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 Research Note

 Stealing from the Farmers: Institutional
 Corruption and the 1992 IOU Crisis

 Andrew Wedeman

 In recent years, sinologists and leaders of the Chinese Communist Party
 have come to view "endemic" corruption as the "Achilles' heel" of Deng
 Xiaoping's reforms.' Corruption, they assert, has weakened the Party and
 threatens to push it into a "life and death" crisis of legitimacy.2 Such
 views accord with a conventional wisdom that treats corruption as the
 episodic and catastrophic variable in a punctuated equilibrium model. In
 this construct, although it may generate political discontent and mass
 alienation, corruption lies dormant most of the time and only becomes
 politically significant when both the stakes involved and the number of
 officials engaged in corruption reach extraordinary levels, and the regime
 fails to bring corruption under control, at which point it becomes a factor
 in mobilizing anti-government agitation.3 Without such crises, corrup-
 tion's tangible political consequences remain quite limited or at least
 latent.

 Arguably, the assumption that corruption lies dormant until it reaches
 crisis levels reflects the fact that the consequences of what is generally
 considered corruption, the abuse of official power for personal gain, are
 often not readily observable because of their anomic, diffuse and covert
 nature. The concrete impact of isolated acts of corruption may, therefore,
 be inconsequential or remain either invisible or only partially visible,
 making it difficult, if not impossible, actually to measure their political
 consequences. Even if the results could be measured, they might be of
 such small magnitude that they would only become significant when

 1. Nicholas D. Kristof and Sheryl Wudunn, China Wakes (New York: Times Books, 1994);
 pp. 188, 201 and 209; Kenneth Lieberthal, Governing China (London: W.W. Norton, 1995)
 p. 267; Richard Baum, Burying Mao (Princeton: Princeton University Press, 1994) pp. 174
 and 177; "Jiang gives 'important speech' on corruption," Xinhua, 21 August 1993, in Foreign
 Broadcast Information Service, Daily Report: China, (henceforth FBIS), 23 August 1993,
 p. 18; Hou Zongbin, "Make a determined effort to fight corruption and ensure the sound
 development of a socialist market economy," Qiushi, No. 14 (July 1993), in FBIS,
 1 September 1993, p. 14; Chen Yun, "Work report of the Central Discipline Inspection
 Commission to the 13th CCP National Congress," Xinhua, 4 November 1987, in British
 Broadcast Service Survey of World Broadcasts (henceforth BBCSWB), 6 November 1987; and
 Li Peng, "Speech to the National People's Congress," Reuters, 5 March 1995.

 2. Connie Squires Meaney, "Market reform and disintegrative corruption in urban China,"
 in Richard Baum (ed.), Reform and Reaction in Post-Mao China: The Road to Tiananmen
 (New York: Routledge, 1991), pp. 124-142; Yan Sun, "The Chinese protests of 1989: the
 issue of corruption," Asian Survey, Vol. 31, No. 8 (August 1991), pp. 762-782; Yufan Hao
 and Michael Johnston, "Reform at the crossroads: an analysis of Chinese corruption," Asian
 Perspective, Vol. 19, No. 1 (Spring-Summer 1995), p. 149; and Clemens Stubbe Ostergaard
 and Christina Petersen, "Official profiteering and the Tiananmen Square demonstrations in
 China," Corruption and Reform, No. 6 (1991), pp. 87-107.

 3. Michael Johnston, "The political consequences of corruption: a reassessment,"
 Comparative Politics, Vol. 18, No. 4 (July 1986), pp. 459-477.

 ? The China Quarterly, 1997
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 aggregate levels become intolerably high. Moreover, corrupt acts by an
 individual office holder or even a percentage of office holders may have
 only an indirect impact on regime legitimacy. Society may regard these
 acts as individually deviant behaviour and not blame the regime for the
 illegal acts of its agents, or may consider corruption a normal form of
 elite conduct. The impact of routine corruption may, therefore, be so
 dissipated it becomes little more than political background noise.

 Not all corruption, however, involves individual officials or groups of
 officials. Institutions of the state may, in fact, become corrupt and this
 type of corruption, which I term "institutional corruption," may have an
 equal or even greater negative effect on state integrity. Like individual
 corruption, institutional corruption can be defined, to paraphrase Nye's
 definition,4 as the abuse of public power for particularistic gain, or, to
 borrow from Lu, the exploitation of public authority by an organization
 for its monetary or material gain.5 The difference between private and
 institutional corruption is that whereas private corruption involves the
 illegal pursuit of gain by individual officials or groups of officials acting
 in their own self-interest, institutional corruption involves the pursuit of
 gain by institutions acting collectively and relying on the authority or
 resources of the organization to generate or extract income improperly.6
 Ultimately, the goal of institutional corruption may be identical to
 individual corruption - illegal gain. The gains from institutional corrup-
 tion, however, remain under the control of the institution and are gener-
 ally allocated to its members in the form of benefits or bonuses, rather
 than being siphoned directly into the pockets of members of the insti-
 tution.

 This seemingly minor definitional difference, however, has important
 implications. Institutional corruption is more likely to involve concen-

 4. J.S. Nye, "Corruption and political development: a cost-benefit analysis," The American
 Political Science Review, Vol. 61, No. 2 (June 1967), pp. 417-427. After over 30 years of
 debate on the definition of corruption and its causes, there is a considerable body of literature
 on the topic. See inter alia, James C. Scott, "Corruption, machine politics, and political
 change," in Arnold Heidenheimer (ed.), Political Corruption: Readings in Comparative
 Public Analysis (New York: Holt, Rinehart and Winston, 1970), pp. 459-463; James C. Scott,
 Comparative Political Corruption (Engelwood Cliffs, NJ: Prentice-Hall, 1972); Samuel P.
 Huntington, "Modernization and corruption," in Heidenheimer, Political Corruption;
 pp. 492-500; Carl J. Friedrich, The Pathology of Politics: Violence, Betrayal, Corruption,
 Secrecy, and Propaganda (New York: Harper & Row, 1972); Peter deLeon, Thinking About
 Political Corruption (Armonk, NY: M. E. Sharpe, 1993); Robin Theobald, Corruption,
 Development and Underdevelopment (Durham, NC: Duke University Press, 1990); Gabriel
 Ben-Dor, "Corruption, institutionalization, and political development: the revisionist theses
 revisited," Comparative Political Studies, Vol. 7, No. 1 (April 1974); pp. 63-83; and Robert
 E. Klitgaard, Controlling Corruption (Berkeley: University of California Press, 1988). In
 many cases, these authors are aware of institutional corruption, but do not clearly distinguish
 it from individual corruption, treating it instead as "collective corruption" or "syndicated
 corruption," that is corruption involving groups of officials rather than individuals.

 5. Lu Xiaobo, "Booty socialism, bureaupreneurs, and economic development: a study of
 organizational corruption in China," paper presented at the Association for Asian Studies
 annual meeting 1996, Honolulu. Cited with the author's permission.

 6. As used herein, institutional corruption is distinct from "bureaucratic corruption" in that
 the latter term generally refers to corruption by bureaucrats while the former refers to corrupt
 acts committed by bureaucracies acting as collective institutions.
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 Institutional Corruption and the 1992 IOU Crisis 807

 trated and hence visible action; affect large segments of society; cause
 greater economic dislocation; and, because it involves misconduct by
 institutions of the state, have a more direct impact on regime legitimacy.
 More importantly, it involves the subversion of structures designed to
 control the behaviour of state agents and prevent them from engaging in
 self-serving abuse of office. Institutions exist, after all, in large part to
 control and regulate state agents by creating norms of behaviour, moni-
 toring mechanisms and means to sanction and punish agents who violate
 norms and regulations. When an institution becomes corrupt, rather than
 serve as a mechanism of control, it becomes a vehicle for the collective
 pursue of illegal gain, with the principal directors of the institution
 positioned to act as the organizers and orchestraters of illegal acts carried
 out by their agents. Thus, institutional corruption does not represent an
 instance of individual degeneration or the failure of institutional controls,
 but rather the perversion of the mechanisms of control and the conversion
 of an institution from a means to prevent illicit behaviour to a means of
 organizing illicit acts. Institutional corruption, in short, attacks the "iron
 frame" that holds the state together, with the result, to paraphrase Chiang
 Kai-shek, that while individual corruption may be seen as a disease of the
 skin, albeit one that can prove fatal if allowed to progress unchecked,
 institutional corruption might be viewed as a disease of the heart.

 A variety of forms of institutional corruption can be identified in
 contemporary China.' These include the improper levying of fees (luan
 shoufei), arbitrary fines (luan fakuan) and forced apportionment of funds
 (luan tanpai) (known colloquially as the "three disorders" san luan);
 unauthorized, and often coerced, fund raising (luan jizi); the siphoning of
 money out of budgetary and extra-budgetary accounts into off-the-books
 slush funds or "small treasuries" (xiao jinku);8 the erection of illegal
 export and import barriers in support of local protectionism (difang baohu
 zhuyi); and the systematic misappropriation (zhan nuoyong) of funds by
 local governments and bureaus. Western scholars have also noted the rise
 of what Oi terms "local corporatism" and the use of illegal means to
 advance local economic interests.9

 This article focuses on the misappropriation of agricultural purchase

 7. This is not to say that institutional corrupt is unique to the reform period or a direct
 consequence of the reform. On the contrary, various forms of what I define as institutional
 corruption existed during the Maoist period.

 8. The term small treasury or coffer refers to banks accounts maintained by public units
 under false names in order to hide them from higher levels. State Council regulations banned
 small treasuries in 1986. Guowuyuan guanyu qingli he zhengdun "xiao jinku" de tongzhi
 (State Council Notice Regarding the Rectification of Small Treasuries), Dictionary of
 Supervision and Control, 1990, pp. 373-74.

 9. Marc Blecher, "Development state, entrepreneurial state: the political economy of
 socialist reform in Xinju municipality and Guanghan county," in Gordon White (ed.), The
 Chinese State in the Era of Economic Reform: The Road to Crisis (Armonk, NY: M. E. Sharpe,
 1991), pp. 265-291; Victor Nee, "Organizational dynamics of market transition: hybrid
 forms, property rights, and mixed economy in China," Administrative Science Quarterly,
 No. 37 (1992); pp. 1-27; Jean C. Oi, "Fiscal reform and the economic foundations of local
 state corporatism in China," World Politics, Vol. 45, No. 1 (December 1992); pp. 99-127; and
 Jean C. Oi, "The role of the local state in China' s transitional economy," The China Quarterly,
 No. 144 (December 1995), pp. 1132-50.
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 funds and specifically on the 1992 IOU crisis. Although the diversion of
 procurement funds and the use of "white slips" (baitiaozi) in lieu of cash
 as payment for commodities purchased by the state had been a persistent
 problem in previous years, in part because of administrative inefficiency
 and corruption, the autumn of 1992 witnessed a major increase in the
 amount of IOUs issued to farmers. The resulting "crisis" had its roots in
 the "fund raising fever" (jizi re) unleashed by Deng Xiaoping's January
 1992 Southern Tour. Faced with a seemingly unlimited demand for
 investment capital, banks and local governments issued between 100 and
 200 billion yuan in unauthorized loans. To cover these loans, they
 diverted an estimated 50 billion yuan out of deposits held by banks in the
 interior and 44 billion yuan from agricultural procurement accounts.'0
 Diversion of funds to the coast created a serious cash shortage in rural
 areas, and in the autumn of 1992 farmers were handed at least six billion

 yuan worth of IOUs by state procurement agencies. Some agencies
 refused to purchase grain, leaving many farmers holding "hidden IOUs"
 (antiaozi) in the form of un-sellable grain. At the same time, local
 governments, many of whom had diverted budgetary monies to specula-
 tive investments, defaulted on an additional five billion yuan in subsidy
 payments owed to farmers. Cash-hungry banks along the coast, mean-
 while, diverted two billion yuan out of postal remittance accounts, forcing
 post offices and banks in the interior to issue "green slips" (lii tiaozi)
 instead of cash to the families of migrant workers." Afraid that farmers'
 empty pockets might trigger rural discontent, the central leadership
 responded in early December by injecting additional funds into the
 procurement system and ordering local governments to ensure that all
 arrears were settled before 15 January 1993. Despite some scattered
 incidents of violence, the anti-IOU campaign led by Vice-Premier Zhu
 Rongji succeeded and a political crisis was averted.

