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The Construction of
State Extractive Capacity

Wuhan, 1949-1953

SHAOGUANG WANG
Chi nese Uni ver sity of Hong Kong

The under stand able focus on the remark able changes in China over
the past two decades has diverted atten tion from ear lier efforts to build
a mod ern Chi nese state. Since 1978, the state’s role in Chi nese socio -
eco nomic and polit i cal life has been rede fined. To fully appre ci ate the
his tor i cal mean ing of these reforms, one must grasp the cre ation of the
mod ern Chi nese state. This arti cle exam ines a cru cial moment of state
build ing for China: 1949 to 1953. The period cov ered is short, but sig -
nif i cant trans for ma tions were wrought in those few years.

State build ing has mul ti ple mean ings, but at its most fun da men tal,
it involves state pen e tra tion of soci ety to extract resources from it.
This point is driven home by Almond and Powell (1966: 35, 244)
when they point out that to a large extent, extrac tion is the “insep a ra ble 
twin of the mod ern state.” With out a steady flow of rev e nue, there can
sim ply be no gov ern ment. As early as the six teenth cen tury, when the
mod ern Euro pean state was still in its for ma tive phase, Jean Bodin’s
under stand ing of this is revealed in his asser tion that “finan cial means
are the nerves of the states” (Braun, 1975: 243). By the twen ti eth cen -
tury, it had become plain that states could do noth ing unless they had
ade quate extrac tive capac ity. That is why Schumpeter (1954) labels
the mod ern state the “tax state.” Indeed, tax a tion, extrac tive capac ity,
under lies all other state capac i ties. For a gov ern ment to per form the
polit i cal tasks it tar gets, it has to be able to mobi lize suf fi cient re-
sources and use them to achieve these goals.
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Given the impor tance of rev e nue avail abil ity, strength en ing extrac -
tive capac ity is a cen tral task of any state-build ing attempt. How ever,
extrac tion is by no means easy. The lev els of extrac tive capac ity vary
widely from coun try to coun try and, even within the same coun try,
from time to time. One way to assess prog ress in state build ing is to
mea sure the resources flow ing to var i ous lev els of gov ern ment be-
cause “each increase in the power of states was linked to an increased
pos si bil ity of levy ing taxes” (Ardant, 1975: 174).

From this angle, the Com mu nist gov ern ment’s early 1950s
achievement was aston ish ing. In impe rial China, the state’s finan cial
size con sti tuted a tiny share of the econ omy. Impe rial gov ern ment rev -
e nues never exceeded 4% of the coun try’s gross domes tic prod uct
(GDP) (Perkins, 1967: 478-92). Even after the col lapse of the Qing
dynasty, the share of national income allo cated through gov ern ment
remained small. Between 1916 and 1928, there was no national fis cal
sys tem to speak of in China. The suc ces sive Beijing regimes lived
largely on for eign and domes tic loans (Young, 1971: 1-11). When the
Nation al ists came to power in 1928, it was appar ent that tra di tional
meth ods and lev els of extrac tion were man i festly inca pa ble of meet -
ing new chal lenges. Despite the Nanjing gov ern ment’s pains tak ing
efforts to trans form its fis cal sys tem, how ever, the share of the econ -
omy extracted by the state grew only mar gin ally.1 In 1936, prob a bly
the Nation al ist gov ern ment’s best year, the total gov ern ment bud get
still accounted for no more than 8.8% of GDP (Wang Zhiyong, 1952:
115-16).2 Yet, soon after the Com mu nists seized power in 1949, the
share of the new regime’s bud get rev e nue to national income rose to
unprec e dented lev els. As Fig ure 1 shows, in 1950, the first full year
after the estab lish ment of the Peo ple’s Repub lic of China (PRC), the
share approached 16%. Three years later, the ratio was above 30%.
The level of bud get ary rev e nue rel a tive to national income in the new
China was high not only in his tor i cal per spec tive but also in com par a -
tive per spec tive. None of the eleven coun tries listed in Table 1 that in
the 1950s had com pa ra ble lev els of per capita income had pub lic sec -
tors any where near as large as China’s.

In ret ro spect, the newly founded PRC would not have been able to
con trol infla tion, con sol i date the regime, sus tain the costs of the
Korean War, restore the econ omy to its pre war level, and lay the
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foun da tions for the upcom ing social ist trans for ma tion had the Com -
mu nists failed to develop larger rev e nue streams.

How was the new regime able to achieve what the pre ced ing
regimes had failed to achieve? This ques tion is espe cially intrigu ing
because by 1953, the PRC had not yet brought indus try and com merce
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TA BLE 1: State Ex trac tive Ca pac ity in De veloping Coun tries in the 1950s

Coun try Rev e nue As % of Na tional In come

China 1950 15.8
China 1951 25.1
China 1952 29.5
China 1953 30.1
Af ghan i stan 5
Burma 19
Cam bo dia 12
Ethi o pia 5
In dia 10
In do ne sia 13
Li be ria 16
Ni ge ria 11
Pa ki stan 10
Su dan 12
Thai land 12

SOURCE: Caizhengbu (1985: 15, 152); Lardy (1978: 41).

