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SOCIAL INEQUALITIES IN REFORMING STATE SOCIALISM:
BETWEEN REDISTRIBUTION AND MARKETS IN CHINA"

Victor NEE
Cornell University

This article extends market transition theory to an analysis of inequality under the condi-
tions of partial reform in China. Logit regression analysis indicates cadres (officials) have
no greater odds than other households of being among the privileged or avoiding poverty.
Entrepreneurs and former team cadres, however, are advantaged. Despite the rise of a hy-
brid elite of entrepreneurs who are currently cadres that capitalizes on redistributive power
to gain competitive advantage in the marketplace, increases in income inequality are mod-
est. When market reform stimulates improved economic performance, the poor appear to
benefit and experience comparable improvements in household income. As a result, there is
only a slight increase in inequality, at least in the early stages of market reform. The empir-
ical analysis is based on survey data collected in rural China in 1985.

I n a state socialist redistributive economy, pow-
er, defined as control over resources, is a func-
tion of position within the redistributive hierar-
chy. This is less true in a mixed economy in which
private markets are expanding in volume and
scope. Market transition theory (Nee 1989b)
maintains that as the allocation of goods and ser-
vices shifts to the marketplace, power is mediat-
ed more by transactive exchanges and less by ad-
ministrative fiat. As a result, power is no longer
monopolized by redistributors; instead it becomes
more diffused in the economy and society. The
growth of markets expands the range of opportu-
nities outside the boundaries of the redistributive
economy, changing the structures of opportunity
and incentives and stimulating entrepreneurship
and economic performance. For these reasons,
market transition theory claims that the shift from
hierarchies to markets causes a decline in the sig-
nificance of positional power in the redistribu-
tive sector.

As the significance of redistributive power de-

* Direct all correspondence to Victor Nee, Depart-
ment of Sociology, Cornell University, Ithaca, NY
14853. I wish to thank Eric Newburger who provided
expert research assistance. Ronald Breiger, Rachel
Davis, Jimy Sanders, David Stark, Scott Sernau, Su
Sijin, Andrew Walder, Robin Williams Jr., and anon-
ymous ASR reviewers provided useful comments on
earlier drafts. An early draft of the paper was present-
ed at the Annual Meeting of the Association of Asian
Studies at Chicago in April 1990. A fellowship from
the American Council of Learned Societies and So-
cial Science Research Council supported work for
this study.

clines, inequality between redistributors and di-
rect producers also declines. Privileges enjoyed
by workers in the redistributive sector relative to
the market sector are also reduced. Direct pro-
ducers gain a larger share of the surplus through
market transactions, while redistributors gradu-
ally lose the capacity to deploy resources to them-
selves. Regions with poorly developed markets
exhibit slower growth rates relative to marketized
areas, giving rise to interregional inequality.!
Workers and staff in the nonmarket sector may
lose privileges relative to workers in the mar-
ketized sectors of the economy who can now
negotiate wages. Even within state-owned firms,
workers who participate in marketlike transac-
tions realize higher rewards than those who do
not (Stark 1990).

Sociological studies confirm that the shift to
markets is likely to result in a reduction of social
inequality structured by redistributive processes.
Szelenyi and Manchin (1987) report that the pri-
vatization of urban housing in Hungary “discour-
aged elite privileges” and that the overall effect
of market reform on the cadre elite led to a “grad-
ual erosion of its material privileges” (p. 124).
Other studies of economic reform in Eastern Eu-
rope corroborate this view (Connor 1979; Lane
1982; Ferge 1979). Huang (1990, p. 443) noted a
widening income gap in China between state of-

"'In China, this has resulted in increasing interre-
gional inequality between inland and coastal provinc-
es. Resource-rich regions, however, benefit from the
marketization of raw material, because the market
price is higher than the administratively fixed price.
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ficials and enterprise employees, with officials
falling noticeably behind employees from 1978
to 1986. Walder’s (1990) study of income ine-
quality in Tianjin documented a decline in eco-
nomic returns for party members and a reduction
of income inequality in the state sector. Whyte
(1986) maintained that egalitarian policies dur-
ing the Cultural Revolution in China gave rise to
new forms of inequality, and concurred with the
view that markets may have an equalizing effect
in state socialist societies. Flakierski (1986) found
that market reform in Hungary and Poland did
not increase income inequality.

However, under partial reform, the reduction
of social inequality is likely to be confounded by
conflicting institutional dynamics. The still dom-
inant redistributive institutions interact with mar-
ket forces in a manner that subordinates market
institutions. In the absence of well-defined and
legally protected private property rights, there
can be no market economy. As a result, emer-
gent market institutions remain bounded by po-
litical institutions of the state and by social net-
works linking the state to social and economic
institutions (Nee 1989a; Oi 1989); the underly-
ing rules of competition and cooperation that
structure property rights are poorly articulated
and enforced (Nee and Young 1991). For these
reasons, redistributors still wield considerable
power under partial reform. especially in the col-
lective and state sectors. Bureaucratic interven-
tions in the operation of firms persist and weaken
market discipline and incentives (Kornai 1986,
1989). Redistributors continue to exercise sub-
stantial control over factor resources and market-
ing outlets. Some factors of production are dis-
tributed by the state at lower than market prices
(Oi 1986). For peasants, these include essential
items such as chemical fertilizer, gasoline, and
herbicides. Private entrepreneurs, on the other
hand, often can purchase crucial raw materials
only through state monopolies. Apart from per-
sonal savings, the major source of credit capital
is state-owned banks. Many private or quasi-pri-
vate firms (collective and cooperative enterpris-
es) must sell their products to state-owned trad-
ing companies and stores.

Hence, peasants and entrepreneurs often must
seek the favor of local officials (cadres) to gain
access to resources and marketing outlets. Cad-
res are often in a position to make or break deals
when entrepreneurs negotiate transactions with
firms and government agencies. For example,
subsidized prices for raw materials, tax breaks,
and marketing outlets that provide stable prices

and steady demand for their products are all of
interest to entrepreneurs. Many entrepreneurs,
therefore, cultivate connections (guanxi) that pro-
vide access to cadres to protect against the uncer-
tainties of a marketlike environment in which the
institutional safeguards and regulated procedures
of a true market economy are lacking. The cost
of transacting across the boundaries of the redis-
tributive and marketized sectors often involves
gifts and bribes to cadres who hold redistributive
power.? Furthermore, under partial reform, cad-
res continue to assign mandatory production quo-
tas, collect taxes, control permits to engage in
business, and enforce regulations. These institu-
tional characteristics of partial reform provide a
continuing basis for clientelism (Oi 1989; Huang
1989).

