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This paper uses an in-depth case study in southern Jiangsu to document the last wave of
privatisation of Chinese rural enterprises, showing that throughout the economic reforms,
particularly at the village level, local cadres and corporate leaders dominated the publicly
owned enterprises, from which they benefited disproportionately. It was these same local
institutions based on village cadres’ social networks that controlled the entire process of
privatisation, leaving nothing to the free market or open competition. Those who positioned
themselves in the village administration and enterprises are the same group of specific
families and individuals who run the private corporations today. It goes without saying that
workers and ordinary villagers have been disenfranchised in this property rights
transformation.
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Introduction

 

ver the past two decades, rural reforms
in China have unleashed a wave of eco-

nomic growth and institutional change. Along
the eastern coastal regions, rural industries
developed rapidly from the mid-1980s to the
mid-1990s. During this period, township and
village enterprises (TVEs) were the biggest
contributors to growth in employment and
GDP and played a key role in boosting rural
incomes. By the end of 1996, TVEs had
employed 135 million people, contributing to
nearly half of China’s exports, compared with
one-sixth in 1990 (

 

Zhongguo xiangzhen qiye
nianjian

 

, 1997, pp. 3–9). However, since the
mid-1990s, the country’s economic growth
had slowed, and rural firms have begun to see
their profits dwindle. Even so, rural enter-
prises still play a dynamic role in Chinese
economy and rural reforms, and have drawn
substantial research attention. Among many
issues on Chinese reforms, a fundamental one
has been the property rights transformation of

O

 

TVEs, which is critical in corporate gover-
nance of contemporary Chinese economy.
Scholars have debated whether TVEs should
be understood as “local government owned”,
“semi-private”, “de facto private” or a
“hybrid” property form. However, this debate
has recently ceased because as of the early
2000s almost all of the TVEs in traditionally
pro-collective regions have already been
privatised.

Previous literature about property rights in
China helped to clarify the confusion, yet the
findings were not definitive because the tran-
sitional process was not yet complete (see Oi
and Walder, 1999). What is not well docu-
mented is the dramatic property rights reform
and privatisation process of collective TVEs
that took place in traditionally pro-collective
regions in the mid-1990s and early 2000s. This
most recent privatisation concluded the long-
time property rights reform, and has had far-
reaching social and political implications. Li
and Rozelle (2003) examine the privatisation
of China’s township enterprises and find that
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local governments almost always sold firms to
insiders, which is unique compared with the
rest of the world.

The general goal of this paper is an attempt
to contribute information that will help illumi-
nate the past, current and future development
of rural TVEs through a case study conducted
in the heartland of rural China. It shows that
throughout the take-off period of the reforms,
rural industry in traditionally pro-collective
southern Jiangsu operated as collective firms
and cadre-directed corporations. Only in the
mid-1990s has the pro-collective heartland
begun to feel the privatisation thrust. This case
study suggests that a symbiotic relationship
had long existed between corporate entrepre-
neurs and village cadres, blurring the bound-
aries between village ownership and elite
family ownership. The recent privatisation in
the early 2000s actually changed little of the
resource allocation and power structure, but
legitimised undervalued transfer of legal
ownership to elites.

This paper first provides a brief description
of the TVE development trend in southern
Jiangsu. It suggests that a downturn in the
region’s rural economy in the mid-1990s
pushed government administrators to adopt
privatisation measures in the TVE sector.
Meanwhile, the central government’s decision
to sell and merge small- and medium-sized
state-owned enterprises further encouraged
local governments to give away money-losing
TVEs. The paper then takes up the theme of
the great property rights transformation, par-
ticularly the privatisation process after the
mid-1990s, of village enterprises in a village in
southern Jiangsu. It highlights the distribu-
tional consequences and power structure of
the village, signalling a pattern of power per-
sistence among a small clique of village elites,
both in the past and foreseeable future.