Fig ure 1: Gov ern ment Rev e nue As % of National Income 1950-1983
SOURCE: Caizhengbu (1985: 152-53).
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under state or col lec tive con trol. Pre sum ably, a cen trally planned
econ omy is good at extrac tion because it has small num bers of rel a -
tively large eco nomic enti ties to mon i tor and because the state owns or 
con trols the firms and appoints their man ag ers. But in 1949-1953, the
PRC did not have a full-fledged cen trally planned econ omy. The pri -
vate sec tor, though shrink ing in rel a tive size, still accounted for a large 
por tion of the national econ omy. Thou sands of pri vate firms and mil -
lions of hand i crafts men and shop own ers were still in busi ness. In fact, 
the social ist trans for ma tion, which would begin in 1955 and end in
1957, did not sub stan tially increase the share of state rev e nue in the
national income. Until the start of the reform era in 1978, the share of
state rev e nue in national income gen er ally fluc tu ated between 30%
and 35%, roughly the level reached in 1953 (Caizhengbu, 1987: 15,
152, 156). Social ist recon struc tion of indus try and com merce, there -
fore, does not explain the PRC’s strong extrac tive capac ity because
the larg est changes had already occurred.

This arti cle takes on the ques tions of how this new regime was able
to do what its pre de ces sors and its Third World coun ter parts could not. 
I focus on Wuhan, cen tral China’s larg est city, dur ing 1949-1953, the
cru cial phase of PRC state build ing. Given that the basic mech a nism
for rais ing rev e nue used in Wuhan was also employed else where, this
case study sheds light on the gen eral ques tion of PRC gov ern ment
resource extrac tion. First, I pro vide a the o ret i cal frame work for ana -
lyz ing the insti tu tional con di tions of strong extrac tive capac ity. Then I 
iden tify the major sources of bud get rev e nue in those years and exam -
ine con straints on the new regime. In the arti cle’s final two sec tions, I
review the means by which the state secured tax col lec tor and tax payer 
com pli ance.

EX PLAN A TORY FRAME WORK

The lit er a ture on state extrac tive capac ity focuses too heavily on the 
level of extrac tion states achieve and too lit tle on what mech a nisms the 
state uses to extract resources from soci ety.3 In the final anal y sis, the
extrac tive capac ity of a polit i cal sys tem depends on whether the sys -
tem can develop a set of sound insti tu tions to tax soci ety. Extrac tive
capac ity can not be strength ened unless the tax rules are unam big u ously 
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defined and unwa ver ingly enforced; the tax col lec tors are prop erly
staffed, trained, orga nized, and dis ci plined; tax pay ers are located,
placed on the rolls, and their returns ade quately audited; other gov ern -
men tal agen cies are in full coop er a tion with the tax admin is tra tion in
enforc ing tax rules; taxes due are col lected; and pen al ties are prop erly
applied (Sur rey, 1958). For this to be done, how ever, the state has to be
able to act auton o mously and coher ently. It must, there fore, insu late
its bureau cracy from cap ture by spe cial inter ests.

TAX PAYER COM PLI ANCE

Ulti mately, the extrac tive capac ity of a gov ern ment depends on the
extent to which it pro cures tax payer com pli ance. Wide spread com pli -
ance pro vides the state with suf fi cient rev e nues. If tax eva sion
becomes wide spread or, worse yet, a national pas time, on the other
hand, the state will likely not make ends meet.

Tax payer com pli ance has always been a prob lem for the state
regardless of tax pay ers’ gen eral atti tude toward their gov ern ment. Of
course, if cit i zens view their gov ern ment as legit i mate, tax col lec tion
is eas ier (Webber and Wildavsky, 1986: 33). But legit i macy can not
solve the free-rider prob lem. A per son who sup ports a regime polit i -
cally may well seek to receive ben e fits with out incur ring costs (Levi,
1988: 48-50).

The Chi nese Com mu nists came to power with over whelm ing pop -
u lar sup port and were there fore in a posi tion to pro mote cit i zen coop -
er a tion with their mea sures. Other things being equal, such pop u lar
sup port would enable the new regime to cre ate tax payer com pli ance at 
rel a tively low cost. This, how ever, would not elim i nate tax payer
incen tive to min i mize tax pay ments. To max i mize rev e nue, the new
regime thus had to find ways of reduc ing tax eva sion and avoid ance,
just as gov ern ments in other peri ods and in other coun tries have had
to do.