Market transition theory turns on the extent to
which markets replace hierarchies in the alloca-
tion of resources. The less the market coordi-
nates, the greater the power of cadres in the re-
distributive bureaucracy. In a market economy,
the market comprises a complex set of institu-
tions centered on property rights and the exchange
of goods and services. Under partial reform, the
institutional foundations of a market economy
are only partially in place and the state-run redis-
tributive economy remains the dominant inte-
grative mechanism of the economy. Not only do
cadres continue to redistribute resources by vir-
tue of their positional power, but market action
may reinforce, or even amplify, redistributive
power. For example, collective enterprises oper-
ating in a market environment may experience
improved economic performance, thereby
strengthening the redistributive capacity of local
governments that claim property rights over them
(Nee 1990).

Complicating matters, the expansion of mar-
kets generates new sources of social inequalities.
Especially in the early stages of market-driven
economic development, the newly acquired
wealth of entrepreneurs can be expected to result
in increased inequality between the rich and poor
(Kuznets 1963; Oshima 1962). When applied to
reforming socialist economies, the cumulative
advantage hypothesis (Merton [1942] 1973; Al-

2 This account is based on the ethnographic com-
ponent of my field research in the Fujian Rural Sur-
vey Project. In-depth interviews with 20 peasant en-
trepreneurs and 2 to 4 local cadres from thirty villages
were conducted during the summer of 1985. Inter-
views with urban workers and technical personnel
also revealed rational action strategies involving
guanxi ties with local authorities.
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lison, Long, and Krauze 1982), expressed as, “the
rich get richer at a rate that makes the poor be-
come relatively poorer” (Merton 1968), is likely
to have consequences not anticipated by market
transition theory.

Understanding the interaction between market
and redistributive forces under partial reform is
critical to understanding changes in the stratifi-
cation order. The expansion of markets opens up
new opportunity structures or niches in which
entrepreneurs thrive; their activities, in turn, drive
further expansion of markets. Yet the cadre elite
retain power in redistributive institutions that
dominate the marketplace and control access to
critical factor resources. This structural imbal-
ance results in what Szelenyi called the “com-
modification of bureaucratic privileges.” Many
cadres double-dip by using their power in the
redistributive bureaucracy to profit, often illicit-
ly, from market opportunities. For example, a
cadre might engage in arbitrage activity by sell-
ing commodities gained at state prices (lower
than the market price) for substantial profits in
the marketplace. Similarly, some entrepreneurs,
responding to uncertainties associated with poorly
defined property rights, strive to protect their in-
terests by securing positional power in the so-
cialist bureaucracy. Thus, partial reform creates
new patterns of interaction between redistribu-
tive and market power that give rise to a hybrid
elite of cadre-entrepreneurs. These are households
engaged in market-oriented entrepreneurship in
which an adult member occupies a cadre posi-
tion. Might this new elite, according to the prin-
ciple of cumulative advantage; increase its wealth
at a faster rate than the poor?

Cadre-entrepreneurs are structurally located in
networks that allow them to maximize benefits
from both the public and private sectors of the
socialist mixed economy. A source of competi-
tive advantage under conditions of partial reform
is more favorable access to scarce resources allo-
cated by the state. Cadre-entrepreneurs are likely
to experience lower transaction costs in trade
across the boundaries of the redistributive and
private economies, which may provide them with
more ready access to scarce resources and mar-
keting outlets. Lower transaction costs in bound-
ary transactions may be a new way for the cadre
elite to benefit from redistribution under partial
reform. If partial reform prevails over the short
run, as appears likely in China, this hybrid elite
may grow in importance. Clientelists argue that
market allocation in an unreformed political sys-
tem creates new opportunities for patronage and

corruption, altering but not diminishing the pow-
er and privilege of officials who deal regularly
with citizens (eg., Oi 1989). For clientelists, the
rise of the hybrid cadre-entrepreneur elite con-
firms their perspective and contradicts market
transition theory. Does the emergence of cadre-
entrepreneurs contradict market transition theo-
ry, requiring its revision or rejection?

Szelenyi (1978) reasoned that market reform,
in counteracting the inequalities produced by the
dominant redistributive economy, results in ben-
efits to the powerless and less privileged. How-
ever, Szelenyi and Manchin (1987) modified this
conjecture. They argued that after an initial equal-
izing effect, market-created inequalities begin to
reinforce the inequalities generated by the redis-
tributive economy. Echoing the cumulative ad-
vantage hypothesis, they argued that the privi-
leges of the entrepreneurial elite in Hungary, af-
ter more than a decade of market reform, ap-
proached that of the cadre elite, while those at
the bottom of the social hierarchy did not share
in the benefits of reform. Moreover, they pointed
to a possible merging of the elites based on bu-
reaucratic rank and market-generated wealth.
Based on observations of interactions between
redistributive and market forces in Hungary, they
anticipated the rise of the hybrid cadre-entrepre-
neur elite.* This view implies that market reform
in time generates greater inequality, contradict-
ing thereby the earlier prediction of a decline in
social inequalities.

3 Taiwan is an example of an unreformed one-party
political system where market-driven economic de-
velopment resulted in the gradual erosion of official
power and privileges relative to that of entrepreneurs
and direct producers (see Gold 1986). The Nationalist
Party has ruled Taiwan continuously since 1945. Pa-
tronage, corruption, and authoritarian rule have also
characterized Taiwan’s government. There is no a
priori reason why a similar process of erosion of offi-
cial power and privilege relative to entrepreneurs and
workers could not take place in China, if market tran-
sition is not interrupted by political opposition. Be-
cause markets erode redistributive power, political
opposition is inherent in the expansion of markets in
reforming state socialism.

4 Szelenyi and Manchin (1987) noted that elements
of the cadre elite in Hungary adapted surprisingly
well to markets: “Rather than allowing the market to
gradually take away their previous advantages, they
learned how to use the market; one might say that
they consented to the market reform to the extent to
which they themselves learned how to appropriate its
benefits” (p. 120).
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The rural political economy in China provides
a vantage point from which to gauge the effect of
market reform on the relative and absolute distri-
bution of rewards. Free markets expanded rapid-
ly in the 1980s (Watson 1988), although local
cadres continued to redistribute resources, con-
trol factor markets, and assign quota-production
to household farms. The dominant integrative
mechanism of the economy as a whole remains
redistributive, despite shifts to marketlike condi-
tions in a peripheral sector like agriculture. Re-
distribution still defines the relationship between
peasant and state insofar as peasants continue to
produce a mandated quota of grain and other
agricultural products to sell to the state at set
prices. Despite increases since 1978 in the state
price for grain, the quota-price remains substan-
tially below the market price, which is why quo-
ta production is in essence a tax on the peasantry
(Sicular 1985). After meeting their annual quota,
however, peasants may sell their grain on the
free market or to the state at negotiated above-
quota prices. The proportion of cash income from
marketlike transactions has grown dramatically
since 1978, representing 50 percent or more of
peasant household income in some areas. Peas-
ants also sell non-agricultural products directly
in the marketplace. The increasing proportion of
market-derived income, including income from
jobs in rural industries, largely accounts for the
greater prosperity of peasant households follow-
ing market reform (Nee and Su 1990). What is
the effect of partial reform on the structure of
inequality in state socialism?