 

TVE development in transitional 
Sunan

 

Sunan (i.e. southern Jiangsu), referring to
Suzhou, Wuxi and Changzhou, had spear-
headed economic change in rural China to
become famous as the heartland of rural pub-
lic enterprises. At one time this region received
national acclaim for its efforts at collective
ownership, and for following the path of
socialist transformation with indigenous
Chinese characteristics. The proliferation of its
TVEs stood as a pillar of the region’s economy,
bringing in substantial incomes for rural
inhabitants  and  generating  fiscal  revenues
for township and village governments, and
became known as the “Sunan model”.

Since the mid-1990s, however, the Sunan
model faced a precarious future. From 1990 to
1994, for example, the total industrial output
value of TVEs in Suzhou jumped from 36 bil-
lion yuan to 179 billion yuan, with an average
annual growth rate of 49 per cent. But in 1994–
95, the industrial output value of Suzhou’s
TVEs fell from 179 billion yuan to 123 billion
yuan, a decline of 31 per cent (

 

Suzhou tongji
nianjian

 

, 1995, p. 199, 1997, p. 134). Although
output did recover in the following year,
profits continued to shrink. In October 1996,
the number of Suzhou’s money-losing TVEs
increased by 31 per cent over the previous year
(Dong, 2002).

This led to a wave of privatisation in the
region. In the mid-1990s, about 70 per cent of
TVEs in Sunan practised some kind of prop-
erty rights reforms. Yixing, for example, one of
the pioneering localities in ownership trans-
formation, put 94 per cent of its TVEs under
ownership transformation, which included 74
per cent of collective net assets (Li, 1998).
Whiting’s study reports that, by 1996, local
officials in Wuxi and Songjiang county of
Shanghai suburbs started for the first time to
push collectively owned enterprises toward
outright privatisation. The policy adopted was
to maintain property rights over large enter-
prises but sell small enterprises to private indi-
viduals (Whiting, 2001, p. 289).

The privatisation thrust accelerated in the
late 1990s, when TVEs in Sunan underwent
two waves of “institutional change”. The first
wave, in 1997–98, focused on privatising
money-losing medium and small TVEs and
promoting individual businesses and private
enterprises. Because large money-losing TVEs
could hardly find qualified buyers, they were
left for the second wave, which began in late
1998 and reached its peak in 2000, and pressed
the directors of the large TVEs to either buy
the company or take a share in the company if
they were unable to buy it out. By 2000, it was
reported that more than 95 per cent of TVEs in
southern Jiangsu had adopted some kind of
property rights reforms.

 

A case study: village enterprises in 
the reform era

 

The village under study in this paper, Shuang
village, is about 30 minutes drive south of
Suzhou in the southern Jiangsu region. In
2000, Shuang village had 1343 residents in 350
households, occupying a total area of 2.1
square kilometres. Like other villages in the
region, Shuang owes its achievements to the
one-time village-owned factories that dot its
verdant fields. Between 1984 and 2001, the



 

74

 

CORPORATE GOVERNANCE

 

© Blackwell Publishing Ltd 2005

 

Volume 13 Number 1 January 2005

 

number of village enterprises increased from
one to seven, while their industrial output
raced ahead at an average annual growth rate
of 60 per cent, from 250,000 yuan in 1984 to
790 million yuan in 2001. Shuang’s collective
economy shifted onto a privatisation track in
the mid-1990s, and was fully completed in the
spring of 2002 after the village government
gave away its last share of a loss-making com-
pany. The data from Shuang village are drawn
from extensive fieldwork conducted between
1996 and 2002, where the author visited the
community at least once a year since 1996, and
most recently in the fall of 2002.

 

1

 