Since vol un tary tax payer com pli ance is nor mally unat tain able,
states cre ate com pli ance by estab lish ing mon i tor ing and enforce ment
insti tu tions. A mon i tor ing sys tem is nec es sary because tax pay ers tend
to have incen tives to with hold or mis rep re sent infor ma tion about their
eco nomic sit u a tions. To bring about tax payer com pli ance, the mon i -
tor ing sys tem has to be able to per form three func tions. First, it should
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be able to iden tify those who are sup posed to pay taxes. Sim ply reg is -
ter ing poten tial tax pay ers is the vital first step in effec tive tax admin is -
tra tion. Sec ond, it should be able to obtain the infor ma tion needed to
assess tax pay ers’ tax bur dens. Only with such infor ma tion can the
state deter mine how much each tax payer owes. Third, it should be able 
to detect non com pli ance. It is impor tant for the state to iden tify those
who meet their obli ga tions and those who do not. Oth er wise, hon est
tax pay ers would feel they are “suck ers,” and their per cep tion of
exploi ta tion would make them unhappy about their taxes and less
likely to pay in full. In other words, a defi cient mon i tor ing sys tem not
only allows dis hon est tax pay ers to evade taxes but also encour ages
ini tially com pli ant tax pay ers to recon sider their com pli ance.4

By itself, how ever, the mon i tor ing sys tem can not ensure tax payer
com pli ance. There are always some tax pay ers who would not com ply
with out coercion. The tax payer mon i tor ing sys tem has to be accom -
pa nied by an enforce ment sys tem. Left unpun ished, non- com pli ant
tax pay ers have a “dem on stra tion effect” on oth ers, which would likely 
lead to even more wide spread non com pli ance. To bring about com pli -
ance, the state has to make the noncompliant action less attrac tive than
the com pli ant action. Only if tax pay ers believe that they will be caught 
and that pun ish ment will be imposed will there be any deter rent effect. 
Fur ther more, only when the cost of evad ing taxes is suf fi ciently high
are the incen tives to evade taxes damp ened.5 How high is suf fi ciently
high? This ques tion can only be answered in prac tice. Cer tainly, lit tle
over all deter rent effect will be accom plished if only inter est or nom i -
nal fines are col lected. The pub lic must wit ness the seri ous attempts of 
the admin is tra tion to pun ish tax eva sion. Sanc tions, includ ing sei zure
of prop erty of or jail sen tences for tax cheat ers, may be nec es sary to
pro duce a strong deter rent effect (Gordon, 1990), but in any event,
peo ple must be penal ized if they fail to pay their taxes, underreport
tax able mate rial, do not pay their taxes on time, or, more gen er ally,
refuse to coop er ate with state tax a tion author i ties. Enforce ment insti -
tu tions make cred i ble the pen al ties for tax avoid ance, eva sion, arrears,
and other noncompliant behav iors.

Build ing mon i tor ing and enforce ment insti tu tions and car ry ing out
mon i tor ing and enforce ment are essen tial, but they are not cost free. If
tax payer com pli ance costs are so high that fur ther rev e nue extrac tion
is no lon ger prof it able, it makes lit tle sense for the state to fur ther
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expand mon i tor ing and enforce ment. Ideally (from the point of view
of the state build ers), the state stops push ing for a higher degree of
com pli ance at the point when mar ginal rev e nue equals mar ginal cost
(Goode, 1990). Of course, it is impos si ble to pre cisely locate such an
equi lib rium point. In prac tice, when fac ing objec tive con straints, state
pol icy mak ers are often will ing to set tle with “sec ond-best” insti tu -
tions and tech nol o gies of mon i tor ing and enforce ment. Later, we will
see that this was what the Com mu nist gov ern ment did in the early
1950s.

The above dis cus sion assumes that the state has the will to enforce
the tax laws. In real ity, this is not always the case. In many devel op ing
coun tries, state extrac tive capac ity is low because the tax bur dens bear
unduly on those least able to sup port it, while the rich are so pow er ful
that the state has to some how tai lor the tax laws to their inter ests or/
and turn a blind eye to their eva sive behav iors. Thus, the rel a tive
auton omy of the state becomes one of the polit i cal pre con di tions for
strong extrac tive capac ity. With out a degree of auton omy from dom i -
nant social classes and from highly mobi lized polit i cal groups, the
state can hardly for mu late its own pref er ences, much less impose its
own agenda on soci ety.

The Nation al ist gov ern ment lacked such auton omy. Though the
Nation al ist regime knew of ways to increase gov ern ment rev e nues, it
never seri ously attempted to imple ment them because, accord ing to
Arthur Young, an adviser and sup porter of the regime, “rul ing cir cles
(landholding, busi ness and mil i tary ele ments) either nation ally or in
the prov inces” lacked the desire to see state extrac tive capac ity devel -
oped (Young, 1970: 117). By the early 1950s, how ever, war and rev o -
lu tion had so dec i mated China’s old social struc ture that no social
group was in a posi tion to chal lenge the new regime. The new regime
in effect could use what ever means it saw fit to pur sue its goals.
Indeed, as will be shown below, the tax author i ties of Wuhan were able 
to over come soci etal resis tance and enforce tax payer com pli ance with 
rel a tive ease.

TAX COL LEC TOR COM PLI ANCE

The state, of course, relies on tax col lec tors to mon i tor tax pay ers’
behav ior and enforce tax law. The tax col lec tors, how ever, may not be
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will ing or able to act in the state’s best inter ests. For the mon i tor ing
and enforce ment sys tems to be effec tive, the state has to ensure that
tax col lec tors are com pe tent and incor rupt ible.