DATA AND METHODS

The analysis uses survey research data that I col-
lected during the summer of 1985 in rural China.
A cluster sampling procedure drew a probability
sample of 30 villages from two counties located
adjacent to the Xiamen Special Economic Zone
in Fujian province. We randomly selected 25
households from each village. This sampling pro-
cedure resulted in 624 completed interviews. We
also conducted ethnographic interviews with cur-
rent cadres in these 30 villages and peasant en-
trepreneurs in the area.

Fujian is not representative of China as a whole.
My aim is to estimate the effect of theoretically
selected covariates on the structure of inequality
in an area that has experienced rapid marketiza-
tion. Fujian’s rural per capita income in 1986
was close to the median for China’s 29 provinces
(Walker 1989). However, Fujian has special char-

acteristics that set it apart from inland provinces.
These include a history of out-migration to south-
east Asia and relatively easy access to Hong Kong
and, more recently, to Taiwan. As a result, for-
eign trade and investment have played a greater
role in market-oriented economic development
than they have in inland provinces.’ Fujian’s non-
representativeness hinders estimates of means and
variances for China as a whole, but it may not
affect estimates of structural parameters (cf. Ol-
zak 1989, pp. 121-22; Cook and Campbell 1979).
Indeed, if Fujian has more in common with Hun-
gary, for example, than with less marketized prov-
inces in North China, this would make the Fujian
data set all the more desirable in estimating the
effects of covariates on the structure of inequali-
ty in reforming state socialism.

Measures of inequality are based on house-
hold income for 1975, 1980, and 1984 reported
by household heads during the summer of 1985.5
The exogenous variabies include the pooled edu-
cational attainment of the household head and
spouse, measured by whether someone attended
or graduated from primary, junior middle, senior
middle, or technical school and college. The age
of household head was taken from the household
register and confirmed during the interview. Age
was modeled as a quadratic function. The num-
ber of adult laborers in the household was based
on self-report and confirmed in reviewing the
household census. The number of children under
15 years of age is included as a control for house-

5 Regression analysis of the covariation between
density of overseas connections in a village and the
rate of change in household income from 1980 to
1985 showed a negative effect (Nee 1989b, p. 678).
However, the greater ease of travel to Fujian after
1985 has encouraged overseas Chinese investment in
the local economy, but at the time this survey was
conducted, such involvement was not significant.

¢ For a discussion of the reliability of the income
data, see Nee (1989b, p. 669). Interviewers were re-
cruited from graduate students and lecturers at Xia-
men University who came from the area and spoke
the local dialect. No government officials were present
at the interviews. Interviewers explained to respon-
dents that the survey was independent of the govern-
ment and was administered for scholarly purposes.
The highest household incomes were reported by en-
trepreneurs, cadre-entrepreneurs, and former cadres,
groups that might be expected to underreport income.
Some of these respondents reported household in-
comes so much higher than others that they became
the “outliers” in the sample. Overall there was con-
siderable variance in the incomes reported by house-
holds.
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Figure 1. Gross Output Value of Agriculture and Per Capita Net Income of Peasant Households: China, 1949-1985
Source: Official statistics (rebased to 1954) published by the State Statistical Bureau (Zhu 1990, p. 17).

hold size and the composition of the household
labor force. Young children contribute labor to
the peasant household economy, but not at the
same level as adults.

Interviewers asked whether someone in the
household, currently or in the past, served as a
cadre. Current cadres hold positional power in
the local government. Almiost all of the former
cadres in the sample served as officials in either
the production brigade or the production team;
only one former cadre was an official in a peo-
ple’s commune. In rural China, the production
team now exists only on paper, whereas the bri-
gade and commune have become the village and
township governments respectively. Reflecting
the broad participation in village organizations
under Maoist China, 15.2 percent of the Fujian
sample reported that a member of the household
served in the past as a local cadre.

All households were asked whether they oper-
ated a family business, and if so, how much start-
up capital they invested. Households that invest-
ed more than 200 yuan start-up capital were in-
cluded in the entrepreneur category. A higher
cut-off point, say, 1000 yuan, would have result-
ed in sample selection bias (Berk 1983) by elim-
inating households that invested modest amounts
of capital, yet rose to the top income quintile,

particularly entrepreneurial households that have
former cadres (see Table 4). These households
are of particular interest because their advantage
may yield insight into the value of clientelist ties
in the pursuit of economic gain. In entrepreneur-
ship, modest start-up capital can yield significant
profit.” For peasant entrepreneurs in the sample,
the most common source of start-up capital was
personal savings; few relied on loans from banks
or friends. Clientelists focus on the latter source,
which may be important for larger enterprises,
but not important to most entrepreneurs. Market
transition theory emphasizes the importance of
the breadth and depth of entrepreneurial activity.
It is the multitude of small family enterprises and
their market activities and the expansion of labor
markets that produce the predicted change in the
stratification order favoring direct producers rel-
ative to redistributors. These same processes grad-
ually erode the basis of clientelist politics — the
exchange of public goods for personal loyalty

7 The amount of start-up capital may not be as
critical in launching small businesses as the spirit of
enterprise. This has been demonstrated by legendary
American entrepreneurs who launched firms from their
“garages.” Taiwan is a notable East Asian example of
late capifalist development driven by family firms
that began as small businesses.
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Table 1. Percentage Distribution of Peasant Households By Per Capita Net Income: China, 1978-1985

Income (Yuan) 1978 1980 1981 1982 1983 1984 1985
Less than 100 333 9.8 4.7 2.7 1.4 0.8 1.0
101-150 317 24.7 14.9 8.1 6.2 3.8 3.4
151-200 17.6 27.1 23.0 16.0 13.1 9.4 7.9
201-300 15.0 25.3 34.8 37.0 329 29.2 25.6
301-400 8.6 14.4 20.8 229 245 24.0
401-500 24 2.9 5.0 8.7 11.6 14.1 15.8
501 and more 0 1.6 32 6.7 11.9 18.2 223
Total 100.0 100.0 100.0 100.0 100.0 100.0 100.0

Source: Statistical Yearbook of China 1986, p. 673.

between patron and client. The more product and
factor resources that are exchanged in the mar-
ketplace, the weaker the basis for clientelism.

