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ABSTRACT

SOCIETY, INDIVIDUAL ABILITY, AND MOTIVE
By

Wei Chen

The rapid growth of Chinese rural enterprises since the late 1970s was a great
opportunity for scholarly investigations on societal development and human behavior
since a great variety of changes occurred in a short period and at a huge scale. Through
analyzing how the actions of Chinese rural entrepreneurs in business operation were
affected by environmental and personal conditions and how their actions affected changes
in Chinese society, this study intends to shed lights on the causes and processes of
societal change, economic development, and human behavior. It adopts a balanced and
integrated perspective of investigation in which the impacts of environmental and
personal conditions on societal changes and human behavior were equally emphasized.
Chinese rural entrepreneurs become the focus of this study because they are the key links
of all other critical conditions of development.

This study is based on data collected through my one year field work from July
1994 to June 1995 in China, primarily from three main research sites: Jinjiang City,
Wuyjiang City, and Tongliang-Dazu. These three sites differed substantially in term of
natural conditions, level of economic development, local government policies toward
rural enterprises, and other conditions. Through interview, survey, and documentary

research, qualitative and quantitative data were collected on the personal characteristics



of rural entrepreneurs, conditions of Chinese society and research sites, relevant historical
events, and business performance of individual companies.

There are three major findings. 1) Supporting the central theorem that a societal
phenomenon is the result of people’s actions and human behavior is jointly determined
by environmental and personal condition, the data show that individual characteristics
and the conditions of business environment determined the behavior of rural
entrepreneurs and the performance of their companies. Collectively, their actions
contributed greatly to the success of Chinese rural enterprise. 2) The development of
Chinese rural enterprises follows an evolutionary and progressive process in which the
development of one stage was always built on the previously prepared conditions and its
outcomes became the conditions for the next stage. 3) Personal and environmental
conditions affected the actions of rural entrepreneurs in interactive and interdependent
manners. While the actions of rural entrepreneurs were affected by various factors, the
outcome of their actions changed the conditions of those factors and created new business
environments in which they were required to modify their actions for further
development.

This study also produced supportive evidence for several theoretic propositions
regarding economic development and human behavior, such as the positive impact of n
Ach on entrepreneurial activities (McClelland, 1961) and the joint impact of personal and
environmental conditions on human behavior (Lewin, 1935). A new approach of
assessing personal characteristics in predicting individual behavior and performance, the
affective measure of Need for Achievement, was tested in this study and the findings

supported its criterion-related validity.
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Chapter One

Introduction

As the world is preparing for the approach of year 2000, it becomes clear that the
rise of Chinese economy since early 80s is one of the most profound phenomenon in the
twentieth century. With few exceptions, both domestic people and foreign visitors were
impressed by many easily visible signs of a drastically improved economy, such as newly
built world-class hotels, commercial buildings, shopping centers, and luxury apartments
and condos. These new buildings are mushrooming in the major cities as if they come to
life by magic power. People may be surprised that they could have difficulties to find their
way home in a place they lived for many years, even if they left that place for only a few
years. Numerous construction projects often changed the outlook of a place beyond
recognition.

While impressed by the rapid changes, driven by either practical concerns or
intellectual curiosity, many questions are raised about the changes in the Chinese society.
For instance, what are the causes of the economic miracle? Where does the energy for
growth come from? What are the conditions for the success of Chinese economy? Are
there any unique individual characteristics of Chinese people that are important to
understand the changes? Can existing theories of various disciplines reasonably explain the
economic growth in China? Does the development of China follow the similar rules that
characterized the development in other countries? Does Chinese people acted similarly as

people in other countries do in economic activities? Are there any important issues that



people have not been aware of in explaining economic development and individual
behavior? Does the changes in China provide people with new information that can
improve our understanding of economic growth and individual behavior. What profound
impacts of a rising China will have on the future of the world? What are the implications of
changes in China to the development of other countries?

This study is to answer some of these questions. As indicated by the title, it
investigates the economic success in China through analyzing the impact of societal
conditions and individual characteristics of Chinese people. I am particularly interested in
issues such as human behavior and economic development, the conditions of Chinese
society and their impacts on what had happened in China, and the general rules of
economic development that can explain changes across different societies. These emphases
reflect my long-held belief that any societal change is the results of people’s action under
certain environmental conditions. To understand changes in a society, we not only need to
investigate the conditions of that society, but also and equally important to analyze the
conditions of people in that society. People conditions primarily refer to people’s desires
for change, which are the energy and driving force of their actions, and people’s
capabilities to produce the expected changes.