 10. Reuters, 28 August 1993; Xinhua, 30 August 1993, in BBCSWB, 1 September 1993;
 Xinhua, 27 August 1993; South China Morning Post, 17 August 1993; International Business,
 January 1994; Kyodo, 2 September 1993; Jingli guanli, October 1993, in BBCSWB, 26
 November 1993; Renmin ribao, 9 November 1992, in FBIS, 11 December 1993, pp. 43-45;
 Wenhui bao, 5 June 1993, in FBIS, 7 June 1993, p. 32; Renmin ribao, 16 August 1993, p. 1;
 Jingji cankao, 19 May 1993, p. 1; and South China Morning Post, 4 July 1993.

 11. In addition to white and green slips, other forms of IOUs were reported during 1992-93.
 Some functioned essentially like white and green slips. Banks, for example, would hand their
 customers "yellow slips" or "blue slips" when they were short of cash. Others, however,
 functioned more like illegal bonds. Underground "banks" and curb market financiers, for
 example, issued "black slips" carrying high interest rates. Some state enterprises sold "red
 slips" paying 15 and 20% interest to employees or issued them in lieu of wages and bonuses.
 Other units, however, issued non-interest bearing "red slips" or "purchase coupons" allowing
 employees to obtain goods at designated stores when they lacked enough funds to meet their
 payrolls. Industrial enterprises, meanwhile, resorted to the use of IOUs to pay suppliers when
 cash ran short. Unfortunately, data on yellow, black or red slips are too limited to allow for
 systematic analyses of these forms of IOUs. Hongkong Economic Journal, 17 June 1993, in
 Inside China Mainland, August 1993, pp. 39 and 83; Inside China Mainland, September
 1993, p. 84; Inside China Mainland, November 1993, p. 83; Zhongguo caiwu bao, 27 May
 1993, p. 1; Zhongguo tongxun she, 19 June 1993, pp. 33-34; Xinhua, 1 May 1993, in FBIS,
 3 May 1993, p. 28; and "Bufen nongcun chuxian qi geng pao huang xianxiang" ("In parts of
 the countryside, farmers cast aside their ploughs and leave behind wasteland"), Liaowang,
 15 November 1992, pp. 8-9.
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 Institutional Corruption and the 1992 IOU Crisis 809

 Even though the IOU crisis ended quite quickly, as noted earlier it was
 part of a larger problem involving institutional corruption. The crisis was,
 however, a particularly interesting example of institutional corruption.
 First, it stands out because of the direct link between the loosening up of
 macro-economic controls following Deng's Southern Tour and the break-
 down of controls within the banking sector. Secondly, whereas other
 forms of corruption, such as the san luan, often skirt a fine line legally
 and in some cases may be attributable to fiscal starvation on the part of
 local governments,12 the widespread diversion of procurements funds that
 triggered the IOU crisis involved clear-cut violations of regulations and
 can be directly linked to profit-seeking by local governments and banks.13
 Thirdly, whereas other forms of institutional corruption tend to involve
 institutions operating in isolation to exploit their administrative power to
 generate unauthorized income, the IOU crisis involved collusion between
 local governments, local banks, provincial-level banks and central bank-
 ing institutions. It also involved collusion between institutions in different
 jurisdictions. The 1992 IOU crisis, therefore, provides a series of insights
 into how state agencies in China take advantage of public authority to
 engage in predatory behaviour, including behaviour that is potentially
 dysfunctional from the standpoint of regime stability.

 12. As revealed during the 1993 anti-san luan campaign, many of the arbitrary taxes and
 fees collected by local governments and central department had in fact been authorized. As
 a result, even though many localities violated State Council regulations limiting taxes to 5%
 of farmers' previous years income, the fees and taxes were actually legal. In many areas, local
 governments also find themselves forced to levy taxes in excess of the 5% limit because they
 simply cannot get by on legal taxes and subsidies from the unitary budget, thus creating a
 situation where institutional corruption may be driven as much by fiscal need as institutional
 greed.

 13. Misappropriation, particularly by banks, treads a fine line between the improper and
 the illegal and, therefore, the misuse of power and the abuse of power. Even though they had
 a certain amount of discretion in using deposits and could make short-term inter-bank loans,
 banks violated regulations governing the management of procurement funds in several ways.
 First, the Agricultural Bank was prohibited from using procurement funds to make
 commercial loans and any inter-bank loan made for the purposes of re-lending was illegal.
 Secondly, because criminal misappropriation occurs when funds lent out without proper
 authorization cannot be recovered in a timely manner or if the unauthorized use of funds causes
 the state financial losses, any bank that failed to recover short-term bank loans in a timely
 manner was in violation of banking regulations. Thirdly, financial regulations stipulate that
 banks must report any income generated by inter-bank loans and could be subject to criminal
 prosecution for tax evasion if they failed to report such income or stashed the funds in
 unregistered accounts. In the case of procurement agencies, any lending of procurement funds
 allocated to them by the Agricultural Bank violated regulations stipulating that such funds
 must be maintained in specialized procurement accounts held by the Agricultural Bank and
 may not be relent. According to regulations, organizations found guilty of misappropriation
 can be subject to confiscation of unauthorized funds and fined. Officials may also be held
 criminally responsible and prosecuted if they were directly involved in the misappropriation
 of funds or if units they directed engaged illegal acts. See "Zuigao renmin jiancha yuan,
 Guanyu renzhen chaban danwei xinghui shouhui fanzui tiao 'an de tongzhi" "Supreme
 People's Procuratorate, 'Notice regarding the conscientious investigation of units involved
 in making or accepting bribes' "), 22 October 1993, in Jiancha shouce, 1993 (Procuratorate
 Handbook) 1995, p. 133; An Interpretation of Changes in the Penal Code, 1994, ch. 1;
 Controlling Economic Crime in China, 1995, ch. 15; and Guidance for Work on the "Three
 Clears and One Stop," 1994.
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 810 The China Quarterly

 The Genesis of the IOU Problem

 To a certain extent, IOUs were an inevitable byproduct of the shift
 from the system of unified procurement (tongyi shougou) to one based on
 fixed procurement contracts (hetong dingshou). Under the system of
 unified planning and decentralized management adopted in 1985, pro-
 curement agencies assumed direct responsibility for their financial affairs
 (tongyi jihua, fenji guanli, shijie shicun, zizhu ziying).14 Concurrent
 banking reforms terminated the old system whereby the People's Bank of
 China and the Agricultural Bank of China automatically covered procure-
 ment agencies' expenditures and replaced it with a system of discounted
 loans to procurement agencies.15 Purchases themselves were also placed
 on contract basis. Instead of setting a quota for each farm household,
 under these new arrangements procurement agencies signed contracts
 with individual households specifying the amount and quality of grain,
 cotton, and so on that the state would buy at the state-fixed price
 (dingjia). Additional commodities could be sold to the state at higher
 negotiated prices (yijia), although the state set a limit on how much more
 it would buy at negotiated prices. Surplus commodities above and beyond
 this limit could then be sold to the state, but only at low "protected"
 prices (baojia).

 To pay for contracted and negotiated purchases, procurement agencies
 supplement their working capital (liuzijin) by recovering funds (huilong
 kuan) from wholesale agencies and drawing down inventories (qingcang
 waqian); securing subsidies from the state to cover losses caused by
 differences between procurement and wholesale prices; and securing
 short-term loans from the local branches of the Agricultural Bank of
 China, which, in turn, raises funds by calling in inter-bank loans (huilong
 daikuan) and drawing on deposits and reserves, as well as deposits held
 by the bank for rural credit co-operatives.16 If procurement agencies and
 the Agricultural Bank cannot raise enough capital, the People's Bank of
 China acts as a lender of last resort, making short-term inter-bank loans
 to the Agricultural Bank. To expedite the flow of funds and reduce
 barriers to inter-bank settlements, in 1989 the People's Bank of China
 established a system of unified fund raising, specialized management,
 joint borrowing and timely repayments (tongchou anfei, zhuanxiang
 guanli, qianwu jiehe, anqi guihuan), wherein banks were authorized to
 issue short-term IOUs to each other when necessary.17

 In theory, if the procurement and marketing financing system works
 efficiently, funds could be recycled several times a year and the same
 funds used to finance the spring, summer and autumn harvests, with the

 14. Nongchanpin liutong tizhi gaige yu zhengce baoxian (Reform of the Agricultural
 Commodities Circulation System and Policy Safeguards), 1992, pp. 152-166.

 15. Ni Chengwei and Huang Jianping, Caizheng yu jinrong gailun (An Introduction to
 Public Finance and Banking), 1990.

 16. Jingji ribao, 5 September 1991, p. 2 and Jean C. Oi, State and Peasant in
 Contemporary China: The Political Economy of Village Government (Berkeley: University
 of California Press, 1989), ch. 8.

 17. Hebei ribao, 16 February 1993, p. 2.
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 latter representing the most demanding in terms of total funding require-
 ments. The system, however, never worked perfectly and overdue debts
 (yuqi kuan) soon began to appear "naturally" because of lags between the
 time procurement agencies transfer commodities to wholesalers, whole-
 salers sell them to retailers and industrial consumers, final consumers
 settle accounts with wholesalers, and then wholesalers settle accounts
 with procurement agencies. Such disruptions in the procurement-con-
 sumption chain disrupt the backward flow of funds to procurement
 agencies, leaving them temporarily short of cash and thus in the position
 of having to issue IOUs to farmers.

 In the early 1990s, the procurement financing system began to break
 down. First, triangular debt (sanjiao zhai) among the commercial and
 industrial consumers of agricultural commodities began to build up. Slow
 sales of their own products during the 1989-90 recession, for example,
 tied up the capital of consuming enterprises such as textile mills, cigarette
 factories and food processors, leaving them short of funds to pay for
 agricultural inputs purchased on short-term credit from wholesalers.'8
 Unable to recover funds owed to them, wholesalers began to default on
 debts owed to procurement agencies, who then passed on the debt to
 farmers.'19 Illegal restrictions on cash transfers between localities imposed
 by cash-starved localities during the recession exacerbated the problem of
 triangular debt by hampering the flow of funds between consuming and
 producing localities.