In the sample, cadre-entrepreneurs are a rela-
tively small (9.6 percent) part of peasant entre-
preneurs. Former cadres who have entered into
private-sector entrepreneurship are more numer-
ous (13.7 percent). Former cadres, however,
should not be viewed as members of the cadre
elite, although they belong to the same status
group. Instead, they are comparable to the gentry
in traditional China. When scholar-officials re-
turned to their villages after serving in the impe-
rial bureaucracy, they continued to enjoy high
status. This social capital usually is reflected in
wider social networks or what the Chinese call
guanxiwang. To the extent that former cadres are
able to profit from accumulated social capital,
instituted in network ties to current cadres who
hold power in the redistributive sector, they should
be advantaged relative to other entrepreneurs. The
majority of entrepreneurs (76.8 percent) do not
derive from cadre background, either as current
or former cadres. They comprise the greater part
of the new economic elite in the countryside.

MARKET TRANSITION AND THE POOR

It is widely believed that markets benefit the
strong and rich, but undermine the economic po-
sition of the weak and poor (Marx 1958; Polanyi
1944; Scott 1976). This view seemingly has in-
fluenced Szelenyi and Manchin, who wrote that
for those at the “bottom of the income hierarchy”
a “real pauperization took place” (1987, p. 122)
in.Hungary. They pointed out that market reform
in state socialism is typically accompanied by
price inflation and the erosion of welfare programs
and subsidies. Cadres in the core redistributive

sectors are able to fend off the worst effects of
inflation, but the weak and poor lack the political
resources to weather the twin threats of inflation
and erosion of welfare subsidies. What is over-
looked is whether the shift to market coordina-
tion stimulates economic growth. When market
reform results in improved economic perfor-
mance, far from experiencing pauperization, the
poor instead may experience direct material gains.
Data from rural China demonstrate the rela-
tionship between economic growth and increas-
es in per capita income. In the initial years of
reform, the combined effects of an increased pur-
chase price for agricultural products, decollec-
tivization, and marketization produced a rapid
spurt in economic growth. Figure 1 indicates that
per capita income of peasant households increased
slowly in the 1950s, stagnated during much of
the 1960s and 1970s, and increased sharply after
1978. According to Zhu (1990), between 1978 to
1985 the gross output value of agriculture grew
at 9 percent per annum, and per capita income at
11 percent per annum. Adjusting for inflation,
which averaged slightly over 3 percent per an-
num (Stavis 1989), does not change the interpre-
tation of these comparisons. Figure 1 documents
the close link between increasing value of output
and per capita income, with improvement in eco-
nomic performance preceding income growth.
Table 1 presents percentage distributions by
income for peasant households in China as a
whole.® These data show a rapid decline in abso-
lute poverty — households reporting per capita
income of less than 200 yuan — from 82.6 per-

8 Although absolute differences in income may ap-
pear to be modest in 1975, peasants are aware of
seemingly minute distinctions that divide the rich and
the poor, as I learned from field research in a Chinese
village in 1980.
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Table 2. Income Mobility of Rural Households Before and After Marketization: Fujian Province, 1975-1984
Income Income Quintile
Quintile Top 2 3 4 Bottom Total N
1980
A. Before marketization (1975):
Top 67.0 28.8 2.1 2.1 — 100.0 97
2 18.4 46.9 29.6 4.1 1.0 100.0 98
3 4.1 19.6 474 26.8 2.1 100.0 97
4 5.0 7.1 12.1 475 28.3 100.0 99
Bottom 32 2.1 9.6 19.1 66.0 100.0 94
N 95 102 98 97 93 485
1984
B. After marketization (1980):
Top 53.7 30.6 9.3 2.8 3.7 100.0 108
2 19.4 29.6 41.7 5.6 3.7 100.0 108
3 14.8 11.7 28.7 35.2 4.6 100.0 108
4 10.2 5.6 15.7 36.1 324 100.0 108
Bottom 6.5 15.0 9.4 23.4 45.8 100.0 107
N 113 105 113 111 97 539
1984
C. Entire period (1975):
Top * 449 27.6 15.3 7.1 5.1 100.0 98
2 28.3 25.3 31.3 10.1 5.1 100.0 99
3 15.3 18.4 24.5 27.6 14.3 100.0 98
4 11.1 12.1 21.2 26.3 9.3 100.0 99
Bottom 8.3 15.5 12.4 25.8 38.1 100.0 97
N 106 97 103 95 90 491

cent in 1978 to 12.3 percent in 1985 (constant
yuan). Thus, contrary to predictions of cumula-
tive disadvantage for the poor, marketization in
rural China involved broad participation by the
poor. Rather than the poor getting poorer, the
evidence is overwhelming that the benefits of
markets were enjoyed by the rural poor as well
as by entrepreneurs.’ Economic growth stimulat-
ed by institutional change resulted in rapid re-
duction of absolute poverty, while substantial
gains were made at higher income levels.
Despite the reduction in absolute poverty, if
the structure of poverty is unchanged, the poor
may remain poor relative to others, i.e., are the
poorest 20 percent before and after market re-
form made up of the same households? We
tracked households in each income quintile in

9 Students of inequality tend to emphasize the neg-
ative aspects of relative inequality without giving ad-
equate attention to absolute poverty. Rawls (1971)
argued that the optimal income distribution is one
that reduces the level of absolute poverty. In his view,
only if the economic position of the poorest stratum
of society is improved is there welfare improvement.

1975 to see where they ended up relative to oth-
ers in 1980 and 1984. The quintile mobility table
(Table 2, panel A) indicates that before marketi-
zation 66.0 percent of the poorest households in
1975 remained in the lowest income quintile in
1980, while about 19.1 percent were in the next
higher income quintile, and 14.9 percent moved
to the upper three quintiles. Whether thus verti-
cal mobility reflects life-cycle changes as young
children mature (Chayanov 1986) or structural
changes in the agricultural economy following
economic reform in 1978 is not clear. However,
the overall impression is one of underlying con-
tinuity in the structure of inequality and the com-
position of the poor prior to reform.

The shift from collective agriculture to mar-
ket-oriented household commodity production
took place from 1980 to 1984. In this four-year
span, substantially more vertical mobility took
place, stemming from structural changes in the
determination of income. Panel B shows a siz-
able increase in the percentage of the poor who
moved to higher income brackets compared to
the earlier period — 45.8 percent of households
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Table 3. Household Income Characteristics by Entrepreneur and Cadre Status: Fujian Province, China, 1984

Baseline Not Entrepreneur Entrepreneur
Never Cadre, Current Former Current Former Never
Never Entrepreneur Cadre Cadre Cadre Cadre Cadres
Median household 1,750 1,950 2,100 4,500 4,000 2,500
income, 1984
Skewness 2.118 .901 3.807 424 346 1.543
Coefficient of 748 480 985 .350 451 .661
variation
Percent in top 15.7 12.0 23.7 55.6 69.2 26
quintile, 1984
Number of cases 380 25 76 9 13 73
Percent of all 66.0 4.3 132 1.6 2.3 12.7

rural households

in the bottom quintile in 1980 remain in that
income bracket, while 30.9 moved into the top
three income quintiles. Examining mobility over
the entire period (panel C) indicates only 38.1
percent of households in the poorest quintile in
1975 remained in the lowest income quintile in
1984. The upward mobility of the poor increased
from .578 (1975-80) to 1.089 (1980-84) quintile.
From 1975 to 1984, the mean quintile mobility
for poor households was 1.242. By contrast the
overall upward mobility of the sample was .878
(1975-84) quintile. Comparing the mobility ex-
perience of poor households with that of the sam-
ple as a whole, the poor experienced greater up-
ward mobility. Clearly, the considerable vertical
mobility, contradicts the hypothesis of cumula-
tive disadvantage — absolute poverty declined
and relative economic standing improved.

