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All over Guangdong Province, once the sun
goes down, people are on the move.

AHIDDEN ECONoMY of very substantial size exists in the Chinese
countryside, lying beyond the reaches of state plans and official
statistics. At its outermost margins, this hidden economy includes black-
marketing and criminal activities. But most of the hidden economy has
tended to occupy a considerable “grey” zone of semi-legality: though
illegal on paper, it has been important to the rural economy’s smooth
functioning and, therefore, has been openly tolerated by the authorities.
At the same time, however, government policy has shifted over the
years, depending upon the leaders’ priorities of the moment. During
radical periods like the early 1970s, many of the peasantry’s undertak-
ings became ideologically unacceptable and were forced underground;
the grey zone was narrowed. Since the re-emergence of Deng Xiaoping,
however, with China’s economic development now receiving top priori-
ty, many of these same activities have been allowed to resurface—and
the grey economy permitted to expand.

Our discussion in this article will span this decade-long shift of
government policy. We shall examine, in turn, agricultural production;
the marketing of farm produce; the sales of village-factory products; the
procurement of needed goods; and peasant labor outside the villages.
For each of these major spheres of economic activity, we shall describe
those activities which the government considers perfectly legal, those
which normally occupy the “grey” sector of the economic spectrum, and
those which edge off into the “black.” Through this examination, we

* This paper was initially prepared for a conference on the second (hidden) economy
of the U.S.S.R., held January 1980 at the Smithsonian Institute, Washington, D.C. In a
longer version, it will be included in Gregory Grossman, ed., Studies in the Second Economy of
the Communist Countries (Berkeley: University of California Press, forthcoming).
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hope to bring new light to bear on some of the policy dilemmas currently
faced by the Chinese government.

Our analysis is based on Chinese documentation and the accounts of
emigrants who left China from the mid-1970s through the early 1980s.
During three visits to Hong Kong—in 1975-76, 1978, and 1982—we
had an opportunity to interview two dozen emigrants from Chen
Village, Guangdong Province.! Interviews were also conducted with
emigrants from close to a dozen other Guangdong villages; and peasants
from three of these villages were able to give us detailed accounts of
hidden economies in their own communities. Most of the examples in
this article come from Chen Village and these three other communities.
By the standards of Guangdong Province,> Chen Village stood slightly
above average in prosperity in the 1970s, as did Wei Pond, the second
village. Ling Hollow, the third, was rather poorer; and Lee Family
Village, the fourth, was a destitute mountain hamlet struggling to
maintain subsistence living standards.

AGRICULTURAL PRODUCTION AND SALES QUOTAS

After the failure of the Great Leap Forward, China’s leaders realized
the peasants had to be given a material stake in the productivity of the
collective sector. Accordingly, in 1961-62, relatively small production
cooperatives were established, composed of some ten to fifty neighbor-
ing families. Called “production teams,” they have possessed a fair
degree of independent authority. The peasant households collectively
have owned the land, elected their own team leaders and shared in the
harvest proceeds, with each team member paid according to the value of
the labor he or she has contributed. But, because the teams are
cooperatives, the peasants have known that their standard of living
depends largely upon the overall team income. As a consequence, team
members sometimes have conspired as a group to hide a part of their
team’s production from the state.

Peasants are reacting to a system of production quotas which the state
plan annually sets for the major grains and commercial crops. Provinces
divide quotas among counties, which in turn apportion quotas among

! Our methodology is described in Anita Chan, Richard Madsen and Jonathan Unger,
Chen Village: The Recent History of a Peasant Community in Mao’s China (Berkeley: University
of California Press, forthcoming). We would like to thank Professor Madsen for his
permission to use, in this paper, material from our joint project.

? Our estimates are based upon data from William Parish and Martin Whyte’s sample of
63 Guangdong villages, acquired through interviewing in Hong Kong. See their Village and
Family in Contemporary China (Chicago and London: University of Chicago Press, 1978),
p- 53.
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communes. Each winter, at a conference at the commune seat (the local
market town) team quotas are hammered out for the following year.
These annual quotas have obliged teams to concentrate on providing the
cities with stable supplies of basic foodstuffs and industrial raw materials
at fixed low prices. Such quota procurements have constituted a consid-
erable part of rural production: as of the mid-1970s, for example, the
quotas in Chen Village comprised about.a third of a team’s rice-yields,
plus a sizeable share of a team’s peanut and sugar-cane crops. Except in
years of crop failure, a team had to meet such quotas before it could
distribute any basic foodstuffs to its own members.>

The low price offered for quota-grain generally has been resented by
peasants. What has irked them even more, however, has been their
inability to keep more grain for home consumption. The problem has
been especially acute in poor areas. After selling quota-rice to the state,
peasants sometimes found they had to buy back grain on the black
market at double or triple the price. In these poorer villages, the
peasants understandably have tried to sell as little of their grain as
possible to the state. Throughout the 1970s, residents of Ling Hollow
and Lee Family Village—the two poorer communities in our small
sample—consistently hid as much as they could from the eyes of officials.
They kept secret the locations of some of their mountain fields, reported
good grain as having been spoiled, handed in wet grain in the place of
dry, and laboriously falsified their account books.