Furthermore, I also believe that to truly understand the recent economic success in
China, people have to look beyond the shows in major cities and focus attention on what
has happened and is happening in the vast countryside. After all, the growth of Chinese
rural economy supports and sustains the nation's economic miracle since 1978, when the

economic reform started. This study specifically focuses on one phenomenon in Chinese



rural areas: the success of Chinese rural enterprises. The rapid growth of non-agricultural
production in Chinese rural areas since late 1970s had profound impacts on Chinese
society. The changes caused by rural enterprises were evident even to those who were not
familiar with rural China. For instance, many factories that had been set up in the previous
farmland created a new rural landscape that was completely incompatible with the
traditional image of rural areas. That many peasants had turned themselves into industrial
workers or business leaders almost overnight surprised people who would view rural
people as reactive and conservative to changes. The goods produced by rural enterprises
reached almost every corner of the world. Once regarded by the Chinese government as a
supplemental element to rural economy, Chinese rural enterprises now account for about
half of the nation’s economy. The phenomenon of Chinese rural enterprises shattered many
conventional views on rural economy, rural people, rural culture, and pattern of economic
and social development.

Although the development of rural enterprises occurred in rural China, this
phenomenon involved almost every section of Chinese society. The massive participation
of Chinese rural people is an distinctive feature of this phenomenon. Nonetheless, the
contributions from people of all other life avenues are critical to the success as well. The
rapidly increasing importance of rural enterprises in China’s economy and its
comprehensive coverage of social groups makes this phenomenon a good case to
investigate the impacts of societal conditions and individual characteristics on economic

development. In a narrow sense, Chinese rural enterprises provide people with a window to



understand the recent economic success in China. This is also a great opportunity to study
social and economic development in general terms.

In analyzing the development of Chinese rural enterprises, several stances will be
taken in this study. First, I would argue that Chinese rural people's initiative was a direct
causes and a major source of energy for success. Second, the interplay between the societal
conditions and individual characteristics of rural entrepreneurs is critical to reveal the
secrets of success because the actions of entrepreneurs are the key links of various critical
elements in business operations, such as government policies, labor, technology, and other
resources. Third, as a societal phenomenon, Chinese rural enterprises took place in an
environment with many unique social, political, economical, and cultural conditions. Those
conditions caused some unique features of this phenomenon. Nonetheless, the basic rules
of economic growth and human behavior, that characterized the changes in other countries,
apply in China as well and can be used to guide the investigation. Fourth and more
importantly, to achieve a comprehensive understanding of this phenomenon, a holistic
approach has to be taken in which the relationships between and impacts of critical factors
are investigated simultaneously and systematically.

This study is primarily based on the qualitative and quantitative data collected in
1994-1995 in three main research sites: Jinjiang City of Fujiang Province, Wujiang City of
Jiangsu Province, and Tongliang and Dazu Counties of Sichuan Province. Figure 1.1
shows their locations in China. These data were developed through survey to and in-depth
interview with rural entrepreneurs, local officials, workers, scholars, and other people. The

three main sites are selected because they contrasted sharply with each other in the
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development of rural enterprises, local economic conditions, local government policies and
actions toward rural enterprises, geographic location, and other characteristics. In Chapter
Eight, the criteria of selecting research sites for quantitative analysis will be discussed in
detail. Appendix A provides a brief description of these three sites. Qualitative data were
also collected from Yueyan City and Miluo City of Hunan Province, Taicang City of

Jiangsu Province, Tong County of Beijing City, and other places in China.

1. The phenomenon of Chinese rural enterprises: Countryside surrounds the city,
again.

For people who have the basic knowledge about the history of the Chinese
Communist Party (CCP), the current situation in China can easily remind them of Mao
Zedong's famous étrategy for Chinese revolution: "Establishing base in rural areas,
surrounding the city from rural areas, and finally take over the cities by military power."
(Mao, Vol.5, 307) The success of Chinese revolution is characterized by taking the power
in rural areas first and then with the support of rural people, winning over the whole nation.
From a historical perspective, the achievement of the CCP during the revolutionary war
period can be viewed as the first wave that the changes in rural areas finally overwhelming
the whole nation. Now it comes the second wave of the same kind. The actions from
countryside have been once more changing the nation fundamentally in 1980s and 1990s.

The rapid growth of Chinese rural enterprises since late 1970s’, particularly after
1984, is in many ways a striking and unique phenomenon. This phenomenon is striking

because of its unprecedented growth rate of averaging 30% between 1985-1990 and 40%



between 1990-1995 (FPD, 1996). They also played a critical role in Chinese economy. The
industrial output and value of export by rural enterprises were over half of the nation's total
in 1994 (Jiang et al., 1995:2). At the time when this study took place, it is the fastest
growing and the most dynamic sector in the nation's economy. In 1998, facing the
difficulties caused by the Asian financial crisis, the Chinese government struggled to assure
8% annual growth rate of the nation’s economy. Nonetheless, the projected growth rate for
rural enterprises was 18% (People’s Daily (overseas edition), 9,26,1998, page 1). Table

1.1, 1.2, and 1.3 summarize the major statistics of Chinese rural enterprises and the
national economy since early 70s.