MARKET TRANSITION AND THE RICH

Looking next at the relative standing of the rich-
est quintile of rural households, panel A, shows
that, prior to structural change in the rural econo-
my, continuity in the relative standing of the rich
over the five year period mirrored that of poor
households: 67 percent remained in the top quin-
tile and none fell to the lowest income quintile
during this period. The picture changes somewhat
in the subsequent period — panel B indicates a
modest increase in downward mobility among the
richest households following market reform.
Compared to the poor, however, the changes in
relative economic standing of the rich are some-
what less. The finding is consistent with the cu-
mulative advantage hypothesis in the sense that
the rich appear to build on their initial advantag-

es despite changes in the determination of income
following structural reform. Over the entire ten-
year period (panel C), downward mobility mir-
rors the upward mobility of the poor.

A careful comparison of the mobility patterns
of the rich and poor from 1975 to 1984 shows
that there was more upward mobility of poor
peasants than downward mobility of the rich.
Overall, upward mobility was greater than the
downward mobility during this period, a fact at-
tributable to rapid economic growth.'® The
breadth and volume of both upward and down-
ward vertical mobility, following marketization
render it unlikely that households’ chances for
economic gain or loss were controlled mainly by
cadres. Clientelist politics can flourish when cad-
res monopolize access to scarce resources and
vertical mobility involves relatively few house-
holds, as in the Maoist era. The cadres’ tight grip
over village events in the Maoist era becomes
less tenable when markets penetrate villages —
markets offer peasants alternative sources of val-
ued resources and permit more extensive social
mobility.

Which households were apt to be more con-
centrated in the top income quintiles? Table 3
reports the 1984 median household income for
the village elite comprising cadres, former cad-
res, cadre-entrepreneurs, entrepreneurs who were
formerly cadres, and entrepreneurs who had never
been cadres. Only 12 percent of current cadres

1% Gottschalk and Danziger (1985) showed that eco-
nomic growth in the U.S. has been the primary source
of poverty reduction. The beneficial effect of a rising
mean income on the reduction of poverty, however,
can be offset by increasing inequality (Danziger and
Gottschalk 1986).
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Table 4. Distribution of Entrepreneurs By Income Quin-
tile and Start-Up Capital Quintile: Fujian Prov-
ince, China, 1984

Entrepreneurs
Never Former Current

Quintile Cadre Cadre Cadre
Income, 1984

Top 19 9 5

2 20 2 3

3 15 1 1

4 11 1 —

Bottom 8 — —

N 73 13
Start-Up Capital

Top 16 — 3

2 14 3 2

3 11 5 3

4 17 2 —

Bottom 15 3 1

N 73 13 9

who are not entrepreneurs are in the highest in-
come quintile, compared to 15.7 percent of base-
line peasant households, i.e., those that are direct
producers and have neither cadre nor entrepre-
neur members. The most affluent groups are en-
trepreneurs who are now or who had been cad-
res: 55.6 percent of current cadres and 69.2 per-
cent of former cadres who are now entrepreneurs
reported 1984 income in the top income quintile.
By contrast 26 percent of entrepreneurs who had
never been cadres were in the top income cate-
gory. Entrepreneurs who are now or were cadres
(excluding former brigade cadres) experienced
rapid increases in household income from 1975
to 1984, far outpacing cadres who did not enter
into entrepreneurship (Nee 1989b, p. 672). Ap-
parently, in sectors that have undergone rapid
marketization, cadres are able to improve their
economic standing relative to others by becom-
ing entrepreneurs in the private economy. The
coefficients of variation indicate that entrepre-
neurs who are now cadres show less variation in
household income than any other group.

The distributions of entrepreneur households
by income quintiles and by cadre or noncadre
backgrounds (Table 4) reveals important charac-
teristics of this hybrid fraction of the entrepre-
neurial elite. Entrepreneurs from cadre back-
grounds are concentrated disproportionately in
the top income quintiles. Apparently, entrepre-
neurs who are current or former cadres have a

greater probability of becoming elite entrepre-
neurs than entrepreneurs with no cadre back-
ground. Whereas a substantial number of entre-
preneurs who were never cadres reported income
in the bottom quintiles, entrepreneurs from cadre
backgrounds appear to be protected from finan-
cial ruin. It may be that entrepreneurs who are
currently cadres are in fact successful entrepre-
neurs who were subsequently recruited to cadre
positions. Their trajectory of mean income from
1975 to 1980 is virtually identical to that of other
entrepreneurial households, but differs from that
of cadres who are not entrepreneurs.
Nonetheless, the experience of serving as a
cadre may provide entrepreneurs a competitive
edge in private sector entrepreneurship. Table 4
also reports the distribution of entrepreneurs by
quintiles of start-up capital invested in their busi-
ness. Although entrepreneurs who were former-
ly cadres invested less in their family businesses,
they got better results, as indicated by their great-
er concentration in the top income quintile. It is
not clear whether this is due to human or social
capital attributes. This group includes individu-
als who resigned from power many years ago as
well as cadres who recently left office-holding to
devote themselves full time to entrepreneurial
activities. Most of the entrepreneurs in the sam-
ple who were former cadres, had been team cad-
res (70 percent). Households with former team
cadres, both entrepreneur and nonentrepreneur,
constitute about 12.1 percent of the sample,
whereas those with brigade cadres constituted
3.1 percent, suggesting that service as a team
cadre was relatively commonplace. Brigade cad-
res were full-time officials, whereas team cadres
were typically recruited as team cadres because
of their expertise in farm production and contin-
ued to engage in agricultural work during their
term of service. The greater yield on investment
of entrepreneurs who had been cadres may re-
flect superior expertise and management skills
(human capital) gained from running the produc-
tion team, the lowest unit of collective agricul-
ture, rather than stemming from better personal
access (social capital) to current cadres. This form
of social capital constitutes the relationship that
clientelists argue is crucial to their perspective.
Despite difficulties of interpretation, there is a
striking similarity in the income distributions of
entrepreneurs with cadre experience, regardless
of whether they currently hold or formerly held
positional power in the agricultural collective —
both groups appear to be spared from poverty.
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Table 5. Logit Coefficients for Inclusion in the Top In-
come Quintile and Exclusion from the Bottom
Income Quintile on Selected Independent Vari-
ables: Fujian Province, China, 1984
Model 1 Model2 Model3 Model 4
In Top Not In In Not
Independent  Quintile  Bottom Top In
Variable Quintile  Quintile  Quintile  Bottom
Intercept -.525™ .865™"  -8.244™"  -3.500™
(.164) (121)  (2.197)  (1.491)
Education — — 238" 155"
(.067) (.054)
Age of house-  — — 207" 127"
hold head (.101) (.069)
Age-squared — — -.002" -.001*
(.001) (.001)
Number of adult 613 242™
laborers — — (.106) (.089)
Number of — — 214 204"
children (.141) (.113)
Current cadre  1.515" 1.470" 1.263 1.192
(.813) (.747) (.846) (.760)
Former brigade 1.205 -.128 .810 -.554
cadre (.708) (.702) (.769) (.746)
Former team  1.339" 930" 1.302* 965"
cadre (.472) (.423) (.537) (.463)
Entrepreneur  1.697°* 905" 1.346™ 776"
(.425) (:397) (.467) (.410)
N 576 576 521 521
Log-likelihood -526.86 -434.61
Degrees of freedom 8 18
X’ 40.115 99.539
*p<.05 Tp<.025 ™ p<.005 (one-tailed tests)

