c l e counseled more lenient treatment of i n d i v i d u a l 

peddlers, e s p e c i a l l y those engaged i n rural-urban trade: "As long 

as t h e i r a c t i v i t i e s are permitted i n the p o l i c y , they should not 

be discriminated against, and c e r t a i n l y not attacked." Most of 

them were law-abiding, and only a minority earned "excessive" 

incomes, which could be appropriated by taxation. I t was 

i n e v i t a b l e that some i l l e g a l a c t i v i t i e s would surface, "but a f t e r 

a l l these tendencies are not the mainstream, we cannot ... 

mention ordinary unlawful a c t i v i t i e s by i n d i v i d u a l peddlers i n 

the same breath as criminal a c t i v i t i e s i n the economic sphere, 

s t i l l l e s s can we make them the basis for l i m i t i n g the 

development of i n d i v i d u a l p e d d l i n g . " 8 8 

The d i s t i n c t i o n r e f l e c t e d a concern with economic crime i n 

the state economy. One manifestation was the emergence of 

e x t r a c u r r i c u l a r economic a c t i v i t y among workers and s t a f f of 

enterprises. This was targeted i n a State Council d i r e c t i v e of 

A p r i l 1982; among the a c t i v i t i e s prohibited was the running of 

i n d i v i d u a l enterprises, transport of goods for sale, or buying 

for resale of a g r i c u l t u r a l or manufactured p r o d u c t s . 8 9 

The lenient attitude toward i n d i v i d u a l traders r e f l e c t e d i n 

the Renmin Ribao a r t i c l e c i t e d above was part of a general p o l i c y 

to promote reform and d i v e r s i f i c a t i o n of the commodity 

d i s t r i b u t i o n system. In June the State Council issued a decision 

on improving commodity c i r c u l a t i o n between c i t y and countryside, 

and i n p a r t i c u l a r on stimulating the movement of manufactured 

goods to the r u r a l areas. While reaffirming the central r o l e of 

the b a s i c - l e v e l supply and marketing cooperatives, the decision 
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stressed the necessity to continue expanding the r o l e of 

c o l l e c t i v e , i n d i v i d u a l , and other types of commercial enterprise 

i n rural-urban commodity exchange, encouraging them to adopt 

f l e x i b l e methods of operation i n commercial t r a n s a c t i o n s . 9 0 In 

the same vein, the State Council shortly afterwards issued a 

series of p r i c e reforms which, by permitting r e l a t i v e l y f l e x i b l e 

p r i c i n g f o r small commercial and service transactions, were 

supposed to f a c i l i t a t e the operations of i n d i v i d u a l enterprises. 
91 

The l i b e r a l i z i n g trend i n central p o l i c y toward private 

commerce continued through l a t e 1982 and early 1983. A national 

work conference on commerce held i n November 1982 c a r r i e d the 

reforms s t i l l further. The major theme of the conference was the 

necessity to root out persistent " l e f t i s t " influences among 

commercial cadres, one manifestation of which was the denial of 

the necessity for coexistence of d i v e r s i f i e d forms of commerce. 

This attitude created unnecessary obstructions to the development 

of the c o l l e c t i v e and in d i v i d u a l sectors. The decision of the 

conference was to further l i b e r a l i z e commercial p o l i c i e s i n order 

to reduce the r o l e of the state-owned sector and stimulate 

commercial exchange. 9 2 

Among the p o l i c i e s adopted was to allow r u r a l producers and 

private i t i n e r a n t peddlers to carry out long-distance t r a d e — b o t h 

wholesale and r e t a i l . In addition, more outlets for a g r i c u l t u r a l 

s i d e l i n e products were to be set up i n the c i t i e s under eith e r 

c o l l e c t i v e or i n d i v i d u a l ownership. The conference also decided 

that i t was necessary to adjust the proportion of commerce, 



202 

catering, and services handled by the state-owned sector i n order 

to increase the involvement of c o l l e c t i v e and i n d i v i d u a l 

enterprises. The proportion of a g r i c u l t u r a l s i d e l i n e products 

purchased by state-run commerce and supply-and-marketing co-ops 

(SMCs) was to be reduced from 80 percent to 70 percent and these 

u n i t s ' share of r e t a i l trade was to be reduced from 80 to 60 

percent. The i d e a l proportion of state-run units i n urban 

catering and service trades was set at 30 percent, while i n the 

countryside, aside from the a c t i v i t i e s of the SMCs, catering and 

services were to be " b a s i c a l l y " i n the hands of i n d i v i d u a l and 

c o l l e c t i v e enterprises. Furthermore, state-run commercial units 

were instructed to support c o l l e c t i v e and i n d i v i d u a l commercial, 

catering, and service enterprises by providing them with the 

necessary supplies and raw materials and by g i v i n g them guidance 

i n business o p e r a t i o n s . 9 3 

In the wake of these reforms of the l a s t h a l f of 1982, the 

Chinese press c a r r i e d many a r t i c l e s supporting the l i b e r a l i z i n g 

measures. They stressed the necessity for f l e x i b i l i t y and 

d i v e r s i f i c a t i o n , including further expansion of the i n d i v i d u a l 

sector. Many of these a r t i c l e s contained harsh c r i t i c i s m of 

l o c a l a u t h o r i t i e s for obstructing i n d i v i d u a l operations; they 

c i t e d example a f t e r example of hard-working entrepreneurs 

enriching both themselves and society. A common theme were 

businesses which, on the verge of shutting down because of 

encounters with l o c a l officialdom, were saved by intervention 

from higher-level a u t h o r i t i e s . 9 4 
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This general approach was exemplified by the p u b l i c i t y 

surrounding the 11th Congress of the Communist Youth League, held 

i n B e i j i n g at the end of December. Five of the delegates were 

young self-employed entrepreneurs. During the congress they made 

a well - p u b l i c i z e d v i s i t to several young i n d i v i d u a l entrepreneurs 

i n B e i j i n g , accompanied by one of the c i t y ' s vice-mayors. 9 5 They 

also had an interview with an o f f i c i a l from the General 

Administration of Industry and Commerce, who promised continued 

support f o r the i n d i v i d u a l sector. He admitted that, because of 

" l e f t i s t " i d e o l o g i c a l influences, there was a tendency i n many 

l o c a l i t i e s to create d i f f i c u l t i e s f o r i n d i v i d u a l firms: "As soon 

as some people see i n d i v i d u a l workers making money, t h e i r eyes 

get red [ i . e . they get jealous], they think t h i s i s outrageous, 

so they a r b i t r a r i l y charge fees, and create obstructions to l i m i t 

the development of the i n d i v i d u a l economy." But the o f f i c i a l 

affirmed that, as f a r as the central government was concerned, 

the i n d i v i d u a l economy had not yet reached i t s l i m i t s and s t i l l 

had great p o t e n t i a l for development. 9 6 

Such signals of continued high-level support f o r the growth 

of the i n d i v i d u a l economy were obviously sorely needed. The very 

serious problems being encountered by i n d i v i d u a l entrepreneurs i n 

t h e i r e f f o r t s to make a l i v i n g continued to make headlines i n the 

national and l o c a l press i n the early part of 1983. In January, 

a signed l e t t e r on the front page of Renmin Ribao. from an 

o f f i c i a l of the Shandong p r o v i n c i a l Administration of Industry 

and Commerce, described the d i f f i c u l t i e s that i n d i v i d u a l firms 

were encountering i n the p r o v i n c i a l c a p i t a l of Jinan, at the 
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hands of wholesale departments and various l o c a l a u t h o r i t i e s . I t 

was accompanied by an e d i t o r i a l which r e i t e r a t e d that "the 

party's p o l i c y concerning the existence and development of 

in d i v i d u a l economy i s very e x p l i c i t " ; the number of i n d i v i d u a l 

firms was s t i l l too small, and every e f f o r t should be made to 

increase i t . 9 7 

A r t i c l e s and commentaries l i k e t h i s appeared almost d a i l y . 

The headline of an a r t i c l e i n one of the s p e c i a l i z e d newpapers on 

economics, Zhongguo Caimao Bao, summed up the general view of the 

problem: "The basic reason for the r e l a t i v e l y slow development of 

in d i v i d u a l economy i n Be i j i n g Municipality i s because the % l e f t ' 

ideology has not been completely e l i m i n a t e d . " 9 8 In the early 

months of 1983 many l o c a l i t i e s , including Shanghai and T i a n j i n , 

did l i b e r a l i z e t h e i r l o c a l regulations concerning the operations 

of i n d i v i d u a l f i r m s . 9 9 But around the same time, new measures 

introduced i n Be i j i n g municipality to tighten administrative 

controls seemingly heralded the beginnings of a new t r e n d . 1 0 0 

State Council Regulations. Early 1983 

One method adopted by the State Council to counter t h i s 

apparent inconsistency was to pass several sets of new 

regulations which spelled out more c l e a r l y the l i m i t s , r i g h t s , 

and r e s p o n s i b i l i t i e s of a l l parties concerned. 

On February 5, a new set of regulations appeared governing 

the operations of urban and r u r a l markets and f a i r s . This 

measure was aimed at promoting the spread of markets i n c i t y and 

countryside, but was even more preoccupied with maintaining 
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market order. The markets were placed under the supervision of 

the Administration for Industry and Commerce, with l o c a l 

"grass-roots market control committees" to take charge of t h e i r 

day-to-day operations. Various forms of state, c o l l e c t i v e and 

i n d i v i d u a l enterprises could p a r t i c i p a t e i n the markets, but care 

was to be taken that state commercial departments continue to 

"use economic means to regulate commodity supply and demand, 

control p r i c e s , and enable state commerce to play i t s leading 

economic r o l e over f a i r trade." There were a l l sorts of 

provisions about what could and could not be sold; f o r t u n e - t e l 

l i n g was p a r t i c u l a r l y forbidden, as were street performances 

"detrimental to public morals, decadent and savage, t e r r o r i s t i c 

and i n j u r i o u s to the performers ... and which corrupt s o c i a l i s t 

s p i r i t u a l c i v i l i z a t i o n . " A p a r t i c u l a r l y alarming clause warned 

against "persons who r a i d market control departments or j o i n t l y 

attack and beat up market control personnel and tax personnel, 

who pass themselves o f f as market control personnel or tax 

personnel to extort or swindle ..." On the whole, the tone of 

these regulations leaned more toward p o l i c i n g than l e n i e n c e . 1 0 1 

On the other hand, i n A p r i l , the State Council promulgated 

a new set of regulations on urban i n d i v i d u a l business, 

supplementary to those passed i n July 1981. Their general thrust 

was to broaden the scope of permissible business a c t i v i t i e s (thus 

o f f i c i a l l y acknowledging many already-existing but t e c h n i c a l l y 

s t i l l i l l e g a l forms of business) while at the same time 

safeguarding the r i g h t s of i n d i v i d u a l entrepreneurs against 

interference by l o c a l agencies or other enterprises. Changes 



206 

included the sanctioning of long-distance trade using motorized 

vehicles and boats, allowing unemployed urban residents to move 

to small towns to do business while r e t a i n i n g t h e i r c i t y 

r e g i s t r a t i o n , a c l e a r e r d e f i n i t i o n of the structure and r o l e of 

i n d i v i d u a l workers' associations, c l a r i f i c a t i o n of what c o n s t i 

tutes legitimate taxation, and c l a r i f i c a t i o n of l i n e s of 

bureaucratic r e s p o n s i b i l i t y . 1 0 2 

Perhaps the most s i g n i f i c a n t clause was an affirmation of 

the l e g a l r i g h t s of the self-employed against interference by 

government cadres: 

The legitimate r i g h t s and i n t e r e s t s of i n d i v i d u a l i n d u s t r i a l 
and commercial firms are protected by the state according to 
law, and no department or unit may i n f r i n g e upon them. 
Against those who i n f r i n g e upon t h e i r l e g a l r i g h t s and 
i n t e r e s t s , the enterprise may make a complaint to the l o c a l 
or higher-level people's government, or bring s u i t s to the 
people's courts. 

Other re l a t e d measures also seemed to r e f l e c t an apparent 

trend toward i n s t i t u t i o n a l i z a t i o n and l e g a l guarantees. The same 

day the supplementary regulations were passed, the State Council 

also issued new regulations on urban cooperatives which, among 

other measures, sanctioned a recent phenomenon: the formation by 

groups of i n d i v i d u a l entrepreneurs of cooperatives which, 

although s i m i l a r i n scope and form to i n d i v i d u a l businesses, were 

not governed by the same regulations: "With the implementation of 

the Party's p o l i c y of invigorating the economy and with the 

t h r i v i n g of the urban and r u r a l economies, a new s i t u a t i o n has 

emerged i n many places where urban i n d i v i d u a l i n d u s t r i a l i s t s and 

businessmen, job-waiting youth and otherwise unoccupied people 

have entered into voluntary association to engage i n cooperative 
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industry and commerce." The tone of t h i s l e g i s l a t i o n was 

supportive; i t noted the "positive r o l e " played by the i n d i v i d u a l 

economy since the Third Plenum, and stated that the new 

regulations were intended not to suppress but to "guide and 

promote the development of t h i s form of cooperative undertakings 
.•103 

• • • 

The p u b l i c a t i o n of a l l of these measures was accompanied by 

press reports lauding the p o s i t i v e contributions of the 

self-employed to the economy and h a i l i n g what a Renmin Ribao 

headline on February 8 c a l l e d the "great prospects for the 

i n d i v i d u a l economy." 1 0 4 But at the same time there were already 

d i s q u i e t i n g signs that at le a s t some of the concerns of l o c a l 

a u t h o r i t i e s were based i n fact, and r e f l e c t e d a growing 

recognition of the necessity to curb many i l l e g a l practices which 

were emerging under the guise of legitimate i n d i v i d u a l 

enterprise. As early as March 1983, i n apparent opposition to 

the prevalent l i b e r a l i z i n g trend i n other l o c a l i t i e s , the Be i j i n g 

municipal government issued a set of d i r e c t i v e s designed to 

tighten control over i n d i v i d u a l operations. While at the outset 

affirming support of the i n d i v i d u a l economy, the bulk of these 

"measures" were a c t u a l l y strongly-worded reminders of e x i s t i n g 

rules regarding l i c e n s i n g , p r i c e control, q u a l i t y control, etc., 

with harsh warnings against "insubordination" and f l o u t i n g of 

e x i s t i n g r e g u l a t i o n s . 1 0 5 A few months l a t e r , s i m i l a r measures 

were i n s t i t u t e d nationwide. 
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Summer-Fall 1983 Crackdown 

On May 20, barely a month a f t e r the State Council passed 

the l i b e r a l supplementary regulations on i n d i v i d u a l businesses, 

the same body issued a c i r c u l a r on strengthening p r i c e and market 

controls i n commerce which i n i t i a t e d what amounted to a crackdown 

on unregulated private business a c t i v i t i e s . Published i n Renmin  

Ribao on May 25, the c i r c u l a r contained admonitions to state-run 

units, but concentrated on i r r e g u l a r i t i e s i n the c o l l e c t i v e and 

i n d i v i d u a l sectors. These included operating i n unauthorized 

locations, operating without a license, unauthorized wholesaling 

i n r e s t r i c t e d commodities, adulteration and s u b s t i t u t i o n of 

products, and tax evasion. The l a t t e r had obviously become a 

c r i t i c a l problem: " I t i s e s s e n t i a l to keep pace with the rapid 

development among urban and r u r a l c o l l e c t i v e enterprises and 

among i n d i v i d u a l merchants and vendors, improve methods i n tax 

c o l l e c t i o n , plug a l l loopholes and safeguard state revenues." 

The c i r c u l a r highlighted the role of i n d i v i d u a l workers' 

associations: "Groups of i n d i v i d u a l workers that meet the 

necessary conditions must gradually set up organizations 

according to trades, and organize t h e i r members to study, make 

known t h e i r needs, protect the l e g a l interests of t h e i r members, 

supervise them i n implementing the relevant state p o l i c i e s and 

regulations, and cooperate with tax departments i n c o l l e c t i n g 

taxes and with commodity price departments i n c o n t r o l l i n g 

commodity p r i c e s . " 1 0 6 
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Implementing the c i r c u l a r , stringent crackdowns on 

i n d i v i d u a l businesses were reported i n many l o c a l i t i e s , 

continuing through the summer and autumn of 1983. In Shanghai, 

the a u t h o r i t i e s 

... acted i n unison from 23 to 25 June to improve market 
order and clamp down on unlicensed peddlers and those who 
fraudulently purchased state-controlled commodities and stole 
and sold public property. A l l d i s t r i c t s handled more than 
2,500 v i o l a t i o n s , clamped down on 15 i l l e g a l markets, ... and 
investigated and detained a number of hoodlums who extorted 
money and beat up people at v i l l a g e f a i r s . 1 0 7 

Around the same time, the national and l o c a l media came out 

with a spate of reports supporting the c i r c u l a r and reporting on 

v i o l a t i o n s by i n d i v i d u a l vendors, a l l very d i f f e r e n t i n tone from 

the coverage only a few months e a r l i e r . Where previously the 

stress had been on developing the i n d i v i d u a l economy and wiping 

out " l e f t i s t " influences which led to harrassment of i n d i v i d u a l 

firms by l o c a l cadres and agencies, now they emphasized 

"management." A J ingj i Ribao (Economic Daily) a r t i c l e i n June 

exemplified the new, harsher tone. I t noted the recent 

p r o l i f e r a t i o n of unlicensed operations, and various shady 

business practices by private s e l l e r s (including assaulting 

market management personnel): 

These unlawful practices disturb the market, cause pr i c e s to 
r i s e , damage our planned economy, harm the consumers' 
[interests] and endanger public security. The masses are 
extremely resentful of t h i s , and they vehemently demand 
increased market management and demand a ban of u n c e r t i f i e d 
peddlers and a l l types of i l l e g a l a c t i v i t y . 1 0 8 

Reports stressed that t h i s crackdown was aimed s o l e l y at 

those who were breaking the law, and that legitimate i n d i v i d u a l 

businesses i n fac t welcomed the new regulations: 
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Some cadres and people interviewed ... thought that we must 
uphold the p o l i c y to protect and support the legitimate 
business operations by i n d i v i d u a l i n d u s t r i a l and commercial 
households. I l l e g a l business operations are curbed i n order 
to protect legitimate business operations and to promote more 
healthy development of i n d i v i d u a l inudstry and commerce. 
Therefore, e f f o r t s to tighten control over t h i s area w i l l be 
supported by i n d i v i d u a l i n d u s t r i a l i s t s and businessmen. 1 0 9 

The general message was that despite the new p r o h i b i t i o n s , 

there was s t i l l a place for law-abiding i n d i v i d u a l businesses and 

that unemployed young people should have no fears about going 

into business. As i f to underline t h i s point, i n August a 

much-publicized one-week conference was held i n B e i j i n g for 

"advanced representatives" of the i n d i v i d u a l and c o l l e c t i v e 

sectors. They were welcomed to the c a p i t a l by a panoply of 

central leaders, including Party General Secretary Hu Yaobang and 

Vice-Premier Wan L i . Hu t o l d the gathering: 

Some outworn concepts that s t i l l p r e v a i l i n today's society 
have hampered our progress. Public opinion i s s t i l l not very 
c l e a r about some standards of r i g h t and wrong. For instance, 
who i s and who i s not respectable? ... I t i s widely said 
that workers i n state-owned enterprises are respectable, that 
workers i n c o l l e c t i v e enterprises are l e s s respectable, and 
that self-employed workers are unrespectable and w i l l have a 
hard time finding friends ... W i l l the comrades gathered 
here please pass on t h i s message when you go home, namely, 
that the comrade of the Party Central Committee has mentioned 
that the many workers i n the c o l l e c t i v e and i n d i v i d u a l 
economy have contributed t h e i r share to making China wealthy 
and powerful and making the people's l i f e more convenient 
without requesting assistance from the state. The Party 
Central Committee extends i t s respects and comfort to them. 
110 

But Hu was also very cl e a r on who the "unrespectable" types 

were: "Those who are unrespectable go a f t e r comfort, avoid hard 

work and v i o l a t e labour d i s c i p l i n e . The most unrespectable are 

those who v i o l a t e law and d i s c i p l i n e . " 
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The reassuring words of the "comrade of the Party Central 

Committee" notwithstanding, the l a s t few months of 1983 were 

dist u r b i n g ones for the self-employed. Although p r i m a r i l y 

focused on ideology rather than economic p o l i c y , the emergence of 

the s h o r t - l i v e d s p i r i t u a l p o l l u t i o n campaign i n October must have 

sent shivers down a few already j i t t e r y spines with i t s stern 

r h e t o r i c reminiscent of the c u l t u r a l r e v o l u t i o n . 1 1 1 For example, 

an a r t i c l e i n J i n g j i Ribao on November 15 discussed i n 

p u r i t a n i c a l tones the special temptations facing commercial 

workers: 

They hear with t h e i r own ears and see with t h e i r own eyes and 
l i v e a l l the year round i n bright and c o l o u r f u l places where 
commodities are exchanged, where people eat, drink and have 
fun. While they have e a r l i e r and more contact with 
progressive and healthy things, they are also infected 
e a r l i e r by backward and foul t h i n g s . 1 1 2 

Moreover, "dealing with materials and money every day, seeing 

people buy t h i s and that and eat and drink and seek pleasure 

a f t e r work, [they] develop more e a s i l y a habit of comparing what 

they eat and what they wear and coveting money." To counter 

these temptations, the a r t i c l e said, "the focus of the commercial 

departments' opposition to s p i r i t u a l p o l l u t i o n i s opposing the 
xmoney i s everything' ideology and opposing the pursuit of the 

rotten l i f e s t y l e of the bourgeoisie." 

The s p i r i t u a l p o l l u t i o n campaign coincided with a national 

crackdown on economic crime around the end of 1983, i n s t i t u t e d by 

the c e n t r a l government but executed by l o c a l a u t h o r i t i e s . I t did 

not neglect the i n d i v i d u a l economy. In an address to p r o v i n c i a l , 

municipal and autonomous region i n d u s t r i a l and commercial 
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administrators at a conference i n November Ren Zhonglin, the head 

of the General Administration of Industry and Commerce, "stressed 

that there must be a plan and management must be strengthened for 

the development of i n d i v i d u a l industry and commerce." While the 

s i t u a t i o n was generally good, spe c i a l attention was to be placed 

on a few urgent problems, including the unbalanced sectoral 

development of the i n d i v i d u a l economy (especially the neglect of 

repairs and service trades); the inadequacy of present management 

procedures and systems to combat speculation and other i l l e g a l 

a c t i v i t i e s ; the phenomenon of cadres and workers who, through 

family members, were using t h e i r positions to engage i n business 

fo r personal gain; and the large numbers of unlicensed vendors i n 

the c i t i e s , many of whom were buying up and immediately r e s e l l i n g 

goods i n short supply, se t t i n g up s t a l l s i n unauthorized 

locations, and using "pressure t a c t i c s " with customers. 1 1 3 

The theme was r e i t e r a t e d at the l o c a l l e v e l as well. At a 

meeting of l o c a l cadres i n Guangzhou i n December, the remarks of 

a p r o v i n c i a l Administration of Industry and Commerce o f f i c i a l 

r e f l e c t e d the change over the past several months i n o f f i c i a l 

a ttitudes toward the i n d i v i d u a l sector: 

I t i s known that the traders engaged i n i n d i v i d u a l ... 
business operations throughout our province constitute an 
important force for opening up channels for city-countryside 
interchanges. The problem now i s to strengthen control, 
protect l e g a l business a c t i v i t i e s and suppress i l l e g a l 
a c t i v i t i e s i n order to safeguard the in t e r e s t s of the 
consumers. 1 1 4 

For i n d i v i d u a l firms, the primary focus of the anti-crime 

campaign turned out to be tax evasion, p a r t i c u l a r l y when i t was 

revealed by tax a u t h o r i t i e s that i n 1982 only about one-third of 
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the t o t a l amount of tax payable by i n d i v i d u a l businesses was 

a c t u a l l y turned over to the state. On October 8, the State 

Council and Ministry of Finance issued a c i r c u l a r simply, 

req u i r i n g i n d i v i d u a l businesses to pay taxes according to the 

e x i s t i n g laws. On top of crackdowns on i l l i c i t a c t i v i t i e s , l o c a l 

tax agencies throughout the country c a r r i e d out drives i n which 

i n d i v i d u a l businesses were required to report t h e i r earnings over 

the previous several years, on the basis of which t h e i r taxes 

were reassessed. At the same time, amidst much discussion i n 

s p e c i a l i z e d finance and trade journals, methods of assessment and 

c o l l e c t i o n were improved i n an e f f o r t to upgrade e f f i c i e n c y i n 

tax c o l l e c t i o n . 1 1 5 

Renewed Support. 1984 

By early 1984, the concern with s p i r i t u a l p o l l u t i o n had 

faded, as those leaders opposed to the campaign turned t h e i r 

attention to more pressing issues of economic reform, 

p a r t i c u l a r l y much-needed reform of urban enterprises. At the 

same time there came yet another apparent reversal i n central 

p o l i c i e s a f f e c t i n g the i n d i v i d u a l economy. A key Central 

Committee document (Document No. 1) was discussed i n the press 

beginning i n January, although the f u l l text was not published, 

at l e a s t i n the ge n e r a l - c i r c u l a t i o n press, u n t i l J u n e . 1 1 6 

Document No. 1 encouraged r u r a l residents to abandon 

agricult u r e i n favour of opening up commercial and service 

businesses i n v i l l a g e s , small c i t i e s and market towns. I t also 
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reaffirmed the general thrust of the post-1978 r u r a l reforms, 

including the r e s p o n s i b i l i t y system, and also reaffirmed the 

central government's encouragement to farmers to "get r i c h . " 

On March 9, the State Council further c l a r i f i e d t h i s p o l i c y 

by passing regulations supporting the development of i n d i v i d u a l 

enterprise i n the countryside, i n industry, handicrafts, 

commerce, catering, services, and transport. Rural residents 

were permitted to move to towns to operate s t a l l s or shops, with 

the necessary permission from l o c a l a u t h o r i t i e s , as long as they 

could supply t h e i r own grain. They were also permitted to carry 

out long-distance transport between c i t y and countryside, and 

engage i n wholesaling. They were allowed to h i r e up to two 

assistants and, i n s k i l l e d trades, f i v e a p p r e n t i c e s . 1 1 7 

The reassurances were c a r r i e d s t i l l further i n March with 

the p u b l i c a t i o n of an e d i t o r i a l i n Renmin Ribao which stated 

baldly, "our p o l i c y i s a p o l i c y of making people prosperous," and 

encouraging some to get r i c h f i r s t as a model to o t h e r s . 1 1 8 An 

a r t i c l e on the subject which appeared i n a Guangzhou newspaper 

the following August noted that "some young comrades have pointed 

out: Since we are encouraging some people to prosper ahead of 

others, i n d i v i d u a l economy households, s p e c i a l i z e d households, 

and 10.000-yuan households have sprung up l i k e bamboo shoots 

a f t e r a spring r a i n at t h i s opportunity." The a r t i c l e attacked 

the " l e f t i s t " idea of egalitarianism, noting that 

... "cutting the [ c a p i t a l i s t ] t a i l " can only lead to common 
poverty ... Because of the differences among various 
l o c a l i t i e s and people ... common prosperity does not mean 
simultaneous or the same degree of prosperity for a l l of 
them. ... Allowing some people to prosper f i r s t and promoting 
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the development of s o c i a l production with the addition of 
state and c o l l e c t i v e supports w i l l help the others prosper so 
that the gap between them w i l l be gradually narrowed. 1 1 9 

By the early months of 1984, the impact of Document No. 1 

was being f e l t i n various parts of the country, and the press was 

again featuring glowing reports on the growth of the i n d i v i d u a l 

economy and c r i t i c i s m s of " l e f t " - i n s p i r e d d i s c r i m i n a t i o n . 1 2 0 In 

Guangzhou, many of the controls on i n d i v i d u a l businesses were 

l i b e r a l i z e d i n F e b r u a r y . 1 2 1 By the summer and f a l l , discussions 

of the economy and economic reform—and of the i n d i v i d u a l economy 

i n p a r t i c u l a r — h a d again adopted the l i b e r a l tone of early 1983. 

A major a r t i c l e by Xu Dixin exemplified the new atmosphere. Xu 

argued that 

Some people complain that i n c e r t a i n l o c a l i t i e s there i s 
s t i l l obstruction to the development of i n d i v i d u a l economy. 
The phenomena of re j e c t i n g , making things d i f f i c u l t for, 
discriminating against, and attacking normal a c t i v i t i e s of 
in d i v i d u a l economy have occurred from time to time. ... A l l 
t h i s v i o l a t e s s t i p u l a t i o n s contained i n the co n s t i t u t i o n of 
the state and party p o l i c y . This can be regarded as 
obstruction to the prosperity of our national economy! 
Various relevant departments should implement the p o l i c y of 
the central a u t h o r i t i e s . Proceeding from supporting the 
development of i n d i v i d u a l economy, they should adopt a 
p o s i t i v e attitude toward i t , and create conditions to make 
things convenient for i t rather than r e s t r i c t i n g i t 
a r b i t r a r i l y . 1 2 2 

Xu also mentioned the theme of "common prosperity," and 

relat e d suppression of in d i v i d u a l business to the " r e p e t i t i o n of 

the past mistake of xcommon poverty' of the *gang of four,' which 

sabotaged productive forces." He warned of the p o l i t i c a l dangers 

of cut t i n g o f f t h i s newly-opened avenue of employment: 

This i s not only an economic problem, but also a p o l i t i c a l 
problem. Just think, i f the number of unemployed youths 
increases year a f t e r year, and i f a great number of youths 
are unable to make a l i v i n g , can we ensure a p o l i t i c a l 
s i t u a t i o n of s t a b i l i t y and u n i t y ? 1 2 3 
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The culmination of the renewed l i b e r a l i z a t i o n r e f l e c t e d i n 

Xu's remarks was the promulgation i n October, by the Third Plenum 

of the 12th Central Committee, of a sweeping decision on urban 

economic reform. Among the many extensive changes proposed for 

urban industry and commerce was a promise to: 

remove obstacles i n the way of the c o l l e c t i v e economy 
and i n d i v i d u a l economy i n c i t i e s and r u r a l towns and create 
conditions f o r t h e i r development and give them the protection 
of the law. We should promote i n d i v i d u a l economy p a r t i c u l a r 
l y i n those economic f i e l d s mainly based on labour services 
and where decentralized operation i s s u i t a b l e . Meanwhile, we 
should, on the basis of voluntary p a r t i c i p a t i o n and mutual 
benefit, extensively encourage diverse and f l e x i b l e forms of 
co-operative management and economic association among the 
state, c o l l e c t i v e , and i n d i v i d u a l sectors of the economy ... 
I t i s our long-term p o l i c y and the need of s o c i a l i s t 
development to promote d i v e r s i f i e d economic forms and various 
methods of operation simultaneously ... Far from undermining 
China's s o c i a l i s t economic system, the new p o l i c y w i l l help 
consolidate and develop i t . 1 2 4 

The reform decision encapsulated the views of the central 

leadership on the development of the i n d i v i d u a l economy and on 

i t s future place i n the o v e r a l l structure of China's economy. 

Conclusion 

Thus concludes the account of central p o l i c y a f f e c t i n g the 

China's urban i n d i v i d u a l economy as i t developed from 1978 to 

1984. Certain themes have become apparent: persistent tensions 

between centre and l o c a l i t i e s and between higher- and lower-level 

agencies and o f f i c i a l s over the treatment of the i n d i v i d u a l 

economy; the lack of consistency even within central p o l i c y as i t 

responded to s h i f t s i n predominant concerns of the top leadership 

(and s h i f t s i n the balance of power among those leaders); the 

r e s u l t i n g lack of p o l i t i c a l security for i n d i v i d u a l en-
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trepreneurs; tensions between the need to promote i n d i v i d u a l 

enterprise and the need to control i t s i r r e g u l a r i t i e s and 

excesses. A l l of these w i l l be discussed i n more d e t a i l i n the 

chapters that follow. What should be emphasized here i s the 

overwhelming importance of s h i f t s and trends i n central p o l i c y to 

the l i v e s of i n d i v i d u a l entrepreneurs themselves, and ultimately 

to what i s generally c a l l e d the "appropriate development" of the 

i n d i v i d u a l economy. 
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CHAPTER IV 

ADMINISTRATION AND REGULATION OF THE INDIVIDUAL ECONOMY 

Introduction 

The previous chapter outlined the development of central 

p o l i c y toward the i n d i v i d u a l sector between 1978 and 1984. This 

chapter describes the way t h i s p o l i c y was put into operation, 

focusing e s p e c i a l l y on regulations and procedures f o r administra

t i o n and control as they existed at the end of 1984. The topics 

covered include the laws and regulations governing the urban 

i n d i v i d u a l sector, the bureaucracies and cadres that oversee i t , 

the administrative procedures i n d i v i d u a l operators must follow, 

the forms of taxation to which they are l i a b l e and the methods of 

tax c o l l e c t i o n , and other kinds of controls which f a l l into the 

loose category of "market management." Several tendencies become 

apparent: lack of consistency between central regulations and 

l o c a l implementation, d i f f u s i o n of r e s p o n s i b i l i t y , l i m i t e d 

control over the actions of l o c a l cadres, and a general lack of 

constancy i n the treatment of i n d i v i d u a l businesses, swinging 

between the two extremes of support and p o l i c i n g . The r e s u l t 

from the point of view of the a u t h o r i t i e s was unsatisfactory 

growth i n the i n d i v i d u a l sector and emergence of malpractices by 

cadres and proprietors a l i k e . From the point of view of the 

operators, an environment of extreme in s e c u r i t y has developed 

which both l i m i t s t h e i r actions and causes them to be preoccupied 

with securing short-term p r o f i t s by any means av a i l a b l e . 
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Laws and Regulations 

Despite the new emphasis on rul e by law which has pervaded 

Chinese economic and s o c i a l l i f e since the l a t e 1970s, the 

concept has taken only tenuous hold. This i s evident i n the 

ambiguous l e g a l status of the i n d i v i d u a l economy and has been one 

of the sources of the many problems that have beset i t s 

development since 1978. At the same time t h i s ambiguity has also 

been a source of f l e x i b i l i t y and the a b i l i t y to incorporate 

actual experience when new regulations are formulated. 

This section concerns general rules f o r the i n d i v i d u a l 

sector, and the re l a t i o n s h i p between central and l o c a l 

l e g i s l a t i o n . The sector i s regulated by a whole r a f t of central 

and l o c a l l e g i s l a t i o n , regulations, decisions, and decrees. 1 The 

basic l e g a l framework i s contained i n the Constitution, a set of 

regulations passed by the State Council i n July 1981, and a set 

of supplementary regulations passed by the same body i n A p r i l 

1983. Added to t h i s are regulations promulgated by provin

c i a l - l e v e l and l o c a l governments, by the n a t i o n a l - l e v e l General 

Administration of Industry and Commerce and i t s branches at a l l 

l e v e l s of government, and by various agencies responsible for 

such matters as taxation, commodity prices, banking, urban 

planning and c i v i c appearance, and public security. 

Yet throughout the period under discussion, the dense le g a l 

net surrounding the in d i v i d u a l economy contained some very large 



231 

loopholes and inconsistencies, and i t consistently f a i l e d to keep 

up with actual p r a c t i c e i n d i f f e r e n t l o c a l i t i e s . As an a r t i c l e 

i n e a rly 1983 charged, 

a l l t h i s i s not enough, there are s t i l l confused, 
scattered, over-elaborate, even mutually-conflicting tenden
c i e s . ... I f we put p o l i c y toward the i n d i v i d u a l economy on 
a l e g a l basis, and f i x i t so that i t doesn't change for a 
long period, we might get r i d of the misgivings of i n d i v i d u a l 
firms and mobilize t h e i r enthusiasm. At the same time, 
economic law i s the norm for economic l i f e , the yardstick of 
economic a c t i v i t y , i f we have a law for the i n d i v i d u a l 
economy, t h i s w i l l give people laws they can r e l y on, rules 
they can follow, and t h i s w i l l bring the i n d i v i d u a l economy 
into the o r b i t of the l e g a l system.* 

Even by the end of 1984, such a s i t u a t i o n s t i l l had not 

been achieved. 

Since Chapter 3 has already described the relevant sections 

of the state Constitution, t h i s section w i l l touch upon i t only 

b r i e f l y before summarizing the other two major pieces of central 

l e g i s l a t i o n governing the a c t i v i t i e s of the urban i n d i v i d u a l 

s e c t o r — t h e State Council regulations of 1981, and the 

supplementary regulations of 1983. These documents lay down the 

general rules as formulated by the central government. I t should 

be noted however, that i n the day-to-day operations of i n d i v i d u a l 

businesses, these central regulations matter hardly at a l l when 

compared to regulations and procedural rules formulated by l o c a l 

governments and administrative a u t h o r i t i e s . Perhaps even more 

important, however, i s how these rules are interpreted and 

enforced by the l o c a l cadres. 
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The Constitution 

As we have seen, China's Constitution has undergone several 

r e v i s i o n s since 1949. I t often reads more l i k e a statement of 

the l i m i t s of the t h e o r e t i c a l l y possible than a d e s c r i p t i o n of 

what a c t u a l l y e x i s t s . Nevertheless, as f a r as the i n d i v i d u a l 

economy i s concerned, the most recent version, passed i n 1982, at 

l e a s t guarantees i n p r i n c i p l e that i t s continued existence w i l l 

be permitted. 

The f i r s t Constitution, promulgated i n 1954, was a 

statement of the goals and methods of the s o c i a l i s t t r a n s i t i o n . 

I t l i s t e d the four e x i s t i n g forms of ownership: state ownership 

(or "ownership by the whole people"), ownership by cooperatives 

or c o l l e c t i v e s ; ownership by i n d i v i d u a l workers; and c a p i t a l i s t 

ownership. A r t i c l e Nine summarized the l e g a l status of 

i n d i v i d u a l ownership: "The state, i n accordance with the law, 

protects the r i g h t of ownership of the means of production of 

handicraft workers and other non-agricultural i n d i v i d u a l 

labourers." I t went on to state, however, that while the state 

w i l l "lead and help i n d i v i d u a l handicrafts workers and other 

non-agricultural i n d i v i d u a l labourers to improve t h e i r opera

tion s , i t w i l l also encourage them to v o l u n t a r i l y organize 

production cooperatives and supply-and-marketing cooperatives." 3 

As described i n Chapter 2, t h i s occurred far more quickly than 

the Constitution suggested. 
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In the 1975 Constitution, promulgated at the t a i l end of 

the C u l t u r a l Revolution period a f t e r the i n d i v i d u a l economy had 

b a s i c a l l y been eliminated, A r t i c l e Five was altered to read: 

"Ownership of the means of production ... at the present stage 

mainly consists of two types: s o c i a l i s t ownership by the whole 

people and s o c i a l i s t c o l l e c t i v e ownership by the working masses." 

I t further stated that 

... the state permits non-agricultural i n d i v i d u a l labourers, 
under the u n i f i e d arrangement of urban str e e t organizations 
and production brigades of r u r a l people's communes, to carry 
on i n d i v i d u a l labour which i s within the sphere of what i s 
permitted by law and which does not e x p l o i t others. At the 
same time, we must guide them step by step down the road to 
s o c i a l i s t c o l l e c t i v i z a t i o n . 4 

In the t h i r d Constitution, passed i n 1978 a f t e r the death 

of Mao and the f a l l of the Gang of Four, but under the 

Chairmanship of Hua Guofeng, the relevant a r t i c l e remained 

v i r t u a l l y unchanged. Individual labour was permitted, but i t was 

s t i l l assumed to be a t r a n s i t o r y phenomenon. The fourth 

Constitution of December 1982, s t i l l i n force at the end of the 

period under study, was the f i r s t to use the term " i n d i v i d u a l 

economy" and to af f i r m i t s long-term legitimacy as a d i s t i n c t 

sector of the Chinese economy. I t stated that 

The i n d i v i d u a l economy of urban and r u r a l working people, 
operated within the l i m i t s prescribed by law, i s a complement 
to the s o c i a l i s t public economy. The state protects the 
lawful r i g h t s and interests of the i n d i v i d u a l economy. 

The state, through administrative control, guides, helps, and 
supervises the in d i v i d u a l economy.5 
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Provisional Regulations. 1979 to July 1981 

From 1979 u n t i l the promulgation of the State Council 

regulations of 1981, the i n d i v i d u a l economy was governed by an 

evolving body of rules passed by l o c a l governments on the basis 

of general p r i n c i p l e s l a i d down by central a u t h o r i t i e s , c h i e f l y 

the newly-revived General Administration of Industry and Commerce 

(GAIC). 6 As early as the summer of 1980, o f f i c i a l s of that 

agency were givi n g interviews to the press which contained 

straightforward answers to questions about e l i g i b i l i t y , l i c e n s 

ing, etc. In an August 1980 column i n the Youth League newspaper 

Zhongguo Qingnian Bao, two o f f i c i a l s of the GAIC said that the 

o v e r a l l guiding p r i n c i p l e was that any business could be approved 

for i n d i v i d u a l operation provided the applicant was q u a l i f i e d and 

there was a demand for the business which the state-owned and 

c o l l e c t i v e sector could not f u l l y meet. 7 

They l i s t e d various kinds of permissible occupations, 

including r e p a i r and service businesses, catering outlets 

(especially desirable were people who could make t r a d i t i o n a l 

l o c a l snacks), commercial trades, handicrafts and a r t s , transport 

of goods and passengers, building construction and maintenance, 

and hotels. Young people waiting for job assignments, or any 

unemployed people with urban r e g i s t r a t i o n , were welcome to apply 

to open businesses, as were s k i l l e d r e t i r e e s . The l a t t e r could 

go into business on t h e i r own or i n partnership with t h e i r 

unemployed children, or take on young apprentices. Asked whether 

i n d i v i d u a l firms were li m i t e d to one person, the authors said the 
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p o l i c y had been relaxed i n t h i s area, that businesses could be 

opened by one person, a married couple or p a i r of s i b l i n g s , or a 

whole family. S k i l l e d workers could take on one or two 

apprentices. In trades with high c a p i t a l requirements, partner

ships could be approved. 

Forms of operation could include s t a l l s or shops i n the 

front rooms of private homes; stationary, i t i n e r a n t , or 

door-to-door operations; r e t a i l or consignment sales, and 

rural-urban transport. S k i l l e d applicants could be permitted to 

engage i n i t i n e r a n t service trades i n places other than t h e i r 

home town. "Overall," the a r t i c l e said, "we must support t h e i r 

c h a r a c t e r i s t i c s of dispersion, l i v e l i n e s s , d i v e r s i t y , and 

convenience to the masses." I f the business wasn't going well, 

operators were allowed the "freedom of choice" to change trades 

or otherwise a l t e r t h e i r business. The a r t i c l e also gave 

inst r u c t i o n s for applying for business permits. I t made the 

point that self-employed youths would have equal opportunities i n 

m i l i t a r y service and educational advancement. They were also 

encouraged to form associations according to trades, and to set 

up Party or Youth League organizations. They were reassured that 

"self-employed youths are also workers. As long as they don't 

speculate, don't e x p l o i t others, and don't v i o l a t e government 

regulations, they won't be l e f t with a h i s t o r i c a l blemish ( l i s h i 

wudian)." 8 

Local regulations issued i n many l o c a l i t i e s beginning i n 

January 1980 show a high degree of conformity with the above 

p r i n c i p l e s . But there were also inconsistencies. B e i j i n g , for 
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example, i n i t i a l l y did not allow individually-operated restau

rants. In Shanghai catering trades were permitted but not 

encouraged i n large numbers because of the problems of ensuring 

sanitary conditions. In some places, (such as Hebei), i t was 

forbidden to h i r e employees, while i n others (such as Tianjin) i t 

was allowed i n c e r t a i n cases. B e i j i n g permitted both unemployed 

youths and r e t i r e d workers to engage i n i n d i v i d u a l operations, 

but directed the l i c e n s i n g agencies to be more lenient i n 

approving licenses for the former than the l a t t e r (except i n 

cases of r e a l economic hardship), and also to be more lenient 

toward applications i n badly-needed trades. These l o c a l 

regulations gave the appearance of improvisation; b a s i c - l e v e l 

cadres were directed to carry out surveys and report t h e i r 

findings back to l o c a l administrative a u t h o r i t i e s , who would 

incorporate the feedback into further refinements of p o l i c y . 9 

State Council Regulations. July 1981 

Thus by mid-1981 the i n d i v i d u a l economy was regulated by 

rules drafted and revised at the l o c a l l e v e l according to central 

guidelines, but incorporating l o c a l conditions and experience. 

The new national regulations c o d i f i e d the general p r i n c i p l e s 

governing the operations of the i n d i v i d u a l economy, leaving the 

s p e c i f i c s to be worked out as before by lower-level governments 

and administrative agencies. In general, c i t y - l e v e l regulatory 

agencies were given the task of devising and implementing 

l i c e n s i n g and taxation procedures, approving contracts for 

employees and apprentices, and overseeing the a l l o c a t i o n of 
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f a c i l i t i e s and supplies. P r o v i n c i a l - l e v e l governments 1 0 were 

charged with developing plans for the implementation of c e n t r a l 

p o l i c y (including the educations of cadres), and f o r formulating 

d e t a i l e d regulations i n accordance with l o c a l conditions. 

The regulations contained eighteen c l a u s e s . 1 1 A f t e r a 

lengthy introduction s t a t i n g the government's basic a t t i t u d e 

(quoted i n Chapter 3 above), the i n d i v i d u a l economy was defined 

to include "various kinds of individually-operated small-scale 

handicraft, r e t a i l commerce, food and drink, service, repair, 

non-mechanized transport, building renovation, etc. enterprises 

operated by the urban non-agricultural population." The second 

clause s p e c i f i c a l l y encouraged unemployed young people to open 

businesses i n trades "which are required by the masses and which 

state-run and c o l l e c t i v e enterprises perform inadequately or not 

at a l l . " State-run and c o l l e c t i v e units were permitted to lease 

outlets "suited to dispersed management" to i n d i v i d u a l s or 

otherwise place them under i n d i v i d u a l management. The groups 

allowed to open i n d i v i d u a l businesses were s p e c i f i e d i n Clause 4; 

they included unemployed young or "middle-aged" people with v a l i d 

urban r e g i s t r a t i o n , and r e t i r e d workers with appropriate s k i l l s 

or experience, e s p e c i a l l y i f they could t r a i n apprentices. I t 

s t i p u l a t e d that applications must f i r s t be approved by s t r e e t 

committees before the necessary permits were issued by l o c a l 

branches of the Administration of Industry and Commerce. 

Non-licensed operations were prohibited. Any s i g n i f i c a n t changes 

had to be registered with the appropriate a u t h o r i t i e s . 
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The f i f t h clause stated that although i n d i v i d u a l firms were 

normally operated by individ u a l s or families, when necessary they 

could take on up to two "helpers" and f i v e apprentices, with 

permission from the appropriate a u t h o r i t i e s . Employees and 

apprentices had to be given contracts (approved by the l o c a l 

Administration of Industry and Commerce) s t i p u l a t i n g r i g h t s and 

obligations on ei t h e r side, terms of employment, etc. 

Local governments and agencies were directed i n clause 6 to 

a c t i v e l y a s s i s t i n providing premises for i n d i v i d u a l businesses. 

The next section l i s t e d the permitted forms of operation: 

processing of materials from outside suppliers; "self-production, 

self-marketing" (zichan z i x i a o ) ; commission sales; r e t a i l sales 

i n shops and s t a l l s ; street peddling, etc. I t also permitted 

rural-to-urban transport and sales of produce and a g r i c u l t u r a l 

s i d e l i n e products, but wholesaling was s p e c i f i c a l l y forbidden. 

Clause 8 stated that i n d i v i d u a l businesses were not to be 

discriminated against i n a l l o c a t i o n of materials and supplies. 

The next section concerned prices and fees: commodities purchased 

from state and c o l l e c t i v e wholesale outlets were to be sold at 

state-regulated prices, as were products made from materials 

obtained from state suppliers. Other commodities were to be sold 

at p r i c e s set ei t h e r by i n d i v i d u a l operators' associations or by 

negotiation. The tenth clause authorized bank loans, and the 

eleventh permitted tax reductions i n trades which were i n 

p a r t i c u l a r l y short supply, and authorized tax exemptions i n 

ce r t a i n cases. 
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Clause 12 guaranteed that "legitimate a c t i v i t i e s , l e g a l 

p r o f i t s and property" were protected by the state, and that no 

l e g a l operations could "be disrupted by any department or u n i t ; 

no approved outlet ... may be appropriated by any other u n i t ; no 

goods or materials ... may be a r b i t r a r i l y cut o f f . 1 1 Further

more, i t s t i p u l a t e d that "no department or u n i t may for any 

reason charge a r b i t r a r y fees" apart from normal taxes and 

management fees. 

The s o c i a l and p o l i t i c a l status of the self-employed was 

addressed i n Clause 13; young people were to be treated without 

discrimination i n regard to m i l i t a r y service and educational 

advancement, i n d i v i d u a l operators were allowed to e s t a b l i s h 

s o c i a l insurance funds and retirement schemes, and s e n i o r i t y was 

to be calculated from the day the enterprise license was 

approved. Clause 14 sanctioned the formation of associations 

"according to occupation or trade" which would serve the members, 

provide a forum fo r the exchange of experience and upgrading of 

s k i l l s , and transmit state p o l i c i e s . The associations were 

placed under the supervision of branches of the Administration of 

Industry and Commerce. 

Individual operators were directed i n Clause 15 to abide by 

regulations and "accept supervision from the masses." P r o f i t e e r 

ing, tax evasion, adulteration of products, and p r i c e 

manipulation were prohibited, and known " p r o f i t e e r s " or 

"undisciplined criminal elements" were barred from engaging i n 

i n d i v i d u a l operations. Punishments were to s u i t the severity of 

the crime. Clause 16 stated that the regulations also applied 
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" i n p r i n c i p l e " to r u r a l non-agricultural i n d i v i d u a l operations. 

The seventeenth clause directed p r o v i n c i a l - l e v e l governments to 

investigate and research the s i t u a t i o n of the i n d i v i d u a l economy 

i n t h e i r area, educate cadres, and develop o v e r a l l plans before 

implementing d e t a i l e d p o l i c i e s : "They must avoid rushing headlong 

into action and abandoning t h e i r leadership r o l e . " In the f i n a l 

clause p r o v i n c i a l - l e v e l governments were directed to formulate 

d e t a i l e d regulations and procedures " i n accordance with actual 

l o c a l conditions." 

Around the same time, various central agencies issued 

d i r e c t i v e s regarding two c r u c i a l issues: a l l o c a t i o n of operating 

premises and supply of materials for i n d i v i d u a l firms. In May, 

the national Bureau of Labour, Bureau of Urban Construction, 

Ministry of Public Security, and General Administration of 

Industry and Commerce issued a j o i n t c i r c u l a r on operating 

premises for new c o l l e c t i v e s and i n d i v i d u a l firms. I t directed 

l o c a l agencies to designate suitable locations for markets and 

for shops and s t a l l s . I t suggested renting out unused c i v i l 

defence f a c i l i t i e s and ground f l o o r commercial space i n 

newly-built r e s i d e n t i a l developments. Streetfront locations 

which had o r i g i n a l l y been shops and were l a t e r converted to 

warehouses or residences "must i f possible be vacated and rented 

out" to c o l l e c t i v e s and in d i v i d u a l firms, and the present 

residents be given suitable housing i n exchange. In areas that 

were designated for redevelopment, land could be rented out for 

temporary shops and s t a l l s , as long as the new tenants agreed to 

vacate when the space was required for c o n s t r u c t i o n . 1 2 
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In July, a j o i n t c i r c u l a r on materials supply for 

i n d i v i d u a l firms was issued by the General Administration of 

Industry and Commerce, the M i n i s t r i e s of Commerce and Grain, and 

the national Bureaus of Supply and Marketing Cooperatives, Goods 

and Materials, and Labour. The document acknowledged that 

i n d i v i d u a l firms had been discriminated against, and directed 

l o c a l agencies to " e n t h u s i a s t i c a l l y " supply them with needed 

goods and raw materials, at the same wholesale prices charged to 

state and c o l l e c t i v e enterprises. Minimum wholesale transactions 

were to be decreased to accommodate the needs of these small 

enterprises. Rationed goods such as o i l and grain were to be 

a l l o c a t e d without prejudice, on the basis of need and 

a v a i l a b i l i t y . Extra-plan grain and o i l could be sold at 

negotiated p r i c e s . Where goods were not a v a i l a b l e i n s u f f i c i e n t 

quantities from state suppliers, i n d i v i d u a l firms were allowed to 

buy them on the open market. 

The c i r c u l a r also addressed the problem of " a r b i t r a r y " 

fees; individually-operated market s t a l l s should only be charged 

a small service fee, and without s p e c i f i c approval from l o c a l 

governments, "no unit may u n i l a t e r a l l y c o l l e c t additional fees 

which increase the burden of i n d i v i d u a l firms." Local agencies 

were directed to coordinate t h e i r "leadership and management" of 

the i n d i v i d u a l economy, and at the same time i n d i v i d u a l firms who 

enjoyed the p r i v i l e g e of state wholesale prices were instructed 

to obey regulations regarding prices, taxes, and market o r d e r . 1 3 
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A f t e r the summer of 1981 when these regulations were 

issued, the urban i n d i v i d u a l sector grew ra p i d l y . Developments 

at the l o c a l l e v e l soon outstripped the central regulations, and 

i n d i v i d u a l operators and administrative cadres were forced to 

improvise. This had unfortunate consequences; cadre harrassment 

and abuses were common, as were infringements by the operators. 

At the same time, central authorities were complaining that the 

i n d i v i d u a l economy was not developing quickly enough, and i n 

press reports i t was c l e a r that they blamed r e s t r i c t i v e 

regulations at the l o c a l l e v e l . Given the ambiguous state of the 

law and the fragmentation of r e s p o n s i b i l i t y , i t was not 

s u r p r i s i n g that l o c a l agencies and cadres who might not f u l l y 

support the central p o l i c y were able to e s t a b l i s h regulations and 

procedures which contradicted i t s s p i r i t . 

In an interview on t h i s subject published i n October 1982, 

an o f f i c i a l of the General Administration for Industry and 

Commerce blamed "the sluggish development of the i n d i v i d u a l 

economy ... during the l a s t s i x months" mainly on l i n g e r i n g 

" l e f t i s t " ideology, which, he charged, 

has resulted i n the adoption of a ser i e s of 
discriminatory and r e s t r i c t i v e measures. In some places, 
applications for ... business permits have to be approved by 
a number of separate units. Some areas, overly concerned 
about the neatness and uniformity i n the appearance of the 
c i t i e s , have subjected in d i v i d u a l households to harassment 
and forced them to relocate. Some areas compel i n d i v i d u a l 
households to suspend operations by l i m i t i n g or cutt i n g o f f 
t h e i r supply of commodities. Some in d i v i d u a l households have 
been subjected to revocation of t h e i r business permits. 
Other areas resort to ingenious means to impose fees and 
f i n e s . Unless a stop i s put to such practices, i t w i l l be 
d i f f i c u l t to continuously and adequately develop the 
i n d i v i d u a l economy i n the urban and r u r a l a r e a s . 1 4 
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Ref l e c t i n g growing concern about "excessive" incomes i n the 

i n d i v i d u a l sector, the o f f i c i a l said that "so long as there i s no 

infringement of p o l i c y , no engagement i n speculative and improper 

practices, and no i l l e g i t i m a t e source of income," p r o f i t a b l e 

businesses should be encouraged. He advocated strengthening the 

r o l e of administrative agencies i n implementing central p o l i c i e s , 

i n an e f f o r t to overcome undesirable tendencies. 

By early 1983, some l o c a l i t i e s such as T i a n j i n and Shanghai 

attempted to deal with these problems by passing regulations 

c l a r i f y i n g the status of the i n d i v i d u a l economy, i n some cases 

e x p l i c i t l y l i f t i n g past p r o h i b i t i o n s . T i a n j i n eased regulations 

on rural-urban trade, on purchase and resale of waste and 

secondhand goods, and on the kinds of general merchandise that 

i n d i v i d u a l businesses could s e l l . The scope of permissible 

a c t i v i t i e s i n r u r a l areas was expanded. Shanghai also 

l i b e r a l i s e d i t s p o l i c y toward r u r a l enterprises, including 

permitting handicraft production using motorized machinery, and 

enteprises with one or two helpers and no more than f i v e 

a p p r e n t i c e s . 1 5 

Supplementary State Council Regulations A p r i l 1983 

In A p r i l 1983 the State Council issued a set of 

supplementary regulations intended to c l a r i f y , expand upon, and 

revise the e x i s t i n g central regulations, bringing them into l i n e 

with recent developments i n various l o c a l i t i e s . They were 

formulated, according to the prologue, " i n the l i g h t of some 

problems concerning i n d i v i d u a l industry and commerce that have 
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appeared i n the implementation of the [1981] Regulations i n 

various p l a c e s . " 1 6 The main thrust of these measures was to 

c l a r i f y and broaden the scope of permissible business a c t i v i t i e s , 

and at the same time safeguard the r i g h t s of i n d i v i d u a l 

entrepreneurs against interference by l o c a l agencies and 

b a s i c - l e v e l cadres. 

Individual firms were now permitted to use power-operated 

tools i n handicrafts processing and production, and power-operat

ed vehicles and boats for transporting passengers and goods. In 

the service sector, support services for industry and s c i e n t i f i c 

research were now included along with consumer services. 

The new rules also authorized long-distance transport and 

sale of merchandise, including bulk shipments. Goods authorized 

for long-distance sales were li m i t e d to surplus a g r i c u l t u r a l and 

s i d e l i n e products a f t e r the f u l f i l l m e n t of quotas set i n state 

plans, and to third-category i n d u s t r i a l goods ( i . e . those not 

included i n procurement plans). In addition to commodities 

purchased from state wholesale departments, i n d i v i d u a l commercial 

firms were allowed to purchase and r e s e l l i n d u s t r i a l goods 

surplus to manufacturers' plan quotas, as well as i n d u s t r i a l 

goods which f e l l outside the plan. Local administrative 

departments were instructed to be as f l e x i b l e as .necessary i n 

defining the scope of permissible operations for i n d i v i d u a l 

firms. Commodity prices and fees for services were to be set i n 

accordance with general price control regulations passed the 

previous August. 



245 

The regulations stated that r e t i r e e s who opened i n d i v i d u a l 

firms were s t i l l e n t i t l e d to retirement benefits from t h e i r 

o r i g i n a l units, provided they had s k i l l s or experience which they 

could pass onto apprentices, were knowledgeable i n t r a d i t i o n a l 

s k i l l s or trades, or could restore l o c a l s p e c i a l t i e s or products. 

Ex-convicts or people who had completed labour reform were 

permitted to operate i n d i v i d u a l businesses, i f they were 

registered urban residents and had business a b i l i t y . The new 

regulations also allowed unemployed young people from c i t i e s to 

r e t a i n t h e i r urban r e g i s t r a t i o n i f they opened businesses i n 

small r u r a l towns. 

However, urban i n d i v i d u a l businesses were not allowed to 

employ people with r u r a l household r e g i s t r a t i o n . Enterprises i n 

r u r a l market towns could employ people with r u r a l r e g i s t r a t i o n , 

but such employment would not change t h e i r r e g i s t r a t i o n , and they 

would have to supply t h e i r own grain. Another clause permitted 

apprentices to open t h e i r own businesses once t h e i r term of 

apprenticeship was finished, or to form cooperatives with other 

i n d i v i d u a l operators. 

The new rules directed the relevant departments to comply 

with the c e n t r a l d i r e c t i v e s issued i n 1981 regarding business 

premises and supplies, s t a t i n g that "governments at various 

l e v e l s should see to i t that the departments concerned 

e f f e c t i v e l y implement the provisions i n said c i r c u l a r s . " 

Individual firms were now e x p l i c i t l y permitted to open bank 

accounts, use trademarks, and have chops made for business use. 
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The function of i n d i v i d u a l labourers' associations was 

c l a r i f i e d ; they were "mass organizations of i n d i v i d u a l labourers 

for self-management" and were instructed to "accept the guidance" 

of agencies of the Administration of Industry and Commerce. 

Contrary to the 1981 regulations, t h i s measure s t i p u l a t e d that 

the associations were to be established i n p a r a l l e l to 

administrative d i v i s i o n s , and within that structure, to organize 

groups according to trades. Functionaries of the groups should 

be chosen from among the ranks, and operating funds derived from 

fees, with c o l l e c t i o n methods to be prescribed by the General 

Administration f o r Industry and Commerce and the Finance 

Ministry. Individual operators were also authorized to obtain 

old-age and medical insurance from insurance companies. 

Regarding taxes and other fees, they were "required to pay 

only tax and s p e c i f i e d fees i n accordance with state laws and the 

provisions of [ p r o v i n c i a l - l e v e l ] people's governments ... No 

departments or units may c o l l e c t other fees from them." 

Unauthorized fees were s t r i c t l y forbidden, and the regulations 

stated that i n case of disputes, i n d i v i d u a l firms "have the ri g h t 

to refuse to pay, or lodge complaints" with the relevant 

departments. They were also guaranteed l e g a l protection; t h e i r 

"legitimate r i g h t s and i n t e r e s t s " were "protected by the state 

according to law, and no department or unit may i n f r i n g e upon 

them." The regulations stated that where infringements did 

occur, "the i n d i v i d u a l enterprise may lodge a complaint with the 

l o c a l or higher-level people's government, or bring a s u i t to the 

People's Court." 



247 

For t h e i r part, the Administration of Industry and Commerce 

and i t s branches at a l l l e v e l s were directed to strengthen 

administration of the i n d i v i d u a l economy, to protect l e g a l 

operations and stamp out i l l e g a l ones. The regulations also 

s t i p u l a t e d that that the GAIC was the agency responsible for the 

in t e r p r e t a t i o n of s p e c i f i c p o l i c y provisions for r e g i s t r a t i o n and 

administration of i n d i v i d u a l businesses. I t s l o c a l branches were 

the only agencies allowed to revoke or cancel business licenses 

i n cases of i l l e g i t i m a t e a c t i v i t i e s . The f i n a l clause stated 

that the supplementary regulations went into e f f e c t on the day 

they were passed, and superseded any previous provisions. 

As discussed i n the previous chapter, i n mid-1983, shortly 

a f t e r these very l i b e r a l revisions were passed, the i n d i v i d u a l 

economy entered a new phase of s t r i c t control and p o l i c i n g , which 

was eventually followed by a return to more lenient treatment. 

Throughout these fluctuations, however, central l e g i s l a t i o n was 

not a l t e r e d (although i n March 1984 separate l e g i s l a t i o n was 

passed governing i n d i v i d u a l operations i n r u r a l areas). I t 

appears that during the period under study comprehensive central 

l e g i s l a t i o n simply became less and le s s relevant as a guide to 

actual p r a c t i c e . 

Guidelines on Hired Labour 

One c r u c i a l area where central l e g i s l a t i o n was conspicuous 

by i t s absence was the h i r i n g of labour by i n d i v i d u a l firms. 

This i s a p a r t i c u l a r l y s e n s i t i v e issue because of i t s i d e o l o g i c a l 

i m p l i c a t i o n s . 1 7 Individual firms were prohibited by law and i n 
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the Constitution from e x p l o i t i n g other people's labour, and i n 

fact t h i s i s seen as a key factor i n maintaining the d i s t i n c t i o n 

between i n d i v i d u a l economy and capitalism. The t h e o r e t i c a l basis 

of t h i s d i s t i n c t i o n i s discussed i n Chapter 7 below. 

The a v a i l a b l e material on t h i s contentious issue leaves the 

d e f i n i t e impression that, over the period under discussion, there 

was no c l e a r l y a r t i c u l a t e d central p o l i c y on h i r i n g i n the 

in d i v i d u a l sector. In p r i n c i p l e , i n d i v i d u a l firms were supposed 

to be operated by the owners themselves, with only minimal use of 

hired labour where necessary. In practice, t h i s r e s t r i c t i o n 

proved very d i f f i c u l t to enforce, and press reports reveal that 

many businesses exceeded the stated l i m i t s and yet were allowed 

to continue operating. 

Before the 1981 State Council regulations were issued, 

there was a guideline from the General Industrial-Commercial 

Administration that no more than three apprentices and two 

helpers were allowed. 1 8 Local regulations published i n 1980-81 

were mostly non-committal on t h i s issue, mentioning that one or 

two apprentices were permitted but neither sanctioning nor 

p r o h i b i t i n g the h i r i n g of employees. 

The 1981 regulations s t i p u l a t e d that an i n d i v i d u a l firm 

could be given permission to hi r e only one or two "helpers'* where 

necessary, and take on a maximum of f i v e a p p r e n t i c e s . 1 9 Helpers 

and apprentices could not simply be brought i n at w i l l , however; 

any h i r i n g was subject to the approval of the l o c a l 

Administration of Industry and Commerce, which also had to 

approve the employment contract s t i p u l a t i n g the r i g h t s and 
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such as hours of work, duration of the contract, and 

remuneration. Helpers were to be taken on only i n cases of r e a l 

need (where the labour a v a i l a b l e within the family was 

inadequate), and apprentices only where the work was of a 

s u f f i c i e n t l y s k i l l e d or technical nature. 

According to one Chinese researcher, at a conference of 

o f f i c i a l s of the Administration of Industry and Commerce i n the 

spring of 1982, a decision was made to relax the l i m i t on h i r i n g . 

This decision was c i r c u l a t e d i n t e r n a l l y i n the administrative 

network, but not published f o r general c i r c u l a t i o n . A f t e r t h i s 

decision, while the national regulations were s t i l l i n e f f e c t , i n 

p r a c t i c e the l o c a l i t i e s were given the f l e x i b i l i t y to decide on 

the l i m i t s , based on l o c a l circumstances. In some place, seven 

or eight employees were allowed, i n others, ten or more. 2 0 

Conclusion 

As the s i t u a t i o n with regulations on h i r i n g would indicate, 

on the whole i t appears that regulations formulated by 

administrative agencies at both the central and l o c a l l e v e l s and 

refined i n practice, have been far more important than 

comprehensive central l e g i s l a t i o n i n determining the form of the 

i n d i v i d u a l economy. Even more important has been the manner i n 

which these regulations have been interpreted and enforced by 

l o c a l cadres and agencies. This s i t u a t i o n conforms to the l e t t e r 
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of the law, which s p e c i f i c a l l y gives the power fo r formulating 

and implementing d e t a i l e d regulations to l o c a l governments and 

agencies. 

The lack of anything more than broad guidelines from the 

centre, however, has also contributed to the ambiguous l e g a l 

s i t u a t i o n of i n d i v i d u a l entrepreneurs, and has opened the way for 

a l l kinds of abuses by administrators and operators a l i k e . The 

lack of consistency i n rules of operation should not be seen as 

the cause of these abuses, however, but rather a symptom of 

problems with the general approach toward the regulation of small 

pri v a t e trade. Where t h i s comes out p a r t i c u l a r l y c l e a r l y i s i n 

administrative structures and procedures, where the tension 

between the supportive and i n t e r v e n t i o n i s t roles of the agencies 

i n charge creates complex problems for a l l concerned. This w i l l 

be the t o p i c of the next section. 

Administration of the Individual Economy 

As seen i n the preceding sections, control of the 

i n d i v i d u a l economy i s l e s s a matter of laws than of 

administrative rules and procedures. As a 1986 l e g a l guide for 

i n d i v i d u a l operators describes i t , 

Administration and management of i n d i v i d u a l operations, i s 
administration and management by the state of i n d i v i d u a l 
i n d u s t r i a l and commercial firms i n t h e i r production and 
business a c t i v i t i e s as well as i n t h e i r a c t i v i t i e s i n the 
market economy. I t i s therefore not the same as administra
t i v e leadership and control by the responsible departments i n 
the various i n d u s t r i a l , commercial, and a g r i c u l t u r a l trades 
and industries, of the economic a c t i v i t i e s within t h e i r 
respective trades and industries. Nor i s i t the same as the 
s p e c i a l i z e d administration and management of finance, 
taxation, and commodity prices . I t [involves] using methods 
of administrative intervention (xinqzheng ganvu de shouduan), 
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i n accordance with the basic economic laws of socialism and 
other objective economic laws, to manage, serve, inspect, and 
control i n d i v i d u a l i n d u s t r i a l and commercial firms and t h e i r 
productive and business a c t i v i t i e s ; as well as safeguarding 
l e g a l operations and curbing i l l e g a l business a c t i v i t i e s , 
waging struggle against behaviour which i s harmful to the 
s o c i a l i s t economic order, and safeguarding production and 
promoting c i r c u l a t i o n , i n order to uphold the national 
economic plan and promote the f l o u r i s h i n g and healthy 
development of the market. 2 1 

The r e s p o n s i b i l i t y for t h i s complicated task, and f o r the 

o v e r a l l supervision of the urban i n d i v i d u a l economy, belongs to a 

network of agencies c a l l e d the Administration of Industry and 

Commerce (gongshang xingzheng guanli bumen, which can be 

translated l i t e r a l l y as Bureau of In d u s t r i a l and Commercial 

Administration and Management). This i s a bureaucratic network 

under the d i r e c t j u r i s d i c t i o n of the State Council (and not under 

any of the M i n i s t r i e s ) , with branches at every administrative 

l e v e l from centre to urban d i s t r i c t and below. Since 1978, i t 

has taken on a major supervisory and p o l i c i n g r o l e i n economic 

a c t i v i t i e s , including control of economic c r i m e . 2 2 

The Administration of Industry and Commerce (AIC) has a 

longstanding connection with private enterprise. A f t e r 1949 

r e s p o n s i b i l i t y f o r administration of the private sector was put 

in the hands of the Private Enterprise Bureau (Siying Oiye Ju), 

under the central Finance and Economics Commission; along with 

the M i n i s t r y of Industry and the Trade Ministry, i t was 

responsible for o v e r a l l economic administration. At the l o c a l 

l e v e l , the Bureau of Industry and Bureau of Industry and Commerce 

were responsible for state and private industry and trade. The 

l o c a l Bureaus of Industry and Commerce were under the j o i n t 
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j u r i s d i c t i o n of the central Ministry of Trade and the Private 

Enterprise Bureau. One of t h e i r primary r e s p o n s i b i l i t i e s was 

administration and control of the private sector. In 1952, the 

cent r a l Private Enterprise Bureau was renamed the Central 

Adminstration of Industry and Commerce (Zhonavang Gongshang  

Xingzheng Guanli Bumen) and placed under the j u r i s d i c t i o n of the 

State Council. At the same time, the r e s p o n s i b i l i t i e s of the 

l o c a l Bureaus of Industry and Commerce were divided up, with 

r e s p o n s i b i l i t y f o r the operation of commerce s h i f t i n g to the 

Commercial Bureaus under the Ministry of Commerce, while the 

Bureaus of Industry and Commerce retained administrative control. 

U n t i l 1956 the major r e s p o n s i b i l i t y of the Industry and 

Commerce network was c o n t r o l l i n g the economic power of the 

private sector while at the same time strengthening and 

consolidating the hold of the s o c i a l i s t sector i n commerce and 

industry. S p e c i f i c a l l y charged with overseeing the s o c i a l i s t 

transformation of private industry and commerce, i t was also an 

important force i n the campaigns of the early and mid-1950s to 

control and r e s t r i c t the a c t i v i t i e s of the private sector. I t 

also played the central r o l e i n e f f o r t s to c o l l e c t i v i z e 

i n d i v i d u a l handicrafts and in d i v i d u a l hawkers and peddlers. 

During the 1950s i t was directed by Xu Dixin. 