The very first village-owned enterprise in
Shuang was launched in 1974 as a chemical
products factory – among the first in southern
Jiangsu. In 1985, a metal foundry and a paper
cartons plant joined the village’s non-farm
activities, followed by a chemical fibres factory
established in 1987. By 1990, with the metal
foundry taking the lead, these four village
enterprises contributed 13 million yuan in out-
put and 2.5 million yuan in profit to the vil-
lage, and submitted 0.6 million yuan to the
village coffers. In 1993, the village’s flagship
enterprise, a differential polyester chip factory,
was founded. It then overshadowed all other
village enterprises and became the village’s
cash cow, accounting for 54 per cent and 88 per
cent of the village’s total industrial output in
1995 and 2000, earning 13 million yuan or 71
per cent of the village’s total and 30 million
yuan or 66 per cent of the village’s total in 1995
and 2000, respectively (Table 1). In 1997, based
on the chemical products factory and chemical
fibres factory, the village set up its sixth enter-
prise producing acrylic fibre chips. The next
year, the village established a colour master
batch factory, manufacturing dyeing materials
for polyester chips. The other two village
enterprises – the metal foundry and paper car-
tons factory – had been involved in different
industries and actually maintained a relatively
independent position in management and
property rights relations.

Shuang maintained conventional public
ownership throughout the 1980s, before shift-
ing to private ownership in the late 1990s and
early 2000s, with collective contract systems
and shareholding systems in between. In the
1970s and 1980s, Shuang’s enterprises were
run under traditional collective ownership,
called “collective unified management” (

 

jiti
tongyi jingying

 

). Under this system, the village
government, commanded by the village party
secretary, took on a twofold role – as commu-
nity administrator and as enterprise owner. It
retained complete control of property rights,
including personnel appointment and mana-
gerial decisions as well as profit allocations

among the collective, firms, cadres, corporate
managers and workers.

In the mid to late 1990s, the conventional
collective ownership was gradually replaced
by a profit-sharing system in Shuang and its
nearby villages. As time passed, some of the
delegated directors accumulated knowledge
pertaining to their firms from the idiosyncratic
association with their work environments,
physical equipment and outside connections.
Furthermore, the village administration and
township government were unable to effec-
tively monitor the day-to-day management
and resolve problems. As a result, effective
control and monitoring of the village party
secretary on enterprise directors mostly relied
on personal ties and informal restraints. This
explains why the delegated directors finally
became the sole buyer in the privatisation pro-
cess later on.

 

The privatisation in the late 1990s

 

In 1997, the national 15th Party Congress
ushered  in  a  sweeping  privatisation  agenda,
in  which  Beijing  called  for  the  sale,  merger
or  closing  of  the  vast  majority  of  small-
and medium-sized state-owned enterprises.
Orders were sent down from the city govern-
ment for the townships and villages to get rid
of their money-losing and debt-ridden
enterprises.

Shuang had three TVEs with net assets well
over a billion yuan, and one with assets over
39 billion yuan – cash that no single buyer had
access to. In fact, it was a problem that plagued
much of Sunan. The natural solution was a
system of shareholding, in which two or more
parties would purchase the entity. Shuang offi-
cials thus implemented a dual wave of priva-
tisation where they first sold off those
companies with assets under one billion yuan,
which were the village’s three small-scale but
debt-burdened enterprises: the chemical pro-
ducts factory, the chemical fibres factory and
the paper cartons factory.

By 1998, the bank debts owed by these three
enterprises totalled 14 million yuan. In Febru-
ary 1998, the ownership deals were negotiated
and finalised between incumbent directors
and village authorities. There was no public
bid, nor any competition from other interested
individuals. Buyers, all incumbent factory
directors, signed ownership transfer contracts
with the village administration represented by
the village party secretary. The sales prices
were settled as 1.05 million yuan for the chem-
ical products factory, 600,000 yuan for the
chemical fibres factory and 300,000 yuan for
the paper cartons factory. The contract listed
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all the assets and liabilities of the said firm,
followed by the statement, “after the buyer
takes over the assets and liabilities, he takes on
full ownership of the company and is fully
responsible for the firm’s debts”.

These sale prices were not only pre-
arranged, but also deflated considerably, as
were all the deals reached. On the surface, the
price was determined by the company’s total
assets, less its total liabilities. In fact, this was
arranged by deflating the company’s fixed
assets to a price agreeable to both parties.

The second wave of privatisation began in
mid-1999 and took over three years to com-
plete. Due to the size of the remaining four
village  enterprises,  they  could  not  be  sold
and purchased outright, but instead had to
undergo rounds of shareholding and devalu-
ation of stock or assets or both before the direc-
tor could claim complete control of the
company.