This phenomenon is unique because it resembles few previous patterns of social
and economic development. As what happened in the developed countries and is
happening in many developing countries, economic development is always accompanied
by rapid urbanization at the expense of rural areas. The situation in China before the
economic reform followed this pattern as well (Han, 1993). Many practices adopted by the
government extracted heavily on rural areas to support the development of urban areas, for
instance, the monopoly purchase of agricultural products at the government regulated
prices, excluding the economic activities in rural areas from the state planning except for a
few major agricultural products, the tilted investment policy which was in favor of urban
areas, and "the scissors difference (low purchase price for agricultural products and high
sale price of industrial products to rural areas)." These practices created a dual economic
structure in Chinese society that is characterized by a relatively modemn urban economy

with a backward rural economy (Dong, 1992; Sigurdson, 1977). In contrary, Chinese rural



enterprises present a pattern that the nation's economy grows while rural areas are
developed.

Besides the exceptional business performance, Chinese rural enterprises are
characterized by the popular participation of rural people at a massive scale and a broad
coverage of geographic areas. This phenomenon is extraordinary in many aspects. In 1995,
there are more than 150 million people employed by this section (See Table 1.1). Chinese
rural enterprises exist almost everywhere in the nation. Their productions cover almost all
industrial sectors except for energy (Liu, 1990). The massive scale of this phenomenon is
the solid material base to assure its importance in China.

The phenomenon is striking also because the great progress is achieved by those
commonly viewed as conservative rural people in backward rural areas. In popular view,
rural people are less open to change and improvement. New ideas and innovations are
difficult to penetrate into rural areas. Thus, rural people tend to be the barrier rather than a
driving force of progress. During 80s, it was a popular topic among the reform intellectuals
in China to complain about the vast countryside as the main reason that China lagged
behind the Western nations. A once very popular TV series, Heshang (Su & Wang, 1988),
is a good example in this regard. It contended that the Western ocean (blue) culture had to
replace the agricultural tradition (the yellow culture) if China wanted to modemnize itself.
The burst of energy from Chinese peasants, either politically or economically, was
considered as destructive rather than constructive (Wan, 1991). In the West, the contrast

between rural and urban is also the synonym of traditional vs. modem (e.g.. Inkeles, 1966).



The sharp contrast between the reality and people's perceptions and scholarly assertion
makes the phenomenon even more striking.

As the consequence of economic success, Chinese rural enterprises become the
main channels for rural people to extend their influences into the center of Chinese society.
Traditionally, they were always at a marginal position in the society. Few would pay
attention to what is happening in the countryside. Now, the impact of their success can
even be experienced in the other side of the world as well. I will not be surprised if an
American friend finds out that the toys distributed with kid meals at McDonald or Burger
King are produced by Chinese rural enterprises. I am also not surprised if someone says
that every American family more or less possesses something produced by Chinese rural

enterprises.

Inter-regional disparity of development

It is necessary to point out that the success of Chinese rural enterprises is not
equally impressive across the nation. Significant inter-regional disparity does exist. It is in
fact a major characteristic of development. The seventh Five Year Plan of national
economy and social development by the central government (1986-1990) divided China
into three economic regions: the East, the Central, and the West (Yu & Huang, 1991:173).
Figure 1.1 shows the geographic coverage of the three regions. For the development of
rural enterprises, the eastern, or the coastal region as it is usually referred to, is the most
advanced; the western region is the least advanced; and the central region in between is in a

middle position. One example clearly indicates the dominant position of the East region in



this regard. In 1992, all 12 counties with output value of rural enterprises over 10 billion
Renminbi Yuan were located in the coastal region. 159 out of the total 190 counties with
the output value over two billion Renminbi Yuan were also in the coastal region. Those
159 counties accounted for 42.5% of total output value of rural enterprises (People's Daily,
5/29/1993). Table 1.4 compares some major economic indexes across the three regions.

The disparity in the development of rural enterprises is responsible for the major
portion of increased economic gaps between these regions since the economic reform
started. Singh et al. (1993) found that once the effect of the non-state industry is controlled,
the growth gap between the East (excluding Guangdong and Fujian Provinces) and inland
provinces disappears. The non-state industry were primarily rural enterprises. They further
indicated that it was the size of the non-state sector that explained the regional disparity.

Several social and economic problem are aggravated by the development disparity
between three regions. The inland provinces, especially those in the West region, are in
shortage of capital and quality human resources. The rapid development in the coastal
region aggravates the situation by increasing the outflow of capital and human resources
from the central and the West regions. It weakens the capacity of economic development in
the resource rich Central and West regions. The increasing economic gap also intensifies
the tensions between the regions. The migrating population from the inland provinces to
search work in the coastal region creates or intensifies various social and economic
problems, for instance, heavy pressures on transportation systems, undermining

government effort of family planning, and increasing crime rate.
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To narrow the development gaps between the East, the Central, and the West
regions, Chinese government has set forth a series policies to promote rural enterprises in
the Central and West regions. For instance, in 1992, a working meeting was organized by
the State Department to speed up the development. In March 1993, the State Department
issued a special document for this purpose which promised financial support, encouraged
the participation of the coastal region, and allowed more economic autonomy to the inland
provinces (People's Daily, 3.1.1993).