Tax col lec tors have to learn how to mon i tor tax pay ers’ behav ior.
Since tax pay ers are inter ested in min i miz ing their taxes, they will
evade tax a tion by con ceal ing assets when ever they can. Such eva sion
will suc ceed when tax col lec tors are unable to ade quately mea sure
tax able assets. Even expe ri enced tax col lec tors have trou ble detect ing
eva sion when tax able assets are mobile or vary over time (e.g., indi rect 
taxes). Incom pe tent tax col lec tors thus can at best tax only a frac tion
of avail able rev e nues.

Even if tax col lec tors are largely com pe tent in their jobs, they may
have no strong incen tive to max i mize state rev e nues by strictly enforc -
ing tax law. To min i mize the tax they pay, some tax pay ers may use
brib ery to get lower tax assess ments when they find that tax col lec tors
have strong mon i tor ing abil ity. Tax col lec tors, on the other hand, may
have incen tive to accept bribes and embez zle funds since their income
is increased with out any coun ter vail ing loss. In such an envi ron ment,
tax fraud cases would be hard to estab lish, and tax eva sion would
become ram pant. As a result, the gov ern ment would likely suf fer a sub-
stantial loss in rev e nue. When cor rup tion is rife, con ven tional eva sion- 
coun ter act ing pol i cies (low er ing tax rates, enhanc ing detec tion, and
increas ing pen al ties) become inef fec tive (Chu, 1990). The best
defense against tax eva sion, then, is to com bat cor rup tion (Shu, 1992).

The state must find ways to obtain com pli ance not only from indi -
vid ual tax col lec tors but also from tax-col lect ing agen cies. Those
agen cies are sup posed to be cen tral deci sion mak ers’ tools with no
pref er ences or inter ests of their own. Their mis sion is to mobi lize rev e -
nue at the direc tion of the cen tral author i ties. But over time, such agen -
cies may grad u ally develop their own iden ti ties and become aware of
their own inter ests, inter ests dis tinc tive from oth ers, includ ing their
over lord—the cen ter. Such grow ing con scious ness of self-inter est in
turn may fos ter a desire among those agen cies to retain a grow ing
share of the resources they mobi lize in the name of the state. When
each tax-col lect ing agency strives for con trol over more resources to
pur sue its own aims, the state’s effec tive extrac tive capac ity is weak -
ened. To max i mize its con trol over extracted resources, the state thus
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must gain or sus tain the insti tu tional cohe sive ness of the state
bureau cracy.

Even though the Nation al ist gov ern ment made some effort to over -
haul its civil ser vice sys tem, as Arthur Young, a Nation al ist adviser,
observed, “lit tle was accom plished and plans were mostly on paper”
by the time the Sino-Jap a nese War broke out in 1937 (Young, 1971:
159). There were sin cere and loyal men work ing in the gov ern ment,
but most offi cials sim ply used their posi tions to advance per sonal
inter ests.6 Not only was cor rup tion com mon among indi vid ual tax col -
lec tors, but the sys tem also allowed tax agen cies as cor po rate enti ties
to “squeeze” the peo ple beyond for mal taxes, which led to “the all too
com mon prac tice of offi cial rapac ity” (Young, 1971: 13). Fur ther -
more, this com bi na tion of cor rupt and extra le gal col lec tion encour -
aged a cli mate of tax avoid ance.

By con trast, in the early 1950s, PRC state offi cials were gen er ally
con sid ered “clean.” The fis cal “drain” from cor rup tion thus was sig -
nif i cantly reduced. More over, newly estab lished state agen cies then
were still too young to have devel oped strong, inde pend ent pol icy
pref er ences of their own. Thus, it was rel a tively easy for the cen ter to
con cen trate most of state rev e nues in its own hands and to allo cate
them accord ing to cen trally coor di nated plans.

MAIN SOURCES OF REV E NUE

Dur ing the Nanjing Decade (1927-1937), the Nation al ist regime’s
“golden years,” cus toms duties and the salt tax were the finan cial pil -
lars of the cen tral gov ern ment. The Chi nese cus toms had been admin -
is trated since 1854 by Chi nese and for eign offi cers under Brit ish lead -
er ship. Prior to 1928, nearly all cus toms receipts were used to repay
for eign loans or to pay the Boxer Indem nity. The Nation al ist gov ern -
ment was able to secure full tar iff auton omy in 1928. The regime soon
intro duced higher tar iff rates, and cus toms rev e nues rose dra mat i -
cally.7 Between 1929 and 1937, cus toms duties were the larg est sin gle
state rev e nue source, sev eral times pro vid ing more than half of total
state rev e nues. The salt tax pro vided roughly a quar ter of the rev e nue
after 1929.8 Together, these two sources accounted for more than 85%
of total rev e nues for five years in the nine-year period from 1928 to
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1936 (see Table 2). At the pro vin cial level, land taxes pro vided more
than half of total rev e nues (Yang Yinpu, 1985: 82). The salt tax and
land tax were tra di tional taxes, and cus toms duties were rel a tively
easy to col lect. That the Nation al ist gov ern ment relied heavily on
those three sources for its rev e nue was an indi ca tion that it was inca pa -
ble of tap ping other domes tic resources and its extrac tive capac ity was 
weak.9