Not s u r p r i s i n g l y , a f t e r the "high t i d e " of 1956 the agency 

f e l l on hard times. A 1985 textbook on the subject makes t h i s 

comment: 
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In the period from the basic completion of the s o c i a l i s t 
transformation to the Third Plenum of the 11th Central 
Committee, although industrial-commercial administration d i d 
some important work i n c l e a r i n g up residual problems of 
s o c i a l i s t transformation, managing urban and r u r a l market 
trade, cracking down on speculation and p r o f i t e e r i n g 
a c t i v i t i e s , and managing enterprise r e g i s t r a t i o n and 
trademark r e g i s t r a t i o n , i n the course of i t s work i t also 
experienced complications. 2 3 

These "complications" were predictable r e s u l t s of the 

general s h i f t a f t e r 1957 from administrative measures to other 

more r a d i c a l means of c o n t r o l l i n g the economy. The 1985 text 

quoted above also charges that as t h e i r work came to be seen 

merely as another means of waging c l a s s struggle, the r o l e of the 

administration bureaus became progressively weaker, confined 

mainly to catching speculators and i l l e g a l hawkers. In the midst 

of the C u l t u r a l Revolution, the Central Adminstration of Industry 

and Commerce was absorbed into the Ministry of Commerce; from a 

bureau (iu) d i r e c t l y under the State Council i t was demoted to a 

department (chu) under the Commerce Ministry. The corresponding 

l o c a l bodies were mostly eliminated and many of t h e i r cadres were 

sent to the countryside, where t h e i r r o l e simply became 

supervising r u r a l markets and hunting down "speculators and 

p r o f i t e e r s . " 2 4 Many of the cadres themselves came to see t h e i r 

r o l e purely as a p o l i c i n g one; not only did they seek to control 

" n o n - s o c i a l i s t " forms of business, they also suppressed what are 

now seen as l e g i t i m a t e l y " s o c i a l i s t " a c t i v i t i e s as well, doing 

severe damage to the market economy i n the p r o c e s s . 2 5 

With the post-1978 economic reforms, however, the 

administrative network has been given new l i f e . In September 

1978 the State Administration of Industry and Commerce (Guoi i a 
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Gonqshang Xingzheng Guanli Ju) was reinstated as a functional 

bureau under the d i r e c t j u r i s d i c t i o n of the State C o u n c i l . 2 6 In 

1982 when a major reorganization s u b s t a n t i a l l y reduced the number 

of such organizations, the AIC was r e t a i n e d . 2 7 I t has branches 

at every l e v e l of l o c a l government from the p r o v i n c i a l l e v e l 

(where they are under the d i r e c t j u r i s d i c t i o n of the 

corresponding People's Government) to the county (xian) and urban 

d i s t r i c t (gu). Below the county or urban d i s t r i c t l e v e l , 

agencies (paichu i igou) c a l l e d O f f i c e s of I n d u s t r i a l and 

Commercial Administration (Gongshang Xingzheng Guanli Suo) have 

been set up. Between 1978 and 1982 the d i r e c t o r of the central 

body was Wei J i n f e i ; since mid-1982 i t has been Ren Zhonglin. In 

May of 1983 an Individual Economy Department was set up under the 

d i r e c t i o n of Hao Haifeng and an additional deputy d i r e c t o r was 

added i n November 1984. 2 8 As of January 1986, the d i r e c t o r of 

the Individual Economy Department was Wang Zhongming. 2 9 

The State Administration of Industry and Commerce has been 

described as the "state organ empowered by the government to 

carry out control (iiandu) and management (guanli) of i n d u s t r i a l 

and commercial enterprises and market a c t i v i t i e s . " Neither i t 

nor i t s subordinate agencies i s a c t u a l l y engaged i n running 

i n d u s t r i a l or commercial enterprises; i t s general functions are: 

implementing and executing Party and State economic p o l i c i e s , 

laws and regulations; researching and d r a f t i n g laws, decrees, and 

regulations related to i n d u s t r i a l and commercial administration 

and market management; the actual supervision and p o l i c i n g of 

i n d u s t r i a l and commercial operations; protection of l e g a l 
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operations and elimination of i l l e g a l ones; and "safeguarding the 

s o c i a l i s t economic order, promoting production, stimulating 

c i r c u l a t i o n , [and] ensuring the implementation of the state 

p l a n . " 3 0 

S p e c i f i c a l l y the network i s responsible for the following: 

a) maintaining order i n r u r a l and urban markets, including 

control and supervision of prices and transactions, and the 

management of urban and r u r a l f a i r s , i n d u s t r i a l products markets, 

and other s p e c i a l i z e d kinds of markets such as f l e a markets; b) 

organization and administration of enterprise r e g i s t r a t i o n for 

a l l i n d u s t r i a l and commercial enterprises, Chinese-foreign j o i n t 

enterprises, wholly-owned foreign enterprises and representative 

o f f i c e s , and i n d i v i d u a l enterprises; c) overseeing economic 

contracts, including contract enforcement, mediation and 

settlement of disputes, and investigation of v i o l a t i o n s ; d) 

trademark administration; e) regulation of advertising and 

supervision of advertising associations and i n s t i t u t e s ; f) 

c o n t r o l l i n g speculation and p r o f i t e e r i n g ; g) control and 

inve s t i g a t i o n of i l l e g a l economic a c t i v i t i e s i n a l l enterprises 

and i n s t i t u t i o n s , and control of "unhealthy tendencies" (bu zheng  

zhi feng) i n commodity c i r c u l a t i o n ; and h) administration of the 

urban and r u r a l i n d i v i d u a l economy, including the above functions 

(l i c e n s i n g , market management, overseeing of contracts, e t c . ) , as 

well as p o l i c y research, and supervision of the i n d i v i d u a l 

labourers' a s s o c i a t i o n s . 3 1 
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The major areas where administrative a u t h o r i t i e s impinge 

upon the workings of the i n d i v i d u a l economy w i l l be outlined 

below, along with the problems that can a r i s e i n the course of 

t h i s r e l a t i o n s h i p . Already i t should be apparent that p o t e n t i a l 

problems emerge out of the tension between the two major 

functions of the administrative a u t h o r i t i e s : on the one hand 

upholding the central government's commitment to d i v e r s i f y i n g the 

market by promoting and supporting the growth of the i n d i v i d u a l 

economy and other kinds of market-oriented a c t i v i t i e s ; on the 

other hand control and p o l i c i n g of those same a c t i v i t i e s . 

To add a further note of complexity, while the AIC network 

i s reponsible for o v e r a l l supervision, there i s another l e v e l of 

administration which cuts across i t . This i s management by 

i n d i v i d u a l trades or industries, c a l l e d i n Chinese quikou guanli. 

Each i n d i v i d u a l firm i s subject to supervision by state-owned 

corporations i n i t s own trade or industry, or by the 

administrative bodies that govern the corporations. So, for 

example, an i n d i v i d u a l r e t a i l vendor may be under the supervision 

of i t s primary wholesale supplier, which i s i n turn governed by 

agencies under the Ministry of Commerce, which are also operating 

r e t a i l enterprises that compete with the i n d i v i d u a l vendors. 

This arrangement of course opens up numerous areas of p o t e n t i a l 

c o n f l i c t . 

In addition to supervision by the AIC network and 

organizations or enterprises within p a r t i c u l a r industries, 

i n d i v i d u a l firms are also subject to regulation by numerous other 

agencies such as banks, tax a u t h o r i t i e s , public s e c u r i t y organs, 



257 

agencies i n charge of c i v i c appearance, health and sa n i t a t i o n , 

urban planning, and many others. This further m u l t i p l i e s the 

possible sources of c o n f l i c t ; e s p e c i a l l y since there have been 

many cases where these agencies have apparently usurped the 

authority of the AIC. The ramifications of t h i s s i t u a t i o n w i l l 

be explored below, a f t e r a description of the basic bureaucratic 

procedures involved i n se t t i n g up and running an i n d i v i d u a l 
b u s i n e s s . 3 2 

Bureaucratic Procedures 

F i r s t and most important, an operating permit or lic e n s e 

must be ob t a i n e d . 3 3 Individual firms are not alllowed to do 

business without one. The license i s evidence of the le g a l 

legitimacy of the business; without i t , the operator cannot open 

a bank account, obtain loans, pay taxes, or rent premises. The 

business l i c e n s e must eith e r be displayed or be av a i l a b l e on 

demand. 

The procedure for obtaining a license i s rather cumbersome. 

The prospective applicant f i r s t has to secure the approval of the 

neighbourhood o f f i c e (jiedao banshiiu) or residents' committee, 

then apply to the d i s t r i c t branch of the AIC, which eventually 

issues the permit. This can take several months, although 

e f f o r t s have been made to streamline the procedure a f t e r 

complaints of long delays i n processing applications. Temporary 

or seasonal businesses must also obtain temporary permits. 

Operators from outside the l o c a l area must r e g i s t e r i n the 
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l o c a l i t y where they intend to operate, a f t e r f i r s t obtaining 

written approval from t h e i r l o c a l residents' committee or s t r e e t 

committee. 

In addition to the operating permit, some trades require 

other kinds of c e r t i f i c a t i o n . Catering or food businesses have 

to obtain a permit from the l o c a l public health a u t h o r i t i e s , and 

the operators themselves have to pass a medical examination. In 

technical or s k i l l e d trades i t i s necessary to have a c e r t i f i c a t e 

from the appropriate agency proving that one has passed the 

relevant technical t e s t s . In c e r t a i n businesses, applications 

must be approved by the l o c a l public security bureau (PSB). (Two 

examples are chop-carvers and private hotels; the former because 

chops have l e g a l v a l i d i t y as signatures on documents and must be 

l e g a l l y registered, the second because information on guests must 

be a v a i l a b l e to the PSB.) 

Depending on the trade, the l i c e n s i n g process can be 

unbelievably slow. Toward the end of 1981, f o r example, someone 

wanting to open a b i c y c l e repair business i n B e i j i n g f i r s t had to 

f i l l out a r e g i s t r a t i o n form and send i t to the str e e t o f f i c e for 

approval; the str e e t o f f i c e sent i t on the the d i s t r i c t AIC 

o f f i c e , which then passed i t on to the d i s t r i c t r epair company 

for t h e i r approval; the d i s t r i c t repair company then sent the 

form back to the AIC, which sent i t on to the d i s t r i c t PSB; i f 

the PSB approved the application, they sent i t back to the 

d i s t r i c t AIC, which then sent i t to the d i s t r i c t o f f i c e i n charge 

of t r a f f i c and c i v i c appearance; that o f f i c e put t h e i r stamp on 

the a p p l i c a t i o n and sent i t back to the AIC. Only then could the 
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AIC endorse the app l i c a t i o n and issue the license , which they 

then sent, together with the application form, back to the 

d i s t r i c t PSB, which passed i t on to the municipal PSB for the 

o f f i c i a l stamp. A f t e r getting back the stamped permit, the 

d i s t r i c t PSB sent i t back to the d i s t r i c t AIC which then sent a 

notice to the applicant which he or she had to bring along to 

pick up t h e i r l i c e n s e . The cadres of the AIC were united with 

the i n d i v i d u a l operators i n bel i e v i n g the procedure had to be 

s i m p l i f i e d . 3 4 

Once a l l the necessary c e r t i f i c a t i o n s are obtained, the 

business must obtain a l e g a l stamp or chop. An ap p l i c a t i o n must 

be made to the l o c a l PSB. There are regulations about the format 

that must be used, so a f t e r the chop i s carved by an approved 

chopmaker at a fee fixed by law, i t has to be inspected and 

registered by the PSB. I f i t i s l o s t or stolen the loss must be 

registered and a new one made. 

The next step i s tax r e g i s t r a t i o n . The applicant must take 

the l i c e n s e and chop to the l o c a l tax department to f i l l out the 

app l i c a t i o n and get the chop on f i l e . A f t e r tax department 

approval, the operator i s given a tax schedule (na shui shouce). 

Taxes are paid to the l o c a l tax authorities where the business i s 

registered (even i f business i s transacted i n another l o c a t i o n ) . 

Temporary li c e n s e holders must also go through t h i s procedure 

(and are taxed at a higher rate than regular businesses.) 

The above are the minimum procedures required to operate an 

ind i v i d u a l enterprise. In addition, i f any major change i s made 

in the business, there are procedures that must be f o l l o w e d . 3 5 
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An operator who wants to change from one trade to another f i r s t 

needs approval from the l o c a l AIC. Mergers must also be approved 

by the administrative a u t h o r i t i e s , then the new firm has to go 

through the r e g i s t r a t i o n procedures and the o r i g i n a l ones through 

procedures f o r r e g i s t e r i n g closure of a firm. The sale of 

registered i n d i v i d u a l businesses must be approved by the 

industrial-commercial administration; the s e l l e r must r e g i s t e r 

the closure of the business and the buyer go through the 

precedures f o r r e g i s t e r i n g a newly-opened business. H i r i n g of 

employees or apprentices must also be approved by the l o c a l 

industrial-commercial administration a u t h o r i t i e s , which also 

approves and r e g i s t e r s t h e i r employment contracts. 

Problems of Administration 

Individual operators and c r i t i c a l observers complain that 

the administrative authorities are too preoccupied with 

procedures, at the expense of e f f e c t i v e supervision or 

management. The various agencies involved are a l l quick to 

c r i t i c i z e , lay down rules, and charge fines, but there i s l i t t l e 

coordination amongt them, meaning that i n d i v i d u a l operators are 

often caught between contradictory p o l i c i e s and c o n f l i c t i n g 

i n t e r e s t s . At the same time, since no single agency has 

e f f e c t i v e o v e r a l l control, i t i s r e l a t i v e l y easy for v i o l a t i o n s 

to be overlooked. As one writer described the s i t u a t i o n i n early 

1983: 
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In the past ... there was normally management by trades; f o r 
example handicrafts were managed by the Second Light Industry 
Bureau, general merchandise businesses by the state 
corporations, catering trades by the state catering service 
companies, etc., while p o l i c y questions were normally 
supervised, researched, and decided by the administrative 
bureaus fo r industry and commerce. The present s i t u a t i o n i s : 
the administrative bureaus ... are only responsible f o r 
making investigations and issuing permits, while the trade 
organs and neighbourhood o f f i c e s , public security bureaus, 
sa n i t a t i o n departments, etc. are responsible f o r c o l l e c t i n g 
management fees. But when r e a l problems a r i s e with 
i n d i v i d u a l businesses, nobody pays a t t e n t i o n . 3 6 

The author noted, f o r example, that photographers at the 

Nanjing Yangtze River Bridge and the Lingyin Temple i n Hangzhou 

were boasting about mailing customers blank pieces of paper 

instead of the photographs they had paid for i n advance; " i n 

problems such as these, there i s a c t u a l l y no-one i n charge." At 

the same time, however, "some organizations i n the state-run and 

c o l l e c t i v e economy, fa r from a c t i v e l y supporting and helping 

i n d i v i d u a l firms, are discriminating [against them] i n every way 

possible." 

An example of the c o n f l i c t between d i f f e r e n t kinds of 

administration, and the r e l a t i v e powerlessness of the AIC 

network, occurred i n the Yangtze River port of Wuhan at the end 

of 1983. One of the national newspapers reported i n December 

that i n the previous three months more than 500 i n d i v i d u a l 

businesses i n the c i t y had had t h e i r licenses revoked; i n many 

cases t h e i r equipment and furniture were seized and s t a l l s 

dismantled. The authorities responsible for c i v i c appearance and 

t r a f f i c control were behind the raids, despite the fact that 80 

percent of the firms involved were licensed operations with fixed 

locations approved by those same agencies. Although, as the 
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a r t i c l e noted, State Council p o l i c y stated c l e a r l y that i n cases 

of i l l e g a l a c t i v i t i e s where licenses must be revoked, the AIC was 

the only agency with the power to do so, "now anyone can exercise 

t h i s power." The newspaper report was based on d e t a i l e d data 

from cadres of the municipal AIC; apparently they were powerless 

to do more than a l e r t the press to the s i t u a t i o n . 3 7 

Some l o c a l i t i e s have dealt with these problems by forming 

ad hoc bodies f o r management of the i n d i v i d u a l economy. Others 

have developed more comprehensive systems, e i t h e r giving the AIC 

network primary r e s p o n s i b i l i t y over a l l aspects of administra

t i o n , or s e t t i n g up a management structure which involves the 

various industries i n coordinated management by trades. In many 

places these structures are complemented by the i n d i v i d u a l 

workers' associations or by self-management committees. But 

judging from c r i t i c i s m s i n the press throughout the period under 

study, a more consistent and comprehensive system was s t i l l 

needed. 

Individual Workers' Associations 

One element i n the administrative structure governing the 

i n d i v i d u a l economy which has become increasingly important as 

time goes on, i s the network of i n d i v i d u a l workers' associations 

(geti laodongzhe xi e h u i ) . These bodies are generally described 

as "mass organizations for the self-employed," under the control 

of the AIC network. The l e g a l groundwork for them was l a i d by 

the State Council regulations of 1981: 
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Self-employed workers may e s t a b l i s h self-employed workers' 
associations (xiehui) or unions (lianhe h u i ) , on a voluntary 
basis according to occupations or trades. The functions of 
the associations or unions are: to furnish various services 
to the members; to exchange experience; to pass on t e c h n i c a l 
s k i l l s ; to relay and organize the study of party and 
government p o l i c i e s ; to check on and oversee members i n 
conscientiously carrying out state p o l i c y regulations; and to 
represent members' views and needs to the appropriate 
agencies. 

The self-employed workers' associations or unions w i l l be 
under the leadership of the Administraton of Industry and 
Commerce, or a bureau designated by the l o c a l people's 
government. 3 8 

C l e a r l y then, these organizations were o r i g i n a l l y seen as 

something akin to the old c r a f t guilds, organized along trade or 

industry l i n e s . In practice what has developed, however, i s a 

network of bodies organized along geographic administrative 

d i v i s i o n s , p a r a l l e l i n g the organization of the administrative 

bureaucracy, with branches at every l e v e l from str e e t or 

neighbourhood through urban d i s t r i c t and c i t y to (potentially) 

the national l e v e l . 

The development of these organizations has been slow and 

uneven. The country's f i r s t , with a membership of over 800, was 

formed i n the Nangang d i s t r i c t of Harbin i n the summer or f a l l of 

1980. In Shanghai, by contrast, the f i r s t such organization (the 

Kunming Street branch of the Yangpu d i s t r i c t association, with 

about 120 members) did not appear u n t i l December 1982. As of 

A p r i l 1983 l e s s than 700 of China's c i t i e s and counties had such 

a s s o c i a t i o n s . 3 9 

The supplementary regulations passed that month by the 

State Council gave some encouragement to the formation of 

organizations by c l a r i f y i n g t h e i r status and d i r e c t i n g that 
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"people's governments at every l e v e l must e n t h u s i a s t i c a l l y 

support" t h e i r work. By November 1984, over 2,000 associations 

had been set up, covering "about 80 percent of China's c i t i e s and 

counties." As of January 1986 they existed i n "almost a l l " of 

China's counties and i n twenty-three p r o v i n c e s . 4 0 

Through the years there was t a l k of s e t t i n g up a national 

federation of i n d i v i d u a l workers' associations. In February 1984 

an interview with two researchers from the Chinese Academy of 

S o c i a l Sciences i n B e i j i n g indicated that discussions were 

underway. In May 1984 a self-employed delegate to the National 

People's Congress appealed for a national organization "to 

coordinate t h e i r r e l a t i o n s with various quarters and to r e f l e c t 

t h e i r views and demands." 4 1 Xinhua News Agency reported i n 

December 1985 that a meeting was being held i n Hangzhou to set up 

a national federation, and a January 1986 newspaper report said 

that i t would be established " t h i s y e a r . " 4 2 

One handbook on i n d i v i d u a l operations describes these 

groups as 

mass associations organized v o l u n t a r i l y by i n d i v i d u a l 
labourers under the leadership of the Party and state. They 
are an important item i n the organizational system [set up 
by] the Party and state for the i n d i v i d u a l economy, the 
bridge and the t i e l i n k i n g Party and government with the 
masses of i n d i v i d u a l workers. Administrative bureaus for 
industry and commerce at every l e v e l , representing the 
government at the same l e v e l , exercise leadership over the 
i n d i v i d u a l labourers' associations. ... [The associations] 
represent and safeguard t h e i r members' l e g a l r i g h t s and 
i n t e r e s t s . They operate according to the p r i n c i p l e s of 
self-education, self-management, voluntary service, and 
independent r e s p o n s i b i l i t y . 4 3 
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A look at t h e i r actual functions however, makes i t c l e a r 

that they are f a r clo s e r to administrative organs than voluntary 

i n t e r e s t groups. In fa c t they c l o s e l y resemble PRC labour unions 

i n t h e i r mandate to represent the in t e r e s t s of both workers and 

the state. At the same time, however, they f u l f i l l many of the 

functions which the work unit normally handles for regular 

employees. The handbook quoted above l i s t s the following 

functions: propagation and implementation of relevant Party and 

state measures, p o l i c i e s , and laws; educational a c t i v i t i e s to 

inculcate p r i n c i p l e s of socialism, patriotism, and business 

e t h i c s ; s e l e c t i o n of model workers and advanced u n i t s ; organizing 

t e c h n i c a l t r a i n i n g , management education, and exchanges of 

experience; organizing bulk purchase of commodities; transmitting 

information among the members; providing consulting services; 

protecting the l e g a l r i g h t s and inte r e s t s of the members; passing 

on t h e i r "legitimate views and correct demands" to the relevant 

agencies, and a c t i v e l y a s s i s t i n g those agencies i n finding 

solutions; organizing mutual aid a c t i v i t i e s among the members; 

organizing welfare and insurance arrangements; coordinating the 

work of relevant agencies; and arranging j o i n t Party and 

government a c t i v i t i e s a f f e c t i n g the i n d i v i d u a l economy. 

The same handbook l i s t s the "rights and obligations" of 

association members. They have the r i g h t to: e l e c t or be elected 

for leadership positions and vote on issues; discuss, c r i t i c i z e , 

and make recommendations on the work of the associations; 

supervise and suggest changes i n the work of the leading members; 
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p a r t i c i p a t e i n welfare provisions organized by l o c a l associa

t i o n s ; and express problems encountered i n the course of business 

and r a i s e demands to be passed on to relevant agencies. 

Association members' obligations include: studying and 

implementing party and state measures, p o l i c i e s , laws, and 

regulations; continuously r a i s i n g the l e v e l of t h e i r service and 

improving t h e i r professional techniques and knowledge; observing 

business ethics and proper operating procedures, and accepting 

administration and management by state agencies; observing 

planning guidelines and mass supervision; doing nothing to harm 

the i n t e r e s t s of the state or consumers; upholding s o c i a l order 

and protecting public i n t e r e s t s ; a c t i v e l y p a r t i c i p a t i n g i n s o c i a l 

and p o l i t i c i a l a c t i v i t i e s organized by the government, the party, 

or the association; abiding by the co n s t i t u t i o n of the 

association, implementing i t s decisions, and paying dues. 

Not only are the associations "supervised" by the AIC 

bureaucracy, many of the leaders of the associations are a c t u a l l y 

administrative cadres. (In some places the association o f f i c e s 

are located on the premises of the AIC.) From the administra

t o r s ' point of view, t h i s i s very advantageous. The presence of 

a few cadres i n leadership positions i n the associations, i t i s 

argued, strengthens the state's influence over the i n d i v i d u a l 

economy, and also f a c i l i t a t e s d i r e c t communication between 

in d i v i d u a l operators and the cadres i n departments concerned with 

t h e i r operations. This f a c i l i t a t e s coordination and allows the 

opinions and needs of the ind i v i d u a l operators themselves to be 

taken into account i n the formulation and r e v i s i o n of regulations 
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and p o l i c i e s . Cadres are not supposed to outnumber the 

i n d i v i d u a l operators i n leadership positions, and within the 

association they have equal rank and power. When the f i r s t such 

association (at the urban d i s t r i c t level) was founded i n Harbin 

i n 1980, i t s s t a f f included one cadre and f i v e unemployed young 

people, whose s a l a r i e s were paid out of membership f e e s . 4 4 

From the point of view of self-employed workers, however, 

the association's administrative r o l e overshadows i t s advocacy 

function. In a survey conducted among eighty self-employed young 

people who p a r t i c i p a t e d i n the August 1983 conference of 

"advanced representatives" of the i n d i v i d u a l economy, 4 5 a l l the 

respondents expressed high hopes for these associations. They 

expressed the o p t i m i s t i c view that the associations were "the 

self-employed workers' family and should become the l i n k between 

in d i v i d u a l firms and the state; they should be able to safeguard 

the i n d i v i d u a l workers' i n t e r e s t s . " But they also f e l t that the 

associations had yet to l i v e up to t h e i r p o t e n t i a l : 

At present, although associations have been set up i n many 
places, they have not been able to assume t h e i r proper r o l e ; 
some have become subordinate organs of the Administration of 
Industry and Commerce bureaus, and only cared about 
c o l l e c t i n g dues. They hoped t h i s tendency would be r e c t i f i e d 
immediately. 4 6 

I f anything, the tendency only strengthened during the 

period under study, as the complexities of supervising and 

administering the i n d i v i d u a l economy increased. 
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Market Management 

Control of the i n d i v i d u a l economy cuts across another v i t a l 

area of administration known as market management (shichang 

gua n l i ) . Again, t h i s i s la r g e l y the r e s p o n s i b i l i t y of the AIC 

network, although i t also involves public security bureaus, 

commodity p r i c e bureaus, and l o c a l governments. The market 

management function of the AIC network i s a complex one since i t 

has to balance p o l i c i n g functions with the promotion of d i v e r s i t y 

and " l i v e l i n e s s " i n the marketplace; the operative slogan can be 

translated as " l i v e l y but not chaotic, managed but not to death" 

(huo er bu luan. guan er bu s i ) . 

AIC a c t i v i t i e s which f a l l into the category of market 

management include: safeguarding business a c t i v i t i e s which are 

permitted by national p o l i c y , i n l i n e with the p r i n c i p l e of 

encouraging d i v e r s i f i c a t i o n , competition, and commodity c i r c u l a 

t i o n ; protecting legitimate c o l l e c t i v e and i n d i v i d u a l e nterpris

es; upholding state planning (by making sure, f o r example, that 

c o n t r o l l e d goods don't enter the market); maintaining market 

order by overseeing prices, q u a l i t y control, standardization of 

weights and measures, etc; promoting the implementation of market 

management regulations through education and propaganda a c t i v i 

t i e s ; cooperating with relevant agencies to p o l i c e and eliminate 

i l l e g a l labour prac t i c e s ; dealing harshly with various kinds of 

ex p l o i t a t i v e behaviour i n the market, and with speculation and 

p r o f i t e e r i n g . 4 7 
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As we have seen elsewhere, since the l i n e between l e g a l and 

i l l e g a l a c t i v i t i e s i s so h a z i l y drawn, the administrative 

a u t h o r i t i e s must have a great deal of d i s c r e t i o n i n t h e i r 

dealings with i n d i v i d u a l firms, e s p e c i a l l y at the lower l e v e l s 

where they are engaged i n the day-to-day tasks of market 

management. This leaves the way open fo r a l l sorts of r e a l or 

imagined abuses. The dual task of f a c i l i t a t i n g and promoting 

private business a c t i v i t i e s , while at the same time c o n t r o l l i n g 

or p o l i c i n g them, makes the r e l a t i o n s h i p between i n d i v i d u a l 

operators and market management o f f i c i a l s a tense one at best. 

While i n d i v i d u a l operators generally claim that l o c a l 

administrative cadres place too many r e s t r i c t i o n s on t h e i r 

operations, the cadres themselves complain about the constraints 

on t h e i r a b i l i t y to operate e f f e c t i v e l y . The complexity and 

d i v e r s i t y of the i n d i v i d u a l economy, the f a c t that enterprises 

are so numerous and so widely dispersed (especially i n the 

countryside), means that t h e i r resources are spread too t h i n l y . 

In March 1984, the current Director of the Individual Economy 

Department of the General Administration of Industry and 

Commerce, Hao Haifeng, reported that there were 210,000 market 

management o f f i c i a l s i n the country to monitor more than 7.5 

m i l l i o n private businesses as well as "investigate tax evasion, 

pr i c e manipulation, and other forms of c h e a t i n g . " 4 8 In January 

1986, h i s successor Wang Zhongming noted that there were only 

6,000 cadres i n the entire country whose job was s p e c i f i c a l l y to 

oversee the more than 11.5 m i l l i o n i n d i v i d u a l enterprises. The 

state guideline, he said, was one cadre per 50 businesses, but 
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coverage varied greatly. In Guangdong each cadre had to oversee 

an average of 470 enterprises; the r a t i o i n the northeastern 

provinces was 1:100. The department planned to add another 

100,000 employees i n 1986 i n order to improve market management. 
49 

Price Control 

One of the most c r i t i c a l aspects of market management, 

es p e c i a l l y where i n d i v i d u a l firms are concerned, i s p r i c e 

c o n t r o l . I t has proven very d i f f i c u l t , with such a large number 

of t i n y firms i n the sector, for the state to regulate 

i l l e g i t i m a t e p r o f i t s or excessive incomes. Opponents of the 

i n d i v i d u a l economy have charged that i n f l a t i o n i s fueled by lack 

of control over the prices charged by i n d i v i d u a l firms. When 

crackdowns have occurred, for example i n the l a s t h a l f of 1983, 

uncontrolled prices have been a prime target. 

U n t i l recently, prices for consumer goods i n China were set 

almost wholly by the s t a t e . 5 0 One important feature of the 

post-1978 reforms was reorganization of the commodity p r i c e 

system. In November 1979 prices of c e r t a i n non-staple food items 

were raised i n order to cut out state subsidies to urban 

consumers, and the prices of more than 10,000 other consumer 

items were unfrozen and allowed to fluctuate with market 

conditions. A year l a t e r , they were frozen again i n an e f f o r t to 

curb i n f l a t i o n . 5 1 
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The 1981 State Council regulations for the i n d i v i d u a l 

economy decreed that i n d i v i d u a l firms s e l l i n g commodities 

purchased from state and c o l l e c t i v e wholesale outlets, and 

products made from materials supplied by state suppliers, had to 

do so at state-regulated p r i c e s . Other commodities were to be 

sold at p r e v a i l i n g market p r i c e s . Fees fo r services were to be 

set e i t h e r by i n d i v i d u a l operators' associations or negotiated 

between supplier and customer. 5 2 

In July 1982 the State Council issued p r o v i s i o n a l p r i c e 

regulations which were designed to promote pr i c e s t a b i l i t y and to 

decentralize a c e r t a i n degree of r e s p o n s i b i l i t y for the se t t i n g 

of p r i c e s . 5 3 For in d i v i d u a l firms, commodities purchased from 

state-run or c o l l e c t i v e enterprises were s t i l l to be sold 

according to state r e t a i l p r i c e s . For products made from 

materials purchased from state suppliers, i n d i v i d u a l producers 

could now set pric e s according to quality , guided by prices 

charged by state enterprises for the same kinds of products. 

Businesses dealing i n miscellaneous commodities (xiao shangpin) 

with negotiated prices (including a g r i c u l t u r a l s i d e l i n e products, 

l i g h t i n d u s t r i a l products, t e x t i l e s , and handicrafts products) 

could set t h e i r own prices i n l i n e with state regulations. For 

services, repairs, and non-mechanized transport, fees would 

continue to be set eithe r by the associations or by negotiation. 

Although commodity pr i c e authorities had o v e r a l l responsi

b i l i t y f o r monitoring prices, one stated objective of these 

regulations was to give the sp e c i a l i z e d state corporations a 

greater r o l e i n c o n t r o l l i n g prices charged by i n d i v i d u a l firms 
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and other burgeoning forms of non-state enterprise. These 

corporations had the power to carry out p r i c e surveys and to 

a l t e r p r i c e s which contravened regulations or p o l i c y . 

C i t y and county governments and commodity p r i c e a u t h o r i t i e s 

could also use whatever means they wished to keep track of 

p r i c e s , including r e c r u i t i n g voluntary groups of p r i c e surveyors. 

Regulatory agencies were warned that while management should be 

s t r i c t , they should also take into account the r o l e of market 

mechanisms i n determining price s . Individual firms were 

s p e c i f i c a l l y warned that they had to accept supervision from 

commodity p r i c e a u t h o r i t i e s , administrative a u t h o r i t i e s , and 

s p e c i a l i z e d corporations, and that anyone v i o l a t i n g the 

regulations could be fined or have t h e i r license revoked. 

In September 1982, central a u t h o r i t i e s l i f t e d p r i c e 

controls on 160 miscellaneous commodities. Nine months l a t e r 

prices f o r another 350 products were deregulated. 5 4 

Decentralization led to some c o n f l i c t i n g tendencies. In 

Guangdong, for example, i n February 1984 the p r o v i n c i a l AIC 

relaxed controls on goods sold by i n d i v i d u a l firms, decreeing 

that the s e l l i n g prices for the 510 products which had been freed 

from p r i c e controls, whether procured l o c a l l y or not, were to be 

set by the enterprise "based on the procurement p r i c e plus 

expenses," and that "no l i m i t a t i o n should be set on the p r i c e s . " 

Shops i n d i f f e r e n t places were permitted to charge d i f f e r e n t 

prices r e f l e c t i n g t h e i r own wholesale price, as well as 

v a r i a t i o n s i n q u a l i t y . Charges for repairs and services were 

also permitted to r e f l e c t differences i n q u a l i t y . 5 5 
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Around the same time, B e i j i n g passed a measure that seemed 

to point i n the opposite d i r e c t i o n , decreeing that most commodity 

pr i c e s should be set by the relevant state corporation, or by the 

i n d i v i d u a l vendor with the state corporation's approval. Prices 

f o r goods which had been freed from control could be set by the 

vendor, but should be i n l i n e with prices for the same 

commodities i n state-run stores. Fees fo r repairs and t a i l o r i n g 

were also supposed to follow the standard of state-run 

enterprises. Prices charged by i n d i v i d u a l firms were to be 

c l o s e l y watched by commodity p r i c e a u t h o r i t i e s , administrative 

a u t h o r i t i e s , s p e c i a l i z e d state corporations, and i n d i v i d u a l 

workers' associations, and v i o l a t o r s were to be punished 

according to the severity of the c r i m e . 5 6 

In general, f o r commodities freed from p r i c e controls, 

p r i c e s were set by the vendor to r e f l e c t wholesale p r i c e s , 

operating costs, and a r e a l i s t i c p r o f i t margin, as well as 

conditions of supply and demand. This was e s p e c i a l l y t r i c k y for 

the self-employed, since they had to compete with generally low 

prices i n state-run enterprises while s t i l l generating adequate 

income to cover t h e i r expenses. Hence a common observation by 

consumers was that while private stores, restaurants, and service 

enterprises as well as private vendors i n the free markets tended 

to charge higher prices, they also provided better service, more 

convenient hours, and higher-quality products (often dealing i n 

products and services that couldn't be found i n state-run or 
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c o l l e c t i v e enterprises). Price d i f f e r e n t i a l s also depended on 

l o c a t i o n ; prices could vary among d i f f e r e n t c i t i e s , or even among 

d i f f e r e n t markets i n the same c i t y . 5 7 

E s p e c i a l l y with long-distance trade, p r i c e d i f f e r e n t i a l s 

began to play a large r o l e i n shaping the a c t i v i t i e s of 

i n d i v i d u a l vendors. Private traders could earn a substantial 

l i v i n g from the fact that, for example, fashion c l o t h i n g could be 

bought cheap i n Guangzhou and sold dear i n B e i j i n g or Harbin, 

even when transportation costs were taken into account. 5 8 Of 

course, such practices also l e f t them open to charges of 

speculation or p r o f i t e e r i n g . 

V i o l a t i o n s of Market Order 

With p r i c e deregulation, the rapid p r o l i f e r a t i o n of 

i n d i v i d u a l enterprises and free markets, and the inadeguacies of 

the management system, v i o l a t i o n s of the l e t t e r and s p i r i t of the 

regulations m u l t i p l i e d . These became of source of great concern 

and f i n a l l y , i n the spring and summer of 1983, the target of 

stringent measures to r e - e s t a b l i s h market order. This section 

summarizes two a r t i c l e s from the many which appeared i n the 

Chinese press, demonstrating the range of i l l e g a l a c t i v i t i e s and 

the vehemence of public response. 

A report from Guangzhou i n May 1982 sums up the kinds of 

v i o l a t i o n s that were occurring a l l over the country (although the 

temptations were obviously greater i n Guangzhou with i t s 

proximity to Hong Kong and Macau, and the r e l a t i v e ease of 

bringing goods over the b o r d e r . ) 5 9 With f i v e markets housing 
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more than 800 s t a l l s , 85 percent of which were run by 

in d i v i d u a l s , the range of v i o l a t i o n s was impressive. 80 percent 

of the market s t a l l s were s e l l i n g ready-made dresses, 65-70 

percent of which were claimed to be imported. Of those, 65-70 

percent were "black-market goods from questionable sources." 

Some of the "imported" merchandise a c t u a l l y came from the 

following sources: state-run wholesale ou t l e t s ; the processing of 

imported f a b r i c s ; foreign trade departments "which o r i g i n a l l y 

procured them f o r export and l a t e r turned them over to the 

domestic market"; spe c i a l stores for overseas Chinese or foreign 

trade markets "which i l l e g a l l y sold them f o r high p r o f i t s " ; 

coastal smugglers; and traders from Hong Kong. Some of the 

genuine products were brought i n l e g a l l y (and tax-free) by 

friends and r e l a t i v e s . 

Smuggling was widespread: 
In Dongguan, Zhongshan, Shenzhen, Zhuhai and other coastal 
areas, the smugglers have set up a series of "relay stations" 
for smuggled goods to be brought i n [and] sold i n Guangzhou. 
Some in d i v i d u a l l y - r u n s t a l l s are c l o s i n g early every 
afternoon so that these indiv i d u a l s can go to the railway 
stations or v i s i t the hotels to look for prospective s e l l e r s 
from Hong Kong. 

In addition, state-run stores which were permitted to 

wholesale imported goods were s e l l i n g them i l l e g a l l y to 

in d i v i d u a l vendors; one such enterprise sold 60,000 imported 

umbrellas and 17,000 pieces of nylon trousers, t - s h i r t s , and 

windbreakers to private vendors at wholesale prices between 

October 1981 to March 1982. I t was also common for i n d i v i d u a l 

vendors to buy merchandise and then s e l l i t i n wholesale l o t s to 

ind i v i d u a l vendors from other parts of the country or province, 
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who would then r e s e l l i t at r e t a i l p r i c e s . Tax evasion had 

assumed serious proportions, with many unlicensed vendors who 

paid no taxes at a l l , and licensed ones who grossly underreported 

t h e i r turnovers. Although vendors were supposed to have pr i c e 

tags on a l l items, i n fact there was much bargaining, and "the 

difference between the offered and the counteroffered prices i s 

always l i k e the difference between sea and sky." Goods purchased 

from state-run wholesalers were only sold at the l i s t p r i c e i f 

the p r i c e was high enough; more often, d i f f e r e n t p r i c e s were 

quoted to d i f f e r e n t customers. 

The a r t i c l e also complained of "people of d i v e r s i f i e d 

background i n the markets. ... Some of these people are simply 

loafers i n the society, some are f u l l - t i m e workers now taking, 

some side jobs, and some pay rentals for the use of s t a l l s . " 

(That i s , licensed s t a l l operators were subletting t h e i r s t a l l s 

to unlicensed vendors.) A l l of these problems, the a r t i c l e 

claimed, 

... have d i r e c t l y jeopardized the in t e r e s t s of the state and 
the people and provided good opportunities for unscrupulous 
elements. I t i s now high time for these markets to be 
reorganized. We hope the municipal a u t h o r i t i e s concerned 
w i l l carry out a d r a s t i c and thorough reorganization so that 
the vendor s t a l l s s e l l i n g [manufactured] products w i l l 
develop i n a healthy way. 

A June 1983 commentary i n Jingj i Ribao argued i n a s i m i l a r 

vein, h i g h l i g h t i n g two major problem areas: unlicensed 

operations, and p r o f i t e e r i n g from i l l e g a l purchasing and resale 

of r e s t r i c t e d or scarce goods. I t claimed that unlicensed 

vendors were more numerous than those with licenses, and that 

private vendors were taking advantage of government subsidies to 
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buy r e t a i l commodities at a r t i f i c i a l l y low p r i c e s and then r e s e l l 

them at great p r o f i t . In addition, t h i s was not the only report 

to mention that vendors were not only using high-pressure t a c t i c s 

i n buying and s e l l i n g , they were also assaulting market 

management personnel who t r i e d to stand i n t h e i r way. These 

practices, the a r t i c l e said 

... disturb the market, cause prices to r i s e , damage our 
planned economy, harm the consumers' [interests] and endanger 
public security. The masses are extremely rese n t f u l of t h i s , 
and they vehemently demand increased market management and 
demand a ban of [unlicensed] peddlers and a l l types of 
i l l e g a l a c t i v i t y . 6 0 

By mid-1983, such v i o l a t i o n s had become widespread enough, 

and the f e e l i n g against them strong enough, to prompt government 

action. In May, a State Council c i r c u l a r instructed the 

l o c a l i t i e s to i n s t i t u t e stringent measures to strengthen market 

management, i n p a r t i c u l a r to s t a b i l i z e prices, but also to 

control unlicensed operators and those p r a c t i s i n g "speculation 

and p r o f i t e e r i n g " ( t o u i i d a o b a ) . 6 1 Most of i t s provisions were 

aimed at c o l l e c t i v e and i n d i v i d u a l operations. They were 

instructed to do t h e i r business at fixed locations or within 

designated areas, to display t h e i r licenses prominently, and to 

put p r i c e tags on a l l merchandise. Unlicensed operations were 

forbidden, as was r e s e l l i n g commodities purchased from r e t a i l 

o u t l e t s . Wholesaling by i n d i v i d u a l and c o l l e c t i v e firms was 

c u r t a i l e d . The c i r c u l a r instructed a l l enterprises to "hold fast 

to the s o c i a l i s t o r ientation," which included not s e l l i n g 

adulterated goods, giving short measure, or passing o f f 

low-quality goods as high-quality merchandise. Departments i n 
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charge of commodity prices were instructed to set up monitoring 

systems and h i r e more inspectors. The c i r c u l a r also c a l l e d f o r 

more coordination among the relevant agencies. I l l e g a l income 

was to be confiscated i f i t was not surrendered v o l u n t a r i l y . 

S t r i c t e r enforcement of tax regulations was also urged. 

The 1983 crackdown was connected to other developments i n 

the p o l i t i c a l sphere, discussed i n Chapter 3 above, but i t also 

r e f l e c t e d the very r e a l problems and contradictions which had 

developed i n the course of i n s t i t u t i n g an administrative and 

management system which was to both encourage and p o l i c e the 

emerging i n d i v i d u a l economy. 

Taxation 

One of the most c r u c i a l areas of state control of the 

i n d i v i d u a l economy i s taxation. As with other areas where 

in d i v i d u a l firms come into contact with the administrative 

bureaucracy, taxation has also r e f l e c t e d inconsistencies and 

tensions i n general approach. Apart from the obvious function of 

c o l l e c t i n g state revenues, taxation acts as an economic lever 

c o n t r o l l i n g i n d i v i d u a l operators' incomes while exerting i n d i r e c t 

control over the market. Tax c o l l e c t i o n agencies and t h e i r 

"front l i n e " employees, the tax c o l l e c t o r s , also play a d i r e c t 

r o l e i n p o l i c i n g i n d i v i d u a l operators. 

Problems with taxation and tax c o l l e c t i o n i l l u s t r a t e the 

magnitude and d i f f i c u l t y of the problems involved i n the d e l i c a t e 

balancing act of simultaneously p o l i c i n g and promoting the 

i n d i v i d u a l sector. The stakes are considerable: i n d i v i d u a l 
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businesses reportedly paid 4.2 b i l l i o n yuan i n taxes between 1981 

and 1984, but t h i s was only a f r a c t i o n of the amount they should 

have turned over to the s t a t e . 6 2 

Tax Regulations 

Individual operators are required to pay several kinds of 

taxes, depending on the type of business and on l o c a l tax 

r e g u l a t i o n s . 6 3 There are two major forms of business tax: 

industrial-commercial income tax (gongshang suode shui), with a 

progressive tax rate based on annual net business income; and 

business tax (gongshang shui), a s t r a i g h t percentage on the value 

of production or sales, the exact form and rate of which varies 

from trade to trade. In some l o c a l i t i e s or trades these two 

taxes are combined. 6 4 There are also management fees (guanli 

f e i ) and miscellaneous taxes set by l o c a l agencies. In addition, 

l i k e anyone else i n China, i n d i v i d u a l operators are l i a b l e to 

i n d i v i d u a l income tax on personal earnings. 

U n t i l 1980, i n d i v i d u a l businesses were governed by highly 

discriminatory 1963 regulations which set a 14-level progressive 

tax on business earnings (after costs, expenses, and s a l a r i e s ) , 

ranging from 7 percent on yearly income of 120 yuan or less to 62 

percent on income over 1,320 yuan. Those whose income exceeded 

1,800 yuan paid an additional surcharge varying from 10 to 40 

percent (on income over 5,000 yuan.) The stated intention of 

these regulations was to r e s t r i c t the i n d i v i d u a l economy i n 

favour of the c o l l e c t i v e economy by making the tax burden on 

i n d i v i d u a l firms higher than on c o l l e c t i v e s or cooperatives. 
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Thus where an i n d i v i d u a l firm earning, for example, 900 yuan per 

year l o s t 45 percent of i t i n taxes, a cooperative shop earning 

the same amount paid only 20 percent, l e s s a discount of 57.5 

yuan. 6 5 

This inequitable tax structure remained i n force u n t i l 

October 1980, when the Finance Ministry issued a d i r e c t i v e which 

s i m p l i f i e d and e f f e c t i v e l y lightened the tax burden on 

individually-owned businesses and small c o l l e c t i v e s . The new 

regulations were intended to give o f f i c i a l recognition to changes 

already made by l o c a l governments i n taxes f o r cooperative shops, 

as well as to ease conditions for i n d i v i d u a l businesses. They 

did away with the national tax rate for i n d i v i d u a l enterprises 

and abolished the surtax. Instead, p r o v i n c i a l - l e v e l a u t h o r i t i e s , 

"bearing l o c a l conditions i n mind," would set the tax rates, 

keeping them i n l i n e with the the eight-grade progressive tax 

rate on handicrafts cooperatives. The l o c a l i t i e s were also 

instructed to develop t h e i r own regulations for tax c o l l e c t i o n 

and a d m i n i s t r a t i o n . 6 6 

The regulations passed by p r o v i n c i a l - l e v e l a u t h o r i t i e s show 

that d e c e n t r a l i z a t i o n led to considerable regional v a r i a t i o n s i n 

tax rates. Although many l o c a l i t i e s apparently adopted the 

eight-grade system, some such as Guangzhou retained the 

fourteen-grade system, and others such as Guizhou adopted a 

ten-grade system. For most provinces, the minimum tax rate was 5 

to 7 percent, on annual incomes under 300 yuan. The maximum was 

anywhere from 50 to 80 percent on maximum incomes of 5,000 yuan 

and above; Liaoning taxed incomes of 5,000 yuan and above at 80 
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percent, while Shandong extracted a mere 65 percent on earnings 

above 10,000 yuan. Overall, the tax reform reportedly had the 

e f f e c t of reducing taxes for i n d i v i d u a l enterprises by an average 

of 70 p e r c e n t . 6 7 

The 1981 State Council regulations s t i p u l a t e d that tax 

reductions and exemptions could be granted under c e r t a i n 

circumstances i n order to stimulate i n d i v i d u a l enterprise i n 

c e r t a i n h i g h - p r i o r i t y trades and services. Shanghai and Wuhan, 

for example, both granted such concessions to i n d i v i d u a l 

businesses run by unemployed youths. 6 8 

Further tightening the net, i n September 1982 the General 

Taxation Bureau of the Ministry of Finance passed a regulation 

requiring a l l licensed businesses (including i n d i v i d u a l opera

tions) to r e g i s t e r with l o c a l tax a u t h o r i t i e s , and to r e g i s t e r 

any s i g n i f i c a n t changes i n o p e r a t i o n s . 6 9 New businesses were 

required to r e g i s t e r with the l o c a l tax department within t h i r t y 

days. Those who f a i l e d to r e g i s t e r risked " c r i t i c i s m and 

education," and/or were fined up to 500 yuan. 

Apart from the industrial-commercial income tax, i n d i v i d u a l 

firms also pay various kinds of business taxes (also c a l l e d 

industrial-commercial tax) set by central a u t h o r i t i e s as a 

s t r a i g h t percentage of turnover. Manufacturing firms pay a 

"product tax" (chanpin shui) which i n a handbook published i n 

1985 ranged from 3 percent for plywood to 50 percent for grain 

alcohol. Commercial and service enterprises pay a "business tax" 

(yinqye shui) which ranges from 3 to 10 percent depending on the 
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t r a d e . 7 0 The l a t t e r i s usually c o l l e c t e d along with the 

industrial-commercial income tax or, i n the case of r e t a i l 

peddlers, may be c o l l e c t e d by wholesale s u p p l i e r s . 7 1 

Methods of Tax C o l l e c t i o n 

From the outset the central finance a u t h o r i t i e s l a i d down 

only the vaguest outlines for tax c o l l e c t i o n from i n d i v i d u a l 

firms, g i v i n g l o c a l a u t h o r i t i e s r e s p o n s i b i l i t y for developing 

d e t a i l e d regulations, and broad d i s c r e t i o n i n devising procedures 

for tax c o l l e c t i o n and administration. This was supposed to 

ensure that, i n keeping with the central government's basic 

commitment to encouraging the growth of the i n d i v i d u a l economy, 

taxation and c o l l e c t i o n methods would be t a i l o r e d to l o c a l 

conditions. But instead i t created a s i t u a t i o n i n which 

l o c a l - l e v e l tax departments and i n d i v i d u a l c a d r e s — n o t a l l of 

whom supported the central p o l i c y — o f t e n abused the d i s c r e t i o n 

given to them to enrich t h e i r own co f f e r s or give vent to t h e i r 

prejudices about private enterprise. Even where t h i s did not 

happen, lack of consistency created confusion about r e s p o n s i b i l i 

t i e s and procedures on both sides. This i n turn opened the way 

for massive tax evasion and other kinds of infringement by the 

in d i v i d u a l operators. 

In 1981, 1982, and es p e c i a l l y 1983, s p e c i a l i z e d journals 

and the popular media devoted much space to discussions of 

problems rel a t e d to taxation of in d i v i d u a l firms. A r t i c l e s 

directed at cadres dealt with tax c o l l e c t i o n procedures, often 

sharing the experience of p a r t i c u l a r l o c a l i t i e s . Popular 
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a r t i c l e s through the early months of 1983 more often highlighted 

abuses: discrimination against and harrassment of i n d i v i d u a l 

firms, excessive taxation, trumped-up fees, or firms going 

bankrupt because of excessive tax burdens. 

The s p e c i a l i z e d a r t i c l e s give much insight into methods of 

tax c o l l e c t i o n and the v a r i a t i o n s t r i e d i n d i f f e r e n t places. In 

one market town i n Anhui, for example, taxes for i n d i v i d u a l 

businesses were assessed on the basis of annual turnover but paid 

monthly. 7 2 In other l o c a l i t i e s , e s p e c i a l l y i n markets or f a i r s 

where i n d i v i d u a l operators were concentrated, tax c o l l e c t o r s made 

d a i l y rounds; i n t h i s way tax c o l l e c t i o n also became a v e h i c l e 

fo r market management. In B e i j i n g three d i f f e r e n t methods were 

used, depending on the type and s i z e of business. In trades with 

r e l a t i v e l y stable incomes, there was a fixed rate based on 

estimated monthly turnover (ding_f_e dinqlu) , which combined income 

tax and operating tax. For businesses whose turnover varied from 

month to month, tax was charged according to actual turnover as 

declared by the operator. Businesses with high turnover and high 

p r o f i t s , with systematic book-keeping and inventory control, 

could use the "declare and v e r i f y " (shenbao heshi) method, where 

tax was paid quarterly and at the end of the year the business 

e i t h e r paid the d e f i c i t or received a rebate for any overpayment. 
73 

Interestingly, the complexities of the job evidently 

created a morale problem amongst tax c o l l e c t o r s , dramatized by a 

1983 a r t i c l e i n one of the s p e c i a l i z e d journals. In what were 

supposed to be extracts from h i s diary, a young tax c o l l e c t o r 
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named "Wandering F i r e f l y " said that although he and h i s 

classmates used to think that such work was a "perilous 

undertaking" (weitu), a f t e r three months on the job he had 

r e a l i z e d i t was "not impossibly d i f f i c u l t , nor a *job without 

prospects', only a l i t t l e troublesome ... Compared with other 

kinds of work, perhaps i t affords more opportunities to 

understand society." He sympathized with vendors who complained 

about cadre harrassment; i n one case he had had to intervene i n a 

dispute between a hot-tempered colleague and some unlicensed 

hawkers when he feared they would come to blows. He concluded 

from t h i s experience that too many cadres were not "keeping pace 

with the times." 

" F i r e f l y ' s " colleagues complained that they were "nameless 

heroes" looked down on by other cadres, i n d i v i d u a l operators, and 

the general public; one of his co-workers who ran into an old 

classmate on the str e e t while out c o l l e c t i n g taxes, t o l d her 

f r i e n d she was doing some shopping. " F i r e f l y " however, preferred 

to see h i s job as "revolutionary work" of service to society, and 

recommended that h i s colleagues do the same. 7 4 

As "Wandering F i r e f l y " noted, however, many tax c o l l e c t i o n 

cadres were slack about t h e i r work, or openly h o s t i l e toward 

i n d i v i d u a l operators. Moreover, the agencies they worked for 

often seemed to regard i n d i v i d u a l businesses merely as a source 

of extra income. Many such s t o r i e s were aired i n newspapers and 

radio broadcasts, e s p e c i a l l y i n 1981 and 1982 when the media 

focus was on promoting the growth of i n d i v i d u a l firms i n the face 

of apparently strong opposition on the part of many cadres. 
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For example, an a r t i c l e i n a Guangzhou newspaper i n June 

1982 charged that excessive taxes and fees were a major reason 

why 30 percent of the in d i v i d u a l operations i n that c i t y had 

suspended operations at one time or another. One food store 

operator with a monthly turnover of 800 yuan was paying 40 yuan 

per month i n taxes, plus 24 yuan fo r st r e e t maintenance, 7.5 yuan 

for s t r e e t usage, 15 yuan fo r st r e e t cleaning, 10 yuan f o r 

v a l i d a t i o n of contracts for hired help, plus other charges, for a 

t o t a l of 90 to 100 yuan per month. 7 5 

By early 1983 the s i t u a t i o n was serious enough to warrant 

mention i n the State Council's supplementary regulations, which 

r e i t e r a t e d that i n d i v i d u a l firms were "required to pay only tax 

and the s p e c i f i e d fees i n accordance with state laws and the 

provisions of [ p r o v i n c i a l - l e v e l ] people's governments ... No 

departments or units may c o l l e c t other fees from them." Any fees 

had to be approved, and governments were instructed to " s t r i c t l y 

f o r b i d any unauthorized c o l l e c t i o n of fees or any unauthorized 

r a i s i n g of the standards of fees to be c o l l e c t e d . " Individual 

firms were given the r i g h t to refuse to pay, or to complain to 

higher a u t h o r i t i e s about abuses. 7 6 

Tax Evasion and Enforcement 

On the other hand, i n e f f i c i e n c y , lack of coordination, and 

the h o s t i l e a t t i t u d e of many cadres apparently made i t easy for 

many operators to give i n to t h e i r i n c l i n a t i o n to pay les s than 

t h e i r share of taxes, or avoid paying altogether. By l a t e 1983 

tax evasion appeared to have reached c r i s i s proportions. In 
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T i a n j i n , f o r example, i t was reported that of 788 businesses 

surveyed i n l a t e 1983, 558 had evaded taxes t o t a l l i n g about 

60,000 yuan over the previous four years. This was more than 

double the amount a c t u a l l y paid by T i a n j i n ' s i n d i v i d u a l firms 

during the same p e r i o d . 7 7 One tax department i n Luoyang (Henan 

province) found that i n August 1982 when i t switched from 

c o l l e c t i n g taxes by voluntary payments based on the operators' 

own accounts, to door-to-door c o l l e c t i o n based on cadres' 

assessments, tax revenues increased by more than 400 p e r c e n t . 7 8 

Nationally, i t was estimated that i n 1982 only about 

one-third of the t o t a l amount of tax payable by i n d i v i d u a l 

businesses was a c t u a l l y turned over to the state, representing 

hundreds of m i l l i o n s of yuan i n l o s t revenues. 7 9 

Although the biggest problem was underreporting of business 

turnover, i n most a r t i c l e s on the subject, the problem of tax 

evasion and l o s t revenues was blamed mainly on the i n e f f i c i e n c y 

and inequity of the t a x - c o l l e c t i o n system, rather than simple 

dishonesty of the part of i n d i v i d u a l operators. A highly 

c r i t i c a l A p r i l 1981 report from Guangzhou, for example, blamed 

l o c a l t a x - c o l l e c t i o n agencies for "chaotic fee c o l l e c t i o n , 

chaotic fin e s , chaotic tax c o l l e c t i o n . " Neighbourhood authori

t i e s a r b i t r a r i l y raised management fees, which should have been 1 

to 5 percent of turnover, to 20 to 30 percent—higher than the 

actual tax rate. They were also finding a l l sorts of excuses to 

charge bogus fines and taxes, which "not only increased the 

burden of i n d i v i d u a l firms, i t also gave c e r t a i n people 

opportunities to f i s h i n troubled waters (hun shui mo yu) f [ i . e . 
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take advantage of the chaos to enrich themselves]." Moreover, 

despite the fac t that Guangzhou had the previous year adopted 

various measures to lighten the tax burden of i n d i v i d u a l firms, 

they had not i n s t i t u t e d systems for monitoring tax payments, 

depending instead on the operators' own reports. The authors 

believed that, under the circumstances, i t was not su r p r i s i n g 

that i n d i v i d u a l operators were evading taxes when they f e l t they 

could get away with i t . They were generally d i s c l o s i n g only 

about 50 percent of t h e i r turnover, with some firms 

underreporting by 70 to 80 p e r c e n t . 8 0 

In the summer and autumn of 1983, during the s p i r i t u a l 

p o l l u t i o n campaign and the general e f f o r t to suppress economic 

crime and promote market order, a nationwide drive was launched 

to reorganize and tighten up on tax c o l l e c t i o n from i n d i v i d u a l 

businesses. The c i r c u l a r on strengthening market order issued by 

the State Council i n May (cited above), directed l o c a l 

governments to strengthen administration of tax c o l l e c t i o n . In 

October, the State Council and Ministry of Finance issued a j o i n t 

c i r c u l a r which required i n d i v i d u a l businesses to pay taxes 

according to the e x i s t i n g laws. The terse document stated that 

a l l i n d i v i d u a l operators were required to abide by tax p o l i c i e s 

and regulations, v o l u n t a r i l y accept the supervision and control 

of state tax agencies, and f u l f i l l t h e i r obligations as 

taxpayers. They were also obliged to r e g i s t e r new businesses, 

closures, and changes i n operations according to the September 

1982 r e g i s t r a t i o n regulations. Businesses employing hired labour 

or involved i n j o i n t operations were required to keep accounts 
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and make accurate reports to tax aut h o r i t i e s , and a l l i n d i v i d u a l 

businesses were urged to keep accounts i f they could. In 

conclusion, the c i r c u l a r pointed out that tax evasion was 

punishable according to the relevant provisions i n the penal 

code. 8 1 

Simultaneously, l o c a l agencies around the country i n s t i t u t 

ed drives to require i n d i v i d u a l businesses to report t h e i r actual 

earnings f o r the current year as the basis for reassessing t h e i r 

taxes. This "inv e s t i g a t i o n and f i l l i n g - i n of taxes" (chabu shui) 

was r e l a t i v e l y mild. Again, s p e c i f i c methods varied from 

l o c a l i t y to l o c a l i t y ; for the most part, the tax a u t h o r i t i e s were 

quite lenient toward tax evaders, who were expected to pay up 

t h e i r back taxes but only i n extreme cases to pay f i n e s . 8 2 At 

the same time, tax aut h o r i t i e s were expected to study and improve 

t h e i r methods of tax assessment and c o l l e c t i o n i n an e f f o r t to 

upgrade e f f i c i e n c y , with r e s u l t s reported i n the various 

professional and academic journals. 

One popular method was to single out conspicuous cases for 

thorough in v e s t i g a t i o n and make public examples of them. In 

Hefei, f o r instance, where in d i v i d u a l businesses had paid a t o t a l 

of 260,850 yuan i n taxes from January to October 1983, 

investigations turned up another 137,77 4 yuan i n unpaid taxes. 

Most operators paid v o l u n t a r i l y , but many refused, claiming they 

had already paid the correct amount, based on t h e i r reported 

turnover. Those who r e s i s t e d were investigated and i t was 

usually found that they owed substantial sums. The tax 

department found that the use of model cases could cut o f f these 
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protests, however. One well-known hawker, known as the "clothes 

king," refused to pay the assessed amount, and provoked 120 other 

hawkers on h i s str e e t to do the same. When the l o c a l tax o f f i c e 

made i t known that i n eighteen months of business, the "clothes 

king" had a c t u a l l y halved h i s tax b i l l by underreporting h i s 

turnover, he paid up, and h i s colleagues quickly followed s u i t . 8 3 

In Shanghai, the methods were more reminiscent of bygone 

p o l i t i c a l campaigns. In August the municipal tax department 

issued a c i r c u l a r on strengthening tax c o l l e c t i o n from i n d i v i d u a l 

firms. Copies were posted i n a l l the hawker markets, major 

t r a f f i c i n tersections, and i n busy commercial areas. Meetings 

were c a l l e d i n every d i s t r i c t to propogate the guidelines among 

in d i v i d u a l operators and explain national tax p o l i c i e s , to warn 

against i l l e g a l practices, and also, i n the words of one report, 

to "carry out rigorous c r i t i c i s m and education." This reportedly 

had a " c e r t a i n e f f e c t " on attitudes toward tax payment and tax 

evasion. 

In one Shanghai d i s t r i c t , for example, the l o c a l tax 

o f f i c e and Administration of Industry and Commerce branch 

organized s i x t y people to investigate the i n d i v i d u a l vendors i n a 

l o c a l market; a f t e r "grasping the basis of the tax evasion 

s i t u a t i o n , " they organized a f u l l meeting of a l l the vendors 

... to carry out p o l i c y education, and motivate the vendors 
to report on themselves. In the meeting, some vendors wrote 
confessions of t h e i r own tax evasion problems, and some also 
wrote s e l f - c r i t i c i s m s , declaring that "tax evasion i s a 
v i o l a t i o n of national law, from now on I pledge to pay my 
t a x e s . 8 4 
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By the end of August, over 90 percent of the i n d i v i d u a l 

vendors i n the d i s t r i c t had confessed i n writing to tax evasion 

amounting to 70,000 yuan on more than 1.6 m i l l i o n yuan of 

turnover. Several months l a t e r the municipal tax department 

enforced the Finance Ministry measure of October by selected 

f i f t e e n "model" tax evaders and published t h e i r s t o r i e s f o r 

c i r c u l a t i o n among tax o f f i c e s i n every d i s t r i c t and county of the 

municipality to use i n "motivating" i n d i v i d u a l vendors to pay 

t h e i r t a x e s . 8 5 

Nationally i t was reported that by the end of the campaign, 

more than 50 percent of taxes due were a c t u a l l y being c o l l e c t e d , 

as opposed to the previous one-third. With a t o t a l business 

volume i n 1983 of 21.09 b i l l i o n yuan, i n d i v i d u a l firms should 

have paid 938 m i l l i o n i n taxes,- 510 m i l l i o n (55 percent) a c t u a l l y 

found i t s way into government c o f f e r s . 8 6 

Early i n 1984, however, the renewed l i b e r a l i z a t i o n of 

p o l i c i e s toward market a c t i v i t i e s turned the t i d e back against 

cadres who had been overly tough on i n d i v i d u a l operators. 

Newspapers again began to report s t o r i e s of harassment and 

corruption. The recognition that perhaps the crackdown had gone 

too f a r was r e f l e c t e d i n a c i r c u l a r handed down by the General 

Taxation Bureau i n March. 8 7 I t contained some f o r t h r i g h t 

c r i t i c i s m of l o c a l cadre behaviour. Although the tax campaign 

had brought f o r t h some p o s i t i v e r e s u l t s , the c i r c u l a r noted, " i n 

the past few years there have been major changes i n the ranks of 

the cadres. The problem of a few cadres who do not 
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conscientiously implement tax p o l i c i e s i n the course of t h e i r 

work has become quite serious." The l i t a n y of c r i t i c i s m s 

included the following: 

Some cadres, i n disregard of p o l i c i e s and regulations, 
a r b i t r a r i l y charge taxes and fi n e s ; others, i n the process of 
reviewing unpaid taxes, behave as i f t h e i r word i s law, they 
indiscriminately charge and fi n e , take t h e i r r o l e too 
seriously, and increase the tax burden of the taxpayers. 
Some b a s i c - l e v e l tax departments exceed the l i m i t s of t h e i r 
authority i n tax management, deciding without authorization 
to charge or waive taxes. Some do not pay attention to 
p u b l i c i z i n g tax p o l i c i e s and l e g i s l a t i o n ; t h e i r work s t y l e i s 
crude, t h e i r attitudes are r i g i d , to the point where without 
provocation some of them curse, beat up, or t i e up (sic.) 
i n d i v i d u a l operators, etc. A l l of t h i s has ser i o u s l y blunted 
the enthusiasm of urban and r u r a l i n d i v i d u a l operators for 
developing production and d i v e r s i f y i n g forms of operation, 
and at the same time has also damaged the reputation of 
taxation work among the masses. These problems must be 
treated with great seriousness by tax departments at a l l 
l e v e l s ; [they must] adopt e f f e c t i v e measures to remedy them 
promptly. 

The c i r c u l a r c a l l e d for tax auth o r i t i e s at a l l l e v e l s to 

tighten the reins on t h e i r cadres, e s p e c i a l l y those operating i n 

r u r a l areas. A l l cadre v i o l a t i o n s were to be redressed, a l l 

overcharges reimbursed, and where public opposition was 

vociferous, inves t i g a t i o n and r e c t i f i c a t i o n were to be conducted 

" i n conformity with the s p i r i t of seeking truth from f a c t s . " 

Cadre education ( p o l i t i c a l and professional) was to be 

strengthened, i n recognition of the fact that there were a l o t of 

new, inexperienced tax c o l l e c t o r s . This applied e s p e c i a l l y to 

those "working i n the front l i n e s . " Older and more experienced 

cadres were encouraged to pass on t h e i r professional s k i l l s and 

"even more important, ... t h e i r good attitudes, good workstyles, 

[and] good revolutionary t r a d i t i o n s . " 
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The c i r c u l a r also c a l l e d for greater emphasis on p u b l i c i t y 

and propaganda, on the grounds that i f i n d i v i d u a l operators knew 

why and how they were supposed to pay taxes, i t would make the 

job of the cadres easier. The f i n a l provision encouraged the use 

of example cases, i l l u s t r a t i n g both p o s i t i v e and negative cadre 

behaviour, to educate the cadres and also to ensure that j u s t i c e 

was seen to be done: 

Those with proper ideology and workstyles who carry out 
p o l i c i e s c o r r e c t l y and f u l f i l l t h e i r duties well, must be 
commended, and the few who are g u i l t y of such problems as 
corruption or taking bribes, using public o f f i c e f o r private 
gain, extortion or blackmail, or improper workstyles, must 
undergo harsh c r i t i c i s m and education; serious cases must be 
dealt with severely, those who should repay must repay, we 
must d i s c i p l i n e those who should be d i s c i p l i n e d , even i f i t 
means inve s t i g a t i n g and assigning criminal r e s p o n s i b i l i t y , so 
as to r e c t i f y and p u r i f y the ranks ... 

Thus between 1979 and 1984, the treatment of i n d i v i d u a l 

operators i n tax regulations came f u l l c i r c l e and more, from 

punitive taxation to l i b e r a l i z a t i o n , to stringent crackdown, to 

renewed leniency. I t was an apt i l l u s t r a t i o n of the generally 

ambivalent treatment of i n d i v i d u a l firms during that period. 

Conclusion 

The foregoing review of regulations and administrative 

procedures a f f e c t i n g the i n d i v i d u a l economy reveals the 

persistence of a stubborn problem. During a six-year period when 

the general thrust of central p o l i c y was to promote the 

development of the i n d i v i d u a l economy by any means possible, 

v a c i l l a t i o n s i n p o l i c y measures, inconsistent and uncoordinated 

administration at the l o c a l l e v e l , the uncontrolled greed of some 
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l o c a l cadres, and a host of other problems, d i d much to undercut 

the r e l a t i v e l y more l i b e r a l intentions of the ce n t r a l 

policymakers. The r e s u l t was added in s e c u r i t y and uncertainty 

for the i n d i v i d u a l operators. 

The next chapter w i l l examine other aspects of the status 

of the i n d i v i d u a l economy i n the economic and s o c i a l structure of 

the PRC which have reinforced the negative e f f e c t s of the 

s i t u a t i o n described above. I t w i l l go on to look f o r the 

c u l t u r a l and i d e o l o g i c a l sources of the inconsistent and at times 

h o s t i l e treatment meted out to the i n d i v i d u a l sector since the 

founding of the PRC, which has continued even into the 

unprecedentedly lenient post-1978 period. 
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CHAPTER V 

THE SOURCES AND EFFECTS OF AMBIVALENCE 

Introduction 

The previous three chapters have recounted the development 

of p o l i c y toward the i n d i v i d u a l economy p r i o r to 1978 and from 

1978 to 1984, and outlined the ways i n which central p o l i c y has 

been implemented by administrative agencies since 1978. 

Inconsistency and ambivalence at best, outright h o s t i l i t y at 

worst—both before and a f t e r 1978—have been recurrent themes i n 

the treatment of the i n d i v i d u a l sector, both i n central goverment 

p o l i c y and i n the way that p o l i c y has been implemented by cadres 

and agencies at the l o c a l l e v e l . 1 

The various aspects of the problem were summed up i n a 1986 

study published for i n t e r n a l c i r c u l a t i o n by a research department 

of the State Council; i t s conclusions apply equally to the period 

under study: 

Because conceptions d i f f e r , and because there has been a l o t 
of general debate, various l o c a l i t i e s and departments have 
both welcomed and feared the development of the i n d i v i d u a l 
economy, have both wanted to control i t and not dared to 
control i t , leading to v a c i l l a t i o n s i n p o l i c y . When the 
upper l e v e l s instructed them to develop the i n d i v i d u a l 
economy, [the l o c a l i t i e s and departments] didn't think 
through what was r e a l i s t i c a l l y possible, they developed [ i t ] 
b l i n d l y , using various methods from granting c r e d i t to 
holding mass meetings to motivate people, etc. When some 
problems began to emerge in the development of the i n d i v i d u a l 
economy, again they didn't stop to analyze, but instead used 
various pretexts to i n s t i t u t e controls, even to the point of 
discriminating against i n d i v i d u a l businesses, d e l i b e r a t e l y 
creating d i f f i c u l t i e s i n every area [of t h e i r operations], 
a r b i t r a r i l y outlawing, confiscating, and f i n i n g them i n 
flagrant disregard of p o l i c y and i n v i o l a t i o n of t h e i r 
legitimate l e g a l r i g h t s . Public opinion toward i n d i v i d u a l 
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businesses has been very c r i t i c a l , prejudiced, and di s d a i n 
f u l . The i n d i v i d u a l businesses themselves have also f e l t 
that p o l i c y has been unstable, t h e i r p o l i t i c a l status i s 
i n f e r i o r , they are without honour. Some of them see i t as a 
p r o v i s i o n a l means of making a l i v i n g , some are taking 
advantage of i t to reap some p r o f i t s while they can; they 
don't see self-employment as a long-term, stable form of 
employment. The above problems, at root, are problems of 
understanding of the p o s i t i o n and r o l e of the i n d i v i d u a l 
economy i n our country's s o c i a l i s t economy.2 

The fa c t that t h i s was written i n 1986, about eight years 

a f t e r the central government f o r the f i r s t time i n the h i s t o r y of 

the PRC adopted a deliberate p o l i c y of encouraging the long-term 

growth of the i n d i v i d u a l sector, indicates very c l e a r l y that the 

antipathy toward the i n d i v i d u a l economy goes deeper than the 

author's f i n a l statement would lead one to believe. 