A good sign was that the gaps in terms of growth rate of rural enterprises between
these three regions reduced significantly in recent years. A government report shows that
from 1986 to 1990, the average growth of sale for the East, the Central, and the West were
46.4%, 57.2%, and 54.6% respectively. In 1995, the output value of rural enterprises in the
coastal region was 66.8% of the national total, down from the 1990 level of 74.5% (FPD,

1996). Nonetheless, the disparity will remain for a long time.

2. Describing the phenomenon: What are Chinese rural enterprises?

It is difficult to draw an accurate definition of Chinese rural enterprises. This is an
extremely diversified phenomenon in many aspects, such as ownership, location, size,
business type, and technological sophistication. Nonetheless, there are some key characters
that can help people to form an overall picture of this phenomenon. The following
discussion will be divided into three parts: the change of official term and implication,
three key features that characterize rural enterprises, and manufacture enterprises as the

main body of the phenomenon.



From "Shedui Qiye" to "Xiangzheng Qiye": Shift of official terms and implications.

In China, before 1983, rural enterprises were officially termed as "Shedui Qiye". Its
verbatim English translation is "commune and brigade enterprises." This term reflected the
fact that these enterprises were established, operated, managed, and owned by communes
and brigades. The commune system was established throughout the countryside in 1957
and abolished in 1983 (Yu & Huang, 1991). It is a three-tier system and consists of three
administration levels. Within the system, a commune is at the highest level, followed by
brigade, and then production team. The main economic activities of a commune are
agricultural production. Non-agricultural enterprises established within a commune have to
serve this main purpose by provide capital, equipment, technical support, and other supply,
such as fertilizer, to agricultural production.

After the abolition of commune system, the government started to use "Xiang-
Zheng Qiye" in 1984 to describe rural enterprises and this official term is still in use today
(Yu & Huang, 1991:548). It is difficult to find verbatim translation of "Xiang-Zheng Qiye"
in English. Though "Zheng" can be easily translated as township, there is no proper word
for "Xiang". A Xiang is an administrative equivalence of the previous commune in terms
of its geographic boundary and officially its main economic activity is agricultural
production. In the hierarchy of government system, a Xiang is at the same administrative
level as Zheng. Both are at the lowest level of government system in China. Their officials
are considered state officials. They are assigned to the posts by the higher administration at

Xian (county) level and receive salaries from the state. The officials at levels below Xiang
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and Zheng are not considered as state officials. On other aspects, a Xiang can be very
different from a Zheng. First, the main economic activities of a Zheng do not include
agriculture. A Zheng is usually the regional commercial center for one or several Xiangs.
Second, a Xiang always has a much larger area than a Zheng does. A Zheng is always
located within a Xiang, like a small island in a big lake. For a more advanced Xiang, it may
have several Zhengs within its boundary. Third, the legal residents of a Zheng are not
considered as agricultural population whereas the population of a Xiang is primarily
agricultural. Because the development rural enterprises, many Xiangs have converted into
Zheng recently since agricultural production was no longer their dominant economic
activities.

The shift of official terms has important implications in defining rural enterprises.
First, the new term Xiang-Zheng Qiye expands the scope of rural enterprises. The term
Shedui Qiye only covers enterprises under the jurisdiction of commune. Enterprises under
the jurisdiction of Zheng are not included. The new term covers both types of enterprises.
Second, it provides a simpler cutoff point in classifying rural enterprises. The previous
term Shedui Qiye includes two different administrative levels of government because a
commune is at a higher level than a brigade. By using the new term, only one
administrative level is included. By the new term, all enterprises that are established,
managed, and owned by the people who represent the administrative entities below county
level are rural enterprises. For instance, a company is considered as a rural enterprise if it is
set up by a town, a xiang, a village, or by a family and individuals. However, a company

set up by a county government should not be a rural enterprise.
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This new term also reflects significant changes in government's perception
regarding the relationship between agricultural and non-agricultural production in rural
areas. Grain production used to be the primary activities of rural economy. To assure the
supply of resources for achieving this goal, the government adopted a policy to suppress
non-grain production and prevent any possible divert of resources. Thus, as a regional
commercial center, the economic activity within a Zheng is clearly separated from that of a
commune. This mentality was changed gradually as the policy of over-emphasizing grain
production did not yield the expected outcome. People started to realize the deficiency of
this policy. A Zheng as the regional center of commercial activities is recognized for its
contribution. The shift of official terms can be viewed as a sign that government is

promoting a more balanced and integrated rural economy.

Definition of Chinese rural enterprises.