From the begin ning, the PRC gov ern ment sought new sources of
rev e nue. In its con sol i dated bud get, which included rev e nues at all
lev els of gov ern ment, the shares of the cus toms, salt, and agri cul tural
taxes all declined mark edly dur ing 1949 to 1953. By con trast, “prof its
from state enter prises”10 and “indus trial and com mer cial taxes”
expanded steadily, becom ing the two most lucra tive sources of rev e -
nue for the gov ern ment. This devel op ment of new rev e nue streams
greatly expanded the gov ern ment’s income and per mit ted the under -
tak ing of new pro jects. The abso lute size of the pub lic sec tor more
than tri pled in the four years between 1950 and 1953 (see Table 3).

Wuhan shared in this dra matic growth of receipts from “prof its
from state enter prises” and “indus trial and com mer cial taxes” (see
Table 4). Wuhan had a few state enter prises, so despite the rapid
expan sion of the abso lute size of “prof its from state enter prises,” the
por tion it occu pied in Wuhan city rev e nues was con sid er ably smaller
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TA BLE 2: The Share of Cus toms and Salt Tax in the To tal Rev e nue of the Na tion al ist
Gov ern ment (in per cent ages)

Year Share

1928 62.7
1929 90.8
1930 93.1
1931 92.9
1932 86.5
1933 85.2
1934 43.5
1935 40.7
1936 68.4

SOURCE: Yang Yinpu (1985: 44-47).
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than in the national bud get. Most state enter prises were con cen trated
in the north east and Shang hai.

“Indus trial and com mer cial taxes” were pri mar ily respon si ble for
the growth of Wuhan gov ern ment rev e nues. These taxes included
more than a dozen dif fer ent taxes. The three most impor tant of these
were the gross receipts tax, the net income tax, and the excise tax. The
gross receipts tax was lev ied on total gross income before the
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TA BLE 3: Struc ture of Bud get ary Rev e nue, 1950-1953

1950 1951 1952 1953

To tal rev e nue (mil lion yuan) 6,519 13,314 18,372 22,286
Ag ri cul tural taxes (%) 29.3 18.7 15.7 12.9
Salt tax (%) 4.1 2.7 2.3 2.2
Cus toms re ceipts (%) 5.5 5.6 2.8 2.4
In dus trial and com mer cial taxes (%) 32.3 38.0 35.4 38.7
Profits from state en ter prises (%) 13.3 24.4 32.9 36.0
Other in come (%) 15.5 10.6 10.9 7.8
To tal (%) 100.0 100.0 100.0 100.0

SOURCE: Caizhengbu (1985: 15, 42-43).

TA BLE 4: Main Sources of Bud get ary Rev e nue, Wuhan, 1950-1953 (mil lion yuan)

1950 1951 1952 1953

Profits from state en ter prises 0.08 3.17 5.17 14.74
(0.1) (2.6) (3.7) (7.9)

Gross re ceipts
Tax 17.06 28.58 34.30 53.66

(26.2) (24.0) (24.8) (28.7)
Net in come

Tax 4.46 17.94 22.08 21.93
(6.9) (15.0) (16.0) (11.7)

Ex cise tax 19.31 24.80 30.02 72.46
(29.7) (20.8) (21.7) (38.7)

Other in come 24.12 44.77 46.56 24.31
(37.1) (37.6) (33.8) (13.0)

To tal 65.03 119.26 138.13 187.10
(100) (100) (100) (100)

SOURCE: Wuhan tongjiju (1989: 386-87).
NOTE: Per cent ages are in pa ren the ses.
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deduc tion of oper at ing costs, the net income tax on the net profit after
deduct ing oper a tion costs, and the excise tax on the sale of spe cific
com mod i ties.

Space con straints pre vent me from deal ing with all the four main
sources of rev e nue for the new regime in Wuhan and nation ally (i.e.,
“prof its from state enter prises,” the excise tax, the gross receipts tax,
and the net income tax), so I will use the col lec tion of the gross
receipts tax and the net income tax in Wuhan to explain how the new
regime was able to rap idly raise rev e nues and expand the state’s share
of the national econ omy. This focus is dic tated by three con cerns.
First, at the time, these two taxes were offi cially treated as if they were
one tax (“busi ness tax”) instead of two, and they were often col lected
at the same time. Together, they accounted for 40% of total rev e nue,
con trib ut ing more to the bud get than any other sin gle tax. The gov ern -
ment regarded them as the most impor tant sources of income. Sec ond,
the expan sion of the state sec tor was based on increas ing gov ern ment
finan cial resources. With out receipts from the two taxes, the gov ern -
ment might have had much less cap i tal to invest in state enter prises,
which would mean much fewer “prof its from state enter prises.” More -
over, unlike “prof its from state enter prises,” the two taxes were
imposed on all kinds of busi nesses—state owned, coop er a tive, and
pri vate alike.11 An inves ti ga tion of the col lec tion of these two taxes is
there fore more instruc tive to the study of the gov ern ment’s extrac tive
capac ity than focus ing on the col lec tion of “prof its from state enter -
prises.” Third, unlike the excise tax, the assess ment and col lec tion of
which was rel a tively easy and inex pen sive, the col lec tion of the gross
receipts tax and the net income tax required insti tu tional inno va tions
to cre ate tax payer com pli ance. Con tem po rary pub li ca tions reveal that
local author i ties devoted more time and energy to the col lec tion of
these two taxes than to the col lec tion of all other rev e nues. The col lec -
tion of the gross receipts and net income taxes thus was most impor -
tant and chal leng ing.