This chapter w i l l explore various dimensions of the status 

of the i n d i v i d u a l economy and attitudes toward i t , as they have 

evolved with the restoration of the sector a f t e r 1978. I t w i l l 

begin by describing i t s peripheral p o s i t i o n with respect to the 

central u n i t of Chinese economic, s o c i a l , and p o l i t i c a l l i f e — t h e 

work unit, and the implications, both p o s i t i v e and negative, of 

t h i s peripheral p o s i t i o n for the self-employed. The discussion 

w i l l then turn to the question of attitudes toward the i n d i v i d u a l 

economy, among society at large and the self-employed themselves. 

Here the r o l e of the Chinese media i n influencing these attitudes 

w i l l be touched upon. 

The next top i c w i l l be the problem of cadre harassment, 

which from the point of view of i n d i v i d u a l operators i s the most 

important manifestation of t h e i r uncertain status and the 

prejudices against them. The dimensions of t h i s problem w i l l be 
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described, and some suggestions w i l l be put forward as to the 

reasons f o r i t s extraordinary tenacity i n the l i g h t of post-1978 

cen t r a l government p o l i c i e s which have pointed i n quite the 

opposite d i r e c t i o n . The chapter w i l l end with a discussion of 

the s o c i o - c u l t u r a l and i d e o l o g i c a l roots of t h i s apparent 

antipathy toward small-scale private trade i n contemporary China. 

S o c i a l and P o l i t i c a l Status of the Individual Economy 

The Work Unit i n Chinese Society 

The f u l l s i g n i f i c a n c e of i n d i v i d u a l employment i n China 

cannot be grasped without some understanding of the importance of 

the work u n i t (danwei) i n the l i v e s of Chinese workers. Far more 

than a place where one goes to earn a paycheck, the factory, 

u n i v e r s i t y , department store, or government agency i s responsible 

for providing a wide range of services to i t s employees which 

encompass almost every aspect of t h e i r non-working l i v e s . 

The u n i t i s responsible f i r s t of a l l for salary and what we 

usually think of as fringe benefits: medical coverage, d i s a b i l i t y 

benefits, s i c k leave, maternity leave, retirement benefits. I t 

also often provides housing for employees and t h e i r f a m i l i e s . I t 

provides low-cost meals i n subsidized canteens, and d a i l y 

n e cessities i n on-site tuckshops (xiag maibu). I t runs c l i n i c s , 

day-care centres, and even schools for c h i l d r e n of employees. I t 

organizes l e i s u r e a c t i v i t i e s and provides recreational f a c i l i 

t i e s . I t d i s t r i b u t e s r a t i o n t i c k e t s for state-regulated 
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commodities such as grain, and for luxury manufactured goods such 

as high-quality b i c y c l e s . I t organizes the physical d i s t r i b u t i o n 

of some commodities to employees through bulk purchase. 

The work unit i s also the home of b a s i c - l e v e l branches of 

p o l i t i c a l organizations such as the Communist Youth League, the 

Party, and various mass organizations; entry into these 

organizations i s handled at the unit l e v e l . The unit's i n t e r n a l 

party organization (just as with the government, inside units 

there i s a p a r a l l e l party organization with Party Secretaries 

handling Party business at every level) organizes the compulsory 

weekly p o l i t i c a l study sessions and a c t i v i t i e s r e l a t e d to current 

p o l i t i c a l campaigns, as well as those related to other kinds of 

campaigns, such as family planning, tree-planting, t r a f f i c 

safety, and l e g a l education. I t can organize teams of personnel 

for street-sweeping or snow-shovelling. The unit often provides 

jobs for employees' family members by s e t t i n g up c o l l e c t i v e 

workshops and stores. The unit i s responsible for matters 

related to residence permits (hukou) and maintains f i l e s 

(dang'an) with personal information on a l l personnel ( f i l e s that 

go to t h e i r next unit should they change jobs). When deemed 

necessary i t also organizes c r i t i c i s m meetings. The work unit 

gives (or witholds) approval for marriages and divorces. I t 

provides matchmaking services, and mediates i n family and c i v i l 

disputes. 

The larger unit (for example a university) i s often 

p h y s i c a l l y set o f f from the surrounding area by a wall, with 

l i m i t e d access through one or a few gates, guarded by a 
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gatekeeper who watches who goes i n and out, and locked at 

n i g h t — i n which case v i s i t o r s and even the residents may not be 

able to get i n or out a f t e r a c e r t a i n hour. 

Not a l l units perform a l l of the above functions f o r a l l 

workers. They vary immensely i n s i z e , f a c i l i t i e s , and 

administrative a f f i l i a t i o n ( i . e . the l e v e l i n the government 

bureaucracy at which they are administered; some u n i v e r s i t i e s , 

for example, come d i r e c t l y under central administration while 

others are under the j u r i s d i c t i o n of the provinces; some 

fa c t o r i e s are run by central m i n i s t r i e s and others by 

neighbourhood committees.) The largest, r i c h e s t units at the 

highest l e v e l s of administrative control i n general provide the 

best benefits and f a c i l i t i e s , and many i n fac t o f f e r what comes 

close to cradle-to-grave security. The range of benefits 

provided, combined with the fac t that, despite recent reforms i n 

the employment system, f i r i n g s or l a y o f f s of regularly-employed 

workers (as opposed to contract workers) are s t i l l almost unheard 

of, j u s t i f i e s the famous descriptive phrase, "the iron ricebowl." 

I t i s f o r t h i s reason that a job i n a large state-run or 

c o l l e c t i v e u n i t i s so highly prized. Smaller state-run units or 

c o l l e c t i v e s have fewer resources and less clout, but s t i l l 

provide at l e a s t the basic coverage. People working for t i n y 

cooperatives and neighbourhood-run units are the l e a s t favoured 

i n t h i s respect. In those areas where gaps occur, they are 

usually f i l l e d by the neighbourhood administration. 3 
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With so many aspects of one's l i f e organized or watched 

over by the work unit, i t i s small wonder that for many people i n 

China, being without a danwei i s — o r has been u n t i l r e c e n t l y — a n 

almost incomprehensible condition. Yet t h i s i s p r e c i s e l y the 

defining c h a r a c t e r i s t i c of self-employment. 

The Porcelain Ricebowl: L i f e Without a Work Unit 

In comparison with employment i n a regular work unit, 

self-employment has been described as the "porcelain r i c e -

bowl"—more a t t r a c t i v e and valuable than the iron v a r i e t y , but 

also f a r more f r a g i l e . 4 Being outside the j u r i s d i c t i o n of a work 

unit has many advantages, including independence and the 

p o s s i b i l i t y of high incomes. But i t also has s i g n i f i c a n t 

drawbacks, the major ones being the lack of long-term job 

security, and the lack of benefits and services usually provided 

by the danwei. 

Compared to workers i n regular units, the self-employed are 

subject to fa r less supervision or interference i n t h e i r d a i l y 

l i v e s — a d e f i n i t e a t t r a c t i o n for many of the maverick types who 

seem to favour self-employment. 5 In addition, the system of job 

assignments frequently places people i n jobs they have l i t t l e 

i n t e r e s t i n or ta l e n t for, or which o f f e r l i t t l e scope for 

personal development. As one study of self-employed youths i n 

Be i j i n g noted, 

Individual economy provides an outlet for young people with 
s p e c i a l s k i l l s . Normally when embarking i n society, young 
people a l l hope to be able to engage i n occupations they 
enjoy and develop t h e i r own s k i l l s i n the service of society. 
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The development of the i n d i v i d u a l economy has a c e r t a i n 
a t t r a c t i o n f o r the more s e l f - r e l i a n t and s k i l l e d young 
people. 6 

Self-employment provides an a l t e r n a t i v e for such people to 

put t h e i r s k i l l s and talents to good use, and i t provides 

challenges that might be missing i n a regular job. I t also 

provides material rewards for a b i l i t y and hard work. A study i n 

Shanghai found that of 325 young i n d i v i d u a l operators, more than 

s i x t y percent were u t i l i z i n g t h e i r own s k i l l s and hobbies, making 

a l i v i n g from such a c t i v i t i e s as sewing, k n i t t i n g , r e p a i r i n g 

watches and b i c y c l e s , drawing and painting, photography, and 

making handicrafts: "Avoiding the weakness of t h e i r low 

educational l e v e l s , they developed t h e i r own strong p o i n t s . " 7 

Many of the self-employed have ac t u a l l y l e f t secure jobs i n 

state-run or c o l l e c t i v e units to open t h e i r businesses. The 1983 

B e i j i n g survey alluded to f r u s t r a t i o n and lack of motivation i n 

employment as important "push factors": " . . . i n t h e i r o r i g i n a l 

units they ate from *one big pot', i t was a l l the same whether 

they worked a l o t or a l i t t l e , there was no way to put t h e i r 

t a l e n t s to good use, but a f t e r opening i n d i v i d u a l businesses the 

more they worked the more they gained." 8 

In general, though, the lack of a work unit has more often 

been portrayed as a drawback, and a major impediment to the 

growth of the i n d i v i d u a l economy. Many of the prejudices and 

objections that people have expressed about self-employment stem 

from t h i s condition of being without a work unit: lack of job 

security, lack of labour insurance and other fringe benefits, 

lack of channels for p o l i t i c a l p a r t i c i p a t i o n and advancement, and 



311 

s t r u c t u r a l discrimination against i n d i v i d u a l firms i n such 

matters as supplies and premises. I t also contributes to the 

general f e e l i n g that the self-employed are scorned and 

discriminated against by the res t of society. 

The prospect of l i f e without a danwei i s p a r t i c u l a r l y 

daunting for young school-leavers awaiting job assignments. As 

one young self-employed delegate to a Communist Youth League 

conference pointed out, without a work unit even such a basic 

matter as i d e n t i t y documents may become a major problem: "When 

he went to a public l i b r a r y to borrow books, they asked to see 

hi s i . d . card. Once, when r i d i n g on a bus, somebody l o s t a 

purse, a l l those with i . d . cards were l e t go and he was queried 

by the p o l i c e . " 9 

Apart from being deterred by factors such as long-term job 

security and fringe benefits, the work i t s e l f might not appeal to 

some people when compared with work i n a regular unit. I t i s 

often observed that self-employed workers, although they might 

make good money, work fa r harder than t h e i r counterparts i n state 

or c o l l e c t i v e u n i t s . They work longer hours and take le s s time 

o f f , and they tend to be busier during t h e i r working hours. 

Even i f the young people themselves are enthusiastic, t h e i r 

parents might not be, p a r t i c u l a r l y i f they are thinking about 

what kind of support they can expect i n t h e i r t w i l i g h t years from 

a self-employed daughter or son. Thus i f there i s any chance at 

a l l of assignment to a job i n a regular unit, many young people 

s t i l l opt to wait, or s t a r t businesses only as a temporary 

measure while continuing to wait for other employment. 
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S o c i a l Benefits 

The absence of benefits usually provided by the work unit, 

e s p e c i a l l y labour insurance, retirement funds, and other forms of 

s o c i a l security, has been singled out as one of the major 

impediments to the growth of the i n d i v i d u a l economy. The lack of 

such benefits also reinforces the general perception of 

i n s t a b i l i t y and i n s e c u r i t y i n the i n d i v i d u a l sector. 

The State Council regulations of 1981 and 1983 i n p r i n c i p l e 

authorized the self-employed to set up labour insurance and 

retirement schemes, but were vague as to d e t a i l s . Various 

proposals were put forward and implemented i n d i f f e r e n t 

l o c a l i t i e s . In one street i n Nanjing, for example, an 

experimental labour insurance scheme was set up to provide 

benefits for self-employed workers, workers i n c o l l e c t i v e s which 

had no such coverage, and temporary workers i n a l l units, who 

were not covered by regular insurance schemes. 1 0 

Various a r t i c l e s have pointed out that s o c i a l insurance i s 

a r i g h t guaranteed by the Constitution, and suggested various 

ways i n which health care systems and pension plans could be 

i n s t i t u t e d f o r i n d i v i d u a l firms. Yet as l a t e as May 1984, a 

young restaurant owner who was a delegate to the National 

People's Congress found i t necessary to urge the government to 

set up the mechanisms whereby such a scheme could be implemented. 

Self-employed workers, he said, "are w i l l i n g to pay for s o c i a l 

insurance. They ask only that the government work out concrete 

measures as soon as p o s s i b l e . 1 , 1 1 
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A 1985 handbook for i n d i v i d u a l operators, however, revealed 

that the insurance problem was s t i l l being tackled i n a piecemeal 

manner: 

I t i s very d i f f i c u l t to solve on a family-by-family basis. 
The establishment of i n d i v i d u a l workers' associations has 
furnished the conditions for solving the welfare problem f o r 
i n d i v i d u a l firms. According to state regulations, i n d i v i d u a l 
firms should cal c u l a t e s e n i o r i t y according to the number of 
years of actual business from the day they are approved for 
i n d i v i d u a l operation. Individual operators can contribute 
s o c i a l insurance payments to insurance companies, and 
gradually set up labour insurance and retirement schemes. 

The i n d i v i d u a l workers' associations must a c t i v e l y create the 
conditions, i n the areas of r a i s i n g welfare funds and s e t t i n g 
up s o c i a l insurance systems. [They should] gather experi
ence, s t a r t from r e a l i t y , and do what they are capable of, 
gradually s e t t i n g up some welfare undertakings for i n d i v i d u a l 
firms where they are both needed and are within t h e i r 
c a p a b i l i t i e s , i n order to solve i n d i v i d u a l firms' domestic 
t r o u b l e s . 1 2 

P o l i t i c a l Status 

Another consequence of lacking a work unit i s that 

i n d i v i d u a l operators have had to f i n d other channels f o r 

p o l i t i c a l p a r t i c i p a t i o n . In a society where upward mobility for 

many people s t i l l means advancement through the Party ranks, 

membership i n the Communist Youth League and the Communist Party 

are considered extremely desirable by many, as are recognition as 

"advanced workers" and the l i k e . The grooming of such 

p e o p l e — t h e so-called " a c t i v i s t s " ( i i i i f e n z i ) — i s a very 

important function of Party organizations i n work units. For 

i n d i v i d u a l operators, other means have had to be found. 

But i t i s not only the absence of a work unit which has 

handicapped i n d i v i d u a l workers i n t h e i r p o l i t i c a l a spirations. 

I t appears that unless l o c a l Party organizations paid s p e c i a l 
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attention to t h i s problem, i t was a l l too easy f o r i n d i v i d u a l 

operators to f a l l through the cracks. As a l e t t e r to the Youth 

League newspaper Zhonqcruo Qingnian Bao i n September 1980 

complained, "no-one i s paying attention to the i d e o l o g i c a l 

progress" of young i n d i v i d u a l operators; "some of them were 

o r i g i n a l l y League members, but once they became self-employed the 

League organizations didn't care about them anymore; some young 

people want to j o i n the League but don't know where to a p p l y . " 1 3 

Part of the problem has been that, with the uncertainty 

surrounding the status of the i n d i v i d u a l economy, many people 

were apparently concerned that private owners would s t i l l be 

p o l i t i c a l l y suspect. Because of the stress that had previously 

been paid to class background, and because of the i n d i v i d u a l 

economy's past association with capitalism, there has been some 

fear that being self-employed could become a p o l i t i c a l stigma, 

p a r t i c u l a r l y i f p o l i c i e s should change again. Said one r e t i r e d 

worker, quoted i n a B e i j i n g Ribao a r t i c l e i n 1980: "My whole l i f e 

I never committed an error, now that I'm old I don't want to get 

into trouble for running an i n d i v i d u a l b u s i n e s s . " 1 4 Another 

r e t i r e d c l o t h i n g worker s t i l l had not started up h i s business two 

months a f t e r obtaining his license, because he was a f r a i d h i s 

c l a s s designation would be changed as a r e s u l t . The newspaper 

report noted: 

Comrades of the Administration of Industry and Commerce also 
raised the point that there should be regulations on p o l i c y 
toward i n d i v i d u a l firms. For example there should be actual 
municipal regulations that for unemployed youths, running 
i n d i v i d u a l businesses should not a f f e c t t h e i r [chances of] 
job recruitment, m i l i t a r y p a r t i c i p a t i o n , or attending 
u n i v e r s i t y . 1 5 
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In f a c t the State Council regulations of July 1981 did 

s p e l l out the central government's p o s i t i o n on the p o l i t i c a l and 

s o c i a l status of self-employed workers, s t a t i n g i n A r t i c l e 13 

that 

Individual operators are the same as workers i n state-owned 
and collectively-owned units, enjoying the same p o l i t i c a l 
r i g h t s and s o c i a l status. The concerned departments and 
units must t r e a t self-employed youths equally and without 
discrimination i n regards to m i l i t a r y service, educational 
advancement, e t c . 1 6 

Nevertheless, progress i n securing the p o l i t i c a l status of 

self-employed workers has been slow and uneven. A national 

newspaper complained i n December 1982 of the continued 

f r u s t r a t i o n of the p o l i t i c a l aspirations of i n d i v i d u a l workers i n 

the nation's c a p i t a l . I t pointed out that the Be i j i n g municipal 

and regional People's Congresses and People's P o l i t i c a l 

Consultative Conferences had no representatives at a l l from the 

in d i v i d u a l sector, nor were there any self-employed model 

workers. 1 7 

Yet s i x months e a r l i e r i n Liaoning province, ten young 

in d i v i d u a l operators who had been named p r o v i n c i a l "advanced 

producers" gathered to attend a meeting of 1,358 such "heroes" i n 

the p r o v i n c i a l c a p i t a l . Some of them had joined the Party i n the 

past year, others had been chosen as People's Congress 

representatives, while others had been named municipal model 

workers. 1 8 When a p r o v i n c i a l i n d i v i d u a l workers' association was 

set up i n Liaoning i n A p r i l 1984, i t was announced that over the 

previous two years, out of a t o t a l of about 300,000 i n d i v i d u a l 

operators i n the province, 
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Some 5,000 ... have been commended by People's Governments at 
a l l l e v e l s and by various departments; more than 200 such 
workers have g l o r i o u s l y joined the [Party] and the [Youth 
League], and many of them have have been elected deputies to 
People's Congresses of various n a t i o n a l i t i e s , CPPCC members, 
[Youth League] members, and representatives of women's 
congresses. 1 9 

In order to combat the idea that i t i s not proper for 

private entrepreneurs to become party members, 2 0 over the years 

the press has given wide p u b l i c i t y to " a c t i v i s t s " i n the 

in d i v i d u a l economy. Not every new party member i s given a spot 

on the front page of one of China's most prominent d a i l y 

newspapers, an honour that was accorded to a young photographer 

i n Harbin named Bai Shiming. Headlined "Self-Employed Worker Bai 

Shiming Enters the Party", a 1983 report i n Guancrminq Ribao 

outlined Bai's p o l i t i c a l accomplishments to date: he had been i n 

business since December 1979, and since then had been 

"wholeheartedly serving the people"; i n the process he had been 

named a "pacesetting shock worker i n the new long march for 

youth", a "five-good" i n d i v i d u a l business, and a model worker. 

He had already applied several times to j o i n the Party, with the 

encouragement of both Party and government organizations and the 

recommendation of h i s neighbourhood committee; he was f i n a l l y 

accepted on 10 March 1983. 2 1 Bai was also an active member of 

the l o c a l i n d i v i d u a l workers' association. 

The formation of the associations has been a key element i n 

r a i s i n g the p o l i t i c a l status of the self-employed. When the 

f i r s t one was set up i n Harbin toward the end of 1980, i t was 

heralded by the economist Feng Lanrui as something which 

"represents s o c i e t a l recognition of the p o l i t i c a l and s o c i a l 
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status of self-employed workers." 2 2 one key function of the 

associations has been to set up Party and Youth League branches 

"to allow Party members among i n d i v i d u a l operators to more f u l l y 

exercise t h e i r r o l e as advanced models." Announcing the 

establishment of such a branch i n Shenyang i n December 1982, 

Renmin Ribao said that " f o r the Party to set up a branch 

organization among in d i v i d u a l workers i s an unprecedented thing, 

t h i s shows the Party's profound concern f o r i n d i v i d u a l i n d u s t r i a l 

and commercial workers, and also shows that [their] p o l i t i c a l 

status i s the same as workers and s t a f f i n state-run and 

c o l l e c t i v e [ u n i t s ] . " 2 3 

Apart from s e t t i n g up organizations for Party and Youth 

League members, the associations have played a major r o l e i n 

organizing the p o l i t i c a l l i v e s of a l l t h e i r members. As with 

work units, they hold regular p o l i t i c a l study sessions. They 

have also played a prominent r o l e i n organizing the p a r t i c i p a t i o n 

of i n d i v i d u a l operators i n the periodic campaigns to promote 

healthy s o c i a l i s t values, and have taken " i d e o l o g i c a l education" 

as one of t h e i r key functions. B e i i i n q Ribao described the 

a c t i v i t i e s of one such organization i n t h i s area: 

The association often organizes members to study relevant 
party p o l i c y . A f t e r the new Constitution was promulgated, 
the vast majority of members pa r t i c i p a t e d i n study [sessions] 
organized by the association, receiving a very good l e g a l 
education. When the Sixth National People's Congress was i n 
session, the association organized i n d i v i d u a l operators to go 
out i n the streets and do voluntary service, c u t t i n g out 
garments fo r the masses and repairing a r t i c l e s ; t h i s received 
acclaim from the masses. They have also held "four 
comparison" a c t i v i t i e s (comparing service attitudes, compar
ing adherence to p o l i c y , comparing business s t y l e s , comparing 
unity and cooperation), and every s i x months they make a 
s e l e c t i o n and give advanced businesses commendations and 
c e r t i f i c a t e s of m e r i t . 2 4 



318 

The associations are not the only channels f o r p o l i t i c a l 

guidance of self-employed workers, however. In Guangzhou, where 

o f f i c i a l s have been e s p e c i a l l y concerned about the negative 

influences f i l t e r i n g across the border from c a p i t a l i s t Hong Kong 

and Macau, one of the street-operated labour service companies 

was lauded f o r i t s approach to the " i d e o l o g i c a l guidance" of 

young i n d i v i d u a l operators. Along with the l o c a l Youth League 

committee, company cadres 

often go down to the grassroots l e v e l to t a l k with young 
i n d i v i d u a l operators, and organize various kinds of 
a c t i v i t i e s ; they have gradually developed Youth League 
members and set up a League branch for i n d i v i d u a l operators. 
They have also chosen some impressive, representative young 
i n d i v i d u a l operators with organizational a b i l i t i e s to become 
committee-members of the neighbourhood self-employed workers' 
association. As a matter of course they pay close attention 
to ... i d e o l o g i c a l education, and organize young i n d i v i d u a l 
operators to take part i n mass p o l i t i c a l a c t i v i t i e s organized 
by the c i t y , d i s t r i c t , and neighbourhood Youth Leagues; they 
also keep a close watch on young i n d i v i d u a l operators' 
business and economic situations, and for those with genuine 
d i f f i c u l t i e s , they promptly report them to the leadership to 
seek s o l u t i o n s . 2 5 

I t appears, then, that with the i n s t i t u t i o n a l i z a t i o n of the 

i n d i v i d u a l economy, the question of the p o l i t i c a l status of the 

self-employed has gradually been resolved. This i s perhaps 

because p o l i t i c s i s one area where the central a u t h o r i t i e s are i n 

firm control, and where Party p o l i c y i s i n v i o l a b l e . 

Attitudes Toward Self-Employment 

Despite t h e i r r e l a t i v e success i n the p o l i t i c a l sphere, the 

experience of i n d i v i d u a l operators during the period under study 

was on the whole characterized by discrimination and i n s e c u r i t y . 

Along with the modest r e v i v a l of sociology as an academic 
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d i s c i p l i n e i n China since the l a t e 1970s, there has been a marked 

upsurge i n the publication of attitude surveys, which among other 

things have provided valuable information on how people i n China 

perceive the s o c i a l status of the self-employed. Studies of 

occupational preference among young people, and surveys of 

attitudes toward the in d i v i d u a l economy i t s e l f , r e i n f o r c e the 

impression that self-employment i s regarded as an i n f e r i o r and 

insecure source of l i v e l i h o o d . 

Attitude Surveys 

A study of the graduating classes of three middle-schools 

i n Shanghai, published i n 1982, i s a case i n point. The survey 

included 150 graduating students from four senior high school 

(gaozhong) classes i n two ordinary high schools and one key-point 

school. When asked to evaluate t h i r t y - e i g h t occupations i n terms 

of t h e i r own employment preferences, "self-employed worker" 

ranked at the very bottom of the l i s t , below dock workers, 

kitchen s t a f f , and peasants, and even below the universally-de

spised occupation of sanitary worker. (The f i v e highest-ranking 

occupations were engineer, doctor, technician, j o u r n a l i s t , and 

j udge.) 2 6 

Granted, these students, p a r t i c u l a r l y the ones from the 

key-point school, were among the e l i t e of educated youth. Most 

of them, even i n the ordinary high schools, wanted to go on to 

some form of higher education, regardless of t h e i r educational 

record so far, or t h e i r parents' occupations. Yet for most t h i s 

was an u n r e a l i s t i c expectation because of the competition for 
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scarce places i n u n i v e r s i t i e s and colleges. They were i n fa c t 

the very population the new relaxed p o l i c i e s toward self-employ

ment were designed to help. 

According to t h e i r teachers, however, "students believe 

that i n d i v i d u a l s i n self-employed enterprises lack se c u r i t y and 

have an uncertain future ..." As the authors pointed out, "that 

a majority of students make no secret of t h e i r strong d i s l i k e for 

[self-employment] i s worthy of attention and r e s e a r c h . " 2 7 

The attitudes of the self-employed themselves toward the 

occupations they have chosen i s even more revealing. In August 

1983 s o c i a l s c i e n t i s t s i n B e i j i n g surveyed eighty self-employed 

delegates to the national conference of "advanced representa

t i v e s " of the i n d i v i d u a l and c o l l e c t i v e sectors being held i n the 

c a p i t a l at the time. One of these researchers was also involved 

i n a s i m i l a r survey conducted i n four urban d i s t r i c t s of B e i j i n g 

during September and October 1981. 2 8 Respondents i n the e a r l i e r 

survey, when asked i f they had any misgivings about 

self-employment, said they worried about three things: possible 

change i n p o l i c y ; the lack of labour insurance to provide 

benefits for maternity, sickness, and old age; and the fear that 

a f t e r being self-employed they would have trouble finding a 

regular job. When the same questions were asked two years l a t e r , 

of respondents who would be expected to have exceptionally 

p o s i t i v e attitudes toward self-employment, they gave su b s t a n t i a l 

l y the same answers. The report noted: 
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[The responses] revealed that, although the appropriate 
development of the i n d i v i d u a l economy has become a basic 
p o l i c y i n our country, and has been written into the 
Constitution, i n some departments and l o c a l i t i e s i n s u f f i c i e n t 
importance i s s t i l l attached to the i n d i v i d u a l economy, and 
i n d i v i d u a l workers are s t i l l discriminated against. There
fore, some self-employed young people do not foresee a bright 
future, they s t i l l have a " l i v e from day to day" mentality, 
they make money hand over f i s t but don't consider t h e i r own 
r e s p o n s i b i l i t i e s and reputation; the income of a l o t of 
i n d i v i d u a l firms i s not used to expand reproduction, nor i s 
i t saved i n the bank, i t i s f r i t t e r e d away. 2 9 

To solve t h i s problem, the authors said, "we have to 

continue to root out * l e f t ' i d e o l o g i c a l influences, make a l o t of 

propaganda on the necessity to appropriately developing the 

i n d i v i d u a l economy, p u b l i c i z e advanced models among i n d i v i d u a l 

workers, and correct a l l the various attitudes of discrimination 

against the i n d i v i d u a l economy." 3 0 In r e a l i t y a l l of these 

strategies had been i n e f f e c t since at l e a s t 1980; the f a c t that 

such recommendations were s t i l l considered necessary i n the 

summer of 1983 revealed how l i t t l e had been achieved so f a r . 

Even i n Guangzhou, where the i n d i v i d u a l sector has gained 

an unusually strong foothold, s i m i l a r attitudes persisted. In a 

1983 survey of 108 graduating students i n two high schools, more 

than h a l f said they preferred to wait for a state job assignment 

a f t e r graduation; only t h i r t e e n were considering opening t h e i r 

own businesses. Even young people who were already i n business 

were s t i l l hoping for job assignments. In addition, there were 

many young people i n the c i t y who had already been waiting 

several years for job assignments, but had not chosen to go into 

business i n the meantime. The survey revealed that they "were 

depressed, t h i s created a l o t of resentment, they f e l t that 
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graduation amounted to unemployment." On the other hand, there 

were also some young in d i v i d u a l operators who had quit school 

e a r l y i n order to j o i n family businesses and s t a r t earning money. 

In the eyes of the authors, t h i s was equally u n d e s i r a b l e . 3 1 

Researchers i n Harbin, i n a report published i n 1983, 

attempted an unusually d e t a i l e d study of the attitudes of two 

hundred young i n d i v i d u a l operators i n s i x d i s t r i c t s of the c i t y . 
3 2 They found that the respondents f e l l into three groups. Only 

31 percent regarded t h e i r present occupation as long-term 

employment. 40 percent did not r e a l l y want to be self-employed, 

but were "making do for now" (duifuzhe gan). The other 29 

percent had what was described as a "wait and see" (zouzheqiao  

guanwang) att i t u d e . The f i r s t group tended to be ei t h e r 

u n s k i l l e d , or older than other informants, which meant they 

e i t h e r could not get other jobs, or could only get jobs that paid 

l e s s than they were currently making from t h e i r i n d i v i d u a l 

businesses. The second group—those who were "making do for 

now"—for various reasons didn't l i k e what they were doing, but 

since f o r the time being they had no other work, they f e l t that 

to "do a l i t t l e work, make a l i t t l e money, [was] better than 

doing nothing." The t h i r d group—those with the "wait and see" 

attitude—were even less circumspect. They f e l t that as long as 

everything was going a l l rig h t , they would continue to be 

self-employed, but that " i f dangers arose, they would f i n d 

something else to do." The researchers concluded from t h i s that 

almost 70 percent of t h e i r informants were "not confident" about 

t h e i r future as in d i v i d u a l o p e r a t o r s . 3 3 
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Asked i n d e t a i l about the reasons for t h e i r lack of 

confidence, they c i t e d f i v e factors: p o l i c y change, lack of 

security, discrimination, hardship, and future censure. 

Seventy-two percent of the respondents, including about a 

quarter of the group who saw self-employment as a long-term 

prospect, sai d they worried about a possible change i n p o l i c y : 

"They f e l t that the party's p o l i c i e s change too quickly; the 

s l i g h t e s t change, and t h e i r ricebowl would be smashed." More 

than h a l f worried about security: "They f e l t that being 

self-employed d i d not rate as employment, there was no labour 

insurance, therefore they had not achieved basic security i n 

t h e i r l i v e s , so they had no peace of mind." Of the respondents 

who gave t h i s answer, about h a l f f e l l into the "wait and see" 

group. Twenty-nine percent said they feared discrimination: 

They f e l t that i n d i v i d u a l operations were the lowest l e v e l of 
employment i n society; everyone looked down upon t h i s type of 
work. Therefore they were worried that r e l a t i v e s and friends 
would r i d i c u l e them, that they would not be able to f i n d a 
spouse, and that they would have no p o l i t i c a l prospects 
(zhenqzhishang mei you bentou), 3 4 

About 20 percent worried about the "hardships" involved i n 

self-employment, saying they f e l t the work was too hard and the 

hours too long, "whereas state employment was the * iron 

ricebowl', where they could s t i l l earn a salary even without 

working ..." 

Ten percent of the respondents said they feared what could 

be translated as "censure," but which the authors c a l l e d 

"wearing a hat" (dai mao, which means to be branded with a la b e l 

with negative p o l i t i c a l connotations), or "cutting o f f the t a i l " 
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(ge weiba. r e f e r r i n g to past attempts to eradicate the i n d i v i d u a l 

economy as the " t a i l " of capitalism.) These respondents " f e l t 

that self-employment, being independent work, was d i f f e r e n t i n 

or i e n t a t i o n from socialism, [and] they were a f r a i d that at some 

time they would be forced to wear the hat of a * small proprietor' 

or ' c a p i t a l i s t ' , with bad r e s u l t s ; the most minor of new 

campaigns would be d i s a s t r o u s . 1 , 3 5 

The re s t of t h i s section w i l l look i n more d e t a i l at the 

factors underlying the fears expressed by these self-employed 

young people i n Harbin and elsewhere, and some of the ways i n 

which the a u t h o r i t i e s have t r i e d to d i s p e l these misgivings. 

Analyses i n Chinese sources have tended to focus on three major 

factors, a l l of which seem p a r t i c u l a r l y c r i t i c a l for young 

people: the fear that p o l i c i e s w i l l change, leaving self-employed 

workers jobless and possibly i n p o l i t i c a l trouble; the lack of 

benefits and other forms of security usually provided by a 

work-unit; and lack of s o c i a l prestige, leading to discrimination 

and to possible problems i n finding a marriage-partner. 

A study of the i n d i v i d u a l economy i n Shanghai shows how 

these factors might be intertwined. I t noted that by l a t e 1981 

there were s t i l l only 335 self-employed youths under the age of 

twenty-five i n the urban d i s t r i c t s of the c i t y , almost a l l of 

whom came from workers' families. Although t h e i r numbers were 

growing ra p i d l y , they s t i l l represented only about 3 percent of 

the t o t a l of self-employed workers i n the municipality, and only 
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0.67 percent of the t o t a l of unemployed ("waiting for 

employment") youths. 3 6 The researchers c i t e d the fears of t h e i r 

parents as a major reason for t h i s phenomenon: 

Some wondered whether the government's p o l i c y w i l l permit the 
long-term continuation of a s i t u a t i o n i n which the children's 
monthly incomes exceed the wages of t h e i r parents by one to 
two times. W i l l the p o l i c y change? Some thought they could 
t r y i t , perhaps temporarily, as a t r a n s i t i o n , to reduce the 
family economic burden, and then l a t e r wait f o r arrangements 
by s u b s t i t u t i o n [where a c h i l d takes over the parent's job 
when he or she r e t i r e s ] or job recruitment so as to have 
guaranteed security i n b i r t h , aging, i l l n e s s , and death. One 
parent, a Party member, bought a transverse-weaving machine 
for the l i v e l i h o o d of the children who remained at home ... 
but also was worried whether i n the future they might be 
c l a s s i f i e d as petty proprietors. Some cadre parents were 
a f r a i d of being c r i t i c i z e d for supporting t h e i r c h i l d r e n i n 
taking "the c a p i t a l i s t road." Some parents, as i n t e l l e c t u 
a l s , f e e l that i t i s not a permanent solut i o n to l e t t h e i r 
c h i l d r e n engage i n individual-run businesses which [are] "not 
honorable," "not d i g n i f i e d , " and hurt the parents' prestige. 
They would rather have the children stay at home waiting for 
jobs since they can aff o r d to r a i s e [them]. ... S t i l l other 
parents are a f r a i d that the children doing i n d i v i d u a l 
businesses might have excessively broad contacts and be 
corrupted by bad i n f l u e n c e s . 3 7 

For these parents and for t h e i r children, many of t h e i r 

misgivings seem to centre around the b e l i e f that whatever t h e i r 

government says today, strategies for the future must take into 

account the p o s s i b i l i t y that tomorrow there may be yet another 

reversal i n p o l i c i e s . 

Fear of Poli c y Change 

In study a f t e r study of the in d i v i d u a l economy, fear of 

po l i c y change has been c i t e d as a major factor hindering the 

growth of the sector. For anyone who has paid attention to the 

past v i c i s s i t u d e s of the in d i v i d u a l economy i n China, t h i s i s a 

pe r f e c t l y reasonable fear, which, despite the protestations of 
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the c e n t r a l leadership, i s reinforced by s i m i l a r attitudes 

amongst many cadres (see the section on " l e f t i s m " i n t h i s 

chapter.) I f only for t h i s reason, i t has been p a r t i c u l a r l y 

d i f f i c u l t to eliminate. 

Fears about p o l i c y change have manifested themselves i n 

many ways. The researchers who conducted the 1983 B e i j i n g study, 

for example, c i t e d a newspaper report which stated that very few 

in d i v i d u a l operators saved t h e i r earnings i n bank accounts, a 

phenomenon which was " d i r e c t l y related to the lack of confidence 

of some self-employed workers i n the longevity and s t a b i l i t y of 

p o l i c i e s . " 3 8 

Even as l a t e as the spring of 1986, despite a l l the p o l i c y 

measures and propaganda e f f o r t s designed to reassure the public 

about the longevity of t h i s p o l i c y , s i m i l a r evidence was given to 

demonstrate the continued lack of confidence among the 

self-employed. A survey of in d i v i d u a l operators i n nine c i t i e s 

including B e i j i n g and Shanghai revealed that only 6 percent had 

bank accounts. Some families were reportedly hoarding as much as 

100,000 yuan i n cash. A report i n the Chinese newspaper Economic  

Information said that "... the entrepreneurs prefer cash because 

they fear that state p o l i c i e s w i l l change. ... They worry that 

should the Government s t a r t cutting the c a p i t a l i s t t a i l again, 

t h e i r bank savings w i l l be frozen or confiscated. They f e e l 

safer to keep t h e i r money at home than putting i t i n the bank to 

generate interest."39 
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In a c o l l e c t i o n published for i n t e r n a l c i r c u l a t i o n by the 

State Council i n 1986, reports on the state of the i n d i v i d u a l 

economy i n several c i t i e s and provinces, including Zhejiang, 

Shanghai, Suzhou, and T i a n j i n , mentioned the fear of p o l i c y 

change as a persistent problem among in d i v i d u a l operators, one 

which not only made the numbers of firms smaller than i t would 

otherwise be, but also influenced the way i n d i v i d u a l operators 

did business. In Shanghai, f o r example, the Administration of 

Industry and Commerce acknowledged that public opposition toward 

excessive incomes among in d i v i d u a l operators, and toward "some 

problems emerging i n the market" appeared to some i n d i v i d u a l 

operators to be an omen of p o l i c y reversal. As concrete evidence 

they c i t e d not only the dearth of bank deposits by i n d i v i d u a l 

firms, but also the f a c t that many of the self-employed, a f t e r 

making some money, simply gave back t h e i r licenses and got out of 

business. For those that did stay i n business, the a r t i c l e 

reported, the p r o f i t s tended to go into consumption rather than 

reinvestment. 4 0 

Apart from lo s i n g t h e i r bank deposits, possible future 

p o l i c y change could have other kinds of ramifications for the 

self-employed. Young people who chose to become self-employed 

could possibly leave themselves open to censure or re-education 

should the i n d i v i d u a l economy come to be r e c l a s s i f i e d as petty 

capitalism. Even i f that should not happen, they might have 

problems fi n d i n g jobs i n regular work units i f self-employment 

were eliminated at some time i n the future. There seems to be 

l i t t l e that c entral authorities can do to a l l e v i a t e t h i s concern 



328 

about future p o l i c y change, apart from continuing to r e i t e r a t e 

t h e i r commitment to the further growth of the i n d i v i d u a l sector 

while continuing to i n s t i t u t e concrete administrative measures to 

f a c i l i t a t e i t . 

Marriage Prospects 

Another symptom of the shaky status of self-employed 

workers has been concern about t h e i r luck i n fin d i n g marriage 

partners. A study of the in d i v i d u a l economy i n Nanjing c i t e d 

"love and marriage problems" as one major reason many people were 

unwilling to go into business: 

Because of the above factors [problems of p o l i t i c a l and 
s o c i a l s tatus], i n addition to the fac t that i n r e a l i t y 
i n d i v i d u a l operators have no guarantees i n medical treatment, 
maternity leave, and childcare, or i n housing, etc., t h i s 
causes them to encounter a l o t of d i f f i c u l t i e s i n questions 
of love and marriage. In our interviews with i n d i v i d u a l 
operators, a l o t of them expressed the hope that the relevant 
units and leaders could help them solve t h e i r problems i n the 
area of love and marriage. 4i 

A report i n Shanghai's Jiefang Ribao i n early 1985 said 

that even the wealthy wan yuan hu (10,000 yuan households) were 

having trouble finding themselves mates. 4 2 I t said that many 

women were a f r a i d to marry self-employed men because i t was "too 

r i s k y , " e s p e c i a l l y since a l o t of them suspected that the money 

might have been earned dishonestly. One woman who found out that 

her boyfriend was s e l l i n g clothes with f a l s e trademarks "was so 

a f r a i d that she often had nightmares" and, when she couldn't 

persuade him to stop, c a l l e d o f f the re l a t i o n s h i p . Even with 

honest i n d i v i d u a l operators, p o t e n t i a l wives apparently preferred 

the s e c u r i t y of a spouse with a regular income. 
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Potential wives were also put o f f by the i n f e r i o r s o c i a l 

status of self-employed men; many were pressured by family and 

friends into breaking o f f with t h e i r boyfriends when i t became 

known they were self-employed. (The a r t i c l e c i t e d i n evidence a 

p o l l which rated s i x t y types of employment; self-employment 

ranked second to last.) Individual entrepreneurs also had 

trouble f i n d i n g wives because they "often are poorly educated and 

r u s t i c i n t h e i r language." A recent p o l l of 3,000 women had 

discovered that the most important c r i t e r i o n f o r choosing a 

husband was "decent behaviour." 4 3 

A l l of the above issues of s o c i a l and p o l i t i c a l status, and 

public attitudes toward self-employment, were perceived to be 

impediments i n the way of the Chinese government's stated 

objective: the "healthy development" of the i n d i v i d u a l economy. 

Over the period under study, the central a u t h o r i t i e s used a l l of 

the means at t h e i r disposal to counteract them, including p o l i c y 

measures and, an even more potent weapon, propaganda. 

Propaganda: The Role of the Press 

Xiao Zhang: Comrade Lao L i , I have something on my mind that 
I'd l i k e to discuss with you. When I applied to s t a r t my own 
business, some of my friends, r e l a t i v e s , and classmates 
objected. They said that when you are self-employed, 
"there's no p o l i t i c a l future, there's no economic security, 
there's no s o c i a l standing, even finding someone to marry 
w i l l be a problem." ... 

Lao L i : Yes indeed, r i g h t now a l o t of comrades are thinking 
muddled thoughts l i k e t h i s . I t ' s mostly because they don't 
properly understand the e s s e n t i a l differences between the 
i n d i v i d u a l economy under the s o c i a l i s t system and the 
i n d i v i d u a l economy i n the old society. 

Xiao Zhang: Please, could you be more s p e c i f i c ? 
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The above exchange between " L i t t l e Zhang" and "Old L i " 

appeared i n Guancrming Ribao. one of China's two major 

ge n e r a l - c i r c u l a t i o n d a i l y newspapers, and the one with the 

reputation of being aimed at well-educated readers, on 13 A p r i l 

1983. I t introduced that week's spe c i a l column on economics, 

which each week provided basic information on d i f f e r e n t aspects 

of economic theory and p o l i c y . The top i c f o r the week was the 

i n d i v i d u a l economy. "Old L i " went on to explain to " L i t t l e 

Zhang" the differences between self-employment under capitalism 

and the new, more exalted status of i n d i v i d u a l economy under 

socialism. 

The press i n China, v i r t u a l l y a l l of i t e i t h e r operated or 

co n t r o l l e d by the government and/or party, serves the government 

and Party as an e s s e n t i a l medium for explaining, j u s t i f y i n g , and 

promoting the p o l i c i e s they adopt. 4 4 This i s no l e s s true for 

the i n d i v i d u a l economy than for any other p o l i c y area. A report 

on a survey conducted among young self-employed workers i n 

B e i j i n g i n 1981 e x p l i c i t l y underlined the importance of 

propaganda i n promoting i n d i v i d u a l enterprise: 

... i t i s necessary to step up the mopping-up of " l e f t " 
i d e o l o g i c a l influences. We must p u b l i c i z e through various 
channels the status and function of the i n d i v i d u a l economy 
within the s o c i a l i s t economy ... As for advanced self-em
ployed youths who make outstanding achievements, we must 
strenuously p u b l i c i z e t h e i r commendations, to create glorious 
public opinion for self-employed workers. 4 5 

At the same time, newspapers i n China have another 

function. As Brantly Womack has pointed out, while the primary 

purpose of the media and of journalism i s to serve as "mouthpiece 

of the party," i t i s something more than a "'propaganda machine' 
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spewing f o r t h s e l f - s e r v i n g l i e s . Important news and communica

t i o n functions are served ..." Furthermore, as a "transmission 

b e l t " between the Party and the people, newpapers also have 

another r e s p o n s i b i l i t y : 

J o u r n a l i s t s must f a i t h f u l l y and accurately convey the 
d i r e c t i o n of party leadership to the masses, amplifying 
o f f i c i a l documents by applying t h e i r s p i r i t to ordinary l i f e 
s i t u a t i o n s . ... The primary meaning of "responsible 
journalism" i n a communist context i s f a i t h f u l transmission. 
... However, the media's service i s to the party's leadership 
of the masses, not to the party's in t e r e s t s as an e l i t e . I t 
i s the media's r e s p o n s i b i l i t y to improve party leadership by 
providing a communication channel from the population to the 
party and by investigating and c r i t i c i z i n g i n d i v i d u a l 
f a i l u r e s and weaknesses of CCP leadership. ... Such 
c r i t i c i s m s and investigations are j u s t i f i e d because they are 
not c r i t i c i s m s of the party's correct leadership of the 
masses, but rather c r i t i c i s m s of f a i l u r e s by in d i v i d u a l s to 
l i v e up to t h e i r r e s p o n s i b l i t i e s and exposure of problems for 
which current party p o l i c y i s not adequate. 4 6 

This, at lea s t , i s the theory. In f a c t j o u r n a l i s t s have 

repeatedly been, and continue to be, under f i r e i f t h e i r 

c r i t i c i s m s can be interpreted as undermining the authority or 

prestige of the P a r t y . 4 7 Nevertheless, e s p e c i a l l y since 1978, as 

the coverage of the in d i v i d u a l economy shows, newspaper 

journalism has played an important r o l e i n exposing both the 

shortcomings of e x i s t i n g p o l i c y , and the errors and i n j u s t i c e s 

committed by cadres i n implementing that p o l i c y . 

In part t h i s function has taken the form of in v e s t i g a t i v e 

journalism, some of which i s prompted by readers' l e t t e r s . 4 8 In 

selected cases the newspaper assigns a reporter to make further 

investigations and then treats the case as a model, with wide 

p u b l i c i t y . In many cases, however, inve s t i g a t i v e journalism 

proceeds at the i n s t i g a t i o n of high-level o f f i c i a l s , e s p e c i a l l y 
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when the theme i s exposure of b a s i c - l e v e l bureaucrats for 

inadequately or improperly carrying out central p o l i c i e s . 4 9 In 

addition, central newspapers l i k e Renmin Ribao and Guangming  

Ribao frequently pick up s t o r i e s from l o c a l newspapers i n order 

to give them wider p u b l i c i t y and the stamp of cen t r a l Party 

authority. 

Throughout the period under study the ge n e r a l - c i r c u l a t i o n 

newspapers played an important r o l e i n the campaign to popularize 

the i n d i v i d u a l economy, inform the public about central p o l i c y , 

and p u b l i c i z e cases of harassment by l o c a l o f f i c i a l s or 

law-breaking by in d i v i d u a l operators (especially during the 

crackdown of mid to l a t e 1983.) One of the most enduring themes 

was cadre harassment, p a r t i c u l a r l y i n l a t e 1982 and early 1983, 

when discrimination by low-level cadres and generally negative 

attitudes toward the self-employed had become widespread, and 

when the State Council was gearing up to issue the new and more 

l i b e r a l supplementary regulations. The newspapers were f u l l of 

s t o r i e s lauding the accomplishments of in d i v i d u a l entrepreneurs 

and c a s t i g a t i n g l o c a l - l e v e l bureaucrats. In these reports, the 

press often appeared to be a l l i e d with the central a u t h o r i t i e s on 

the side of the self-employed entrepreneurs, with the l o c a l - l e v e l 

a u t h o r i t i e s as the targets of t h e i r often very emotive c r i t i c i s m . 

A t y p i c a l example of such an a l l i a n c e — a n d the rh e t o r i c 

used to p u b l i c i z e i t — a p p e a r e d i n Renmin Ribao i n March 1983. 5 0 

According to t h i s account, a young woman named Wang Ying had gone 

into business i n August 1982, operating a stree t s i d e s t a l l 

s e l l i n g f r u i t , candy, cigarettes, and wine i n the Eastern 
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D i s t r i c t of B e i j i n g . She was constantly badgered by l o c a l 

t r a f f i c safety a u t h o r i t i e s and public health workers, who i n one 

instance assaulted her mother, at which point she closed down the 

business a f t e r only four months of operation. Thereupon, 

With the profound concern of the leading comrades of the 
ce n t r a l committee, the B e i j i n g municipal government and 
Eastern D i s t r i c t government a l l took t h i s incident very 
se r i o u s l y and instructed the relevant agencies to conscien
t i o u s l y make s e l f - c r i t i c i s m of t h e i r " l e f t " i d e o l o g i c a l 
influences and draw [the appropriate] lessons. 

Two leaders from the d i s t r i c t government (who were named i n 

the report) paid a v i s i t to Wang Ying's home and arranged for her 

mother to go to the h o s p i t a l to have her i n j u r i e s looked a f t e r , 

and gave her 700 yuan i n compensation. They even made one of the 

public health inspectors i n question (name also given) go and 

v i s i t the mother i n the hospital to apologize for assaulting her. 

Said an overjoyed Wang Ying, 

Now a l l our problems have been completely cleared up, thanks 
to the profound concern and support of the party and 
government i n a l l areas. Starting today my "Wang Ying F r u i t 
Shop" i s o f f i c i a l l y back i n business and everyone i s 
c o r d i a l l y i n v i t e d . I w i l l also c e r t a i n l y operate l e g a l l y 
according to government regulations and continue to improve 
the q u a l i t y of service i n order to serve my customers even 
better. 

The pu b l i c a t i o n of t h i s story i n Renmin Ribao ensured that 

the point would be taken by l o c a l - l e v e l cadres and i n d i v i d u a l 

operators a l l over the country. 

Si m i l a r treatment from high o f f i c i a l s and the press was 

accorded to the L i family introduced elsewhere i n t h i s chapter, 

and Shazi (Chapter 6 below.) In Shazi's case, the story of his 

problems with l o c a l o f f i c i a l s was f i r s t p u b l i c i z e d by a l o c a l 

newspaper, and then picked up by Guancrminq Ribao to give i t 
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national p u b l i c i t y (with embarrassing consequences). Perhaps a 

more conspicuous example was Guangming Ribao's reporting of the 

"Wuhan incident" discussed below, i n which the newspaper i t s e l f 

took c r e d i t f o r exposing the errors of the l o c a l cadres, and 

forci n g the c i t y ' s higher-level o f f i c i a l s to take strong action. 

A sample of the coverage of the in d i v i d u a l economy i n 

Guangming Ribao i n the f i r s t few months of 1983 exemplifies the 

general approach to press treatment of the i n d i v i d u a l economy at 

the time, with a preponderance of s t o r i e s whose main aim appears 

to have been the debunking of the idea that young people who 

become self-employed are condemned to a l i f e of, i n " L i t t l e 

Zhang's" words, "no p o l i t i c a l future, no economic security, no 

s o c i a l s t a t u s " — a n d no spouse. 

In t h i s sample, i n d i v i d u a l entrepreneurs are generally 

portrayed as prosperous, but not lacking i n s o c i a l conscience, 

hardworking, but not sparing of time to devote to worthy causes. 

Resentment about the r e l a t i v e l y high incomes earned by some i s 

counteracted by s t o r i e s that emphasize the contributions they 

make to society and to the national economy as well as to t h e i r 

own pockets. Shazi, for example, i s quoted as saying, "I can't 

use a l l t h i s money myself; a f t e r I die I w i l l s t i l l be giving i t 

to the country, and not to my descendants." 5 1 (This claim was of 

course b e l i e d by l a t e r revelations about tax evasion.) A 

one-paragraph story with photo which appeared on January 18 

concerned a former purchasing agent for the c i t y opera company i n 

Xianyang, Shaanxi province, who l e f t h i s job to open up a stand 

s e l l i n g g r i l l e d lamb kebabs: 
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In fourteen months of business, h i s volume had topped 12,000 
yuan, reaping a net p r o f i t of over 6,000 yuan ... He i s up 
before dawn, he gives good service, h i s kebabs are tasty and 
reasonably priced, and as a r e s u l t business i s booming. He 
says, I r e l y on my own two hands to make a l i v i n g , and now 
not only do I not take a salary from the state, every month I 
contribute taxes to the state. 

The concern about p o l i t i c a l status i s r e f l e c t e d i n several 

s t o r i e s which stressed the fact that operators of i n d i v i d u a l 

enterprises could be as successful as anyone else i n the 

p o l i t i c a l sphere. One example was the Harbin self-employed 

photographer and Communist Party member Bai Shimin. Another was 

a female restaurant operator i n B e i j i n g who was chosen as a 

delegate to the Chinese People's P o l i t i c a l Consultative Congress 

(CPPCC). In May there was a report about Wei Junhong, a youth 

who with h i s younger s i s t e r operated a restaurant i n Wuhan, and 

was i n the countryside buying eels for h i s customers at the very 

moment he was chosen as a delegate to the National People's 

Congress. He and h i s s i s t e r were praised for leading the 

self-employed workers i n t h e i r d i s t r i c t i n subscribing to 

government bonds, making donations to a l l sorts of welfare 

causes, and s e t t i n g up a fund amongst self-employed workers to 

buy study materials for deserving l o c a l s c h o o l c h i l d r e n . 5 2 

Perhaps the best example of the dual r o l e of the media i n 

transmitting central p o l i c y while at the same time serving as a 

forum f o r the views of the "masses" i n the coverage of the 

i n d i v i d u a l economy, was a debate on the merits of i n d i v i d u a l 

operations published i n B e i i i n q Ribao (Beijing Daily) i n August 

and September 1980. I t was spearheaded by the p u b l i c a t i o n on 18 
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August of a l e t t e r from a reader named Xiao L i n g l i n g , under the 

heading, "Let's not have a socialism which i s neither f i s h nor 

fowl." 

In a note accompanying Xiao Lingling's l e t t e r , the editors 

i n v i t e d other readers to respond. By the time the debate was 

c a l l e d o f f , about s i x weeks l a t e r , the newspaper had printed 

forty-three l e t t e r s i n twelve issues, including the l e t t e r which 

kicked o f f the debate. I t received wide attention: the debate 

was summarized i n Guancrminq Ribao and for foreign readers i n 

B e i i ing Review. 5 3 Of the forty-two submissions chosen f o r 

publication, only s i x expressed reservations about allowing the 

i n d i v i d u a l economy to f l o u r i s h . The rest were i n favour, and i n 

the process managed to cover a l l the arguments the c e n t r a l 

a u t h o r i t i e s had been making i n favour of developing the sector. 

The dissenters argued, however, that i n d i v i d u a l economy was 

not compatible with socialism, l e t alone communism. Xiao 

L i n g l i n g said i t represented "retrogession" and warned of the 

dangers of r e v i v i n g capitalism: 

... i f we don't open even more state-owned enterprises, but 
instead have these "mom and pop" stores (fufu shangdiani, 
today they may be small s t a l l s and shops, but tomorrow they 
could develop into big s t a l l s and shops; the old c a p i t a l i s t s 
haven't died o f f yet, and new ones have begun to emerge 
again; t h i s i s r e a l l y unthinkable. Are we supposed to think 
we don't have the a b i l i t y to run more and better state-run 
shops? Exactly what merits do these small shops and s t a l l s 
have i n achieving the four modernizations and constructing a 
c i v i l i z e d and s c i e n t i f i c strong s o c i a l i s t country? 

The thing to do, she said, was improve the operations of 

the state-run shops, e s p e c i a l l y to increase the q u a l i t y and 

quantity of merchandise, and do away with "back-door" dealing 
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which meant that the best merchandise never even made i t to the 

shop counters. Private marketing was encouraging speculators and 

criminals, and making everybody too preoccupied with making 

money. Concluded Xiao L i n g l i n g : 

We should progressively eliminate these degenerate (fuxiu) 
and backward things, and promote fresh and healthy things, 
and we also have to strengthen communist i d e o l o g i c a l 
education. I think that newspapers and radio, which are 
propaganda tool s of the party, should not promote such 
things! 

Another reader agreed with Xiao L i n g l i n g , complaining that 

the media had gone too f a r i n t h e i r praise of the i n d i v i d u a l 

economy, which l e f t readers with the impression that "state-run 

i s not as good as c o l l e c t i v e , [and] c o l l e c t i v e i s not as good as 

i n d i v i d u a l . " A f t e r the questionable assertion that " i n the ten 

years from the basic completion of the s o c i a l i s t transformation 

r i g h t up to the beginning of the c u l t u r a l revolution, the 

q u a l i t y of service i n our i n d u s t r i a l and commercial enterprises, 

t h e i r productivity, t h e i r enterprise management, a l l were 

incomparably better than at any time i n the past, and the masses 

of the people were a l l very s a t i s f i e d , " the writer said that the 

acknowledged flaws of the state-run economy were not inherent, 

but were products of the deranged p o l i c i e s of the c u l t u r a l 

revolution period. This l e t t e r also advocated concentrating on 

r e s t o r i n g the strengths of the state-run economy, rather than 

developing the i n d i v i d u a l economy and eventually having to launch 

another " s o c i a l i s t transformation" of private b u s i n e s s . 5 4 
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Another reader thought that while i t might be a l l r i g h t to 

permit small private shops and s t a l l s i n small towns and c i t i e s , 

they were inappropriate for the big c i t i e s , and e s p e c i a l l y the 

c a p i t a l , which, as the country's p o l i t i c a l centre and i t s symbol, 

should be even more modern and " c i v i l i s e d " than other c i t i e s . 

Permitting the p r o l i f e r a t i o n "of a l o t of messy and d i s o r d e r l y 

small shops and s t a l l s " also contradicted the Central Committee's 

recently-published plans for beautifying the c a p i t a l . 5 5 

Another reader p l a i n t i v e l y asked, "What was the s o c i a l i s t 

revolution for?" 

Just because i t i s given the fine-sounding t i t l e of 
supplement to the s o c i a l i s t economy, i t seems as i f without 
t h i s i n d i v i d u a l economy, the s o c i a l i s t economy could not 
t h r i v e and prosper. We've gone through t h i r t y years of 
s o c i a l i s t revolution, was i t j u s t so today we could develop 
the i n d i v i d u a l economy? Was i t j u s t to l i n e the pockets of a 
few people? This i s r e a l l y hard for people to comprehend. 5 6 

Another l e t t e r said that i n d i v i d u a l operators, as private 

owners, were not e n t i t l e d to j o i n the P a r t y . 5 7 The f i n a l 

dissenter disputed the notion that employing apprentices was not 

a form of e x p l o i t a t i o n . In a finely-reasoned argument under the 

heading " I f i n d i v i d u a l firms' taking on apprentices i s not a form 

of e x p l o i t a t i o n , then what i s i t ? " , t h i s reader pointed out that 

the same newspaper had recently c a r r i e d a report of master 

t a i l o r s i n B e i j i n g paying apprentices the small sum of eight j i a o 

per day during t h e i r s i x months of t r a i n i n g . Just l i k e 

c a p i t a l i s t s , these master t a i l o r s possessed the factors of 

production which allowed them to h i r e the labour of others, i n 

fa c t to expropriate t h e i r surplus labour, which was worth f a r 

more than eight i i a o per day i n earnings for the master. 
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Although the reader d i d not doubt the honest intentions of these 

p a r t i c u l a r t a i l o r s , "we are worried; the propaganda i n the 

newspapers i s a f t e r a l l a form of endorsement, what i t w i l l give 

r i s e to i s very d i f f i c u l t to p r e d i c t . " 5 8 

In the published summaries of t h i s debate, the negative 

arguments, i f mentioned at a l l , were simply refuted. Thus the 

paper d i d a i r the dissenting views, but i n the end made i t very 

c l e a r that the views representing central p o l i c y were the 

"correct" ones. As the dissenting opinions made cle a r , however, 

the newspaper i t s e l f was playing a major r o l e i n promoting the 

p o l i c y which these correspondents questioned, and thus would have 

to take major r e s p o n s i b i l i t y f or i t s outcome. 

Indeed, some c r i t i c s have charged that the propaganda i n 

newspapers and on t e l e v i s i o n has contributed to i n d i v i d u a l 

operators' fears of p o l i c y change. At times when the aut h o r i t i e s 

i n various places stressed s t r i c t e r management of i n d i v i d u a l 

firms, the papers were f u l l of s t o r i e s of i n d i v i d u a l operators 

getting into trouble with the law. The e f f e c t was apparently to 

discourage not only the lawbreakers, but legitimate operators as 

well. A 1986 study by the Zhejiang p r o v i n c i a l Administration of 

Industry and Commerce made the following charge: 

A l o t of i n d i v i d u a l operators say, i n 1984 propaganda i n the 
papers and t e l e v i s i o n pushed doing business, and Party and 
government leaders v i s i t e d [us] with wishes for prosperity; 
that year was the "golden age" for in d i v i d u a l firms, as long 
as you had a l i t t l e s k i l l you could do a l l kinds of business. 
In 1985 the newspapers and t e l e v i s i o n stressed macro 
controls; there were a l l sorts of merchandise i n d i v i d u a l 
firms were not allowed to deal i n , party and government 
o f f i c i a l s v i s i t e d poor areas and poor fam i l i e s , and 
inv e s t i g a t i o n departments eliminated i l l e g a l i n d i v i d u a l 
firms. In 1986 the newspapers and t e l e v i s i o n p u b l i c i z e d [the 
idea of] those who get r i c h f i r s t p u l l i n g along those who get 
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r i c h l a s t (xian fu dai hou fu), and pursuing the path of 
common prosperity; every department stressed supervision and 
management of in d i v i d u a l firms, the taxation organs 
investigated tax and added tax, one thing led to another. 
They suspect that party p o l i c y toward i n d i v i d u a l industry and 
commerce w i l l change, and get ready to pack up t h e i r tents 
'vanqi-xiqu) [ l i t e r a l l y , lower the banners and muffle the 
drums.] 5 9 

Apart from occasional comments such as t h i s , the actual 

impact of press coverage can only be speculated on. For t h i s 

study, however, the press has been an important source of 

information on what i t i s that central a u t h o r i t i e s wished the 

public to know about the in d i v i d u a l economy during the period 

under study. One of these things, obviously, was that the 

antipathy of many cadres and members of the public toward the 

in d i v i d u a l economy was contrary to central p o l i c y . I t appears, 

however, that i n a country unusually s e n s i t i v e to nuances behind 

the propaganda, i t might take many more years for the message to 

get through. 

The "New Footbindinq" 

The attitude of many l o c a l - l e v e l bureaucrats toward the 

in d i v i d u a l economy was summed up i n a cartoon which appeared i n 

the national newspaper Guanqminq Ribao i n early 1983. I t 

depicted an old woman i n t r a d i t i o n a l dress impassively binding 

the feet of a t e a r f u l young g i r l . Printed on the g i r l ' s blouse 

were the words " q e t i shanqhu"—individual shop. On the old 

woman's sleeve was written "mouxie guanli bumen"—various 

management agencies. The caption to the cartoon was "xin 

chanzu"—the new f o o t b i n d i n g . 6 0 
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I t was an in t e r e s t i n g analogy. In t r a d i t i o n a l Chinese 

pr a c t i c e , f ootbinding—apart from i t s e r o t i c content—was a 

method of r e s t r i c t i n g the movements of women, and hence also 

t h e i r autonomy. Bound feet bound the woman to her family and 

household i n a very l i t e r a l sense; they both symbolized and 

reinforced her subordinacy, f i r s t to her father, then to her 

husband, f i n a l l y to her sons. Within her assigned sphere, the 

woman could and did exert considerable power, but outside the 

household, she was l i k e a hobbled horse. 

By comparing the in d i v i d u a l economy to a woman with bound 

feet, the cartoonist was graphically i l l u s t r a t i n g what had by 

early 1983 become a widespread and well-documented problem for 

i n d i v i d u a l entrepreneurs. Harassment and discrimination against 

i n d i v i d u a l enterprises by l o c a l cadres and regulatory agencies of 

various kinds has been a chronic and conspicuous problem 

throughout the period under study. What i s remarkable i s that 

t h i s problem was so persistent, apparently as pervasive i n times 

when the central government was strongly promoting the ind i v i d u a l 

economy as i t was at times when i t was adopting a more c r i t i c a l 

stance. Likewise, as shown above, the newspapers were 

cons i s t e n t l y assiduous i n reporting incidents of harassment and 

c r i t i c i z i n g the behaviour of the o f f i c i a l s involved—indeed i f 

they hadn't been, we wouldn't know i n such d e t a i l what the 

problems were. But even press censure i n concert with 

higher-level government agencies seemed to have l i t t l e e f f e c t . 
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A l l t h i s would suggest that negative and discriminatory attitudes 

toward the self-employed on the part of l o c a l regulatory cadres 

are deep-rooted indeed. 

Bureaucratic Harassment 

One of the e a r l i e s t reports of cadre harassment concerned a 

"bowl-smashing incident" i n the southern c i t y of Changsha. 6 1 In 

August 1980, Xinhua news agency reported that an employee of the 

state-owned Red Star restaurant had smashed several ricebowls 

belonging to a neighbouring privately-operated food s t a l l when 

some customers mistakenly l e f t the bowls on tables belonging to 

the restaurant. The report asked, "... why d i d some responsible 

persons of the department concerned act to s h i e l d the smasher and 

blame the s t a l l owner?" I t turned out that a f t e r Red Star set up 

the s t a l l at the end of 1979, i t grossed about 120 yuan per day. 

When the private s t a l l opened s i x months l a t e r , with better food, 

more va r i e t y , and lower pr i c e s , Red Star's d a i l y turnover f e l l to 

twenty or t h i r t y yuan. Instead of responding to the competition 

by improving t h e i r own business, they accused the private 

operator of s t e a l i n g business away from them: "The more they 

looked, the redder t h e i r eyes got [ i . e . the more jealous they 

got], the more they thought, the angrier they got, f i n a l l y 

culminating i n t h i s bowl-smashing incident." As the Xinhua 

e d i t o r i a l concluded: "This incident reveals that some of our 

comrades s t i l l hold erroneous views with regard to the in d i v i d u a l 

economy. They equate the ind i v i d u a l economy with capitalism ..." 

It a t t r i b u t e d such attitudes to " u l t r a l e f t i s t ideology" 
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incompatible with the c o n s t i t u t i o n and current p o l i c i e s : "The 

idea of smashing others' r i c e bowls and e s t a b l i s h i n g a monopoly 

for state-run commerce not only i s harmful to our country and 

people, but also has an adverse e f f e c t on the development of 

state-run commerce i t s e l f . " 

Widely-publicized c r i t i c i s m such as t h i s , however, seemed 

to have l i t t l e e f f e c t . In March 1981, a sudden sharp decrease 

was reported i n the numbers of i n d i v i d u a l businesses i n Jinan, 

the c a p i t a l of Shandong province. The newspaper Shichana Bao 

(Market News) c i t e d a cadre i n that c i t y ' s I n d u s t r i a l and 

Commercial Administration who said the number of i n d i v i d u a l firms 

had decreased by 50 percent from the previous year, and was s t i l l 

f a l l i n g . The paper asked, "What i s the reason?" and answered, 

" I t i s because the i n d i v i d u a l undertakings are a f r a i d of 

trouble." For example, a private shop s e l l i n g roast duck was 

doing f a r better business than the nearby state-run out l e t s . 
Then came trouble. Its books were audited, questions were 
asked and the owner was interviewed. The department 
concerned also clamored about, * levying heavy taxes' on t h i s 
store. The store owner was scared s t i f f and thus closed i t 
down. There were many s i m i l a r c a s e s . 6 2 

Similar problems were reported from around the country 

throughout 1981 and 1982, despite a concerted e f f o r t by the 

central government to promote the legitimacy of the i n d i v i d u a l 

economy and by the news media to p u b l i c i z e i t i n a favourable 

l i g h t . I t can be assumed that the s t o r i e s p u b l i c i z e d i n the 

media represented only a small f r a c t i o n of the problems. 

encountered by i n d i v i d u a l entrepreneurs at the hands of l o c a l 

cadres. 



344 

The State Council regulations of July 1981 should have 

provided some r e l i e f . A r t i c l e 12 st i p u l a t e d : 

The state w i l l protect the legitimate a c t i v i t i e s , l e g a l 
p r o f i t s , and property of individually-operated enterprises. 
No operational a c t i v i t i e s of individually-operated e n t e r p r i s 
es which are permitted under government decree may be 
appropriated by any other u n i t ; no goods or materials which 
have been included by the concerned departments i n the l o c a l 
supply plan may be a r b i t r a r i l y cut o f f . Except f o r taxes and 
fees paid according to state tax laws and relevant l o c a l 
government tax regulations, no department or unit may for any 
reason charge a b r i t r a r y f e e s . 6 3 

The new provision apparently had l i t t l e e f f e c t . Guancrminq  

Ribao i n l a t e 1982 gave a detailed account of one case which 

occurred well a f t e r the regulations were passed, that of the L i 

family i n B e i j i n g . 6 4 For three generations L i Qinshi's family 

had operated a shop s e l l i n g a l o c a l s p e c i a l t y c a l l e d baishui  

yangtou ( l i t e r a l l y , b o iled sheep's heads). In 1956 the business 

was closed down and L i was given a job i n a b i c y c l e factory. In 

1982, i n l i g h t of the new p o l i c i e s , L i taught h i s daughter and 

one of her f r i e n d s — b o t h unemployed middle-school graduates—the 

a r t of making baishui yangtou. borrowed several hundred yuan to 

buy the necessary equipment, and passed on to h i s daughter the 

spe c i a l knife that had been i n the family for over a century. In 

July 1982 they were granted an operating permit and were cleared 

by d i s t r i c t health a u t h o r i t i e s . 

Just as they were about to open for business, the family 

was n o t i f i e d by the department i n charge of c i v i c appearance 

(shirong guanli bumen) that they could operate a s t a l l only i n 

t h e i r small lane rather than i n a larger thoroughfare. Since 

t h i s would obviously r e s t r i c t t h e i r v i s i b i l i t y to p o t e n t i a l 
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customers, they appealed the r u l i n g three times before f i n a l l y 

obtaining permission to do business every evening a f t e r s i x 

o'clock at the entrance to the lane. They spent over 200 yuan 

bu i l d i n g an enclosed shop, but the same agency required them to 

spend another 200 yuan converting i t to an open-air s t a l l covered 

with an awning. They also had problems obtaining a r e l i a b l e 

source of supplies. The state-run slaughterhouse r e s t r i c t e d them 

to 200 i i n of meat per month. 6 5 Since on a good day they could 

go through t h i r t y or fo r t y j i n . L i was forced to spend h i s 

off-work time t r a v e l l i n g to peasant markets i n the f a r suburbs of 

B e i j i n g i n search of free-market mutton. 

Despite these setbacks the business was a success, and 

contributed s u b s t a n t i a l l y to the family income. In November 

1982, however, a cadre from the d i s t r i c t health s t a t i o n informed 

the L i family that i n order to conform to health regulations, 

they would have to have three separate workrooms—one for 

processing the raw meat, one for drying, and one for cooking. 

Since the e n t i r e family l i v e d i n two rooms, t h i s was an 

impossible demand to which they responded by r e l i n q u i s h i n g t h e i r 

business permit. 

At t h i s point the higher-level a u t h o r i t i e s (and the press) 

intervened. The p l i g h t of the L i family "came to the attention" 

of the head of the municipal industrial-commercial administration 

and the municipal government; one of the c i t y ' s vice-mayors 

personally exhorted the relevant departments to reform t h e i r 
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a t t i t u d e s . "Baishui Yangtou" was back i n b u s i n e s s — a winner i n 

the c o n f l i c t between high-level support and low-level obstruc

tionism i n the treatment of i n d i v i d u a l firms. 