Chinese rural enterprises are very difficult to be defined by few economic
indicators, such as ownership, size, number of employee, location, and capital investment.
For example, Indian government defines rural industry as enterprises in rural area
(residents less than 10,000) with capital investment of each person not exceeding 15,000
rupee (Jing, 1993). This definition obviously does not work in China for it will only count
very small scale businesses in remote areas as rural enterprises. The reality was that the
capital investment of Chinese rural enterprises may range from several hundred to several
million yuans, or even higher. The location of a rural enterprise could be in a remote rural

area with several hundred residents, or in a medium-size city with a population of over half
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amillion people, or even in a mega-city like shanghai with more than ten million people.
Thus, to define Chinese rural enterprises, a broader perspective should be adopted in which
both economical and sociological characters are considered.

The official term, "Xiang-Zheng Qiye," defines an administrative boundary for this
phenomenon. In addition, according to my observation and discussion with people in China
during the field study, three sets of concept appear to be important in defining Chinese
rural enterprises. These concepts are rural vs. urban people, non-agricultural vs.
agricultural enterprises, and commodity vs. self-sufficient production.

First, in essence, an enterprise is rural because the people involved are rural, not the
location, size, and ownership. A key character of Chinese rural enterprises is that they are
established and operated by rural people. The main body of labor force consists of rural
people. It is more appropriate to use the type of person involved to characterize rural
enterprises. Then the issue becomes how to define rural people in this study.

For this purpose, the term "rural" has to be based on the situations of Chinese
society before 1978. In recent years, due to the rapid development of rural enterprises,
agricultural production is no longer the dominant economic activity in many areas.
Consequently, those areas have converted to city status. For the three main research sites,
Jinjiang and Wujiang attained city status in 1992. When I was in Tongliang and Dazu in
1995, there were plans to convert those two counties into city status but that did not
materialize. Though Jinjiang and Wujiang had achieved city status, in both popular

perception and government statistics, the enterprises established by people in those areas

are still considered as rural enterprises. In this study, all places that did not have city status




before 1978 are considered as rural areas. Also, the suburbs of cities before 1978 are rural
areas too. The resident status is the main criterion to classify people as rural or urban. One
1s considered as rural if he/she does not have a permanent city resident status. The first
component of definition refers to all enterprises established by the people who do not have
legal residential status in the pre-1978 urban areas in China.

Second, rural enterprises emerged as a new economic sector in rural areas are
different from the traditional agricultural production. The term agricultural production
refers to not only grain production, but also fishery, animal husbandry, forestry, and other
sectors of primary goods production. The second component refers to enterprises that are
not directly involved in producing primary agricultural goods. Therefore, a chicken farm, a
fish farm, or a tree farm cannot be called as rural enterprises. But a factory that processes
agricultural products is a rural enterprise, such as producing smoked or salted chicken,
canned fish, or wood products.

Third, for an economic entity to be called a rural enterprise, it has to primarily
engage in commodity production. This requirement is to differentiate rural enterprises from
the traditional family sideline production activities in rural areas. Family sideline
production has a long history in Chinese rural areas (Fei, 1989; Kong, 1993). It is an
important income source for rural people. These activities, however, are mainly
supplemental factors to the traditional self-sufficient agricultural production. People sell
what is left after consumption and produce when they have time. Though family sideline
production has an important impact on the development of rural enterprises, this type of

activity should not be called rural enterprises. The third component refers to economic

16



entities that primarily engage in commodity production. Combining these three

components plus the official term, a Chinese rural enterprise is defined as the following:

Definition: Chinese rural enterprises are the business entities established and
operated by rural people, who either represent the interests of government agencies
below county level or private interests, and are primarily engaged in non-agriculture

commodity productions.

In terms of this definition, the concept of Chinese rural enterprises covers an
extremely diversified body of business entities. For instance, there are at least six types of
ownership that can be identified: A township owned, a village owned, joint-family
ownership, single family ownership, joint-venture with overseas capital, mixed ownership
(community and private jointly owned), and individually owned. The size of a company
also varies significantly, ranging from two or three employees to several thousand labor
workers. Also, Chinese rural enterprises cover a comprehensive range of production. For
manufacturing enterprises, their production activities have significant presence in almost

all major industrial sectors, except the energy sector (Han, 1993).

A narrower understanding: The manufacturing sector of rural enterprises.

Besides the conceptual definition, a narrower understanding of Chinese rural
enterprises is worth of mentioning here. In government statistics, rural enterprises are

classified into eight categories: agricultural, industrial, construction, transportation,
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commercial, restaurant, tourist service, and others. However, in terms of popular
perception, people mainly pay their attentions to the industrial sector of this phenomenon.
To a significant extent, rural enterprises are in fact the synonymous of rural industrial
enterprises. In all counties I visited, it is very natural for local officials to show me various
manufacturing companies as rural enterprises. Occasionally, on our way to some factories,
they would point at some hotels or department stores and tell me that those were set up and
operated by rural people. But I could sense the marginal positions of these service
businesses in their perceptions of rural enterprises. This impression was enhanced in my
talk with the people of all life avenues in China.