 Secondly, procurement agencies ran into financial difficulties during
 the early 1990s as a result of a build-up in unsold inventory. A series of
 good harvests beginning in 1990, when grain output rose 8.28 per cent
 to 393.28 million tons, followed by a 3.31 per cent increase in 1992,
 pushed production to 400.38 million tons.20 Although purchases by
 the state fluctuated between a high of 100.4 million tons in 1989 and a
 low of 95.5 million tons in 1990, grain reserves built up rapidly, tying
 up an increasing share of procurement agencies' liquid assets.21 In late
 1992, the Ministry of Commerce estimated that 33 billion yuan of grain
 bureaus' funds were tied up in unsold inventory, with Hunan reporting

 18. Nongmin ribao, 17 July 1989, p. 1; Zhongguo shang bao, 26 November 1992, p. 1;
 Henan ribao, 16 February 1993, p. 2; Jinrong shibao, 12 November 1993, p. 1; and Fujian
 ribao, 16 July 1993, p. 1.

 19. In 1989, for example, wholesalers in Yucheng prefecture, Shanxi, defaulted on 6
 million yuan in debts owed to grain bureaus in Zaoyang county, Hubei, because the Industrial
 Commercial Bank lacked sufficient cash to transfer funds to the bureaus' accounts held by
 the Agricultural Bank. Local banks in Jiangling county, Hubei, on the other hand, refused to
 issue procurement loans to the grain bureaus because the local branch of the Industrial
 Commercial Bank owed the local branch of the Agricultural Bank 28.70 million yuan, the
 Agricultural Bank owed the Industrial Commercial Bank 7.57 million yuan, 2.48 million yuan
 was tied up in inter-bank loans between various branches of the Agricultural Bank, and 11.58
 million yuan was tied up in inter-bank loans between various branches of the Industrial
 Commercial Bank. Nongmin ribao, 17 July 1989, p. 1; Fujian ribao, 16 July 1993, p. 1; and
 Nongmin ribao, 17 July 1989, p. 1.

 20. Zhongguo tongji nianjian 1993 (Statistical Yearbook of China, 1993).
 21. Terry Sicular, "Redefining state, plan and market: China's reforms in agricultural

 commerce," The China Quarterly, No. 144 (December 1995), p. 1034; Zhongguo tongji
 nianjian, 1993; and Nongmin ribao, 31 January 1994, p. 3.
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 5.26 billion yuan tied up in grain and cotton stockpiles and Hubei 10
 billion yuan.22

 Thirdly, because grain procurement prices were higher than wholesale
 prices (in Hunan and Hubei, for example, the procurement price for grain
 was 20 fen higher per jin than the wholesale price23), grain bureaus
 automatically lost money, with total net losses doubling from 4.90 billion
 yuan in 1985 to 9.22 billion yuan in 1988, more than doubling again to
 22.90 billion yuan in 1990 and reaching 25.05 billion yuan in 1992.24
 Losses resulting from gaps between state-set purchase prices and whole-
 sale prices were supposed to be covered by government subsidies, with
 the central government paying half and local governments paying the
 other half. Subsidies did, in fact, increase as losses mounted, with grain,
 cotton and edible oil price support subsidies rising from 19.87 billion
 yuan in 1985 to 25.95 billion yuan in 1989 and then peaking at 26.70
 billion yuan in 1991, enough in theory to cover price-induced losses.25 As
 subsidy costs increased, however, both the central government and local
 governments in major agricultural areas, many of which were already in
 fiscal straits and dependent on provincial and central governments for
 budgetary subsidies, began to default on their obligations. According to
 an investigation by the Agricultural Bank of China, local governments
 failed to pay five billion yuan in price subsidies in 1989, roughly 20 per
 cent of total obligations that year.26 Three years later China Daily
 reported that the Ministry of Finance itself was behind on 5.8 billion yuan
 of subsidy payments.27

 To summarize, a combination of delays in settling accounts, mounting
 triangular debt, increasing amounts of procurement capital tied up in
 unsold inventory, increasing losses by grain bureaus and arrears in
 subsidy payments created conditions in which debt was likely to accumu-
 late in the process of procuring and marketing agricultural commodities.
 And, given the hierarchy of structural relationships, it was hardly surpris-
 ing that farmers ended up holding the debt in the form of IOUs.28

 IOUs began to appear in significant amounts in 1988 when local
 governments in Guangdong, Henan, Shandong, Hunan, Hubei and Jiang-
 su issued between two and three billion yuan of IOUs, prompting

 22. China Daily, 8 December 1992, in FBIS, 8 December 1992; Nongmin ribao, 12 March
 1993, in FBIS, 1 April 1993, pp. 39-40; Nongmin ribao, 17 August 1993, p. 3; Jingji ribao,
 3 October 1993, p. 2; and Jinrong shibao, 29 December, 1993, p. 1.

 23. Jinrong shibao, 29 December, 1993, p. 1.
 24. Zhongguo tongji nianjian, 1993, p. 627.
 25. Zhongguo tongji nianjian, 1994, p. 231.
 26. Jingji ribao, 31 August 1989, p. 1.
 27. China Daily, 8 December 1992, FBIS, 8 December 1992; Nongcun jingji (Rural

 Economy), No. 1 (1992), pp. 6-8; Xinhua ribao, 1 June 1993, p. 1; Liaoning ribao, 6 August
 1993, p. 3; Jinrong shibao, 12 November 1993, p. 1; Jingji ribao, 3 October 1993, p. 2; and
 Jinrong shibao, 30 January 1993, p. 1. Even where governments did not default, rising
 subsidies consumed an increasingly large share of local finances. In 1991, price subsidy
 payments equalled 32.53% of local revenues in Jilin, 26.53% in Heilongjiang, 29.48% in
 Anhui, 26.84% in Jiangxi, 21.24 % in Hubei, 18.31% in Hunan and 16.72% in Sichuan,
 compared to an average of 14.81% for all provinces. Zhongguo caizheng nianjian (Public
 Finance Yearbook of China, 1992), pp. 916-19.

 28. Jinrong shibao, 30 January 1993, p. 1 and Henan ribao, 16 February 1993, p. 2.
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 Institutional Corruption and the 1992 IOU Crisis 813

 farmers in Hebei to complain that instead of harvesting cotton, they had
 harvested debt.29 The following year, an estimated shortfall of 16 billion
 yuan threatened to disrupt seriously purchasing in Inner Mongolia, Hubei,
 Hunan, Guangdong and Xinjiang, and a major IOU crisis was only
 averted when the Centre injected an extra five billion yuan into the
 procurement system.30

 As the autumn 1992 harvest got under way, IOUs began to appear in
 larger amounts than in previous years.31 At that time, the Chinese media
 reported a total of 2.79 billion yuan of IOUs outstanding in the major
 grain-producing provinces of Jilin, Heilongjiang, Jiangsu, Jiangxi, Henan,
 Hubei, Hunan and Sichuan.32 The total amount of IOUs nation-wide was,
 however, considerably higher. The nine provinces mentioned above, for
 example, reported cashing 4.12 billion yuan worth of IOUs (see Table 1).
 Other provinces, including Shandong, Guangdong, Guizhou and Xin-
 jiang, also reported cashing significant amounts of IOUs during the
 winter of 1992. Admittedly incomplete reports document a minimum
 of 1.90 billion yuan in these and other provinces, raising the total to
 6.02 billion yuan, two to three times the amount reported for 1989 and
 roughly equivalent to 10 per cent of the estimated 60.50 billion yuan
 allocated for the autumn harvest.33

 Farmers also received "hidden IOUs" (an tiaozi) during the 1992
 autumn harvest. Unable to raise enough cash for purchases, procurement
 agencies in some areas simply shut down, refusing to buy any grain or
 buying only minimal amounts. In early 1993, for example, procurement
 agencies in Anhui refused to buy 750,000 tons of grain left over from the
 harvest.34 According to a senior cadre in Henan, even after the province
 cleared all outstanding IOUs, local farmers still held a billion yuan worth
 of surplus grain.35 In Henan, in addition to 73.50 million yuan of IOUs,
 farmers in Zhoukuo prefecture were left holding a "big IOU" (da tiaozi)
 in the form of an additional 108.80 million yuan worth of grain that they
 could sell neither on saturated free markets nor to the state at protected
 prices.36 After funds ran short in Hunan, farmers found themselves unable

 to dispose of a million tons of grain.37 Governments in northern Jiangsu
 defaulted on contracts to buy 8,000 tons of grain and 400,000 piculs (dan)
 of cotton from farmers.38

 29. Nongmin ribao, 16 January 1989; Xinhua (wire service), 20 January 1989; Renmin
 ribao, 23 January 1989, p. 1; and Nongmin ribao, 19 December 1988, p. 4.

 30. Economist Intelligence Unit, Business China, 25 September 1989; South China
 Morning Post, 6 December 1989; Nongmin ribao, 17 July 1989; Renmin ribao, 9 November
 1989, p. 2; Hunan ribao, 20 November 1989, p. 2; Xinhua (wire service), 12 December 1989;
 Xinhua (wire service), 13 November 1989. In some villages in Henan, procurement bureaus
 paid for close to 60% of their purchases with IOUs. Nongmin ribao, 20 July 1989, p. 1.

 31. Jingji ribao, 11 January 1993, p. 1.
 32. Jingji ribao, 16 January 1993, p. 1.
 33. China Daily, 8 December 1992, in FBIS, 8 December 1992.
 34. Xinhua, 8 January 1993, in FBIS, 12 January 1993, pp. 38-39.
 35. "Agriculture: new problems," China News Analysis, No. 1483 (15 April 1993), p. 3.
 36. Henan ribao, 18 January 1993, p. 1.
 37. Hunan Regional Service, 31 December 1992, in FBIS, 13 January 1993, pp. 42-43.
 38. Xinhua ribao, 5 January 1993, p. 1.
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 Table 1: IOUs (White Slips baitiao only) Reported 1992 (million yuan)

 Province Amount Sources (1993)

 Hebei 2.02 Hebei ribao, 29 January
 Inner Mongolia 43.06 Nei Menggu ribao, 14, 19, 22 January
 Liaoning 0.42 Liaoning ribao, 15 November, Liaoning fazhi bao, 7

 October

 Jilin 700.00 Jingji ribao, 8 January
 Heilongjiang 276.00 Heilongjiang ribao, 15 January
 Jiangsu 350.00 Xinhua ribao, 5, 9, 12 January, 10 February, Jinrong

 shibao, 11 January, Nongmin ribao, 10 January
 Zhejiang 0.15 Zhejiang ribao, 10 January
 Anhui 186.00 Jingji ribao, 16 January, Anhui ribao, 16 January
 Jiangxi 300.00 Jiangxi ribao, 4, 9 January, Fazhi ribao, 16 August,

 Nongmin ribao, 15 January
 Shandong 184.00 Dazhong ribao, 16 January, Nongmin ribao,

 18 January
 Henan 300.00 Henan ribao, 11, 18 January
 Hubei 1,330.00 Zhongguo xinwen she, 8 December (in FBIS-CHI 10

 December), Hubei ribao, 5, 6, 7, 14, 15, 16 January,
 Zhongguo shang bao, 26 November 1992

 Hunan 363.00 Hunan ribao, 4, 9, 14, 17 January, Jinrong shibao,
 11 January

 Guangdong 510.00 Nanfang ribao, 28 August
 Guangxi 7.05 Guangxi ribao, 9 October
 Hainan 16.50 Hainan ribao, 7, 10 January
 Sichuan 500.00 Jinrong shibao, 11 January, Sichuan ribao, 5 January
 Guizhou 346.00 Guizhou ribao, 10, 12, 14, 16, 19 January
 Yunnan 24.00 Yunnan Provincial Service, 1 May (in FBIS-CHI