This was c l e a r l y not an i s o l a t e d case even i n B e i j i n g . An 

a r t i c l e published i n Zhongguo Caimao Bao (Chinese Finance and 

Trade News) around the same time, discussing the general 

s i t u a t i o n of the i n d i v i d u a l economy i n the c a p i t a l , charged that 

"the municipality does not have a p o s i t i v e a t t i t u d e " towards the 

development of the i n d i v i d u a l economy." 6 6 The authors c i t e d the 

t o t a l absence of self-employed representatives i n the municipal 

or d i s t r i c t people's congresses and the people's p o l i t i c a l 

consultative congresses, and the lack of model workers for the 

i n d i v i d u a l sector. No-one was paying attention to admission of 

i n d i v i d u a l operators to the Party or Youth League. Formation of 

a municipal association of i n d i v i d u a l workers had been "brewing 

for a year without r e s u l t s . " The agency i n charge of c i v i c 

appearance i n the Fengtai d i s t r i c t (in the southern part of the 

c i t y ) had banned i n d i v i d u a l peddlers from i t s streets during 

recent high-level government meetings. In another d i s t r i c t , the 

same agency had removed advertisements of i n d i v i d u a l businesses 

from telephone poles, claiming that since telephone poles were 

state property, only state-run businesses could advertise on 

them. 

The a r t i c l e also charged that municipal regulations barred 

i n d i v i d u a l businesses i n B e i j i n g from operating on the twenty 

largest streets of the municipality, that many d i s t r i c t s of the 

c i t y had s i m i l a r regulations banning them from major thorough-
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fares, and that i n d i v i d u a l businesses were not permitted to trade 

on st r e e t s j o i n t l y managed by two departments. The previous 

A p r i l one large state-run clothing corporation had stopped paying 

pensions to r e t i r e d workers operating i n d i v i d u a l businesses, 

although t h i s contravened published municipal p o l i c y . One of the 

factory managers reportedly said "... even i f they were 

documents from the central government, we s t i l l would not pay!" 

Moreover, because they allegedly suffered from the 

" xred-eye sickness' of egualitarianism", cadres were finding 

ingenious excuses to extract "squeeze" from i n d i v i d u a l operators. 

A pavement shoe repair business located i n front of a state-run 

store was charged a "land sanitation tax" for use of the 

sidewalk. Some stree t o f f f i c e s were forcing i n d i v i d u a l business

es to take on employees (presumably of t h e i r choosing) and then 

c l o s i n g them down i f they refused to honour the "contracts" 

forced upon them. 

The supplementary regulations passed by the State Council 

i n A p r i l 1983 addressed these problems i n fa r stronger language 

than the o r i g i n a l regulations: 

The legitimate r i g h t s and interests of the i n d i v i d u a l 
i n d u s t r i a l and commercial households are protected by the 
state according to law, and no departments or units may 
in f r i n g e upon them. The in d i v i d u a l i n d u s t r i a l and commercial 
households may lodge complaints with the l o c a l people's 
governments or the people's governments at higher l e v e l s or 
they may bring s u i t s to the people's courts according to law 
against those who inf r i n g e upon t h e i r legitimate r i g h t s and 
i n t e r e s t s . 6 7 

As noted previously, the publication of these supplementary 

regulations was quickly followed by a crackdown on i l l e g a l 

economic practices which provided the opportunity for renewed 
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harassment of legitimate i n d i v i d u a l operations as well, the 

regulations notwithstanding. One of the most conspicuous cases 

occurred i n the Yangtze River port of Wuhan during the l a s t few 

months of 1983. 6 8 In a front-page a r t i c l e on December 30, 

Guancrminq Ribao reported that between September and December, 

over f i v e hundred i n d i v i d u a l businesses had been raided by l o c a l 

a u t h o r i t i e s i n charge of c i v i c appearance and t r a f f i c c o n t r o l . 

These licensed operators had had t h e i r licenses seized, s t a l l s 

dismantled and furnishings and equipment confiscated, some of i t 

never to be seen again. According to the c i t y ' s Administration 

of Industry and Commerce, 80 percent of these businesses operated 

from fi x e d locations which would have been approved—by the same 

agencies now attacking them—at the time the l i c e n s e was issued, 

therefore they could not have been "influencing urban appearance 

and t r a f f i c " as the authorities charged. They were forced to pay 

hefty fi n e s to get t h e i r licenses back. 

The report also charged that i n d i v i d u a l businesses had been 

singled out f o r sp e c i a l treatment. One self-employed photogra

pher, who was also a delegate to the national Communist Youth 

League Congress and a p r o v i n c i a l model worker, reported that at a 

p a r t i c u l a r l o c a t i o n only her camera and those of three other 

i n d i v i d u a l operators had been seized, while state-run photography 

stands had been l e f t alone. With the intervention of 

higher-level government cadres she got her camera back, but only 

a f t e r paying a storage fee. 
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Although these events took place i n the context of a 

nationwide crackdown on i l l e g a l practices by i n d i v i d u a l 

operators, the newspaper charged that the Wuhan au t h o r i t i e s had 

gone too f a r i n taking the law into t h e i r own hands, i n v i o l a t i o n 

of the c o n s t i t u t i o n and accepted adminstrative procedures. 

According to an e d i t o r i a l comment accompanying the report: 

This p r a c t i c e of wanton discrimination, censure, and attack 
against i n d i v i d u a l commercial enterprises, i s an objective 
manifestation of " l e f t " ideology. We hope that the relevant 
agencies i n Wuhan w i l l r e solutely handle t h i s matter, 
immediately restore licenses and equipment which were 
a r b i t r a r i l y seized, pay compensation for anything destroyed, 
and adopt r e a l i s t i c measures to uphold the l e g a l r i g h t s and 
int e r e s t s of i n d i v i d u a l commercial enterprises. 

Five days l a t e r , the newspaper announced that following i t s 

i n i t i a l report, the F i r s t Secretary of the Wuhan Party Committee 

made a telephone c a l l to the c i t y ' s mayor, i n which he reportedly 

said: 

We have to handle the c r i t i c i s m of news units c o r r e c t l y . I f 
the comrades i n charge of c i v i c appearance have a tendency to 
v i o l a t e law and d i s c i p l i n e , we have to make a thorough 
inv e s t i g a t i o n . We are the servants of the people, not t h e i r 
masters. What i f these i n d i v i d u a l firms had been our 
superiors, would we s t i l l have smashed t h e i r ovens? Are we 
or are we not supposed to be t r e a t i n g i n d i v i d u a l firms as 
equals to state-owned and c o l l e c t i v e enterprises? 

The F i r s t Secretary set up a meeting involving the heads of 

a l l d i s t r i c t s , the c i t y and d i s t r i c t departments i n charge of 

c i v i c appearance, and the head of the Administration of Industry 

and Commerce. They decided f i r s t that every d i s t r i c t would make 

sure that unjustly confiscated licences were returned before 6 

p.m. on January 4, with questionable cases turned over to the AIC 

for further i n v e s t i g a t i o n ; secondly that damaged t o o l s , 

furniture, and equipment would be returned or compensated; t h i r d , 
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that they would ensure that everyone involved be made aware of 

the e x i s t i n g p o l i c i e s protecting i n d i v i d u a l firms and "earnestly 

study and implement the relevant Party regulations and rules [so 

that] t h i s tendency to v i o l a t e law and d i s c i p l i n e would not be 

allowed to a r i s e i n the future"; and f i n a l l y that they would 

strengthen education and management of i n d i v i d u a l firms so that 

they would cooperate with the cadres i n charge of c i v i c 

appearance i n t h e i r legitimate work. 

Many of the c i t y ' s top o f f i c i a l s paid personal v i s i t s to 

in d i v i d u a l operators on New Year's Day, and on January 2 the c i t y 

government held a reception for representatives of the 

self-employed, i n which they " l i s t e n e d a t t e n t i v e l y and noted down 

the c r i t i c i s m s and recommendations of these i n d i v i d u a l operators, 

and instructed relevant departments then and there to investigate 

and come up with solutions." The c i t y ' s mayor "represented the 

c i t y government i n o f f e r i n g apologies to the i n d i v i d u a l firms 

that had sustained losses and inconvenience," and promised to do 

better i n the future. Then the leadership of the department i n 

charge of c i v i c appearance "made a sincere s e l f - c r i t i c i s m . " One 

of the i n d i v i d u a l operators who had been vict i m i z e d reportedly 

r e p l i e d that he appreciated the concern and support of the Party 

and government, and- that, 

... since we are the masters of the country, we have a 
r e s p o n s i b i l i t y to take care of ... c i v i c appearance. From 
now on, i n problems of c i v i c appearance, san i t a t i o n , and 
t r a f f i c , a l l the o f f i c e of c i v i c appearance has to do i s 
c l e a r l y explain the s i t u a t i o n and t h e i r requirements to us, 
and we w i l l c e r t a i n l y cooperate with [them] i n doing t h e i r 
job. 
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In a follow-up on January 9, Guancrminq Ribao reported that 

the a u t h o r i t i e s were busy carrying out the four points agreed 

upon i n the meeting the week before. A l l twenty-seven 

a r b i t r a r i l y confiscated licenses had been returned before the 

deadline, and seized or damaged property had e i t h e r been returned 

or compensation paid. The deputy head of Wuchang d i s t r i c t 

personally l e d a delegation of offending municipal employees on a 

v i s i t to Xu L i , the p r o v i n c i a l labour model whose camera had been 

seized. They apologized and refunded the "storage fees" they had 

charged f o r keeping her camera. 

Despite such kid-glove treatment by higher-level o f f i c i a l s , 

incidents such as these c l e a r l y had a serious impact on the 

success of i n d i v i d u a l businesses, as well as on the operators' 

confidence i n t h e i r future prospects. 

Bureaucratic R i g i d i t i e s 

I t must be admitted, however, that at times i t i s d i f f i c u l t 

to d i s t i n g u i s h deliberate harassment or discrimination against 

i n d i v i d u a l operators from various forms of r i g i d i t y i n 

bureaucratic structures b u i l t up during the decades of deliberate 

neglect of the i n d i v i d u a l economy. When an i n d i v i d u a l t a i l o r 

cannot get a s p e c i a l kind of thread, i s i t because the wholesale 

supplier simply refuses to s e l l i t to her, or because she can 

only buy t h i s p a r t i c u l a r thread with a special permit that a l l 

state-run or c o l l e c t i v e clothing f a c t o r i e s are issued as a matter 

of course, but that no-one has thought to issue to i n d i v i d u a l 

firms? In large part t h i s kind of problem a r i s e s from the fact 
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that f o r three decades there was a systematic attempt to do away 

with the sector, so that when the decision was made to revive i t , 

i t was i n the context of a system that quite l i t e r a l l y had no 

place to put i t . Bank accounts, c r e d i t arrangements, operating 

space, supply channels, even administrative systems, a l l had to 

be r e b u i l t from the bottom up. Even by the end of 1984 i t was 

c l e a r that the r e s u l t i n g systems and structures had some very 

serious d e f i c i e n c i e s . 

Very soon a f t e r the resurgence of the i n d i v i d u a l economy 

began i n earnest i n 1980, complaints began to surface which 

indicated that not enough attention had been paid to the 

p r a c t i c a l requirements of running a business. Since each 

l o c a l i t y was groping i t s way along i n the absence of c l e a r 

c e ntral regulations, there were large v a r i a t i o n s i n the way such 

matters as operating space, materials supply, and banking 

arrangements were being handled. Much of i t seemed to be done on 

an ad hoc basis. While some of the problems encountered by 

in d i v i d u a l firms may have been deliberate neglect or discrimina

t i o n , at l e a s t at the beginning many of them could c l e a r l y be 

att r i b u t e d simply to lack of advance planning. 

A l e t t e r to Zhongguo Qingnian Bao i n September 1980, 

headlined "The worries of self-employed youths," described the 

s i t u a t i o n i n Harbin, where licenses had already been issued to 

567 self-employed young peo p l e . 6 9 I t voiced three concerns: 

p o l i t i c a l l y ambitious self-employed youths had no way of 

p a r t i c i p a t i n g i n Youth League organizations; they weren't being 

allowed to take part i n technical upgrading courses organized by 
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the c i t y and d i s t r i c t s ; and they had problems obtaining materials 

and supplies f o r t h e i r businesses. A l l of these b a s i c a l l y came 

down to the fact that no-one had thought about the procedures 

necessary to enable i n d i v i d u a l operators to go about t h e i r 

business as could employees of state-run enterprises. E x i s t i n g 

procedures had been developed with state-run and c o l l e c t i v e units 

rather than i n d i v i d u a l s i n mind. 

The two areas where t h i s was most evident were material 

supplies and operating space. A major problem for i n d i v i d u a l 

businesses has been ensuring steady sources of supplies at 

reasonable p r i c e s . The l e t t e r c i t e d above expressed the 

often-voiced complaint that the state-run wholesale outlets had a 

p o l i c y of f i r s t supplying state-run enterprises, then c o l l e c 

t i v e s , and f i n a l l y i n d i v i d u a l businesses: "As a r e s u l t wholesale 

goods purchased by i n d i v i d u a l firms were very often of poor 

q u a l i t y and i n s u f f i c e n t quantity, so they had no other 

a l t e r n a t i v e than to spend more money to buy negotiated-price 

goods." According to a June 1981 report from B e i j i n g , a c e r t a i n 

kind of hairdressing used by barbers was sold state-run and 

c o l l e c t i v e barbers at three yuan a b o t t l e , and to i n d i v i d u a l 

firms at f i v e yuan. Some items could not be sold at a l l to 

i n d i v i d u a l s because there was no provision i n the s u p p l i e r s ' 

plans f o r such s a l e s . 7 0 

The operator of a b i c y c l e repair business i n B e i j i n g had 

trouble buying e s s e n t i a l spare parts: 
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Carrying a l e t t e r of introduction from the Administration of 
Industry and Commerce, he went to the commercial wholesale 
department, hoping to buy some screws and small f i t t i n g s for 
b i c y c l e s . The cadre at the wholesale department said, "We 
only take vouchers, we don't take cash, go back and s e t t l e 
t h i s with your d i s t r i c t . " He went to the d i s t r i c t r epair 
company material management o f f i c e , where he was t o l d "You 
want to buy materials? Even though you've got permission to 
run a r e p a i r stand, you've s t i l l got problems!" This 
i n d i v i d u a l firm could only go and buy parts at r e t a i l prices 
from a store, and then s e l l them at the o r i g i n a l p r i c e to the 
customer, not making any money for himself.' 1 

The basic administrative structures to handle such problems 

were put i n place by a series of State Council decisions which 

came out from l a t e 1980 through 1981, culminating i n the State 

Council's comprehensive regulations of July 1981 (summarized i n 

Chapter Three above.) Over the years a l l l o c a l i t i e s i n s t i t u t e d 

l o c a l measures which set up s p e c i f i c procedures for carrying out 

the new p o l i c i e s . 7 2 Nevertheless, reports published up to the 

end of 1984 continued to point to lack of adequate 

implementation. 

A report from Guangzhou i n June 1982 contained a t y p i c a l 

l i t a n y of complaints. I t noted that 30 percent of the i n d i v i d u a l 

businesses i n that c i t y had at one time or another suspended 

t h e i r operations. The major reason c i t e d (apart from complaints 

about excessive fees and fines) was the d i f f i c u l t y of finding 

s u i t a b l e operating premises: 

I t i s no longer permissible to set up stands along the 
sidewalks of f i r s t , second, and t h i r d c lass s t r e e t s . The 
o r i g i n a l stands are being readjusted and relocated. However, 
many of the relocated i n d i v i d u a l businesses have, fo r lack of 
better a l t e r n a t i v e s , moved into side streets and a l l e y s , [or] 
been forced to p u l l up stakes because of the lack of 
b u s i n e s s . 7 3 
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Other reasons f o r suspending business were d i f f i c u l t i e s i n 

obtaining f u e l , materials, and water and e l e c t r i c i t y i n s t a l l a 

t i o n s . 

While many of these problems are purely administrative, the 

f a c t that they have proven so d i f f i c u l t to solve does seem to 

indicate, as many c r i t i c s have charged, that administrative 

cadres dealing with i n d i v i d u a l firms, simply don't care enough to 

put much energy into helping them with these p r a c t i c a l 

d i f f i c u l t i e s . 

The discussion so f a r has demonstrated the strength and 

stubbornness of cadre antipathy toward the i n d i v i d u a l economy. 

The next section w i l l explore the reasons f o r the popularity of 

the "new footbinding." 

Where Do " L e f t i s t " Ideas Come From? 

In reports of incidents of harassment of i n d i v i d u a l firms, 

most of the blame has consistently gone to the b a s i c - l e v e l 

regulatory agencies and t h e i r cadres. Bureaucratic harassment i s 

generally portrayed as a manifestation of " l e f t i s m " (which, when 

enclosed i n quotation marks, refe r s to the now-discredited 

radicalism l e f t over from the period before 1978, generally 

associated with the nefarious influence of the Gang of Four.) 

For example, an o f f i c i a l of the General Administration for 

Industry and Commerce, i n an October 1982 interview, said the 

main reason for the "sluggish development" of the i n d i v i d u a l 

economy over the previous s i x months was " l e f t i s t ideology" which 

had "resulted i n the adoption of a series of discriminatory and 
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r e s t r i c t i v e measures." 7 4 About the same time, a long a r t i c l e i n 

the journal J ingj i Guanli (Economic Management), a f t e r describing 

the problems i n d i v i d u a l firms were having i n securing operating 

premises, supplies, etc., came to the same conclusion that: 

a f t e r a l l these problems have something to do with the 
views and cognition of the people, e s p e c i a l l y of some of the 
leading cadres ... Because they have been rather s e r i o u s l y 
affected by the " l e f t i s t " ideology, they have l i t t l e 
understanding of the l i n e , p r i n c i p l e s , and p o l i c i e s being 
implemented since the [Third Plenum]. Some regard the 
development of the in d i v i d u a l households as expedient ... 
Some even regard t h i s as a kind of "retrogression" with the 
r e s u l t that capitalism w i l l be developed. ... This i s the 
root of impediment to the development of the i n d i v i d u a l 
households. 7 5 

Even as l a t e as mid-1984, " l e f t i s m " had s t i l l not 

disappeared from the scene, i f a report from the Guizhou 

p r o v i n c i a l newspaper i s to be believed: 

the pernicious influence of " l e f t i s t " ideology has not 
yet been liqui d a t e d . ... The view i s also s t i l l held among 
cadres that "the in d i v i d u a l operators have reached the l i m i t s 
of t h e i r development," while a c t u a l l y a comparison with 
various other areas of our country reveals that the 
development ... i s s t i l l rather f a r away from i t s l i m i t s . ... 
I t i s therefore presently s t i l l necessary to l i q u i d a t e the 
pernicious " l e f t i s t " influences, to ra i s e the p o l i t i c a l 
status of the in d i v i d u a l ... operator and to encourage [them] 
to pursue t h e i r business a c t i v i t i e s courageously, expand 
business, and contribute to the "four modernizations. 1 , 7 6 

For outsiders, i t may sound s i m p l i s t i c a l l y dogmatic to 

at t r i b u t e o b s t r u c t i o n i s t cadre behaviour to nothing but residual 

" l e f t i s t " i n f l u e n c e s . 7 7 In the complex world of Chinese 

p o l i t i c s , however, the term has many connotations, which, 

moreover, can s h i f t with the p o l i t i c a l t i d e s . Since 1979 the 

term has been associated s p e c i f i c a l l y with the " r a d i c a l " ideas 

and practices associated with the "Gang of Four"; i t has 

therefore been applied to anyone opposed—for whatever 
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r e a s o n s — t o any aspect of the post-Mao reforms, by the leadership 

that i s responsible f o r those reforms. Although, as William A. 

Joseph has pointed out, "the Chinese view of what constitutes 

concrete manifestations of u l t r a - L e f t i s m i n ideology and 

policy-making p o l i t i c s has changed dramatically i n the early 

years of the post-Mao era," the basic idea s t i l l seems to 

correspond to the d e f i n i t i o n Mao offered i n h i s 1937 essay "On 

Contradiction": 

The thinking of " L e f t i s t s " o u t s t r i p s a given stage of 
development of the objective process; some regard t h e i r 
fantasies as truth, while others s t r a i n to r e a l i z e i n the 
present an i d e a l which can only be r e a l i z e d i n the future. 
They alienate themselves from the current p r a c t i c e of the 
majority of the people and from the r e a l i t i e s of the day, and 
show themselves adventurist i n t h e i r a c t i o n . 7 8 

A f t e r Deng Xiaoping regained h i s leadership p o s i t i o n , any 

l i n g e r i n g signs of " l e f t i s m " were thoroughly expunged from the 

o f f i c i a l ideology of the post-Mao p o l i t i c a l world. In a press 

that i s c o n t r o l l e d by the same leadership which conducted the 

purge, the opinions of " l e f t i s t s " were r a r e l y heard. The only 

clues to t h e i r thinking come from the attacks of t h e i r opponents. 
79 

Whatever term i s chosen to describe i t , however, there can 

be no doubt that since 1978 there has been considerable 

opposition, from the top ranks of the Party on downwards, to many 

of the reformist p o l i c i e s adopted by the post-Mao leadership. 

The following section w i l l f i r s t indicate and then explore i n 

more depth some of the sources of t h i s opposition. 
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F i r s t of a l l , i t may indeed be true that much of the 

resistance to the development of the i n d i v i d u a l economy has 

stemmed from genuine i d e o l o g i c a l conviction which has produced 

d i f f e r i n g ideas about how a s o c i a l i s t economy should be 

structured. Much of i t , however, obviously has roots other than 

a commitment on the part of cadres to egalitarianism or other 

supposedly " l e f t i s t " goals. In part i t would seem to come from a 

tension between those whose job i t i s to make p o l i c y , and those, 

p a r t i c u l a r l y at the l o c a l l e v e l , who are responsible for 

implementing i t . S i m p l i s t i c a l l y stated, where policy-makers (who 

are of course not a monolithic group themselves) tend to see the 

forest, the implementers see the trees, which do not always 

consist of healthy f o l i a g e . Furthermore, the higher up the 

policy-makers are, the less l i k e l y they are to see the problems 

at ground l e v e l . 

This might also be interpreted as a power c o n f l i c t between 

centre and l o c a l i t i e s — a t l e a s t some l o c a l i t i e s . I t i s quite 

obvious that some parts of the country, whether provinces or 

indvidual c i t i e s , have been much more active i n t h e i r promotion 

and support of the in d i v i d u a l economy than others. And even 

within provinces or c i t i e s , the agencies which tend to be the 

mouthpieces for central government p o l i c y (notably, the 

Administration of Industry and Commerce network) often seemed to 

be i n c o n f l i c t with those whose r e s p o n s i b i l i t i e s are more purely 

l o c a l . (See for example, the case of Wuhan discussed above.) 
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Apart from functional c o n f l i c t s such as these, for l o c a l 

cadres there are apparently two other basic sources of 

ambivalence or opposition to the i n d i v i d u a l economy: the 

p r a c t i c a l day-to-day headaches of supervising and c o n t r o l l i n g an 

economic sector consisting of a multitude of very small, 

dispersed, and often very informal operations, run by people who 

are almost by d e f i n i t i o n anti-bureaucratic; and cadres' fear and 

resentment at seeing t h e i r own power and i n t e r e s t s eroded by a 

group of unmanageable petty entrepreneurs, e s p e c i a l l y when t h e i r 

incomes i n many cases f a r exceed t h e i r own. Even at higher 

l e v e l s , the fear of luan (chaos) i s widespread; at lower l e v e l s 

i t appears to be endemic. 

I t w i l l be obvious that these are tentative propositions. 

A country as large and complex as China i s a tapestry i n which 

many strands of i n t e r e s t s , l o y a l t i e s , and commitments are 

interwoven. I t could very well be, for example, that much of 

what appears as h o s t i l i t y toward the i n d i v i d u a l economy i s 

a c t u a l l y something e l s e — a working-out of less public issues 

using a small and vulnerable sector as a convenient battleground. 

This having been said, the rest of t h i s section w i l l 

examine i n more d e t a i l some of the elements which most apparently 

contribute to cadre ambivalence or antipathy toward i n d i v i d u a l 

business. 

The f i r s t i s outright opposition to the current central 

p o l i c y of promoting the i n d i v i d u a l economy, among cadres who 

question the wisdom of developing a s i g n i f i c a n t private sector i n 

an economy that i s claimed to be " s o c i a l i s t " , i f one defines 
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socialism i n terms of central planning and public ownership. In 

t h i s view the development of the i n d i v i d u a l economy i s seen as a 

"retrogression" which leaves the door open fo r capitalism to 

re-emerge. As an a r t i c l e i n B e i i i n g Ribao pointed out i n the 

summer of 1980: 

At present, some cadres s t i l l f e e l : "Individual firms come 
under the category of private ownership, as s o c i a l i s t s what 
are we doing developing private ownership?" [Others say] " I f 
we make i t easy f o r them and allow them to become f a m i l i a r 
with the benefits [of private enterprise], won't t h i s j u s t 
shake the morale of s t a f f and workers of state and c o l l e c t i v e 
e n t e r p r i s e s ? " 8 0 

For cadres who feared f o r the future of the s o c i a l i s t economy, 

the s o l u t i o n to such problems as low productivity and 

i n e f f i c i e n c y i n the state sector was not to promote the private 

sector, but to improve the operations of state-run enterprises 

themselves. 

In an attempt to f i n d out j u s t how widespread views such as 

these were, researchers i n Harbin interviewed f o r t y cadres who 

had " d i r e c t contact with i n d i v i d u a l employment." 8 1 They found 

that t h e i r a ttitudes f e l l into three basic categories: only 

twelve (30 percent) were "strongly supportive"; eighteen (45 

percent) were "perfunctory or i n d i f f e r e n t " , and ten (25 percent) 

were "opposed" to the development of the i n d i v i d u a l economy as a 

channel for employment. 

The authors reported that cadres i n the second group " f e l t 

there was 'no great need' to open up avenues of self-employment, 

and that those who have dealings with i n d i v i d u a l firms are 
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x l o o k i n g for trouble.' But because there i s a c l e a r p o l i c y at 

higher l e v e l s , they cannot j u s t ignore i t , therefore they have 

adopted a perfunctory at t i t u d e . " 

The t h i r d group, those they believed were t r u l y opposed 

to the p o l i c y , "on the surface d i d not say c l e a r l y that they 

opposed i n d i v i d u a l employment, but from the way they enumerated 

the many * indictments' (zuizhuang) of i n d i v i d u a l employment, i t 

was c l e a r that deep down they opposed opening up avenues of 

self-employment." 

The conclusion of these authors was: 

... the crux of the problem i s that some cadres equate 
i n d i v i d u a l economy with capitalism. They f e e l that develop
ing the i n d i v i d u a l [economy] i s the same as developing 
privat e ownership, i t ' s something d i f f e r e n t from socialism, 
and has no p o s i t i v e r o l e to play with regards to socialism; 
i t breaks "the law," i t i s "regressive" and i t should not be 
supported. 

To some c r i t i c s , even a seemingly lenient attitude might be 

evidence of opposition i n disguise. One i n t e r e s t i n g commentary 

on problems of managing the i n d i v i d u a l economy, published i n 

Renmin Ribao i n the autumn of 1983 (at the height of the 

s p i r i t u a l p o l l u t i o n campaign), noted that opinion among "certain 

cadres" about the i n d i v i d u a l economy was sharply s p l i t between 

two "diametrically opposite" poles: "enthusiastic support" on the 

one hand and "deliberate opposition" on the other. Members of 

the second group, however, had s h i f t e d t h e i r t a c t i c s : 

At the beginning they openly locked horns with post-Third 
Plenum p o l i c i e s , at any rate they hated the mere sight of 
i n d i v i d u a l economy and did t h e i r best to suppress and hack at 
i t . Later on they f e l t i t was impossible to r e s i s t i t , so 
they simply turned a b l i n d eye, washed t h e i r hands of i t , and 
l e t i t run i t s course. No matter whether i t was tough 
opposition or weak support, the intention was to ensure that 
i t could not achieve r a t i o n a l existence and development. The 
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unhealthy elements that have emerged i n the process of 
r e s t o r a t i o n and development of the i n d i v i d u a l economy, are 
linked to t h i s l a i s s e z - f a i r e behaviour. 8 2 

Many cadres simply shared the widespread b e l i e f that, 

despite central-government statements to the contrary, promotion 

of the i n d i v i d u a l economy was nothing more than a p r o v i s i o n a l 

job-creation measure which could e a s i l y be reversed when 

conditions changed, or was part of a general package of reform 

which could disappear with a major change i n i d e o l o g i c a l 

o r i e n t a t i o n among the top leadership. E i t h e r way, any o f f i c i a l 

who appeared to be e n t h u s i a s t i c a l l y supporting the growth of the 

i n d i v i d u a l economy could l a t e r be made to s u f f e r f o r i t . As a 

r e s u l t , said one writer: 

In dealing with the [individual] economy, some leading 
departments refuse to act according to p o l i c y . There i s a 
tendency to act according to the "way the wind blows." They 
believe that the p o l i c y to permit the existence of the 
[individual] economy i s only an expedient measure. Therefore 
whenever the opportunity arises they make t r o u b l e . 8 3 

In terms of p o l i t i c a l s u r v i v a l , i f the p o l i c y d i d turn out 

to be nothing more than a temporary expedient, i t would be f a r 

safer to appear to have opposed i t from the beginning rather than 

r i s k eventually being l a b e l l e d a " c a p i t a l i s t - r o a d e r " for 

supporting private enterprise. A f t e r a l l , s i m i l a r p o l i c i e s had 

been adopted i n the past, and then reversed during subsequent 

r a d i c a l periods; L i u Shaoqi was not the only o f f i c i a l p u b l i c l y 

r e v i l e d during the c u l t u r a l revolution for h i s easy-going 

attitude toward private business i n the mid-1950s and early 

1960s. As one cadre said i n 1981, "I was c r i t i c i z e d during the 



363 

great c u l t u r a l revolution because I had developed i n d i v i d u a l 

households and now i t i s necessary to consider c a r e f u l l y i n 

developing such households." 8 4 

Apart from t h i s kind of p o l i t i c a l l y - b a s e d resistance, there 

are also more pragmatic reasons f o r cadre opposition to the 

in d i v i d u a l economy. On an operational l e v e l , the p r o l i f e r a t i o n 

of i n d i v i d u a l firms has meant a s i g n i f i c a n t loss of bureaucratic 

control over a large segment of the commercial economy, something 

which must be very disturbing to a large number of cadres who see 

t h e i r job as keeping a firm g r i p on the economic l i f e of the 

country. One factor that has been voiced repeatedly i s the fear 

of l u a n — d i s o r d e r or chaos. As the previous chapter has 

demonstrated, the p r o l i f e r a t i o n of m i l l i o n s of small, dispersed, 

often i t i n e r a n t operations has i n fact created vast administra

t i v e problems f o r understaffed regulatory agencies. In t h i s 

l i g h t i t seems s i g n i f i c a n t that so much of the harassment of 

in d i v i d u a l firms has apparently come, as i n the "Wuhan incident" 

from agencies i n charge of matters l i k e c i v i c appearance, t r a f f i c 

c o n trol, s anitation, market management, and taxation, that i s the 

"front l i n e " agencies which deal with i n d i v i d u a l firms on a d a i l y 

basis. 

Another very important source of cadre harassment of 

in d i v i d u a l firms has obviously been a very business-like desire 

amongst commercial cadres to c r i p p l e the competition. One of the 

stated purposes of promoting the in d i v i d u a l economy has been to 

create competition i n the marketplace, i n order to improve the 

performance and productivity of the publicly-owned sector. As 
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Chapter 1 indicated, i n the period under study, while the o v e r a l l 

volume of r e t a i l sales increased f o r the state-run and c o l l e c t i v e 

sectors as well as the i n d i v i d u a l economy, the l a t t e r experienced 

by f a r the most rapid absolute growth, and also the most rapid 

growth i n share of the market. Not a l l state-run enterprises or 

cadres involved i n commerce have taken kindly to the rapid 

erosion of t h e i r three-decade monopoly. As Solinger has aptly 

pointed out: 

Commerce i s the only economic sector i n which the cadres, 
s t a f f i n g t h e i r own separate ... business, have stood i n 
d i r e c t competition with the objects of governmental 
regulation, the private merchants. This r i v a l r y ... has 
remained important i n a l l subsequent interactions between the 
state commercial bureaucracy and the private sector. Driven 
by t h e i r o b l i g a t i o n to f u l f i l l state-designated quotas i n 
business volume, commercial cadres have generally been a 
potent force dedicated to the p o l i c i n g of private peddlers 
and other traders. ... 

The r e s u l t of t h i s contention has been that the cadres, 
s t r i v i n g to obtain for t h e i r organs (and ultimately f o r the 
state) the major share of the goods and of the commercial 
p r o f i t s accruing from the c i r c u l a t i o n of goods, have often 
t r i e d to eliminate and themselves replace the p r i v a t e sector. 
This i s the prime motive that fuels the p o l i c i n g approach to 
small t r a d e r s . 8 5 

While one may question whether competition i s the "prime 

motive" f u e l l i n g cadre harassment of i n d i v i d u a l firms, i t i s 

c e r t a i n l y an important one. Said a report on the Changsha 

"bowl-smashing incident", i n which the h o s t i l e actions of an 

employee of a state-run restaurant were supported by l o c a l 

cadres, 

... there i s the a l l e g a t i o n that allowing the operation of an 
i n d i v i d u a l l y owned catering service i s taking away business 
from the state-run restaurants. ... The correct steps to be 
taken by state-run enterprises under these circumstances 
should be to continue to improve t h e i r management and the 
q u a l i t y of t h e i r service and to better develop themselves 
through competition with o t h e r s . 8 6 
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There have been many other cases i n which d i s l i k e or fear 

of competition was a major factor f u e l i n g cadre harassment of 

i n d i v i d u a l firms. This came out very c l e a r l y i n the "Shazi 

Guazi" case (see Chapter S i x ) . In a s i m i l a r vein, B e i j i n g Ribao 

i n A p r i l 1981 reported a case where a state-run butcher shop used 

unscrupulous methods i n competing with an i n d i v i d u a l meat 

peddler. In a suburban market i n B e i j i n g , the peddler set up a 

stand across from the state-run food store, s e l l i n g fresh pork at 

a very s l i g h t l y lower p r i c e . The store's employees r e t a l i a t e d by 

s e t t i n g up a r i v a l stand s e l l i n g meat fo r a lower p r i c e s t i l l . 

A f t e r they succeeded i n d r i v i n g him away, they closed up t h e i r 

s t a l l and raised the p r i c e back to normal. The report noted that 

"cases l i k e t h i s of discriminating against i n d i v i d u a l [business

es] and elbowing aside c o l l e c t i v e s have also occurred i n the c i t y 

and other suburban d i s t r i c t s . " Once again, such behaviour was 

att r i b u t e d to l i n g e r i n g " l e f t i s t " i n f l u e n c e s . 8 7 

Apart from the concrete economic threat of competition, 

cadres involved i n commerce might also see the success of 

p a r t i c u l a r i n d i v i d u a l firms as an indictment of t h e i r own 

business a b i l i t i e s , or more generally, of s o c i a l i s t planning and 

administration. Alec Nove's observation about the almost-total 

p r o h i b i t i o n of private enterprise i n the Soviet Union has some 

relevance here: " I t i s thought to be highly objectionable i f 

private enterprise turns out to be very p r o f i t a b l e , although the 

s i z e of the p r o f i t i s usually a measure of the extent of the 

f a i l u r e of the o f f i c i a l d i s t r i b u t i o n network." 8 8 (The word 

"although," however, should probably be replaced by "because".) 
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As Nove goes on to point out, " I f the state-planned provision i s 

adequate, there i s usually no incentive for the 'privateer'." I t 

seems c l e a r that the p r o l i f e r a t i o n of i n d i v i d u a l enterprises i n 

c e r t a i n trades, and the phenomenal success of at l e a s t some 

in d i v i d u a l entrepreneurs, i s extremely embarrassing to cadres 

running p a r a l l e l enterprises i n the state sector. 

The conspicuous economic success of some i n d i v i d u a l 

businesses also fuels another source of cadre opposition to them: 

jealousy. One study referred to the "'red-eye sickness' of 

equalitarianism" as an important factor i n cadre at t i t u d e s . I t 

i s easy to imagine the resentment a l o c a l - l e v e l cadre on an 

income of perhaps s i x t y yuan a month might f e e l toward some 

stall-owner earning several times h i s or her salary, p a r t i c u l a r l y 

i f that stall-owner i s dodging taxes or otherwise f l o u t i n g the 

law. A f t e r the Changsha bowl-smashing incident, cadres reported

l y t o l d Xinhua reporters: "The money we earn i s turned over to 

the state, but the in d i v i d u a l firms' earnings l i n e t h e i r own 

pockets; they fatten themselves up while starving the state." As 

one B e i j i n g restaurant owner b l i t h e l y pointed out to a B e i i i n g  

Review reporter, "My pay i s higher than that of our mayor." 8 9 

I t should also be remembered that during the period under 

study, cadres themselves were the target of a r e c t i f i c a t i o n 

campaign that h i t both party and government from 1978 onwards. 9 0 

In part an e f f o r t to remove p o l i t i c a l l y undesirable cadres, 

e s p e c i a l l y those who advanced t h e i r careers during the c u l t u r a l 

revolution period, the move was also designed to curb corruption, 

reorganize and r a t i o n a l i z e the government and party bureaucracy, 
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and reform the personnel system. The l a t t e r was intended to 

r a i s e the l e v e l of professional s p e c i a l i z a t i o n , promote 

recruitment on the basis of competence rather than p o l i t i c a l 

r e l i a b i l i t y , nepotism, or cronyism, and make room fo r the 

promotion of younger cadres. There have also been some e f f o r t s 

to introduce r e s p o n s i b i l i t y systems fo r cadres. 

At the same time, the reforms also coincided with a trend 

toward bureaucratic decentralization. The General Administration 

of Industry and Commerce, responsible for the o v e r a l l supervision 

and administration of the i n d i v i d u a l economy, was involved i n a 

1982 r e s h u f f l e of organizations under the d i r e c t control of the 

State C o u n c i l . 9 1 I t i s easy to imagine that the cadres i n that 

agency or i t s l o c a l branches were worried about hanging on to 

t h e i r jobs. The e f f e c t of t h e i r own i n s e c u r i t y on t h e i r 

treatment of i n d i v i d u a l operators would be hard to calculate, but 

i t would be s u r p r i s i n g i f there had been no impact at a l l . 

Likewise, l o c a l cadres i n agencies with day-to-day dealings with 

i n d i v i d u a l firms might also have been h i t by purges or 

reorganization that l e f t them with negative feelings about the 

post-Mao reforms i n general, which could e a s i l y be taken out on 

i n s i g n i f i c a n t and powerless private operators. 

Some of the apparent c o n f l i c t between centre and l o c a l i t i e s 

over treatment of the i n d i v i d u a l economy might also have had i t s 

source i n the move to decentralize the bureaucracy. According to 

Morgan, 
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Under decentralization, l o c a l units have to r e l y on t h e i r own 
resources to meet many administrative expenses but at the 
same time have greater freedom to a l l o c a t e t h e i r resources to 
t h e i r best i n t e r e s t s . I t i s d i f f i c u l t for the center to 
obtain compliance from the lower-level functionaries i f 
cent r a l p o l i c y should c o n f l i c t with l o c a l i n t e r e s t s . 9 2 

F i n a l l y , i t should be obvious that most of the reported 

incidents of harassment of in d i v i d u a l firms were committed by 

b a s i c - l e v e l cadres at the l o c a l l e v e l . Many writers have noted 

the general problem Harry Harding i d e n t i f i e s as "noncompliance, 

sluggish compliance, or p a r t i a l compliance with c e n t r a l 

d i r e c t i v e s " by such cadres, which he says has tended to occur 

"when p o l i c y d i r e c t i v e s were vague, p a r t i c u l a r l y i n periods of 

l i b e r a l i z a t i o n , consolidation, or retrenchment." At such times 

(for example, i n the early 1960s a f t e r the Great Leap Forward) 

"central leaders c a l l e d f or a retreat from the u n r e a l i s t i c 

p o l i c i e s of the preceding campaign, but they gave few cl e a r 

guidelines as to how fa r that retreat should proceed. Not 

su r p r i s i n g l y , the responses of lower-level o f f i c i a l s sometimes 

went beyond what central leaders were prepared to t o l e r a t e . " 9 3 

Compliance problems have also occurred, according to 

Harding, "when there was serious d i v i s i o n over p o l i c y among the 

cent r a l e l i t e , " and cadres knew "that i t would be r e l a t i v e l y safe 

to ignore unpopular d i r e c t i v e s or to implement them i n an 

unenthusiastic manner." Similar problems have occurred "when the 

program i n question ran counter to bureaucratic i n t e r e s t s . 1 , 9 4 

Since a l l these conditions were present to some extent i n the 
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period under study, i t i s not su r p r i s i n g that many b a s i c - l e v e l 

cadres would react by undercutting a p o l i c y f o r which they may 

have had no p a r t i c u l a r a f f e c t i o n . 

David Zweig has examined the patterns of opposition and 

support of b a s i c - l e v e l r u r a l cadres toward the a g r i c u l t u r a l 

r e s p o n s i b i l i t y systems introduced a f t e r 1978, and has come up 

with some conclusions that might be applicable here as well. 

F i r s t of a l l , he says, some cadres were opposed for i d e o l o g i c a l 

reasons to p o l i c i e s which would promote income d i s p a r i t i e s among 

the r u r a l population. But "the major determinant of the ebb and 

flow of t h i s p o l i c y has been how i t has affected the economic and 

p o l i t i c a l i n t e r e s t s of the peasants, middle-level bureaucrats and 

central e l i t e s . " 9 5 

The worst c u l p r i t s , according to Zweig, have been 

middle-level bureaucrats at the l o c a l l e v e l (province and below) 

and l o c a l brigade leaders: 

In the early stages of reform these leaders were a f r a i d to 
implement the new incentives because i n the future such 
p o l i c i e s might again be c a l l e d " c a p i t a l i s t . " P a r t i c u l a r l y i n 
l o c a l i t i e s heavily influenced by r u r a l l e f t i s m , l o c a l leaders 
remembered that they had been c r i t i c i z e d recently for merely 
thinking of using them. ... As the reformist f a c t i o n 
consolidated power, l o c a l bureaucrats grew more convinced 
that they would not be c r i t i c i z e d for following the 
" c a p i t a l i s t road" i f they implemented more advanced systems 
of r e s p o n s i b i l i t y . Nonetheless, because the p o l i c y c o n f l i c t 
ed with t h e i r personal inter e s t s , middle-level bureaucrats 
continued to oppose these changes. 9 6 

He also notes that the reforms were most successful where 

"pressure from above met with support from below, squeezing the 

middle-level bureaucrats who may have opposed the p o l i c y . " 9 7 

Much the same seems to have occurred with the i n d i v i d u a l economy, 
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where pressure from high-level administrators combined with 

a g i t a t i o n from i n d i v i d u a l operators, forcing middle-level 

bureaucrats at the l o c a l l e v e l to keep t h e i r cadres i n l i n e . 

F i n a l l y , note should be made of a very general but uneven 

tendency toward l o c a l autonomy i n Chinese p o l i t i c s . Many writers 

have discussed the " c e l l u l a r " structure of the Chinese economy 

and administration, p a r t i c u l a r l y at the p r o v i n c i a l l e v e l , at 

various periods. Although there has been much controversy over 

t h i s proposition, i t seems that the t r a d i t i o n of l o c a l autarky, 

reinforced by China's s i z e , complexity, and l o c a l d i v e r s i t y , has 

meant that since 1949 (as well as before), there has been 

considerable v a r i a t i o n i n the way i n which central p o l i c i e s have 

been implemented i n d i f f e r e n t l o c a l i t i e s . Certain trends toward 

bureaucratic decentralization at various times such as 1957-58 

and a f t e r 1978 have reinforced t h i s tendency. To see what 

s p e c i f i c e f f e c t t h i s has had on treatment of i n d i v i d u a l 

enterprises, of course, would require d e t a i l e d empirical study at 

the l o c a l l e v e l , which i s unfortunately beyond the scope of the 

current study. 

To conclude, then, so-called " l e f t i s t " practices i n the 

treatment of the i n d i v i d u a l economy a c t u a l l y come from many 

d i f f e r e n t sources. Genuine radicalism should not be discounted, 

but as the foregoing discussion indicates, i t must be balanced 

against other considerations, e s p e c i a l l y the p r i o r i t i e s and 

int e r e s t s of the cadres and agencies concerned. 
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H i s t o r i c a l Roots of Ambivalence Toward the Individual Economy 

Harassment of i n d i v i d u a l operators, discrimination and 

neglect, can only be p a r t i a l l y accounted f o r by the explanations 

outlined above. Underlying these proximate causes are attitudes 

which apparently go much deeper than parents' p r a c t i c a l concerns 

about t h e i r children's or t h e i r own future security, or cadres' 

i n c l i n a t i o n to crush competition i n business, or the fears of 

" l e f t i s t s " about the p o s s i b i l i t y of c a p i t a l i s t r e s t o r a t i o n . What 

seems to give these fears and concerns t h e i r strength i s the fact 

that the lessons learned from the harsh treatment of the 

in d i v i d u a l economy a f t e r 1949 are reinforced by the convergence 

of two separate streams of thinking about petty commerce, one 

"Chinese" and one "Marxist." Ambivalence about commerce i n 

general and petty commerce i n p a r t i c u l a r can be found i n both 

t r a d i t i o n s . For Marxists there i s the added dimension of 

negative attitudes toward private trade i n s o c i a l i s t economies. 

Together with the v i c i s s i t u d e s of the i n d i v i d u a l economy up to 

the end of the c u l t u r a l revolution decade, these ideas provide a 

seemingly unshakeable foundation for prejudice against 

small-scale private trade i n post-1978 China. 

The Individual Peddler i n T r a d i t i o n a l China 

I t i s frequently noted by hi s t o r i a n s that i n the s o c i a l 

structure of " t r a d i t i o n a l " China, merchants (shang) ranked at the 

bottom of the i d e a l i z e d s o c i a l scale. At the top were the 

s c h o l a r - o f f i c i a l s ( s h i ) , followed by farmers (nonq) and artisans 
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(gong). At i t s lower end the shanq category merged with a 

stratum that was simply outside society, including actors, 

beggars, p r o s t i t u t e s , and yamen runners. However, there are 

several reasons why t h i s i d e a l i z e d hierarchy should be seen as 

j u s t that. The very passage i n the Kuan-tzu (a c o l l e c t i o n of 

writings a t t r i b u t e d to a minister of the state of Qi i n the 7th 

century B.C.) which introduced t h i s hierarchy introduced a note 

of ambivalence by explaining that "these four [classes of] people 

are the stone [foundation] of the s t a t e . " 9 8 

Nevertheless, the f i r s t discussions about merchants during 

the Warring States period (403-221 B.C.), according to Chan, 

"generally agreed that merchants should be disesteemed because 

they were non-productive and p a r a s i t i c . " Morover, i n a 

fundamentally agrarian society, 
Merchants were suspect because t h e i r ways were so d i f f e r e n t 
from the farmers'. Because of h i s mobility, a merchant 
tended to pick up strange ideas from faraway places. 
Furthermore, h i s functions put him i n contact with a wide 
va r i e t y of s o c i a l groups within the community, ... He even 
communicated with foreigners and strangers. With h i s varied 
experience, he was more l i k e l y to question the ways i n which 
h i s own society was run and controlled and to have le s s 
respect f o r the agrarian s o c i a l e l i t e . Hence, the merchant 
by d e f i n i t i o n was l i k e l y to i n c i t e d i s t u r b a n c e s . 9 9 

Hence as early as the Han dynasty, sumptuary laws were 

passed to r e s t r i c t the luxuries allowed to wealthy merchants and 

state control was imposed over t h e i r most p r o f i t a b l e l i n e s of 

b u s i n e s s . 1 0 0 Similar r e s t r i c t i o n s persisted through succeeding 

dynasties although they were gradually relaxed as merchants and 

trade came to enjoy a more important and respected place i n 

society. There was considerable room for s o c i a l mobility, with 
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wealth as the veh i c l e . Rich merchants could buy t h e i r way into 

the l i t e r a t i , or place at l e a s t one of t h e i r sons into i t through 

the examination system. Although at various times o f f i c i a l s were 

prohibited from engaging i n trade, many d i d so nevertheless, 

through agents or using assumed names, and gradually t h i s became 

a more accepted p r a c t i c e . 1 0 1 

Moreover, many quotations from c l a s s i c a l works can be found 

which argue the importance of commerce i n assuring the well-being 

of the nation. The Cl a s s i c s (a body of writings dating back to 

the ninth to s i x t h centuries B.C., which formed an important part 

of the textual foundation of Confucian s t a t e c r a f t and as such 

were transmitted from one generation of s c h o l a r - o f f i c i a l s to the 

next through the bureaucratic examination system), had a 

generally favorable view of commerce. However i t was shared only 

p a r t i a l l y by l a t e r writers such as Mencius and Hsun-tzu. Says 

Metzger, "these founding fathers of Confucianism had an outlook 

which gradually became the orthodox one i n imperial China, namely 

that commerce has both desirable and undesirable f o r m s . " 1 0 2 In 

t h i s orthodox view, commerce was necessary to the smooth 

functioning of the economy, but merchants' a c t i v i t i e s had to be 

c a r e f u l l y monitored: "The o f f i c i a l s ' basic attitude toward 

commerce was not that i t was a necessary e v i l but that i t was a 

necessary good l i k e l y to turn e v i l unless properly c o n t r o l l e d . " 

103 Thus very early on, ambivalence became the hallmark of 

o f f i c i a l attitudes and treatment toward merchants. 
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In part t h i s was because, whatever the private thoughts of 

o f f i c i a l s might have been, they needed the merchants, e s p e c i a l l y 

the r i c h ones. Several authors have written of the "co-optation" 

of merchants by the state to maintain state control of key 

sectors of the economy. The s a l t monopoly, f o r example, was 

a c t u a l l y operated by wealthy and powerful merchants rather than 

state functionaries, whose ro l e was to supervise and to make sure 

the merchants' i n t e r e s t s were not served at the expense of either 

the state or the p e o p l e . 1 0 4 At the same time, as Susan Mann has 

pointed out, 

I t was the wealthy merchants—particularly s a l t mer
chants—who bore the brunt of discrimination fostered by the 
f o u r f o l d ranking system. They were the ones vulnerable to 
charges that they p r i v a t i z e d public wealth f o r s e l f i s h ends. 
And of course i t was they who controlled many of the 
resources the state sought for "public" purposes. Therefore 
o f f i c i a l ideology, though straightforward on the hierarchy of 
values i n the p o l i t i c a l economy:—farming was the root, 
commerce the "branch t i p s " of the state—accomodated the many 
c o n f l i c t i n g r o l e s implied by "merchant" status. Commerce, 
l i k e the merchant, was acknowledged to be e s s e n t i a l to the 
functioning of the agrarian p o l i t y as a w h o l e . 1 0 5 

A somewhat d i f f e r e n t attitude, however, developed toward 

small-scale merchants and peddlers. Within the shang category 

there were d i s t i n c t i o n s based on wealth and on scale of 

operations. Eberhard writes that "there has always been i n China 

a d i s t i n c t i o n between the small pedlar or the small grocer i n a 

shack on a str e e t corner, and the big businessmen. Often, the 

former were not even c l a s s i f i e d as shang, being e s s e n t i a l l y 

farmers s e l l i n g t h e i r produce as a s i d e l i n e . " 1 0 6 

Likewise, the treatment they received from the state was 

s i m i l a r to that accorded to farmers. According to Mann, 
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In p r a c t i c e ... the claims to p a r t i c i p a t i o n i n and control 
over the resources of the commonweal represented by each of 
the "four peoples" were very d i f f e r e n t , and were not 
represented accurately i n a simple ranking system. For 
example, i n government documents, small traders, shopkeepers, 
peddlers, and household handicraft workers—though nominally 
c l a s s i f i e d as "merchants" or "artisans"—were accorded the 
protective and p a t e r n a l i s t i c treatment generally reserved for 
"peasants. 1 1 

Furthermore, says Mann, state p o l i c i e s on trade 

... aimed not at improving the status of merchants, but at 
preserving the agrarian s o c i a l order. Traders were i n t e g r a l 
parts of t h i s order only insofar as they were able to shun 
the sphere c a l l e d profit-seeking ( l i ) . Although petty 
traders and peddlers escaped the state's c a r e f u l scrutiny of 
commercial p r o f i t , businessmen of means were squarely 
targeted by i t . 1 0 7 

There were p r a c t i c a l as well as i d e o l o g i c a l reasons why 

petty traders and artisans escaped close supervision. Clearly, 

China's vast s i z e and large population alone would have precluded 

the p o s s i b i l i t y of bureaucratic supervision of every aspect of 

economic a c t i v i t y . For the most part, d i r e c t bureaucratic 

control only extended to the l e v e l of the county, below which the 

r e s p o n s i b i l i t y f or overseeing the day-to-day matters of 

administration f e l l to the l o c a l gentry who, even i f they had no 

o f f i c i a l p o s i t i o n , were incorporated i d e o l o g i c a l l y into the 

r u l i n g stratum by means of the examination system. Even urban 

merchants were to a large extent s e l f - r e g u l a t i n g through the 

g u i l d system. But the smaller traders and artisans, l i k e the 

m i l l i o n s of peasants engaged i n agriculture, b a s i c a l l y c a r r i e d on 

t h e i r day-to-day a c t i v i t i e s with l i t t l e d i r e c t supervision or 

cont r o l . 
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In h i s study of the s a l t monopoly, for example, Metzger 

points out that the s a l t yards had separate markets f o r peddlers 

where no formal taxes were levied, although s a l t that was to be 

shipped e i t h e r short or long distances was heavily taxed: "The 

p r i n c i p l e behind t h i s d i v i s i o n was that of segregating markets 

according to the ease with which they could be pol i c e d and 

thereby made to absorb l e g a l s a l t . " 1 0 8 Mann, writing about petty 

traders i n general, says that 

... not a l l merchants joined to form g u i l d organizations, 
and not a l l attracted the attention of the government. Most 
peddlers, brokers, and vendors operated on a scale too small 
to warrant the costs of tracking down and taxing t h e i r 
assets. They not only slipped through the state's net 
e n t i r e l y , but were even accorded some of the protection 
generally reserved f o r t h e i r counterparts i n the agrarian 
sector, the peasants. Some of these petty traders (xiaofan) 
were employed by, or belonged to, larger business 
organizations or corporations, but most d i d not. Where 
in d i v i d u a l entrepreneurs were confronted with taxation by the 
state, they often simply f l e d i n search of tax-free areas 
where they could work unencumbered by tax c o l l e c t o r s . 1 0 9 

For t h i s and other reasons, small peddlers, e s p e c i a l l y 

i t i n e r a n t ones, were often regarded with suspicion. One writer 

notes that because of t h e i r i d e n t i f i c a t i o n with the lowest 

stratum of Chinese society, small peddlers and i t i n e r a n t artisans 

were vulnerable to heterodox ideas which had at various times 

helped to topple r u l i n g dynasties: 

Generally, Confucian doctrine demanded a maximum of producing 
peasants and tolerated only a t h e o r e t i c a l minimum of artisans 
and merchants. Although the l a t t e r two elements were s t i l l 
considered a part of legitimate society, the poorer 
members—small i t i n e r a n t craftsmen, vendors, peddlers, etc. 
—ten d e d to be lumped together i n the Confucian mind with the 
followers of such despised occupations as begging, acting, 
musicianship, p r o s t i t u t i o n , or yamen-running. These l a t t e r 
occupations were outside of legitimate society; i n fa c t , 
those engaging i n them constituted something close to 
hereditary c a s t e s . 1 1 0 
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And yet the image of the prosperous Chinese c i t y would not 

be complete without a generous number of peddlers and traders, 

small food s t a l l s , restaurants, teashops and wineshops, i t i n e r a n t 

f i x e r s of pots and grinders of blades. Chinese society was 

thoroughly commercialized by the Song dynasty, and the commercial 

v i t a l i t y of the c i t i e s was remarked upon by contemporary 

observers such as Marco Polo. The importance of small commercial 

enterprises and services i n the urban scene i s v i v i d l y 

i l l u s t r a t e d i n a famous Song painting of the scene along the 

r i v e r s i d e i n Kaifeng, which was the s i t e of the northern Song 

c a p i t a l before the Mongol invasion. Set at the height of the 

c i t y ' s prosperity, i t indicates that "the greatest portion of the 

population embraced the countless middle and small merchants, 

handicraftsmen, stall-keepers, peddlers, laborers, porters, 

servants, slaves, singers, s t o r y - t e l l e r s , p r o s t i t u t e s , tramps, 

vagabonds, beggars and the r e s t . " 1 1 1 

To summarize, the p o s i t i o n of small peddlers and artisans 

i n t r a d i t i o n a l Chinese society bore many resemblances to more 

recent times. The larger merchants were generally to be trusted; 

t h e i r economic i n t e r e s t s e a s i l y meshed with those of the state 

and i t s o f f i c i a l s , they were e a s i l y incorporated into the r u l i n g 

ideology of the scholar-gentry class, and t h e i r economic 

a c t i v i t i e s were necessary to the s t a b i l i t y and well-being of the 

state. Small traders, on the other hand, were close to the 

lowest stratum of society. They were d i f f i c u l t to tax and 

presented a threat to s o c i a l control. Their contribution to the 

v i t a l i t y of the national economy was enormous, but t h e i r 
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contribution to the actual c o f f e r s of the state was minimal, 

while the costs of supervising them even nominally was beyond the 

c a p a b i l i t i e s of the state administrative network. For these 

reasons, they were simultaneously tolerated and mistrusted. 

Early Marxist Views of Petty Trade 

The t r a d i t i o n a l ambivalence toward commerce, and e s p e c i a l l y 

toward small merchants, peddlers and the l i k e , meshed neatly with 

the dim view of t h i s sector taken by the founding fathers of 

Marxism. Solinger has summed up Marx's view of commerce: " F i r s t , 

h i s perceptions of i t were l a r g e l y negative; second, he saw i t as 

c l o s e l y linked to c a p i t a l i s t society and so presumed i t would 

vanish when capitalism did; and t h i r d , he believed that when the 

market was gone, i t would be replaced by a planned organization 

of the economy, although he was vague as to j u s t when and under 

what conditions t h i s t r a n s i t i o n would happen." 1 1 2 

Engels had some pointed remarks about the h i s t o r i c a l r o l e 

of merchants. He wrote i n The Origin of the Family. Private 

Property. and the State that, along with the h i s t o r i c a l 

development of d i v i s i o n of labour and production of goods 

s p e c i f i c a l l y as commodities for exchange, 

... a c l a s s appears for the f i r s t time which, without taking 
any part i n production, captures the management of production 
as a whole and economically subjugates the producers to i t s 
r u l e ; a c l a s s that makes i t s e l f the indispensable 
intermediary between sets of two producers each and e x p l o i t s 
them both. ... A class of parasites ar i s e s , genuine s o c i a l 
sycophants, who, as a reward for very i n s i g n i f i c a n t r e a l 
services, skim the cream o f f production at home and abroad, 
r a p i d l y amass enormous wealth and corresponding s o c i a l 
influence, and for t h i s very reason are destined to reap ever 
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new honours and gain increasing control over production 
during the period of c i v i l i s a t i o n , u n t i l they at l a s t create 
a product of t h e i r own—periodic commercial c r i s e s . 1 1 3 

Petty commerce, however, was destined f o r a somewhat 

d i f f e r e n t fate. The Communist Manifesto says that with the 

increasing enrichment of the bourgeoisie, small traders and 

artisans would gradually become candidates for the p r o l e t a r i a t : 

The lower s t r a t a of the middle c l a s s — t h e small tradespeople, 
shopkeepers, and r e t i r e d tradesmen generally, the handi
craftsmen and p e a s a n t s — a l l these sink gradually into the 
p r o l e t a r i a t , p a r t l y because t h e i r diminutive c a p i t a l does not 
s u f f i c e for the scale on which Modern Industry i s c a r r i e d on, 
and i s swamped i n the competition with the large c a p i t a l i s t s , 
p a r t l y because t h e i r s p e c i a l i s e d s k i l l i s rendered worthless 
by new methods of production. Thus the p r o l e t a r i a t i s 
re c r u i t e d from a l l classes of the p o p u l a t i o n . 1 1 4 

But as part of the petty bourgeoisie, the small merchants 

were dubious candidates as revolutionary a l l i e s f o r the workers. 

F a l l i n g somewhere between the " r e a l " bourgeoisie and the 

p r o l e t a r i a t , with t h e i r very existence threatened by the r i s e of 

the bourgeoisie, t h e i r interests could be expected to coincide 

with those of the workers. Yet, according to Marx and Engels, 

The lower middle cla s s , the small manufacturer, the 
shopkeeper, the ar t i s a n , the peasant, a l l these f i g h t against 
the bourgeoisie, to save from extinc t i o n t h e i r existence as 
f r a c t i o n s of the middle c l a s s . They are therefore not 
revolutionary, but conservative. Nay more, they are 
reactionary, for they t r y to r o l l back the wheel of hist o r y . 
I f by chance they are revolutionary, they are so only i n view 
of t h e i r impending transfer into the p r o l e t a r i a t , they thus 
defend not t h e i r present, but t h e i r future i n t e r e s t s , they 
desert t h e i r own standpoint to place themselves at that of 
the p r o l e t a r i a t . 1 1 5 

For Lenin, who unlike Marx and Engels a c t u a l l y engineered a 

revolution,.the petty bourgeoisie were even more untrustworthy. 
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Although h i s views on the subject w i l l be discussed i n more 

d e t a i l i n Chapter 7, one p a r t i c u l a r statement i s worth repeating 

here: 

They surround the p r o l e t a r i a t on every side with a 
petty-bourgeois atmosphere, which permeates and corrupts the 
p r o l e t a r i a t , and constantly causes among the p r o l e t a r i a t 
relapses into petty-bourgeois spinelessness, disunity, 
individualism, and alternating moods of exalt a t i o n and 
dejection. ... I t i s a thousand times easier to vanquish the 
ce n t r a l i s e d b i g bourgeoisie than to "vanquish" the m i l l i o n s 
upon m i l l i o n s of petty proprietors; however, through t h e i r 
ordinary, everyday, imperceptible, elusive and demoralising 
a c t i v i t i e s , they produce the very r e s u l t s which the 
bourgeoisie need and which tend to restore the bourgeoisie. 116 

I t was t h i s view that dominated p o l i c i e s toward the 

in d i v i d u a l economy i n China up to the end of the c u l t u r a l 

revolution decade, with an e f f e c t that has been d i f f i c u l t to 

eradicate. 

Mao on the Individual Economy 

The confluence of "Chinese" and "Marxist" attitudes toward 

petty commerce i s r e f l e c t e d i n one of the key h i s t o r i c a l 

documents of the Chinese revolution, Mao Zedong's 1926 analysis 

of the cl a s s structure of Chinese s o c i e t y . 1 1 7 Here Mao, l i k e 

Lenin, was concerned with the revolutionary p o t e n t i a l of the 

various classes. Mao s p l i t the groups which together comprise 

the i n d i v i d u a l economy into two classes. Small merchants and 

master handicraftsmen were grouped together with owner-peasants 

and the lower ranks of the i n t e l l i g e n t s i a as "petty bourgeois". 

Their r e l i a b i l i t y depended larg e l y on whether they were making 
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money or not, but i n general and e s p e c i a l l y i n times of c r i s i s 

Mao was confident that they would throw i n t h e i r l o t with the 

revolution. 

The r e s t — s m a l l handicrafts producers and peddlers—were 

c l a s s i f i e d as "semi-proletariat", along with semi-owner peasants, 

poor peasants, and shop assistants. The small handicrafts 

producers were included, said Mao, 

... because, though they own some simple means of production 
and moreover are self-employed, they too are often forced to 
s e l l part of t h e i r labour power and are somewhat s i m i l a r to 
the poor peasants i n economic status. They f e e l the constant 
pinch of poverty and dread of unemployment ... 

Peddlers were i n a s i m i l a r s i t u a t i o n : 

... whether they carry t h e i r wares around on a pole or set up 
s t a l l s along the street, [they] have t i n y funds and very 
small earnings, and do not make enough to feed and clothe 
themselves. Their status i s roughly the same as that of the 
poor peasants, and l i k e the poor peasants they need a 
revolution to change the e x i s t i n g state of a f f a i r s . 

Thus fo r Mao, while hawkers, peddlers, and small 

handicrafts producers were to be trusted unconditionally, small 

shopkeepers and master handicraftsmen were a l e s s dependable 

group who, without supervision and/or appeasement, might be 

tempted to throw i n t h e i r l o t with the bourgeoisie. But on the 

whole, while the "leading force" of the revolution was the 

i n d u s t r i a l p r o l e t a r i a t , "our closest friends are the e n t i r e 

semi-proletariat and petty bourgeoisie." 

At the same time, however, a basic mistrust of trade was 

r e f l e c t e d i n many of the early p o l i c i e s of the P.R.C, including 

the wufan ( f i v e anti) campaign of the mid-1950s which h i t at 

malpractices i n c a p i t a l i s t industry and commerce. As well, 
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statements on the e v i l s of p a r a s i t i c "consumer c i t i e s " (as 

opposed to "producer c i t i e s " ) tended to reinforce the idea that 

urban commerce was on the whole an undesirable a c t i v i t y . Petty 

commerce was tolerated f o r the time being, but as we have seen, 

the general attitude toward i t gradually deteriorated. For Mao 

as f o r Marx, Engels, and Lenin, among others, the ultimate aim of 

the s o c i a l i s t state, at l e a s t i n theory, was to eliminate private 

commerce altogether and replace i t with some sort of bureaucratic 

a l l o c a t i o n system which might or might not r e t a i n market 

mechanisms. Early PRC p o l i c i e s toward commerce r e f l e c t e d these 

aims and served to underscore the ultimate fate of the i n d i v i d u a l 

economy. 

Conclusion 

To conclude, h o s t i l i t y and s u s p i c i o n — o r at best 

ambivalence—toward those employed i n what i s now c a l l e d the 

i n d i v i d u a l economy have very deep roots i n both t r a d i t i o n a l 

Chinese ideology and early Marxism. Both of these t r a d i t i o n s 

g l o r i f i e d production and producers, although the f i r s t favoured 

a g r i c u l t u r a l producers while the l a t t e r l i o n i z e d the i n d u s t r i a l 

p r o l e t a r i a t . At the same time each for i t s own reasons tolerated 

commerce while at the same time mistrusting i t as a p a r a s i t i c 

occupation. Small merchants, traders, and artisans i n both 

t r a d i t i o n s were seen i n a p a r t i c u l a r l y ambivalent l i g h t because 

of t h e i r intermediate p o s i t i o n between the favored stratum of 

producers and the group whose values were deemed most threatening 

to the shapers of the ideology. These t r a d i t i o n s converged to 
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produce a dubious view of small traders and artisans which 

persi s t e d i n the Chinese s o c i a l i s t state, producing the p o l i c i e s 

and treatment of the i n d i v i d u a l economy which we have documented 

i n t h i s and previous chapters. 

This chapter began with a quotation about the negative 

impact of v a c i l l a t i o n s i n p o l i c y , uneven implementation, and 

blatant discrimination against i n d i v i d u a l operators. The chapter 

went on to document the general e f f e c t s of t h i s phenomenon on the 

i n d i v i d u a l sector, and to explore the various factors behind i t . 

The next chapter w i l l focus on the experiences of one i n d i v i d u a l 

who over the years has come to exemplify the good and the bad i n 

the i n d i v i d u a l economy, the benefits and the problems, and the 

thorny issues associated with the future development of the 

sector. 
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CHAPTER VI 

SHAZI: A CASE STUDY 

Introduction 

Most of the issues discussed i n the previous chapter are 

aptly i l l u s t r a t e d i n a l l t h e i r complexity by the story of one 

well- p u b l i c i z e d i n d i v i d u a l enterprise, "Shazi Guazi" (Shazi's 

melon seeds). Moreover, the implications of t h i s case give 

signposts to the future development of the i n d i v i d u a l sector i n 

China. This chapter r e l a t e s the t a l e of Shazi, one of China's 

most famous and successful i n d i v i d u a l operators, f i r s t as i t was 

recounted i n the national mass-circulation press i n December-Jan

uary 1983, and then as l a t e r revelations added new layers to the 

story. 

I t should f i r s t of a l l be noted that t h i s i s not meant to 

be the t a l e of a " t y p i c a l " i n d i v i d u a l operator. Shazi has a f t e r 

a l l been the object of national media attention, and he has 

become much wealthier than most i n d i v i d u a l operators could ever 

hope to be. He has been singled out, not exactly as a model for 

emulation, but as an example of the best and the worst i n the 

i n d i v i d u a l economy. As t o l d r etrospectively and s e l e c t i v e l y by 

the Chinese press, his experiences f i r s t as an ordinary hawker 

and then, i n the new climate a f t e r 1978, as a successful 

entrepreneur, r e f l e c t at every step the v i c i s s i t u d e s i n o f f i c i a l 

treatment of the i n d i v i d u a l economy, and the ways i n which the 

self-employed themselves have responded. Moreover, the manner i n 
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which the Shazi story has been t o l d i n the mass-circulation press 

and i n more s p e c i a l i z e d publications c l e a r l y r e f l e c t s the way i n 

which such examples are used to guide public opinion, revealing 

only what the readership "needs to know" (or the a u t h o r i t i e s wish 

to reveal) at any p a r t i c u l a r time. 

I t has not been a simple matter to piece together the t a l e . 

The Shazi story f i r s t h i t the national press i n several a r t i c l e s 

published i n the national newspaper Guangming Ribao i n December 

1982-January 1983. 1 At the time, as has been noted above, the 

central theme of a r t i c l e s about the i n d i v i d u a l economy i n the 

mass-circulation press was to p u b l i c i z e the s o c i a l and economic 

benefits of restoring the i n d i v i d u a l sector, c r i t i c i z i n g what a 

cartoon i n Guangming Ribao c a l l e d the "new f o o t b i n d i n g " — t h e 

systematic harrassment of i n d i v i d u a l businesses by l o c a l 

o f f i c i a l s and agencies. The papers were f u l l of s i m i l a r a r t i c l e s 

about the " a r b i t r a r y " repression of honest and long-suffering 

private entrepreneurs. 

In these reports, Shazi was g l o r i f i e d as a p o s i t i v e example 

of a self-employed entrepreneur whose ingenuity and hard work 

brought him f i n a n c i a l success while at the same time providing a 

whole range of benefits to society as a whole. He was portrayed 

i n a heroic l i g h t as one of many in d i v i d u a l operators being 

harrassed f o r no legitimate reason by l o c a l market management 

cadres. Guangming Ribao credited the l o c a l press i n Shazi's home 

c i t y of Wuhu (Anhui province) for being the f i r s t to p u b l i c i z e 

Shazi's story back i n August of 1981 when hi s new brand of melon 

seeds was f i r s t introduced on the market. As he became more 
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famous and more successful, according to t h i s account, he 

attracted more and more harrassment from l o c a l cadres, and 

f i n a l l y , i n a pattern which has already become f a m i l i a r , h i s 

p l i g h t "came to the attention" of higher-level o f f i c i a l s and the 

national press, prompting the very p o s i t i v e Guangming Ribao 

coverage at the end of 1982 and beginning of 1983. 

Less than a year l a t e r , s t o r i e s began to surface which 

painted him i n a very d i f f e r e n t l i g h t . Shazi had been caught at 

tax evasion. In October and November 1983, i n the midst of the 

nationwide crackdown on tax evasion and other business-related 

crimes, papers a l l over the country were reporting not only on 

Shazi's considerable unpaid taxes, but a l l sorts of business 

i r r e g u l a r i t i e s and outright crimes committed by him and h i s 

eldest son, who was also h i s business partner. 