The high visibility of the industrial sector of Chinese rural enterprises can be partly
attributed to the fact that it is the largest sector according to many business indicators, such
as output value, assets, profits and taxes (See table 1.1). Another important factor is that
they have stronger rural connection than enterprises in other sectors do. Almost all
manufacturing enterprises are located in their home communities where the entrepreneurs
were born or lived for long time. They rely heavily on local communities for land, labor,
initial capital investment, social network, government support, and in many cases raw
materials and markets. They are the foundation of local economy in terms of revenue and
employment opportunity. In comparison, for enterprises in other sectors, such as
transportation, construction, and service, many of their business activities are conducted
outside their home communities. They rely less on local resources. Apparently
manufacturing enterprises have stronger ties with local communities and therefore are more

"rural."”
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Because of these differences, the functions of rural enterprises to develop rural
economy, absorb surplus agricultural labor at local communities, and avoid putting a heavy
burden on urban centers are mainly fulfilled by manufacturing enterprises. Those are the
main reasons that Chinese government would promote rural enterprises. For instance, a
significant portion of migrating rural people in urban centers is in construction and service
sectors. On one hand, those people are critical for urban development. Nonetheless, they
also put a heavy pressure on Chinese urban centers where the infrastructures are severely
underdeveloped. The labor force in industrial section is relatively less mobile than that in
transportation and construction. Also, not like the people who work in transportation and
construction, the workers of manufacturing enterprises stay in local communities and do
not enter large urban centers.

The employment opportunities generated by manufacturing enterprises are much
more than did other sectors combined. In 1995, the industrial sector employed 76 million
people, whereas the employment in all other sectors are 53 million (FPD, 1996). In more
advanced areas, manufacture enterprises absorb surplus agricultural labor from not only
local community, but also other rural areas in China. It creates a large scale rural-to-rural
migration that is rarely seen in the economic development of other countries. For instance,
the companies of Jinjiang City of Fujiang Province employed more than 200,000
migration workers from other rural areas in 1995 (materials distributed in The Seminar on
Chinese Rural Development, Jinjiang City, Fujiang Province; December, 1994). Shengze
Township of Wujiang City, Jiangsu province also absorbed more than 30,000 people from

other rural areas in 1995 (Figure provided by the officials of Shengze Township). Given
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these features, it is understandable why people focus their attention on rural manufacture

enterprises.

3. Understanding the phenomenon: Perspective of investigation.

The exceptional performance of Chinese rural enterprises and its growing
importance in the nation's economical, social, and cultural systems has made this
phenomenon an attractive target for scholarly inquiry. People try to understand the causes,
driving forces, mechanisms of development, and conditions of success from various

perspective and for either practical or theoretical concerns.

Some perspectives of investigation

One major perspective of investigation is the statism perspective in which the focus
is on how the actions of government, through its policy and administrative power, affect or
determine the course of development. This is a popular perspective in China, particularly in
the official explanation of success that attribute mainly to the supportive policy of the
government (e.g., Yu & Huang, 1991). The works done by the people outside China show
the impact of this perspective as well. For instance, rural enterprises are considered as the
results of the decentralization policy by the government before 1978 and reform efforts
thereafter (Sigurdson, 1977; Zhu, 1991; Gray, 1988; Odgaard, 1992). A different
expression of the statism perspective is to emphasize the personal influence of Deng

Xiaoping. Deng is described as the Chief Designer of Reform in China and widely
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regarded as the mastermind of Chinese reform (China Quarterly, 135:409; 1993).
Naturally, people tend to ascribe to Deng any achievement in the process of reform.

The second major perspective focuses on the role of economic factors to explain the
phenomenon. Economical explanation is underpinned by a fundamental assumption that
human beings act rationally. It assumes that the human actions are determined by the
rational calculation of loss and gain and follow the direction of maximizing gain and
minimizing loss. Given this assumption, this perspective focuses on the economic
opportunities in the society. For instance, the studies that take this perspective identify a
partially reformed economy (Chen et al., 1994, in Findlay et al.), the pressure to transfer
surplus agricultural labor, and limited opportunities in agricultural production (Dong,
1992; Lu, 1988; Du, 1990) as the causes of the development of Chinese rural enterprises.

Cultural explanation is the third perspective. It focuses on the impact of values,
attitudes, and behavioral norms in a society to explain economic development. For
instance, the tradition of commercial activities and the sense of commodity production are
viewed as two important factors that explain the lead of coastal areas in developing rural
enterprises (Gu & Sheng, 1989:21). The experience of modern commercial activities as the
result of the colonial intrusion by the West is listed as an important factor as well. In terms
of cultural perspective, the slow economic development of inland provinces in China is
attributed to the lack of entrepreneurial spirit of local people (Wang & Bai, 1991; Xu,
1992; Ho, 1994).