The government itself complained in 1980 that it was common for
teams not to report the new lands they opened up—but villages never
failed to report the loss of land to new roads, reservoirs, or buildings.
Thus, in China as a whole, “the reported amount of cultivated land
currently is diminishing year by year.” Beijing estimates that a great
many teams conceal as much as twenty per cent or more of their land.*

All of these various types of cheating must, of course, be done
collectively, and with the connivance of Party members and village
leaders. In Lee Family Village, the poorest of the four villages, it was
reported:

Our team secretly distributed a hundred kilos of rice to each of us before the
team handed in anything to the government. The team heads gave us a lot of
instructions, very detailed, to cover up the discrepancies . . .. If we were ever

questioned by higher-level cadres coming down, we were to say that we only had
15 kilos per month on the average. The big charts up at the team office showing

3 A Guangdong team could retain quota-grain only when the average team member
would otherwise have been left with less than the peasants’ guaranteed grain cushion of 15
kilo§rams (33 pounds) of grain per month.

Guangming Ribao (Beijing), March 20, 1980, p. 2.
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the grain rations of each family were for outsiders only . . . . The team kept two
separate account books, one real, one false.

Needless to say, this “hidden” grain is not included in the Chinese
government’s data on national agricultural production. To this extent,
scholars probably have underestimated total grain production and per
capita levels of consumption in China.

It seems from interviews that grain concealments of this type have
been more common in small isolated hamlets than in large village
settlements composed of several production teams, partly because rival
teams may not trust each other to keep secrets. A more important
reason, however, is that most large settlements are in the better-off delta
and plains areas, and can therefore produce enough to retain a grain
cushion even after their quota deliveries. Since such villages do not
desperately need to hold back grain, the upper administrative levels
scrutinize their books much more carefully. In the poorest districts, the
officials must take into account the peasantry’s plight and seem to look
the other way even when the teams engage in fairly clumsy machina-
tions. People in Ling Hollow and Lee Family Village felt secure in
regularly committing transgressions that members of a more prosperous
community like Chen Village would not even have contemplated at-
tempting.

Throughout the 1970s, in fact, there does not seem to have been a
single case of a Chen Village team hiding any of its grain output. The
concerns of these teams instead revolved around efforts to resist the
urgings from higher-level officials to sell more of the teams’ above-quota
grain to the state. When these more prosperous teams very occasionally
did try to bend government regulations, it involved attempts to diversify
their agriculture secretly away from grain production and into crops like
vegetables or peanuts which fetch better prices. The Chen peasants
considered these incursions on the team’s grain fields as merely making
good business sense, whereas the state used to denounce such practices
as “capitalist roading.” The local Party officials had to try to control the
agricultural production teams in these occasional games of hide-and-
seek.

Since 1979, under the liberalization program of Deng Xiaoping’s
administration, some teams, especially in poorer districts, have been
allowed—or even been pushed by the government—to parcel out the
fields among their constituent households and to hand over to the
families all major responsibilities for production.’ By the close of 1981,

* While in some villages the peasants were happy to go along with this program, in
others there was strong opposition. Two interviewees report that government officials in
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some thirty per cent of China’s teams had gone that route. As all
production teams must still provide quota-grain to the state every year,
each household is now responsible to the team for fulfilling quotas on
the fields they have been allotted. Chinese newspapers complain that
some of these families are stubbornly attempting to evade the quota
sales.® The government, in trying to combine economic liberalization
with its old system of crop quotas, finds itelf in a serious dilemma.

MARKETING FARM PRODUCE

The government has faced much the same dilemma in its rural
marketing policies as it has in its policies toward agricultural produc-
tion—how to exert economic controls without alienating peasants and
team cadres or dampening their incentives to produce. As will be seen,
the mixed success the government has achieved in this regard has again
been at the price of a very large hidden economy.

In a system borrowed wholesale from the Soviet Union, all rural
products have been divided by the state into three categories: (1) Class I
commodities, where sales are completely controlled by the state. In the
1970s, these included grain and vegetable oil in most rural districts.
Class I commodities may not legally circulate in the free market. (2) Class
IT commodities, where the state sets delivery quotas, but where the
product legally can be sold in the free market once the quotas have been
fulfilled. This category usually has included the peasants’ privately
raised pigs and poultry’ and certain collective subsidiary crops like
sugar-cane. (3) Class III commodities, which are not subject to any
quotas and can enter the open market freely. In most districts, these
include vegetables and handicrafts.

The state’s purchasing depots try to compete against China’s 33,000
commune-town peasant markets for Class III commodities and above-
quota products in Class II. Since the prices the state is willing to offer
normally have been lower than the free-market prices, it has had to
resort to alternative means to keep its terms competitive. For instance,

1981 literally had to force their teams to divide up the property and equipment. The
peasants there had calculated that productivity would be higher and their livelihoods more
secure if they continued to work together collectively.

¢ Nanfang Ribao (Canton), January 4, 1982, p. 4.

7 Throughout the 1970s, for example, in Chen Village’s marketing district each family
annually was required to sell to the state not only one private pig but also two chickens, one
goose, and a kilo of eggs. In 1980, Guangdong province abolished the poultry quotas, but
the quota on hog sales remained intact. Through imposing such a quota, the government
consistently has obliged peasant households to participate in private production—for any
household which had not privately raised a pig would have to buy one from a neighbor in
order to sell it at a loss to the state.
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