An a r t i c l e i n the domestic-circulation magazine J i n g i i x u e  

Dongtai (Trends i n Economics), published i n the spring of 

1982—that i s , some eight months before the Guangming Ribao 

a r t i c l e s — f i l l e d i n many of the gaps. 2 I t revealed that as early 

as the winter of 1982, "Shazi Guazi" had been regarded by l o c a l 

economists and administrative cadres as a problematic "conspicu

ous business" fmaoi ian hu) and had been the focus of a sp e c i a l 

meeting organized by the Wuhu Economics I n s t i t u t e . Although the 

report of t h i s meeting, containing d e t a i l s of Shazi's operations, 

was published i n a domestic-circulation academic journal, i t was 

not a secret document and i t did indicate that the case was being 

widely discussed. Certainly t h i s information would have been 

availa b l e to the reporters of Guangming Ribao. Later reports 
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r e f l e c t i n g on the implications of the Shazi case also indicate 

f a i r l y d e t a i l e d knowledge of the operation. Why they were not 

reported at the time w i l l become apparent i n the discussion 

below. 

The d e t a i l s of Shazi's crimes and subsequent repentance and 

salvati o n were reported i n l o c a l newspapers a l l the way from 

Harbin to Guangzhou, as well as i n the national newspaper 

Guangming Ribao which seems to have taken a s p e c i a l i n t e r e s t i n 

the case. Shazi's own response and the decisions of the l o c a l 

a u t h o r i t i e s i n Anhui provide i n t e r e s t i n g material not only on the 

current v i t a l i t y of the ind i v i d u a l economy, but also on i t s 

l i k e l y future. 

Shazi: L i f e on the Margin 

"Shazi" i s the nickname of Nian Guangjiu, a vendor of 

roasted melon seeds (gjoazi) i n the Yangtze River port of Wuhu. 

His nickname means " f o o l " or " i d i o t " , given to him for reasons 

explained below. He was f o r t y - f i v e years old when he f i r s t 

sprang into national view i n a r t i c l e s published i n Guangming  

Ribao i n December 1982 and January 1983. A native of Bengbu, i n 

northern Anhui province, h i s family moved to Wuhu while he was 

s t i l l a c h i l d . His father was a f r u i t peddler, and i n 1947, at 

the age of nine, Nian Guangjiu began his working l i f e as an 

i t i n e r a n t peddler hawking f r u i t i n the stree t s . His father 

taught him the i n t r i c a c i e s of buying, storing, and s e l l i n g f r u i t , 

and a f t e r h i s h i s death i n 1956, Shazi c a r r i e d on the family 

business, s e l l i n g apples, tangerines, bananas, and pears from a 
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s t a l l i n the c i t y ' s market d i s t r i c t . I t was here that he 

acquired h i s nickname, given to him by other f r u i t peddlers as a 

way of r i d i c u l i n g him f o r giving out free samples and r e a d i l y 

g i v i n g refunds to u n s a t i s f i e d customers. 

Shazi apparently managed to escape the c o l l e c t i v i z a t i o n 

campaigns of the "high t i d e " and Great Leap Forward i n the 

mid-and l a t e 1950s. The newspaper report gives few d e t a i l s of 

hi s experiences at that time. His business seems to have 

prospered through the early 1960s, but h i s independent ways got 

him into serious trouble when in d i v i d u a l businesses began to be 

c o n t r o l l e d more st r i n g e n t l y a f t e r the b r i e f relaxation of 

p o l i c i e s i n 1961-62. In 1963, with a shortage of apples on the 

market i n Wuhu, he arranged p r i v a t e l y to bring i n a load from the 

countryside, and set up a s t a l l to s e l l them—across the street 

from a state-run r e t a i l f r u i t o u t l e t . As Guangming Ribao 

described the scene: 

That evening, i n a f i t of enthusiasm, Shazi hung up an 
e l e c t r i c lamp, and had a radio playing music, causing h i s 
f r u i t s t a l l to buzz with a c t i v i t y . There was a steady stream 
of customers i n front of Shazi's s t a l l , while the state-run 
f r u i t o u t l e t was cold and deserted. This was going too f a r . 
Shazi was l a b e l l e d with the f e a r f u l charges of "undermining 
the foundations of socialism" and carrying on a "rapacious 
campaign f o r capitalism", and was thrown into j a i l . 

He was sentenced to a year i n prison, but r e l e a s e d — f o r 

reasons u n s t a t e d — a f t e r only f i v e months. After h i s release, 

Shazi abandoned the f r u i t business and became an i t i n e r a n t guazi 

peddler, roaming the streets s e l l i n g roasted melon seeds from a 

wicker basket. During the c u l t u r a l revolution period, when leg a l 

urban private enterprise was a l l but eliminated, Shazi was one of 
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those operating " i n the shadows." The s p i r i t of the times 

encouraged public action and even violence against those 

suspected—or, l i k e Shazi, previously c o n v i c t e d — o f harbouring 

" c a p i t a l i s t " tendencies. Guangming Ribao reported: 

At that time, there was a c e r t a i n amount of r i s k involved i n 
being a small peddler. Tough gangs of self-appointed m i l i t i a 
would fo r no reason suddenly appear before Shazi and "sweep 
away" h i s " c a p i t a l i s t " basket, s t u f f i n g the guazi into t h e i r 
own bags. But what could he do? Shazi had an e l d e r l y mother 
and three small children depending on him for t h e i r 
existence, so he dodged around using " g u e r r i l l a warfare" 
t a c t i c s to avoid the gangs. Fortunately the Wuhu p l a i n i s 
large, i t wasn't hard to s e l l three to f i v e i i n a day, enough 
to keep a family warm and f e d . 3 

The growing leniency toward i n d i v i d u a l operators a f t e r 1978 

encouraged private peddlers l i k e Shazi to come out into the open. 

Quick to detect the change i n atmosphere, he bought a second-hand 

wooden cart and set up a guazi stand at the busiest i n t e r s e c t i o n 

i n Wuhu. Almost three hundred other guazi peddlers i n the c i t y 

had the same idea, but according to Guangming Ribao. Shazi's 

operation was the most s u c c e s s f u l — i n fact, business had never 

been so good. 

I t i s not c l e a r whether hi s operation was licensed or 

n o t — a t that time the procedures for administration of the 

i n d i v i d u a l economy were s t i l l extremely loose. Without e x p l i c i t 

o f f i c i a l sanction, the self-employed were s t i l l very vulnerable 

to harassment by l o c a l a u t h o r i t i e s , despite widespread c r i t i c i s m 

of such practices i n the press. This s i t u a t i o n had unfortunate 

r e s u l t s i n Shazi's case. In the spring of 1980, "the conspicuous 

(maoiian) *Shazi' became the f i r s t target of a projected 
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r e c t i f i c a t i o n campaign by the municipal department of industry 

and commerce." As Guancrminq Ribao described i t , dramatically i f 

somewhat sk e t c h i l y : 

A meticulously planned "search and co n f i s c a t i o n " campaign was 
set up, and the personnel involved made t h e i r own 
arrangements. Happily, however, times changed, people's 
heads cooled o f f , and the concerned departments opposed such 
an untimely "revolutionary campaign", sparing Shazi t h i s 
calamity. However, t h i s i l l wind caused a mighty storm i n 
his household. His wife, who was a factory worker, heard 
there was going to be another search and conf i s c a t i o n , and 
was scared to death. She thought, we now have 14,000 yuan i n 
the family (including inventory); i f these assets were gone, 
how would they survive? The outcome of t h i s mental struggle 
was that she asked Shazi for a divorce. 

So t h i s couple who had l i v e d together for almost twenty 
years, f i n a l l y parted. Shazi divided up the 14,000 yuan 
among his mother and three sons, wanting nothing for himself. 
A l l that was l e f t to him was an old two-room f l a t , a set of 
roasting t o o l s , and his aged mother. A f a l s e alarm, a search 
and confiscation which never materialized, l e f t Shazi, with 
his mother and the two sons who decided to stay with t h e i r 
father, sunk i n the misery of a broken family. 

This account obviously raises more questions than i t 

answers. For instance, how was the family able to amass 14,000 

yuan i n assets? On another l e v e l , the passage brings out the 

very r e a l domestic tensions created by the ambiguous status of 

the i n d i v i d u a l economy. The stress and in s e c u r i t y caused by 

p o l i t i c a l upheaval and fluctuations i n p o l i c y obviously created, 

and continue to create, very r e a l personal dilemmas for people 

l i k e Shazi and h i s family, however melodramatically they are 

described i n the Chinese press. 

The domestic c r i s i s stimulated Shazi's entrepreneurial 

energies. In the spring of 1981, according to the glowing report 

i n Guancrminq Ribao. he hired a domestic helper to look a f t e r h i s 

household, and l e f t Wuhu for three months—the longest he had 
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ever been out of the c i t y . He t r a v e l l e d around south-central 

China studying the melon seed business. Wherever he went, he 

studied the d i f f e r e n t regional v a r i e t i e s of guazi and compared 

the d i f f e r e n t production techniques. Being i l l i t e r a t e , he would 

simply go to the market, buy a bag of seeds, and commit to memory 

t h e i r flavour and appearance. 

On the basis of t h i s research and some experimentation of 

hi s own, he created a new product, "Shazi Guazi", which was 

supposed to incorporate the best features of the various types of 

melon seeds he had sampled. They were launched on the Wuhu 

market i n August 1981, and were an immediate h i t . Apart from the 

superior q u a l i t y and unique flavour, which i s reputed to be a 

subtle balance of s a l t y and sweet, spicy and bland, they were 

s e l l i n g f o r 1.76 yuan per i i n . as opposed to the going market 

pri c e of 2.40. The brand name, too, i s a stroke of genius. In 

Chinese vernacular, i f a shazi i s a f o o l , a sha qua or stupid 

melon, i s about as i d i o t i c as they come.4 

Shazi's marketing breakthrough was well timed. Only weeks 

before i n early July, the State Council had f i n a l l y come out with 

national regulations which put the o f f i c i a l stamp of legitimacy 

on the urban i n d i v i d u a l economy. The publi c a t i o n of these 

regulations was accompanied by a press campaign explaining the 

p o l i c y and p r a i s i n g the contributions of i n d i v i d u a l operators to 

the national economy. The outcome of Shazi's enterprising move 

was thus very d i f f e r e n t from h i s experience of 1963, when 

al l - t o o - s u c c e s s f u l competition with a state-run f r u i t store 

landed him i n prison. This time, representatives of the 
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municipal Party committee and the municipal government (including 

the vice-mayor i n charge of trade and finance) came to see him 

personally to express t h e i r support, and the Wuhu newspaper 

assigned a reporter to cover the story, which appeared on 

September 5: "Masses of people carrying that day's newspaper and 

seeking a f t e r fame, made a sp e c i a l t r i p to buy "Shazi Guazi", 

with onlookers and customers creating a t r a f f i c jam around 

Shazi's s t a l l . " Shazi took advantage of the opportunity to give 

out free samples. As a r e s u l t of the p u b l i c i t y and h i s own 

promotional a c t i v i t i e s , h i s d a i l y sales quickly increased from 

f i v e or s i x hundred j i n to three thousand. 

His success set o f f a pri c e war among the private guazi 

vendors i n Wuhu, and the competition also stimulated reforms 

among the state-run d i s t r i b u t o r s . Guangming Ribao reported that 

i n an e f f o r t to recapture t h e i r market p o s i t i o n the two l o c a l 

state-run companies brought i n outside experts to create two new 

v a r i e t i e s of roasted melon seeds, marketing them at a pri c e even 

lower than Shazi's. They also i n s t i t u t e d reforms i n management, 

and set up c o n t r a c t - r e s p o n s i b i l i t y systems for processing and 

marketing. They broadened t h e i r sources of supply and expanded 

wholesale operations, lowering the minimum wholesale purchase 

from 100 i i n to 30 j i n to f a c i l i t a t e purchases by small vendors. 5 

The competition apparently did no harm to Shazi's business, 

however. On the contrary, i n 1982 he was able to subscribe three 

thousand yuan toward a new public warehouse, and the next year he 

contributed f i v e thousand yuan toward f l o o d - r e l i e f projects. One 

of h i s sons who joined the business at the end of 1982, donated 



404 

one thousand yuan to the Wuhu Children's Palace. The Nian family 

was portrayed i n the press as a model of the complementarity of 

p u b l i c benefit and private gain. 

When asked why he dropped h i s prices, Shazi reportedly 

r e p l i e d , 

At that time raw melon seeds only cost 140 yuan fo r f i f t y 
k i l o s , but roasted seeds were going for 240 yuan for f i f t y 
k i l o s , the p r o f i t per j i n was at l e a s t 0.8 yuan. I thought, 
t h i s r e a l l y i s n ' t necessary. Thanks to the benevolence of 
the Party, we can f i n a l l y do business, but we shouldn't go 
for excessive p r o f i t s , we should go for small p r o f i t s and big 
turnover ( b o l i duoxiao). This works to the benefit of the 
peasants and also the customers. So I decided to cut the 
p r i c e . " At t h i s point he added: "Sure, I knew that doing t h i s 
would bring pressure, that the trade association (tonghang 
hui) would complain, and that some people would think I'm 
crazy; people have t o l d me "you r e a l l y are a shazi!" But I 
thought, why shouldn't we small merchants and peddlers play a 
leading r o l e , we i n d i v i d u a l businesses also have to devote 
ourselves to the four modernizations ..." 

The report also pointed out that although Shazi had 

undoubtedly made a l o t of money, he never did so at the expense 

of p u b l ic i n t e r e s t . His monthly tax payments had r i s e n from 2000 

yuan i n September 1980 to over 9000 yuan for November 1981, and 

he was paying 1600 yuan a month i n management fees. The surplus 

was kept i n the bank. Said Shazi, "I can't use a l l t h i s money, 

a f t e r I die I w i l l s t i l l be giving i t to the country, not to my 

own descendents." He also reportedly took pride i n h i s s k i l l and 

was eager to share i t — h e had trained twelve technicians from 

other l o c a l i t i e s the art of making Shazi Guazi, i n order to 

spread the reputation of Wuhu melon seeds. 

As the Guangming Ribao a r t i c l e pointed out: 
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People can e a s i l y see that t h i s i n d i v i d u a l businessman Nian 
Guangjiu's guazi business i n the f i r s t place supplements the 
state-run economy and stimulates the market; secondly i t 
contributes to the reform of operation and management systems 
i n state-run commerce; t h i r d , i t increases the income of the 
state ...; fourth, i t has created a famous new brand of 
merchandise; f i f t h , i t has helped solved the employment 
problem for some unemployed young people. For these good 
things to come about, a l l we have to do i s abandon our 
prejudices and give i t our encouragement, enthusiastic 
support, and correct guidance. 

Despite a l t r u i s t i c motives and p o s i t i v e r e s u l t s , however, 

Shazi's troubles were fa r from over, and i t was t h i s that brought 

him national newspaper coverage i n January 1983. In a concluding 

section s u b t i t l e d "Shazi's t r i b u l a t i o n s " , Guangming Ribao 

reported that " i n the course of covering t h i s story, we 

discovered that only a few people have a correct understanding of 

Shazi." Not long a f t e r the f i r s t report appeared i n the Wuhu 

d a i l y paper, a dazibao (big-character poster) "dripping with 

s a t i r e and sarcasm" was posted i n the Wuhu market d i s t r i c t by a 

l o c a l cadre. In the form of doggerel, i t attacked the Wuhu 

newspaper for making trouble by giving so much p u b l i c i t y to 

Sh a z i . 6 Other forms of harassment were more concrete: he had 

d i f f i c u l t y obtaining an operating permit, he was denied a permit 

to erect a shelter for h i s s t a l l , and he was charged " a r b i t r a r y " 

fines by l o c a l cadres, some of whom were also accused of acts of 

vandalism against Shazi's s t a l l . Proclaimed Guangming Ribao:"... 

At the root of a l l t h i s are pernicious ' l e f t i s t ' influences." 

The story ended on an ominous note: 

... i n the past Shazi suffered because he had no business 
(meiyou shengyi er kunag), now business i s good and he s t i l l 
s u f f e r s . When w i l l Shazi stop suffering? 

People are waiting ... 
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So according to t h i s major national newspaper i n January 

1983, Shazi was an honest entrepreneur whose time had f i n a l l y 

come. But a f t e r years of being the v i c t i m of successive twists 

and turns i n p o l i c i e s and attitudes toward priva t e trade, he was 

now, i n t h i s new era of tolerance, s t i l l being v i c t i m i z e d by 

o f f i c i a l s who were slow to shake o f f the "pernicious influences" 

of " l e f t i s m " . 

From Pos i t i v e to Negative Example 

I t i s important to note the timing of t h i s report. In l a t e 

1982 and early 1983, the general attitude toward the i n d i v i d u a l 

economy on the part of the central government and i t s portrayal 

i n the mass-circulation press was extremely p o s i t i v e . As noted 

i n Chapter 3 above, around t h i s time there was a whole seri e s of 

reforms designed to free up the operating environment of the 

i n d i v i d u a l economy, culminating i n the promulgation of the 

supplementary State Council regulations i n A p r i l 1983. At the 

same time, harrassment by l o c a l o f f i c i a l s was severely c r i t i c i z e d 

i n the press. The p o s i t i v e coverage on Shazi was part of t h i s 

trend. 

Less than a year l a t e r Shazi and h i s family were again i n 

the news, and by t h i s time the climate was far l e s s benign. By 

the l a t e spring of 1983, the generally lenient a t t i t u d e toward 

the i n d i v i d u a l economy had already begun to change. In May the 

State Council issued a c i r c u l a r on strengthening market contr o l . 

The press began to run a spate of a r t i c l e s demanding more 

stringent "management" of malpractices by i n d i v i d u a l firms. In 
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the f a l l came the nationwide crackdown on tax evasion and other 

i l l e g a l p r a c t i c e s . The State Council issued a d i r e c t i v e on 

October 8 requiring i n d i v i d u a l businesses to pay t h e i r taxes 

according to the e x i s t i n g laws. 

Around the same time, Renmin Ribao and l o c a l newspapers 

throughout the country reported that Shanghai tax a u t h o r i t i e s had 

found Nian Guangjiu and h i s son Nian Jinbao g u i l t y of tax 

evasion. (Nian Jinbao, i t was l a t e r reported, had joined h i s 

father's business i n December 1982, using part of h i s parents' 

divorce settlement as c a p i t a l . He had allegedly m u l t i p l i e d h i s 

o r i g i n a l investment ten times over i n l e s s than s i x months.) 7  

Renmin Ribao reported on October 12 that the tax a u t h o r i t i e s i n 

Shanghai had given the the proprietors of Shazi Guazi u n t i l 

November 11 to hand over forty-three thousand yuan i n unpaid 

taxes on sales of melon seeds i n that c i t y alone. Nian Jinbao 

had set up a sales outlet i n Shanghai's Southern D i s t r i c t the 

previous February. In May the d i s t r i c t tax a u t h o r i t i e s 

discovered that h i s sales reports d i d not t a l l y with h i s tax 

returns, and presented him with a b i l l f or 5,600 yuan to cover 

the difference between actual and reported sales. 

This discovery prompted closer i n v e s t i g a t i o n i n Shanghai 

and Wuhu, with the cooperation of l o c a l tax o f f i c i a l s ; i t was 

found that the Nian family had systematically given f a l s e reports 

of t h e i r business volume, destroying the actual receipts and 

instead turning i n i l l e g a l l y printed receipts from "Shazi Guazi 

Co. Ltd." with the r e q u i s i t e tax department c e r t i f i c a t e forged on 

them. According to the Renmin Ribao report, i t was f i n a l l y 
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calculated that Nian Guangjiu had neglected to report more than 

374,000 yuan's worth of Shazi Guazi sold i n Shanghai between 

February and August 1983. In addition to the o r i g i n a l sum of 

5,600 yuan, they owed a further 37,400 yuan i n taxes. They were 

ordered to pay the t o t a l i n f u l l before November 11, or face 

serious punishment. 8 

On November 13 the Shanghai paper Xinmin Wanbao reported 

that Shazi had indeed "rushed over to our c i t y from Wuhu" on the 

11th to pay h i s taxes i n f u l l . In addition to the 43,000 yuan 

paid i n Shanghai, the son had also been made to pay the Wuhu tax 

department a large sum i n back taxes, of which 20,000 yuan was 

taxes owed to Shanghai. The t o t a l c o l l e c t e d from "Shazi Guazi" 

by Shanghai tax aut h o r i t i e s alone was about 63,000 yuan. 9 

More spectacular revelations were to come. Barely a week 

a f t e r he f i n i s h e d paying up h i s taxes, Nian Jinbao was arrested 

for a robbery committed four months e a r l i e r . I t was reported i n 

November that on July 19 he had gone to the Wuhu t r a i n station, 

along with ten of h i s associates including Shazi Guazi "factory 

manager" Wu Guangming and "accountant" Tao Nenghe, to pick up a 

load of raw melon seeds coming i n from Xinjiang. Along with the 

melon seeds, they l i f t e d 400 i i n of sugar, 340 i i n of corn, 200 

toothbrushes, and an unspecified number of b i c y c l e spare-parts 

and c a r r i e d o f f the l o t i n the company truck. The three were 

arrested on November 17 by the railway p o l i c e . 1 0 

This seamier side of the Shazi story should have come as no 

surprise. Although e a r l i e r reports i n the mass-circulation press 

had been so p o s i t i v e , they had chosen not to reveal c e r t a i n 
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circumstances that were common knowledge at the time among l o c a l 

o f f i c i a l s and professional economists i n Wuhu. As early as A p r i l 

1982, a report on "Shazi Guazi" authored by the Wuhu Economics 

Association appeared i n the domestic-circulation magazine 

J i n g j ixue Donqtai (Trends i n Economics). I t revealed that by the 

early spring of 1982 (about h a l f a year a f t e r he launched the 

improved "Shazi Guazi" on the Wuhu market with so much fanfare i n 

the l o c a l press, and a good nine months before Guangming Ribao 

took up the stor y ) , Nian Guangjiu was already regarded by l o c a l 

o f f i c i a l s as a "conspicuous business" (maoi ian hu), conspicuous 

enough to warrant a meeting of l o c a l economic o f f i c i a l s and 

theoreticians to discuss the implications of h i s c a s e . 1 1 This 

meeting was not mentioned by Guangming Ribao. although reporters 

from t h i s n a t i o n a l - l e v e l party organ would surely have been aware 

of i t . But i t i s cl e a r that the kind of coverage given Shazi by 

Guangming Ribao was consistent with the conclusions of the l o c a l 

economists, at le a s t as those conclusions were reported i n 

Jingj ixue Dongtai. 

The economists reportedly a l l acknowledged that Shazi's 

business already exceeded the scale that could l e g i t i m a t e l y be 

considered i n d i v i d u a l business. I t s contributions to the economy 

were r e i t e r a t e d : Shazi was s e l l i n g a high-quality, reason

ably-priced product which was popular with consumers; he had 

forced down the market price for roasted melon seeds, not only i n 

the private sector but i n the public d i s t r i b u t i o n network as 

well; he was t r a i n i n g apprentices and providing work not only for 

his own employees but also i n d i r e c t l y for at lea s t f i f t y private 
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d i s t r i b u t o r s who were r e t a i l i n g h i s products; he was contributing 

s u b s t a n t i a l l y to state tax revenues; and f i n a l l y the competition 

had forced the public-sector enterprises to improve t h e i r 

products, operate more e f f i c i e n t l y , and become more responsive to 

consumer demand. 

At the same time, however, Shazi was also creating 

"problems." The number of workers and apprentices employed by 

the business already exceeded the l e g a l l i m i t , and among them 

were r u r a l residents and moonlighting employees from other 

enterprises. By purchasing raw guazi d i r e c t l y from the farmers 

at a p r i c e s u b s t a n t i a l l y higher than that offered by the state, 

he was undercutting the state d i s t r i b u t o r s 7 supplies and 

i n t e r f e r i n g with commodity p l a n n i n g . 1 2 Even more serious, a 

large proportion of h i s p r o f i t s were i l l e g a l and unreported, 

coming from underpayment of taxes and also from s e l l i n g 

short-weighted packets of melon seeds. 1 3 

The o f f i c i a l s and academics attending t h i s meeting pointed 

out that despite i t s p o s i t i v e contributions to the national 

economy, the i n d i v i d u a l economy was s t i l l , "when a l l i s said and 

done", a form of petty commodity economy, the p a r t i c i p a n t s of 

which were both workers and private owners. Thus i t displayed 

both p o s i t i v e and negative aspects; that l a t t e r included "the 

pursuit of p r o f i t over a l l else, b l i n d development, even 

speculative and p r o f i t e e r i n g behaviour." "Conspicuous business

es" i n the i n d i v i d u a l economy—those such as Shazi's "whose scale 

of a c t i v i t y greatly exceeds ordinary i n d i v i d u a l businesses"—were 

both better and worse than most. But for the present, 
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" i n d i v i d u a l labour s t i l l cannot be replaced by s o c i a l i z e d 

labour", and the i n d i v i d u a l economy was s t i l l to be seen as a 

"long-standing, stable element i n our economy." That being the 

case, the p a r t i c i p a n t s concluded that i t would be a mistake to 

"give up eating for fear of choking" (y_in ye f e i shi) . The 

in d i v i d u a l economy was s t i l l i n the i n i t i a l stages of res t o r a t i o n 

and development and needed continued support. However, they 

counseled s t r i c t e r control and management, and also the use of 

economic levers by state enterprises and agencies to control the 

runaway growth of i n d i v i d u a l firms. 

On the question of l i m i t s , i t was agreed that the most 

important v a r i a b l e , and the one most e a s i l y c o ntrolled, was the 

number of employees: 

The i n d i v i d u a l economy i s characterized by i n d i v i d u a l labour, 
and i n d i v i d u a l possession of a small amount of means of 
production and products. Current p o l i c y d i c t a t e s that an 
in d i v i d u a l enterprise can take on one or two helpers. I f 
t h i s l i m i t i s exceeded and there are too many hired workers, 
so that t h i s person i s no longer the p r i n c i p a l [source of] 
labour power, or i f with commodities the value created does 
not come pri m a r i l y from the labour of t h i s person, then the 
character of i n d i v i d u a l labour i s l o s t , and the nature of 
in d i v i d u a l economy changes. 1 4 

Limiting the number of employees would also place l i m i t s on 

the scale of operations and p r o f i t s . In the p a r t i c u l a r case of 

Shazi, i t was c l e a r that he had already exceeded the s t i p u l a t e d 

l i m i t s (according to t h i s report he had fourteen workers and 

apprentices working for him at the time), and the pa r t i c i p a n t s at 

the meeting " f e l t that the number of workers he employed should 

be c o n t r o l l e d according to p o l i c y regulations, i n order to put i t 

back within the normal bounds of i n d i v i d u a l economy." 1 5 
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The p a r t i c i p a n t s also discussed what they f e l t was a very 

r e a l danger of such businesses turning into c a p i t a l i s t 

enterprises. The existence of large amounts of c a p i t a l i n 

private hands ( i t was estimated that Shazi had about 100,000 

y u a n — f a r more than the competing state-run enterprises) created 

the p o s s i b i l i t y of i n d i v i d u a l firms being able to dominate the 

s t a t e - c o n t r o l l e d economy. They were also worried about the 

dangerous tendency toward the commoditization of labour, 

e s p e c i a l l y i n t h i s time of high unemployment. A major concern 

was that, even within the l e g a l boundaries, the employer-employee 

and master-apprentice relationships i n the i n d i v i d u a l economy 

were already forms of e x p l o i t a t i o n : "Precisely because t h i s 

e x p l o i t a t i v e r e l a t i o n already e x i s t s , i f h i r i n g and e x p l o i t a t i o n 

exceed a set amount, [the i n d i v i d u a l economy's] nature w i l l 

e a s i l y change..." 1 6 The solution to these quandaries was 

obvious: "We must strengthen management and supervision." 

This was to be done not only through p o l i c y and 

l e g i s l a t i o n , but e s p e c i a l l y through the use of economic levers 

such as taxation, subsidies, and c r e d i t . The point was that the 

state and the state-run economy should use t h e i r dominant 

p o s i t i o n and a l l the methods at t h e i r disposal to guide and 

channel the growth of the i n d i v i d u a l economy while maintaining i t 

i n i t s current subordinate p o s i t i o n . 

Shazi's successful competition with the state sector, 

however, c l e a r l y demonstrated that t h i s could only be done i f the 

state sector reformed i t s own operations. Various recommenda

tions were made on how t h i s could be done. For example, i f state 
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purchases of raw cruazi were made i n the v i l l a g e s , rather than 

expecting the peasants to t r a v e l long distances to s e l l t h e i r 

products, they would be more l i k e l y to s e l l to the state than to 

the p r i v a t e i t i n e r a n t traders who supplied private d i s t r i b u t o r s 

such as Shazi. 

Another lesson t h i s meeting drew from Shazi's experience 

was that by reducing the number of steps between producer and 

r e t a i l e r , the end p r o f i t s earned by state-sector d i s t r i b u t o r s 

could be increased and t h e i r competetive edge regained. The 

p a r t i c i p a n t s also saw i n Shazi's success an argument fo r greater 

autonomy fo r state-sector enterprises so that they could operate 

as " r e l a t i v e l y independent commodity producers" rather than as 

public welfare agencies where everyone "ate from the same big 

pot." Without e f f e c t i v e production r e s p o n s i b i l i t y systems and 

greater autonomy i n employment practices, they could not hope to 

compete with private enterprises such as Shazi's. The l a s t word 

was l e f t to Shazi himself: "My apprentices study f o r three months 

and then become masters, i f they had been assigned by the state, 

they would have to study for at least three y e a r s . " 1 7 

This report published i n A p r i l 1982 makes i t c l e a r that, 

despite a l l the good things Shazi's business was doing for the 

l o c a l economy, even at that early date many of the meeting's 

pa r t i c i p a n t s had strong reservations about the wisdom of allowing 

him to continue to expand. Local o f f i c i a l s were well aware of 

the many i l l e g a l or at l e a s t questionable business practices he 

was indulging i n , and were watching him c l o s e l y . But the current 

emphasis was to encourage and promote the i n d i v i d u a l economy, and 
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central p o l i c y at that time c l e a r l y dictated that i t would be 

inappropriate to p u b l i c i z e any misgivings too widely. Despite 

the reservations, Shazi was not only allowed to stay i n business, 

he was given wide p u b l i c i t y as a p o s i t i v e example. I r o n i c a l l y , 

t h i s very p u b l i c i t y fueled the runaway growth of h i s business. 

Further Developments 

"Shazi Guazi" continued to expand, apparently with very 

l i t t l e interference from the au t h o r i t i e s . An a r t i c l e published 

i n the law journal Faxue (Jurisprudence) i n March 1984, two years 

a f t e r the Jingjixue Dongtai report, gives some idea of the 

r a p i d i t y with which the business grew. 1 8 I t states that by the 

second h a l f of 1982, only a few months a f t e r the Wuhu conference, 

Shazi already had three manufacturing locations i n Wuhu where 

f i f t y to s i x t y workers produced over 6,000 i i n of roasted melon 

seeds per day. He also had sixteen sales outlets i n other towns, 

including Hefei and Bengbu i n northern Anhui, and Nanjing down 

the r i v e r . 

In January 1983, around the time Guangming Ribao took up 

his story, Shazi c e n t r a l i z e d h i s production f a c i l i t i e s i n a 

suburban production brigade near Wuhu, where he rented a s i t e of 

over 900 square metres and equipped i t with nine roasting ovens. 

He was producing over 10,000 i i n of roasted melon seeds per day, 

and h i s monthly p r o f i t s were close to 20,000 yuan. He had a 

telephone, a warehouse, an o f f i c e , and a guardhouse at the gate, 

as well as a large administrative s t a f f . By January 1983, "Shazi 

Guazi" was o f f i c i a l l y registered as a trademark. The a r t i c l e 
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does not state how many employees he had at that time, although 

i t does say that he took on temporary workers during the peak 

season. The workers' average wage was about 100 yuan a month, 

with s a l a r i e s ranging from 40 to 50 yuan for the lowest-paid 

workers to 200 f o r the highest-paid. His p r o f i t s , a f t e r taxes 

and normal expenses, were estimated at 20,000 yuan per month. By 

l a t e 1983, Shazi's personal income was estimated to be as high as 

6,000 yuan a month. 1 9 

In the midst of t h i s rapid expansion, however, Shazi 

neglected h i s paperwork. For a long time he had no formal 

accounting procedures and no bank account. He misrepresented the 

scale of h i s operations to the government, and, as we have seen, 

he s e r i o u s l y underreported h i s p r o f i t s to tax a u t h o r i t i e s . I t 

was also found that he was mixing lower grades of raw melon seeds 

i n with the higher-quality ones before seasoning and roasting, 

thus c u t t i n g h i s production costs. In t h i s way he could save on 

raw materials without a f f e c t i n g the flavour of the product, which 

was i t s r e a l s e l l i n g - p o i n t . 

By early 1993 Shazi's unpaid taxes amounted to over 70,000 

yuan. I t was at t h i s point that the a u t h o r i t i e s stepped i n and 

forced him to pay h i s taxes and clean up h i s various i l l e g a l 

a c t i v i t i e s . But he was allowed to stay i n business, a decision 

which the law journal concluded was "undoubtedly correct." As 

Renmin Ribao explained i n a short "comment" accompanying the 

report on Shazi's tax problems, there was s t i l l nothing wrong 

with some people getting r i c h f i r s t , as long as they did i t 

l e g a l l y : "However, no matter who [they are], no matter what 
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business they are i n , they must obey the law and act i n ways that 

benefit the country and the people ... Only chaos must be 

eliminated, only the harmful must be stopped; t h i s i s a 

prerequisite for stimulating the economy." 2 0 

Active lobbying by Shazi himself may have had something to 

do with the decision not to revoke h i s l i c e n s e . On 1 A p r i l 1984 

Guangming Ribao c a r r i e d on i t s front page a l e t t e r to Shazi from 

the Anhui p r o v i n c i a l Party Secretary, Huang Huang, along with 

excerpts of a l e t t e r Shazi had written to him a few days e a r l i e r . 
2 1 In h i s l e t t e r Shazi had outlined an ambitious production plan 

for 1984 which c a l l e d for processing and marketing ten m i l l i o n 

iin of raw melon seeds worth a t o t a l of sixteen m i l l i o n yuan. 

This, he said, would ensure the l i v e l i h o o d of f i v e thousand 

families of melon growers. I t would also pay 2.02 m i l l i o n yuan 

to the state i n various kinds of taxes. In addition i t would 

also provide employment and incomes for workers i n the 

d i s t r i b u t i o n network; he gave the example of the c o l l e c t i v e l y - r u n 

service counter i n the railway s t a t i o n at Hefei, the p r o v i n c i a l 

c a p i t a l , which the previous year sold 130,000 i i n of Shazi Guazi 

and boosted i t s s t a f f of young school graduates from t h i r t y - f o u r 

to sixty-two at s a l a r i e s comparable to those paid workers i n 

state-run enterprises. 

Shazi t o l d the Party Secretary that he was l a r g e l y 

motivated by love for his native province: "Although I have 

suffered many setbacks, I t r u l y believe the Party i s great and 
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the Party's p o l i c i e s are correct. ... I am always thinking: I 

grew up eating Anhui grain and drinking Anhui water, now how can 

I put a l i t t l e e f f o r t into building up Anhui?" 

He claimed that i n 1983 a l l h i s p r o f i t s had ei t h e r gone to 

c h a r i t i e s such as flood r e l i e f projects and an old people's home, 

or into the bank. "This money i s the people's. I f I died a l l of 

i t would go to the state." He complained that when he submitted 

hi s most recent "battle plan" to the l o c a l a u t h o r i t i e s , he 

received no reply, which was why he was now writing to the 

p r o v i n c i a l Secretary. He concluded, " I f I can't honour [my 

commitments], I ' l l w i l l i n g l y go to j a i l . I hope I can obtain 

your support." 

Secretary Huang r e p l i e d that he had the greatest concern 

for anything having to do with Shazi, "one of Anhui's i n f l u e n t i a l 

i n d i v i d u a l workers," and wished him new success. The res t of the 

l e t t e r was a stern reminder not to forget about socialism: 

Our country holds fas t to the s o c i a l i s t system, t h i s i s a 
basic p r i n c i p l e . With the s o c i a l i s t system as the prerequi
s i t e , the appropriate development of various economic forms 
including i n d i v i d u a l economy plays an active r o l e i n 
enlivening the economy, enriching the market, bringing 
convenience to the masses, and creating employment. This i s 
a long-term p o l i c y of our party. I believe that as long as 
your operations are legitimate, your l e g a l r i g h t s and 
int e r e s t s w i l l a l l be protected by the state. No department 
or un i t can encroach upon you. I have already t o l d the Wuhu 
Municipal Committee about the issues you raised i n your 
l e t t e r , and asked [the leading comrades] to get i n touch with 
the relevant municipal departments. They w i l l take an 
in t e r e s t and support you. 

You, Comrade have a l o t of shortcomings. Some of these 
shortcomings are prominent ones. We communists allow people 
to make mistakes, but to allow and to endorse are two 
completely d i f f e r e n t things. I hope you w i l l r e s o l u t e l y 
study the relevant Party measures and p o l i c i e s , and firmly 
abide by the laws and regulations; you mustn't f a i l to l i v e 
up to the s o l i c i t u d e of the party and government toward you, 
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i f you make mistakes you should correct them, you must adhere 
to the correct road of healthy progress dictated by the 
party. This p r i n c i p l e i s applicable to you and a l l other 
comrades. I f some comrades cannot deal i m p a r t i a l l y with you, 
f o r the most part t h i s i s a problem of understanding, and 
cannot be changed. You shouldn't worry too much about i t . 

A month l a t e r , the same newspaper c a r r i e d a report of a 

decision by the standing committee of the Wuhu municipal Party 

committee which was an almost unqualified endorsement of Shazi's 

a c t i v i t i e s . 2 2 I t reported that the c i t y ' s Party leadership had 

praised Shazi's past successes and contributions, and decided 

that 

We must pay attention to and support Nian Guangjiu i n 
expanding production, and increasing h i s sales. For example 
i f i n the course of h i s operations he enounters d i f f i c u l t i e s , 
every relevant department should do t h e i r utmost to help him 
solve them. At the same time we must help him i n a timely 
way to overcome h i s d e f i c i e n c i e s and mistakes, and lead him 
to become a consciously law-abiding i n d i v i d u a l operator. 

The committee also exhibited a remarkably l i b e r a l a t titude 

toward Shazi's expansion plans: 

When discussing "Shazi" Guazi's s t y l e of operation, the 
comrades at the meeting pointed out that they had to f u l l y 
respect Nian Guangjiu's own aspirations. I t was a l l r i g h t 
fo r him to continue to run the business himself, and i t was 
also a l l r i g h t for him to e s t a b l i s h j o i n t operations with 
various other units or i n d i v i d u a l firms; i t was a l l r i g h t for 
him to do business i n Wuhu, and i t was also a l l r i g h t for him 
to set up branch operations i n other places. No matter what 
form of business he adopted, as long as i t was legitimate i t 
should be given support. 

As i f to underline Shazi's return to the good graces of 

Party, government, and the press, Guangming Ribao the following 

October reported that Shazi's youngest son, Nian Qiang, had 

donated twenty thousand yuan to a middle school attached to Anhui 
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Normal University to help the school set up a computer course for 

i t s students, promising to give them another twenty-one thousand 

yuan at the end of the y e a r . 2 3 

There i s every reason to believe that Nian Guanjiu and the 

"Shazi Guazi" empire have continued to prosper. A January 1985 

magazine a r t i c l e reported that Shazi had formed a share-capital 

company with two other units; a d i s t r i c t labour service company 

i n Wuhu and a company i n a nearby town. 2 4 His eldest son Jinbao, 

however, had a t h r i v i n g business of h i s own. As "an i n d i v i d u a l 

entrepreneur of the new generation," the a r t i c l e said, he and his 

father were "pursuing d i f f e r e n t goals." His "Jinbao Roasted 

Products Store" (Jinbao Shaohuo Dian) had over one hundred 

regular employees, plus f i f t y to s i x t y seasonal workers. 

Sa l a r i e s for the regular employees ranged from 1-200 yuan per 

month for regular workers to about 500 for the managerial s t a f f . 

The seasonal workers made about twenty yuan per day. In 

addition, a l l workers received incentive bonuses based on 

product i v i t y ; the managers also got yearly bonuses of at lea s t 

1,000 yuan, depending on that year's p r o f i t s . Most of the 

workers were i n t h e i r early twenties. Nian Jinbao had also set 

up branch plants i n Hefei, Changsha, Inner Mongolia, and 

Xinjiang. By October 1984 he had paid 1.3 m i l l i o n yuan i n taxes. 

Although the a r t i c l e was re t i c e n t on the subject of h i s personal 

income, i t d i d point out that by l a t e 1984 he had spent more than 

70,000 yuan sponsoring sports events, and was bu i l d i n g an 80,000 

yuan house for himself. 
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In an interview, the magazine asked Jinbao about a rumour 

that when Zhao Ziyang passed through Wuhu e a r l i e r i n the year, 

he'd asked to meet him and h i s father; he answered that i t was 

true, but they were away on business at the time and couldn't 

meet the Premier. Asked what he would have said i f he had met 

him, Jinbao answered "without the l e a s t h e s i t a t i o n " : "Go on 

giv i n g us i n d i v i d u a l firms the green l i g h t ! " 

Jinbao also revealed that he had had enquiries from abroad 

about going into business together, and was planning an overseas 

t r i p himself, "maybe to Japan or advanced countries l i k e that, to 

have a look." As for h i s future business plans, "next year he's 

going to open a company c a l l e d "Nian Feng Shiye Kaifa Gongsi" 

(Nian's Abundant In d u s t r i a l Development Company), dealing mainly 

i n food products; h i s aim i s to make his company into a big t r u s t 

(tuolasi) l i k e America's Coca Cola company." 

The a r t i c l e said nothing about h i s e a r l i e r l e g a l troubles. 

Implications of the Shazi Story 

What are we to conclude from the Shazi story? One obvious 

conclusion i s that the whole story i n a l l i t s d e t a i l s w i l l 

probably never be known. What evidence we have i s l i m i t e d to 

interpretations given by the Chinese press and as we have seen, 

these reports tend to support s p e c i f i c p o l i c y p o s i t i o n s . But 

ca r e f u l contextualization and d i s t i n c t i o n between d i f f e r e n t kinds 

of coverage can y i e l d a plausible i n t e r p r e t a t i o n . 
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Contrary to the impression given i n the o r i g i n a l Guancrminq  

Ribao a r t i c l e , i t would appear that since at l e a s t early 1982, 

Shazi was being watched c a r e f u l l y by l o c a l a u t h o r i t i e s i n Wuhu. 

Even when h i s company grew too large to l e g i t i m a t e l y be 

considered an i n d i v i d u a l firm, he was allowed to continue to 

expand h i s operations, and was even used as a model fo r 

propaganda purposes. Most of h i s infringements were overlooked. 

Only when i t was found that he was grossly underpaying h i s taxes 

and moreover that h i s son was g u i l t y of t h e f t of state property, 

was the leash p u l l e d i n . Even then, Shazi himself was only 

required to pay the taxes he owed to the government. He was not 

fined, although he could have been heavily penalized. Moreover, 

t h i s occurred i n the midst of a crackdown on tax evasion, by 

which time Shazi, as well-known as he was, could hardly have been 

ignored without r i s k of a major scandal. 

I t seems c l e a r that at l e a s t u n t i l the l a s t h a l f of 1983, 

the c e n t r a l government was keeping i t s options open i n regards to 

l i m i t s to the i n d i v i d u a l economy. Successful firms were being 

monitored, but l o c a l a u t h o r i t i e s were obviously being t o l d to 

keep t h e i r hands o f f them, at l e a s t for the time being. 

This meant that the l o c a l a u t h orities were caught i n a 

bind. Central p o l i c y favoured the expansion of the i n d i v i d u a l 

economy, and at l e a s t u n t i l mid-1983, any measures that implied 

repression of i n d i v i d u a l businesses were suppressed, or i f they 

did occur, were roundly c r i t i c i z e d i n the mass-circulation press. 

Most of these c r i t i c i s m s were focused on l o c a l - l e v e l cadres 
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responsible f o r the day-to-day tasks of market management. They 

were accused of systematic harrassment of i n d i v i d u a l firms, and 

i n many cases these accusations appear to have been j u s t i f i e d . 

But Shazi was breaking the law. Local a u t h o r i t i e s saw h i s 

a c t i v i t i e s as a threat to market order, and were c l e a r l y 

concerned that he would be a bad example to other i n d i v i d u a l 

entrepreneurs. Yet they were unable to act, forced by central 

p o l i c y to s i t back and watch as Shazi contravened one regulation 

a f t e r another. In mid-1983 regulations were tightened up at the 

centre, and central a u t h o r i t i e s began to send the message that 

from now on the aut h o r i t i e s would no longer be so tol e r a n t i n 

t h e i r treatment of in d i v i d u a l firms who broke the law. Hu 

Yaobang's "who i s respectable?" speech i n August 1983 i s an 

important marker i n t h i s change of att i t u d e . I t would seem that 

around t h i s time, l o c a l a u t h orities were given the green l i g h t to 

crack down on in d i v i d u a l entrepreneurs, and they d i d so with a 

vengeance. 

Thus i f the i n i t i a l accounts of Shazi's story i n the 

mass-circulation press omitted the less savoury d e t a i l s of h i s 

operations, i t i s because to include them would have undercut the 

obvious purpose of the coverage: to castigate the ob s t r u c t i o n i s t 

behaviour of l o c a l cadres at a time when such behaviour was seen 

as an obstacle to the re-establishment of the i n d i v i d u a l economy. 

Later these d e t a i l s came to l i g h t i n a d i f f e r e n t context, during 

the campaign to "clean up" the in d i v i d u a l economy, i n which 
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Shazi's case was used to p u b l i c i z e the introduction of t i g h t e r 

controls, e s p e c i a l l y over tax evaders, and to warn i n d i v i d u a l 

entrepreneurs that t h e i r excesses would no longer be toler a t e d . 

Shazi was i n a sense of a vi c t i m of his own success. He 

exemplified the best and the worst of the i n d i v i d u a l economy i n 

i t s current renaissance. When central p o l i c y was to encourage 

the growth of the in d i v i d u a l economy, he was held up as an 

outstanding example. When central p o l i c y was to more c l e a r l y 

demarcate the l i m i t s to in d i v i d u a l entrepreneurial a c t i v i t i e s and 

crack down on those who transgressed them, Shazi was a prime 

candidate. Not only was i t r i g h t that he should be forced back 

into l i n e , i t was neccessary i n view of a l l the p o s i t i v e 

p u b l i c i t y he had been given. Because of his very notoriety, he 

had become a po t e n t i a l embarrassment whose propaganda value could 

be salvaged only by making him an example of the e f f i c i e n c y of 

the bureaucracy i n f e r r e t i n g out transgressors and bringing them 

into l i n e . As well known as he was, not to punish him would have 

sent the wrong kind of signals to other entrepreneurs, at a time 

when they were being t o l d that they a l l must obey the laws. 

Shazi benefited greatly from being a "conspicuous business" but 

eventually he was made to pay the p r i c e . 

In the end, however, the events of 1983 turned out to be 

only a temporary setback. Despite the fact that he had been 

g u i l t y of massive tax evasion, and had transcended the l i m i t s on 

hired labour, once the p o l i c y loosened up again, not only was he 

no longer c r i t i c i z e d , he was apparently given a free hand i n 

expanding h i s operations. Moreover, h i s son, a f t e r being 



424 

arrested f o r robbery, was also free to pursue h i s own private 

business a c t i v i t i e s , which showed signs of becoming even bigger 

than h i s father's. As always subject to p o l i c y v a c i l l a t i o n s , by 

the end of 1984 they both exemplified the renewed emphasis on 

"prosperity" which was again used to promote the expansion of the 

i n d i v i d u a l economy. The only residue from the crackdown of 1983, 

i t seems, was a s t r i c t warning to obey the law. 

Shazi's story also demonstrates the tension, or at the very 

l e a s t lack of coordination, between central government p o l i c y and 

l o c a l - l e v e l implementation i n the early stages of re-establishing 

the i n d i v i d u a l economy. As we have seen, the national coverage 

of Shazi's sucess came out long a f t e r the d e t a i l s of h i s 

a c t i v i t i e s were known and discussed by l o c a l economists and 

administrators. Yet the national newspaper Guancrminq Ribao chose 

to ignore the fact that by that time "Shazi Guazi" was f a r more 

than a simple street-corner s t a l l ; instead they praised Shazi's 

tenacity and acumen while c r i t i c i z i n g l o c a l - l e v e l cadres for 

t h e i r " a r b i t r a r y " and o b s t r u c t i o n i s t behaviour toward him. One 

of these cadres had expressed his or her opinion s u r r e p t i t i o u s l y 

by posting the c r i t i c a l wall poster, but presumably that was the 

l i m i t to t h e i r possible resistance. Without higher-level 

support, t h e i r hands were t i e d . 

I t would seem clear, then, that the central government 

p o l i c i e s promoting the i n d i v i d u a l economy were received with 

dismay by at l e a s t some l o c a l cadres. The " a r b i t r a r y " treatment 

c r i t i c i z e d i n the press (in Shazi's case and many others as 

well), whatever else i t might have been, was very l i k e l y a 
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manifestation of t h e i r f r u s t r a t i o n . They were forced to deal 

with the p r a c t i c a l administrative problems caused by the rapid 

growth of the i n d i v i d u a l economy, at the same time as these 

problems were being glossed over by central policy-makers and the 

national press. This being the case, the subsequent crackdown, 

which was supported from the centre, represented a t a c i t 

admission by c e n t r a l a u t h o r i t i e s that the l o c a l cadres were 

j u s t i f i e d i n much of t h e i r s t r i c t handling of i n d i v i d u a l firms 

and required more support from the centre i n t h e i r attempts to 

bring some order to the sector. 

In large part, t h i s tension between centre and l o c a l i t y can 

be seen as a difference of perspective between central planners 

and l o c a l administrators. Planners take the long, broad view. 

They see the i n d i v i d u a l economy i n terms of employment creation, 

commodity c i r c u l a t i o n , and comprehensive development strategies. 

I f c e n t r al a u t h o r i t i e s placed Shazi on a long leash, i t was 

p a r t l y as an experiment to see what the economic impact of h i s 

a c t i v i t i e s would be. The Jurisprudence a r t i c l e stressed the 

"spread e f f e c t s " of Shazi's business which were alluded to i n 

other reports; apart from the improvements made i n state-run 

enterprises i n response to the competition, i t also stimulated 

the r u r a l economy i n a region of China which i s notorious for i t s 

r u r a l poverty. Shazi paid a high p r i c e to r u r a l producers for 

h i s raw materials; the state-run enterprises were forced to rai s e 

t h e i r p r i c e as well. Shazi created new products to s u i t consumer 

tastes, and the state-run d i s t r i b u t o r s did likewise. This put 

more than ten new brands of guazi on the l o c a l market, and 
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stimulated o v e r a l l sales considerably; the quantity of guazi 

processed i n Wuhu i n 1982 was ten times the amount produced i n 

1981. The impact on the l o c a l r u r a l economy of t h i s sudden 

increase i n demand for raw melon seeds was probably considerable. 
25 

From the central a u t h o r i t i e s ' point of view, t h i s was 

exactly the sort of e f f e c t the growth of the i n d i v i d u a l economy 

was supposed to stimulate. I t i s i n t e r e s t i n g that curbs were 

placed on businesses such as Shazi's, not for growing too large, 

but f o r eluding control, and perhaps more s i g n i f i c a n t , for not 

sharing t h e i r growing p r o f i t s with the state. As the "comment" 

accompanying the Renmin Ribao report on Shazi's tax problems 

pointed out: 

"Shazi" i s not stupid (sha), i n fact he i s very cunning. In 
a h a l f year he managed to avoid paying taxes on guazi sold i n 
Shanghai to the tune of 43,000 yuan, he ate the State's 
portion, h i s appetite i s so big! This kind of law-breaking 
merchant must be dealt with according to the law. I f our 
comrades turn a b l i n d eye to t h i s kind of thing, then we 
ourselves have r e a l l y become the stupid s h a z i . 2 6 

I t would be i n t e r e s t i n g to know how he would have been 

treated i f he hadn't been evading taxes. As i t was, a point was 

reached where the p r a c t i c a l concerns of l o c a l administrative 

cadres could no longer be ignored, and at t h i s point, the 

treatment of p r o f i t a b l e i n d i v i d u a l firms became f a r less lenient. 

The problem then became, how f a r to go i n c o n t r o l l i n g i n d i v i d u a l 

firms without s t i f l i n g t h e i r expansion altogether? A l l the 

evidence indicates that, at least by the end of 1984, the correct 

formula had yet to be found. 
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One further lesson may be drawn from the Shazi story. This 

i s the enormous v i t a l i t y of the i n d i v i d u a l economy i n China's 

economic l i f e . As slanted and sentimentalized as the press 

account of Shazi's l i f e story may have been, i t i s e s s e n t i a l l y 

p l a u s i b l e given the v i c i s s i t u d e s i n p o l i c y toward the i n d i v i d u a l 

economy since 1949 as outlined i n previous chapters. What i s 

remarkable i s Shazi's response. I t i s true that even during the 

darkest days of the private economy during the Cu l t u r a l 

Revolution, private vendors continued to operate and even to 

demand that t h e i r l i v e l i h o o d be protected. There i s something 

heroic about t h i s r e s i l i e n c e . The determination to "make a buck" 

even i n the worst of circumstances i s a great resource i n a 

modernizing economy, one which the current leadership i n i t s 

current mood i s t r y i n g very hard to harness. However, t h e i r 

e f f o r t s to curb i t s less admirable and more rapacious tendencies 

are understandable i n any context but p a r t i c u l a r l y so i n a system 

that s t i l l sees i t s e l f as a s o c i a l i s t one based on public 

ownership. Shazi's fate i l l u s t r a t e s the dilemmas t h i s contradic

t i o n creates. 

Of course there are also good s t r u c t u r a l explanations for 

the v i t a l i t y of the in d i v i d u a l economy as a sector. But the 

point being made here i s that when economists and o f f i c i a l s t a l k 

about l i m i t i n g the in d i v i d u a l economy, they are t a l k i n g about 

curbing the entrepreneurial e f f o r t s of r e a l i n d i v i d u a l s with a 

long h i s t o r y of bucking the system, people who have risked a l o t 

in the past and are c l e a r l y not a f r a i d to f i g h t back. 
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Shazi's l e t t e r to the p r o v i n c i a l Party secretary seems 

t o t a l l y i n keeping with h i s past behaviour. The mixed response 

of the Secretary and the more enthusiastic statement by the 

municipal committee pointed to a new d i r e c t i o n , not only for 

Shazi but f o r a l l ambitious i n d i v i d u a l entrepreneurs. A f t e r the 

crackdowns of 1983, the new message was, "admit your mistakes, 

accept our leadership, stay within the boundaries of the laws and 

regulations (even when we have not c l e a r l y defined them), and you 

are free to grow as big as you want." 
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Notes 

1. See Guancrminq Ribao. 12 December 1982, and e s p e c i a l l y 
"Shazi He Ta de Guazi" (Shazi and His Melon Seeds), 4 January 
1983. The biographical information i n t h i s section i s taken 
almost ex c l u s i v e l y from the l a t t e r a r t i c l e , which ran to almost 
h a l f a page. 

2. See Wuhu Shi J i n g j i Xuehui (Wuhu Economics I n s t i t u t e ) , 
"Guanyu 'Shazi Guazi' de T a o l u n — S h e j i Geti J i n g j i Maojian Hu de 
Y i x i e Wenti" (A Discussion of 'Shazi Guazi'—Touching on Several 
Problems of Conspicuous Businesses i n the Individual Economy), 
Jinqj i x u e Donqtai (Trends i n Economics), no. 4 (1982). 

3. 1 i i n = 0.5 kg. 

4. The author can personally a t t e s t to both the q u a l i t y and 
popularity of the product. In February 1984 I sampled "Shazi 
Guazi" on a v i s i t to Shanghai. Friends i n Shanghai knew exactly 
where to get them (a s t a l l on Nanjing Road West, a major downtown 
thoroughfare), and had t r i e d and l i k e d them. When I brought a 
bag to B e i j i n g , they were immediately appropriated by an 
acquaintance who was a native of Jiangsu, claiming that they were 
better than any guazi found i n the north. Several months l a t e r , 
t e l l i n g t h i s story i n Hong Kong, I was t o l d that on a cruise down 
the Yangtze River, Chinese passengers rushed o f f the boat at 
Wuhu—to buy "Shazi Guazi". As of early 1985 they were on sale 
i n shops as f a r south as G u i l i n , i n small p l a s t i c bags bearing 
the legend "Wuhu sp e c i a l t y " and l i s t i n g the a t t r i b u t e s of the 
contents: "high q u a l i t y at the r i g h t p r i c e , fragrant, c r i s p and 
tasty, s p e c i a l roasting methods, carefully-chosen superior 
ingredients." 

5. See Guangming Ribao. 20 December 1982. 

6. The verse runs as follows: "Shazi guazi d a i z i bao / Daizi 
bao dao Shazi xiao / S i xiang yuanze quan bu yao / Ru c i baozhi 
s h i hunao." A very rough t r a n s l a t i o n i s : Stupid melon seeds, an 
i d i o t i c report /the i d i o t i c report gives Shazi a laugh / Four 
words we could do without / t h i s i s the way newspapers make 
mischief. 

7. See "'Shazi Guazi' Zai Shanghai Toushui Luoshui 43,000 
Yuan Shuikuan Xianqi Jiaoqing" ("Shazi Guazi" Pays Back Within 
Time Limit Taxes of 43,000 Yuan Evaded i n Shanghai), Haerbin  
Ribao. 14 October 1983. 

8. See "'Shazi Guazi Zai Shanghai Xiaoshou Touluoshui S i Wan 
San Qian Yuan" (Shazi Guazi Evades Taxes i n Shanghai Worth 43,000 
Yuan), Renmin Ribao. 12 October 1983; and i b i d . ; the l a t t e r 
report was based on the Renmin Ribao a r t i c l e and a report i n 
Xinmin Wanbao (Shanghai). 
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9. "'Shazi Guazi' Jingyingren Nian J i a Fuzi Y i f a Bujiao Zai 
Hu Suo Tuo Shuikuan" (Proprietors of "Shazi Guazi" Nian Father 
and Son Have Already Paid Up i n Accordance With the Law Taxes 
Evaded i n Shanghai), Xinmin Wanbao. 13 November 1983. 

10. '"Shazi Guazi Zhangzi Zuo Z e i " (Eldest Son of "Shazi 
Guazi" Commits Robbery), Haerbin Ribao, 23 November 1983. This 
story was picked up from a November 19 report i n Shanghai's 
Jiefanq Ribao (Liberation D a i l y ) . 

11. Wuhu Shi J i n g j i Xuehui, "Guanyu 'Shazi Guazi' de Taolun," 
p. 18. 

12. Shazi was buying raw guazi at 1.42 yuan per j i n . The 
procurement p r i c e (for goods included i n the state production 
plan) was 1.05 to 1.10 yuan, and the negotiated p r i c e (for 
extra-plan goods) was 1.35 to 1.40 yuan. Ibid., p. 19. 

13. Ibid. The economics are complex. To the tax authori
t i e s , he was reporting monthly earnings (yingye e) of 15,000 yuan 
which was taxed at 7 percent for a monthly tax b i l l of 1,050 
yuan. But i t was found that he was a c t u a l l y s e l l i n g 17,000 i i n 
of guazi per month, about double what he was reporting, which 
gave him monthly earnings of 30,000 yuan. Thus he was saving one 
thousand a month i n taxes. O f f i c i a l s also found that when he was 
s e l l i n g guazi by the j i n he was s e l l i n g at the true weight, but 
40 percent of h i s sales were small packets that were supposed to 
weigh 0.5 l i a n g and i n fact only weighed, on average, 0.435 l i a n g 
(1 l i a n g = 0.1 j i n ) . Thus these small packets were fetching him 
2.29 yuan per i i n as opposed to the 2 yuan he was supposed to be 
making. Based on raw material costs, other production costs, and 
l e g a l tax rate, h i s rate of p r o f i t should have been 0.13 yuan per 
iin. giving him, on sales of 17,000 i i n per month, a t i d y income 
of over 2,000 yuan. But taking into account h i s i l l - g o t t e n gains 
from underpaying taxes and short-weighting, i t was calculated 
that h i s monthly after-tax income was probably somewhere around 
6,000 yuan. Since he claimed that something less than one guarter 
of h i s income went i n meals, year-end bonuses, and other benefits 
for h i s apprentices and employees, t h i s would leave him with a 
monthly net income of over 4,500 yuan. 

14. Ibid., p. 19. 

15. Ibid., p. 20. 

16. Ibid., p. 19. 

17. Ibid. 

18. Wang Zhuansheng, "Cong 'Shazi Guazi' Kan Geti J i n g j i 
Zhong de Falu Wenti" (Legal Questions i n the Individual Economy 
As Seen From 'Shazi Guazi'), Faxue. no. 3 (March 1984), pp. 6-11. 
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19. See Shao Honghua and Lu Zhaoqi, "Guanyu Geti J i n g j i 
Shuishou Zhengce de Youguan Wenti (On Questions Related to 
Taxation of Individual Economy), J i n g i i x u e Donqtai. no. 11 
(1983), p. 34. 

20. Chen Xiang, "Wei Hai Bi Zhi" (Only the Harmful Must be 
Stopped), Renmin Ribao. 12 October 1983. 

21. "Anhui Shengwei Shuji Huang Huang Fuxin Gei "Shazi" Guazi 
Jingyingzhe: Xiwang Nian Guangjiu Yanzhe Zhenque Guidao Jiankang 
Qianjin" (Anhui P r o v i n c i a l Committee Secretary Huang Huang Sends 
a Letter to "Shazi Guazi" Operator: Hoping that Nian Guangjiu 
Sticks to the Correct Path for Healthy Advancement), Guangming 
Ribao 1 A p r i l 1984, p. 1. 

22. See "Wuhu Shi Wei Changweihui Taolun Renwei: Yao Fuchi 
Yindao Getihu Nian Guangjiu J i x u Jingying Fazhan ''Shazi' Guazi" 
(Wuhu Municipal Committee Standing Committee Discussion Believes: 
We Must Support and Lead Individual Firm Nian Guangjiu to 
Continue to Operate and Develop "Shazi" Guazi"), Guangming Ribao. 
8 May 1984. 

23. "Wuhu Shazi Guazi Jingyingzhe Nian Qiang Xiang Anhui 
Shida Fu Zhong Juankuan Liang Wan" (Wuhu Shazi Guazi Operator 
Nian Qiang Donates 20,000 to Anhui Normal University Attached 
Middle School), Guangming Ribao. 17 October 1984, p. 2. 

24. Shen Quanmei, Wang Zhanxiong, "'Xiao Shazi' yu 'Lao 
Shazi'", Qingnian Yidai (The Young Generation), no. 1 (1985), p. 
9. According to rumours i n Be i j i n g i n February 1985, he had 
formed a j o i n t venture with a c o l l e c t i v e - r u n enterprise i n 
Xinjiang, and had been praised i n the newspaper for contributing 
a large sum to the fund for repairing the Great Wall. 

25. Wang Zhuansheng, i b i d . , p. 7. 

26. Chen Xiang, "Wei Hai Bi Zhi", c i t e d above. 
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CHAPTER VII 

THE INDIVIDUAL ECONOMY IN CHINESE ECONOMIC THEORY 

Introduction 

Along with the e f f o r t to r e h a b i l i t a t e the i n d i v i d u a l 

economy between 1978 and 1984, Chinese economists and 

theoreticians were faced with a corresponding t h e o r e t i c a l 

project: to provide a basis i n economic theory, grounded i n a 

t h e o r e t i c a l understanding of the laws of development of s o c i a l i s t 

society, which sanctions and explains the continued presence of a 

petty commodity sector within the s o c i a l i s t economy. 

The search for the "economic laws of socialism" has taken 

on new meaning i n China since the l a t e 1970s. 1 The stock-taking 

which followed the death of Mao and the end of the c u l t u r a l 

revolution era demanded t h e o r e t i c a l analysis of the successes and 

f a i l u r e s of the previous 35 years as well as a blueprint for the 

future of a society which aims to be a modernized s o c i a l i s t 

power. The formula which has become orthodoxy i n the years of 

Deng Xiaoping's ascendancy i s : "a modernized socialism with 

Chinese features." Discovering what t h i s w i l l be i n practice, 

and how to act u a l i z e i t , has preoccupied Chinese economic 

th e o r i s t s for the past several years. I t i s within t h i s 

framework that recent t h e o r e t i c a l discussion of the i n d i v i d u a l 

economy has taken place. 
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In general, arguments for the existence and further 

development of the in d i v i d u a l sector r e l y on three kinds of 

j u s t i f i c a t i o n : a) the idea that socialism i s not and cannot be a 

"pure" economic formation (and was never envisioned to be such by 

the forefathers of socialism), but rather i s a t r a n s i t i o n a l stage 

i n which many economic forms l e f t over from the "old society" 

continue to coexist i n new and dynamic i n t e r r e l a t i o n s h i p s ; b) the 

requirements of "objective economic l a w " — s p e c i f i c a l l y , the 

Marxian p r i n c i p l e that the r e l a t i o n s of production must conform 

to the l e v e l of development of the productive forces, i n order to 

move those forces to a higher stage; and c) the actual conditions 

and problems i n the Chinese economy at the current s t a g e — o r the 

re a l constraints upon economic development. 

Underlying these arguments i s the search for a t h e o r e t i c a l 

conception of the in d i v i d u a l economy i t s e l f which distinguishes 

i t from capitalism (or, for that matter, any s p e c i f i c economic 

formation) and allows i t s presence to be seen as, not merely a 

temporary and ultimately undesirable expediency, but an economic 

form with a legitimate p o s i t i o n and necessary r o l e within a 

developing—and perhaps even a d e v e l o p e d — s o c i a l i s t economy. 

This t h e o r e t i c a l project has brought fort h conclusions 

which at times look less l i k e theory than transparent 

r a t i o n a l i z a t i o n s for p o l i c y . They are, however, grounded i n a 

pragmatic e f f o r t to assess what socialism, as a t r a n s i t i o n a l 

economic form, can be, and s p e c i f i c a l l y what i s possible and 

desirable i n China at the present time. 
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This chapter begins with a discussion of the model of 

socialism as a t r a n s i t i o n a l formation, the concept of s o c i a l and 

economic development which that model e n t a i l s , i t s implications 

i n terms of economic structure (meaning the structure of 

ownership), and the place of i n d i v i d u a l economy within that 

structure. I t goes on to look at discussions among Chinese 

economists about the "nature of the i n d i v i d u a l economy" i t s e l f 

and i t s place i n China's o v e r a l l economic structure, attempting 

to reconstruct a "majority" view on t h i s issue as well as point 

out areas of controversy. The t h i r d section examines the major 

t h e o r e t i c a l obstacle to f u l l acceptance of the i n d i v i d u a l 

economy—the issue of "spontaneous c a p i t a l i s t t e n d e n c i e s " — p l a c 

ing the issue i n i t s h i s t o r i c a l context and o u t l i n i n g i t s current 

r e s o l u t i o n . Throughout a l l of t h i s , answers are being sought to 

two questions: F i r s t , do these arguments work on t h e i r own terms, 

that i s , i n terms of what Chinese theoreticians and policy-makers 

say they hope to achieve? Second, what do they imply for a 

theory of petty commodity production within a " s o c i a l i s t " 

economic formation, however that economic formation i s eventually 

realized? These questions w i l l form the basis for the concluding 

section. 

Undeveloped Socialism and S o c i a l i s t Development 

Post-1978 discussions on the i n d i v i d u a l economy, then, have 

taken place within a p a r t i c u l a r t h e o r e t i c a l context, that i s , 

amidst arguments about the s o c i a l i s t t r a n s i t i o n , what i t consists 

of, how i t i s to be accomplished, and how far China has 
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progressed down the road. This whole issue went through a 

r a d i c a l r e - d e f i n i n i t i o n of terms a f t e r the events of 1976 

p r e c i p i t a t e d a s h i f t to a new development strategy. I f the 

t h e o r e t i c a l l i t e r a t u r e on the i n d i v i d u a l economy i s to be at a l l 

i n t e l l i g i b l e , i t must be viewed against the background of these 

larger d e b a t e s — e s p e c i a l l y those concerning the nature of the 

s o c i a l i s t t r a n s i t i o n and the mechanisms which power and guide 

that t r a n s i t i o n . 

I t must also be kept i n mind that i n the economic 

l i t e r a t u r e of post-1949 China, dominated by Marxist categories 

and terms of reference, "development" necessarily has a complex 

meaning. On the one hand i t refers to the development (both 

quantitative and qualitative) of the forces of production—which 

could also be termed "modernization". On the other, i t refe r s to 

the development of s o c i a l r e l a t i o n s of production—which could 

also be termed "transformation". The i n t e r a c t i o n between these 

two determines the nature of a t h i r d kind of development: the 

development of society from capitalism to socialism (and 

eventually to communism). In any discussion of development-re

lated issues i n China a l l these aspects are present, i f only 

i m p l i c i t l y . Even i f the stress i s on the former, material 

development, i t s connection with s o c i e t a l development i s (or 

should be) always i m p l i c i t ; considerations of development always 

imply the question, "development towards what end"? 

This section begins with a discussion of the currently-ac

cepted model of socialism as a t r a n s i t i o n a l formation, and the 

concept of s o c i a l and economic "development" which that model 
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implies. I t then discusses the "objective economic law" which 

underlies the model and i s most often used to j u s t i f y r e s toration 

of the i n d i v i d u a l economy—the "law" of correspondence between 

the forces and r e l a t i o n s of production, which says that the 

re l a t i o n s of production must correspond to the l e v e l of 

development of the productive forces, i n order to move the forces 

to a higher l e v e l . This naturally implies a preoccupation with 

the question of ownership and the structure of ownership i n the 

nation's economy. The section ends with a discussion of the 

implications of t h i s notion of development for a theory of the 

continued existence of the in d i v i d u a l sector (or small-scale 

private ownership) within a s o c i a l i s t economy. 