 6 May)
 Shaanxi 16.15 Shaanxi ribao, 22 January
 Gansu 23.70 Gansu ribao, 19 January
 Xinjiang 540.00 Xinjiang ribao, 6, 9, 12, 14 January, 16 October,

 Nongmin ribao, 8 January
 Total

 reported 6,018.05

 At the same time, local governments defaulted on fertilizer, pesticides
 and diesel fuel subsidies owed to farmers under the three links pro-
 gramme. According to Henan ribao, governments nation-wide defaulted
 on 5 billion yuan in subsidy payments.39 In Hubei, farmers in Xiaogan
 prefecture (which had purportedly been among the first localities to use
 IOUs in the mid-1980s) complained that although local government had
 settled IOUs issued for grain and cotton, they continued to refused to
 honour three links coupons.40 In Hunan, a survey of households in Linli

 39. Henan ribao, 16 February 1993, p. 2.
 40. Hubei ribao, 8 January 1993, p. 1 and Nongmin ribao, 10 June 1993, p. 1.
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 county revealed that 60 per cent had not received their fertilizer and
 diesel bonuses and that the county faced a 53 per cent shortfall in funds
 for the three links programme,41 while Luxiang city had to issue IOUs for
 460,000 yuan worth of diesel fuel covered by the programme.42 In
 Shuangyang county, Jilin, farmers reported that local authorities had not
 honoured three links bonuses for the past two years.43

 Because no systematic data on the amount of crops that went un-
 purchased or the total amount of defaults on production subsidies are
 available, the total amount of cash withheld from farmers in the winter of
 1992-93 remains uncertain. At a minimum, it appears that local govern-
 ments withheld 11-12 billion yuan, half of it by issuing IOUs and the
 other half by defaulting on subsidies.44

 Having been denied cash payments, farmers in many areas faced
 further exploitation as various groups sought to capitalize on their plight.
 In some areas "traders" (shangfan), including government officials, took
 advantage of the crisis by "stir frying the IOUs" (chao baitiao), offering
 to buy them from farmers at substantial discounts, generally offering cash
 payments between 70 and 80 per cent but in some cases as little as 40 per
 cent of the face value, and then either holding on to them until local
 governments cashed them or, in the case of cadres, using their influence
 to redeem them immediately for full value.45 In other cases, commercial
 enterprises, including state stores and the supply and marketing co-oper-
 atives, allowed farmers to use IOUs in lieu of cash, but at a substantial
 discount.46 In Funing county, Hebei, local procurement agencies handed
 farmers one-year certificates of deposit (dingqi yinian yinghang chucun
 dan) with a face value less than the actual purchase price.47 Other
 speculators took advantage of farmers by buying surplus crops at cut rate
 prices. In Guizhou, for example, after the state tobacco monopoly refused
 to buy low-grade leaf, farmers had to sell their crop at rock bottom prices
 to illegal buyers across the border in Sichuan.48 In Jiangxi, cotton farmers
 in Jiujiang county were forced to sell 2,500 piculs of cotton to "pedlars"
 (fanzi) at a fraction of the state price after the local supply and marketing
 co-operative suspended purchases.49

 41. Jingji ribao, 10 October 1993, p. 7.
 42. Hubei ribao, 3 January 1993, p. 1 and Hunan ribao, 9 January 1993, p. 1.
 43. Nongmin ribao, 11 April 1993, p. 1.
 44. If hidden IOUs were included, the total may have been around 15 billion yuan. Based

 on drops in grain procurement between 1991 and 1992, and assuming a protected price of 500
 yuan per ton of grain, the value of unpurchased grain would have been close to 5 billion yuan.
 This figure is, however, only a rough and, therefore, uncertain guess. Procurement data from
 Zhongguo shichang tongji nianjian 1993 (Statistical Yearbook of Chinese Markets, 1993),
 p. 211.

 45. Zhongguo shang bao, 26 November 1992, p. 1; South China Morning Post, 6
 December 1989; Guizhou ribao, 2 August 1993, p. 7; and Fazhi ribao, 13 June 1993, p. 1.

 46. South China Morning Post, 23 January 1996.
 47. Nongmin ribao, 23 January 1993, p. 1. In one area of Hubei, however, it was the state

 that fell victim to IOUs after forgers cashed 200,000 yuan of fake "cotton purchase deferred
 payment slips." Hunan ribao, 19 January 1993, p. 1.

 48. Guizhou ribao, 23 September 1993, p. 2.
 49. Jiangxi ribao, 13 January 1993, p. 2.
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 Institutional Corruption and the IOU Problem

 Chinese sources often attribute the 1992 IOU crisis to the structural

 problems outlined in the previous section: bumper harvests, triangular
 debt, arrears in subsidy payments and so on.5o Although the evidence
 indicates this view is not incorrect and that such problems undoubtedly
 contributed to a shortage of funds, they alone do not appear sufficient to
 have triggered the 1992 crisis. First, even though China had experienced
 bumper harvests in 1990, 1991 and 1992, the demand for procurement
 funds actually fell in the early 1990s as the state cut back on procure-
 ments and prices remained relatively stable. While demand remained
 stable, the supply of funds increased as the Agricultural Bank began to
 pump additional loans into the procurement system." As a result, whereas
 excess demand may have characterized previous years, with a fairly
 significant gap evident in 1989, trends in supply and demand suggest that
 the gap had closed by 1992, even when adjusted for arrears in subsidy
 payments, funds tied up in unsold inventory and enterprise losses (see
 Figure 1). Secondly, there is no evidence that either the Agricultural Bank
 or the rural credit co-operative experienced a sudden drop in deposits that
 would have reduced their ability to fund procurement loans. On the
 contrary, total deposits in these two institutions rose 26.34 per cent in
 1992, although it is true that the rate of increase was lower in most of the
 provinces reporting substantial amounts of IOUs.52 Thirdly, data on
 month-by-month disbursements of agricultural purchase loans by the
 Agricultural Bank suggest that the credit system was operating normally
 and loans were issued in a timely manner.53 Finally, comparisons of
 province-by-province changes in grain production, local grain prices and
 procurement loans suggest although credit might have been tight in
 Shanxi, Inner Mongolia, Heilongjiang, Jiangsu and Anhui, the supply of
 procurement funds in other provinces that reported substantial amounts of
 IOUs (Hubei, Jilin, Xinjiang, Guangdong, Sichuan, Jiangxi, Henan and
 Guizhou) expanded more rapidly than demand, suggesting that these
 provinces did not face a credit crunch.54 It appears, therefore, that
 conditions were no worse in 1992 than in previous years and may have
 actually been better.

 In fact, the evidence tends to show quite convincingly that the IOU
 crisis was triggered by a sudden outflow of funds from rural areas

 50. Jinrong shibao, 30 January 1992, p. 1 and Zhongguo gaige yufazhan baogao: Xinde
 tupo yu xinde tiaozhan (1992-1993) (Report on China's Reform and Development: New
 Breakthroughs and New Challenges), pp. 117-120.

 51. In 1992, the Agricultural Bank allocated 241.5 billion yuan in loans for the purchase
 of agricultural commodities, an increase of 12.80%. Jinrong shibao, 30 January 1993, p. 1.

 52. Based on data in Zhongguo jinrong nianjian, 1992. (Banking Yearbook of China,
 1992), p. 531, and Zhongguo jinrong nianjian, 1993, pp. 409 and 456.

 53. Zhongguo nongcun jinrong tongji nianjian, 1993 (Statistical Yearbook of Rural
 Finance in China, 1993), p. 63.

 54. Data on procurement loans from Zhongguo nongcun jinrong nianjian, 1993, p. 42.
 Data on production from Zhongguo tongji nianjian, 1992, p. 362 and Zhongguo tongji
 nianjian, 1993, p. 368. Data on prices from Zhongguo shichang tongji nianjian, 1993, p. 454.
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 Figure 1: Supply and Demand for Funds
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 Supply index based on the sum of circulating capital held by grain bureaus and supply and
 marketing co-operatives plus loans for agricultural purchases and price support subsides. Demand
 index based on changes in the quota and negotiated price of rice, wheat, cotton and tobacco times
 procurements.
 Sources:

 Procurement and price data from Terry Sicular, "Redefining state, plan and market: China's
 reforms in agricultural commerce," The China Quarterly, No. 144 (December 1995), pp. 1034,
 1018, 1040, 1041 and 1043. Data on circulating capital, loans, and price support subsidies from
 Zhongguo tongji nianjian 1993 (Statistical Yearbook of China), pp. 231, 626 and 665.

 following Deng Xiaoping's January-February Southern Tour.55 Deng's
 tour signalled an end to the austerity programme implemented by conser-
 vatives in the autumn of 1988, and during 1992 investment in fixed assets
 nation-wide increased 42.59 per cent, followed by a 58.60 per cent
 increase in 1993. The boom was particularly intense along the coast
 where investment increased 85.25 per cent in Guangdong and 96.61 per
 cent in Hainan during 1992, then rose 74.46 per cent and 91.48 per cent
 respectively the following year.56 As the demand for capital rose and fund
 raising fever (jizi re) broke out, shortages of capital soon appeared along
 the coast, causing curb interest rates to rise. Rising curb rates, in turn,
 pulled in funds from the interior. Over the next few months, "funds
 flowed out of agriculture and into industry, out of rural areas and into
 urban areas, and out of less developed areas and into developed areas."57

 55. Renmin ribao, 23 April 1993, p. 4.
 56. Zhongguo tongji nianjian, 1992, p. 147; Zhongguo tongji nianjian, 1993, p. 147; and

 Zhongguo tongji nianjian, 1994, p. 142.
 57. Jingji ribao, 11 January 1993, p. 1.
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 In both the interior and the coast, banks and local governments responded
 to the post-tour economic liberalization by diverting funds into unauthor-
 ized local development zones, office buildings, auditoriums and guest
 houses."58 In total, by the end of 1992, banks had made between 100 and
 200 billion yuan in unauthorized bank loans and transferred over 50
 billion yuan from 26 provinces to coastal areas.59

 Fund-raising fever also disrupted the backward flow of capital from the
 coast to the interior. In addition to creating short-term capital by delaying
 the settlement of inter-bank debts, coastal banks restricted the flow of
 funds into the interior by embargoing payments on postal remittances.
 After post offices in urban areas along the coast deposited the cash they
 received from migrants in local branches of the Industrial Commercial
 Bank, the bank then used the. funds to make commercial loans instead of
 transferring them to the Agricultural Bank, with whom rural post offices
 maintained accounts for the purpose of cashing remittances.60 Unable to
 obtain cash from local banks, post offices issued receipts printed on green
 paper (hence the term "green slips") indicating the amount of funds owed,
 or forcibly converted the remittance into postal savings deposits.6' By
 early 1993, a total of two billion yuan, worth of green slips had been
 issued by post offices in Sichuan, Hubei, Hunan, Henan, Anhui and
 Jiangxi, including approximately 500 million yuan in Sichuan and 22
 million yuan in Anhui.62

 In their blind rush to raise funds, banks and procurement agencies
 frequently raided procurement accounts. Two-thirds of the funds ear-
 marked by the State Council for agricultural procurement were allegedly
 "embezzled layer by layer" (cengceng nuoyong) as financial bureaus
 within the central government diverted a percentage of funds to their own
 use, provincial banks diverted another percentage on to inter-bank mar-
 kets, and local banks siphoned off a percentage for loans to township and

 58. Chinese Central Television Network, 29 December 1992, in BBCSWB, 6 January
 1993.

 59. Reuters, 28 August 1993; Xinhua, 30 August 1993, in BBCSWB, 1 September 1993;
 Xinhua, 27 August 1993; South China Morning Post, 17 August 1993; International Business,
 January 1994; Kyodo, 2 September 1993; Jingji guanli, October 1993, in BBCSWB, 26
 November 1993; Renmin ribao, 9 November 1992, in FBIS, 11 December 1993, pp. 43-45;
 Wenhui bao, 5 June 1993, in FBIS, 7 June 1993, p. 32; Renmin ribao, 16 August 1993, p. 1;
 Jingji cankao, 19 May 1993, p. 1; and South China Morning Post, 4 July 1993. During the
 1993 crackdown on illegal loans, banks in Hunan, Sichuan, Jiangxi and other unnamed inland
 provinces allegedly recalled 20-30 billion yuan from Guangxi, Guangdong and Hainan. South
 China Morning Post, 1 August 1993.