CON STRAINTS ON THE NEW RE GIME

When the Com mu nists took con trol, sev eral con straints chal lenged
their abil ity to com pel tax payer com pli ance. The most impor tant of
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these con straints were the mul ti tude and small scale of busi nesses and
the weak tax col lec tion appa ra tus they inher ited from the Nation al ists.

For obvi ous rea sons, it would be rel a tively eas ier to col lect taxes
from large state-con trolled enter prises than from small pri vately held
ones. Up to 1953, how ever, there were only 532 state enter prises, 31
joint state-pri vate enter prises, and a few hun dred coop er a tive enter -
prises in Wuhan. The larger pri vate sec tor was dom i nated by a large
num ber of small enter prises. At the end of 1949, for instance, there
were alto gether 18,701 pri vate enter prises in Wuhan, among which
2,629 were fac to ries. Most fac to ries had 8 or fewer work ers and were
cap i tal ized at less than 3,500 yuan. Only 571 were cat e go rized as
“mod ern fac to ries.” Even these aver aged only 36 employ ees and cap i -
tal iza tion lev els under 100,000 yuan. As for com mer cial enter prises,
few had more than 4 employ ees and 4,000 yuan in assets (Wuhan
gongshang xingzheng guanliju, 1986: 158). As Table 5 indi cates, this
sit u a tion did not change much in the fol low ing four years. In addi tion
to pri vate enter prises, there were also tens of thou sands of self-
employed arti sans and street ped dlers scat tered all over the city.

Small firms in gen eral lacked even the basic idea of book keep ing.
Dou ble-entry book keep ing was for eign to all but few large “mod ern”
enter prises. Most store keep ers, mill own ers, and arti sans were nearly
illit er ate. Given the small size of their busi nesses, it made lit tle sense
for them to spend much, if any, time on their accounts. Those who did
keep accounts more often than not used tra di tional ways of book keep -
ing in which profit, spend ing, and bor row ing were mixed up. Even
pro fes sion ally trained tax col lec tors might not be able to deci pher
them (Changjiang ribao, 18 Sep tem ber 1950). With accounts such as
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TA BLE 5: Pri vate En ter prises, Wuhan, 1949-1953

Num ber of En ter prises Num ber of Em ployees Cap i tal (mil lion)

1949 18,701 113,387 120.9
1950 19,569 115,621 122.3
1951 21,784 117,788 136.1
1952 19,765 99,381 115.3
1953 19,063 95,695 114.5

SOURCE: Wuhan gongshang xingzheng guanliju (1986: 160).
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these, it was next to impos si ble to estab lish the gross receipts and net
earn ings of these eco nomic enti ties.

The abil ity and integ rity of tax col lec tors were also prob lem atic. In
May 1949, right before Com mu nist forces took Wuhan, there were
nine teen tax col lec tion agen cies sep a rately belong ing to the national,
pro vin cial, and munic i pal sys tems. Each sys tem had its own taxes to
col lect, and the agen cies of the three sys tems often col lided with one
another. Alto gether, the three sys tems had 1,622 employ ees. The new
Com mu nist regime retained 580 of these. Among them, 116 were
Nation al ist Party mem bers, and 60 were mem bers of the Nation al ist
youth orga ni za tion. The major ity came from nonproletarian fam ily
back grounds (Changjiang ribao, 7 Novem ber 1949).

Though it felt a need to retain some of the Nation al ist-era offi cials,
the new regime did not trust them. As a result, 180 Com mu nist cad res
and pro-Com mu nist stu dents and work ers were assigned to lead ing
posts in var i ous tax col lec tion agen cies (Wuhan difangzhi bianzuan
weiyuanhui, 1992: 258). An awk ward com bi na tion of old and new tax
col lec tors was pro duced. The retained per son nel were rel a tively well
edu cated (all had at least junior high edu ca tion and some had col lege
degrees) and were expe ri enced. Many, how ever, were cor rupt, since
accept ing bribes and col lud ing in tax eva sion were com mon in
Nation al ist-era Wuhan. More over, many of these hold overs were not
fully sup port ive of the new regime. In con trast, the Com mu nist cad res
assigned to the agen cies were ded i cated to the new regime and had not
been cor rupted but gen er ally lacked for mal edu ca tion and tax col lec -
tion expe ri ence (Changjiang ribao, 13 Sep tem ber 1949, 13 May
1950). Developing tax payer com pli ance required the new gov ern ment 
to make indi vid ual tax col lec tors com pe tent in their job and loyal to
the new regime and to make tax col lec tion agen cies effi cient.