Two steps were undertaken: first a divesture
of shares between the village and the director,
and then, when the director had enough cash,
outright privatisation. However, the process
was again marred by the incestuous relations
between the local officials and the directors.
Just like the small to medium TVEs, when the
large ones were privatised they were put into
the hands of the directors who had been
placed  there  by  the  local  officials,  and  in
some cases in the hands of the local officials
themselves.

As such, the fundamentals of the process of
privatisation did not rest on traditional capi-
talist values of free trade and open bidding,
but were instead completely contained by the
village clique. The process was based locally,
taking on the characteristics of crony capital-
ism, in which an elite few establish a closed
network for the imparting of wealth to each
other for reciprocal favours, all at the expense

of the state and the populous. It was not eco-
nomic and not political but cliquish, where
everything was organised and decided by a
few actors within an insular locality. Each of
the companies sold, for instance, not only had
their assets devalued, but also had their shares
owned by the collective devalued, sometimes
by more than half, which favoured the buyers
at the expense of the collective.

The differential polyester chip factory, for
example, started out with over 39 billion yuan
worth of shares in 1999, and ended up three
years later with 19 billion yuan worth, two-
thirds of which were concentrated in the direc-
tor’s hands. In 1999, the firm’s liabilities
totalled almost 46 million yuan, of which bank
loans totalled over 35 million yuan and unpaid
trade credit over 4 million yuan. Its fixed
assets were calculated at over 52 million yuan,
actually highly overestimated, and the firm’s
net assets equalled 39 million yuan. Shares of
this firm were initially divided among three
parties: the township government (12 per
cent), the village government (54 per cent) and
the state-owned Yangzi Petrochemical Corpo-
ration (35 per cent) (Table 2).

To find a slot for the incumbent director’s
investment, the three collective shareholders
agreed to strip 17 million yuan from the firm’s
book, forming a shareholding corporation
with net assets valued at 22 million yuan,
including shares of 2.11 million yuan or 10 per
cent owned by the township government, 9.75
million yuan or 44 per cent by the village gov-
ernment, 6.33 million yuan or 29 per cent by
the Yanzi Corporation, and finally 3.8 million
(3,800,000) yuan newly injected by the in-
cumbent director Sun Xue, whose shares
accounted for 17 per cent.

Between 1999 and 2002, Sun Xue borrowed
money from fellow managers and local banks
to buy township and village’s shares valued at

 

Table 2: Changes of share divisions for differential polyester chip factory in Shuang village, 1998–2002

 

Net assets and share divisions, 1999

Total Township 
shares

Village
shares

Corporation 
shares

Individual 
shares

Amount % Amount % Amount % Amount %

1999 39,247,006 4,553,000 12 21,034,006 54 13,660,000 35
1999 after shareholding 22,000,000 2,111,500 10 9,754,900 44 6,333,600 29 3,800,000 17
2002 after shareholding 22,000,000 1,300,400 6 6,096,700 28 6,333,600 29 8,269,300 38
2002 after privatisation 18,890,778 0 0 0 0 6,333,600 34 12,557,178 66

 

Source: Author’s fieldwork, October 2002.
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4.47 million (4,469,300) yuan. As of February
2002, the ratio among the stocks owned by
township government, village government,
Yangzi Corporation and the director Sun Xue
was 6 : 28 : 29 : 38. By 2002, Sun Xue owned 38
per cent of the firm’s shares valued at
8,269,300 yuan. The recession in 2001 put great
pressure on Sun Xue, but also offered him an
advantageous position to buy out the firm
from anxious village and township authorities
at a good bargain. Negotiating the sale terms
took months before the government made
substantial concessions.

Both sides agreed on a deal in which the
village government sold Sun Xue its stock
with a 6-million-yuan book value at a price of
3.79 million (3,787,878) yuan, approximately
38 per cent off. Likewise, the township govern-
ment sold Sun Xue its stock with a book value
of 1.30 million yuan at a discounted price of
500,000 yuan. In total, according to the con-
tract signed in February 2002, the ownership
transfer  cost  and  previous  debts  Sun  owed
to the village government amounted to 6.17
million (6,165,600) yuan, which had to be
returned on heir-purchase and completed in
two years (Table 2). This watershed ownership
transfer in 2002 signalled the end of Shuang’s
collectivism in village enterprises and a new
beginning of private ownership in its non-
farm economy.