Antecedents: The Controversy over the S o c i a l i s t T r a n s i t i o n 

I t i s frequently noted that the problem of bu i l d i n g 

socialism or e f f e c t i n g the t r a n s i t i o n to socialism i n 

economically-underdeveloped countries was not foreseen by 

M a r x — i n fa c t that Marx had very l i t t l e to say about socialism 

i t s e l f , even i n developed economies. 2 The key statement which 

sums up most of the ess e n t i a l elements of Marx's thinking on 

s o c i a l and economic development, comes from the 1859 "Preface" to 

"A Contribution to the Criti q u e of P o l i t i c a l Economy." I t reads: 

In the s o c i a l production of t h e i r l i f e , men enter into 
d e f i n i t e r e l a t i o n s that are indispensable and independent of 
t h e i r w i l l ; r e l a t i o n s of production which correspond to a 
d e f i n i t e stage of development of t h e i r material productive  
forces. The sum t o t a l of these r e l a t i o n s of production 
constitutes the economic structure of society, the r e a l 
foundation, on which r i s e s a l e g a l and p o l i t i c a l superstruc
ture, and to which correspond d e f i n i t e forms of s o c i a l 
consciousness. The mode of production of material l i f e 
conditions the s o c i a l , p o l i t i c a l , and i n t e l l e c t u a l l i f e 
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process i n general. I t i s not the consciousness of men that 
determines t h e i r being, but, on the contrary , t h e i r s o c i a l 
being that determines t h e i r consciousness. At a c e r t a i n 
stage of t h e i r development, the material productive forces of 
society come i n c o n f l i c t with the e x i s t i n g r e l a t i o n s of 
production, or—what i s but a l e g a l expression for the same 
t h i n g — w i t h the property r e l a t i o n s within which they had been 
at work hitherto. From forms of development of the 
productive forces, these r e l a t i o n s turn into t h e i r f e t t e r s . 
Then begins an epoch of s o c i a l revolution ... No s o c i a l  
order ever perishes before a l l the productive forces for  
which there i s room i n i t have developed; and new, higher  
r e l a t i o n s of production never appear before the material  
conditions of t h e i r existence have matured i n the womb of the  
old society i t s e l f . 3 

The p r o l e t a r i a n revolution was supposed to take place i n 

countries where capitalism had already developed the forces of 

production to a high l e v e l , where s o c i a l i z e d large-scale 

production would be the norm, and where petty production would 

already have been s u b s t a n t i a l l y transcended. That i s , i n the 

"normal" scheme of things, the task of developing the forces of 

production would have taken place during the period of 

capitalism, so that a f t e r the p r o l e t a r i a n revolution, i t would be 

a f a i r l y simple matter to i n s t i t u t e a purely s o c i a l i s t system; as 

one Chinese study puts i t : " i n d i v i d u a l economy would not e x i s t , 

nor would there be the necessity to develop i n d i v i d u a l economy, 

there would be established a unitary s o c i a l i s t public-ownership 

economy i n which there would be no i n d i v i d u a l economy."4 

This was c l e a r l y not the case i n Russia a f t e r the Bolshevik 

revolution, nor was i t true i n China a f t e r 1949. The new 

Communist regime was immediately faced (as the Bolsheviks had 

been i n 1917) with the problem of economic reconstruction and 

development i n a c r i s i s s i t u a t i o n . I t was i n t h i s context too 
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that i t had to confront the p r a c t i c a l problems of b u i l d i n g 

socialism i n an economy based l a r g e l y on small-scale private 

production. 

I t was forced to do so without a c l e a r theory of s o c i a l i s t 

t r a n s i t i o n , and indeed only one model where i t had a c t u a l l y been 

t r i e d . Thus theory was from the beginning concerned with 

p r a c t i c a l problems. Mao, for example, began h i s analysis of the 

classes i n Chinese society with the twin questions, "Who are our 

enemies? Who are our f r i e n d s ? " 5 The answers to these questions 

formed the basis for p o l i c i e s and strategies designed to e f f e c t 

the s o c i a l i s t t r a n s i t i o n . E s s e n t i a l l y , Mao was asking questions 

about the r e l a t i o n of people to the forces of p r o d u c t i o n — h i s 

main concern was with property relationships, and h i s general 

strategy f o r t r a n s i t i o n was to transform these as quickly as 

possible, which would i n turn l i b e r a t e the productive forces from 

the " f e t t e r s " of e x i s t i n g class r e l a t i o n s . This i s a 

preoccupation which continued, and which i n f a c t became 

i d e n t i f i e d as a "Maoist" approach to the b u i l d i n g of socialism. 

J u s t i f i c a t i o n could be found i n the Marxist c l a s s i c s for such an 

approach, although Mao was also credited with r e i n t e r p r e t i n g 

these c l a s s i c s to s u i t the Chinese s i t u a t i o n . 6 

This approach was, however, tempered at various periods by 

p o l i t i c a l c o n f l i c t s and by the economic r e a l i t i e s imposed by 

China's extreme poverty. After Mao's death the "Maoist" approach 

to development was f i n a l l y superseded by another approach which 

emphasized the other side of the equation: the development of the 

forces of production. The emphasis on the "four modernizations" 
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and other p r i n c i p l e s of the Deng era sanctioned the pursuit of 

development by any means available, even i f they appeared to 

involve "regression" to "less advanced" property r e l a t i o n s h i p s , 

including petty production. The s o c i a l i s t transformation was no 

longer to be a "pauper's t r a n s i t i o n " (as the "gang of four" were 

accused of advocating.) Again, j u s t i f i c a t i o n could be found i n 

Marx's writings. 

The two approaches to development and transformation are 

linked by a preoccupation with defining the "correct" 

r e l a t i o n s h i p between these two c r u c i a l elements i n Marxist 

theory, the forces and r e l a t i o n s of production. Any d e f i n i t i o n 

of development i n t h i s context must include a conception of that 

r e l a t i o n s h i p , and how that r e l a t i o n s h i p i s conceived has a major 

influence on the d e f i n i t i o n of development adopted. 

In China, the l i n e s of t h i s debate go back to the 

t r a n s l a t i o n and c i r c u l a t i o n i n the mid and l a t e 1950s of S t a l i n ' s 

Economic Problems of Socialism i n the USSR and the Soviet 

Textbook on P o l i t i c a l Economy. and the publication i n the early 

1960s of Mao's "Reading Notes" on these two books, written during 

and j u s t a f t e r the Great Leap. E s s e n t i a l l y , S t a l i n and the 

Soviet textbook portrayed socialism as a coherent system with i t s 

own "objective economic laws," i n which s o c i a l i s t r e l a t i o n s of 

production, i n the form of state ownership, had already done away 

with private ownership, and the d i c t a t o r s h i p of the p r o l e t a r i a t 

meant that classes and class struggle no longer played a major 



440 

r o l e . Continuous development of the productive forces would 

proceed, without any need for major changes i n the r e l a t i o n s of 

production, u n t i l communism was a t t a i n e d . 7 

Mao, of course, disagreed. He based h i s opinion on the 

Chinese revolutionary experience. Where the Soviet textbook 

c a l l e d the development of large industry "the basis for the 

s o c i a l i s t transformation of the economy," Mao countered, 

A l l revolutionary h i s t o r y shows that the f u l l development of 
new productive forces i s not the prerequisite for the 
transformation of backward production r e l a t i o n s . Our revolu
t i o n began with Marxist-Leninist propaganda, which served to 
create new public opinion i n favour of the revolution. 
Moreover, i t was possible to destroy the old production 
r e l a t i o n s only a f t e r we had overthrown a backward 
superstructure i n the course of revolution. A f t e r the old 
production r e l a t i o n s had been destroyed new ones were 
created, and these cleared the way for the development of new 
s o c i a l productive forces. With that behind us we were able 
to set i n motion the technological revolution to develop 
s o c i a l productive forces on a large scale. At the same time, 
we s t i l l had to continue transforming the production 
r e l a t i o n s and ideology. 8 

In the "Reading Notes", Mao unequivocally stressed the 

primacy of the r e l a t i o n s of production over the productive 

forces: "To be sure, the revolution i n the production r e l a t i o n s 

i s brought on by a c e r t a i n degree of development of the 

productive forces, but the major development of the productive 

forces always comes a f t e r changes i n the production r e l a t i o n s . " 

As f o r the Soviet claim that socialism makes for unanimity, and 

unanimity i s the "motive force of s o c i a l development," Mao 

instead stressed contradiction: "Without contradiction there i s 

no movement, and society always develops through movement. In 

the era of socialism, contradiction remains the motive force of 

s o c i a l development." 9 
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This view was not only a c r i t i q u e of Soviet economics, i t 

was also a c r i t i q u e of the p o s i t i o n championed by L i u Shaoqi and 

adopted at the Eighth Party Congress of 1956, which claimed as 

S t a l i n had, that socialism had " i n the main" been established i n 

China, and cl a s s contradictions b a s i c a l l y resolved, and that the 

p r i n c i p a l contradiction now was that "between the advanced 

s o c i a l i s t system and the backward productive forces of society." 

10 There was no need for further changes i n the r e l a t i o n s of 

production, now that the bourgeoisie was separated from the 

source of i t s power ( i . e . i t s ownership of the means of 

production); the primary task now was to develop the productive 

forces, to allow them to "catch up" to the advanced r e l a t i o n s . 

During the Cul t u r a l Revolution, t h i s conclusion came to be 

r e v i l e d as the "so-called theory of the productive forces." 

Although Mao apparently endorsed the consensus of the 

Eighth Congress, by the following year the published version of 

his "contradictions" speech, which took a much tougher l i n e on 

clas s struggle, indicated a change of heart. Mao's views of 

course set the agenda for the Cultural Revolution. The b e l i e f 

that changes i n the re l a t i o n s of production would bring about 

development of the forces, was basic to the development strategy 

adopted during that p e r i o d . 1 1 

Later these ideas formed the basis for a theory of 

s o c i a l i s t t r a n s i t i o n developed i n the mid-1970s by the "Shanghai 

school" of r a d i c a l economists which included "gang of four" 

members Zhang Chunqiao and Yao Wenyuan. Although t h e i r book was 

never a c t u a l l y published, t h e i r views were extensively c r i t i c i z e d 
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by economists i n the early 1980s, and t h i s c r i t i q u e formed the 

basis f o r the current view of the s o c i a l i s t t r a n s i t i o n , from 

which much of the current economic reform draws i t s t h e o r e t i c a l 

s u p p o r t . 1 2 

For the Shanghai school a major preoccupation was the 

problem of c a p i t a l i s t r estoration. True, China was already a 

s o c i a l i s t country i n which the system of ownership had been 

transformed. Yet i t s t i l l had c a p i t a l i s t elements such as 

commodities, money wages, wage d i f f e r e n t i a l s , within p r i m a r i l y 

s o c i a l i s t r e l a t i o n s of production. These elements "form the 

material base f o r the constant production and reproduction of 

capitalism as well as a 'new bourgeoisie 7 i n s o c i a l i s t society." 
1 3 At the centre of the Shanghai school 7s argument was a 

c r i t i q u e of the "so-called theory of the productive forces" which 

they f e l t could form the id e o l o g i c a l basis for c a p i t a l i s t 

r e s t o r a t i o n since i t denied the importance of continuing class 

struggle within socialism. Instead i t gave primacy to the 

development of the productive forces, which allegedly strength

ened the p o s i t i o n of the "new bourgeoisie." 

Not s u r p r i s i n g l y , t h i s p o s i t i o n was harshly c r i t i c i z e d 

a f t e r the death of Mao and f a l l of the "gang of f o u r . " 1 4 In the 

end i t was replaced with a new conception of the s o c i a l i s t 

t r a n s i t i o n which echoes that of the 1956 Eighth Party Congress, 

where L i u Shaoqi proclaimed that the major contradiction now was 

between the advanced r e l a t i o n s of production and the backward 

productive forces. In the l a t e 1970s and early 1980s t h i s was 

elaborated into a conception of the t r a n s i t i o n process which 
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portrayed economic development as the central task of the 

s o c i a l i s t era. This era was now seen to consist of two phases, 

undeveloped and developed socialism, and two t r a n s i t i o n s , from 

capitalism to undeveloped socialism, and undeveloped socialism to 

developed socialism. The "present stage" the t h e o r i s t s so often 

referred to was undeveloped socialism. To e f f e c t the t r a n s i t i o n 

to developed socialism c a l l e d not f o r more c l a s s struggle, but 

fo r rapid and uninterrupted development of the productive forces. 

This i n turn c a l l e d for a new economic development strategy. 

Undeveloped vs. Developed Socialism 

Various Chinese economists elaborated t h i s p o s i t i o n i n 

. a r t i c l e s published a f t e r 1978. A 1982 compendium on the 

t h e o r e t i c a l issues surrounding the i n d i v i d u a l economy makes 

e x p l i c i t the l i n k between the development of the means of 

production and the development of socialism. The two, they 

argue, are inseparable: 

Without doubt, s o c i a l i s t r e l a t i o n s of production can only be 
based on s o c i a l i z e d large production, and not on household 
petty production; at the same time, the economic structure of 
the s o c i a l i s t h i s t o r i c a l stage has the public-ownership 
economy as i t s p r i n c i p a l component, and the national economy 
i s characterized by economic planning. This i s because the 
s o c i a l i z a t i o n of the productive f o r c e s — o r s o c i a l i z e d large 
production—on the one hand reguires the s o c i a l i z a t i o n of the 
r e l a t i o n s of production (or public ownership of the means of 
production), and on the other hand reguires s o c i a l i z a t i o n or 
planning of the national economy, i . e . the planned 
organization of s o c i a l p r o d u c t i o n . 1 5 

In a country where the forces of production have already 

developed under capitalism, i t would be t h e o r e t i c a l l y possible to 

d i r e c t l y enter the stage of "fully-developed socialism" ( i . e . a 
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developed economy i n which s o c i a l i s t r e l a t i o n s of production 

p r e v a i l ) , a f t e r only a short t r a n s i t i o n a l phase. As Su Shaozhi 

and Feng Lanrui describe i t , 

The c h a r a c t e r i s t i c s of developed socialism ... are very 
c l e a r . In t h i s stage, the forces of production are highly 
developed, the l e v e l of mechanization and automation i s high, 
material production i s abundant. In ideology, communist 
consciousness i s at a very high l e v e l , and has already 
eliminated small-producer habits and mentality ... Marx 
o r i g i n a l l y thought that s o c i a l i s t revolution would take place 
f i r s t i n advanced c a p i t a l i s t countries. There, a f t e r "labour 
pains", they could enter t h i s stage [of advanced socialism] 

But i n China, as i n the Soviet Union, t h i s was not 

possible. With underdeveloped economies i n which household petty 

production rather than s o c i a l i z e d large production predominated 

at the time of the revolution, s o c i a l i s t r e l a t i o n s of production 

could only be established f a i r l y quickly i n the more advanced 

c a p i t a l i s t sectors, usually by means of d i r e c t appropriation by 

the state. In the petty-production sectors (notably a g r i c u l t u r e 

but also commerce and handicrafts) steps could be taken toward 

cooperativization or c o l l e c t i v i z a t i o n (which are changes i n 

form). But to achieve f u l l s o c i a l i z a t i o n i n these sectors, as 

s o c i a l i z a t i o n i s defined above, also requires changes i n the 

substance of the production process i t s e l f . This i s now seen as 

a very long process, during which the n o n - s o c i a l i s t sector or 

sectors w i l l continue to occupy an important place i n the 

economic structure: "We cannot think that socialism from i t s very 

inception can immediately achieve or construct a material basis 
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of s o l i d and uniform s o c i a l i z e d large production, upon which to 

immediately construct a purer-than-pure s o c i a l i s t public-owner

ship economic structure and 100% planned national economy." 1 7 

The stage a f t e r the p r o l e t a r i a n revolution but before the 

f u l l emergence of a developed and s o c i a l i z e d economy, i s referred 

to as "undeveloped socialism": 

The c h a r a c t e r i s t i c s of undeveloped socialism are: two forms 
of p u b l i c ownership e x i s t , as do commodity production and 
commodity exchange, and the bourgeoisie as a c l a s s has 
already b a s i c a l l y been eliminated. But there are s t i l l 
remnants of capitalism and c a p i t a l i s t elements, even remnants 
of feudalism; there i s s t i l l a considerable proportion of 
petty producers; between agricul t u r e and industry there are 
s t i l l c l a s s differences owing to unequal r e l a t i o n s of 
production and unequal development of the forces of 
production; small-producer habits and mentality are s t i l l 
rampant; the forces of production are s t i l l undeveloped; and 
products are s t i l l i n short supply ... Therefore, the period 
of s o c i a l i s t t r a n s i t i o n s t i l l has not been completed. 1 8 

Can such a society be described as s o c i a l i s t ? According to 

these authors, the answer i s both yes and no: 

Not only has the p r o l e t a r i a t seized power and set up a 
p r o l e t a r i a n dictatorship, but we have also b a s i c a l l y 
completed the s o c i a l i s t transformation of the ownership of 
the means of production; the broad masses under the 
leadership of the party are determined to make the t r a n s i t i o n 
to s o c i a l i s m — t o say we are a s o c i a l i s t country i s p e r f e c t l y 
acceptable. However, we s t i l l cannot say that we have 
already established Marx and Lenin's f i r s t stage of communist 
society (that i s , s o c i a l i s t s o c i e t y ) . We s t i l l have 
c a p i t a l i s t and even feudal remnants, petty production s t i l l 
plays a s i g n i f i c a n t r o l e , and petty-producer habits and 
mentality are s t i l l rampant. This shows that we are s t i l l an 
undeveloped s o c i a l i s t society; we are s t i l l i n the s o c i a l i s t 
t r a n s i t i o n a l period, we cannot think of our economic system 
as developed or complete s o c i a l i s m . 1 9 

This view, i t appears, has become orthodoxy; China i s now 

seen to be i n the process of t r a n s i t i o n from undeveloped to 

developed socialism, i n which s o c i a l i s t r e l a t i o n s of production 

have been s u b s t a n t i a l l y achieved, and where attention must now be 
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turned away from c l a s s struggle and toward the problem of 

development of the forces of production; t h i s i s the only way of 

bringing about the orderly t r a n s i t i o n to the next phase, advanced 

s o c i a l i s m . 2 0 Xue Muqiao i n the 1986 r e v i s i o n of China's  

S o c i a l i s t Economy ( f i r s t published i n 1981), repeats much the 

same formula: 

Should not socialism also be divided into several phases? ... 
Before a l l means of production come under ownership by the 
whole society, there i s a period i n which two systems of 
s o c i a l i s t p u b lic ownership e x i s t side by side. This i s the 
immature stage of socialism, i n which China now finds i t s e l f . 
Recognition of t h i s point i s highly important because i t 
helps to prevent a premature application of c e r t a i n 
p r i n c i p l e s applicable only to the f i r s t phase of communism 
defined by Marx. 2 1 

Xue goes on to say: 

We should f u l l y recognize the protractedness of the s o c i a l i s t 
period and i t s d i v i s i o n into stages. In the present 
h i s t o r i c a l stage, what we whould do i s to p e r s i s t i n making 
the state economy play the leading r o l e and to develop varied 
economic forms. We should not be over-anxious to t r a n s i t 
from one stage to another. I f we t r y to do that, the growth 
of productive forces w i l l suffer, much to the detriment of 
the consolidation of the s o c i a l i s t system and the t r a n s i t i o n 
to communism.22 

Where the Shanghai school saw s o c i a l i s t society as nothing 

more than a r e l a t i v e l y undifferentiated t r a n s i t i o n a l phase 

between capitalism and communism, the post-1978 theory stresses 

the importance of recognizing the phases within the s o c i a l i s t 

stage. This i s a c r u c i a l d i s t i n c t i o n from both t h e o r e t i c a l and 

p r a c t i c a l points of view. Proponents of the "stage" theory 

charge that past misconceptions on t h i s point led to a reversal 

of the proper r e l a t i o n s h i p between r e l a t i o n s and forces of 

production, gi v i n g the former continued primacy over the l a t t e r . 

In p r a c t i c e t h i s led to undue emphasis on class struggle and 
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rapid i n s t i t u t i o n of " s o c i a l i s t " r e l a t i o n s of production, at the 

expense of economic development. In e f f e c t , by f a i l i n g to 

recognize that China was i n the process of t r a n s i t i o n from 

undeveloped to developed socialism, the Shanghai school f a i l e d to 

recognize that the f i r s t b a t t l e had already been won, at l e a s t 

fo r the time being. This can and d i d have grave p o l i t i c a l 

consequences, as Su and Feng point out: 

In the f i r s t stage of the t r a n s i t i o n a l period ... there are 
many d i f f e r e n t elements i n the economy, and correspondingly 
there are several classes; the contradiction between 
p r o l e t a r i a t and bourgeoisie, or the contradiction between 
socialism and capitalism, i s [seen as] the major contradic
t i o n . ... I f we conceive of [the t r a n s i t i o n from] capitalism 
to undeveloped socialism and from undeveloped socialism to 
developed socialism as j u s t one stage, then we see t h i s 
contradiction as running through the whole h i s t o r i c a l period, 
so that throughout t h i s period there w i l l be incessant waging 
of c l a s s struggle ... 2 3 

The negative impact on the economy would be at l e a s t as 

serious: 

Taking the tasks that should be done i n the period of 
advanced socialism, and doing them during the period of 
undeveloped socialism, meant prematurely doing away with 
i n d i v i d u a l economy and abolishing private p l o t s and family 
s i d e l i n e production; [ i t meant] thinking of abolishing an lao  
fenpei [ d i s t r i b u t i o n according to work] as well as commodity 
production and commodity exchange, and opposing material 
incentives ... [W]e even became eager for the t r a n s i t i o n to 
communism. The r e s u l t has been to dampen the enthusiasm of 
the masses for socialism, damage the r e l a t i o n s of production, 
and also do serious damage to the forces of p r o d u c t i o n . 2 4 

Discussions On Ownership Structure 

The "Maoist" and post-1978 theories of development also 

d i f f e r e d s i g n i f i c a n t l y i n t h e i r interpretations of the term 

" r e l a t i o n s of production" i t s e l f . Mao had emphasized that 

r e l a t i o n s of production consisted of three elements: "ownership 
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of the means of production, the r e l a t i o n s among people i n the 

course of production, and the d i s t r i b u t i o n system." Although 

transformation of the system of ownership was "the base", even 

there contradictions would continue to e x i s t ; transformation of 

the other two aspects of production r e l a t i o n s might prove to be 

even more complicated. 2 5 This point was taken up by Zhang 

Chunqiao i n 1975, as the basis for the argument that c l a s s 

struggle must p e r s i s t even a f t e r the system of ownership has been 

transformed: 

... on the problem of the system of ownership, as on a l l 
other problems, we should pay attention not only to i t s form 
but also to i t s actual contents. I t i s p e r f e c t l y correct for 
people to attach importance to the decisive r o l e of the 
system of ownership .... But i t i s incorrect to attach no 
importance to whether the issue of the system of ownership 
has been resolved i n form or i n r e a l i t y , to the reaction 
exerted on the system of ownership by the two other aspects 
of the r e l a t i o n s of production—the r e l a t i o n s between men and 
the form of d i s t r i b u t i o n — a n d to the reaction exerted on the 
economic base by the superstructure; these ... may play a 
decisive r o l e under given conditions. P o l i t i c s i s the 
concentrated expression of economics. The correctness or 
incorrectness of the i d e o l o g i c a l and p o l i t i c a l l i n e , and the 
control of leadership i n the hands of one c l a s s or another, 
decide which cl a s s owns a factory i n r e a l i t y . 2 6 

According to Zhang, "bourgeois r i g h t " could continue to 

e x i s t i n these other aspects of production r e l a t i o n s and could 

e a s i l y give r i s e to the restoration of the bourgeoisie. The 

simple transformation of ownership was not s u f f i c i e n t to prevent 

t h i s . An important element i n the post-1978 c r i t i q u e of t h i s 

view was the reassertion of the primary importance of ownership. 

In the "stages" theory, the decisive event i n the t r a n s i t i o n from 

capitalism to the f i r s t stage of socialism was the establishment 

of the two forms of c o l l e c t i v e ownership. Once t h i s was 
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accomplished, China could be said to be a s o c i a l i s t country. 

Further development of socialism would take place on t h i s basis, 

and development of the productive forces would ensure that 

s o c i a l i s t r e l a t i o n s i n name would also become s o c i a l i s t r e l a t i o n s 

i n content. 

But the recognition that China i s i n the process of 

t r a n s i t i o n from an undeveloped to a developed form of socialism, 

as Su and Feng pointed out, also included recognizing that during 

t h i s t r a n s i t i o n , d i f f e r e n t r e l a t i o n s of p r o d u c t i o n — t h a t i s , 

d i f f e r e n t forms of ownership, including n o n - s o c i a l i s t 

forms—would have to coexist for a long time to come. I t was not 

enough merely to accept t h i s s i t u a t i o n ; rather the p o t e n t i a l of 

each element i n the economy to contribute to development of the 

productive forces should be recognized and e x p l o i t e d . 2 7 

To t h i s end, i n March-April 1981 a national conference on 

the "structure of ownership of the means of production i n our 

country at the present stage" was held i n Chengdu. 2 8 The 

discussions were extensively reported and summarized i n the 

academic press, and also formed the basis for a major t h e o r e t i c a l 

t r e a t i s e on the i n d i v i d u a l economy, published the following year. 

The conference's treatment of relevant questions w i l l form the 

basis f o r much of the discussion below. 2 9 

The discussions were cast within the framework of the 

development model outlined above. The conference was prompted, 

according to the published reports, by actual changes i n the form 

and structure of ownership which had emerged a f t e r the Third 

Plenum, as well as from the formal adoption of the p r i n c i p l e : 
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... that i n our country's present stage, many d i f f e r e n t 
economic sectors and many forms of business should be allowed 
to coexist, with s o c i a l i s t public ownership i n the 
overwhelmingly predominant p o s i t i o n . The adoption of the 
above-mentioned seri e s of p r i n c i p l e s and p o l i c i e s [since the 
Third Plenum] has promoted the readjustment of the structure 
of ownership i n our country's urban and r u r a l areas. Because 
t h i s has been compatible with the requirements a r i s i n g from 
the nature of the productive forces, i t has promoted the 
development of the productive forces. This has been 
demonstrated p a r t i c u l a r l y c l e a r l y i n a g r i c u l t u r a l production 
and r u r a l economic l i f e . At the same time, these changes 
have also given r i s e to many new developments and new 
problems rel a t e d to the form and structure of ownership of 
the means of production, requiring us to study them and to 
provide answers based on t h e o r y . 3 0 

In other words, actual changes i n the structure of 

ownership, r e s u l t i n g from changes i n economic p o l i c y , necessitat

ed a re-evaluation and restructuring of theory to accommodate 

them. 3 1 

The various reports stressed that the very subject of the 

conference, the structure of ownership i n s o c i a l i s t society, was 

a new problem for Chinese theoreticians. The recognition of i t s 

importance arose out of the c r i t i q u e of " l e f t i s t " p o l i c i e s on 

ownership, which stressed rapid transformation to s o c i a l i s t 

forms, and ultimately complete eradication of anything else. 

Hence there was l i t t l e need to study the structure of ownership. 

The conference delegates i s o l a t e d three kinds of " l e f t i s t 

e r r ors" which emerged i n the process of transforming the system 

of ownership. The f i r s t was that, "not understanding that 

extreme imbalances i n development of the productive forces 

determines imbalances i n development of forms of ownership," 

geographical and sectoral d i s p a r i t i e s were ignored i n the various 

campaigns to transform non - s o c i a l i s t forms of enterprise: "For 
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example, i n the transformation of private c a p i t a l i s t industry and 

commerce and the a g r i c u l t u r a l cooperativization campaign, we 

didn't do a very good job of implementing the p o l i c y of g i v i n g 

d i f f e r e n t treatment according to d i f f e r e n t l o c a l conditions." The 

second "error" was the assumption that "the larger the e n t i t y of 

ownership, the better f o r the economy, and the higher the l e v e l 

of p ublic ownership the better. The outcome was b l i n d expansion 

of the scale of units of ownership, divorced from the l e v e l of 

development of the workers and the means of p r o d u c t i o n . " 3 2 

The t h i r d l e f t i s t "error", according to conference 

delegates, was denying the fact that s o c i a l i z a t i o n of the means 

of production and r a i s i n g of the l e v e l of public ownership are a 

process, rather than an act which can be accomplished 

instantaneously by passing a few regulations: "We attempted to 

eliminate n o n - s o c i a l i s t economic forms l i k e i n d i v i d u a l economy in 

a few mornings, and when some of these forms tenaciously 

persisted i n re-emerging, we were j u s t as persistent i n launching 

campaigns to transform [their] ownership. 1 , 3 3 

According to the conference delegates these " l e f t i s t 

e r r o r s " were caused by d e f i c i e n c i e s i n both empirically-based 

analysis of the economy, and t h e o r e t i c a l understanding of the 

process of s o c i a l transformation: 

Some comrades believed that one important reason was an 
inadequate understanding of our national conditions, divorced 
from such features as the low degree of s o c i a l i z a t i o n i n 
production ..., the low l e v e l of development of the commodity 
economy, and imbalances i n the development of the productive 
forces. Some comrades f e l t that t h e o r e t i c a l l y , the main 
errors included v i o l a t i n g the law that production r e l a t i o n s 
must be compatible with the nature of the productive forces, 
placing one-sided emphasis on the action of the productive 



452 

forces on the r e l a t i o n s of production, and str e s s i n g the 
ceaseless transformation of ownership while neglecting the 
r e l a t i v e s t a b i l i t y of productive r e l a t i o n s . 3 4 

In combination, these t h e o r e t i c a l and empirical d e f i c i e n 

c i e s caused a "lack of clearheaded appraisal of our country's 

national conditions, a denial that to carry out the s o c i a l i s t 

transformation requires a material base, the b e l i e f that carrying 

out revolution and establishing socialism would be a l o t easier 

i n economically backward China than i n developed c a p i t a l i s t 

c o u n t r i e s . 3 5 

Thus the problem of China's ownership structure a f t e r the 

s o c i a l i s t transformation had never r e a l l y been taken s e r i o u s l y 

before. But now that i t was recognized that the transformation 

would take much longer than anticipated, i t was necessary for 

economists to develop a theory of the structure of ownership 

under socialism. They began with a d e f i n i t i o n : 
The use of the formulation "the structure of ownership of the 
means of production at our country's present stage" at the 
conference r e f e r s to the structure of ownership at a s p e c i f i c 
stage of socialism, that i s , to the nature, form, status, 
and i n t e r r e l a t i o n s h i p s of the various types of ownership at 
the present stage, i n addition to the forms i n which they 
are r e a l i z e d . 3 6 

Arguments regarding the appropriate structure of ownership 

at "the present stage" hinge p r i n c i p a l l y on the notion that the 

nature and structure of ownership within an economic system at a 

p a r t i c u l a r h i s t o r i c a l juncture i s " b a s i c a l l y ... determined by 

the nature and l e v e l of the productive forces," and must r e f l e c t 

s p a t i a l and sectoral d i s p a r i t i e s i n development. For China at 

the present time, the consensus was: 
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... because the l e v e l of development of the productive 
forces i s low, and development ... i n the d i f f e r e n t regions, 
sectors, and industries i s extremely uneven, we can only 
e s t a b l i s h a structure of ownership i n which various forms of 
ownership coexist under the conditions that s o c i a l i s t p u b l ic 
ownership occupies the dominant p o s i t i o n . 3 7 

This formula, i n one form or another, has been repeated i n 

v i r t u a l l y every a r t i c l e published since 1978 on the i n d i v i d u a l 

economy, on the various other forms of ownership, or on the 

ownership structure i t s e l f . Since i t i s the major t h e o r e t i c a l 

j u s t i f i c a t i o n f o r the reinstatement and development of the 

i n d i v i d u a l economy, i t s t h e o r e t i c a l underpinnings deserve further 

elaboration. 

Forces and Relations of Production 

The notion that the structure of ownership i s " b a s i c a l l y 

determined" by the l e v e l of the development of the productive 

forces i s supported by the passage from Marx quoted at the 

beginning of t h i s chapter. Two important points should be noted. 

The f i r s t i s the primary importance which Marx attaches to the 

r e l a t i o n s of production, as expressed i n property (or ownership) 

r e l a t i o n s . For Marx, the economic structure of society i s 

p r e c i s e l y the sum t o t a l of these r e l a t i o n s . For Marxist 

economists, then, ownership i s a key t h e o r e t i c a l question because 

i t r e f l e c t s r e l a t i o n s of production, which i n orthodox terms are 

the economic base upon which a s o c i a l formation r e s t s . 

Secondly, Marx asserts that these r e l a t i o n s of production 

correspond to a d e f i n i t e stage of development of the forces of 

production, and that a s o c i a l order does not perish before the 
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productive forces embodied within i t have developed f u l l y ; new 

and "higher" r e l a t i o n s of production—that i s , a new economic 

s t r u c t u r e — d o not appear before the material basis for them has 

developed within the old society. This supports the i n t e r p r e t a 

t i o n that development of the forces of production i s the 

precondition f o r — a n d not the product o f — s o c i a l transformation. 

These two points form the basis f o r recent Chinese 

t h e o r e t i c a l explorations of the structure of ownership 

appropriate to China i n i t s present stage of development, and the 

place of the i n d i v i d u a l economy within such a structure. In 

b r i e f , the search i s for r e l a t i o n s of production which are 

sui t a b l e not only to the present stage of development of the 

productive forces, but which w i l l also promote t h e i r further 

development—and presumably end i n creating the conditions 

necessary f o r the t r a n s i t i o n from socialism to communism. 

Although Marx only speaks of a r e l a t i o n s h i p of correspon

dence, and not of determinism, between the forces and r e l a t i o n s 

of production, Chinese t h e o r e t i c a l writings on the subject tend 

to use the two terms interchangeably; i f anything, they say more 

often that structure of ownership i s determined by the l e v e l of 

development of the productive forces. I t happens that the 

meaning Marx intended by using the term "correspond," i s a 

subject of contention among Western Marxist theoreticians. There 

i s one school which supports the Chinese view; according to G. A. 

Cohen: 
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... production r e l a t i o n s are said ... to correspond to 
productive forces at a c e r t a i n stage of development of the 
l a t t e r . Controversy rages around t h i s word. Commentators 
disagree on whether i t s use implies that the productive 
forces enjoy explanatory primacy over the productive 
r e l a t i o n s . We hold that i s p r e c i s e l y what i t implies ... 3 8 

Cohen argues that Marx's statement can only be supported by 

a form of functional explanation: "... to say that an economic 

structure corresponds to the achieved l e v e l of the productive 

forces means: the structure provides maximum scope f o r the 

f r u i t f u l use and development of the forces, and obtains because 

i t provides such scope." 3 9 Although such a functional 

explanation does not necessarily imply a r e l a t i o n s h i p of 

determinism, t h i s i s obviously what i s meant: " ... the 

p r e v a i l i n g production r e l a t i o n s p r e v a i l because they are 

r e l a t i o n s which advance the development of the productive forces. 

The e x i s t i n g l e v e l of productive power determines what r e l a t i o n s 

of production would r a i s e i t s l e v e l , and r e l a t i o n s of that type 

consequently o b t a i n . " 4 0 

This point of view begs the question of "mechanism"; i t 

provides no answer to the question of, i n Cohen's words, "how 

productive forces s e l e c t economic structures which promote t h e i r 

development." 4 1 Post-1978 Chinese theoreticians argue that once 

cla s s struggle has been decided i n favour of the p r o l e t a r i a t , the 

context e x i s t s i n which the r i g h t choices can be consciously 

made, by the workers or by the state which supposedly represents 

t h e i r w i l l , but only i f these choices are based on accurate 

analysis of the objective s i t u a t i o n . This was the issue behind 

the promotion i n 1978 of Deng's "practice" c r i t e r i o n and the 
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exhortation to "seek truth from f a c t s , " i n opposition to the 

"whateverist" f a c t i o n of Hua Guofeng. 4 2 Past e f f o r t s to advance 

the r e l a t i o n s of production prematurely were, i n the current 

view, doomed to f a i l not so much because they were predicated on 

voluntarism or "subjective w i l l , " but because they were based on 

an inaccurate assessment of China's state of readiness, caused by 

the conceptual reversal of the proper r e l a t i o n s h i p between the 

forces and r e l a t i o n s of production. 

I f r e l a t i o n s of production are a r t i f i c a l l y created which do 

not correspond to the e x i s t i n g l e v e l of the productive forces, i t 

i s argued, these w i l l not only f a i l to r a i s e the l e v e l of the 

productive forces, they w i l l a c tually, i n marxian terms, " f e t t e r " 

the forces of production. This i s p r e c i s e l y , current theory 

argues, what happened during the Great Leap Forward and the 

C u l t u r a l Revolution; i t was the damage created by these movements 

that had to be corrected by post-Third Plenum p o l i c i e s . So that 

the productive forces could continue to develop, an ownership 

structure had to be established (or re-established) which took 

into account the generally low l e v e l of the development of the 

productive forces, as well as s p a t i a l and sectoral d i s p a r i t i e s . 

Thus Chinese theoreticians are necessarily concerned with 

the issue- of mechanism, of how the r e l a t i o n s of production r e l a t e 

to the l e v e l of development i n practice? And furthermore, how 

can the "correct" r e l a t i o n s be selected, and by what c r i t e r i a 

should they be judged? 
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This has been a subject of some debate i n the economic 

l i t e r a t u r e . The general conclusion appears to be that the 

re l a t i o n s h i p between the forces and r e l a t i o n s of production i s a 

kind of r e c i p r o c a l feedback p r o c e s s — a d i a l e c t i c , i n f a c t . As a 

succinct review of the debate by Wang Shuwen puts i t : "The 

r e l a t i v e l y unanimous opinion i s that the forces of production 

determine production r e l a t i o n s , and the r e l a t i o n s of production 

react upon the productive forces. Under normal circumstances, 

t h i s reaction manifests i t s e l f by promoting or retarding the 

development of the productive f o r c e s . " 4 3 

Although i n a s i t u a t i o n of true determinism the r e l a t i o n s 

of production could not be tampered with v o l u n t a r i s t i c a l l y 

(except, presumably, i n "an epoch of s o c i a l revolution"), i n fact 

the r e l a t i o n s h i p i s generally seen by Chinese t h e o r i s t s as one 

which can and should be manipulated i n order to promote 

development. The "correct" r e l a t i o n s of pr o d u c t i o n — o r those 

most e f f e c t i v e i n promoting economic development—can be 

ascertained through a combination of p r a c t i c a l i n v e s t i g a t i o n and 

t h e o r e t i c a l analysis. And once ascertained, they can be r e a l i z e d 

i n p r a c t i c e by means of appropriate economy p o l i c y . 

The c r i t i c i s m of past p o l i c i e s was not simply that they 

t r i e d to v o l u n t a r i s t i c a l l y a l t e r relationships that are properly 

determined by the forces of production; such a l t e r a t i o n s are 

permissible. The problem was that the e f f o r t was misguided 

because i t was based upon an incorrect analysis of the actual 

condition of the productive forces, and on the erroneous b e l i e f 

that a change to more "advanced" r e l a t i o n s of production would 
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somehow help to advance the productive forces. That i s , they 

ignored Marx's admonition that "higher" r e l a t i o n s of production 

cannot appear before the material basis for them has developed 

within the old society. Thus China was not ready for the "great 

leap" to f u l l y s o c i a l i s t r e l a t i o n s ; these can only e x i s t i n a 

f u l l y developed economy, and development had to be accomplished 

within the e x i s t i n g c o n s t e l l a t i o n of s o c i a l r e l a t i o n s . The 

development of the forces of production i n t h i s view i s both the 

p r e r e q u i s i t e and vehicle f o r — b u t not the product o f — s o c i a l 

transformation. I t can be promoted by the r i g h t structure or mix 

of productive r e l a t i o n s , and retarded by the wrong one, but i t 

cannot be brought about merely by forcing the r e l a t i o n s of 

production to some theoretically-determined "higher" stage. 

This view c a l l s for a r a d i c a l r e i n t e r p r e t a t i o n of the 

meaning of "progressive" or " s o c i a l i s t " when applied to r e l a t i o n s 

of production. I f China i s now involved i n the attempt to move 

from undeveloped to developed socialism, and t h i s can only be 

achieved by developing the forces of production, then presumably 

any p o l i c y that promotes the development of the forces of 

production i s also bringing China that much closer to 

s o c i a l i s m — a n d hence can be seen as "progressive." (This i s , of 

course, an argument which ignores class struggle altogether.) 

The most extreme expression of t h i s idea i s contained i n 

several widely-reprinted a r t i c l e s written i n 1980 by Yu 

Guangyuan, Vice President of the Chinese Academy of S o c i a l 

S c i e n c e s . 4 4 Yu begins unequivocally: 
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In my opinion, our basic attitude toward the problem of 
s o c i a l i s t ownership i s : anything that can best promote the 
development of the productive forces, we endorse and support; 
anything that promotes [ i t ] , but only does so i n a small way, 
we cannot endorse or support to the same extent; anything 
that hinders the development of the productive forces, we 
w i l l r e s o l u t e l y oppose. 4 5 

Yu goes on to say that "... the only standard for weighing 

whether r e l a t i o n s of production are good or bad i s whether or not 

they can best promote the development of the productive forces. 

This i s a basic viewpoint of h i s t o r i c a l materialism. For a 

Marxist, there can be no standard other than t h i s one." 

The p r i n c i p l e that the r e l a t i o n s of production must 

correspond to the l e v e l of development of the productive forces, 

Yu says, " i s an objective law which holds for every society." 

Only under capitalism, however, were the revolutionary 

implications of t h i s law f u l l y r e a l i z e d ; a f t e r the revolution, i t 

could be used as a t o o l to achieve further, non-revolutionary, 

s o c i a l development: 

Only when human society had developed into c a p i t a l i s t 
society, and a f t e r the b i r t h of Marxism, could the 
p r o l e t a r i a t , which took on the h i s t o r i c a l mission of burying 
the c a p i t a l i s t system, c l e a r l y understand t h i s s c i e n t i f i c law 
and use i t to carry on the revolutionary struggle to 
overthrow c a p i t a l i s t r e l a t i o n s of production, which a f t e r the 
i n d u s t r i a l revolution fettered the development of the 
productive forces. With the stage of s o c i a l i s t society the 
antagonistic [class] s i t u a t i o n changed; only a f t e r the 
p r o l e t a r i a n party, armed with Marxism, seized state power and 
became the centre that directed s o c i a l and economic 
development, regularly and consciously s e l e c t i n g the 
r e l a t i o n s of production that suited most c l o s e l y the 
development of the productive forces, did the unceasing 
forward movement of society become possible. 

Thus he provides an answer to the question of "mechanism" 

raised e a r l i e r . Under socialism, the mechanism by which the 
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r e l a t i o n s of production advance the development of the forces of 

production, i s the conscious w i l l of the workers or the party 

that represents them, "armed with Marxism." 

But f o r the law to be applied properly, what i s f i r s t 

needed i s "concrete study of what r e l a t i o n s of production have 

what e f f e c t on the development of the forces of production at 

what l e v e l of development." Only than "can we seek out and f i x 

the r e l a t i o n s of production which s u i t the current l e v e l of the 

productive forces and can best promote [their] development, and 

exert ourselves to overcome objective b a r r i e r s encountered i n 

est a b l i s h i n g these r e l a t i o n s of production." 

Yu s t a r t s from the recognition that China has reached a 

point where reform of the ownership structure i s necessary, and 

that reform must r e f l e c t changes that are already taking place: 

Because the forces of production are always developing, 

although r e l a t i o n s of production must be r e l a t i v e l y stable, they 

are not absolutely and e n t i r e l y immutable. Therefore t h i s task 

of seeking the various r e l a t i o n s of production suited to the 

continuously developing productive forces, i s one which never 

stops. 

Yu harshly c r i t i c i z e s the motives of those who have other 

ideas on the ownership guestion: 

Are there any other c r i t e r i a i n the minds of our cadres, 
aside from what can best promote the development of the 
productive forces? In the past there were, and now we s t i l l 
cannot say there are not. For example, the following 
at t i t u d e c i r c u l a t e s among some cadres: s o c i a l i s t public 
ownership i s unconditionally better than s o c i a l i s t c o l l e c t i v e 
ownership; ... the commune as the basic l e v e l of accounting 
i s unconditionally superior to the production brigade, the 
production brigade ... i s unconditionally superior to the 
production team [etc.] ... 
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Yu i s c l e a r on what these "other c r i t e r i a " might be, and 

what they imply: 

... [their] standard seems to be "y_i da er gong" [ l i t e r a l l y , 
one large, two p u b l i c ] , that i s to say, i n ownership "bigger" 
i s better, and "more publ i c " i s better. Not basing 
themselves on the objective conditions of the time and place, 
nor on the kind of production r e l a t i o n s that can further 
promote the development of the productive forces, they simply 
evaluate the degree of su p e r i o r i t y of a c e r t a i n form of 
s o c i a l i s t ownership according to the formula "y_i da er gong." 
[This] i s one basic reason why past p o l i c i e s connected with 
ownership were frequently wrong. 

Furthermore, Yu charges, "they" make the mistake of 

applying t h i s c r i t e r i o n to judge whether a p a r t i c u l a r form of 

ownership i s "advanced" or "backward"; these concepts, he says, 

"must be considered i n the context of the h i s t o r i c a l development 

of the mutual r e l a t i o n s h i p between the forces and r e l a t i o n s of 

production; i n i s o l a t i o n from t h e i r connection with the forces of 

production, any discussion of whether r e l a t i o n s of production are 

"backward" or "advanced" i s t o t a l l y p o i n t l e s s . " 

Nor should they be used to evaluate any future structure of 

productive r e l a t i o n s ; t h i s too w i l l have to be based on "... 

rigorous s c i e n t i f i c research, even i f we have to wait for the 

re s u l t s and t e s t s of h i s t o r i c a l experience. But i n carrying out 

t h i s kind of research, we s t i l l have to use as our guide the 

Marxist p r i n c i p l e that the re l a t i o n s of production must 

correspond to the nature of the forces of production." 

Other writers had other reasons for disagreeing with Yu, 

however, apart from believing i n the p r i n c i p l e of "y_i da er 

gong". Some believed that i n a s o c i a l i s t society development of 

the productive forces should not be the only c r i t e r i o n by which 
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the appropriateness of the structure of production r e l a t i o n s 

should be judged. For example, one review of the t h e o r e t i c a l 

issues surrounding the question of ownership c i t e s an a r t i c l e by 

Su Dongbin, which argues that the correct c r i t e r i o n i s neither 

" y i da er gong" nor the single-minded promotion of development. 

Instead, " i t can only be whether the people's standard of l i v i n g 

can continuously be raise d . " According to Su, 

F i r s t , ownership r e l a t i o n s are economic r e l a t i o n s , which are 
r e l a t i o n s of material benefit; people themselves hold the 
pre-eminent p o s i t i o n i n Marxist economics. Secondly, we must 
not only evaluate the s u i t a b i l i t y of ownership to 
[developing] the forces of production, we must also evaluate 
the correspondence of ownership to the objectives of 
production. The establishment, consolidation, and develop
ment of s o c i a l i s t ownership does not j u s t s i g n i f y that i t can 
promote the advance of the forces of production, i t must at 
the same time r e f l e c t increasing benefit to the people. I f 
i t doesn't, then i t i s n ' t s o c i a l i s t . 4 6 

This debate on standards i s a fasci n a t i n g one, and 

c r u c i a l l y relevant to any understanding of what China's current 

leadership i s t r y i n g to accomplish i n the course of economic 

reform. I t i s perhaps i n d i c a t i v e that while Su's opinion 

appeared i n a s p e c i a l i s t economic journal, i t was Yu's viewpoint 

that was reproduced for mass consumption, both at home and 

abroad. Therefore i t can be taken to represent the view the top 

leadership was t r y i n g to promote at the t i m e . 4 7 

Returning to the issue of the r e l a t i o n s h i p between the 

forces and r e l a t i o n s of production, while the p a r t i c i p a n t s at the 

national ownership conference agreed with the basic premise that 

the r e l a t i o n s of production are " b a s i c a l l y determined" by the 

l e v e l of development, some disagreement emerged on two points: 

whether the determining influence was d i r e c t or was mediated 
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through other factors; and whether the l e v e l of development was 

the only factor influencing the structure of ownership. 

Apparently three schools of opinion emerged on these issues. 

The f i r s t i d e n t i f i e d the mode of labour as the mediating 

factor between the l e v e l of development of the productive forces 

and the structure of ownership: 

... the structure of ownership of the means of production ... 
i s determined by the mode of production, and the mode of 
possession a r i s i n g from a p a r t i c u l a r mode of production. The 
mode of production embodies two meanings: one i s the s o c i a l 
form of production, the other i s the mode of labour. The 
s o c i a l form of production must conform to the mode of labour, 
and the mode of labour i s i n turn related to the development 
of the productive forces. Therefore, the structure of 
ownership i s ultimately determined by the mode of l a b o u r . 4 8 

According to t h i s argument, i n an underdeveloped economy 

dominated by in d i v i d u a l or household labour, the dominant form of 

possession w i l l be by the in d i v i d u a l or household, and the 

ownership structure w i l l r e f l e c t the predominance of t h i s mode of 

possession. As the forces of production develop, s o c i a l i z e d 

modes of labour w i l l become more appropriate ( c o l l e c t i v i z e d 

labour i n the case of a s o c i a l i s t country, c a p i t a l i s t types of 

organization i n a c a p i t a l i s t one). The s o c i a l form of production 

w i l l r e f l e c t t h i s change, as w i l l the modes of possession, and i n 

turn the ownership system w i l l increasingly incorporate these 

s o c i a l i z e d modes of possession. (The ultimate form of the 

ownership system w i l l of course depend on the type of s o c i a l 

formation i n which these s o c i a l i z e d forms of labour are found.) 

However, as long as in d i v i d u a l labour e x i s t s , i t s existence w i l l 

necessarily be r e f l e c t e d i n the structure of ownership. 
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A second view was that, while the productive forces 

"constitute the ultimate decisive factor" i n determining the 

structure of ownership, "other factors must also be considered." 

These include the "superstructure, h i s t o r i c a l conditions, and 

natural conditions. 1 1 In t h i s vein, some of the p a r t i c i p a n t s 

expressed the pragmatic view that the influence on the structure 

of ownership of s p e c i a l conditions or expedient measures, must 

also be taken into account: "For example, the need fo r the 

existence of i n d i v i d u a l economy, aside from [being determined by] 

the factor of the productive forces, can also be explained by the 

need to perpetuate s p e c i a l c r a f t s , or to provide employment." 4 9 

Both of these l i n e s of argument were opposed by proponents 

of a sterner and more strongly deterministic point of view, which 

... opposed including elements other than the decisive r o l e 
of the forces of production, such as the superstructure. 
Comrades holding t h i s view believed that i t i s a basic 
p r i n c i p l e of h i s t o r i c a l materialism that the forces of 
production determine the productive r e l a t i o n s , and that the 
economic base determines the superstructure. While the 
superstructure reacts upon the economic base, i t cannot 
determine the system of ownership. Thus influences and 
reactions cannot be confused with the decisive r o l e . At the 
same time, we must d i s t i n g u i s h factors that play a long-term 
r o l e from those that play a temporary r o l e ; considerations of 
expediency are not decisive f a c t o r s . 5 0 

This view did not deny that expedient measures to change 

the structure of ownership might be taken when necessary—but i t 

relegated such decisions to the (superstructural) realm of 

p o l i c y . This appears, however, not to have been the dominant 

view. Far from r e j e c t i n g expediency, there was much discussion 
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about the various factors of superstructure and expediency which 

should be included i n consideration of the structure of 

ownership; these included 

... i t s contribution to resolving i n t e r n a l contradictions i n 
the productive forces, and ensuring the r e a l i z a t i o n of the 
basic economic laws of socialism; as well [such factors] as 
the management a b i l i t i e s of the cadres, the i d e o l o g i c a l 
consciousness of the people, etc. Everyone f e l t that at 
present i n our country the o v e r a l l l e v e l of development of 
the productive forces i s low, and also very uneven between 
the d i f f e r e n t industries and d i f f e r e n t regions; t h i s means 
that i n determining the structure of ownership of the means 
of production, we must proceed from r e a l i t y , and not "cut 
with one knif e " (y_i dao qie) . 5 1 

"Proceeding from r e a l i t y " c a l l s f o r an analysis of the 

o v e r a l l economic structure as i t currently e x i s t s , and then 

decisions about how to create a structure which i s appropriate to 

the current condition of the forces of production, and moreover 

which i s capable of promoting t h e i r development. The next step 

i s the formulation and adoption of p o l i c i e s which w i l l create the 

desired ownership structure. 

To t h i s end, t h e o r i s t s have devoted much discussion to 

speculating about what such an ownership structure should look 

l i k e , enumerating i t s constituent elements, and thinking about 

the proper r e l a t i o n s among them. Naturally there i s nothing 

approaching a consensus on t h i s issue. At the 1981 ownership 

conference, " I t was generally agreed that i n est a b l i s h i n g a 

structure of ownership ... at our country's present stage, we 

must f i r s t have a tentative idea about an o v e r a l l structure of 

ownership that i s r e l a t i v e l y compatible with China's national 

condition, but there was not complete unanimity on t h i s tentative 

i d e a . " 5 2 
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Of the d i f f e r e n t viewpoints reported, most agreed that such 

an ownership structure would have to include the following 

elements, f o r the following reasons: 

One, s o c i a l i s t state ownership. Nationwide industries and 
large-scale enterprises which are connected to the national 
economy and people's l i v e l i h o o d (quoii-minsheng), which are 
s o c i a l i z e d to a high degree and whose scope of production i s 
wide, should have t h i s type of ownership. Two, c o l l e c t i v e 
ownership. A great many enterprises i n ag r i c u l t u r e , l i g h t 
industry and commerce should f a l l into t h i s category. Three, 
i n d i v i d u a l economy. In those industries or trades which the 
state-run and c o l l e c t i v e economies cannot handle, or handle 
with poor r e s u l t s , and i n peripheral areas where the l e v e l of 
production i s low, we can l e t t h i s type of economy remedy the 
"omissions" (y_i) and " d e f i c i e n c i e s " (que) of the public-own
ership economy. Four, state capitalism. This r e f e r s to 
Chinese-foreign joint-venture enterprises; i t s existence 
should be permitted i n areas controlled by the s t a t e . 5 3 

Thus i n d i v i d u a l economy was seen by a l l to be a necessary 

component of the ownership structure. As to how long t h i s state 

of a f f a i r s should continue, the term usually used i s "long-term 

coexistence" (chanqqi bincun): 

Some comrades have raised the point that the ultimate aim of 
s o c i a l i s t revolution i s to do away with a l l private 
ownership. But i n the s o c i a l i s t stage i t s e l f , i t i s neither 
necessary nor possible to [reach t h i s goal]. Under the 
present s o c i a l i s t stage, the i n d i v i d u a l economy w i l l continue 
to e x i s t f o r a long time. This i s because the forces of 
production i n s o c i a l i s t society are not yet s u f f i c i e n t l y 
developed ... Under these circumstances, people's needs s t i l l 
cannot be t o t a l l y s a t i s f i e d [by the public-ownership 
economy]; the supplementary r o l e of the workers' i n d i v i d u a l 
economy i n s a t i s f y i n g these needs cannot be eliminated, so 
the i n d i v i d u a l economy must continue to e x i s t . 5 4 

Implications for the Individual Economy 

To b r i e f l y sum up the foregoing argument, the "law" of 

complementarity of forces and r e l a t i o n s of production, means that 

the structure of ownership must incorporate those r e l a t i o n s of 

production which r e f l e c t the uneven development of the forces of 
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production, and which w i l l best promote t h e i r development. For 

many t h e o r i s t s i n China, t h i s i s the only standard by which the 

s u i t a b i l i t y of p a r t i c u l a r r e l a t i o n s of production or forms of 

ownership should be judged. Any perceived contradiction between 

t h i s c r i t e r i o n and the requirements of b u i l d i n g socialism i s 

i r r e l e v a n t ; China i s i n the stage of "undeveloped socialism," 

where socialism has already been established and become dominant 

but where the productive forces are s t i l l at a low l e v e l . In 

order to proceed from "undeveloped" to "developed" socialism, 

what i s necessary now, quite simply, i s to develop the productive 

forces. Any measure which contributes to the development of the 

forces of production, also contributes to the development of 

socialism and i s , therefore, "progressive." 

The following quotation i s a t y p i c a l example of the way 

t h i s l i n e of argument has been used to j u s t i f y the restoration of 

the i n d i v i d u a l economy: 
We cannot use people's subjective aspirations as a c r i t e r i o n ; 
the only objective c r i t e r i o n i s whether or not p a r t i c u l a r 
forms of ownership of the means of production conform to the 
needs of development of the productive forces ... Practice 
has already shown: urban and r u r a l i n d i v i d u a l economy i n our 
country at the present stage conforms to the needs of 
development of the productive forces, and can contribute to 
development of the productive forces. Hence we can see that, 
i n our country at the present stage, the re s t o r a t i o n and 
development of the i n d i v i d u a l economy advances the progress 
of the productive forces; i t i s c e r t a i n l y not some sort of 
regression. H i s t o r i c a l experience t e l l s us that l i m i t i n g and 
outlawing urban and r u r a l i n d i v i d u a l economy, obstructs the 
development of the productive forces, while restoring and 
developing [ i t ] promotes the development of the productive 
forces. We s t a r t from the actual circumstances of the 
productive forces i n our country at the present time, where 
s o c i a l i s t public ownership s t i l l cannot completely s a t i s f y 
people's various needs. I f we give some protection and 
support to the urban and r u r a l i n d i v i d u a l economy, condone 
i t s existence and development, make i t a supplement to the 
s o c i a l i s t public ownership economy, t h i s i s doing things 
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p r e c i s e l y i n accordance with the requirement of t h i s 
objective economic law ... Because i t conforms to the 
condition of the productive forces, i t has advanced the 
development of the productive forces; i n t h i s case can we say 
that the restoration and appropriate development of the urban 
and r u r a l i n d i v i d u a l economy i s regressive? Obviously we 
cannot. 5 5 

Thus the legitimate place of the i n d i v i d u a l economy i n the 

ownership structure i s j u s t i f i e d i n theory by the "objective 

economic laws" of socialism. The next section goes on to look at 

how Chinese theoreticians view the i n d i v i d u a l economy i t s e l f , i t s 

"nature" and i t s own "objective economic laws." 

The Nature of the Individual Economy 

Much of the recent t h e o r e t i c a l l i t e r a t u r e has been devoted 

to attempts to analyze the "nature" or "character" of the 

in d i v i d u a l economy (geti i i n g j i de xinqzhi). I t w i l l become 

apparent that t h i s i s a controversial issue, heavy with p o l i t i c a l 

and i d e o l o g i c a l overtones. B a s i c a l l y the issue i s whether or not 

in d i v i d u a l economy i s a variant of a p a r t i c u l a r mode of 

production ( s p e c i f i c a l l y , c a p i t a l i s t or s o c i a l i s t ) , or i s a 

unique form of production found within various s o c i a l formations. 

I f i t i s a variant of eithe r capitalism or socialism, then the 

question i s , which? I f i t i s seen as c a p i t a l i s t i n nature, the 

question n a t u r a l l y a r i s e s , what i s i t doing i n a s o c i a l i s t 

economy? I f i t i s seen as s o c i a l i s t i n nature, how can t h i s be 

reconciled with what i s a f t e r a l l i t s defining c h a r a c t e r i s 

t i c — p r i v a t e ownership of the means of production? I f i t i s seen 

as a unique form of production, t h i s raises questions about i t s 
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r e l a t i o n s h i p with the dominant mode of production, the degree of 

autonomy i t enjoys, the p o s s i b i l i t y of c o n t r o l l i n g and d i r e c t i n g 

i t , etc. 

The summary discussions of t h i s debate give the impression 

that, despite some dissenting views, an accepted (or at l e a s t 

acceptable) majority view ex i s t s on the key t h e o r e t i c a l issues 

and on t h e i r p o l i c y i m p l i c a t i o n s . 5 6 This p o s i t i o n may be summed 

up as follows: Individual economy i s a form of petty commodity 

production, d i s t i n c t from but e x i s t i n g within a l l the h i s t o r i c a l 

s o c i a l formations, from slave society to socialism, with i t s own 

general defining c h a r a c t e r i s t i c s , but varying i n i t s s p e c i f i c 

forms according to the nature of i t s r e l a t i o n s h i p with the 

dominant mode of production i n any s p e c i f i c economic formation. 

Despite being a form of private ownership, i t i s not a form of 

c a p i t a l i s t production, and a cle a r t h e o r e t i c a l d i s t i n c t i o n may be 

made between the two. I t i s also not a form of s o c i a l i s t 

production, and again i t i s important to d i s t i n g u i s h between the 

two. There are important differences between i n d i v i d u a l economy 

under capitalism and under socialism, mainly expressed i n the 

re l a t i o n s h i p between i t and the dominant mode of production. 

Individual economy can and should e x i s t , and indeed f l o u r i s h , i n 

economies dominated by s o c i a l i s t r e l a t i o n s of production, at 

le a s t while those economies are s t i l l at a low l e v e l of 

development, because of the p o s i t i v e contribution i t makes to 

o v e r a l l economic development. At the same time, because of i t s 

innate c h a r a c t e r i s t i c s , the in d i v i d u a l economy w i l l always remain 

i n a subordinate p o s i t i o n i n the o v e r a l l economic structure. 
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Moreover, i n a structure dominated by public ownership and state 

c o n t r o l , t h i s subordinate position can be d e l i b e r a t e l y maintained 

through economic, administrative, and p o l i t i c a l means. In fact, 

i t i s necessary to do so because individual economy retains 

within i t c e r t a i n "spontaneous tendencies" which must be curbed 

i n order to f o r e s t a l l the development of capitalism. The 

ultimate j u s t i f i c a t i o n for a l l of t h i s i s that i t conforms to the 

"objective economic law" that the relations of production must 

conform to the current l e v e l of development of the productive 

forces, i n order to advance t h e i r development. 

This summation of the "majority" view, however, masks a 

c e r t a i n degree of t h e o r e t i c a l controversy which has important 

implications for p o l i c y and ultimately for the future of the 

i n d i v i d u a l economy i n China. The rest of t h i s discussion w i l l 

expand upon each of the points made i n the previous paragraph, 

and also point out certain controversial areas where dissenting 

views have been raised. In general i t seems that controversy i s 

allowed to remain unresolved, or tabled for further study when i t 

has no r e a l l y serious policy implications. Where i t does, a 

c a r e f u l attempt i s made in the major publications to indicate 

which i s the "correct" view on the issue. Not s u r p r i s i n g l y , the 

"correct" view i s the one which conforms best with central 

government p o l i c y . 

I t should also be noted that most of these issues are not 

new ones which have arisen only since 1978. The following 

section discusses the geneology of one t h e o r e t i c a l debate 

concerning the individual economy—that of the "spontaneous 
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c a p i t a l i s t tendencies" of petty production and the idea that 

small production, i n Lenin's term, "breeds capitalism and the 

bourgeoisie d a i l y , hourly, spontaneously, and on a mass scale." 

Unfortunately i t i s beyond the scope of t h i s thesis to delve into 

the h i s t o r y of a l l the t h e o r e t i c a l issues surrounding the 

question of the i n d i v i d u a l economy, although such a study would 

be f a s c i n a t i n g . 

The i n d i v i d u a l economy i s defined by Chinese t h e o r i s t s as a 

form of petty commodity production. As such, i t possesses two 

de f i n i n g c h a r a c t e r i s t i c s : one, the means of production are owned 

by the workers themselves ( i . e . private ownership); and two, the 

owners are workers whose productivity depends on t h e i r own labour 

inputs, and not on the labour of others, and they work to s a t i s f y 

t h e i r own needs (or those of t h e i r family) and not the needs of 

others ( i . e . lack of e x p l o i t a t i o n ) . "These two [ c h a r a c t e r i s t i c s ] 

are the standard by which i n d i v i d u a l economy i s distinguished 

from other [types of] economy." 5 7 

Because i t i s a form of commodity production, 

Individual workers d i r e c t l y combine t h e i r own labour power 
and the means of production owned by them, with no e x p l o i t e r 
intervening between them; and the products of t h e i r labour 
are owned by the i n d i v i d u a l . A l l or part of the product 
enters the market; with the object of obtaining, through 
exchange, one's own material means of l i v e l i h o o d . 5 8 

Although i t has existed i n every h i s t o r i c a l s o c i a l 

formation, i t i s argued, petty commodity production "has never i n 

h i s t o r y become an independent mode of production. Ever since i t s 

o r i g i n s i n the l a t e stage of p r i m i t i v e society, i t has existed 
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within the slave-owning, feudal, c a p i t a l i s t , and s o c i a l i s t s o c i a l 

formations, and has always been subordinate to the currently-dom

inant economic form and been controlled by i t . " 5 9 

I t has not been eliminated i n s o c i a l formations dominated 

by capitalism, and furthermore, as the author of the previous 

quote points out, " i n d i v i d u a l economy e x i s t s today i n a l l 

s o c i a l i s t countries." The c r u c i a l point, however, i s that 

although i n d i v i d u a l economy has existed within a l l of these 

economic formations, and been influenced by them a l l , i t s t i l l 

maintains i t own unique and separate character: "... although i t 

i s conditioned by the dominant economic r e l a t i o n s of that 

society, even i f i t i s an indispensable component of the economic 

structure of that society, i t i s s t i l l i n d i v i d u a l economy and not 

a component of the dominant economic r e l a t i o n s of that society." 
60 

Therefore, even under capitalism the i n d i v i d u a l economy, 

or petty commodity production i n general, cannot be equated with 

capitalism. The d i s t i n c t i o n i s generally summed up as follows 

(in a d e s c r i p t i o n most c a p i t a l i s t s would take exception t o ) : 

The i n d i v i d u a l owners themselves own the means of production, 
themselves produce t h e i r products, themselves own t h e i r 
products; the three are i n d i v i s i b l e . But c a p i t a l i s t s own the 
means the production and the products without engaging i n 
productive labour. Just as Engels said, i n i n d i v i d u a l 
economy "the r i g h t to the ownership of products i s based on 
one's own labour." But i n the c a p i t a l i s t economy, "the owner 
of the means of production comes to own the products, 
although these products are already not h i s own, but are 
completely the product of the labour of o t h e r s . " 6 1 

As another study puts i t , 
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Although urban i n d i v i d u a l economy owns a small amount of 
factors of production, and r e a l l y has the character of 
pri v a t e ownership, nevertheless i t d i r e c t l y combines workers 
with the factors of production, i t s production and operations 
are based on i n d i v i d u a l labour. Operators of i n d i v i d u a l 
firms are independent labourers who eat what they produce, 
and don't e x p l o i t others. But under c a p i t a l i s t p r i v a t e 
ownership, the workers are alienated from the factors of 
production, c a p i t a l i s t operations are b u i l t on a base of 
ex p l o i t a t i o n of hired labour. Therefore, urban i n d i v i d u a l 
economy i s not an economy which i s c a p i t a l i s t i n n a t u r e . 6 2 

There has been some controversy over t h i s point, however. 

Xu and Gao, f o r example, argue that i n any kind of society, the 

nature of the i n d i v i d u a l economy " i s conditioned and determined 

by the economic system holding the dominant p o s i t i o n i n that 

society," to the point where i t a c t u a l l y takes on the nature of 

the dominant form. Under capitalism, they argue, i n d i v i d u a l 

economy i s appended to private ownership. Conditions of 

competition repeatedly cause some in d i v i d u a l entrepreneurs to 

grow into f u l l - f l e d g e d c a p i t a l i s t s , while others are absorbed 

into the p r o l e t a r i a t . "Obviously, the i n d i v i d u a l economy under 

the c a p i t a l i s t system r e a l l y has the character of c a p i t a l i s m . 1 , 6 3 

One major c r i t i c i s m of t h i s view, however, i s that i t leads 

to very bad p o l i c y decisions. Past " l e f t i s t " p o l i c i e s toward the 

in d i v i d u a l economy were based, i t i s now f e l t , upon an incorrect 

t h e o r e t i c a l understanding of i t s basic nature; i t was equated 

with capitalism, and therefore i t was necessary to eradicate i t . 

This view has been roundly condemned, but obviously not put to 

re s t : "Even now, some comrades s t i l l believe that i n d i v i d u a l 

economy i s c a p i t a l i s t i n nature; they do not dare to, and do not 

wish to, allow the appropriate development of the i n d i v i d u a l 

economy. This view i s i n c o r r e c t . " 6 4 
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The same authors who argue that under capitalism, 

i n d i v i d u a l economy i s c a p i t a l i s t i n nature, s i m i l a r l y argue that 

under socialism, i n d i v i d u a l economy i s a c t u a l l y " s o c i a l i s t i n 

nature." Under socialism, i n d i v i d u a l economy i s appended to 

public ownership of the means of production, and i s subordinate 

to state and c o l l e c t i v e economies. The state decrees that 

i n d i v i d u a l operators w i l l not control the major means of 

production and cannot e x p l o i t workers, and i t controls other 

aspects of i t s operations. Such things as materials, supplies, 

and operating space are mostly con t r o l l e d by state and c o l l e c t i v e 

enterprises or agencies. Also, 

... the objects of the i n d i v i d u a l economy's services are not 
the exploited c l a s s , but the s o c i a l i s t state, the 
c o l l e c t i v e s , and the great masses of working i n d i v i d u a l s . 
Thus, between in d i v i d u a l operators and the employees of 
public-sector units, there does not e x i s t a r e l a t i o n s h i p of 
e x p l o i t e r and exploited, or big f i s h eating small f i s h , 
although the s o c i a l d i v i s i o n of labour i s unequal, they a l l 
are s o c i a l i s t workers ... 6 5 

From t h i s they conclude that i n a s o c i a l i s t system, the 

i n d i v i d u a l economy i s i n fact s o c i a l i s t . 

In t h i s view, the importance of the private-ownership 

aspect of i n d i v i d u a l economy i s discounted. C r i t i c i z i n g t h i s 

p o s i t i o n , one study charges: "Some comrades even think that 

because the i n d i v i d u a l ... sector i s c l o s e l y associated with the 

s o c i a l i s t ownership system, under the s o c i a l i s t system the 

workers i n the i n d i v i d u a l ... sector are only p a r t i c i p a t i n g i n a 

form of labour, and by no means do they represent the existence 

of private ownership." 6 6 
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Another author goes even further. In a fas c i n a t i n g 

a r t i c l e , Wang Shouchuan argues: 

Like the possessors of land, mountain ranges, r i v e r s , animals 
and plants, mineral resources, coastlines, etc, [ i n d i v i d u a l 
operators] operate under public ownership. Because socialism 
has abolished private ownership, the means of production 
belong to the workers i n common, there are no longer any 
people i n society who, based on t h e i r ownership of the means 
of production, come to possess the surplus labour of others; 
the means of production are no longer the condition and means 
for the ex p l o i t a t i o n of others ... When a l l they have are 
s t a l l s , pushcarts, shoulder-poles, etc., b a s i c a l l y t h i s i s 
not c a p i t a l , and i t cannot become the condition or means for 
ex p l o i t i n g other people. Also these so-called means of 
production are even more t h e i r means of subsistence. 
Individual operators' r i g h t to possess s o c i a l i s t means of 
production, the d i r e c t combination of s o c i a l i s t means of 
production and in d i v i d u a l labour, the i n d i v i s i b i l i t y of t h e i r 
means of production and means of subsistence, a l l these 
explain the s o c i a l i s t nature of i n d i v i d u a l commerce, a l l 
constitute the basic c h a r a c t e r i s t i c s of s o c i a l i s t i n d i v i d u a l 
commerce. 6 7 

Wang goes on to argue that i n d i v i d u a l operations are i n 

fact a form of s o c i a l labour: 

The labour of every worker who undertakes i n d i v i d u a l 
operations, from the beginning has a d i r e c t l y s o c i a l 
character, the labour power i n in d i v i d u a l operations i s 
s o c i a l labour power, ind i v i d u a l labour i s a necessary 
component of the t o t a l i t y of s o c i a l labour, ... i t i s an 
in d i v i d u a l form of s o c i a l i s t labour ... The labour that 
i n d i v i d u a l commercial operators perform, we could say i n 
essence (benzhi) i s not r e a l l y private i n nature. In form i t 
seems as i f they work for themselves, but i n essence they 
work for s o c i e t y . 6 8 

Furthermore, the promotion of i n d i v i d u a l enterprise i s part 

of a program to perfect the s o c i a l i s t economy and contribute to 

s o c i a l i s t modernization: "The development of i n d i v i d u a l commerce 

i s [part of] the readjustment and reform of s o c i a l i s t r e l a t i o n s 

of p r o d u c t i o n . 1 , 6 9 Wang concludes by arguing that the p r i n c i p l e 

that the l e v e l of the forces of production determines the 

re l a t i o n s of production does not mean that state ownership 



476 

r e f l e c t s a "high" l e v e l and i n d i v i d u a l operations a "low" l e v e l 

of development of the productive forces. This b e l i e f i s "the 

continued manifestation of the m i s t a k e n ' l e f t i s t ' ideology that 

the more ce n t r a l i z e d the management forms are, the more public 

they are, and the bigger the mode of operation, the more advanced 

i t i s . " Wang supplies a new standard: 

Actually, under s o c i a l i s t public ownership, the l e v e l of the 
productive forces i s mainly determined by the a b i l i t y of the 
workers and the f u l l development of t h e i r a b i l i t i e s , and by 
the [ l e v e l of] advancement of t h e i r productive t o o l s . We 
have seen from the r e a l i t y of newly-restored i n d i v i d u a l 
commerce, i n d i v i d u a l commercial operators' p r o d u c t i v i t y and 
t h e i r dedication to the country, are almost always higher and 
greater than i n state-run and c o l l e c t i v e commerce. 