THE CRE ATION OF TAX 
COL LEC TOR COM PLI ANCE

The first thing the new city gov ern ment did with the inher ited
Nation al ist tax col lec tion agen cies was to merge them into a sin gle
new struc ture. The Wuhan Munic i pal Tax Bureau formed the core of
the struc ture. It super vised 5 branches in the five city dis tricts, 37
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neigh bor hood subbranches of the city,12 and 27 check sta tions at river
ports. Dur ing the Nation al ist era, tax col lec tion agen cies were top-
heavy, with large per cent ages of their employ ees work ing in head -
quar ter offices rather than in direct field col lec tion. The new gov ern -
ment trans ferred half these office work ers to the subbranches and
check sta tions (Wuhan difangzhi bianzuan weiyuanhui, 1992: 247-
53). This three-tier net work under cen tral ized con trol enabled the
Com mu nists to pen e trate much deeper into Wuhan soci ety than the
Nation al ists had man aged.

The new regime wanted to staff its new orga ni za tional struc ture
with a new kind of tax col lec tor, one who com bined the strong points
of the retained Nation al ist-era offi cials and the Com mu nist cad res
with out their respec tive defi cien cies. Tax bureau lead ers encour aged
the offi cials to learn from and help each other. Nation al ist-era hold -
overs were sup posed to accept the new offi cials’ ideo log i cal strengths, 
and the new com ers were to acknowl edge the vet er ans’ train ing and
expe ri ence. The rela tion ship between the two groups was by no means 
equal since the rev o lu tion ary cad res assumed lead er ship posts. A
polit i cal indoc tri na tion pro gram for the retained Nation al ist-era offi -
cials was estab lished on the day the Com mu nists took con trol of the
tax col lec tion agen cies. In study ses sions, every retained offi cial was
required to detail his polit i cal his tory and reveal any past cor rupt prac -
tices he had engaged in. They were exhorted to be hon est in serv ing the 
new regime and to show respect for the rev o lu tion ar ies who had joined 
them. To viv idly dem on strate that a new order had been estab lished,
the gov ern ment tem po rarily demoted each retained offi cial to the low -
est rank and announced they would not be pro moted (or rein stated to
their pre vi ous ranks) until they had proved that they were both polit i -
cally and pro fes sion ally qual i fied (Changjiang ribao, 13 May 1950).

At the same time the retained offi cials were com pelled to remold
their ide ol o gies, rev o lu tion ary cad res were urged to improve their pro -
fes sional skills. Training classes were orga nized within the tax units,
and some retained offi cials were asked to teach the new com ers the
basics of cal cu la tion with an aba cus, account ing, and tax law. Later,
the newer offi cials were sent to spe cial schools or col leges for inten -
sive train ing. By the end of 1953, 437 out of about 1,500 Wuhan’s new
tax offi cials had received some kind of train ing (Wuhan difangzhi
bianzuan weiyuanhui, 1992: 259).
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A far more seri ous chal lenge for the new regime was how to stamp
out chronic cor rup tion among tax col lec tors. Cor rup tion dam aged the
Nation al ist gov ern ment’s extrac tive capac ity in two ways: tax pay ers
reduced their pay ments through bribes, and tax col lec tors embez zled
tax receipts. As cor rup tion became more and more wide spread, the
dif fer ence between the taxes imposed on the peo ple and the rev e nue
col lected by state bud get grew larger. The result was dev as tat ing to the
Nation al ist regime: the peo ple’s tax bur den increased, but the gov ern -
ment was for ever starved for rev e nues.

The Com mu nist gov ern ment was deter mined to fight this endemic
cor rup tion. Its pre ven tion was a key con cern of the regime’s ideo log i -
cal edu ca tion. Any one found guilty of cor rup tion was sub ject to
severe pun ish ment. In addi tion to rou tine checks, the gov ern ment
peri od i cally launched polit i cal cam paigns against cor rup tion. In mid-
1950, Wuhan tax col lec tors went through a two-month rec ti fi ca tion
cam paign. In Decem ber 1951, the national gov ern ment launched a
cam paign against the “three evils” of cor rup tion, waste, and bureau -
cracy and made tax col lec tion agen cies one of the cam paign’s focal
points. Under enor mous polit i cal pres sure, about 200 of Wuhan’s tax
col lec tors con fessed to hav ing been involved in cor rup tion of some
sort. This inves ti ga tion could have reas sured the regime for, alto -
gether, these 200 offi cials had mis ap pro pri ated just 3,700 yuan, or an
aver age of less than 20 yuan per per son. This low fig ure indi cates that
cor rup tion was no lon ger a seri ous prob lem (Changjiang ribao, 14
Jan u ary 1952, 22 Feb ru ary 1952). The gov ern ment, how ever, could
not tol er ate even such minor mis con duct. In 1953, it ini ti ated yet
another nation wide cam paign to spe cif i cally review tax col lec tors. In
Wuhan, 59 tax col lec tors were caught and pun ished (Wuhan difangzhi 
bianzuan weiyuanhui, 1992: 262).