All parties involved were quite happy with
the results. The village government alleviated
itself of its debts and of money-losing firms; it
also got the added bonus of continuous reve-
nues from the agreed assortment of fees. While
the government did collect percentages of
profits in the past, it constantly ran into the
problem of the equivocating factory director
who dissembled profits, informing the gov-
ernment that they just did not make money.

Also, the directors who became private
owners were happy because the contract
spelled out very clearly the relationship
between themselves as company directors and
the village. They were, in essence, set free. The
previous ambiguity of the relationship would
find government authorities demanding more
money from the company if it made money
that year. Or it would involve itself in the hir-
ing and firing of workers, telling them to hire
more villager-workers if unemployment was
up, or disallowing them to fire villager-work-
ers. Village cadres might bring guests by for
lunch leaving the director with a large bill to
pick up and his afternoon wasted. Under the
new terms, as set forth in the contracts, fees
were set, not to be arbitrarily adjusted accord-
ing to profits.

As for the debts the new owners were bur-
dened with after privatisation, they just would

not pay them. This is why the sale deals could
be finally reached. With liabilities running into
the tens of millions of yuan, the directors
really had no intention to repay. When the
bank collectors happened to come around to
demand payments, they would be treated to a
lavish lunch at the village restaurant reserved
for village VIPs, perhaps slipped a red en-
velope and then sent on their way without so
much as a word about debts owed, for they all
were told by now that these companies are
“not profitable”. And who would know other-
wise? No legal system of collection exists, giv-
ing the banks only the option to take the
company to court in a legal suit, possibly win
the company’s assets, which it will have
limited means to unload.

 

The distributional consequences of 
reforms

 

Like elsewhere in rural China, Shuang’s vil-
lage administration merged with its enter-
prises, which made the directors board
members of the villagers’ committee. How-
ever, unlike the centralised one-man com-
mand structure widely reported in other
glorious villages (e.g. see Lin and Chen, 1999;
Huang and Odend’hal, 1998), Shuang’s
leadership was cliquish. A small group of
elites occupied the posts with few turnovers.

The village’s collective non-farm sector has
been a “talent-type” economy where the suc-
cess of a firm depends heavily on its director.
Before the privatisation transition in the late
1990s, the appointment of directorship was
controlled by the village authorities, headed
by its party secretary. Over the past two
decades, Shuang’s leadership structure has
been stable. On the top echelon are Huang
Wen and Huang Song, who held the party
secretary post in 1984–94 and 1994–97,
respectively. Despite carrying the same sur-
name, they are not related, though they have
dominated the village’s administration and
collective enterprises since the early reform
era.

Two kinds of managerial elite emerged in
Shuang. The first group of directors, like those
of the metal foundry and paper cartons fac-
tory, had gradually transformed their roles as
managerial cadres of the village administra-
tion to private businesspeople able to dance
out of the village’s monitor and control. The
other group of managerial elite, like the direc-
tors of the differential polyester chip factory,
acrylic fibre chips factory and colour master
batch factory, all belong to the inner circle of
Huang Song, who wields authority and power
as the locality’s strongman. In any case, all of
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these directors have made themselves indis-
pensable to the enterprises delegated to their
management after a significant period of time.
The enterprises’ operation and profit genera-
tion, which supplies the village’s revenue,
hinges on these managerial elites. Therefore,
when privatisation occurred in the late 1990s,
Shuang’s enterprises were invariably sold to
the incumbent directors whose power and
resources were further consolidated and even
strengthened.