Note: Numbers in parentheses are standard errors.

Table 5 reports maximum likelihood estimates
from a logistic regression analysis of the effect of
cadre status and entrepreneurship on the log-odds
of a household’s inclusion in the top quintile and
absence from the bottom income quintile in 1984."!
The omitted category is the bottom income quin-
tile. Current cadre status is a statistically signifi-
cant predictor of advantage, as shown in Models
1 and 2. At first glance, this finding bolsters pre-
vious qualitative research supporting the clien-
telist claim of no decline in cadre power (Oi 1989;

" The logit analysis of the effect of cadre status
uses 585 cases; whereas OLS estimates reported in
Nee (1989b) were based on 498 cases. Improvements
in coding allowed for the increase in cases. The actual
number reported in the tables may vary somewhat
due to missing data.

Huang 1989).'> When human capital and house-
hold labor force composition are controlled, how-
ever, the effect of current cadre status is not statis-
tically significant (Models 3 and 4). This is con-
sistent with previous research based on OLS re-
gression analysis (Nee 1989b, p. 672). Thus, inan
OLS model that estimated change in household
income following market reform and in a maxi-
mum likelihood model predicting inclusion in the
privileged category, current cadres appear to en-
joy no return on their status net of human capital
and household composition. Former team cadre
status has a statistically significant effect on in-
clusion in the top income quintile — taking the
exponential of the logit, a former team cadre has
3.7 times greater odds of being part of the eco-
nomic elite than other households.

The social rank of former brigade cadres is
superior to that of the more numerous former
team cadres. Brigade cadres supervised subordi-
nate team cadres, and they are apt to be informal
village leaders and retain personal ties to current
village cadres. If patron-client ties were critical
to economic success, former brigade cadres ought
to benefit. Yet in all four models, former brigade
cadres appear to enjoy no advantage. This find-
ing suggests that human capital rather than the
social capital gained from the team cadre experi-
ence explains the results and, that clientelist ties
are not in themselves a sufficient condition for
economic gain following market reform.

Entrepreneurs show a statistically significant
log-odds of being among the new rural elite.
Under Model 3, the odds of an entrepreneur be-
ing in the top quintile is 3.9 times greater than
that for other households. The lack of advantage
of current cadre and the advantage of former team
cadres are consistent with market transition theo-
ry’s claim of declining significance of redistribu-
tive power. Ironically, cadres in the current mar-
ketlike economy do not derive advantage from
their status, whereas those who served as team
cadres in the past and are no longer redistributors
can maintain and even enhance their privilege

12 Although results for Models 1 & 2 support the
reliability of the household income data for cadres, a
possible objection is that self-reported income data
may not reflect in-kind benefits gained from the per-
quisites of office or from gifts. In comparing posses-
sion of consumer goods most valued by peasants —
bicycle, sewing machine, radio, television, and cas-
sette tape recorder — current cadres were more likely
to own a sewing machine, radio, or television set than
noncadre households, but no more likely to own a
television set than entrepreneurs who are not cadres. [
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and power through market-oriented activity as
direct producers who benefit from both human
and social capital gained from past experience as
local cadres. Model 4 indicates that current cadre
status does not predict exclusion from the rural
poor, whereas being an entrepreneur or a former
team cadre reduces the likelihood of being in the
poorest group by 2.2 and 2.6 times, respectively.

Human capital and household labor force com-
position are significant predictors of inclusion in
the top income quintile and exclusion from the
bottom income quintile. For a unit increase in
education, the odds of inclusion in the top and
exclusion from the bottom income quintiles are
1.3 and 1.2 times, respectively. This finding is
consistent with Chiswick’s (1971) hypothesis of
the salience of human capital in determining in-
come distribution in economic development. The
logits for the effect of labor force composition on
income distribution shows that each additional
adult laborer has a strong effect on household
income: Each additional adult laborer increases
the odds of being in the top income quintile by
85 percent and not being in the bottom quintile
by 27 percent. The number of children under 15
does not appear to affect a household’s chances
of being in the top income quintile, but does af-
fect the odds of not being in poverty.

Separate logit analysis (not shown here) indi-
cates that the interaction between entrepreneur-
ship and cadre background does not have a sta-
tistically significant effect on the odds of inclu-
sion in the top income quintile."* This finding
seemingly contradicts the impression of cadre-
entrepreneur advantage provided by Table 4.
Entrepreneurs who are current or former cadre
are 1.6 and 2.3 percent, respectively, of the sam-
ple population. Thus these are relatively small
groups. A larger sample might better test wheth-
er cadre status is an advantage for entrepreneurs.
However, even when all entrepreneurs with cur-
rent or former cadre backgrounds are combined,
no statistically significant effect could be found
for the interaction between cadre status and en-
trepreneur status.

believe this is plausible evidence that current cadres
do receive gifts and that they reported them as house-
hold possessions, just as they reported higher median
household income. Although there was no difference
between cadres and noncadres in the per capita size of
their homes, entrepreneurs had larger homes than ev-
erybody else; the correlation between entrepreneur
status and per capita size of home was statistically
significant (p < .05).