 60. Zhongguo gaige yufazhan baogao, p. 118. Based on circumstantial evidence, it would
 not be unreasonable to assume that postal bureaus also misappropriated some of these funds
 and diverted them to unauthorized expenditures and investments or "lent" them to the bank
 at premium interest rates.

 61. Renmin ribao, 12 June 1993, p. 5.
 62. Renmin ribao, 10 April 1993, p. 1; Jinrong shibao, 15 January 1993, p. 1; South China

 Morning Post, 13 November 1993; Jinrong shibao, 1 January 1993, p. 1; Nongmin ribao, 10
 May 1993, p. 3; Nongmin ribao, 17 June 1993, p. 1; Sichuan ribao, 8 January 1993, p. 1;
 Nongmin ribao, 1 January 1993, p. 1; Anhui ribao, 20 June 1993, p. 38; Nongmin ribao, 9
 January 1993, p. 1; and Jinrong shibao, 18 October 1993, p. 1.
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 village enterprises.63 Procurement funds were cake on the plates of
 profit-hungry banks caught in the grip of fund-raising fever, Jingji cankao
 charged, and many could not resist the temptation to take a large bite,
 even if that entailed under-the-table deals.6

 Because regulations prevented them from lending procurement funds
 to commercial and industrial users, rural branches of the Agricultural
 Bank made short-term inter-bank loans to the Industrial Commercial

 Bank, which then re-lent the funds to commercial customers.65 Branches
 of the Industrial Commercial Bank, meanwhile, intercepted funds de-
 posited by wholesalers for repayment of procurement contracts and
 diverted them to commercial loans rather than passing them on to the
 Agricultural Bank for settlement.66 Banks also set up subsidiary financial
 institutions and used them to divert funds and improperly shift them over
 to industrial and commercial lending or to speculate in stocks and real
 estate.67 Procurement agencies, meanwhile, engaged in arbitrage lending,
 borrowing money from the Agricultural Bank at discounted interest rates
 and then lending these funds out illegally to commercial borrowers,
 charging either prevailing commercial interest rates or much higher curb
 market rates.68

 According to Xinhua ribao, procurement agencies and local govern-
 ments used a variety of dodges to siphon off funds. In addition to simply
 misappropriating them, local authorities "squeezed" them (ji yong),
 falsely claiming to have spent them on procurement while in fact using
 them to fund capital construction projects. In one case, according to the
 report, grain bureaus in Jiangsu squeezed a total of 16.38 million yuan out
 of procurement funds, including 9.25 million squeezed out of grain and
 oil price subsidy funds. Procurement agencies also "padded" (tian yong)
 their debts by claiming that funds were tied up in un-collectable accounts
 while actually diverting funds into enterprise welfare and bonus accounts.
 A certain county grain bureau, for example, created "invisible losses"
 (wuxing sunshi) to divert 29.37 million yuan out of its call accounts.69
 Procurement agencies also siphoned off funds by establishing "bilateral
 accounts" (shuangbian hu) with the Industrial Commercial Bank which
 allowed them to shift funds out of "protected" accounts (fangqu hu)
 maintained with the Agricultural Bank and into commercial accounts,
 from where they could be converted into investment loans.70

 63. Nongmin ribao, 18 December 1993, p. 1 and Jingji ribao, 11 May 1993, p. 7.
 According to officials in Honghu city, Hubei, only a third of the funds promised them by the
 provincial government were ever received, even though the provincial-level bank claimed to
 have authorized the loans. Nongmin ribao, 10 January 1993, p. 1. Xinhua ribao also charged
 that over two-thirds of the funds allocated for procurement in several Subei counties flowed
 to other areas. Xinhua ribao, 10 February 1993, p. 1.

 64. Jingji cankao, 19 May 1993, p. 1.
 65. Jinrong shibao, 10 January 1993, p. 1.
 66. Henan ribao, 16 February 1993, p. 2.
 67. Wenhui bao, 5 June 1993, in FBIS, 7 June 1993, p. 32.
 68. Jingji cankao, 19 May 1993, p. 1.
 69. Xinhua ribao, 1 June 1993, p. 7.
 70. Henan ribao, 16 February 1993, p. 2.
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 The diversion of procurement funds to unauthorized uses was not new.
 During 1988, according to investigators in Jiangsu, 100 million yuan of
 procurement funds had been siphoned off to finance various industrial,
 commercial and development projects. The following year, auditors in
 Shandong found a total of 810 million yuan of improper expenditures and
 loans by procurement agencies. In Hubei, the government of Qichun
 county took out 50 million yuan in procurement loans and deposited the
 funds in the local branch of the Industrial Commercial Bank, which then
 re-lent them out, paying the county grain bureau a premium rate of
 interest.7' By March 1989, according to Nongmin ribao, local agencies in
 Yantai city, Shandong, had diverted a total of 109.62 million yuan,
 including 21.41 million used for fixed capital investments.72 In Ling
 county, Shandong, local government agencies joined the supply and
 marketing co-operative in looting funds raised to buy cotton, with the
 public security bureau taking 30,000 yuan, the procuratorate 40,000 and
 the transportation department 50,000. The co-operative itself then used
 177,000 yuan to purchase cars, bringing the total amount of misappropri-
 ated funds to 300,000 yuan, nearly 17 per cent of the total raised.73

 By the late 1980s, diversion of procurement funds in Hubei was so
 widespread and obvious that farmers complained that as funds moved
 from the Centre to the province, the province to the prefecture, the
 prefecture to the county, the county to the townships and villages, and
 then finally to the agricultural purchasing stations, everybody took a
 nibble of the "sweet meat" (tangrou shei dou yao ken yi kou), leaving
 nothing but paper for them.74 In a similar vein, Henan ribao charged that
 the banks and procurement agencies all took a bit from the "fatted meat"
 (feirou) of low-interest procurement loans.75 Local governments in Shan-
 dong, according to Nongmin ribao, frequently lent out funds obtained
 from discounted procurement loans to enterprises willing to pay high
 rates of interests, with the result that only half the 450 million yuan of
 loans issued for procurement were actually used to buy agricultural
 commodities.76

 The 1992 investment boom thus simply exacerbated the temptations
 for illegal lending and misappropriation by pushing up interest rates on
 the curb market and creating a seemingly limitless demand for capital.77
 Some of the funds misappropriated by procurement agencies undoubtedly
 went into the pockets of corrupt officials.78 Some went to make illegal

 71. Renmin ribao, 16 January 1989, p. 1.
 72. Nongmin ribao, 20 July 1989, p. 1.
 73. Nongmin ribao, 7 July 1989, p. 1.
 74. Nongmin ribao, 16 January 1989, p. 1.
 75. Henan ribao, 16 February 1993, p. 2.
 76. Nongmin ribao, 17 July 1989, p. 1.
 77. In 1992, legal interest rates could run as high as 10.37% for loans to individual

 households engaged in commerce and industry. Zhongguo tongji nianjian, 1992, p. 671. By
 simply borrowing procurement funds at the discount rate of 7.74% and then lending them out
 to individuals, a procurement agency or local government could make a minimum profit of
 2.63% or much more given curb rates between 20 and 40% in 1992 (based on interest rates
 reported for red slips and black slips) depending on their willingness to take risks.

 78. Nongmin ribao, 11 April 1993, p. 1; Nongmin ribao, 25 January 1994, p. 2; and
 Nanfang ribao, 23 October 1993, p. 1.
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 loans to entrepreneurs and speculators in coastal areas or simply disap-
 peared into the "grey economy."79 According to the Agricultural Bank,
 local governments siphoned off a total of 8.35 billion yuan to fund capital
 construction, speculate in stocks and real estate, and make unauthorized
 commercial and industrial loans.80 Nongmin ribao charged that procure-
 ment agencies in Hebei diverted 15 per cent of their funds to various
 unauthorized uses.81 In Hubei, an audit of the grain system showed that
 11.7 per cent of their 1.04 billion yuan of circulating funds had been
 misappropriated. Hubei ribao subsequently alleged that 1.70 billion yuan
 of procurement funds had been improperly transferred to processing
 factories, retail enterprises and financial institutions.82 In Hunan, investi-
 gators from the provincial branch of the Agricultural Bank uncovered
 over 200 million yuan in irregular loans, 118 million yuan in unautho-
 rized loans to other localities and 115 million yuan improperly invested
 in real estate ventures in various coastal provinces. Auditors in Xiangtan
 city found that 10.68 per cent of loans issued for procurement by the local
 branch of the Agricultural Bank had in fact been diverted to other uses
 and that local grain bureaus had misappropriated 29.56 million yuan of
 the 63.13 million yuan allocated to them.83 Audits in Shandong deter-
 mined that 58 grain bureaus, including those in the cities of Zaozhuang,
 Dongyin, Yantai and Weihai, had misappropriated 1.35 billion yuan as of
 late 1993.84 In the case of Shouguang county, they found that 24.7 per
 cent of procurement funds had been diverted.85

 In addition to being diverted to investments, an undetermined amount
 of procurement funds were used to cover a variety of institutional
 expenses and provide benefits for employees. In Hebei, for instance,
 procurement agencies in Hengshui city used 384,700 yuan to cover
 enterprise losses, 158,000 yuan to pay employees' welfare subsidies and
 bonuses and 1.88 million yuan to cover un-collectable debts, completely
 emptying the bureaus' reserve funds in the process.86 In Henan, investiga-
 tors from the Xinxiang city branch of the People's Bank of China
 determined that procurement bureaus in Xinxiang county had misappro-
 priated 2.20 million yuan, 78.89 per cent of their funds, while those in
 Changyuan county had misappropriated most of the 4.75 million yuan
 allocated to them, including using 884,000 yuan to invest in a hog-
 processing factory. In Xinxiang county, the grain department diverted
 210,000 yuan to finance a noodle-making factory, while the supply and
 marketing co-operative used 581,000 yuan to set up a canvas-making
 factory.87 In an unidentified city in Henan, 16 grain bureaus diverted 1.73
 million yuan out of procurement accounts, using 420,000 yuan to build

 79. South China Morning Post, 4 July 1993.
 80. Renmin ribao, 19 November 1992, in FBIS, 11 December 1992, pp. 43-45.
 81. Nongmin ribao, 14 September 1994, p. 1.
 82. Jinrong shibao, 1 October 1993, p. 1 and Hubei ribao, 3 October 1993, p. 2.
 83. Jingfi cankao, 8 August 1993, p. 1 and Fazhi ribao, 22 November 1993, p. 3.
 84. Jingji ribao, 25 October 1993, p. 1.
 85. Renmin ribao, 17 May 1993, p. 1.
 86. Jingji ribao, 3 October 1993, p. 2.
 87. Jinrong shibao, 12 November 1993, p.1.
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 commercial buildings, 232,000 to buy cars, and 594,000 to invest in
 hotels, processing plants and department stores.88 Fazhi ribao charged
 that grain bureaus in Shanxi squandered procurement funds on
 "extravagant and ostentatious parades of wealth," buying cars, building
 new housing and improving their offices, then claimed they had no
 money to pay for purchases.89

 Not all procurement agencies misappropriated funds. Ningxia, for
 example, claimed that no IOUs were issued, as did nearly 40 other
 counties and prefectures, some of whom reported that they had either
 never issued IOUs or had not issued them in the past few years.90 In some
 localities where IOUs were issued, local governments actually tried to
 mitigate the problem by allowing farmers to use them as payment for
 inputs bought from the supply and marketing co-operatives (a practice
 known as "reversing the IOUs" (dao baitiao)).91 Some local governments
 even allowed peasants to pay taxes, school fees and irrigation fees with
 IOUs, while others ordered hospitals and schools to accept IOUs in lieu
 of cash.92 Misappropriation was not, therefore, universal. But it was
 nevertheless sufficiently widespread that large parts of China's rural
 sector were affected by the IOU crisis.