The most important distributional con-
sequence of Shuang’s transformation is the
widening income gap between elites and
village workers, despite their rising average
income. According to the village’s records, the
earnings of the elite group, the village party
secretary and enterprise directors, have been
consistently parallel, particularly compared
with workers’ wages. Up to the late 1990s after
a long time period of market expansion, there
had not been any decline of cadre privilege in
this region. Nevertheless, the income gap
between elites (cadres and directors) and ordi-
nary workers has been growing. From 1987 to
1999, for example, average annual wages for
the village party secretary and directors
increased from 4500 yuan to 49,000 yuan,
climbing at an average annual growth rate of
22 per cent, whereas average annual wages for
workers improved from 1707 yuan to 6540
yuan, with a smaller growth rate of 12 per
cent. In 1993–98, the elite group earned
roughly five to six times more than that of
workers. Since 1999, the income gap continued
to enlarge; the ratio of elite-to-worker income
stood at over 7 : 1.

The increasing income divergence between
the haves and the have-nots in Shuang echoes
the national trends of rising inequality, but it
is noteworthy to see such a quickly increasing
income disparity occurring in once pro-collec-
tive southern Jiangsu, which used to impose a
ceiling on income differences between direc-
tors and workers within a community. Ideo-
logical constraints against high personal
income in this region have been eroding rap-
idly, even though an ethos of socialism and
community obligation remains, which gives
villagers the first chance at available employ-
ment in village enterprises. Despite remark-
ably increasing annual pay for the directors,
the massive assets accumulated by TVEs in the
reforms that were later transferred to private
owners may further increase their relative
returns (see also Walder, 2002). All in all,
growth in personal incomes has been associ-
ated with substantial increases in inequality
between local elites and ordinary villagers,
particularly after the recent privatisation
transition.

 

The future of local state corporatism

 

Important questions about the privatisation of
TVEs are: To what extent has it restructured
the resource base of village administration (Oi,
1999)? To what extent will the local state cor-
poratism described by Oi (1999) evolve in the
post-privatisation period? Does the village
government still have access to the associated
enterprise profits and non-tax revenues? If
not, where will the village’s alternative finan-
cial resources, if any, come from?

Further inquiry in Shuang reveals that the
shift from collective to private ownership did
not necessarily undermine the resource base
and power of village administration. Privati-
sation presumably sees village authorities
stripped of property rights pertaining to vil-
lage enterprises. This is unquestionable. Yet
the Shuang village administration still holds
administrative power over private enterprises
in its jurisdiction and is entitled to charge
them for various kinds of service fees. Follow-
ing Shuang’s privatisation there were still a
bundle of fees imposed on private enterprises
to support village coffers and discretionary
funds. On the subsequent pages of the priva-
tisation contract is a long list of annual fees
that the new owner is obligated to pay to the
village government. They include manage-
ment fees, paid to the village government for
managing the village; education fees in order
to raise the standard of education in the vil-
lage; agricultural fees to support the farmers
whose land the factory occupied; village pen-
sion fund fee; village sanitary fee; public secu-
rity fee; environmental fee; union fee; flood
control fee. It was a lump sum that the factory
paid, and the village did not necessarily spend
the itemised amount on the service detailed.
Thus, annual fees for the paper cartons factory
totalled 264,956 yuan in its contract, much of
which went to entertaining and supporting
the cadres. Also, electricity fees over the next
eight years were to be paid out in the sum of
116,000 yuan. These fees are all stipulated
under “the opinion of further improving prop-
erty rights reforms of the TVEs”, of which
“both parties sign on equal, voluntary and pay
as you use terms”.

In addition, rental contracts formalise the
rents to be paid by enterprises for factory sites,
buildings and utility facilities such as trans-
formers and waste-pipes. For example, in
1998, various fees plus rental payments col-
lected by the village administration from the
three privatised enterprises actually were no
less than those submitted in the collective
period. Thus, privatisation offers private busi-
ness people complete rights pertaining to their
property, but does not change their subordi-
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nate positions to village administration and
obligation to the community.

After two decades, the village administra-
tion’s role as a business corporation is fading,
but its role as land manager and infrastructure
provider is further reinforced. Since the early
2000s, Shuang village started to reallocate and
develop its land for industrial use, launching
a so-called industrial park in which the village
constructs factory buildings, warehouses and
other facilities for a more profitable use in
industry.