13 Because no cadre-entrepreneur fell into the bot-

Parameter estimates from an earlier OLS re-
gression analysis indicated that entrepreneurs who
are current cadres or former team cadres enjoy a
clear advantage over other entrepreneurs (Nee
1989b, p. 672). The present logistic regression
analysis does not confirm this advantage. How
can this apparent discrepancy be explained? A
few cadre-entrepreneurs reported very high
household income. Such outliers in a logit analy-
sis are collapsed into categorical dependent vari-
ables, and consequently do not influence the esti-
mation of structural parameters, e.g.. the logit
analysis captures the group effect, while OLS
regression is sensitive to the presence of outlier
cadre-entrepreneurs who reported very high
household income. The results highlight differ-
ent dimensions of the effect of cadre-entrepre-
neur status on social mobility. As a group, net of
human capital and household composition, cad-
re-entrepreneurs may show no greater probabili-
ty of inclusion in the top income quintile. How-
ever, some households in this group are much
more advantaged than others.

THE STRUCTURE OF INEQUALITY

Studies of income inequality have documented
the extent of egalitarianism realized during the
collective era in Chinese agriculture (Parish 1981;
Perkins and Yusuf 1984; Hsiung and Putterman
1990). In light of the rapid increase in household
income reported by entrepreneurs, especially
those from cadre background, a reasonable ex-
pectation is that inequality should have increased
substantially from 1975 to 1984. The economics
literature reports that a common pattern for de-
veloping market economies is an increase in rel-
ative inequality in the early stages of develop-
ment, followed by a decline. It posits a trade-off
between economic growth and income equality
(Kuznets 1955, 1963; Oshima 1962; Fei, Ranis,
and Kuo 1978). This is the so-called trickle-down
theory or inverted-U hypothesis, which is the
opposite of Szelenyi and Manchin’s prediction.
Is there evidence for the economists’ view in the
market transition of the reforming Chinese so-
cialist economy? Has polarization between new-
ly rich (including cadre-entrepreneurs) and the

tom income quintile, the same polytomous dependent
variable could not be employed in the logit analysis
of entrepreneurs from cadre backgrounds. Instead, I
used a dichotomous dependent variable, dividing the
sample population between households in and out of
the top income quintile. (Table available from au-
thor.)
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Table 6. Percentage of Aggregate Household Income Earned By Income Quintiles, Gini Coefficients, and Coefficients of
Variation: Fujian and Henan Provinces, China, 1975-1985

L. Gini Coeffi-
Percent of Aggregate Income by Income Quintiles Coeffi-  cient of
Province Bottom 4 3 2 Top Total cient Variation N
Aggregate Total Income
Fujian
1975 59 11.4 16.1 243 424 100.0 .365 730 492
1980 6.4 11.4 17.1 23.6 41.5 100.0 .351 691 540
1984 6.3 11.1 16.3 22.6 43.8 100.0 371 776 614
Henan*
1978 10.1 13.7 17.9 233 35.0 100.0 .246 — 421
1985 10.0 16.4 19.5 229 31.2 100.0 204 — 439
Aggregate Nonfarm Income, Henan Province
1985 22 8.4 14.5 29.6 453 100.0 444 — 283

2 Per capita income; data from Zhu (1990, pp. 73 and 90). Using household income the Gini coefficient for 1978 is .313

and for 1985 is .293.

poor increased, as some economists have claimed
(Riskin 1987, p. 306-307)?

Table 6 indicates that income inequality in
Fujian province increased only slightly from 1975
to 1984, as reflected by the Gini coefficient and
the coefficient of variation. Moreover, the per-
centage of aggregate total income earned by the
top and bottom income quintiles in Fujian shows
little change. This is remarkable in light of the
considerable vertical mobility experienced by
rural households during these years. The rapid
reduction of absolute poverty and increases in
wealth of peasant and cadre entrepreneurs were
achieved with only a slight increase in relative
inequality. An initial decline in inequality fol-
lowed by an increase might be viewed as consis-
tent with Szelenyi and Manchin’s prediction. But
if 1975 to 1984 is considered in the short term,
then the modest increase in inequality is consis-
tent with the economists’ view. However, the
differences are small enough to be accounted for
by measurement error.'* The finding that the poor
benefited from marketization along with the rich
contradicts both perspectives.

A parallel survey conducted in 1986 by Zhu
(1990) in Henan province, which has a level of
rural industrial development similar to Fujian
(Walker 1989), shows a modest decline in rela-
tive inequality from 1978 to 1985. However, the
Gini coefficient for the market-derived nonfarm

14 Shifts in the shape of the Lorenz curve provide a
visual account of changes in income distribution over
the decade of rural reform. The changes in inequality
reflected in the Gini coefficients are scarcely percep-
tible in the Lorenz curves for 1975, 1980, and 1984.

per capita income is considerably higher than
those for total income. The modest decline in
income inequality reported in Henan might be
due to the lower level of marketization in inland
provinces compared to the coastal provinces. As
the nonfarm component of household income
increases with marketization, income inequality
in inland provinces can be expected to widen
somewhat.'

Figure 2 allows us to visualize income distri-
bution and inequality in the Fujian sample before
and after market reform. The inverted U-shaped
hypothesis implies that at first the rich get richer
and later their wealth flows downward to benefit
the poor. Figure 2 shows that all income quin-
tiles benefited at roughly comparable rates after
marketization. As a result, relative inequality is
largely unchanged. Markets appear to benefit di-
rect producers whether they are rich or poor, when
they spark improved economic performance. This
hypothesis suggests different dynamics of wealth
distribution than are conveyed in the conven-

15 Per capita income in 1986 in Henan was 333
yuan and in Fujian was 419 yuan; both fell in the
medium income group (Walker 1989). According to
Walker, the relative contributions by agriculture and
industry to rural social value output, and the percent
of the population engaged in agriculture are similar in
Fujian and Henan. Fujian’s greater marketization, in
my view, accounts for its higher proportion of coun-
ties with over 500 yuan per capita income (16.7 per-
cent in Fujian and 5.6 percent in Henan) and lower
proportion of counties with per capita income less
than 200 yuan (23.9 percent in Henan and 2.8 percent
in Fujian).
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Figure 2. Mean Annual Household Income by Quintile:
Fujian Province, China, 1975-1984

tional economic literature. Far from following
the trickle-down model, market transition in ru-
ral China indicates direct improvements in in-
come for poor households and only slight-in-
creases in relative inequality. However, the anal-
ysis covers a short time period, it does not take
into account trends in interregional and intersec-
toral inequality, and it does not consider cyclical
effects. Despite these qualifications, results are
consistent with Ahluwalia (1974) and Fields
(1980) that the inverted-U relationship is not in-
evitable in developing economies. Income distri-
butions within countries depends on institutional
contexts and specific government policies.

CONCLUSION

The institutional context of partial reform must
be considered in the analysis of social inequality
under reforming state socialism. Under partial
reform, in which the integrative principle of the
economy as a whole remains redistributive, the
conflicting institutional logics of redistribution
and markets introduces complicating scope con-
ditions. Although cadre-entrepreneurs do not ap-
pear to experience a greater probability of inclu-
sion in the top income quintile, their rate of in-
crease in household income appears to be higher
than other households based on a least-squares
regression analysis. This finding, originally re-
ported and interpreted in the verification of mar-
ket transition theory (Nee 1989b, pp. 672-73),
partially supports the clientelist hypothesis.