Therefore, he concludes, "For these reasons we say 

in d i v i d u a l commerce i s not i n nature c a p i t a l i s t or feudal, and i s 

also not, as some people f e e l , i n some way lacking a nature, but 

i s s o c i a l i s t i n n a t u r e . " 7 0 

This i s a minority view, however. For most t h e o r i s t s , the 

in d i v i d u a l economy's presence within the s o c i a l i s t economic 

structure, even i t s p o s i t i v e contributions to the s o c i a l i s t 

economy, are evidence not of i t s " s o c i a l i s t " nature, but of the 

subordinate nature of petty commodity economy within any dominant 

mode of production. Although i t i s linked to the s o c i a l i s t 

economy and has an important r o l e to play i n i t , i t cannot i n 

i t s e l f be considered s o c i a l i s t : 

Under socialism, the operations of the i n d i v i d u a l economy 
must be conditioned by the s o c i a l i s t economy. But i t s nature 
cannot be changed by t h i s . We cannot say that j u s t because 
the i n d i v i d u a l economy i n various respects can play a 
p o s i t i v e r o l e , [then] i t i s s o c i a l i s t i n n a t u r e . 7 1 
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Not only i s there no l o g i c a l basis for the argument that 

i n d i v i d u a l economy i s s o c i a l i s t i n nature, i t c r i t i c s object, but 

i t can also lead to some absurd conclusions: for example, i f the 

" s o c i a l i s t " i n d i v i d u a l economy grew so large and powerful that i t 

replaced public ownership as the dominant force i n society, i n 

t h i s theory the society would s t i l l be considered s o c i a l i s t 

(which i t c l e a r l y would not be); secondly, taken to i t s l o g i c a l 

extreme, i t would argue that there i s no e s s e n t i a l difference 

between private and public ownership. S t i l l , the argument 

c l e a r l y has some appeal, i f only because i t does away with the 

t h e o r e t i c a l problems created by the presence of private ownership 

within a public-ownership economy. 

The opposing view points out that although i n the present 

s i t u a t i o n , the i n d i v i d u a l economy i s appended to and supplements 

the s o c i a l i s t economy, depends upon i t for i t s existence and 

reproduction, and contributes to s o c i a l i s t accumulation, these 

are external linkages only. They should not create confusion 

about the innate nature of the i n d i v i d u a l economy, which i s based 

on private ownership rather than public, on i n d i v i d u a l and 

competetive i n t e r e s t s rather than c o l l e c t i v e and "comradely" 

ones, on the l i n k i n g of l e v e l s of consumption with success i n 

business rather than with labour performance alone, on the laws 

of the market rather than on planning, and on s a t i s f a c t i o n of 

in d i v i d u a l or family needs rather than those of society. 

In short, the nature of the i n d i v i d u a l economy, or indeed 

any p a r t i c u l a r economic form cannot be deduced from what are 
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c a l l e d i t s "external r e l a t i o n s " or "external conditions." Apart 

from being t h e o r e t i c a l l y incorrect, such a mistake would have 

(and has had i n the past) egregious p o l i t i c a l consequences: 

I f i t s nature i s determined from i t s external conditions 
alone, then i n d i v i d u a l economy under capitalism w i l l wrongly 
be seen as c a p i t a l i s t economy, and i n pra c t i c e t h i s w i l l lead 
to " l e f t i s t " errors; and in d i v i d u a l economy under socialism 
w i l l wrongly be seen as s o c i a l i s t economy, i n pra c t i c e 
leading to " r i g h t i s t " e r r o r s . 7 2 

Such " l e f t i s t " errors, i t i s argued, have i n the past led 

to excessive r e s t r i c t i o n of the in d i v i d u a l economy, while 

" r i g h t i s t " errors have led to overly lenient p o l i c i e s . The only 

tenable p o s i t i o n , from a p o l i c y point of view, i s to see 

in d i v i d u a l economy as a unique form of production, neither 

c a p i t a l i s t nor s o c i a l i s t i n nature, "conditioned" by the dominant 

mode within which i t operates, and subject to control and 

guidance calculated to promote i t s "healthy" development. 

On Subordination 

Those who argue that i n d i v i d u a l economy i s neither 

c a p i t a l i s t nor s o c i a l i s t , also say that while the i n d i v i d u a l 

economy maintains i t s own unique character i n any s o c i a l 

formation, i t i s always "conditioned" by the dominant mode. Thus 

although i t i s always characterized by the combination of private 

ownership and labour by owners, i t also takes on some of the 

c h a r a c t e r i s t i c s of the dominant mode of production. An 

understanding of i t s nature at any given point must take t h i s 

fact into account, and look to hist o r y for the sources of i t s 

present-day c h a r a c t e r i s t i c s . 
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For example, the complex nature and multitude of forms of 

in d i v i d u a l economy i n China today, even t h i r t y years a f t e r the 

" s o c i a l i s t transformation," i s la r g e l y explained by i t s complex 

nature before the s o c i a l i s t transformation. "Old China" i s seen 

by t h e o r i s t s as a complexly-structured economy i n which a l l the 

h i s t o r i c a l stages of s o c i a l development—primitive society, slave 

society, feudalism, and c a p i t a l i s m — c o e x i s t e d . In such a 

structure the i n d i v i d u a l economy cannot be seen as a component of 

any sing l e mode of production; i n d i f f e r e n t regions and within 

d i f f e r e n t sectors of the economy i n any one region, i t had 

d i f f e r e n t c h a r a c t e r i s t i c s and played a d i f f e r e n t r o l e : 

In general, i n the southeast coastal areas where the 
commodity economy was r e l a t i v e l y well-developed, the 
in d i v i d u a l economy possessed to quite a large degree the 
c h a r a c t e r i s t i c s of commodity economy, and was a supplement to 
c a p i t a l i s t economic r e l a t i o n s ; but i n the i n t e r i o r , under the 
t i g h t control of feudal r e l a t i o n s , i t was the object of 
ex p l o i t a t i o n by feudal r e l a t i o n s and the base upon which they 
were b u i l t ... In old China, because the makeup of the 
economic structure of d i f f e r e n t regions was very d i f f e r e n t , 
the development process and nature of subordination of the 
in d i v i d u a l economy also v a r i e d . 7 3 

According to t h i s argument, i n d i v i d u a l economy under 

s o c i a l i s m — a n economy dominated by public ownership of the means 

of p r o d u c t i o n — d i f f e r s i n s i g n i f i c a n t ways from i n d i v i d u a l 

economy not only under capitalism, but also i n p r e - c a p i t a l i s t 

formations, and i n the mixed formation which existed i n China 

before c o l l e c t i v i z a t i o n . These differences are a l l connected with 

the nature of i t s rel a t i o n s h i p to the dominant mode of 

production. F i r s t , i t i s dependent on the public-ownership 

economy f o r i t s existence and development. Secondly, a portion 

of i t s surplus labour reverts to the state through taxation, and 
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thus contributes to s o c i a l i s t accumulation. Third, the i n d i v i d u 

a l economy " i s not only a sector of workers, i t i s a sector of 

workers who have already become masters of the country." Thus, 

t h e o r e t i c a l l y i t s class i n t e r e s t s are coterminous with those of 

the workers, and the party and state which represent them. 

Fourth, through i t s economic linkages with the public-ownership 

economy, i t i s subject to decisions made by planners, managers, 

and cadres, and thus i s d i r e c t l y and i n d i r e c t l y brought within 

the sphere of planned production and c i r c u l a t i o n . 7 4 

Furthermore, some proponents of t h i s view argue the 

(dubious) proposition that both the nature and degree of 

subordination under socialism are fundamentally d i f f e r e n t , and i n 

fact more benevolent, than under any other mode of production: 

"In s o c i a l i s t society, these r e l a t i o n s of subordination have 

undergone a fundamental change: i t i s a kind of voluntary 

subordination based on mutual benefit; the degree of closeness i s 

unmatched by any other h i s t o r i c a l p e r i o d . " 7 5 Thus, some writers 

argue, the i n d i v i d u a l economy i s a c t u a l l y better o f f under 

socialism than under capitalism. The compendium which came out 

of the 1981 ownership conference contains t h i s remarkable 

passage: 

today when unemployment i s so serious i n c a p i t a l i s t 
countries, [ i n d i v i d u a l economy] plays a very important r o l e 
not only i n a l l e v i a t i n g unemployment but also i n ensuring the 
s t a b i l i t y of s o c i a l production and consumption, and also i n 
s t a b i l i z i n g the s o c i a l order, although t h i s i s not [a r e s u l t 
of] i t s own c h a r a c t e r i s t i c s but only a kind of s o c i a l 
function bestowed upon i t by the basic contradictions 
r e s u l t i n g from the development of c a p i t a l i s t society. 
Therefore a l o t of c a p i t a l i s t countries have even adopted 
administrative measures to protect medium and small 
enterprises, i n which the i n d i v i d u a l economy i s included, 
from bankruptcy, and have even encouraged the growth of small 
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enterprises and petty production. However, administrative 
measures cannot defy the motion of economic laws; the 
everyday hardships which are the fate of petty production 
w i l l not be a l l e v i a t e d , but w i l l continue to grow. I t i s 
only because the c a p i t a l requirements of i n d i v i d u a l economy 
are low, turnover i s rapid, and they are very f l e x i b l e , that 
as some f a l l , others can r i s e to take t h e i r place. Only with 
the advent of socialism can these misfortunes be averted, and 
[in d i v i d u a l economy] f i n d i t s true home. 7 6 

Even i n i t s "true home", however, i t w i l l never come to 

dominate the economy: 

Within the economic structure of s o c i a l i s t society, the 
in d i v i d u a l economy occupies a subordinate p o s i t i o n ; i t 
exhibits true dependency. This i s manifested i n [the fact 
that] i n a l l spheres of production, d i s t r i b u t i o n , exchange 
and consumption, i t must d i r e c t l y and i n d i r e c t l y r e l y upon 
the s o c i a l i s t public-ownership economy; i t cannot [continue 
to] e x i s t or develop i n i s o l a t i o n from the s o c i a l i s t 
public-ownership economy. I ts destiny and future are c l o s e l y 
bound up with the s o c i a l i s t public-ownership economy. I t 
cannot take primary r e s p o n s i b i l i t y f or society's needs, nor 
can we depend upon i t as the major force i n r e a l i z i n g the 
construction of s o c i a l i s t modernization. Thus the subordi
nate p o s i t i o n of the in d i v i d u a l economy i s determined by i t s 
own n a t u r e . 7 7 

By " i t s own nature" these authors are r e f e r r i n g such 

c h a r a c t e r i s t i c s as the low l e v e l of technological development and 

of c a p i t a l i z a t i o n found i n most forms of i n d i v i d u a l economy: 

... the i n d i v i d u a l economy has never represented the most 
advanced form of production. Its productive power i s low, i t 
uses handicraft-type implements, i t s f a c i l i t i e s are simple, 
the scale of operations i s small; also the production unit i s 
the family or household, c a p i t a l i s limit e d , i t s economic 
power i s ins u b s t a n t i a l . Under these circumstances, i t cannot 
be a strong or dominant economic element i n the structure of 
society. On the contrary, for i t s own existence, i t has to 
forge c e r t a i n l i n k s with the economic element currently 
occupying the dominant po s i t i o n ; i t cannot help but be 
conditioned and fettered by i t . This i s the root cause for 
the subordinate p o s i t i o n of the in d i v i d u a l economy. 7 8 

In China, with socialism as the dominant "partner", 

subordination takes on a special meaning. Not only i s petty 

commodity production (the in d i v i d u a l economy) subordinate to 
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s o c i a l i s t production i n a passive sense, the s o c i a l i s t state 

a c t i v e l y subordinates the i n d i v i d u a l economy as a deliberate 

p o l i c y . With an economy dominated by public ownership of the 

means of production, very heavy p a r t i c i p a t i o n by the state i n the 

running of the economy, and a government ruled by a party with a 

professed commitment to a s o c i a l i s t future, the state has at i t s 

disposal a l l the economic, administrative, and i d e o l o g i c a l t o o l s 

necessary to keep the i n d i v i d u a l economy i n i t s subordinate 

p o s i t i o n while making f u l l use of i t s p o t e n t i a l contribution to 

the economy. In t h i s context, subordination i s not only a common 

feature which the i n d i v i d u a l economy shares with a l l forms of PCP 

i n a l l s o c i a l formations, i t i s also a deliberate strategy 

adopted by the s o c i a l i s t state to make use of the " p o s i t i v e " 

a t t r i b u t e s of the i n d i v i d u a l economy while at the same time 

minimizing i t s "negative" e f f e c t s . 

B a s i c a l l y t h i s i s achieved through linkages between 

in d i v i d u a l firms and enterprises i n the state-owned and 

c o l l e c t i v e sectors, and through regulation and control by state 

organs. The fact that the in d i v i d u a l economy fl o u r i s h e s only at 

the pleasure of the s o c i a l i s t state i s also a powerful means of 

ensuring i t s subordination, as past experience has shown. 

Since 1978, i t could be argued, the treatment of the 

i n d i v i d u a l economy has changed from r e s t r i c t i o n to encouragement. 

But the continued ambiguity toward the sector, discussed at 

length elsewhere, i s powerful evidence of continuity i n the basic 

approach. While i t i s true that since 1978 the Chinese 

government has adopted the deliberate p o l i c y of encouraging the 
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growth of the i n d i v i d u a l economy, i t has also at the same time 

most d e l i b e r a t e l y sought to maintain i t s subordinate p o s i t i o n 

within the e n t i r e economic structure. Although the r e l a t i o n s h i p 

i s generally portrayed as a voluntary and mutually-beneficial 

one, each element i n the economic structure i s seen to have i t s 

own strengths and i t s own clear-cut p o s i t i o n within a hierarchy 

of economic power. There i s no question about where the ultimate 

power l i e s : 

... state-run commerce i s the primary element i n the 
s o c i a l i s t market, i t i s the "main force" (zhuli iun) which 
guarantees people's basic needs and stable market p r i c e s ; i n 
commerce as a whole i t occupies f i r s t place. C o l l e c t i v e 
commerce consists of enterprises set up by the working masses 
with pooled funds, responsible for t h e i r own p r o f i t s and 
losses, with earnings geared to labour input; within the 
s o c i a l i s t u n i f i e d market they are the " l o c a l army" (difang 
iun) which i s close to the people; i n commerce as a whole 
they occupy second place. Individual s t a l l s and shops are 
small and f l e x i b l e , large i n number, and geographically 
dispersed; they are found everywhere, they're open from 
morning u n t i l night, they're convenient for the masses, they 
deal i n small general merchandise, snacks and drinks, minor 
rep a i r s . Within the s o c i a l i s t u n i f i e d market they are the 
indispensable " g u e r i l l a forces" (youji dui), occupying t h i r d 
place i n commerce as a whole. 7 9 

So, the i n d i v i d u a l economy i s indispensable, and i t s 

r e l a t i o n s with the public-ownership economy are mutually 

b e n e f i c i a l . But there i s no question that the r e a l economic 

power belongs to, and w i l l continue to belong to, the state (with 

the c o l l e c t i v e economy, as a more s o c i a l i s t and therefore less 

threatening element, somewhere i n the middle.) The means for 

maintaining t h i s hierarchy are many: s t r u c t u r a l l y through various 

linkages at a l l stages of the production and d i s t r i b u t i o n 

process; f i n a n c i a l l y through taxation and banking; administra

t i v e l y through management and regulation; p o l i t i c a l l y through 
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various kinds of organizations through which p o l i t i c a l 

p a r t i c i p a t i o n i s channelled. A l l these have a complementary 

e f f e c t ; i n the words of Gerry and Birbeck, "the p r i n c i p a l 

conditions f o r i t s reproduction and s u r v i v a l are supplied by the 

dominant mode of production." 

The d e t a i l s of t h i s r e l a t i o n s h i p have been discussed 

elsewhere, e s p e c i a l l y i n Chapter 4, but the general categories 

can be outlined here. F i r s t , the state maintains a r e l a t i v e l y 

high degree of decision-making power over what the i n d i v i d u a l 

economy w i l l produce or deal i n , and at what scale. This kind of 

control i s decreed by law and i s maintained through 

administrative agencies, and also through the state-run wholesale 

network, which i s the primary souce of supplies and materials for 

the i n d i v i d u a l sector: 
... therefore the kinds and quantities of products i t 
produces and deals i n , i t s scale of development and 
tendencies i n production and operations, apart from the 
influence of market laws and demand, must also be conditioned 
by the l i m i t s and scale of the state-run and c o l l e c t i v e 
economy, and t h e i r relevant regulations. So ... small 
hawkers and peddlers have f a r from complete control over what 
they purchase, i n what quantities, and when; to a c e r t a i n 
degree these are controlled by the state wholesale 
departments. 8 0 

Moreover, the state-run wholesale outlets operate very much 

according to t h e i r own business p r i o r i t i e s . Although i n d i v i d u a l 

firms are by law supposed to be accorded the same treatment as 

other kinds of customers, wholesale departments are also 

notorious f o r giv i n g p r e f e r e n t i a l treatment to the larger and 

more i n f l u e n t i a l state-owned and c o l l e c t i v e units (as we have 

seen). In addition, these relationships must be maintained 
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through cruanxi (which l i t e r a l l y means "connections" but refe r s to 

a complex web of relationships maintained through favours and 

accumulated obligations.) Most i n d i v i d u a l operators have l i t t l e 

of the kind of " c a p i t a l " (e.g. influence, access to 

hard-to-obtain goods, long-standing business r e l a t i o n s h i p s , 

school or c o l l e g i a l t i e s , etc.) that i s required to keep quanxi 

functioning smoothly. 

The growth of i n d i v i d u a l firms i s also c o n t r o l l e d by a host 

of administrative and regulatory agencies. In t h i s respect, the 

complaints of Chinese i n d i v i d u a l entrepreneurs echo those of 

small businesses i n c a p i t a l i s t c o u n t r i e s — t o o much government 

interference makes i t d i f f i c u l t f or them to survive, l e t alone 

compete with larger and more powerful firms. The difference i n 

China i s that t h i s control can be used as part of a deliberate 

p o l i c y to l i m i t the autonomy of the i n d i v i d u a l firms. Although 

the c e n t r a l government t r i e s to prevent t h i s , the fact i s that 

these agencies can and do s e l e c t i v e l y grant or deny operating 

licenses or operating space, according not to the needs of the 

in d i v i d u a l firms themselves, but to l o c a l or national economic 

and administrative p r i o r i t i e s . S i m i l a r l y , the growth of 

i n d i v i d u a l firms i s l i m i t e d by t h e i r access to c r e d i t . The banks 

can s e l e c t i v e l y grant or deny loans, and again these decisions 

are l i k e l y to be based on p r i o r i t i e s set by the state. 

Price control i s another method of l i m i t i n g the economic 

power of i n d i v i d u a l firms. I t i s possible to maintain quite 

stringent control of prices because most of the supplies and 

materials purchased by i n d i v i d u a l firms come from the state-run 
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sector, and s e l l i n g prices are geared by regulation to the 

purchase p r i c e of materials and supplies. S e l l i n g p r i c e s for 

both goods and services must i n general be roughly comparable to 

those charged by publicly-owned u n i t s . For example, i n urban 

i n d i v i d u a l commerce, 

Their purchasing prices are already set by the state-run 
wholesale departments, and cannot be changed as they l i k e . 
Therefore, when in d i v i d u a l vendors purchase goods, they don't 
need to and are not allowed to bargain with the state-run 
wholesale departments. Whether t h e i r commercial transactions 
are successful or not, generally speaking, the purchase p r i c e 
of goods cannot be changed. Therefore, i n d i v i d u a l vendors 
can only decide whether or not to buy on the basis of set 
p r i c e s . When in d i v i d u a l vendors are s e l l i n g t h e i r merchan
dise, the s e l l i n g p r i c e i s also controlled to a c e r t a i n 
e x t e n t . 8 1 

The general thrust of t h i s argument i s that a s o c i a l i s t 

state can and does exercise a f a r greater degree of control over 

prices i n the private sector than i s possible i n a c a p i t a l i s t 

economy, where they are supposedly governed completely by the 

laws of supply and demand. This i s of course an underestimation 

of the r o l e of the state i n c a p i t a l i s t economies, and also of the 

r o l e of monopolies and combines i n c o n t r o l l i n g p r i c e s . The idea, 

f o r example, that supply can be c o n t r o l l e d and even destroyed i n 

order to keep up prices, does not seem to have occurred to 

Chinese planners. 

Another means by which the state exercises control over the 

i n d i v i d u a l economy i s taxation; at l e a s t on paper, i n d i v i d u a l 

firms are required to pay taxes, and a f a i r l y elaborate 

t a x - c o l l e c t i o n network, which also has c e r t a i n supervisory or 

p o l i c i n g functions, has been set up nationwide. Taxes can be 
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used s e l e c t i v e l y to promote or discourage p a r t i c u l a r kinds of 

business. Even for tax evaders, the threat of possible detection 

must act as a psychological curb on t h e i r a c t i v i t i e s . 

Another important form of regulation i s the l i m i t s on the 

permissible number of employees (again, often transcended but 

s t i l l on paper creating an upper l i m i t to expansion of i n d i v i d u a l 

firms). 

In addition to these economic and administrative curbs, 

subordination i s also a matter for the p o l i t i c a l / i d e o l o g i c a l 

sphere. Many of the studies of the i n d i v i d u a l economy stress 

t h i s as a c r u c i a l means of subordination, t a l k i n g about the need 

to r e i n f o r c e o f f i c i a l views through propaganda and p o l i t i c a l 

a c t i v i t i e s , , e s p e c i a l l y by means of the mass organizations for 

in d i v i d u a l entrepreneurs. These methods too reinforce the 

dominant p o s i t i o n of the state-run economy i n the economic 

hierarchy. 

Although the rel a t i o n s h i p i s usually described as 

complementary and mutually b e n e f i c i a l , j u s t as there i s no 

question about where the balance of power l i e s , there i s also no 

question as to what the ultimate aim i s : 
the s o c i a l i s t public-ownership economy i s the basic 

guarantee for the existence and development of the i n d i v i d u a l 
economy, and the in d i v i d u a l economy i s the helping hand and 
necessary supplement to the s o c i a l i s t public-ownership 
economy. Among the two one i s primary and one i s secondary; 
they depend on each other and help each other forward. 
Therefore, i n developing the s o c i a l i s t economy we need to 
adopt a comprehensive viewpoint and implement the p r i n c i p l e 
of walking on two legs, to mobilize and develop the p o s i t i v e 
r o l e of both the s o c i a l i s t p u b l i c - ownership economy and the 
in d i v i d u a l economy, i n order to spur forward the o v e r a l l 
upsurge of the s o c i a l i s t economy. 8 2 
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Subordination, then, i s f a r more than simple government 

control or regulation of the a c t i v i t i e s of the i n d i v i d u a l sector. 

I t i s the t r i c k y but v i t a l task of maintaining the complementary 

but unequal r e l a t i o n s h i p described above so that, i n what i s 

a f t e r a l l a s o c i a l i s t economy, the s o c i a l i s t sector remains i n 

firm c o n t r o l . Where t h i s i s most important, of course, i s i n 

c o n t r o l l i n g what are c a l l e d the "developmental tendencies" 

(fazhan qushi) of the i n d i v i d u a l sector; e s p e c i a l l y f o r e s t a l l i n g 

any tendency for i n d i v i d u a l economy to develop into capitalism. 

Spontaneous C a p i t a l i s t Tendencies 

The f i n a l point i n the "majority view" on the nature of the 

i n d i v i d u a l economy concerns the question of "spontaneous 

c a p i t a l i s t tendencies" i n petty commodity production. This i s an 

issue which has wider-reaching consequences—and a longer 

h i s t o r y — t h a n any of the issues discussed i n the previous 

section. I t f a l l s into the t e r r i t o r y of what C y r i l Lin c a l l s the 

"diagnostic aspect" of s o c i a l i s t economics, which concerns the 

basic features or "laws" of socialism and ultimately the 

differences between socialism and capitalism. According to Lin, 

Such diagnoses i n s o c i a l i s t countries are indispensable i n 
gauging the d i r e c t i o n and distance t r a v e l l e d away from 
capitalism and towards f u l l communism; the nature of the 
economy charted by these periodic sightings then defines the 
type of p o l i c i e s , mechanisms and production r e l a t i o n s 
i d e o l o g i c a l l y consistent with the s o c i a l i s t odyssey. 8 3 

In the case of the i n d i v i d u a l economy, the r e s u l t s of the 

diagnosis may well determine i t s future i n s o c i a l i s t China—and 

perhaps even the future of socialism i n China. 
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This section w i l l f i r s t b r i e f l y o utline the h i s t o r i c a l 

roots of the issue of spontaneous c a p i t a l i s t tendencies and give 

two examples of how the issue has been treated at past junctures 

i n the economic h i s t o r y of the PRC. I t w i l l then go on to 

examine how t h i s issue has been treated i n the t h e o r e t i c a l 

r e h a b i l i t a t i o n of the i n d i v i d u a l economy which took place i n 

1980-81, when the key fear to be put to rest was the concern that 

i t s r e s t o r a t i o n would lead to capitalism. A c r i t i q u e of the 

arguments used to a l l a y t h i s fear w i l l form the conclusion both 

of t h i s section and the chapter as a whole. 

H i s t o r i c a l Roots: Lenin on Petty Production 

The idea of the "spontaneous c a p i t a l i s t tendencies" 

inherent i n petty production goes back to a statement made by 

Lenin i n 1920, which has been used as unassailable t h e o r e t i c a l 

j u s t i f i c a t i o n f or past campaigns to suppress the i n d i v i d u a l 

economy. Even i n periods where the i n d i v i d u a l economy has been 

encouraged, the necessity to address concerns about the 

p o s s i b i l i t y of spontaneous resurgence of capitalism, has meant 

that the debate has never r e a l l y been put to re s t . 

In the pamphlet "Left-Wing Communism"—An I n f a n t i l e  

Disorder. Lenin asserts that "small-scale production engenders 

capitalism and the bourgeoisie continuously, d a i l y , hourly, 

spontaneously, and on a mass s c a l e . " 8 4 In t h i s manual on 

revolutionary t a c t i c s , he counsels the Bolsheviks to practice 

c o a l i t i o n p o l i t i c s to further the aims of the revolution, while 

at the same time maintaining r i g i d party d i s c i p l i n e . B a s i c a l l y 
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i t i s about how to deal with the enemy i n t h e i r midst, the 

bourgeoisie, and s p e c i f i c a l l y what i s to be done about the petty 

bourgeoisie. Lenin's misgivings about the petty bourgeoisie and 

t h e i r p o t e n t i a l to help or hinder the revolution are c l e a r . The 

paragraph i n which the foregoing passage appears reads i n f u l l : 

The d i c t a t o r s h i p of the p r o l e t a r i a t means a most determined 
and most ruthless war waged by the new class against a more  
powerful enemy, the bourgeoisie, whose resistance i s 
increased t e n f o l d by t h e i r overthrow (even i f only i n a 
sin g l e country), and whose power l i e s , not only i n the 
strength of international c a p i t a l , the strength and 
d u r a b i l i t y of t h e i r international connections, but also i n 
the force of habit, i n the strength of small-scale  
production. Unfortunately, small-scale production i s s t i l l 
widespread i n the world, and small-scale production engenders 
capitalism and the bourgeoisie continuously, d a i l y , hourly, 
spontaneously, and on a mass scale. A l l these reasons make 
the d i c t a t o r s h i p of the p r o l e t a r i a t necessary, and v i c t o r y 
over the bourgeoisie i s impossible without a long, stubborn 
and desperate life-and-death struggle which c a l l s f or 
tenacity, d i s c i p l i n e , and a single and i n f l e x i b l e w i l l . 8 5 

Apart from h i s evident fear of the d u r a b i l i t y of 

small-scale production, Lenin also had moral objections to 

petty-bourgeois mentality. The his t o r y of Bolshevism, he says, 

was among other things a his t o r y of 

... long years of struggle against petty-bourgeois revolu 
tionism ... Marxist theory has established—and the 
experience of a l l European revolutions and revolutionary 
movements has f u l l y confirmed—that the petty proprietor, the 
small master (a s o c i a l type e x i s t i n g on a very extensive and 
even mass scale i n many European countries), who, under 
capitalism, always suffers oppression and very frequently a 
most acute and rapid deterioration i n h i s conditions of l i f e , 
and even ruin, e a s i l y goes to revolutionary extremes, but i s 
incapable of perseverance, organisation, d i s c i p l i n e and 
steadfastness. A petty bourgeois driven to frenzy by the 
horrors of capitalism i s a s o c i a l phenomenon which i s ... 
c h a r a c t e r i s t i c of a l l c a p i t a l i s t countries. The i n s t a b i l i t y 
of such revolutionism, i t s barrenness, and i t s tendency to 
turn r a p i d l y into submission, apathy, phantasms, and even a 
frenzied infatuation with one bourgeois fad or a n o t h e r — a l l 
t h i s i s common knowledge. 8 6 
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They can be a l l i e s , but no-one you would want to pin your 

hopes on. (Echoes of Lenin's mistrust are found i n Mao's 

analysis of the revolutionary p o t e n t i a l of the petty bourgeoisie, 

c i t e d i n Chapter 5; they were the p r o l e t a r i a t ' s "closest 

friends", according to Mao, but they s t i l l bore c a r e f u l 

watching.) A f t e r the revolution, says Lenin: 

Classes s t i l l remain, and w i l l remain everywhere f o r years 
a f t e r the p r o l e t a r i a t ' s conquest of power ... The a b o l i t i o n 
of classes means, not merely ousting the landowners and the 
c a p i t a l i s t s — t h a t i s something we accomplished with compara
t i v e ease; i t also means abolishing the small commodity 
producers, and they cannot be ousted, or crushed; we must  
learn to l i v e with them. They can (and must) be transformed 
and re-educated only by means of very prolonged, slow, and 
cautious organisational work. They surround the p r o l e t a r i a t 
on every side with a petty-bourgeois atmosphere, which 
permeates and corrupts the p r o l e t a r i a t , and constantly causes 
among the p r o l e t a r i a t relapses into petty-bourgeois spine-
lessness, disunity, individualism, and a l t e r n a t i n g moods of 
exalt a t i o n and dejection. ... The d i c t a t o r s h i p of the 
p r o l e t a r i a t means a persistent struggle—bloody and blood
l e s s , v i o l e n t and peaceful, m i l i t a r y and economic, education
a l and a d m i n i s t r a t i v e — a g a i n s t the forces and t r a d i t i o n s of 
the old society ... I t i s a thousand times easier to vanquish 
the c e n t r a l i s e d big bourgeoisie than to "vanquish" the 
m i l l i o n s upon m i l l i o n s of petty proprietors; however, through 
t h e i r ordinary, everyday, imperceptible, elusive and 
demoralising a c t i v i t i e s , they produce the very r e s u l t s which 
the bourgeoisie need and which tend to restore the 
b o u r g e o i s i e . " 8 7 

This, then represents the t h e o r e t i c a l legacy which Lenin 

l e f t to Chinese policymakers and theoreticians t r y i n g to hammer 

out a p o s i t i o n on the i n d i v i d u a l economy: a deep moral mistrust 

of a c l a s s which was also a necessary a l l y . Even i n Lenin's time 

t h i s ambivalence was r e f l e c t e d i n p o l i c y — " w a r communism" i n the 

USSR c a l l e d f o r harsh repression of private business a c t i v i t y , 

but the ensuing New Economic Policy (NEP) sought to appease 

private entrepreneurs while r e s t r i c t i n g the worst of t h e i r 



492 

speculative p r a c t i c e s . In the end these tendencies (the r i s e of 

the "NEPman") hastened the downfall of the NEP. Both these 

extremes i n p o l i c y r e f l e c t attitudes toward the petty bourgeoisie 

found i n the statement quoted above. 

Chinese interpretations of Lenin's statement have varied, 

but since they have mainly arisen as j u s t i f i c a t i o n s f o r po l i c y , 

they have tended to conform to the p r e v a i l i n g p o l i c y climate 

toward i n d i v i d u a l economy. During the more " r a d i c a l " phases, 

e s p e c i a l l y the Cul t u r a l Revolution, which was characterized by 

the preoccupation with class struggle, the passage was c i t e d as 

support for the necessity of s t r i c t l y c o n t r o l l i n g or doing away 

with i n d i v i d u a l enterprise. During more " l i b e r a l " phases i t 

s t i l l crops up as a cautionary note on the dangers of neglecting 

to adequately control the "blindness" of private enterprise. 

Spontaneous Tendencies a f t e r the S o c i a l i s t Transformation 

For example, i n 1957 a f t e r the softening of p o l i c i e s toward 

i n d i v i d u a l enterprise following the s o c i a l i s t "high t i d e " , there 

was great concern over the rapid p r o l i f e r a t i o n of the so-called 

"spontaneous enterprises". Their existence underlined the fact 

that even a f t e r the s o c i a l i s t transformation had been proclaimed 

s u b s t a n t i a l l y completed, spontaneous c a p i t a l i s t tendencies s t i l l 

appeared to e x i s t among petty producers. By the end of 1957 the 

p o l i t i c a l mood of the country had s h i f t e d again as the blooming 

of the "hundred flowers" gave way to a n t i - r i g h t i s t r e c t i f i c a 

t ions, as well as a new concern with "class struggle" and the 



493 

possible re-emergence of capitalism. Despite the economic 

contributions of the "spontaneous enterprises, 1 1 the t h e o r e t i c a l 

p o s i t i o n on them was beginning to harden. 

In December 1957 a key statement on the subject was made by 

Xu Dixin, then the head of the General Administration of Industry 

and Commerce.88 Here Xu c i t e d Lenin's statement as j u s t i f i c a t i o n 

f o r r e l a t i v e l y lenient but watchful treatment of the "spontaneous 

enterprises." 

Xu began by o u t l i n i n g the accomplishments of the "high 

t i d e " and lauding the subsequent achievements made i n 

consolidating the newly-cooperativized sectors. But where Li u 

Shaoqi ten months e a r l i e r at the Eighth Party Congress had spoken 

of the v i c t o r y over the bourgeoisie, Xu's speech l a r g e l y dealt 

with the problem of the remnants of the petty bourgeoisie among 

the peasants and i n d i v i d u a l handicrafts workers, even a f t e r 

cooperativization: 

In the c l a s s r e l a t i o n s i n our country during the t r a n s i t i o n 
period, the bourgeoisie w i l l occupy a major p o s i t i o n . 
Although the petty-bourgeois peasants and handicrafts workers 
are a l l workers, the fact that they are also owners gives 
them something i n common with [the bourgeoisie]. Because of 
t h i s , the struggle between the bourgeoisie and the working 
cl a s s for the r i g h t to lead the i n d i v i d u a l workers w i l l also 
l a s t f o r the e n t i r e t r a n s i t i o n a l period. 

Remnants of bourgeois ideology i n industry and commerce, Xu 

said, were being combatted i n the current r e c t i f i c a t i o n campaign 

and the campaign against "bourgeois-rightists": "The a n t i - r i g h t 

i s t struggle i s to s e t t l e contradictions between ourselves and 

the enemy, and ordinary r e c t i f i c a t i o n i s to s e t t l e i n t e r n a l 

contradictions among the people." 
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In t h i s context Xu brought up the argument about the 

"spontaneous c a p i t a l i s t tendencies" (zibenzhuyi z i f a s h i l i ) 

inherent i n the petty commodity economy, which, as Lenin said, 

" d a i l y , hourly, spontaneously, and on a mass scale" engender 

capitalism. To combat t h i s tendency, Xu said, required struggle 

on the p o l i t i c a l and i d e o l o g i c a l as well as economic fronts, and 

t h i s struggle would l a s t for a " r e l a t i v e l y long" period of time. 

Since the l a s t h a l f of 1956, Xu said, the most concentrated 

(iizhonq) manifestation of spontaneous c a p i t a l i s t tendencies had 

been the rapid increase i n spontaneous i n d u s t r i a l enterprises and 

unlicensed vendors and peddlers, many of which had already 

changed i n nature from i n d i v i d u a l enterprises to c a p i t a l i s t 

enterprises. He also noted the recent emergence of i t i n e r a n t 

traders and middlemen (zhongjian ren). Speculation was rampant. 

Many peasants had abandoned farming i n favour of more l u c r a t i v e 

commercial a c t i v i t i e s . Some former private entrepreneurs who 

were now i n j o i n t enterprises, and even some employees of state 

enterprises and members of cooperatives, had "turned back down 

the c a p i t a l i s t road" either by opening unlicensed enterprises or 

by moonlighting (becoming "daytime s o c i a l i s t s but nighttime 

c a p i t a l i s t s " ) . Some of these had "hung up s o c i a l i s t signboards 

but engaged i n c a p i t a l i s t operations." These a l l were 

manifestations of spontaneous c a p i t a l i s t tendencies, according to 

Xu. 

But he cautioned against indiscriminate eradication of 

petty private enterprises: "We must have a complete understanding 

of them, we must understand the dual nature (ermianxinq) of petty 
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commodity production, and also understand the long duration of 

and necessity f o r t h e i r existence." By i t s dual ( l i t e r a l l y , 

two-faced) nature, Xu meant that c e r t a i n aspects of petty 

commodity production were b e n e f i c i a l to socialism, and others 

were not. The former included t h e i r f l e x i b i l i t y , responsiveness 

to consumer demand, convenience, and also t h e i r contribution to 

urban labour absorption. On the negative side, because they were 

private, t h e i r operations were " b l i n d " and speculative, and they 

exhibited spontaneous c a p i t a l i s t tendencies by engaging i n 

various kinds of i l l e g a l trading a c t i v i t i e s . E s p e c i a l l y 

i n s i d i o u s was that they "seduced" (yinyou) s t a f f of s o c i a l i s t 

enterprises and members of cooperatives into re-embarking on the 

c a p i t a l i s t road. Both the p o s i t i v e and negative aspects were to 

be taken into account i n dealing with i n d i v i d u a l cases of petty 

commodity producers. 

This being the case, why would the petty commodity economy 

have to p e r s i s t i n China for a " r e l a t i v e l y long period of time"? 

Here Xu c i t e d economic n e c e s s i t y — t h e large population and "guite 

backward" methods of a g r i c u l t u r a l production dictated that the 

s o c i a l i s t economy "should and can only concentrate most of i t s 

energies i n developing modern i n d u s t r i a l and a g r i c u l t u r a l 

production ... I t i s unavoidable that we w i l l have some people, 

under the leadership of the state, engaging i n production and 

s e l l i n g , f i l l i n g i n the gaps that can't be s a t i s f i e d by the 

s o c i a l i s t economy." 
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Xu also pointed out that petty commodity production was a 

t r a d i t i o n a l economic form with a long history, and i t could not 

be eradicated at one go, e s p e c i a l l y since c a p i t a l i s t thinking was 

s t i l l so widespread despite the recent r e c t i f i c a t i o n . 

For a l l of these reasons, Xu said, i t would be a long time 

before the proper r e l a t i o n s h i p between the state and petty 

commodity economy was s e t t l e d , and the b a t t l e against i t s 

spontaneous c a p i t a l i s t tendencies would be a long-standing one: 

"We must overcome the incorrect viewpoint that since s o c i a l i s t 

transformation has achieved a decisive v i c t o r y , spontaneous 

c a p i t a l i s t tendencies are already too i n s i g n i f i c a n t to be a 

threat (bu zu wei h a i ) , and we must also overcome the incorrect 

a t t i t u d e and method of t r y i n g to completely s t i f l e petty 

commodity production i n one day." 

Instead, Xu advocated subtler methods. Since small-scale 

i n d u s t r i a l i s t s and merchants were b a s i c a l l y workers, who because 

they were also private owners happened to share c e r t a i n 

viewpoints with the bourgeoisie, the preferred method to use i n 

" r e c t i f y i n g " them was education, to correct t h e i r p o l i t i c a l 

stance and reform t h e i r c a p i t a l i s t tendencies. In addition, 

p o l i c y measures could be adopted to control unlicensed and 

underground firms, bringing the petty commodity economy under 

state c o n t r o l . Of the spontaneous operations that were being 

permitted to continue, the few that had already become c a p i t a l i s t 

enterprises were to be supervised c a r e f u l l y and a c t i v e l y 

subjected to s o c i a l i s t reform. For those that were s t i l l genuine 
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i n d i v i d u a l enterprises, "we should do a good job of education and 

management, s t r i c t l y l i m i t t h e i r development toward capitalism, 

and ... gradually bring them into the cooperative sphere." 

This balanced statement implied substantial agreement with 

the sense of Lenin's pronouncement which gave i t t h e o r e t i c a l 

legitimacy. The b a t t l e against the bourgeoisie was by no means 

over, but i t could be won by moderate and v i g i l a n t means. Very 

shortly a f t e r Xu's speech, however, the terms of the debate 

changed as the "Great Leap Forward" was launched and the 

grad u a l i s t approach to the s o c i a l i s t transformation was 

abandoned. For the next two decades (apart from a b r i e f hiatus 

i n the early 1960s), Lenin's dictum was repeatedly used to 

support continuous class struggle. 

Spontaneous Tendencies a f t e r the Cultural Revolution 

In the mid-1970s, the Shanghai school used Lenin's 

statement to support t h e i r contention that continuous c l a s s 

struggle was necessary even a f t e r the s o c i a l i s t transformation. 

This b e l i e f was the basis for the campaign to c r i t i c i z e Lin Biao 

and Confucius i n 1974, and also, beginning i n February 1975, a 

vigorous campaign to study the theory of d i c t a t o r s h i p of the 

p r o l e t a r i a t . 

To t h i s end People's Daily devoted three and a h a l f pages 

to quotations from Marx, Engels and Lenin i n support of t h i s 

renewed assertion of dict a t o r s h i p over the bourgeoisie. I t was 

a l l t ranslated i n Peking Review the following week, with an 

introduction containing " i n s t r u c t i o n s " from Mao: 
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Chairman Mao said: In a word, China i s a s o c i a l i s t country. 
Before l i b e r a t i o n she was much the same as capitalism. Even 
now she pra c t i s e s an eight-grade wage system, d i s t r i b u t i o n to 
each according to h i s work and exchange by means of money, 
which are scarcely d i f f e r e n t from those i n the old society. 
What i s d i f f e r e n t i s that the system of ownership has been 
changed ... Our country at present pra c t i s e s a commodity 
system, and the wage system i s unequal too ... These can 
only be r e s t r i c t e d under the d i c t a t o r s h i p of the p r o l e t a r i a t . 
Thus i t would be quite easy for people l i k e L i n Biao to push 
the c a p i t a l i s t system i f they come to power. Therefore, we 
should read some more Marxist-Leninist works. 

The statement continued: 

Chairman Mao also pointed out: Lenin said, "Small production 
engenders capitalism and the bourgeoisie continuously, d a i l y , 
hourly, spontaneously, and on a mass scale." This also 
occurs among a section of the workers and a section of the 
Party members. Both within the ranks of the p r o l e t a r i a t and 
among the personnel of state organs there are people who 
follow the bourgeois s t y l e of l i f e . " 8 9 

By t h i s time, of course, most of the remnants of private 

ownership, including the i n d i v i d u a l economy, had been e s s e n t i a l l y 

eliminated. The target was not private ownership i t s e l f , but the 

"force of habit" Lenin was so f e a r f u l of which was now, the 

r a d i c a l s charged, manifesting i t s e l f i n i n s t i t u t i o n a l i z e d 

bureaucratic power. This was seen as one aspect of "bourgeois 

r i g h t " , which referred to the continuing presence of i n e q u a l i t i e s 

l e f t over from the old c a p i t a l i s t s o c i e t y . 9 0 The danger of 

"bourgeois r i g h t " was that i t would continue f a r longer than 

necessary, simply because i t favored the in t e r e s t s of those such 

as L i n Biao, alleged members of the bourgeoisie who had attained 

positions of power and were using them, i t was charged, to 

undermine socialism and restore capitalism. Lenin's statement on 
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petty production, i t was argued, supported a v i g i l a n t stance 

against any manifestations of "bourgeois r i g h t " , including 

remnants of private ownership. 

Af t e r 1978, the change i n p o l i c y toward private ownership 

and petty production (including promotion of the i n d i v i d u a l 

economy, as well as other p o l i c i e s such at the household 

r e s p o n s i b i l i t y system i n agriculture, which have tended to 

restore small household production) has necessitated yet another 

r e i n t e r p r e t a t i o n of Lenin's doctrine. I t was now charged that 

under the Gang of Four the statement had been taken out of 

context and applied to a s i t u a t i o n f a r removed from what Lenin 

was a c t u a l l y w riting about. Thus while Lenin was no doubt 

correct about the p o s s i b i l i t y of c a p i t a l i s t r e s t o r a t i o n i n the 

context of the Soviet Union i n 1920, that did not mean his words 

applied for China today. 

Moreover, the concept of "spontaneous c a p i t a l i s t tenden

c i e s , " i t was charged, became debased during the c u l t u r a l 

revolution period. Says one writer, 

No one dared to become outstanding. ... So long as we 
mentioned opening up production channels and enriching our 
d a i l y l i f e , the l a b e l of "spontaneous c a p i t a l i s t tendencies" 
would be rested on us. ... Among miscarriages of j u s t i c e , 
trumped-up cases and erroneous decisions regarding basic-lev
e l cadres ... i n the countryside, those who were punished and 
persecuted because of "spontaneous c a p i t a l i s t tendencies" 
accounted for a considerable proportion. ... The concept of 
"spontaneous c a p i t a l i s t tendencies" should be c l e a r e d . 9 1 

What, then, was the new l i n e on spontaneous c a p i t a l i s t 

tendencies f o r the post-Mao period? The most important issue, of 

course, was whether or not the restoration of the i n d i v i d u a l 

economy could lead to a restoration of capitalism. Much of the 
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post-1978 l i t e r a t u r e on the i n d i v i d u a l economy was devoted to 

t h i s question; the general consensus was an equivocal "No, i t 

can't happen, and even i f i t does happen, we as a s o c i a l i s t 

country have ways of making sure i t won't." This argument w i l l 

be fleshed out i n the following section. 

On Individual Economy and C a p i t a l i s t Restoration 

Chinese t h e o r i s t s use the term l i a n g j i fenhua ( l i t e r a l l y , 

d i v i d i n g into two poles, or polarization) to describe the process 

by which petty production, under ce r t a i n circumstances, can give 

r i s e to capitalism. The model i s that some petty producers, 

given c e r t a i n advantages l i k e good land, good location, superior 

s k i l l s , hard-working r e l a t i v e s , or (probably most important) 

access to c a p i t a l , are able to surpass t h e i r competitors and 

b u i l d up t h e i r business to the point where they break out of 

simple reproduction and into a s p i r a l of accumulation—the more 

they earn, the more they reinvest, the more they reinvest, the 

more they prosper. At the same time, they edge less-favored 

competitors out of the market. 

At some point the owners themselves can no longer handle 

the volume of business, or the business has grown so prosperous 

that they can begin to think about taking i t easy, and so they 

begin to h i r e labour. The defining c h a r a c t e r i s t i c s of petty 

production, i t w i l l be remembered, are ownership of the means of 

production by the producers, and labour by the producers 

themselves, for themselves (usually as a household). When the 

l a t t e r feature no longer e x i s t s ("when labour becomes a 
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commodity"), they can no longer be considered petty producers. 

Usually the surplus labour they purchase (or "exploit") i s that 

of t h e i r less-favored competitors—the breakthrough of some petty 

producers i s won at the expense of many others, who gradually see 

t h e i r l i v e l i h o o d as independent operators being eroded, and are 

l e f t with no choice but to s e l l t h e i r surplus labour i n order to 

make ends meet. In t h i s way, the losers become "candidates for 

the p r o l e t a r i a t . " 

Thus even i f i t i s accepted that petty commodity production 

i s i n i t s e l f not c a p i t a l i s t , i t s t i l l has a h i s t o r i c a l record of 

incubating the conditions for capitalism to develop. In 

p r e c a p i t a l i s t and c a p i t a l i s t s o c i e t i e s , the argument goes, the 

process of l i a n g j i fenhua allows a small minority of enterprises 

to make the jump from simple reproduction to c a p i t a l i s t 

accumulation, while the rest become progressively more 

impoverished and exploited. But t h i s i s not a product of t h e i r 

own c a p i t a l i s t nature. Where t h i s has happened, i t i s argued, i t 

i s the product of s p e c i f i c h i s t o r i c a l circumstances. One example 

i s the t r a n s i t i o n from feudalism to capitalism: 

During l a t e feudalism, at the time when capitalism was 
developing, i t was a f a i r l y common tendency for i n d i v i d u a l 
operators to be transformed into c a p i t a l i s t s . Normally, 
petty producers divided under competition, some became 
c a p i t a l i s t s who exploited hired labour, others were reduced 
to workers who sold t h e i r labour; some small merchants, from 
c o n t r o l l i n g the operations of petty producers, became 
contractors; i n r e a l i t y t h i s turned the petty producers into 
hired labour. In Western Europe, some countries took j u s t 
t h i s route to becoming c a p i t a l i s t s o c i e t i e s . In these 
countries a f a i r l y large number of petty producers and small 
vendors became c a p i t a l i s t s , but there was also a period of as 
long as 250 years of workshop handicraft production; as the 
s o c i a l forces of production developed, they gradually changed 
to advanced c a p i t a l i s t c o u n t r i e s . 9 2 
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Within capitalism, obviously, the conditions favour the 

continuation of t h i s process. The same i s true i n any formation 

where capitalism plays a s i g n i f i c a n t r o l e . This, i t i s argued, 

was the problem Lenin was writing about i n 1920. A 1981 a r t i c l e 

by Xue Mou i n the t h e o r e t i c a l journal Honqqi (Red Flag), for 

example, argued that during the period of war communism i n the 

Soviet Union, i t was apparent that the Bolsheviks s t i l l had not 

established t h e i r hegemony over the Russian peasantry: "The 

national economy was dominated by the ubiquitous p e t t y - a g r i c u l 

t u r a l economy, and s t i l l maintained i t s connection with the 

c a p i t a l i s t s e c t o r . " 9 3 Thus while the new Bolshevik state was 

appropriating "surplus" grain, petty producers i n the countryside 

were able to s e l l grain on the private market at grossly i n f l a t e d 

p r i c e s . In China before the s o c i a l i s t transformation, Xue 

argued, the same conditions applied: "... not only did the 

in d i v i d u a l economy comprise a f a i r l y large share of the national 

economy, i t also maintained t r a d i t i o n a l linkages with c a p i t a l i s t 

industry and commerce i n production, supply, and marketing. I t 

was ine v i t a b l e that t h i s would produce l i a n g j i fenhua." 9 4 

The s o c i a l i s t transformation, however, created a completely 

new s i t u a t i o n : "The share of in d i v i d u a l economy within the 

national economy became much smaller, and no longer could i t 

maintain i t s linkages with c a p i t a l i s t industry and commerce. 1 , 9 5 

Under these new circumstances, the peasants and i n d i v i d u a l 

operators had become " s o c i a l i s t c o l l e c t i v e workers," and thus the 

external conditions for l i a n g j i fenhua no longer existed. Xue 

does not deny that even under these circumstances, the impulse 
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toward i t may s t i l l e x i s t ; t h i s kind of i d e o l o g i c a l change takes 

much longer to accomplish: "We cannot deny that among some 

peasants there s t i l l e x i s t backward thinking and habits ... This 

requires long-term i d e o l o g i c a l education, but i f we think that 

t h e i r backward thinking necessarily gives r i s e to capitalism and 

a c a p i t a l i s t c l a s s , t h i s i s c l e a r l y absurd." 9 6 

Any suggestion that t h i s could happen, that capitalism 

could emerge even i n a s i t u a t i o n where the s o c i a l i s t economy i s 

the acknowledged dominant element, was a f t e r 1978 denounced as a 

remnant of " l e f t i s t " i d e o l o g i c a l influences: 

Since the Third Plenum of the 11th Central Committee, our 
party has b a s i c a l l y r e c t i f i e d the dominant l e f t i s t ideology. 
But because the period of l e f t i s t errors was long, i t s sphere 
was wide, and i t s influence deep, i n the minds of some 
comrades l e f t i s t influences have s t i l l not been eradicated. 
For example, some comrades become uneasy when they hear of 
some workers becoming r i c h f i r s t , they are a f r a i d of l i a n g j i  
fenhua. As soon as they see the f i r s t signs of restoration 
and development of urban and r u r a l i n d i v i d u a l economy, they 
are h o r r i f i e d ; they connect a l l of today's i n d i v i d u a l economy 
with capitalism, they don't dare support i t , some even do 
everything they can to exclude and squeeze i t o u t . 9 7 

Some authors, however, were not so quick to condemn t h i s 

ambivalence toward the restoration of the i n d i v i d u a l economy. 

Even under socialism, they argued, i n d i v i d u a l economy was s t i l l a 

form of commodity production based on market exchange, and thus 

subject to "the law of value." This i s seen both as the source 

of i t s v i t a l i t y , and what i s usually c a l l e d i t s "blindness." 

Because the i n d i v i d u a l entrepreneur's standard of l i v i n g i s 

d i r e c t l y related to h i s or her a b i l i t y to maximize income while 
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minimizing costs, t h e i r behaviour i s more l i k e l y to be subject to 

the laws of the market than to other ( i . e . s o c i a l or planning) 

considerations: 

This i s wherein the l i f e - f o r c e of the i n d i v i d u a l economy 
l i e s . This i s why, a f t e r being chopped o f f several times as 
"the t a i l of capitalism", i t s t i l l continues to f l o u r i s h , and 
s t i l l maintains i t s competitiveness with other economic 
sectors. At the same time we c e r t a i n l y cannot deny that, 
since the i n d i v i d u a l economy i s [a form of] petty-commodity 
economy, the contradiction between private labour and s o c i a l 
labour s t i l l e x i s t s , and i s necessarily manifested i n the 
contradiction between commodity value and use value. Under 
the spontaneous conditioning of the law of value, i t 
in e v i t a b l y c a r r i e s with i t a c e r t a i n blindness and 
spontaneous tendencies. These c h a r a c t e r i s t i c s have not 
changed j u s t because i t i s situated i n the s o c i a l i s t stage, 
and i s dependent on the public-ownership economy. 9 8 

What has changed, however, i s the a b i l i t y of the dominant 

s o c i a l i s t economy to control those tendencies. In the post-1978 

t h e o r e t i c a l l i t e r a t u r e supporting the promotion of the i n d i v i d u a l 

economy, the most common po s i t i o n taken on t h i s issue i s , quite 

simply, that i n an economy already dominated by s o c i a l i s t 

r e l a t i o n s of production, the spontaneous generation of capitalism 

should not occur; the guarantee that i t w i l l not occur l i e s i n 

the subordination of the ind i v i d u a l sector to the dominant 

s o c i a l i s t economy: 

In our society, a f t e r the public-ownership economy achieved 
dominance, the route by which i n d i v i d u a l economy developed 
into capitalism was eliminated. ... This helped to block i t s 
spontaneous c a p i t a l i s t tendencies. So whether from the point 
of view of theory or our country's actual r e a l i t y , i n d i v i d u a l 
economy cannot develop into capitalism. This i s completely a 
r e s u l t of the influence of the public-ownership economy. I f 
t h i s were not so, i f the public-ownership economy were not 
predominant, or i f the linkages between the i n d i v i d u a l 
economy and the public-ownership economy were so weakened as 
to b a s i c a l l y disappear, then the in d i v i d u a l economy could 
b l i n d l y develop, and a c a p i t a l i s t sector would be bound to 
emerge. 9 9 
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With the new and more e f f e c t i v e subordination of the 

i n d i v i d u a l economy to the public ownership economy, i t was 

argued, although some of the better-favoured i n d i v i d u a l firms 

could prosper more quickly than others (and t h i s was seen as 

r i g h t and desi r a b l e ) , even the most advantaged could not develop 

into c a p i t a l i s t enterprises: "Aside from the fac t that t h e i r own 

economic power i s low, even more important, the dominant 

s o c i a l i s t economy, using i t s own economic power, can l i m i t and 

control [the i n d i v i d u a l economy] i n various ways ... to ensure 

that [ i n d i v i d u a l entrepreneurs] cannot become c a p i t a l i s t s ... 1 0° 

This l i n e of argument i s ultimately u n c o n v i n c i n g . 1 0 1 The 

following section w i l l conclude by i n d i c a t i n g the problematic 

areas where major questions were ignored or avoided, and some of 

the reasons why t h i s seems to be the case. 

Conclusion 

In the early 1980s, the l i t e r a t u r e supporting the 

r e h a b i l i t a t i o n of the i n d i v i d u a l economy argued that without the 

presence of a dominating c a p i t a l i s t economy, petty producers 

could not become c a p i t a l i s t s ; l i a n g j i fenhua could not take 

place. The establishment of the public-ownership economy as the 

dominant form, i t was argued, "eliminated the expropriation and 

annexation of i n d i v i d u a l economy by large private owners,and also 

blocked the road by which the i n d i v i d u a l economy develops from 

small private ownership to large private ownership, from 

i n d i v i d u a l labour to e x p l o i t a t i o n . 1 1 1 0 2 The argument offered to 

support t h i s assertion was that the s o c i a l i s t economy, backed by 
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the s o c i a l i s t state, can use economic and administrative levers 

to l i m i t the growth of i n d i v i d u a l firms and thus f o r e s t a l l the 

p o s s i b i l i t y of l i a n a i i fenhua. and at the same time can use 

i d e o l o g i c a l means (education and propaganda) to r e i n f o r c e the 

message. 

But t h i s research has uncovered no discussion which says 

that i f those economic, administrative, and i d e o l o g i c a l levers 

were not used, l i a n a i i fenhua could not take place within an 

economy dominated by s o c i a l i s t r e l a t i o n s of production. There 

was no compelling t h e o r e t i c a l argument supplied to explain why 

t h i s could not happen—nothing was said about the "nature of the 

i n d i v i d u a l economy" i t s e l f which showed what would f o r e s t a l l i t . 

And indeed, a look at the actual s i t u a t i o n reveals that i n fact 

i t does take place; despite the admittedly powerful linkages 

between the petty-commodity economy and the state-run or 

s o c i a l i s t sector, the petty commodity economy s t i l l functions as 

i f i t were operating within a c a p i t a l i s t economy, givi n g b i r t h to 

businesses that look suspiciously c a p i t a l i s t i n t h e i r modes of 

operation. Just as t h i s issue was brought up and then evaded by 

Xu Dixin i n the 1957 speech c i t e d above, i t was s t i l l being 

evaded by theoreticians twenty-five years l a t e r . 

Such arguments ignored the apparently considerable economic 

power of those i n d i v i d u a l entrepreneurs (admittedly a minority) 

who had become most successful. S p e c i f i c a l l y they ignored the 

r e l a t i o n s between these more prosperous i n d i v i d u a l entrepreneurs 

and t h e i r l e s s successful colleagues. Shazi the melon seed 

vendor, for example, apparently got r i c h not so much by 
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" e x p l o i t a t i o n " of hired labour as by contracting with suppliers 

fo r favorable terms and guaranteed supplies, and with 

l e s s - e n t e r p r i s i n g (and perhaps more scrupulous) melon seed 

vendors to market h i s product. Are these r e l a t i o n s c a p i t a l i s t 

r e l a t i o n s ? Is " c a p i t a l i s t e x p l o i t a t i o n " l i m i t e d to the use of 

hired labour, or can i t extend to other l e s s d i r e c t methods of 

appropriating the labour of others for one's own p r o f i t ? 

C e r t a i n l y these r e l a t i o n s gave Shazi economic power over other 

i n d i v i d u a l entrepreneurs, independent of the amount of surplus 

labour he was d i r e c t l y " e x p l o i t i n g . " There are obvious p a r a l l e l s 

between t h i s s i t u a t i o n and the kind of s i t u a t i o n described above 

as having given r i s e to c a p i t a l i s t firms i n Western Europe during 

l a t e feudalism. 

T h e o r e t i c a l l y there appears to be no inherent reason why 

t h i s process should not continue within a s o c i a l formation 

dominated by s o c i a l i s t ownership and production r e l a t i o n s , unless 

i t i s not allowed to take place. But the constraints are not 

inherent ones, they are administratively imposed. I t i s cl e a r 

that within the in d i v i d u a l economy i n China during the period 

under study, under the dominance of the s o c i a l i s t economy, t h i s 

process was taking place, i n a minority of enterprises. When i t 

did, the firms that made the break became to a l l intents and 

purposes, c a p i t a l i s t f i r m s — a l b e i t c a p i t a l i s t firms operating 

under stringent government controls. 

This i s not to say that the "spontaneous c a p i t a l i s t 

tendencies" of the in d i v i d u a l economy cannot be con t r o l l e d i n the 
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s o c i a l i s t state, or that the i n d i v i d u a l economy should be policed 

out of existence. The point i s that t h i s has become a question 

of p o l i c y , and not of theory. 

A r e a l understanding of t h i s phenomenon would require 

opening up a t h e o r e t i c a l Pandora's box which was firml y closed i n 

1978, when cla s s struggle was o f f i c a l l y declared to be a thing of 

the past. As Richard Kraus has pointed out, "This movement away 

from Mao's understanding of socialism as a system which generates 

i t s own (sometimes f i e r c e l y antagonistic) c l a s s contradictions 

has given r i s e to a va r i e t y of other t h e o r e t i c a l i n n o v a t i o n s . " 1 0 3 

P r e c i s e l y what i s needed, and what i s missing from the 

t h e o r e t i c a l writing on the in d i v i d u a l economy during the period 

under study, i s an analysis of the i n d i v i d u a l economy based on 

c l a s s . The r e a l problem, which these t h e o r i s t s shy away from, i s 

not so much whether the in d i v i d u a l economy spawns c a p i t a l i s t - t y p e 

enterprises (which can a f t e r a l l be cont r o l l e d by a l l the 

mechanisms of subordination), as whether, as Lenin said, petty 

production l e f t to i t s own devices i s f e r t i l e ground for the 

emergence (or resurgence) of a bourgeois c l a s s , with i t s own 

clas s i n t e r e s t s that may or may not correspond to those of the 

Party (or what the Party defines as the inte r e s t s of the country 

as a whole.) 

This concern, c l e a r l y , was what underlay the preoccupation 

with "spontaneous c a p i t a l i s t tendencies", although i t was rar e l y 

a r t i c u l a t e d as such. (In t h i s connection i t i s surely 

s i g n i f i c a n t that i n the post-1978 l i t e r a t u r e on the i n d i v i d u a l 

economy, the term "petty bourgeoisie" was r a r e l y i f ever seen.) 
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The reason f o r t h i s was la r g e l y p o l i t i c a l — i n the new i d e o l o g i c a l 

climate of the l a t e 1970s and early 1980s, class analysis was 

very much out of favour. The new leadership rejected 

"egalitarianism" i n favor of p o l i c i e s which would create large 

d i s p a r i t i e s i n material wealth. I t also sought to appease such 

groups as former c a p i t a l i s t s and i n t e l l e c t u a l s who had been 

attacked during the period of Mao's leadership, and e s p e c i a l l y 

during the c u l t u r a l revolution decade, under the r u b r i c of "class 

struggle." At the same time, the whole stratum of petty 

proprietors i n the c i t y and the countryside was being 

resurrected. 

However, as Yu Guangyuan said, anything that promoted 

economic development would eventually lead to socialism. The 

whole thrust of the new period, therefore, was to downplay class 

c o n f l i c t and promote harmony i n the inte r e s t s of economic 

modernization. At the same time, however, the p o l i c i e s designed 

to promote modernization were also promoting the concentration of 

wealth i n the hands of a r e l a t i v e minority. In such a climate, 

thorough-going c l a s s analysis was c l e a r l y inappropriate. Far 

safer were bland assurances that "under socialism" petty 

production simply w i l l not be allowed to engender capitalism and 

a c a p i t a l i s t c l a s s . But as the foregoing chapters have 

demonstrated, the deep d i s t r u s t of petty commodity producers 

persisted, creating serious gaps between theory (which r e f l e c t e d 

c e n t ral p o l i c y toward the ind i v i d u a l sector) and pr a c t i c e . 
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A r e l a t e d gap i s one that Zhang Chunqiao pointed out i n 

1975. As long as r e l a t i o n s of production are defined s o l e l y i n 

terms of ownership, there i s r e a l l y no place i n t h e o r e t i c a l 

discussions to examine the new kinds of c l a s s r e l a t i o n s that are 

emerging as a r e s u l t of the post-1978 p o l i c y reforms. From the 

point of view of ownership, i n d i v i d u a l economy i s quite s i m p l e — a 

sector c o n s i s t i n g of small, autonomous privately-owned en t e r p r i s 

es, e a s i l y dominated by the public-ownership economy. From the 

point of view of human relationships i n the course of production, 

and from the point of view of d i s t r i b u t i o n , i t i s much more 

complex. Here the issues of inequity, of r e l a t i v e wealth and 

power, of competing int e r e s t s of various groups i n society, stand 

out much more sharply. Without a class-based analysis of the 

i n d i v i d u a l economy, one which takes into account aspects of 

r e l a t i o n s of production other than ownership, there i s r e a l l y no 

way out of the t h e o r e t i c a l cul-de-sac which argues that the 

i n d i v i d u a l economy under socialism cannot engender a c a p i t a l i s t 

c l a s s , and i n any case even i f i t does, i t can and w i l l be 

stopped. 

Again, i t should be made cl e a r that t h i s i s not an argument 

for some nostalgic return to theories of c l a s s struggle (and 

c e r t a i n l y not to t h e i r r e a l - l i f e consequences). However i t does 

seem c l e a r that, i n t h e i r need to provide a t h e o r e t i c a l 

j u s t i f i c a t i o n for a p o l i c y which was c l e a r l y b e n e f i c i a l i n terms 

of economic growth and the q u a l i t y of people's l i v e s , Chinese 

theoreticians have (probably deliberately) glossed over some of 

the obvious implications of t h e i r own arguments. In the 
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i d e o l o g i c a l climate of China i n the early 1980s, with economic 

theory being marshalled to j u s t i f y p o l i c i e s which were deemed 

necessary on other grounds, t h i s was probably an i n e v i t a b l e 

strategy. But as theory i t leaves many questions unanswered. 
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CHAPTER VIII 

CONCLUSION 

Conceptual Introduction 

The discussion of the urban i n d i v i d u a l economy i n China 

must now be placed i n a larger conceptual framework. 

Conveniently the framework has been provided by the main slogan 

f o r the post-Mao era of economic reform, " i i a n s h i you zhongguo  

tese de shehuizhuyi"—building socialism with Chinese character

i s t i c s . In other words, the urban i n d i v i d u a l economy must be 

seen i n the context of a developing, s o c i a l i s t , Chinese economy. 

This study i s placed at the point where three themes 

converge: a) the study of the urban small-scale and what i s often 

c a l l e d "informal" sector i n the developing economies, b) the 

study of the urban private sector i n s o c i a l i s t economies, and c) 

the study of urban small-scale enterprise i n the Chinese economic 

system, past and present. So f a r i t has concentrated on the 

t h i r d theme, the experience of the urban i n d i v i d u a l sector i n the 

evolution of China's economic system over the t h i r t y - f i v e years 

a f t e r the establishment of the People's Republic of China, and 

p a r t i c u l a r l y during the years of t r a n s i t i o n to the post-Mao era. 

This f i n a l chapter w i l l bring these themes together, i n an e f f o r t 

to explore 1 the implications of past experience for the future 

prospects of China's i n d i v i d u a l economy, i n the course of 

economic development i n the new stage. 
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Although on the surface China d i f f e r s i n s i g n i f i c a n t ways 

from other developing countries of the Third World, and also from 

the s o c i a l i s t countries i n Eastern Europe, i t also has many 

commonalities with both. One of the features they a l l share i s a 

s i g n i f i c a n t and f l o u r i s h i n g sector of urban small-scale 

i n d i v i d u a l l y operated enterprises, e s p e c i a l l y i n commerce and 

services. In the Third World, t h i s type of enterprise has often 

been described as "informal", to d i s t i n g u i s h i t from the growing 

"formal" sector consisting of modern c a p i t a l i s t enterprises. In 

the s o c i a l i s t economies, a s i m i l a r sector e x i s t s , although as 

w i l l be seen below i n most cases i t has been severely 

circumscribed, and i n some cases has been a c t i v e l y suppressed. 

This has not eliminated the sector, however, i t has merely driven 

most of i t underground, while i t s l e g a l a c t i v i t i e s have taken on 

a p a r t i c u l a r character as a r e s u l t of p o l i c y constraints. In 

both cases, the sector has been shaped and conditioned by i t s 

r e l a t i o n s h i p with the dominant sector of the economy; i n the case 

of developing Third World countries by the c a p i t a l i s t sector and 

the state that for the most part serves i t s i n t e r e s t s , and i n the 

s o c i a l i s t countries by the s o c i a l i s t sector and the state that 

serves i t s i n t e r e s t s . In both cases too, the sector p e r s i s t s 

because i t f i l l s c e r t a i n needs shaped by the nature of the 

dominant economy. But at the same time, i t represents ways of 

doing business—indeed, ways of l i f e — t h a t are contrary to the 

dominant d i r e c t i o n of development. The r e s u l t i s a deep-seated 
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ambivalence toward the continuing existence of the small-scale 

sector. As we have seen, the s i t u a t i o n of the i n d i v i d u a l economy 

i s roughly s i m i l a r . 

This chapter goes on to discuss i n more d e t a i l the 

experience of small-scale individually-operated urban economic 

a c t i v i t y i n other developing economies of the Third World, and i n 

some of the s o c i a l i s t economies of Eastern Europe. The 

discussion w i l l then return to the place where these experiences 

overlap, and attempt to draw some conclusions about the p o s i t i o n 

of the i n d i v i d u a l economy i n the context of China as both a 

developing and a s o c i a l i s t country. Three major themes w i l l 

underly t h i s discussion. The f i r s t i s p e r s i s t e n c e — t h e a b i l i t y 

of the small-scale sector to survive and even to f l o u r i s h i n the 

seemingly h o s t i l e environments of both s o c i a l i s t and developing 

economies. The second theme i s s u b o r d i n a t i o n — i n the f i r s t 

instance the subordination of the small-scale and i n some sense 

t r a d i t i o n a l economic sector to the modern c a p i t a l i s t or 

s t a t e - c a p i t a l i s t sector i n the course of economic development; i n 

the second the subordination of the small-scale urban private 

sector i n s o c i a l i s t systems; and i n the t h i r d instance the 

subordination of the in d i v i d u a l sector i n China's developing 

s o c i a l i s t economy. The t h i r d theme i s ambivalence or i n s e c u r i 

t y — t h e e f f e c t s of the ambiguous status of what are seen as 

" t r a d i t i o n a l " economic forms i n modernizing economies, quasi-cap

i t a l i s t forms i n s o c i a l i s t economies, and both " t r a d i t i o n a l " and 

q u a s i - c a p i t a l i s t forms i n the Chinese economy. The chapter (and 
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t h i s thesis) w i l l end on a speculative note; within the framework 

imposed by "socialism with Chinese features", what does the 

future hold for the urban i n d i v i d u a l economy i n China? 