 

2

 

 Parallel to the “park fever” in
Jiangsu and similar development experiences
in other economically developed coastal
regions,  the  village  administration  now  acts
as  a  real  estate  and  land-contracting  com-
pany, appropriating  land  ownership  rights
to facilitate land planning and industrial
development.

But more so, this study illustrates the
monumental influence of local institutions. It
is such that the question becomes one not of
corporate governance, but rather one of local
governance. The privatisation process was
completely controlled by local forces within
the villages and not within the market-based
institutions. Local institutions, such as those
based on the Shuang village cadres’ social net-
works, controlled the entire process of privati-
sation, leaving nothing to the free market or
open competition.

 

Concluding remarks

 

The transformation from plan to market in
Shuang village has gone through two distinc-
tive stages: first when enterprises were cadre-
dominated, and second when enterprises were
turned over completely to private ownership.
Outright privatisation in 1998 marks the point
between them.

As reforms began to bear fruits, local elites,
cadres and corporate elites appeared less will-
ing to share fruits of their enterprises with the
community administrations and villagers. They
took steps to claim income rights from the
local governments, the original legal owners,
while at the same time keeping it away from
the workers and villagers. Even worker-stock
holders played a marginal role, with little  say
in how shareholding was carried out. The
privatisation in the late 1990s and early 2000s
saw the collective ownership undervalued
and diluted. The fundamentals of the process
of privatisation did not rest on traditional cap-
italist values of free trade and open bidding,
but were instead completely contained by the
village clique. The process was locally based,
taking on the characteristics of crony capital-
ism, in which an elite few establish a closed

network for the imparting of wealth to each
other for reciprocal favours, all at the expense
of the state and the populous.

The process of property rights conversion
could be achieved mainly because deliberate
under-capitalisation had been used to reduce
the proportion of collective shares. Other stud-
ies on TVEs in the mid-to-late 1990s in Jiangsu
and Shandong also report the privatisation
process actually better served the interests of
some agents, mostly township governments
and enterprises managers, than ordinary
workers and villagers (Ho 

 

et al

 

., 2003). As a
result, a legal separation of village administra-
tion and enterprises emerged. There is a diver-
gent trend between corporate leadership and
political leadership. However, those who posi-
tion themselves in the village administration
and enterprises have been the same group of
specific families and individuals. Economic
expansion and privatisation created ample
returns and autonomy for private entrepre-
neurs, but did not lead to reductions in cadres’
income advantage and administrative power.
Being stripped of property rights on village
enterprises following privatisation, village
administration became much more anxious to
secure adequate revenues from other sources.
It pushed local authorities to formalise a legal
rent-generating structure.

At the same time, the transfer of under-
valued corporation property rights signals the
rising power of local elites and declining con-
trol from above. Local elites derive their power
from political positions and clique networks
centred on particular local leaders. Village
enterprises were profitable for the people who
controlled them. And the people who con-
trolled them controlled the village. One visible
consequence of the transformation is the shift
from bureaucratic coordination in the govern-
ment hierarchy toward networks in a locality,
rather than toward a Western-style capitalist
economy.

In the once-collective village in southern
Jiangsu, personal finances remained more
than comfortable compared to the past, but
village finances had already begun to deterio-
rate. On the surface, a heavy debt burden
weighed down on village enterprises for
which the village government guaranteed
their bank loans. The village’s book of net
assets would turn to a painful loss if enter-
prises’ unpaid bank loans were considered.
Nevertheless, ignoring these loans meant the
village still had much cash to spend. As a new-
generation village head put it, “In our village
the richest people have more money than they
can spend, and more debt than they can pay!”
Two distributional consequences are emerging
and noteworthy. One is that workers have
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largely been disenfranchised in the property
rights transformation. As the local economy
thrives, elites retain the lion’s share of the ben-
efits. If and when the economy slows, workers
may be laid off or fired. If so, it would add a
much more volatile situation to the locale
because farming land is no longer available to
villagers as it has been shifted to industrial
use. However, villages in southern Jiangsu
have not yet experienced such a crisis. The
village administration actually uses its land
ownership to collect a substantial amount of
revenue to support the village’s infrastructure
and social services, and certainly for the
cadres’ benefits.