The response to market transition theory from
China specialists is similar to early reactions to
Wilson’s (1978) hypothesis of the declining sig-
nificance of race. Just as Wilson does not imply
that race is no longer of any consequence in North
America, market transition theory does not claim

that cadre power vanishes once markets begin to
coordinate economic activity in reforming state
socialism. The theory expects that, under partial
reform, cadre power will continue to be strong, if
not dominant, in sectors and regions that are less
marketized or where firms and markets remain
tightly bounded by political institutions, as in the
collective and state sectors. Under partial reform,
markets have not replaced hierarchies as the main
integrative mechanism of the economy.

The theory argues instead that as markets re-
place hierarchies, there will be a discernible de-
cline in the significance of redistributive power
as opportunities for economic gain outside the
boundaries of the redistributive sector increase.
Cadres may continue to be powerful as state ac-
tors, but when social mobility is increasingly
shaped by the dynamics of markets than by the
redistributive power of the state, they have less
influence on who gets ahead. Even if clients con-
tinue to express loyalty to their cadre patrons, if
nonclients prosper as well and more of them pros-
per than do clients, then the importance of clien-
telist politics will decline in relative terms.

Market transition theory contends that the val-
ue of personal connections with cadres is a func-
tion of the extent to which the allocation of re-
sources — factor, product, capital, and labor —
remains bounded by the redistributive economy.
The theory claims that cadres’ power over peas-
ants or workers, the basis of clientelist politics, is
inversely related to the extent that opportunities
are independent of cadres’ control. As Homans
(1974) wrote, “men are powerful when many
want what they, the few, are able to supply or
many fear what they, the few, are able to with-
hold” (p. 197). As both general and specialized
markets develop in volume and size, at some
point most transactions will be free of cadre in-
volvement. At this point, can clientelist politics
or personal connections to cadres be as impor-
tant as they were under orthodox central plan-
ning or even partial reform? The erosion of re-
distributive power corresponds to increased reli-
ance on market coordination (e.g., as opposed to
contract or compulsory sale to the state). In this
respect, market transition theory concurs with
the substantivist perspective on market penetra-
tion from Polanyi (1957) to Scott (1976), which
pointed to the subversive effect of markets on
established social relationships such as patron-
client ties.

With a shift to a market economy, market tran-
sition theory predicts that the advantage of cadre-
entrepreneurs in boundary transactions will de-
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cline. Students of stratification in Eastern Europe
should be able to test this hypothesis in the 1990s.
If a hybrid elite of cadre-entrepreneurs manages
touphold the dominance of the redistributive class
following the transition to a market economy, then
market transition theory must be wrong.

The declining-significance-of-redistributive-
power hypothesis finds support in the discovery
that current cadre status, following a shift to mar-
ketlike conditions, has no effect on a household’s
chances of being in the top income quintile, nor
in its avoidance of poverty, nor in the rate of
increase of household income. These findings
are at variance with and cannot be accounted for
by the clientelist perspective (Walder 1986; Oi
1989).'6 If, as clientelists claim, cadres continue
to be as powerful and privileged after marketiza-
tion as before, why are they not more advantaged
than others, net of human capital and household
composition effects? The finding that entrepre-
neurs and former team cadres in the sample are
more likely to fall in the top income quintile,
however, underscores the changing sources of
power and privilege even in the early stages of
market transition. It is through productive effort
and entrepreneurial drive, rather than positional
power in local government, that wealth is gained
following decollectivization and marketization.

Despite the emergence of hybrid elite entre-
preneurs from cadre backgrounds, initial evidence
indicates that reliance on market coordination in
reforming socialist economies need not generate
widening social inequalities. Why is there so lit-
tle increase in inequality in the early stage of
marketization? First, vertical mobility of the poor
is substantial. This indicates that entrepreneurs
come from varied backgrounds. Though many
come from cadre backgrounds, many more come
from households that were poor and less privi-
leged under collective farming. This latter group
may include households that were rich prior to
collectivization and became the objects of class
struggle during periods of agrarian radicalism.

16 Hypotheses consistent with the clientelist per-
spective can be derived from market transition theo-
ry. For example, officials in daily contact with citi-
zens retain their power and privilege under partial
reform to the extent that markets remain bounded by
redistributive bureaucracies. This new hypothesis
explains why, within the marketized redistributive
sector there may be no overall erosion of redistribu-
tive power despite relatively higher wages for enter-
prise employees (Nee 1990). It also explains advan-
tages enjoyed by cadre-entrepreneurs under partial
reform.

Evidence from Hungary indicates that second
economy entrepreneurs typically come from en-
trepreneurial households whose embourgeoise-
ment was interrupted by collectivization. These
families left “parking orbits” to reenter private
entrepreneurship when market opportunities once
again became available (Szelenyi 1988). There
is also considerable relative downward mobility
of the old rich who are unsuccessful in adapting
from a collective to a marketlike economy. The
combined effects of upward and downward mo-
bility during market transition may reduce the
aggregate inequality.

Second, when market reform is accompanied
by improved economic performance, the poor
appear to participate directly in the benefits of
the marketplace. Not only do poor households
benefit from entrepreneurial opportunities, but
transactive exchanges in the marketplace enable
direct producers to retain a greater proportion of
the surplus above the cost of production than is
true in a state socialist redistributive economy in
which surplus is appropriated by administrative
fiat. This broad participation in marketlike trans-
active exchanges generates a different dynamic
of wealth distribution than implied is by trickle-
down theory.

Market transition theory does not assume that
the direction of change is unidirectional or linear.
Since 1988, progress on market reform has slowed
in China and the Soviet Union, and there is evi-
dence of key reversals towards greater reliance
on central planning. As long as redistribution re-
mains the dominant integrative mechanism for
the economy as a whole, oppositional forces threat-
ened by the erosion of redistributive power can
attempt to roll back the extent of market coordi-
nation. Yetefforts to revive redistributive author-
ity in the wake of market reform are likely to yield
unstable results, as events in Eastern Europe and
the Soviet Union demonstrate. The spread of
market transactions, whether in the formal or in-
formal private economy, tends to erode the legit-
imacy of state socialist redistributive authority and
paves the way for political change.

Vicror NEE is Professor of Sociology at Cornell Uni-
versity. His research focuses on transitions from state
socialism, economic sociology, immigration and eth-
nicity, and exchange/rational choice theory. He
recently published Social Exchange and Political
Process in Maoist China (Garland, 1991). He is cur-
rently working with Jimy Sanders on a study of re-
cent immigrants to the United States, and completing
a book on state and markets in China.
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