Small-Scale Private Enterprise i n S o c i a l i s t Economies 

Xue Muqiao, China's senior economist (at the time d i r e c t o r 

of the Economic Research I n s t i t u t e of the State Planning 

Commission) and a longtime advocate of economic reform, was asked 

by an American magazine i n 1981 what the ultimate goal of China's 

current reforms was, and what ro l e private c a p i t a l would play i n 

i t . He said that while on the whole private c a p i t a l would have a 

small impact on the state economy, 

Even so, there w i l l be some loopholes ... These loopholes, 
say, small-scale handicrafts, peddlers, and service trades, 
can be f i l l e d i n by private operators as a supplement to the 
state-owned economy. ... Such private enterprises have only 
l i m i t e d scope for development since the state-owned economy 
i s i n a predominant p o s i t i o n . The s o c i a l i s t society permits 
some small commodity economy and even some remnants of 
capitalism. There has never been a pure society i n h i s t o r y 
... In the c a p i t a l i s t society, there are also large numbers 
of small producers. When he wrote Das K a p i t a l . Marx thought 
that the small producers would be t o t a l l y wiped out at l a s t , 
leaving the bourgeoisie and the p r o l e t a r i a t i n the c a p i t a l i s t 
society alone. But today the greater part of the farms i n 
the US are run by i n d i v i d u a l families and there are many more 
small stores and small restaurants i n the US than i n China. 
S t i l l , nobody w i l l i n s i s t that the US i s not a c a p i t a l i s t 
country. Why i s i t necessary for a s o c i a l i s t country to be 
pure? 1 

Xue's unstated answer, of course, i s that p u r i t y i s not 

necessary, nor i s i t necessarily desirable. Many other s o c i a l i s t 

countries have recently come to the same conclusion—apparently 

even the Soviet Union. 
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The small-scale private sector (either l e g a l or, for the 

most part, i l l e g a l ) i s a common feature i n v i r t u a l l y every 

s o c i a l i s t economy. Here, where the "formal" sector i s not the 

c a p i t a l i s t sector but the state-owned or s o c i a l i z e d economy, the 

small-scale private sector also provides goods and services which 

the s o c i a l i z e d economy cannot provide or finds i t inconvenient or 

unprofitable to provide. This i s usually a t t r i b u t e d to the 

" r i g i d i t i e s " of centrally-planned systems, where the planning and 

a l l o c a t i o n process simply cannot respond i n an e f f e c t i v e or 

timely way to consumer demand. In large part t h i s i s the product 

of i d e o l o g i c a l preferences of policymakers to favour production 

over consumption or d i s t r i b u t i o n and industry over consumer 

goods. To some extent these preferences are part of the legacy 

of S t a l i n i s t economic p o l i c i e s which were highly i n f l u e n t i a l at 

the time when most s o c i a l i s t countries were being established, 

and which for many reasons have proved d i f f i c u l t to eliminate 

even when the necessity for reform has been recognized. 

Even more than for developing countries, a major problem 

for t h i s sector i n s o c i a l i s t countries has been the issue of 

l e g a l i t y . The fact that the sector has h i s t o r i c a l l y been 

outlawed or at l e a s t has functioned on very shaky l e g a l ground, 

has been a major influence i n the way the sector has developed, 

the practices and strategies that private entrepreneurs have 

adopted. As well, t h e i r status i s insecure because as private 

entrepreneurs i n a s o c i a l i s t system dominated at l e a s t o f f i c i a l l y 

by s o c i a l i s t values, even when operating l e g a l l y they are l i k e l y 
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to be mistrusted by the powers that be, and often by society as a 

whole. This f a c t more than any other seems to influence the way 

these entrepreneurs conduct t h e i r business a c t i v i t i e s . 

The following sections provide an overview of the 

experience of small-scale private enterprise i n several of the 

Eastern European s o c i a l i s t countries f o r which relevant 

information i s a v a i l a b l e . 2 This i s not intended to be a 

comprehensive survey; the purpose i s simply to set the Chinese 

experience i n a comparative context i n order to bring out 

elements which appear to be common to a l l s o c i a l i s t economies. 3 

Although for most of i t s h i s t o r y (with the conspicuous 

exception of the New Economic Policy period of the 1920s), the 

Soviet Union has suppressed private trade, at l e a s t four of the 

s o c i a l i s t states of Eastern Europe have permitted a r e l a t i v e l y 

large degree of private entrepreneurial a c t i v i t y to e x i s t l e g a l l y 

alongside the s o c i a l i s t s e c t o r . 4 These are Hungary, Yugoslavia, 

Poland, and the German Democratic Republic. 

Hungary 

Through the early 1980s private economic a c t i v i t y i n 

Hungary was concentrated i n the a g r i c u l t u r a l sector. Economic 

reforms i n the mid-1960s permitted a degree of private 

non-agricultural economic a c t i v i t y , but concurrent growth and 

concentration of employment i n the state and cooperative sectors 

(with the growth of very large enterprises, many employing more 

than a thousand employees) reduced the share of employment i n 

private enterprises from 23.5 percent i n 1960 to 4.2 percent i n 
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1970, and 3.6 percent i n 1980, producing what the Hungarian 

economist Marton Tardos has c a l l e d "a curious d u a l i t y , a strong 

p o l a r i z a t i o n " of the Hungarian economy.5 The r e s u l t was that, 

while s t i l l accounting for a very small share of o v e r a l l 

employment, 

... a great number of very small family businesses came into 
existence i n agriculture, manufacturing, and services. 
Approximately three families i n four now have income i n 
addition to that received from a state or cooperative source. 
Work addit i o n a l to that at the place of employment i s 
estimated to be about one quarter of a l l work performed i n 
state enterprises or cooperatives. Most of t h i s work i s 
performed on complementary or a u x i l i a r y a g r i c u l t u r a l p l o t s . 6 

In 1981 about 3.8 percent of the active labour force was 

employed i n the licensed non-agricultural private sector. This 

was i n addition to the various forms of unlicensed a c t i v i t y , 

which Tardos noted were "widespread." The r e s u l t s of t h i s 

"polarized" s i t u a t i o n were both p o s i t i v e and negative. The 

q u a l i t y of commodity supply and consumer services improved as a 

r e s u l t of the " f l e x i b l e marketing a c t i v i t y of small, often 

unlicensed firms and i n d i v i d u a l s less affected by central 

c o n t r o l , " and "ambitious people were able ... to obtain extra 

income and to increase the national consumption fund s i g n i f i c a n t 

l y . " 7 

On the negative side, "successful development of small 

business was hampered by administrative r e s t r i c t i o n s . " Artisans 

were only permitted to accept orders from i n d i v i d u a l s , or produce 

only small quantities for enterprises. As well, they had 

d i f f i c u l t i e s obtaining materials and semifinished products, could 

not buy or rent equipment, and were taxed " p r o h i b i t i v e l y " on 
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increments i n turnover. They also led some of the more 

successful entrepreneurs to spend t h e i r earnings i n consumption 

rather than reinvesting to expand t h e i r businesses. These 

d i f f i c u l t i e s also "provided powerful incentives to get around the 

law." In addition, the high incomes possible i n private 

enterprises made i t d i f f i c u l t for some large enterprises to 

r e c r u i t workers, or led workers to take i t easy i n t h e i r regular 

jobs i n order to save t h e i r energy for moonlighting. Other 

problems were some excessively high incomes, and f l o u r i s h i n g 

corruption. Not s u r p r i s i n g l y , " A l l t h i s j u s t i f i e d public 

d i s s a t i s f a c t i o n and led to administrative action to r e s t r a i n 

small e n t e r p r i s e s . " 8 

Profound economic c r i s i s i n Hungary i n the mid-1970s 

prompted the economic reforms of 1981-82, which included the 

deconcentration of state and cooperative enterprises and 

promotion of a remarkable range of new forms of small enterprise, 

established by government departments or other enterprises, or 

the contracting of segments of e x i s t i n g enterprises for 

i n d i v i d u a l operation, employing a maximum of f i f t e e n people. 

These "mixed-ownership" forms, according to Janos Kornai, 

constituted "a new experiment i n channelling the widespread 

i l l e g a l [forms of j o i n t private-public undertaking] into a l e g a l 

framework." 9 Other new forms included "economic teams" or 

partnerships of private professionals, and new forms of 

cooperatives consisting of from f i f t e e n to one hundred members. 

Local governments were no longer allowed to refuse applications 

for licenses by independent s k i l l e d artisans, who were allowed to 
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employ a maximum of s i x family members and three o u t s i d e r s . 1 0 

The changes were accompanied by tax reforms to encourage the new 

forms of enterprise. 

As Tardos points out, however, unless the reforms were 

accompanied by other changes to create an economic environment 

more favorable to small business, they would not achieve the 

desired growth. As well, among the public at large there would 

have to be "increased tolerance for some of the unfavorable 

e f f e c t s of a market economy" including less job security, r i s i n g 

i n f l a t i o n , and greater income d i f f e r e n t i a l s . 1 1 

In a d e s c r i p t i o n of the problems facing independent 

operators that could apply equally to China's i n d i v i d u a l 

entrepreneurs, Kemeny says, 

I t i s increasingly the s p i r i t of enterprise that character
izes the economic strategy of these small independent 
workers. Those who wish to undertake private ventures, 
however, immediately run up against r e s t r i c t i o n s deriving 
from the system. One may run a family business, but one can 
employ s a l a r i e d labour to only a small extent, and i t i s 
quite out of the question to make large-scale use of such 
workers. The more a small business begins to expand, the 
more v i s i b l e — a n d hence i n t o l e r a b l e — i t becomes for the 
system. I t i s already unacceptable i f the income of the 
small entrepreneur increases too noticeably (and t h i s i s 
d i f f i c u l t to conceal), but i t becomes u t t e r l y i n t o l e r a b l e i f 
he wishes to accumulate h i s p r o f i t s . As a r e s u l t , the income 
and the p r o f i t s are used primarily for buying consumer goods 
... At the same time, the r e s t r i c t i o n of the s i z e of the 
firms r e s u l t s i n an increase i n the number of small 
independent entrepreneurs, since the market demand i s 
continually on the i n c r e a s e . 1 2 

In a s i m i l a r vein, Kornai says "There i s enterprising 

s p i r i t i n several layers of the population. The question i s 

whether t h i s s p i r i t w i l l be supported or cooled down by the 

administrative, l e g a l , and economic measures." 1 3 In a comment 
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also very relevant to the Chinese s i t u a t i o n , he notes that the 

non-state sphere i s not only dependent on market forces for i t s 

continued existence; even more importantly, 

I t depends on the state, on economic p o l i c y , as well as on 
the behaviour of state enterprises and co-operatives. A part 
of the a c t i v i t i e s requires o f f i c a l l i c e n s i n g , unless the 
person pursuing the a c t i v i t y r i s k s i l l e g a l i t y . Another part 
r e l i e s on open co-operation with state-owned or co-operative 
units ... Support of the state and co-operative sectors can 
be given, or o f f i c i a l licenses may be granted, but they can 
also be revoked. This i s why the non-state sphere i s 
penetrated by an at times weak, at other times stronger 
f e e l i n g of uncertainty. This f e e l i n g of uncertainty can be 
d i s p e l l e d only by unambiguous experiences of long d u r a t i o n . 1 4 

Yugoslavia 

Somewhat s u r p r i s i n g l y , private enterprise has evidently 

played a much smaller r o l e i n Yugoslavia than i n Hungary. Again, 

private a c t i v i t y i s very strong i n the a g r i c u l t u r a l sector, where 

i n 1980, according to the World Bank, i t accounted for 71 percent 

of a g r i c u l t u r a l production and 92 percent of a g r i c u l t u r a l 

employment. Outside agriculture, small-scale enterprises em

ploying no more than f i v e s a l a r i e d workers are permitted i n any 

kind of business, and groups of private enterprises can operate 

as cooperatives while retained i n d i v i d u a l ownership of assets. 

The World Bank reports that "private nonagricultural employment 

rose from 3 percent to 4 percent of the t o t a l Yugoslav labour 

force between 1970 and 1981," hardly a remarkable r e c o r d . 1 5 

The r e l a t i v e i n s i g n i f i c a n c e of private non-agricultural 

a c t i v i t y seems l a r g e l y due to a legacy of r e s t r i c t i v e p o l i c i e s . 

The 1946 Constitution permitted private enterprise only i n 

a g r i c u l t u r e and handicrafts, with a l i m i t of f i v e employees, 
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including family members. Exceptions i n other areas such as 

tourism were tolerated, but discouraged by discriminatory 

taxation and other p o l i c e s . Says one study, "They were regarded 

as a remnant of capitalism, redolent of e x p l o i t a t i o n and 

a l i e n t a t i o n , to be contained i f not eliminated. No attempt was 

made to expand the sector during the pre-reform period" although 

i t s status was confirmed by new Constitutions i n 1953 and 1964. 1 6 

More lenient laws took e f f e c t beginning i n 1963, designed 

e s p e c i a l l y to f a c i l i t a t e greater productivity i n handicrafts, 

a g r i c u l t u r e , and tourism, and concessions were made regarding 

s o c i a l security and pensions. These changes prompted a debate 

during the reforms of 1967-68 about the proper r o l e of private 

enterprise. The r e s u l t s p a r a l l e l e d Chinese discussions on the 

subject discussed elsewhere i n t h i s t h e s i s . 

Says one writer, "Perhaps the most s i g n i f i c a n t factor which 

emerged from t h i s debate was the widely held view that capitalism 

and private property were not necessarily synonymous ..," 1 7 

Private ownership of the means of production under socialism came 

o f f i c i a l l y to be c a l l e d " i n d i v i d u a l work with personal property," 

l a r g e l y to exclude connotations of e x p l o i t a t i o n . A new p o l i c y 

adopted i n 1968 declared that private work i n t e r t i a r y sectors 

and a g r i c u l t u r e , as a " s o c i a l l y necessary a c t i v i t y " and as a 

"supplement to s o c i a l labour with s o c i a l means of production", 

should be "encouraged and developed." 1 8 The statement also 

asserted that people engaged i n private operations "should have 

the same r i g h t s and obligations as those working with s o c i a l l y 

owned means of production" and suggested means for integration 
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pri v a t e sector workers into public health, pension, and s o c i a l 

insurance schemes. Hired labour was r e s t r i c t e d to the e x i s t i n g 

l i m i t of f i v e , beyond which the enterprise would become a " s o c i a l 

sector firm"; i n t h i s case the owner would receive an annual sum 

i n compensation and the business would be operated according to 

the rules f o r self-management of e n t e r p r i s e s . 1 9 

Nevertheless, t h i s new p o l i c y statement came at a time when 

the rapidly-growing private sector was under heavy attack for 

p r o f i t e e r i n g and i n p a r t i c u l a r for the prevalence of "middleman-

ship." The outcome was a series of r e s t r i c t i v e measures i n the 

summer of 1968, with f a r more standardization of rules from 

republic to republic. A new Constitution i n 1974 reaffirmed the 

existence of what i t c a l l e d "independent personal labour with 

resources i n c i t i z e n s ownership" and condoned new forms of 

public-private economic cooperation. I t also contained a very 

guarded endorsement of hired labour, which would be permitted on 

an ad hoc basis, within the e x i s t i n g l i m i t of f i v e employees per 

firm. In addition, incomes were r e s t r i c t e d by a provision that 

a u t h o r i t i e s had the r i g h t to convert any earnings from the 

surplus labour of employees to " s o c i a l property" which would be 

"used f o r developmental needs." 2 0 

P o l i c y measures encouraging the growth of the small-scale 

economy were introduced i n 1978, and some of these introduced 

more leniency toward private enterprises. But continued 

r e s t r i c t i o n s obviously hampered the development and d e s i r a b i l i t y 

of the private sector as a source of employment for Yugoslav 

c i t i z e n s . 
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Interestingly, i n the early 1980s the Yugoslav experience 

attra c t e d considerable attention and c r i t i c i s m from Chinese 

writers. Although r e f r a i n i n g from making e x p l i c i t comparisons 

with the Chinese case, they nevertheless give arguments very 

s i m i l a r to those used i n discussions of the Chinese i n d i v i d u a l 

economy. One a r t i c l e i n J i n g j ixue Dongtai (Trends i n Economics), 

for example, noting the slow growth of the small-scale economy i n 

Yugoslavia, gave a warning which could apply j u s t as well to the 

s i t u a t i o n i n China: 

In treatment of the private portion of the small-scale 
economy, they have not shaken o f f the influence of dogma, 
they f e e l that private economy and petty commodity production 
are a danger to socialism, they f e e l that socialism i s only 
connected with public ownership, and see the development of 
the small-scale economy as a holdover from the old days, 
connected with the development.of c a p i t a l i s m . 2 1 

Moreover, said the author, "Because of the one-sided view 

of the private sector, i n p o l i c y they have adopted various 

methods not b e n e f i c i a l to the development of the small-scale 

economy." In addition, "A l o t of i n d i v i d u a l handicrafts 

producers, because the status of private and public enterprises 

are unequal, give up t h e i r own enterprises and f i n d work i n 

publicly-owned u n i t s . " Despite the modest success of post-1978 

l i b e r a l i z a t i o n , the a r t i c l e pointed out, the private sector i n 

Yugoslavia continued to grow slowly, and the economy as a whole 

continued to be plagued by problems such as the prevalence of 

i l l e g a l underground businesses, widespread tax evasion, and other 

i l l e g a l p r a c t i c e s . 
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Poland 

The treatment of the private sector i n Poland since the 

1950s has been at l e a s t as e r r a t i c as i n C h i n a . 2 2 Immediately 

a f t e r the war (which decimated the stratum of small shopkeepers 

and tradespeople, more than 70 percent of whom had been J e w i s h ) 2 3 

o f f i c i a l attitudes toward private trade hardened. The "battle 

over trade" of 1947-48 ended with the i n s t i t u t i o n of new 

r e s t r i c t i o n s i n 1949 which set up an extensive control apparatus 

and l i m i t e d private p r o f i t s by means of p r i c e controls, taxation, 

and l i c e n s i n g . Private firms were also excluded from wholesale 

trading, e i t h e r by discrimination i n supplies or by outright 

p r o h i b i t i o n . Although the number of private firms f e l l sharply, 

(comprising 3.5 percent of the non-agricultural workforce by 

1955) 2 4 the slack was not taken up by the public sector. This 

was p a r t l y because, as i n China, trade was disdained by the new 

regime as a lower p r i o r i t y than i n d u s t r i a l production. Artisans 

and salespeople who became factory workers were praised i n the 

newspapers. "Trade was understood as the mechanics of 

d i s t r i b u t i o n without regard to consumer service. Service f e l l 

permanently to a very low level,and the malfunctioning of trade 

meant poor s a t i s f a c t i o n of the needs of the p o p u l a t i o n . " 2 5 

Another permanent e f f e c t of the r e s t r i c t i o n s on private 

trade, was that the control apparatus became the locus of the 

vested i n t e r e s t s of o f f i c i a l s who from then on opposed any 

attempts to l e g a l i z e the private sector and thus erode t h e i r own 

power. Moreover, because of increasingly stringent p o l i c i n g , any 
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entrepreneur who did stay i n business was v i r t u a l l y guaranteed of 

a stay i n prison at some point. Because of t h i s ever-present 

r i s k , "Insecurity formed the consciousness of entrepreneurs. 1 , 2 6 

From 1949 to 1956, the era of " f u l l Stalinism" i n Poland, 

one of the stated goals was the elimination of a l l c a p i t a l i s t 

elements. Many private businesses were pushed out of business 

through the expedient of currency reform, i n which the old 

currency was exchanged for new at a rate of 3:100 for employees 

of state enterprises, and 1:100 for private businesspeople. Many 

of them closed t h e i r shops and switched to market t r a d i n g . 2 7 

According to Aslund, "In the most f a t e f u l year, 1950, 35 percent 

of the employment and enterprises i n the urban private sector 

were eliminated. The number of private enterprises declined by 

60 percent between 1947 and 1953 and employment even more." 

R e t a i l commerce and catering were among the worst h i t : 1955 

employment i n private r e t a i l i n g was 4 percent that i n 1947, and 

the number of private catering firms i n 1956 was only 2.1 percent 

that i n 1947. 2 8 Equally s i g n i f i c a n t was the i d e o l o g i c a l legacy 

of the S t a l i n i s t years: "Stalinism bequeathed to the Poles the 

idea that communists consider entrepreneurs as c l a s s enemies." 2 9 

P o l i c y toward private enterprise softened somewhat a f t e r 

the death of S t a l i n . The general p o l i t i c a l changes of 1956-57 

resulted i n a period of reform, one of the r e s u l t s of which was 

the immediate l i b e r a l i z a t i o n of p o l i c i e s toward private economic 

a c t i v i t y , which had come under strong c r i t i c i s m . The costs of 

rapid s o c i a l i z a t i o n were reassessed, and now small production was 

praised f o r i t s f l e x i b i l i t y and a b i l i t y to respond to market 
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conditions. New measures made various aspects of small business 

operations easier, but the ultimate aim was s t i l l the eventual 

l i q u i d a t i o n of private a c t i v i t y . Private small-scale production 

was s t i l l seen as the product of backwardness and lack of 

development of the s o c i a l i s t sector. Said the reformist 

economist Oskar Lange i n 1957, 

I t may be asked whether the petty commodity sector w i l l 
remain a permanent component of s o c i a l i s t economy, as i t was 
under capitalism. That i s hardly probable. The petty 
commodity system prevailed under capitalism, because i t 
constituted a defence and a refuge from p r o l e t a r i a n i s a t i o n . 
This motive does not e x i s t under socialism. I t w i l l pay less 
and l e s s to e x i s t on the low productivity of petty commodity 
production, as the s o c i a l i s t economy grows. 3 0 

The relaxed p o l i c i e s caused a resurgence of private trade, 

and with i t widespread c r i t i c i s m of speculation, excessive 

incomes, and u n f a i r competition with the s o c i a l i z e d sector. 

Beginning i n 1958 more r e s t r i c t i v e measures were again 

introduced, leading to more l i q u i d a t i o n s of private businesses, 

and more i l l e g a l a c t i v i t i e s . Although i n the mid-1960s there 

were some concessions toward private handicrafts production, for 

the most part r e s t r i c t i o n s on private enterprise remained 

stringent u n t i l the mid-1970s. 

In 1977, the p o l i c y again turned toward l i b e r a l i z a t i o n , 

which continued even through the p o l i t i c a l c r i s e s of the early 

1980s. Even so, i n 1980 the private sector only comprised 4.9 

percent of the non-agricultural workforce (compared to 3.5 

percent i n 1955); 10.4 percent of a l l r e t a i l outlets and 16.1 

percent of a l l catering outlets were p r i v a t e l y owned (with 

another 8 percent leased for operation by i n d i v i d u a l s ) . Licensed 
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p r i v a t e trade i s r e s t r i c t e d to c e r t a i n businesses which depend on 

pri v a t e supplies, such as greengrocers, f l o r i s t s , and market

places. The urban private sector i s dominated by handicrafts 

enterprises, which are l i m i t e d to s i x hired workers (reduced from 

ten to one i n 1955, then raised to four i n 1956 and s i x i n 1966), 

but average two employees per firm. There i s also some private 

a c t i v i t y i n construction, the professions, and various services. 

One area i n which private a c t i v i t y i s dominant i s t a x i s ; i n 1980, 

96.4 percent of a l l the t a x i s i n Poland were p r i v a t e l y owned. 3 1 

More than one author has commented on the e f f e c t s of l e g a l 

i n s e c u r i t y and p o l i c y fluctuations on the private entrepreneurs 

i n Poland. Says Mi s z t a l , echoing Kornai's remarks about the 

private sector i n Hungary, 

Whether or not one believes that s o c i a l i s t Poland could do 
without the private sector at the present time, the p o l i c i e s 
of the state should not be interpreted as a statement that 
t h i s goal can never be achieved. They simply express the 
view that at the present stage of economic development ... 
i t i s not necessary to demolish t h i s p e c u l i a r grouping. But 
such a reform could occur at any time, and the s o c i a l r o l e 
and importance of the private sector would be replaced by 
state agencies. A l l i t reguires i s an administrative and 
organisational decision to do s o . 3 2 

According to M i s z t a l , the constant f l u c t u a t i o n i n p o l i c y 

over the l a s t three decades has created a new kind of private 

entrepreneur i n Poland, d i f f e r e n t from hi s or her p e t i t bourgeois 

predecessors: 

... a new type of small businessman has emerged: a chameleon. 
He constantly changes the rules of the game, adapting himself 
to the changing s i t u a t i o n , a l t e r i n g h i s f i e l d of a c t i v i t y , 
responding to the needs of the market. Thus a new and 
d i f f e r e n t ideology has emerged, stressing a d a p t a b i l i t y to 
rapid change, a f u l l awareness of the s o c i a l s i t u a t i o n and 
the a b i l i t y to s u r v i v e . 3 3 
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Aslund presents a s i m i l a r picture. He likens the Polish 

entrepreneur to a war speculator or NEPman: 

A new type of entrepreneur has appeared, formed by socialism 
and cut o f f from old business t r a d i t i o n s . He i s generally 
very able and innovative, but as an entrepreneur and not 
necessarily as a craftsman. Desiring quick and large 
p r o f i t s , he i s more market-than production-oriented, and 
prefers to make fashionable rather than durable goods. I f he 
plans at a l l , h i s planning horizon i s very short. This sort 
of entrepreneur or smooth operator appeared i n the Soviet 
Union under NEP ... 3 4 

Also because of t h e i r shaky po s i t i o n , "entrepreneurs have 

acquired a pec u l i a r s o c i a l status which preserves t h e i r 

a l i e n a t i o n . A d i s p a r i t y e x i s t s between entrepreneurs' very high 

incomes and t h e i r low s o c i a l prestige." O f f i c i a l s i n p a r t i c u l a r 

are h o s t i l e and jealous: "Mutual contempt appears to p r e v a i l 

between these two groups, who are champions of c o n f l i c t i n g 

ideologies." Moreover, s o c i a l i s o l a t i o n and i l l e g a l practices 

makes them an easy p o l i t i c a l target when a target i s necessary. 3 5 

Aslund argues that i n Poland i t w i l l probably prove 

impossible to root out private trade completely. Every time 

l e g a l private a c t i v i t y has been successfully repressed, i t has 

simply been replaced by i l l e g a l a c t i v i t y , because the reasons for 

i t s e x i s t e n c e — p r i m a r i l y , severe shortages—were never eradicat

ed. He concludes that 

The choice between an i l l e g a l and a le g a l private sector 
appears compulsory for developed Soviet-type economy. The 
reason f o r private enterprise not being eliminated i n 
Soviet-type economies i s that i t cannot be abolished. Any 
pretension that i t i s possible to abolish the private sector 
i s tantamount to a preference for market d i s e q u i l i b r i a and 
i l l e g a l enterprise. A f t e r i l l e g a l i t y has been promoted, i t 
has proved very d i f f i c u l t to c o n t a i n . 3 6 
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The German Democratic Republic 

Aslund's study contrasts the private sector of Poland with 

that of the German Democratic Republic (GDR), revealing 

s i g n i f i c a n t differences l a r g e l y caused by the protracted period 

of s o c i a l i z a t i o n i n the GDR and the r e l a t i v e l y short duration of 

f u l l Stalinism compared to Poland. 

S o c i a l i z a t i o n of the economy was introduced very gradually 

i n East Germany; the proportion of the labour force i n private 

enterprises was s t i l l 46.6 percent i n 1952,37 b u t between 1949 

and 1952 attempts were made to eliminate private wholesaling, 

i n s t i t u t e market regulation, and place l i m i t a t i o n s on private 

p r o f i t s . 

Although anti-speculation measures and the introduction of 

state shops eroded the private share of r e t a i l turnover, there 

was no campaign against private trade during t h i s period and, 

according to Aslund, " l i t t l e communist contempt for trade evolved 

i n the GDR."38 The general leniency was r e f l e c t e d i n the tax 

rates, which were less steeply progressive for the petty 

commodity sector than for c a p i t a l i s t firms, and free profession

a l s were taxed at the same rate as ordinary workers. 

This approach changed i n 1952 with the s h o r t - l i v e d adoption 

of S t a l i n i s t p o l i c i e s , including the elimination of the private 

sector through tax increases, r e s t r i c t i o n s on supplies, s t r i c t 

enforcement of new laws on economic crime and pri c e regulations. 

Also, the self-employed were deprived of ratio n cards, which 

meant they had to buy rationed goods at higher p r i c e s . This new 
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approach caused many private operators to turn to i l l e g a l 

businesses or to emigrate, but as i n Poland, the slack was not 

taken up by the s o c i a l i z e d sector. 

A l i b e r a l interlude followed the death of S t a l i n and the 

workers' u p r i s i n g of 1953. Regulations on private operations 

were loosened but not eliminated, as the government sought to 

"boost entrepreneurial incentives and i n i t i a t i v e as quickly as 

possible to promote the production of consumer goods to keep the 

workers q u i e t . " 3 9 The private sector revived quickly as 

s o c i a l i z e d firms were put back i n private hands, li q u i d a t e d firms 

revived, and new businesses established. Then, i n an already-fa

m i l i a r pattern, the private sector began to be c r i t i c i z e d f o r 

successful competition with the s o c i a l i z e d sector, for l u r i n g 

employees away from p u b l i c l y owned enterprises, for earning 

excessively high incomes, and for speculation. However, during 

t h i s period the necessity for private enterprise continued to be 

recognized. 

P o l i c i e s tightened again i n 1958-60 as a r e s u l t of 

p o l i t i c a l struggles, but from 1961 to 1970 the New Economic 

System again stressed cooperation with the private sector. In 

the early 1970s the i d e o l o g i c a l t i d e again turned against the 

private sector, with mass n a t i o n a l i z a t i o n of private firms i n the 

spring of 1972. A f t e r 1976, however, the p o l i c y turned back to 

one of accommodation. 

The r e s u l t s of t h i s i n s t a b i l i t y appear somewhat less 

pernicious than i n Poland, according to Aslund, because 

offensives against the private sector were so slow to take hold, 
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and because the period of Stalinism was so short. In f a c t i t was 

not u n t i l 1972 that there was any concerted attempt to f o r c i b l y 

s o c i a l i z e p r i v a t e business. Nevertheless, while i n 1955 30.8 

percent of the GDR non-agricultural workforce was employed i n the 

priva t e sector, by 1980 i t s share of employment had shrunk to 5.2 

p e r c e n t . 4 0 In r e t a i l trade, individually-operated private 

stores, commission shops, and handicraft shops engaging i n r e t a i l 

sales accounted f o r 36 percent of a l l r e t a i l outlets i n 1977. 4 1 

In r e t a i l trade there i s an informal l i m i t of t h i r t y employees, 

although p r i v a t e firms apparently r a r e l y reach t h i s l e v e l . In 

handicrafts h i r e d employees are l i m i t e d to ten. Because i n the 

GDR private trade has been allowed to compete d i r e c t l y with 

s o c i a l i z e d enterprises rather than being l i m i t e d to c e r t a i n 

trades, i t i s found i n many more areas of economic a c t i v i t y than 

the private sector i n Poland. Concludes Aslund, "a substantial 

and integrated private sector played an important r o l e i n the 

nat i ona1 economy."4 2 

Private incomes i n the GDR are not as conspicuously high as 

i n Poland, and i n general peaceful coexistence with the 

s o c i a l i z e d sector has been the ru l e . According to Aslund, "The 

t y p i c a l GDR entrepreneur i s old, conservative, and f a i r l y 

law-abiding. Despite the s e l l e r ' s market he maintains good work 

ethics. He i s cautious and plans for the long term." In contrast 

to the P o l i s h entrepreneur, "He has not been transformed by 

socialism, but i s a remnant of the old s o c i e t y . " 4 3 
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The r e l a t i o n s h i p with officialdom i s also much more benign. 

Supplies are easier to obtain therefore there i s l i t t l e necessity 

to resort to i l l e g a l sources or to pay bribes. Tax o f f i c i a l s are 

le s s v i g i l a n t and entrepreneurs simply pay taxes based on t h e i r 

own yearly reports. Fines for minor cases of tax evasion are 

l i g h t and many v i o l a t i o n s are simply ignored. As Aslund 

describes the r e l a t i o n s h i p : 

An informal understanding between a u t h o r i t i e s and en
trepreneurs seems to regulate v i o l a t i o n s . I f some rule turns 
out to be inoperable, f a i l u r e to comply with i t i s ignored by 
the o f f i c i a l s . The informal laws are more sensible and 
consequently more respected than the written laws. On the 
other hand, East German authorities are assumed to keep 
themselves d i s c r e e t l y very well-informed. They drop hints to 
entrepreneurs about t h e i r knowledge to reinforce d i s c i p l i n e 
without l e g a l sanctions. The exemplary e f f e c t s of rare 
prison sentences contribute to law enforcement. 4 4 

Nevertheless, beneath t h i s benign picture, the corruption 

and l a v i s h l i v i n g standards of some private entrepreneurs, and 

the growth of the underground economy, are a l l symptoms of what 

Aslund c a l l s the " l e g a l degeneration" of the private sector which 

i s making i t s presence f e l t i n the GDR as well as i n other 

Eastern European states. 

The Limits of S o c i a l i z a t i o n 

The foregoing review of the fate of the small-scale private 

sector i n other s o c i a l i s t economies reveals that f o r a l l these 

countries, the long-term goal of eliminating private enterprise 

has had to be shelved i n the face of the continued need for and 

dogged persistence of t h i s sector. As Nove concludes on t h i s 

subj ect, 
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One returns again and again to the thought, expressed by 
Marx, that modes of production pass from the scene only when 
they have exhausted t h e i r p o t e n t i a l i t i e s . Nowhere i n the 
communist-ruled world have small-scale production and 
d i s t r i b u t i o n , f o r and through the market, exhausted t h e i r 
p o t e n t i a l i t i e s . On the contrary, they have to be kept under 
by prohibitions and by repeatedly invoking the criminal law. 
Yet nowhere does Marx say that the petty bourgeoisie should 
be eliminated by " s o c i a l i s t " p o l i c e ! ... Soviet experience 
demonstrates the inadequacy of what might be c a l l e d the 
p o l i c e solution, the f r u s t r a t i o n of p o t e n t i a l petty 
entrepreneurs and of t h e i r p o t e n t i a l customers. I t suggests 
that there i s plenty of room for spontaneity, for freedom to 
f i l l gaps i n planned production and to respond to user 
requirements without involving the complex bureaucratic 
s t r u c t u r e . 4 5 

Yet at the same time, even i n those s o c i a l i s t countries 

which have recognized the value of small-scale private enterprise 

(or at l e a s t the i m p o s s i b i l i t y of eradicating i t ) , early attempts 

at p r o h i b i t i o n , the general i d e o l o g i c a l climate of suspicion of 

n o n - s o c i a l i s t enterprise, p o l i c y fluctuations, the strained 

r e l a t i o n s h i p between private entrepreneurs and the o f f i c i a l s who 

control them, measures to l i m i t the s i z e of firms and excessive 

p r o f i t s , have a l l combined to produce a s i t u a t i o n of i n s e c u r i t y 

for small entrepreneurs and lack of confidence i n t h e i r long-term 

s u r v i v a l . This i n turn has encouraged a host of what Chinese 

writers c a l l "unhealthy tendencies": i l l e g a l practices, absence 

of long-term planning, preference for consumption over 

reinvestment, concentration i n a c t i v i t i e s requiring l e s s 

investment i n fi x e d assets, avoidance of bank accounts, 

widespread tax evasion, a minority of entrepreneurs with 

conspicuously high incomes a t t r a c t i n g public jealousy and 

disapproval, and other features also apparent i n the Chinese 

i n d i v i d u a l economy. The experience of other s o c i a l i s t countries 
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suggests that i n China too, the tension between the need for 

small-scale private enterprise and the desire to control i t w i l l 

p e r s i s t , and with i t the "deformations" of the private sector 

i t s e l f . 

Small-scale Enterprise i n Developing Economies 

The r o l e of the "informal sector" i n the urbanization 

process of developing economies i s a much-studied phenomenon. 4 6 

For the most part, t h i s work has been done i n the context of 

countries i n the process of t r a n s i t i o n from p r e - c a p i t a l i s t to 

c a p i t a l i s t economies, which for most of the Third World has 

become synonymous with the development process. "Informal" urban 

e n t e r p r i s e s — f r o m i n d i v i d u a l garbage-pickers to stre e t vendors to 

small-scale workshops—have proved to be an important element i n 

the urban scene of countries undergoing t h i s process i n a l l parts 

of the world. Depending on one's t h e o r e t i c a l perspective, such 

a c t i v i t i e s have variously been seen as " t r a d i t i o n a l " holdovers 

(although many of them did not ex i s t i n the p r e c a p i t a l i s t economy 

but a c t u a l l y seem to be products of the development process 

i t s e l f ) ; as a deformation caused by the ine q u i t i e s of c a p i t a l i s t 

development (although i n many cases the denizens of the 

"informal" sector have higher incomes, more security, and more 

s a t i s f a c t i o n than they would i n the "formal" sector); as 

"marginal" workers cut o f f from the mainstream of the development 

process (although to a large extent they are integrated into that 

process, make substantial contributions to i t , and perhaps even 

make i t p o s s i b l e ) ; as candidates for p r o l e t a r i a n i z a t i o n (although 
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there i s often l i t t l e room for them i n the "modern" i n d u s t r i a l 

workforce); or simply as unsightly and unruly b l o t s on the urban 

landscape (although they contribute much of the l i f e , v i t a l i t y , 

and "colour" to Third World c i t i e s . ) 

As economies develop, c e r t a i n seemingly i n e v i t a b l e dilemmas 

and processes emerge. Development has for various reasons 

(including transformations of r u r a l economies r e s u l t i n g i n 

massive migration to the c i t i e s ) generally been accompanied by 

urbanization. Although some countries of the developing world 

(such as Taiwan and the Republic of South Korea) appear to be 

repeating the Western experience of urbanization, with a 

corresponding rapid growth of employment i n modern-sector 

enterprises, f o r the majority the experience has not been the 

same. In these countries, because of the i n a b i l i t y of 

large-scale enterprises i n the c a p i t a l i s t sector to absorb 

surplus labour, and because for urbanites of the Third World few 

other a l t e r n a t i v e s e x i s t , a great many have become self-employed, 

engaging i n small-scale manufacturing, sales, transport, and 

services. I t has been estimated that over h a l f the workforce i n 

many Third World c i t i e s i s engaged i n what i s often c a l l e d 

"informal" employment, a figure which f a r exceeds the proportion 

of self-employed workers i n the developed c o u n t r i e s . 4 7 

This phenomenon has been intensively studied by re

searchers, and l i t e r a l l y thousands of f i e l d studies from a l l 

parts of the Third World, as well as a voluminous t h e o r e t i c a l 

l i t e r a t u r e , has been published on the subject. Despite important 

differences i n perspective, one perception that a l l these studies 
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share, however, i s that t h i s sector i s very d i f f e r e n t from the 

c a p i t a l i s t sector, i n i t s outward c h a r a c t e r i s t i c s and i n i t s 

i n t e r n a l structure and workings. Although i n i t i a l l y seen as an 

e s s e n t i a l l y autonomous sector preserving " t r a d i t i o n a l " or 

p r e c a p i t a l i s t ways of doing business within the d u a l i s t i c 

economies produced by the process of development, i t has come 

more and more to be seen as an i n t e g r a l and even necessary part 

of that process. Whereas e a r l i e r works predicted the demise of 

the "informal sector" as c a p i t a l i s t development continued, l a t e r 

studies emphasized i t s persistence or conservation, a l b e i t i n 

forms a l t e r e d by i t s linkages or " a r t i c u l a t i o n " with the 

c a p i t a l i s t s e c t o r . 4 8 

There are many reasons for the persistence of the 

small-scale s e c t o r . 4 9 F i r s t , many of i t s a c t i v i t i e s , e s p e c i a l l y 

those geared to the needs of the lower end of the domestic 

market, are not p r o f i t a b l e for c a p i t a l i s t enterprises, which tend 

to be export-oriented or at l e a s t geared to import-substitution, 

l a r g e l y for the growing l o c a l urban middle c l a s s . I t tends to 

operate i n areas which the c a p i t a l i s t sector avoids of because of 

low p r o f i t s and high operating costs. When the market does 

become p r o f i t a b l e for c a p i t a l i s t enterprises, they r e a d i l y move 

i n and take over (as for example the recent penetration of 

"convenience stores" into third-world c i t i e s as incomes rise. ) 

Secondly, the continued existence of a large n o n - c a p i t a l i s t 

sector provides a cheap surplus labour force, which holds wage 

le v e l s down and which provides a r e a d i l y - a c c e s s i b l e pool of 

workers fo r c a p i t a l i s t firms whose labour demands are unstable; a 
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pool of workers who, moreover, can be l a i d o f f and rehired again 

as necessary without the r i s k of worker r e b e l l i o n . The sector 

also provides an outl e t for putting-out work, again saving the 

c a p i t a l i s t firms the expense and bother of employing workers who 

w i l l be l a i d o f f when no longer needed. Many informal firms are 

ac t u a l l y f a r from independent, working f o r c a p i t a l i s t enterprises 

i n various kinds of arrangements, for example engaging i n 

processing or manufacturing on a contract or piece-work basis. 

This saves the larger enterprise from formally employing these 

workers with whatever obligations that may e n t a i l , and i t saves 

them from having to invest i n the necessary machinery or 

p r e m i s e s — e s p e c i a l l y important i n industries or trades which are 

seasonal or which are t i e d to the vagaries of the world market. 

In e f f e c t i t i s a way of externalizing labour costs. This also 

helps to keep the products of the c a p i t a l i s t firms competitive on 

the world market. 

Third, the informal sector provides ready employment for 

the lower stratum of urbanites, e s p e c i a l l y for migrants from the 

countryside. Moreover, with the family as the central economic 

as well as s o c i a l unit, the existence of the sector represents 

substantial savings to the state i n terms of s o c i a l security and 

other kinds of s o c i a l welfare investment which developing 

countries cannot afford, or are unwilling to provide. This i s 

es p e c i a l l y true i n economies which depend on a cheap labour force 

and low taxes to a t t r a c t international investors. 
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The informal sector also produces and/or d i s t r i b u t e s goods 

and services which are necessary for the lower and middle s t r a t a 

of the consumer market, i n forms which are accessible to them and 

at p r i c e s they can a f f o r d (here one thinks of the t i n y shops i n 

r e s i d e n t i a l areas which s e l l low-cost d a i l y n e c e s s i t i e s , of 

hawkers s e l l i n g cigarettes by the piece to customers f o r whom a 

whole pack i s a major investment, of market s t a l l s which s e l l 

fresh produce d a i l y to households with no space f o r storage and 

no r e f r i g e r a t o r s , or of artisans who repair household items at 

l i t t l e cost.) This also, as many studies have pointed out, helps 

to keep down wage rates i n the "formal" ( c a p i t a l i s t ) sector since 

workers w i l l not demand higher wages to pay for higher priced 

goods and services a v a i l a b l e from larger enterprises. 

F i n a l l y , from the point of view of the small-scale 

entrepreneurs themselves, the informal sector o f f e r s a degree of 

independence and security not available to workers i n the 

c a p i t a l i s t sector, a measure of control over t h e i r own l i v e s 

which petty entrepreneurs a l l over the world have fought hard to 

r e t a i n . 

Of course, these are gross generalizations which must be 

modified i n the l i g h t of l o c a l conditions and dynamics, and 

according to the point i n the development process a p a r t i c u l a r 

l o c a l i t y finds i t s e l f . What i s important to note here i s that 

despite l o c a l v a r i a t i o n s , t h i s persistence of small-scale 

enterprise i n the development process i s a widespread phenomenon. 

Indeed, as one Chinese study has pointed out: 
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Through every s o c i a l formation, the reason [small-scale 
production] was tenaciously able to p e r s i s t , was because i t 
continuously reformed i t s modes of production and operation, 
i n order to s u i t the needs of the people's economic l i f e ; i t 
became an appendage to the major economic form within any 
s o c i a l formation, playing out i t s supplementary r o l e . 5 0 

Notwithstanding the forces of conservation, however, a 

concurrent and complementary process of " d i s s o l u t i o n " has also 

taken place. In part t h i s comes from growing competition from 

the c a p i t a l i s t sector, which has turned more and more to 

producing and d i s t r i b u t i n g consumer goods that l o c a l markets can 

a f f o r d . Also, c a p i t a l i s t sector firms have taken over some of 

the more l u c r a t i v e a c t i v i t i e s of the informal sector. 

Governments have taken an active part i n t h i s process, as 

Armstrong and McGee point out: 

Dissolution ... i s often f a c i l i t a t e d by the intervention of 
the state i n the i n t e r e s t s of "modernizing" the economy. The 
encouragement of foreign enterprise, producing consumer items 
such as shoes or clothing, or the banning of a multitude of 
small-scale transport units to allow a large-scale transport 
company to control the public transport system, are obvious 
examples ... More subtle are p o l i c i e s which e s t a b l i s h 
standards of q u a l i t y or hygiene controls based on standards 
current i n the developed countries, and which, given the 
c a p i t a l required, can only be met by large corporations with 
s i g n i f i c a n t r e s e r v e s . 5 1 

In terms of p o l i c y , the approach of most Third World 

countries to the informal sector has been ambivalent. Even i f 

small-scale entrepreneurs are encouraged, i t i s usually within 

bounds which have s h i f t e d over time. Many are simply i l l e g a l , or 

operate on the margins of l e g a l i t y (especially i n questions of 

l i c e n s i n g and taxation). In many countries the only difference 

between l e g a l i t y and i l l e g a l i t y i s a license which i s expensive 

or d i f f i c u l t to obtain, but unlicensed operators face the 



549 

ever-present danger of closure, f i n e s , or p o l i c e harassment. The 

l e g a l i n s e c u r i t y of these entrepreneurs influences to a great 

extent the way they do business. 

Thus despite the r e s i l i e n c e of the small-scale economy as 

an economic sector, f o r i n d i v i d u a l operators and t h e i r f amilies 

within that sector, there i s s t i l l a large degree of in s e c u r i t y . 

As i n s o c i a l i s t s o c i e t i e s , small-scale operators i n developing 

economies are subject to the vagaries of the market, to the often 

h o s t i l e strategies of c a p i t a l i s t firms, and to the p o l i c i e s of 

governments which may or may not be sympathetic to t h e i r 

continued existence. 

The informal sector i n developing economies seems to have 

much i n common with the stratum which i n Marxist analysis i s 

i d e n t i f i e d as the p e t i t e bourgeoisie. Indeed, summarizing a 

study of the p e t i t e bourgeoisie which ranges over a r t i s i n a l 

bakers i n France, private businesses i n Poland, small farmers i n 

Canada, and petty c a p i t a l i s t s i n the Third World, Bechhofer and 

E l l i o t t f i n d more commonalities than differences: 

The one thing they a l l have—the c r u c i a l t h i n g — i s petty 
productive property, and i t i s property with which they work 
themselves. I t i s t h e i r labour and very frequently that of 
t h e i r f a m i l i e s and kin, that they mix with t h i s property and 
though a good many also become the employers of hired labour, 
the scale of that e x p l o i t a t i o n i s t y p i c a l l y very small and i s 
an extension of, rather than a substitute for, t h e i r own 
labour.52 

Another commonality these authors f i n d i s that "The 

hallmarks of [their] experience seem to be uncertainty and 

contingency." Their i n s e c u r i t y comes from t h e i r r e l a t i v e lack of 

power, which i n turn stems from t h e i r subordination: "In a l l 
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circumstances, i t i s a dependent stratum; dependent f i r s t and 

foremost on the dominant economic groups and i n s t i t u t i o n s . I t i s 

t h e i r decisions, t h e i r i n t e r e s t s that do most to a f f e c t the s i z e 

and circumstances of the stratum." 5 3 

This dependence and r e s u l t i n g i n s e c u r i t y makes the s u r v i v a l 

of the small-scale sector a l l the more remarkable. Bechhofer and 

E l l i o t t describe the secret of t h i s s u r v i v a l very eloquently: 

... [In] widely varying conditions, and frequently against 
formidable economic and p o l i t i c a l odds, men and women using 
minimal amounts of property have found ways to survive. 
Sometimes they have accomplished t h i s by defending t h e i r old 
trades, often they have accurately i d e n t i f i e d and exploited 
d e f i c i e n c i e s i n the operators of large companies or of state 
enterprises. Survival has rested upon continuous adapta
t i o n — n o t always at the l e v e l of the i n d i v i d u a l p e t i t 
bourgeois, f o r many have been i n f l e x i b l e and have gone to the 
w a l l — b u t at the l e v e l of the stratum as a whole. Adaptation 
has often been born of d i r e necessity ... As with a l l small 
f r y , the persistence of the c o l l e c t i v i t y masks the f a c t of 
high mortality, and of depredations by governments and larger 
enterprises which pose continuous threats to the aggregate's 
s u r v i v a l . But so f a r i t has survived and i t i s hard to 
accept that there are any ineluctable forces which w i l l 
destroy it.54 

This, however, i s a r e l a t i v e l y recent and s t i l l disputed 

view. Much of the l i t e r a t u r e on economic development i n the 

t h i r d world—from a l l p o l i t i c a l stances and t h e o r e t i c a l 

perspectives—has shown a bias against informal a c t i v i t y , or at 

l e a s t a f a t a l i s t i c attitude toward i t s s u r v i v a l . By moderniza

t i o n economists and by orthodox Marxists i t i s seen (for 

d i f f e r e n t reasons) as a symptom of a backward economy. By 

neo-Marxists i t i s seen as a symptom of c a p i t a l i s t e x p l o i t a t i o n , 

preserve of the "reserve army" of the unemployed or 

underemployed, to be absorbed and then ejected by the c a p i t a l i s t 

economy according to i t s needs. Dependency t h e o r i s t s tend to see 
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i t as a symptom of marginalization, while modes-of-production 

t h e o r i s t s wait for i t to be " a r t i c u l a t e d " out of existence by the 

newly dominant mode of production. Any model with an 

evolutionary or t e l e o l o g i c a l tendency sees i t as a holdover, 

" t r a d i t i o n a l " or "backward", a "remnant", with the i m p l i c i t 

assumption that as the economy develops (for better or worse), 

informal a c t i v i t i e s w i l l eventually disappear, by absorption, 

a r t i c u l a t i o n , elimination, or "modernization." 

More recently, however, a new and more p o s i t i v e valuation 

of the informal economy has begun to emerge, p a r t i c u l a r l y among 

third-world scholars. This view looks at the informal economy 

from the point of view of i t s active p a r t i c i p a n t s , and finds 

that, f a r from being exploited and "marginal," t h e i r f l e x i b i l i t y 

and independence of action a c t u a l l y insulate them from the 

economic vagaries and cycles of the world and domestic c a p i t a l i s t 

economies. Compared with the p r o l e t a r i a n i z e d factory workers i n 

the dominant sector, these entrepreneurs have a r e l a t i v e l y large 

degree of control over t h e i r work environment. They are not 

subject to a r b i t r a r i l y dismissal. They are, within the 

constraints of s k i l l s and c a p i t a l , free to change t h e i r 

employment i f better opportunities present themselves. They can 

work at home i f they want, i n t h e i r communities and together with 

t h e i r f a m i l i e s . I t could be argued that i n terms of q u a l i t y of 

l i f e , they are much better o f f than t h e i r p r o l e t a r i a n i z e d 

comrades. This i s a l l the more true because i n most third-world 

economies, very few workers are provided with a "safety net" 
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e i t h e r by t h e i r employers or the government, i n the form of 

unemployment insurance, d i s a b i l i t y benefits, maternity benefits, 

old-age pensions, and so on. 

The Indonesian writer Adi Sasono, for example, argues that 

i n times of national economic depression or global c r i s i s , 

"micro-entrepreneurs" have a c t u a l l y prospered, by " r e l y i n g not on 

government paternalism and planning, but on t h e i r wits, energy 

and ambitions." 5 5 This allows them to seize business opportuni

t i e s that are closed to modern-sector enterprises because the 

l a t t e r require larger investment, have greater costs, and r e l y on 

economies of scale to ensure t h e i r p r o f i t a b i l i t y . Seen from the 

point of view of the small-scale entrepreneurs, then, the 

s u r v i v a l of n o n - c a p i t a l i s t economic forms i s due i n large part to 

the p o s i t i v e actions of the entrepreneurs themselves, who are 

doing more than j u s t coping. According to Capecchi and Pesce, 

One of the most s i g n i f i c a n t l i m i t a t i o n s of l e f t i s t thinking 
has been that of seeing i n d u s t r i a l revolutions, and the 
changes i n the organization of production they imply, as 
processes which annihilate a l l pre-existing forms of 
organizing l i f e , society, and economy. Many pre-existing 
forms are preserved by the actors themselves who are 
subjected to i n d u s t r i a l transformation and transferred from 
one society to another, from one mode of production to 
another. This i s not a nostalgic conservation of the past, 
but rather the demonstration of a capacity to r e s i s t 
transformation as a way of maintaining possible zones of 
autonomy. 5 6 

This notion may give clues to new ways of conceptualizing 

informal economies i n the development process, be i t c a p i t a l i s t 

or s o c i a l i s t . In the following section, the experience of small 

independent enterprise i n both s o c i a l i s t and developing 

c a p i t a l i s t economies w i l l be applied to the case of the Chinese 
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i n d i v i d u a l economy, keeping i n mind the three underlying themes 

mentioned at the beginning of t h i s chapter—subordination, 

i n s e c u r i t y , and persistence. 

The Chinese Experience i n Comparative Perspective 

China i s i n many ways an exception both f o r developing 

countries and f o r s o c i a l i s t countries. Unlike many other 

developing countries, i t never experienced f u l l - s c a l e coloniza

t i o n . H i s t o r i c a l l y i t was a well-developed, i n t r i c a t e l y 

organized, r e l a t i v e l y integrated and cen t r a l i z e d bureaucratic 

state which exercised a large degree of control over at l e a s t the 

upper reaches of the economy. Also unlike other developing 

countries, pre-revolutionary China was integrated only minimally 

into the c a p i t a l i s t world economy, and t h i s occurred at a 

r e l a t i v e l y l a t e date compared to other developing economies. 5 7 

I t was, on the other hand, the centre of i t s own regional 

"empire" with i n t r i c a t e trade and t r i b u t a r y r e l a t i o n s h i p s with 

the surrounding states. The urban economy was dominated by 

independent small-scale productive, commercial, and service 

enterprises. There was a well-developed system of r u r a l markets 

and trade between the c i t i e s and t h e i r hinterlands and, i t has 

been argued, the beginnings of a national market system and, i n 

some areas, indigenous "sprouts of capitalism". This structure 

was considerably disrupted by a century of c i v i l war and foreign 

invasion, as well as by the inroads of foreign c a p i t a l and 

p o l i t i c a l intervention, but remained as the basic h i s t o r i c a l 

l e g a c y . 5 8 
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Special geographic and demographic factors must also be 

taken into account, including such factors as the very large and 

fragmented land area, the large and dispersed population, the 

d i f f i c u l t i e s of transportation and communication, great regional 

d i s p a r i t i e s , r e l a t i v e i s o l a t i o n from neighbouring countries 

because of geographical buffer zones at the f r o n t i e r s , etc. 

Within t h i s system there was a c l e a r d i s t i n c t i o n between 

large-scale enterprise i n which the state played an active r o l e 

by means of taxation, regulation, and bureaucratic management, 

and small-scale enterprise which was i n many respects more 

autonomous. At l e a s t i n part because of the p r a c t i c a l 

d i f f i c u l t i e s of administration i n a country as large and varied 

as China, c e n t r a l control was la r g e l y confined to the more 

s t r a t e g i c and more l u c r a t i v e sectors of the economy, and 

s p a t i a l l y to the more prosperous economic "core" areas. The 

m i l l i o n s of small l o c a l artisans and traders operated with a 

r e l a t i v e l y high degree of independence. 

Even i n modern times, China's experience has d i f f e r e d from 

that of other developing economies. 5 9 Most s i g n i f i c a n t l y , i t has 

not followed the " c a p i t a l i s t road" of development. Nevertheless 

i t faces many of the same problems confronting other developing 

economies, mostly connected with the necessity of r a i s i n g the 

l i v i n g standards of the la r g e l y impoverished population while 

making the t r a n s i t i o n from a predominantly r u r a l agrarian to an 

urbanized, i n d u s t r i a l i z e d economy. Like other developing 
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economies, the s p a t i a l and sectoral pattern of development has 

been uneven, concentrated i n c e r t a i n areas and sectors while 

leaving behind large pockets of poverty and underdevelopment. 

The r e s u l t s of t h i s uneven development process have 

p a r a l l e l e d those of other developing countries. The main aspect 

which concerns us here i s the continued importance of small-scale 

and household production, i n agriculture, i n industry, and i n the 

t e r t i a r y sector of commerce and services. In many respects, the 

state-run sector seems to take the place of the c a p i t a l i s t sector 

i n other developing countries, spearheading "modern" development 

of a sort that i s unable to absorb a l l a v a i l a b l e labour and which 

cannot s a t i s f y a l l the needs of the consumer market. I t would 

perhaps be unwise to push the analogy further given a l l the 

differences i n development strategy and the r o l e of the state. 

Yet i t can be said that the p r o l i f e r a t i o n of what could e a s i l y be 

c a l l e d the "informal sector" i n the Chinese economy has come as a 

response to a set of problems a r i s i n g from the development 

process which are very s i m i l a r to those of developing countries 

i n the c a p i t a l i s t w o r l d . 6 0 

The major difference, however, i s that where most Third 

World states barely t o l e r a t e the existence of the urban 

i n d i v i d u a l economy despite the services i t performs, i n China i t 

i s being promoted as a deliberate p o l i c y to smooth out some of 

the i n e q u i t i e s and unevenness i n the development process. In the 

Chinese l i t e r a t u r e , the promotion of the urban i n d i v i d u a l economy 

has been j u s t i f i e d on the grounds that i t i s a means of creating 

badly-needed employment i n the c i t i e s for labour that cannot be 
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absorbed by the dominant publicly-owned sector, that i t f i l l s 

gaps i n public-sector supply of goods and services, that i t 

provides needed channels for urban-rural and i n t e r r e g i o n a l 

commodity c i r c u l a t i o n , that i t s f l e x i b i l i t y and s e n s i t i v i t y to 

consumer demand enhances the supply of goods and services to 

urban residents and contributes convenience to urban l i f e , that 

i t preserves t r a d i t i o n a l products and handicraft techniques, and 

that i t i s an added channel for c a p i t a l accumulation by the 

state. Moreover, i t accomplishes a l l of t h i s with a minimum 

amount of state investment. These are a l l functions of the 

small-scale sector i n other developing economies, yet f o r the 

most part i n those economies they are acknowledged at best by 

t a c i t l y permitting the sector to e x i s t , rather than a c t i v e l y 

promoting i t . 

I f the differences between China and other developing 

countries are l e s s profound than appear on the surface, the same 

can be s a i d when i t i s compared with other s o c i a l i s t countries. 

Unlike the s o c i a l i s t countries of eastern Europe, when the 

communists assumed control i n 1949, China was only minimally 

i n d u s t r i a l i z e d . For the most part i t was s t i l l an agrarian 

society. The urban economy was dominated by small-scale 

enterprises, and capitalism had only taken hold i n c e r t a i n 

enclaves, e s p e c i a l l y the former treaty ports. Thus i n terms of 

economic conditions i t faced quite d i f f e r e n t problems than the 

post-war eastern European states (although i t was somewhat more 

s i m i l a r to the Soviet Union at the time of i t s revolution.) Yet 

the primary task a l l these countries shared was the t r a n s i t i o n to 
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socialism, and they accomplished i t i n quite s i m i l a r ways, 

l a r g e l y under the influence of the S t a l i n i s t USSR model. The 

problem fo r a l l of these countries has been modifying that model 

to s u i t t h e i r own needs and circumstances and to r e f l e c t the 

lessons learned from hard-won experience. Recent reforms i n many 

of the s o c i a l i s t countries, including China, r e f l e c t the 

continuing need to do so. 

For many of these countries, these reforms have included 

r e v i v a l of the small-scale urban private sector. Yet the forces 

of s o c i a l i s t development have also placed t h e i r own constraints 

and demands on the growth of the small-scale private economy. In 

a l l these s o c i a l i s t countries, the legacy of the formative 

S t a l i n i s t period has placed both i d e o l o g i c a l and s t r u c t u r a l 

constraints on the sector which have proved d i f f i c u l t to 

eradicate. In addition, several decades of f l u c t u a t i n g p o l i c i e s , 

with the underlying aim of eventual eradication of a l l private 

business a c t i v i t y , have taken t h e i r t o l l , contributing to the 

ins e c u r i t y of the private entrepreneurs, influencing and even 

corrupting t h e i r a c t i v i t i e s . Yet because of t h e i r contributions 

to the s t a b i l i t y of the public-sector economy, and to the qual i t y 

of l i f e of the entrepreneurs and t h e i r customers, they have 

persisted i n s p i t e of formidable obstacles. 

A l l of these factors have not only affected the treatment 

of small entrepreneurs by the state and i t s cadres and influenced 

the growth of the sector, they have also, as noted i n the East 

European cases, affected the way i n d i v i d u a l entrepreneurs do 

business. For instance, i t has already been noted that many 



558 

i n d i v i d u a l operators i n China are reluctant to keep t h e i r 

earnings i n bank accounts or to reinvest i n expanding t h e i r 

businesses, tending instead to spend t h e i r p r o f i t s on consumer 

goods and conspicuous consumption. Choices about the type and 

scale of business are also influenced by feelings of i n s e c u r i t y 

and fears of future p o l i c y change, creating a tendency to go into 

businesses which y i e l d quick p r o f i t s with l i t t l e c a p i t a l 

investment. Insecurity also contributes to the prevalence of 

i l l e g a l p r actices such as tax evasion and speculation (which i n 

turn creates harsher o f f i c i a l attitudes which do much to 

rei n f o r c e general feelings of i n s e c u r i t y even for law-abiding 

operators.) 

Given these commonalities and differences between China's 

post-Mao experience i n restoring small-scale private a c t i v i t y and 

that of other developing and s o c i a l i s t countries, we should now 

turn to the question of synthesis. What are the general features 

of China's development strategy a f t e r the post-Mao t r a n s i t i o n , 

and what r o l e does i t hold for the i n d i v i d u a l economy? 

The Chinese Individual Economy Under "Socialism with Chinese 

Features" 

For China, one of'the major thrusts of the post-Mao reforms 

has been to return to a more "Chinese" model of s o c i a l i s t 

development. According to one study, "socialism with Chinese 

c h a r a c t e r i s t i c s " encompasses four basic features. F i r s t , i n "the 

r e l a t i o n s h i p between national construction and improving the 

l i v e s of the people," the basic p r i n c i p l e i s " f i r s t we must eat, 
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then we must construct." This r e f l e c t s the current investment 

p r i o r i t i e s f o r China's very large, p r i m a r i l y agrarian, and s t i l l 

very poor population. Secondly, there must be a balance between 

planning and u t i l i z a t i o n of market forces, r e f l e c t i n g the 

continued importance of commodity c i r c u l a t i o n and problems 

associated with overly c e n t r a l i z e d "command" economies. Third, 

the s o c i a l i s t p r i n c i p l e of " d i s t r i b u t i o n according to work" must 

be implemented i n such a way as to provide adequate incentive to 

the workers. F i n a l l y , the structure of ownership must be 

d i v e r s i f i e d to r e f l e c t d i s p a r i t i e s i n the l e v e l of development. 6 1 

One of the consequences of t h i s new program has been the 

promotion of what might be termed "i n t e n t i o n a l dualism"—a 

renewed emphasis on the preservation and p r o l i f e r a t i o n of 

small-scale economic forms. Compared with large-scale forms, 

these tend to be more autonomous, to generate t h e i r own 

investment rather than r e l y i n g on state investment, and to be 

more l a b o u r - i n t e n s i v e — t h a t i s , to absorb more labour per yuan of 

c a p i t a l investment. A l l t h i s allows state investment and 

bureaucratic resources to be concentrated i n the more productive 

and more s t r a t e g i c sectors of the economy. I t could be argued 

that t h i s i s a return to a form of the "walking on two legs" 

strategy which was a prominent feature of the i l l - s t a r r e d Great 

Leap Forward; i t also bears some resemblance to the t r a d i t i o n a l 

Chinese system of economic organization, with i t s s i m i l a r 

d i s t i n c t i o n between large-scale and small-scale enterprise. The 

promotion of the urban in d i v i d u a l economy has been an important 

feature i n t h i s approach, with the added d i s t i n c t i o n that i n a 
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system where large-scale enterprises are almost e x c l u s i v e l y state 

or collectively-owned, the defining c h a r a c t e r i s t i c of the 

i n d i v i d u a l economy i s private ownership. 

Assuming that t h i s new development p r i n c i p l e w i l l be 

retained as a guide to p o l i c y , what does i t imply f o r the future 

of the i n d i v i d u a l economy? 

Xinhua News Agency reported i n January 1986 that by the end 

of China's seventh five-year plan period (1986-1990), the 

non-agricultural i n d i v i d u a l economy would employ f i f t y m i l l i o n 

p e o p l e . 6 2 Most of t h i s growth was expected to take place i n the 

countryside as the e f f e c t s of new r u r a l p o l i c i e s pushed 

increasing numbers of peasants o f f the land and into 

non-agricultural occupations i n t h e i r own v i l l a g e s or i n the 

growing regional urban centres. But i n the c i t i e s too, 

i n d i v i d u a l enterprises would play an increasing r o l e , both i n 

absorbing labour and i n expanding the sector of commerce and 

services. I t i s c l e a r that the enterprises of the dominant 

s o c i a l i s t sector simply cannot absorb the m i l l i o n s of new 

entrants into the urban job market every year, l e t alone would-be 

migrants from the countryside. Nor w i l l they be able to do so 

for some time to come. As long as t h i s i s the case, the 

i n d i v i d u a l economy w i l l be an important source of employment, 

continuing the trend which has increased i t s share of 

newly-created urban employment from about 2 percent i n 1979, to 

more than 15 percent i n 1984. 6 3 
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In addition, the commitment to continued d i v e r s i f i c a t i o n of 

the economy and emphasis on material incentives also bode well 

f o r the future of the i n d i v i d u a l economy. At present i t i s one 

of the few sectors where imagination and i n i t i a t i v e reap tangible 

rewards, and t h i s w i l l continue to appeal to at l e a s t some of 

China's more daring and less security-conscious c i t i z e n s , 

e s p e c i a l l y i f p o l i c y measures continue to improve the s o c i a l and 

p o l i t i c a l status of the self-employed. In the process, t h i s w i l l 

harness t h e i r energies to promote economic development, 

e s p e c i a l l y i n the t e r t i a r y sector which has been targeted for 

growth. 

Chinese scholars and policy-makers a l i k e have recognized 

the contribution that i n d i v i d u a l entrepreneurs can make to the 

development process, e s p e c i a l l y to a process which i s intended to 

promote development while retaining "Chinese c h a r a c t e r i s t i c s . " 

Because of the unevenness of the development process, key areas 

remain where s o c i a l i z e d large-scale production has simply not 

been able to replace small-scale private production and trade, or 

has done so i n e f f e c t i v e l y and i n e f f i c i e n t l y . An important 

element of the post-1978 economic reforms has been to tr a n s l a t e 

that recognition into coherent p o l i c y , to u t i l i z e a c t i v e l y the 

n o n - s o c i a l i s t elements i n the development process. An address 

given at a symposium on the system of ownership held at the end 

of 1985 reaffirmed t h i s p r i n c i p l e , saying that continued reform 

of the ownership system was as c r u c i a l to China's o v e r a l l 

development strategy as the reform of operations mechanisms 

themselves. In discussing the "target pattern" embodied i n the 
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reforms, one scholar reaffirmed the r o l e of the privately-owned 

sectors, "which are mainly the sectors of the i n d i v i d u a l 

labourers and traders": 

I f we say that the existence of between 1 percent and 2 
percent of non-publicly owned [sectors] i s not i n c o n f l i c t 
with the dominance of the publicy-owned sector, then i t i s 
hard to say that the publicly-owned sector w i l l not dominate 
i f the percentage i s raised to, say 10 percent. As for a 
small number of private firms which are c a p i t a l i s t i n nature, 
as long as they do not a f f e c t the dominant p o s i t i o n of the 
public sector and as long as they are conducive to 
invigorating our economy and developing our productive 
forces, we should continue the experiment of allowing them to 
e x i s t . ... At the same time, ... we should investigate the 
way to guide the private economy i n transforming i t s e l f into 
a co-operative economy or a joint-stock economic sector of 
which the state takes a part of the shares. 

... As the [publicly-owned] economic sector, i n p a r t i c u l a r 
the state-owned sector, constitutes an overwhelmingly large 
portion of our economy, we need not be i n any hurry to set 
[an objective] proportion between the various ownership 
sectors, but should l e t the process of ... market competition 
determine the quantitative l i m i t s on the proportion of the 
various sectors of ownership. Those which prove to be 
e f f i c i e n t i n equal market competition should be allowed to 
e x i s t and develop and those which r e l y on the support of the 
state for t h e i r existence ... should not be shielded forever. 
This method does not constitute a threat to the state-owned 
economy which has a quantitative ascendancy at present. On 
the contrary, i t provides great impetus and pressure to urge 
the state-owned economy to accelerate the reform and r a i s e 
i t s economic r e s u l t s , and thereby be able always to maintain 
i t s ascendancy i n our economy as a whole. 6 4 

The underlying implication of t h i s statement, though, i s 

that as the s o c i a l i s t economy develops more f u l l y , the need for 

the i n d i v i d u a l economy to balance out i t s d e f i c i e n c i e s and 

r i g i d i t i e s w i l l diminish. A f u l l y developed s o c i a l i s t economy 

w i l l also be one i n which there i s no longer any r o l e for the 

in d i v i d u a l economy to play. Indeed, given the assumptions of the 

"forces and r e l a t i o n s of production" theory of economic 

development, the continued presence of a s i g n i f i c a n t private 
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sector i s evidence of an underdeveloped economy. Although i t 

must continue to e x i s t as long as regional and sec t o r a l 

d i s p a r i t i e s p e r s i s t , i t i s i n some sense a symptom of the f a i l u r e 

of s o c i a l i s t development. Even i f i t i s promoted as a means to 

that end, i t s continued existence i s problematic because i t i s a 

sign that the goal has yet to be reached. 

Apart from the long-term i n s e c u r i t y t h i s a t t i t u d e implies 

fo r i n d i v i d u a l entrepreneurs, there i s the added factor that 

stated or i m p l i c i t l i m i t s on the growth of i n d i v i d u a l firms w i l l 

continue to a f f e c t the business practices of a l l i n d i v i d u a l 

operators. Already uncertainty over the contentious issues of 

hired employees i n the i n d i v i d u a l sector, and excessively high 

incomes of some entrepreneurs, have caused considerable doubt 

about the future of the sector. As some observers have pointed 

out, public discussion of these issues i n 1985 was one of the 

factors leading to a temporary decline i n the number of 

in d i v i d u a l firms i n the f i r s t h a l f of 1986. 6 5 

There are few signs that the sources of uncertainty 

discussed i n t h i s thesis w i l l diminish quickly. Indeed, the 

experience of other s o c i a l i s t countries shows that they may be 

endemic to s o c i a l i s t systems. As long as the i n d i v i d u a l economy 

prospers, i t w i l l continue to engender "contradictions" which may 

lead e i t h e r to i t s eventual demise, or to an even more major 

restr u c t u r i n g of economic goals to further reduce or even 

eliminate the dominance of the publicly-owned sector. The only 

resolution to t h i s dilemma i s e x p l i c i t adoption of the p r i n c i p l e 

that a healthy, developed, s o c i a l i s t economy has to include as a 
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permanent feature a healthy, p r o f i t a b l e private sector. Given 

the continued controversies i n the p o l i t i c a l sphere, i t i s 

d i f f i c u l t to predict whether t h i s w i l l ever happen. 

Nevertheless, barring any major leadership changes, i f the 

in d i v i d u a l economy i s again eliminated i n the future, e i t h e r by 

f i a t or by the growth and development of the s o c i a l i s t sector 

i t s e l f , t h i s eventuality w i l l probably be a long time i n coming. 

For the foreseeable future, the need for the i n d i v i d u a l sector 

w i l l p e r s i s t . In the words of one Chinese scholar: "Only when 

the forces of production have developed to a high l e v e l , when 

material products are as p l e n t i f u l as they can be, when 

in d i v i d u a l people's needs can be f u l l y guaranteed and s a t i s f i e d , 

can the i n d i v i d u a l economy f i n a l l y step down from the stage of 

hi s t o r y ..." 6 6 

U n t i l that day, the i n d i v i d u a l economy w i l l almost 

c e r t a i n l y continue to be a conspicuous and l i v e l y presence i n the 

c i t i e s of China. 
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