 Before moving on the examine the impact of the IOU crisis, it should
 be reiterated that neither IOUs nor conflicts between procurement agen-
 cies and farmers were new. Conflicts erupted during 1983-84 when
 bumper harvests produced a glut of grain. After free market prices fell
 below those offered by the state for above-quota deliveries to the state,
 farmers pressured procurement agencies to buy surplus grain at above-
 market premium or somewhat lower negotiated prices. When procure-
 ment agencies refused to pay these prices or ran out of funds and ceased

 88. Henan ribao, 16 February 1993, p. 2.
 89. Fazhi ribao, 26 October 1993, p. 1.
 90. See Ningxia ribao, 28 September 1993, p. 1; Renmin ribao, 15 April 1993, p. 1, 17 June

 1993, p. 1; Jinrong shibao, 12 January 1993, p. 1, 22 January 1993, p. 1, 30 November 1993,
 p. 1; Nongmin ribao, 14 December 1994, p. 1, 18 June 1994, p. 1; Jingji ribao, 30 May 1993,
 p. 2; Fazhi ribao, 22 August 1994, p. 1; Guangxi ribao, 19 September 1993, p. 1; Nei Menggu
 ribao, 28 August 1993, p. 1, 8 January 1993, p. 1; Fujian ribao, 30 November 1993; Dazhong
 ribao, 7 October 1993, p. 2, 6 January 1993, p. 1; Xinhua ribao, 10 January 1993, p. 1, 30
 May 1993, p. 1; Sichuan ribao, 3 January 1993, p. 2; Nanfang ribao, 12 January 1993, p. 1;
 Hubei ribao, 3 January 1993, p. 1, 12 June 1993, p. 1; Shanxi ribao, 15 January 1993, p. 3;
 Liaoning ribao, 9 January 1993, p. 1, 16 January 1993, p. 1, 19 January 1993, p. 2; Jilin ribao,
 15 January 1993, p. 1, 6 December 1993, p. 5; Gansu ribao, 14 January 1993, p. 1, 26 January
 1993, p. 1, 1 February 1993, p. 1; Zhejiang ribao, 10 May 1993, p. 1.

 91. Nanfang ribao, 19 September 1993, p. 2; Guizhou ribao, 16 January 1993, p. 1, 23
 September 1993, p. 2; Yunnan ribao, 10 January 1993, p. 1; Fazhi ribao, 20 April 1993, p. 1;
 Jingji ribao, 8 April 1993, p. 1.

 92. Hubei ribao, 6 January 1993, p. 1; Zhongguo shang bao, 26 November 1993, p. 1;
 China Central Television, 17 January 1993, in FBIS, 12 February 1993, pp. 29-30. Reversing
 the IOUs was, however, only possible in the short term because it simply shifted the debt over
 to the supply and marketing co-operatives, who ultimately would need cash to buy inputs from
 wholesalers. Even the practice of treating IOUs as a form of cash, which was reported in
 various localities, worked only so long as all purchases and sales remained local. Similarly,
 allowing farmers to use IOUs to pay their taxes simply transferred the debt to local
 governments, thus leaving them in the red and unable to meet their financial obligations. Hubei
 ribao, 8 January 1993, p. 1.
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 purchasing, farmers complained bitterly, charging that the state had
 reneged on its promises. In some areas, local procurement agencies tried
 to "solve" the "selling hard" (mainan) problem by using IOUs to cover
 the cost of extra purchases.93 Local procurement agencies also resorted to
 the use of IOUs after inter-regional price and procurement wars forced
 them to pay higher than expected prices and left them short of cash.

 These instances, however, differed from the 1992 IOU crisis because
 the issuance of IOUs in these cases can be explained as a function of cash
 shortfalls resulting from either excess supply or market-driven price
 increases, whereas in 1992 shortages of funds were a direct result of the
 systematic diversion of funds out of procurement accounts. In addition,
 whereas previous instances of misappropriation were generally localized
 and limited, in 1992 it was widespread and systematic.94

 To summarize, the evidence suggests that widespread diversion of
 procurement funds by banks at various levels and misappropriation of
 funds by procurement agencies, rather than a true shortage of funds,
 triggered the 1992 IOU crisis. Triangular debt within the procurement
 system, arrears in subsidy payments and mounting losses undoubtedly
 contributed to the crisis. Already weak as a result of these conditions, the
 procurement system stumbled when financial institutions responded to the
 surge in demand for capital following Deng's Southern Tour by chan-
 nelling funds out of agriculture and into more profitable investments.
 Institutional corruption, not empty coffers, robbed the farmers, leaving
 them holding promissory notes while commercial and industrial borrow-
 ers made off with the cash.95 State Councillor Chen Junsheng, in fact,

 93. For a discussion of state-farmer conflicts during 1983-85, see Daniel Kelliher, Peasant
 Power in China: The Era of Rural Reform, 1979-1989 (New Haven: Yale University Press,
 1992), ch. 5 and Kate Xiao Zhou, How the Farmers Changed China: Power of the People
 (Boulder, CO: Westview, 1996), ch. 4.

 94. In addition to the examples cited above, procurement agencies cheated farmers by
 claiming that commodities were substandard and forcing farmers to accept lower prices.
 Individual cadres sold supplies of subsidized fertilizer and diesel on the black market,
 embezzled procurement funds, forged receipts, engaged in profiteering by buying grain at low
 fixed prices and then reselling it at higher market prices, and stole shipments of grain outright.
 "Nong yong chaiyou, ni zai hu huan shenme?" ("Farm diesel, to whose call do you listen?"),
 Liaowang, 2 August 1993, pp. 20-23; Renmin ribao, 19 January 1987, in BBCSWB, 27
 January 1987.

 95. Institutional corruption continued during the clearing process. In Anhui, for example,
 local governments misappropriated funds or inflated the amount of outstanding IOUs. In other
 areas, local governments grabbed a share of the repayment funds by having banks transfer
 them to village governments, which then stripped off a healthy percentage in irregular fees
 and "village deductions" or as repayment for contrived debts. Others gave farmers "material
 purchasing tickets" instead of cash for their IOUs. When stores refused to accept these tickets,
 farmers complained that the government had "drawn pictures of food to ally their hunger."
 Other localities collected farmers' promissory notes and then pocketed repayment funds,
 leaving the farmers holding "invisible grey slips." Even after they received additional funds
 from the central bank, local authorities in some areas continued to default on payments. In
 Hunan, the Linli county branch of the Industrial Commercial Bank failed to hand over 970,000
 yuan of funds allocated by the provincial bank for the purpose of settling IOUs, while the local
 finance bureau diverted 1.50 million of the 2.20 million yuan provided by the People's Bank.
 Hubei ribao, June 1993, p. 1; Xinhua, 8 January 1993, in FBIS, 12 January 1993, pp. 38-39;
 Henan ribao, 29 January 1993, p. 1; Nongmin ribao, 15 February 1993, p. 1; Nongmin ribao,
 15 February 1993, p. 3; Jingji ribao, 10 October 1993, p. 7; Hunan ribao, 5 October 1993,
 p. 7; and Hebei ribao, 29 January 1993, p. 1.
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 openly dismissed the argument that shortages of funds forced procure-
 ment agencies to issue IOUs, noting that local government always
 seemed to find plenty of money for non-agricultural development
 projects.96

 Consequences

 Isolating the impact of the 1992 IOU crisis on rural society is difficult
 because it occurred within a general context of declining rural income
 and mounting unrest. After rising fairly dramatically during the early
 1980s, farmers' cash income from crop production fell in real terms
 during the late 1980s as rural inflation mounted during 1987-89. Prior to
 1991, improvements in agriculture's terms of trade off-set some of their
 inflation-induced losses. Beginning in the early 1990s, however, deterio-
 ration in agriculture's terms of trade and inflation caused the purchasing
 power of income derived from farming to fall significantly.97 IOUs, even
 if they were eventually redeemed, exacerbated the problem of falling
 incomes because, given rural inflation rates that ran at 4.7 per cent in
 1992 and then shot up to 13.7 per cent in 1993, delays in payment
 represented a form of hidden tax that further eroded rural incomes.98

 Illegal local taxes, tax surcharges, and increasing demands for unpaid,
 corv6e labour added to the farmers' burden. Although formally capped at
 5 per cent of a household's previous year income, in reality farmers'
 taxes, including ad hoc local taxes and illegal fees, averaged over 10 per
 cent nation-wide in 1990, compared to 7 per cent in 1986.99 In many
 areas, the burden was much higher. During 1992-93, taxes and fees ate
 up as much as 40 per cent of rural incomes in parts of Sichuan and over
 20 per cent in parts of Anhui, Fujian, Shandong and Hubei.1oo

 Given deteriorating farm income and increasing predatory taxation,
 widespread use of IOUs would have added to pressures pushing farmers
 out of the countryside and into the cities, towards which higher wages
 and better opportunities already pulled them. Because data on the extent
 of rural out-migration and farmers' precise motives for abandoning
 farming and joining the ranks of the "floating population" are difficult to

 96. Nongmin ribao, 17 January 1993, in FBIS, 5 February 1993, pp. 14-16.
 97. Although rural households' per capital income from farming was approximately the

 same in 1990 and 1991 as it had been in 1985 (taking into account inflation), falling terms
 of trade pushed rural incomes to 95% of their 1985 levels in 1990 and then 85% of their 1985
 level in 1991. Based on farm income: Zhongguo tongji nianjian, 1994, p. 276 and Zhongguo
 tongji nianjian, 1992, p. 306. Rural price index: Zhongguo tongji nianjian, 1994, p. 231.
 Agricultural terms of trade: Andrew Wedeman, Bamboo Walls and Brick Ramparts: Rent
 Seeking, Interregional Economic Conflict, and Local Protectionism in China, Ph.D. disser-
 tation, University of California Los Angeles, 1994; ch. 2.

 98. South China Morning Post, 29 August 1993.
 99. Jingji ribao, 16 December 1993, p. 1; Nongmin ribao, 3 August 1992, p. 1.