The list of these three major perspectives is by no means exhaustive. Nonetheless,

they account for a significant portion of study on changes in a society. The research
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findings by the three perspectives share a common character that the success of rural
enterprises is viewed as determined by the factors over which people had little control. The
main body of this phenomenon, 800 million rural people, are excluded from the center of
analysis. In fact, very few studies emphasized the critical contribution of rural people. This
is a significant weakness in the investigation of this phenomenon.

It is understandable that when investigating social and economic issues in socialist
countries, the Western scholars tend to emphasize the role of state. For a long period, the
socialist governments virtually controlled almost all activities in their societies. The actions
of governments are largely responsible for whatever happened in their countries, good or
bad. Chinese government was no exception in this regard before the economic reform in
1978. The situation in China has changed substantially since then. Particularly in rural
areas, the actions of government were no longer the all-power factors to determine the
course of development. In most cases, the changes in rural areas progressed in a manner
that rural people took the initiative and the government followed. For instance, the widely
publicized Household Responsibility System (HRS) was first initiated in 1979 by a group
of peasants in Xiaogang Village of Fengyang County, Anhui Province at a great political
risk (People’s Daily, Xu, 1992). The role of Chinese government is mainly to reduce the
political barriers for the spontaneous development which has been proved to have positive
effects on rural economy, particularly on agricultural production. Given the conditions after
the economic reform, it is no longer legitimate to view the role of state as the foremost

important factor in understanding changes in Chinese society.
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The importance of rural people’s initiative was particularly evident in the
development of rural enterprises. Although most of the changes in rural areas were initiated
and promoted by rural people themselves, Chinese officials rarely admitted in public that
they should not take credits for the achievements. The development of Chinese rural
enterprises is an exception in this regard. In a meeting with a Yugoslav delegate, Deng
Xiaoping indicates: "Generally speaking, our rural reforms have proceeded very fast, and
farmers have been enthusiastic. What took us by surprise completely was the development
of township and village industries. The diversity of production, commodity economy, and
all sorts of small enterprises boomed in the countryside, as if a strange army appeared
suddenly from nowhere. This is not the achievement of our central government. Every year
township and village industries achieved 20 percent growth . . . This was not something I
had thought about. Nor had the other comrades. This surprised us." (People's Daily, June
13, 1987).

By overlooking the initiative of rural people, the economic and cultural
explanations can only reveal disintegrated information that is marginal to understand the
phenomenon. The failure of neoclassic two-sector theory in explaining the economic
development in developing countries is a good example that neglecting people factor can
significantly discount the explanatory power of an economics theory (Gillis et al., 1992).
For in reality, people often don't act rationally. Opportunity for economic gain is not
sufficient to trigger people to act. The over-emphasis on market force to explain economic

development is criticized by others as well (e.g., White, 1988).
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The significant intra-regional variance in the development of rural enterprises
indicates the weakness of cultural explanation. In the advanced areas, for instance, the
Changjiang Delta region, there are several counties are relatively backward compared to
others, e.g., Wujin County in Changzhou City has a significant lead over other counties of
that city. Within one county, some townships are more advanced than others, such as in the
case of Yinglin Town and Neiken Town in Jinjiang City. Even at village level, two
adjacent villages can show a significant gap in the development of rural enterprises. This
type of intra-regional variance also exists in generally backward inland areas.

It is commonly agreed with that the opportunities unveiled by the economic reform
in China contribute significantly to the economic growth of the nation. After all, the
economic miracle is created by people. The author believes that to understand the
economic miracle in China, one has to understand Chinese rural enterprises. To understand
rural enterprises, one has to understand the people who are the main body of this miracle. It

is through the effort of people, Chinese rural enterprises become successful stories today.

Perspective of this study: The actions of rural entrepreneurs as the focal point.

A balanced perspective will be adopted in this study in which the crucial factors of
changes will be investigated simultaneously. While admitting the importance of social,
economical, political, and cultural factors, people factors will be analyzed in depth. All
those factors will be investigated in terms how they affect people's behavior. The basic
assumption would be that people's behavior produces the results and people's behavior is

jointly affected by their personal characteristics and environmental conditions.
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For understanding Chinese rural enterprises, it is important to analyze the impacts
of external conditions on people's behavior that are relevant to the development, such as
government policy, market condition, and cultural influence. Nonetheless, opportunities
will not become reality automatically. People have to take proper actions to turn potentials
into reality. Furthermore, it is unrealistic to expect that people would automatically act
upon opportunities whenever they are available. Without the knowledge why people act, a
comprehensive understanding of Chinese rural enterprises cannot be achieved.