 

Notes

 

1. For more detailed information on this village, see
Chen (2004).

2. As of 2001, Jiangsu had 1404 parks developed by
various levels of governments in which 1071 or
76 per cent were operated by township govern-
ments. Village-run parks are not common and
not officially counted (Jiangsu Provincial Gov-
ernment, 2001).

 

References

 

Chen, C.-J. J. (2004) 

 

Transforming Rural China: How
Local Institutions Shape Property Rights in China

 

.
London: Routledge.

Dong, F. (2002) Wenzhou moshi de jicheng yu tigao
(The Inheritance and Advance of Wenzhou
Model), 

 

Zhongguo Jingji shibao (China Economic
Times)

 

, 8 January.
Ho, S. P. S., Bowles, P. and Dong, X. (2003) Letting

Go of the Small: An Analysis of the Privatisation
of Rural Enterprises in Jiangsu and Shandong,

 

Journal of Development Studies

 

, 39, 1–26.
Huang, S.-M. and Odend’hal, S. (1998) Fengjia: a

village in transition. In A. G. Walder (ed.) 

 

Zouping
in Transition: the Process of Reform in Rural North
China

 

. Cambridge, Mass.: Harvard University
Press, pp. 86–114.

Jiangsu Provincial Government (2001) Xiangzhen
qiye yuanqu fazhan qingkuang fenxi (An analy-
sis on the development of TVE park in 2001).
http://61.155.107.237/ArticleDetailSearch.aspx?
Article_ID

 

=

 

118 (accessed 21 October 2003).
Li, A. (1998) Sunan moshi de zaizao yu chanquan

zhidu de chuangxin (The Rebuilding and Innova-
tion of Property Rights Institutions of Sunan
Model), 

 

Xiangzhen Qiye (Township and village
enterprise)

 

, 3, 8–9.
Li, H. and Rozelle, S. (2003) Privatizing Rural

China: Insider Privatization, Innovative Con-
tracts and the Performance of Township Enter-
prises, 

 

China Quarterly

 

, 176, 981–1005.
Lin, N. and Chen, C.-J. J. (1999) Local elites as offi-

cials and owners: shareholding and property
rights in Daqiuzhuang. In J. Oi and A. Walder
(eds) 

 

Property Rights and Economic Reform in China

 

.
Stanford: Stanford University Press, pp. 145–170.

Oi, J. C. (1999) 

 

Rural China Takes off: Institutional
Foundations of Economic Reform

 

. Berkeley: Univer-
sity of California Press.

Oi, J. C. and Walder, A. G. (eds) (1999) 

 

Property
Rights and Economic Reform in China

 

. Stanford:
Stanford University Press.

 

Suzhou tongji nianjian 

 

(Statistical Yearbook of
Suzhou) (1995) Beijing: Zhongguo tongji
chubanshe.

 

Suzhou tongji nianjian 

 

(Statistical Yearbook of
Suzhou) (1997) Beijing: Zhongguo tongji
chubanshe.

Walder, A. G. (2002) Markets and Income Inequality
in Rural China: Political Advantage in an
Expanding Economy, 

 

American Sociological
Review

 

, 67, 231–253.
Whiting, S. H. (2001) 

 

Power and Wealth in Rural
China: The Political Economy of Institutional Change

 

.
Cambridge: Cambridge University Press.

 

Zhongguo xiangzhen qiye nianjian

 

 (Yearbook of Chi-
nese Township and Village Enterprises) (1997)
Beijing: Nongye chubanshe, pp. 3–9.

 

Chih-jou Jay Chen

 

 is Assistant Research Fel-
low of the Institute of Sociology at Academia
Sinica, Taiwan. He is the author of 

 

Transform-
ing Rural China: How Local Institutions Shape
Property Rights in China

 

 (Routledge, 2004).

http://61.155.107.237/ArticleDetailSearch.aspx?