 100. Nongmin ribao, 26 January 1993, p. 1, 1 February 1993, p. 3, 19 March 1993, p. 1,
 28 March 1993, p. 2, 4 May 1992, p. 3; Hubei ribao, 7 June 1993, p. 1, 6 January 1993, p. 1,
 20 January 1993, p. 1, 6 January 1993, p. 1; Fazhi ribao, 1 April 1993, p. 1, 20 March 1993,
 p. 1; Renmin ribao, 23 May 1993, p. 1, 11 July 1993, p. 2; Jingji ribao, 19 February 1993,
 p. 5, 5 September 1993, p. 2; Zhejiang ribao, 21 April 1993, p. 1; Fujian ribao, 10 May 1993,
 p. 7.
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 obtain, it is hard to tell with any certainty to what extent the IOU crisis
 directly contributed to the flow of rural residents into the cities. Neverthe-
 less, there is evidence that out-migration increased in the wake of the
 1992 IOU crisis.101

 By the same token, even though IOUs did not trigger a nation-wide
 farmers' rebellion, their role in exacerbating conflicts within rural society
 cannot be ignored. The crisis occurred at a time of rising rural turmoil, in
 the form both of crime and increasing anti-government militancy.102
 According to various sources, between 170 and 200 "incidents" occurred
 in the countryside during late 1992 and early 1993, with trouble reported
 in at least 13 provinces according to the U.S. Central Intelligence
 Agency.103 Not all of these were linked to IOUs. Some involved clan
 warfare, territorial disputes and conflicts over land annexed by local
 governments for development zones.'" Some of the more serious

 101. Data on the size of China's "floating population" and its growth are uncertain. The
 most widely cited estimates indicate that by 1990 some 35 million rural residents had migrated
 to coastal cities. In early 1992, observers put the number at 50-60 million. The following year,
 the floating population was estimated at between 70 and 100 million, with the lower figure
 more commonly cited. Based on these figures, whereas between 15 and 25 million rural
 residents joined the floating population in the two years between 1990 and 1992, between 20
 and 50 million did so in 1993 alone. Other sources also indicate an increase. According to
 the Minister of Agriculture, 50 million rural residents moved out of farming in 1993, double
 the 24 million who did so in 1992, while the number of farmers migrating out of Jiangxi rose
 from just 200,000 in 1991 to 3 million in 1993. Solinger, however, puts the total at between
 60 and 80 million in 1990, a figure that suggests most of the growth occurred in the 1980s,
 well before either the decline in farm income discussed above or the 1992 IOU crisis. Dorothy
 J. Solinger, "China's urban transients in the transition from socialism and the collapse of the
 Communist 'urban public goods regime'." Comparative Politics, Vol. 27, No. 2 (January
 1995), pp. 127-147, and "China's transients and the state: a form of civil society?" Politics
 & Society, Vol. 21, No. 1 (March 1993), pp. 31-123; Xinhua, 23 January 1993. The Guardian,
 22 February 1992; Los Angeles Times, 25 September 1993; International Herald Tribune, 30
 June 1994; and Xinhua, 22 July 1995.

 102. See Thomas P. Bernstein, "In quest of voice: China's farmers and prospects for
 political liberalization," paper presented to the University Seminar on Modem China,
 Columbia University, 10 February 1994. Cited with the author's permission. Also see
 Elizabeth J. Perry, "Rural collective violence: the fruits of recent reforms," in Elizabeth J.
 Perry and Christine Wong (eds.), The Political Economy of Reform in Post-Mao China
 (Cambridge, MA: Harvard University Press, 1985), pp. 175-192 for a discussion of unrest
 in the early reform period.

 103. "Hearing of the Joint Economic Committee." Federal Information Systems
 Corporation, 30 July 1993; South China Morning Post, 2 July 1993; UPI, 15 April 1993; South
 China Morning Post, 26 June 1993; and Zhengming, 1 March 1993, in FBIS, 10 March 1993,
 pp. 14-15. According to Bernstein, farm protests occurred in Shandong, Jiangsu, Anhui,
 Shanxi, Hubei, Jiangxi, Hunan, Guizhou, Guangxi, Sichuan and Henan. Bernstein, "In quest
 of voice," p. 18. He also asserts that in many cases it was the combination of IOUs and
 excessive taxes that triggered demonstrations. Thomas P. Bernstein and Dorothy J. Solinger,
 "The peasant question for the future: citizenship, integration, and political institutions?" paper
 presented at the Conference on "China and World Affairs in 2010," Stanford University, April
 1996.

 104. AFP, 26 August 1993, in FBIS, 26 August 1993, pp. 24-25; South China Morning
 Post, 3 April 1993, in FBIS, 5 April 1993, p. 47; Ming bao, 17 December 1993, in FBIS, 17
 December 1993, p. 36; AFP, 19 June 1993, in FBIS, 23 June 1993, p. 25; Yangcheng wanbao,
 30 May 1993, in FBIS, 21 June 1993, pp. 61-64; Nanfang zhoumo, 24 September 1993, in
 FBIS, 27 September 1993, pp. 29-33; Kyodo, 30 November 1992, in FBIS, 30 November
 1992, p. 55; Xinhua, 30 November 1992, in FBIS, 30 November 1992, pp. 55-56; South
 China Morning Post, 6 February 1993, in FBIS, 8 February 1993, pp. 46-47; Zhongguo
 xinwen she, 31 March 1993, in FBIS, 31 March 1993, p. 55; AFP, 7 November, 1992, in FBIS,
 9 November 1992, pp. 27-28.
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 incidents involved tax riots. During 1992 and 1993, over 5,000 tax
 collectors were reportedly assaulted and over 200 tax offices attacked,
 with the most serious incident occurring in Renshou county, Sichuan.15o
 In a limited number of cases, IOUs triggered anti-government demonstra-
 tions. In August 1993, for example, farmers angered by local govern-
 ments' failure to redeem IOUs clashed with public security forces and
 sacked government buildings in Qingyang and Nongguo counties, An-
 hui.106 Postal officials and post offices in eleven provinces were attacked
 during early 1993 after they failed to redeem money orders and issued
 green slips in lieu of cash.107

 Violence was not the farmers' only response to the IOU problem. As
 O'Brien and Li document, the early 1990s saw a rise in non-violence
 remonstration and protest, which they term "rightful resistance."108 In the
 case of the IOUs, there are several examples of farmers successfully
 suing local procurement agencies after they failed to settle outstanding
 debts or sending petitions to the CCP Central Committee demanding
 action.109 In many ways, IOUs were a logical target for such rightful
 resistance, particularly after the central government issued orders con-
 demning them and demanding that local governments and banks take
 immediate action to settle outstanding debts.

 Reports of scattered violence and increasing farmer militancy appar-
 ently caused the leadership considerable anxiety. In early December, the
 State Council issued an emergency notice ordering local governments to
 cash all IOUs before 15 January, 1993, warning that it was imperative
 that all debts be cleared before the Chinese new year and that farmers'
 burdens be reduced to the 5 per cent maximum allowed under existing
 regulations.110 In the months that followed, various members of the
 leadership made clear their concern with conditions in rural China. In
 December, Premier Li Peng declared that the Party must take concerted
 action to improve rural conditions, declaring that "without agriculture,

 105. Kyodo, 24 November 1994 and China Focus, 1 December 1994. In Renshou,
 excessive local taxes, which had reached 20% of farm incomes by the autumn of 1992, led
 to a series of demonstrations beginning in January 1993 and culminating in a riot involving
 10,000 farmers the following June. In June 1994, tax protesters allegedly seized control of
 the town of Sijihong in Hunan. Xin bao, 10 June 1993, in FBIS, 11 June 1993; China Focus,
 1 September 1996; and Renmin ribao, 10 November 1995.

 106. Zhengming, 1 September 1993, in FBIS, 10 September 1993, p. 40.
 107. See Zhongguo shang bao, 26 November 1993, p. 1; Renmin ribao, 26 October 1993,

 p. 5; and Reuters, 7 December 1993.
 108. Kevin J. O'Brien, "Rightful resistance," World Politics, Vol. 49, No. 1 (October

 1996); Li Lianjiang and Kevin J. O'Brien, "Villagers and popular resistance in contemporary
 China," Modem China, Vol. 22, No. 1 (January 1996), pp. 28-61; and Kevin O'Brien and
 Lianjiang Li, "The politics of lodging complaints in rural China," The China Quarterly,
 No. 143 (September 1995), pp. 756-783.

 109. Renminfayuan bao, 21 March 1995, p. 1; Renmin ribao, 23 June 1993, p. 3; and Fazhi
 ribao, 16 August 1993, p. 2. According to the South China Morning Post, rural residents
 attacked post offices in Sichuan, Hubei, Hunan, Jiangxi, Henan, Anhui, Jiangsu, Shandong,
 Shaanxi, Guizhou and Guangxi provinces. South China Morning Post, 2 July 1993. The
 official China Daily reported in Nanching prefecture, Sichuan, 60% of rural post offices were
 attacked and seven postal workers injured during the first weeks of 1992. China Daily, 19
 February 1993, in FBIS, 19 February 1993, p. 48.

 110. Traditionally, debts ought to be settled before the new year.
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 there will be instability, without grain there will be chaos.""' Later that
 month, CCP General Secretary Jiang Zemin reiterated Deng Xiaoping's
 warning that so long as agriculture remained the base of the Chinese
 economy, the Party must ensure rural stability.112 The following spring,
 Wan Li warned members of the National People's Congress Presidium:
 "The situation in the countryside is desperate," arguing that in some areas
 farmers had been forced to rebel because of degenerate local cadres.113
 Wan also reportedly expressed concern that scattered protest might
 escalate into organized revolt, commenting "if they had joined hands, it
 would be a disaster" and "should the state neglect to find solutions to
 these problems, conditions will go from bad to worse, with the peasants
 turning against the state and letting agriculture slide into chaos."114 In
 March, former Vice-Premier Tian Jiyun allegedly told members of the
 National People's Congress: "Farmers have been most tolerant. They will
 not rebel if it has not gone too far. But if they did, the consequences are
 unimaginable," and later stated in a secret speech: "the situation on the
 farm is liked parched firewood. It might explode at any time.""' Vice-
 Premier Zhu Rongji warned that if the IOU crisis were repeated in the
 autumn of 1993, the Party would "lose the support of farmers."116

 To avert trouble, the central leadership sacked People's Bank of China
 President Li Guixian and put Zhu Rongji in charge of cleaning up
 outstanding debts and cracking down on arbitrary taxation. Taking a
 tough line, Zhu reportedly twice threatened that he would "cut off the
 head of whoever issues IOUs.""'7 Under considerable pressure, Agricul-
 tural Bank of China President Ma Yongwei, who many thought would be
 sacked along with Li Guixian, and Construction Bank of China President
 Zhou Daojiong announced an end to inter-bank loans. Ma also ordered
 local banks to halt loans to township and village enterprises and call in
 unauthorized loans, warning that branch managers who failed to do so or
 made unauthorized loans would be held "personally responsible.""118 In
 the autumn, the People's Bank of China announced that henceforth it
 would issue procurement loans directly to the specialized banks rather
 than pass loans down to its own local branches, thus reducing the chances
 that funds might be diverted to speculative loans.119 The following year,

 111. Xinhua, 28 December 1992 in BBCSWB, 6 January 1993.
 112. Jingji ribao, 28 December 1992, pp. 1-2.
 113. Dangdai, 15 April 1993, in BBCSWB, 22 April 1993.
 114. South China Morning Post, 29 June 1993, in FBIS, 28 June 1993, and Zhongguo

 xinwen she, 6 July 1993, in FBIS, 7 July 1993, p. 35.
 115. South China Morning Post, 22 March 1993, in FBIS, 23 March 1993, and South China

 Morning Post, 29 June 1993, in FBIS, 28 June 1993.
 116. China Daily, 19 March 1993, in FBIS, 19 March 1993, p. 18.
 117. South China Morning Post, 2 July 1993, and Los Angeles Times, 31 July 1993. Zhu

 later denied having made such threats, saying rather tongue in cheek that: "Wantonly cutting
 off heads is a violation of human rights and against the law. If this appears in the press and
 is noticed by people outside China, I'll get in a lot of trouble." Los Angeles Times, 1 April
 and 27 July 1993.