This study acknowledges that Chinese rural people are the main forces behind the
rapid development of rural enterprises. Their behavior will be the focal point of
investigation. It will analyze what opportunities existed for Chinese rural people to engage
in non-agricultural production in rural areas; what obstacle they had to overcome to operate
their enterprises; how they organized and cultivated various opportunities to their favor;
and why they wanted and were able to do so. I would try to explain why and how rural
enterprises can be developed to such a massive scale; attract the great popular participation;
and cover almost all industrial sectors in the nation's economy. It will also be of great value
to understand why and how modern industrial production can achieve substantial
development in so-called conservative and backward rural areas.

Among people who are involved in rural enterprises, the rural entrepreneurs or the
top managers consist of an important group that deserves special attention. In essence, the
development of rural enterprises is a process to create business activities that were not
existing previously. These are by definition entrepreneurial activities. People who engage

in these activities are by definition entrepreneurs (Gibb, 1987; Hisrich, 1990; Soslow,
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1966). For understanding the consequence of this type of activities, there is no other group
of people whose activities carry greater importance than those of entrepreneurs. Mao
Zedong indicated: "After a correct guideline is laid out, the cadre will be the determining
factor for success." (Mao, Vol.2, 493). Once all necessary conditions are available, it is up
to rural entrepreneurs to covert the potential into reality. They have to be the main targets
of investigation.

To analyze how the behavior of rural entrepreneurs is affected by various factors,
this study adopts a conceptual framework based on two theoretic propositions. The first is
the commonly acknowledged principle that human behavior and performance is
determined by the joint effect of personal and environmental factors (e.g., Fielder, 1967;
Parson, 1968; Lewin, 1935). The other is that entrepreneurship is critical to business
success and economic development (McClelland, 1961). The analysis will focus on the
interactive process of motivation, ability, and environmental factors in affecting the
behavior and behavioral outcomes of rural entrepreneurs. Chapter 3 will address these
conceptual issues.

It is necessary to point out that the emphasis on people factors is by no means to
discount the influences of state, economic system, and cultural factors. In the balanced
perspective of analysis, these factors form a part of macro social and economical
environment in which Chinese rural enterprises operate. Their roles will be analyzed

through their impacts on the behavior of rural entrepreneurs.
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4. Description of the study.

The process of data collection

Data on social, political, economical, cultural, and individual variables that are
relevant to the development of Chinese rural enterprises were collected in this study.
Specifically, the information was collected on the historical process of development, shifts
of CCP policy priority, adjustment of government policy, impacts of major historical
events, the cultural tradition, characters of Chinese economy, market conditions, characters
of local business environment, collective characteristics of Chinese people in relation to
entrepreneurial activities, and individual characters of rural entrepreneurs that may affect
the operation of their businesses.

The main body of data was collected during an extensive field research in China
from July 1994 to June 1995. The field work was supported by the local governments,
many rural entrepreneurs, and other relevant people. There were two major parts of the
field work in China: qualitative and quantitative. The quantitative part is a questionnaire
survey to the rural entrepreneurs. A series of seminars on management science was given
to rural entrepreneurs in Jinjiang City, Wujiang City, and Tongliang and Dazu Counties.
During each seminar, the participants were asked to fill out an entrepreneurial performance
questionnaire. The information collected in quantitative research includes need for
achievement, intelligence of individual entrepreneurs, environmental conditions that were
important to business operation, freedom in making business decisions, and business

performance. The qualitative part of field research was conducted in all places. It consists
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of extensive person-to-person interview and bibliographic research. People interviewed
include rural entrepreneurs, ordinary labor workers, local government officials, central and
provincial government officials, relevant scholars, and other ordinary people. Interviews
were arranged through various channels, such as local government, friends, and
opportunities during conferences.

The interview with rural entrepreneurs repeated the major themes in survey
research. It also probes a wide range of topics, for instance, the personal background
information, childhood experience, experiences in dealing with various operational issues,
relations with local governments, and their business philosophy. For local officials, the
interview was focused on the role of local government in the development of rural
enterprises in their counties or cities and specific actions they had taken to promote the
development. They also helped me to understand and verify the information provided by
rural entrepreneurs.  The interview with labor workers dealt with workers attitudes
toward an entrepreneur, their evaluations of entrepreneurs' motivation, ability, and
management styles, and their plans for the future. The information provided by central and
provincial government officials is helpful in understanding the mechanism that higher level
government affect the development of rural enterprises. The sources for bibliographic
information include newspaper, local government documents, government publication,
published research, and company documents and publications.

Generally, people were very open to the questions I asked. I even obtained
satisfactory responses to some sensitive questions. They were very cooperative in

providing the information about themselves, other people, their communities, and the
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society. A lot of information was obtained without asking because people thought it might
be useful and in fact it was. Talking with people who were involved or closely associated
with rural enterprises gave me a very optimistic feeling toward the future of China. It was a

very enjoyable process. Rarely I had any frustration.

Plan of writing

This study attempts to address both theoretical and practical issues that are relevant
to economic development in general and Chinese rural enterprises in specific. The previous
works on human behavior and economic development will <ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>