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The policy to divide taxes between the central government and local governments in 1994
deprived the latter with important source of revenue. Local governments at the xiang/zheng level
are particularly hard-hit, forcing them to become “entrepreneurial brokers”. The xiang/zheng
governments were dealt with another blow in 2006 when the agricultural tax was abolished. What
have the local governments done to salvage the poor financial state? The issue concerns not only
with the remaking of the relations between the state and the society but also with the structural
readjustments at the grass-roots level.

One of the most important reasons contributing to China’s economic success since the 1980°s
has been the policy of providing incentives to the Chinese people by giving more autonomy to the
local governments. Local politicians have more discretion in deciding matters affecting their
economic developments than before. Reforms of the governments at the grass-roots level in
recent years seem to aim at redressing the choric circle of “decentralization leads to chaos but
centralization leads to stagnation”. However, reforms at the grass-roots level, whether local
governments’ role are made to be “agents” of the central government or “entrepreneurial brokers”,
seem to be confined to administrative readjustments. However, if the people’s congress system
can be rejuvenated it will bring local politics in China more in conformity with the governance
under the rules of law.

The abolition of the agricultural taxes has alleviated farmers’ burden tremendously; but it has
also aggravated the financial difficulties that had plagued the local governments. However,
pinned down by its own financial burden the central government has not been able to come to the
rescue. It is possible that this dire situation might actually lead to more substantial political

reforms.

Key words: xiang/zheng governments, tax reform, entrepreneurial brokers, three chronic

problems in agriculture
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