 118. Xinhua, 13 July 1993; Ming bao, 8 July 1993, in BBCSWB, 10 July 1993; and Renmin
 ribao, 12 July 1993, in BBCSWB, 17 July 1993.

 119. Xinhua, 30 September 1993, in BBCSWB, 7 October 1993.
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 the Agricultural Bank of China was stripped of its procurement financing
 responsibilities, which were assumed by the newly created Agricultural
 Development Bank of China which was in turn barred from making any
 commercial loans.'20

 The anti-IOU drive evolved into a full-scale clean up of the banking
 sector. After taking over as governor of the Bank of China in July 1993,
 Zhu ordered an immediate recall of all unauthorized loans, including 43.5
 billion yuan of illegally diverted agricultural investment and procurement
 funds, issued during 1992 and the first half of 1993; imposed a morato-
 rium on all "speculative loans"; and ordered local governments to dis-
 mantle 3,000 unauthorized "development zones."'21 To back up these
 orders and to ensure that provincial authorities clamped down on excess-
 ive investment, Zhu sent inspection teams to 20 provinces and threatened
 to take drastic action against localities that failed to comply immedi-
 ately.122 Shortly thereafter, in August 1993, the central leadership ordered
 a nation-wide anti-corruption campaign, which it followed up with a
 renewed drive against the "three disorders."'23

 Conclusions

 Because the 1992 IOU crisis never escalated into serious anti-

 government agitation, it might be tempting to dismiss it as a non-event,
 an economic problem that never transformed itself into a political prob-
 lem, let alone a crisis of regime survival. As such, it might be treated as
 simply another example of how the state and its agents exploit society for
 their particularistic benefit. If this view is accepted, then functionalist
 theories of corruption124 might suggest moving a step further to argue that

 120. Reuters, 30 January 1994; China Daily, 26 February 1994; Xinhua, 19 November
 1994; and Reuters, 20 November 1994.

 121. Reuters, 28 August 1993; Xinhua, 30 August 1993, in BBCSWB, 1 September 1993;
 Xinhua, 27 August 1993; South China Morning Post, 17 August 1993; International Business,
 January 1994; Kyodo, 2 September 1993; and Jingji guanli, October 1993, in BBCSWB, 26
 November 1993. The 15 August deadline was later rolled back to 15 January 1994 after
 bankers convinced Zhu that funds tied up in real estate projects could not be recovered quickly.
 Nevertheless, the central bank claimed to have recovered a total of 72.7 billion yuan as of
 15 August.

 122. Wenhui bao, 15 July 1993, in BBCSWB, 16 July 1993.
 123. See "San qing yi cha" gongzuo daoyao (Guidance for the "Three Clears and One

 Check"), 1994, and Xin Zhongguo fan fubai tongjian (Review of Anti-Corruption Efforts in
 the new China), 1993.

 124. See Jose Veloso Abueva, "The contribution of nepotism, spoils, and graft to political
 development," in Arnold Heidenheimer (ed.), Political Corruption: Readings in Comparative
 Public Analysis (New York: Holt, Rinehart and Winston, 1970), pp. 534-39; David H.
 Bayley, "The effects of corruption in a developing nation," in ibid. pp. 521-533; Colin Leys,
 "What is the problem about corruption?" in ibid. pp. 31-37; Nathaniel H. Leff, "Economic
 development through bureaucratic corruption," The American Behavioral Scientist, Vol. 8,
 No. 3 (November 1963); Susan Rose-Ackerman, Corruption: A Study in Political Economy
 (New York: Academic Press, 1978); Neil J. Smelser, "Stability, instability, and the analysis
 of political corruption," in Bernard Barber and Alex Inkeles (eds.), Stability and Social
 Change (Boston: Little, Brown, 1971), pp. 7-29; and Robert O. Tilman, "Emergence of
 black-market bureaucracy: administration, development, and corruption in new states,"
 Public Administration Review, Vol. 28 No. 5 (September/October 1968); pp. 437-444. The
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 stealing money from farmers had positive economic benefits. Farmers
 routinely retain an average of between 7 and 8 per cent of their income
 in the form of cash, "squander" some more on cigarettes, liquor and other
 consumables, and ultimately only plough a fraction of their cash income
 (15-16 per cent) back into capital markets by way of savings.125 In
 theory, by diverting funds to productive investments, banks and procure-
 ment agencies actually put 100 per cent of the money to productive use,
 thus raising aggregate investment. As documented earlier, not all misap-
 propriated procurement funds were used for productive investments and
 a considerable amount of the total was probably "wasted." Nevertheless,
 from a purely hypothetical point of view, by simply reducing the "loss"
 of capital into farmers' mattresses and putting that 7 to 8 per cent of farm
 incomes to productive work, institutional corruption might have acceler-
 ated development, particularly if it could be shown that the funds were
 used to finance the development of township and village industries
 capable of absorbing under-employed and surplus rural labour.

 Minimizing the consequences of the 1992 IOU crisis or explaining
 them away as latently functional, however, diverts attention from the real
 significance of the crisis and institutional corruption more generally. To
 begin with, the CCP leadership clearly did not consider the crisis
 insignificant. Not only did it mount a nation-wide debt settlement cam-
 paign and pump additional funds into a procurement system, one which
 it already knew was responsible for large-scale thefts, to ensure that
 farmers had cash prior to the new year, in the months that followed the
 crisis key leaders expressed considerable anxiety about the possibility
 that institutional corruption could trigger rural rebellion. Even in the
 absence of widespread rebellion, therefore, the IOU crisis created an
 additional source of stress for the regime and contributed to the decision
 to launch a third major anti-corruption campaign in August 1993.

 The primary significance of serious institutional corruption, however,
 derives from its impact on the integrity and reliability of the state
 apparatus. Although it is frequently assumed that widespread individual
 corruption demonstrates that the regime has become degenerate, in
 isolation it merely shows that the regime's agents have become unre-
 liable. Evidence of widespread institutional corruption, on the other hand,

 footnote continued

 China field also includes a number of scholars who argue that corruption represents an rational
 response to politically induced irrationalities, particularly economic irrationalities. Barbara
 Sands, "Decentralizing an economy: the role of bureaucratic corruption in China's economic
 reforms," Public Choice, No. 65 (April 1990), pp. 85-91, and "Market-clearing by
 corruption: the political economy of China's recent economic reforms, Journal ofInstitutional
 and Theoretical Economics, Vol. 145, No. 1 (March 1989), pp. 16-126; Steven N.S. Cheung,
 "A theory of price control," Journal of Law and Economics, Vol. 17, No. 1, pp. 53-71; K.K.
 Fung, "Surplus seeking and rent seeking through back-door deals in mainland China,"
 American Journal of Economics and Sociology, Vol. 46, No. 3 (July 1987), pp. 299-317; and
 Leong H. Liew, "Rent-seeking and the two-track price system in China," Public Choice,
 Vol. 77, No. 2 (October 1993), pp. 359-375.

 125. Zhongguo tongji nianjian, 1994, p. 277; Zhongguo tongji nianjian, 1993, p. 306; and
 AFP, 29 December 1992, in FBIS, 29 December 1992, p. 55.
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 suggests that the problem is not simply degenerate agents, but rather a
 breakdown in the institutional mechanisms putatively designed to prevent
 agents from engaging in illegal acts. Thus, even though individual
 corruption undoubtedly played a role in the diversion of procurement
 funds during 1992, it was the wholesale collapse of controls within the
 banking and procurement systems that led to the crisis. Despite regula-
 tions prohibiting the use of procurement funds to make commercial loans,
 banks, procurement agencies and local governments colluded together,
 ignored their fiduciary responsibilities, and systematically misappropri-
 ated vast sums in the hope of reaping windfall profits from the investment
 boom triggered by Deng's Southern Tour. Moreover, even though central
 intervention resulted in the settlement of most debts prior to the 15
 January deadline, not only did instances of institutional corruption occur
 during the anti-IOU campaign, new types of IOUs began to appear even
 as the Centre forced the banks and procurement agencies to cash out-
 standing white slips. Green slips, for example, continued to appear in
 significant numbers after the 15 January deadline. White slips reappeared
 during 1993. Also during 1993, local governments began withholding
 wages from teachers, causing a new IOU crisis and necessitating a new
 campaign to clear up arrears before the 1994 Spring Festival.126 In 1993,
 concern over excessive rural taxation led to another campaign to reduce
 farmers' tax burdens and eliminate the "three disorders." Thereafter, the
 Centre launched campaigns against illegal local tolls in 1994 and unit
 slush funds in 1995.

 The 1992 IOU crisis provides, therefore, but one example of an
 ongoing problem involving state institutions pursuing particularistic
 gains. In general, the central leadership has responded to institutional
 corruption with periodic campaigns, in which major gains are announced,
 only to be followed by a resurgence of corrupt behaviour after the
 campaign ends because they rarely get to the root of the problem.127 Thus,
 in the case of the 1992 IOU crisis, although the December-January
 campaign may have settled outstanding debts to farmers, the root of the
 problem was not necessarily that procurement agencies failed to pay
 farmers in cash but rather that central authorities could not enforce credit

 limits, prevent banks from setting up non-banking financial institutions,
 stop banks from engaging in real estate speculations or regulate a back
 street capital market valued at $50 billion by some analysts. It was these
 macro-regulatory failures that allowed the banks and local governments
 to siphon off procurement funds and deposits, leaving local coffers empty

 126. According to China Daily, as of late 1993, local governments owed teachers
 1.40 billion yuan in back wages, including 556 million yuan in Hubei, Hunan, Sichuan, Inner
 Mongolia, Hebei, Gansu, Heilongjiang and Shaanxi. China Daily, 18 December 1993, in FBIS
 20 December 1993, pp. 16-17; Hubei ribao, 13 November 1993, p. 1; Hunan ribao, 1
 September 1993, p. 1; Sichuan ribao, 30 December 1993, p. 1; Nei Menggu ribao, 10
 December 1993, p. 1; Renmin zhengxie bao, 5 October 1993, p. 1; Gansu ribao, 4 October
 1993, p. 1; Heilongjiang ribao, 16 December 1993, p. 3; and Renmin ribao, 23 August 1993,
 p. 3.

 127. The regime has, for example, been battling the "three disorders" since the mid-1980s,
 with major campaigns undertaken in 1990 and 1993.
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 when farmers sought to sell their crops.128 And the problem was not
 simply that the Centre lacked control over local banks and governments.
 The problem ran much deeper. In the summer of 1993, senior members
 of the People's Bank of China actually admitted that the bank could not
 discipline its own provincial bank managers, even though it knew they
 routinely "ignored and flouted" regulations in pursuit of illegal profits.129
 The 1992 IOU crisis, in conclusion, shows how institutional corruption
 works to undermine the integrity and cohesion of the state and exposes
 it to the negative consequences of dysfunctional behaviour by state
 agencies.

 128. Euromoney, 1 August 1993.
 129. Ibid.
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