The efforts dis cussed above, of course, did not make all of Wuhan’s
tax col lec tors both “red” and “expert.” Nev er the less, by mak ing new
offi cials more tech ni cally pro fi cient, retained offi cials polit i cally
more ame na ble, and all of them more dis ci plined, those mea sures
enabled the new regime to achieve a higher degree of tax col lec tor
com pli ance than the Nation al ist gov ern ment had man aged. The new
regime’s reor ga ni za tion and reori en ta tion of tax col lec tion agen cies
sig nif i cantly reduced the rev e nue leaks caused by cor rup tion and the
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wastes caused by orga ni za tional inef fi cien cies, thus increas ing the
new regime’s extrac tive capac ity.

THE CRE ATION OF TAX PAYER COM PLI ANCE

Tax col lec tor com pli ance is a pre con di tion to tax payer com pli ance,
but it can not auto mat i cally bring about tax payer com pli ance. To do
that, tax col lec tors have to develop effi cient tech nol o gies and insti tu -
tions for mon i tor ing tax pay ers’ behav ior and enforc ing tax laws. More 
pre cisely, they should (1) iden tify the tax pay ers, (2) deter mine how
much each tax payer owes the gov ern ment, and (3) make cred i ble the
pen al ties for tax avoid ance, eva sion, and arrears. The tax col lec tion
author i ties of Wuhan were inno va tive in all these three aspects in the
early 1950s.

MON I TORING

It was not easy to iden tify all those who were obli gated to pay the
gross receipts tax and the net income tax dur ing 1949 to 1953. Most
busi nesses were small, and many small busi nesses did not bother to
reg is ter with the gov ern ment. More over, the eco nomic sit u a tion in
those years was extremely vol a tile, going through a num ber of mini-
booms and minirecessions. These cycles meant that there were a great
num ber of firms enter ing into and exit ing from busi ness, mak ing it dif -
fi cult and expen sive for tax author i ties to keep track of who was in and
who was out. One way to cut such admin is tra tive costs was to rely on
exist ing com mu nal insti tu tions or to cre ate new com mu nal insti tu -
tions to iden tify tax pay ers.

1. Iden tifying Tax payers through Guild Or ga ni za tions

Since the late nine teenth cen tury, tongye gonghui or guilds founded 
on prin ci ples of com mon occu pa tion or trade had played impor tant
eco nomic, polit i cal, and cul tural roles in Wuhan. A guild was sup -
posed to encom pass all par tic i pants in a trade or pro fes sion. In the cha -
otic polit i cal sit u a tion of the early twen ti eth cen tury, there even
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emerged inclu sive city wide guild con fed er a tions to assume some gov -
ern men tal func tions (Rowe, 1984: 252-340).

At the time the Com mu nists assumed con trol of the tricity of
Wuhan, there were 181 guilds in Hankou, 87 in Wuchang, and about
30 in Hanyang. Indi vid ual guilds could have any where from a few
dozen to sev eral hun dred mem ber firms. Guilds were divided into two
cat e go ries: indus trial and com mer cial. In each of the three parts of the
city, there were a regionwide indus trial coun cil and a regionwide com -
mer cial coun cil, which super vised local indus trial and com mer cial
guilds. This exist ing guild struc ture pro vided the new regime with a
ready-made mech a nism for iden ti fy ing tax pay ers.

From June 1949 to May 1950, the city gov ern ment launched four
inten sive cam paigns to col lect the gross receipts tax and net income
tax. In all four, guild orga ni za tions were used as tax agents. The first
cam paign, for exam ple, started on 20 June 1949 and aimed to col lect
128,000 yuan by 15 July. The city gov ern ment first divided the total
into three quo tas, with Hankou bear ing 120,000 yuan, Wuchang 7,000 
yuan, and Hanyang 1,000 yuan. The indus trial and com mer cial coun -
cils of each part of the city then had to nego ti ate with one another over
how to divide their quota between the two sec tors. Once a coun cil
knew the amount for which it was respon si ble, it fur ther divided that
num ber among guilds under its super vi sion, which in turn allo cated
their total shares among their mem ber firms (Changjiang ribao, 20
June 1949). This com pli cated pro ce dure involved many rounds of bar -
gain ing but was prob a bly the only method of iden ti fy ing tax pay ers
that did not require the gov ern ment to actu ally know who was doing
busi ness where. The newly estab lished Com mu nist-led gov ern ment
did not have such knowl edge. There fore, this was a ratio nal solu tion to 
the prob lem of gath er ing rev e nue. By levy ing taxes on the indus trial
and com mer cial com mu nity as a whole rather than on indi vid ual tax -
pay ers, the gov ern ment left the prob lem of tax payer iden ti fi ca tion to
guilds. When a tax quota was imposed on a guild as a whole, it was in
the inter ests of the guild to make sure that every mem ber paid its share. 
If some mem bers did not pay, oth ers had to pay more than their share.
The clash of con flict ing inter ests thus could auto mat i cally lead the
guild to iden tify all tax pay ers in its trade.

The new regime made effec tive use of this tax col lec tion method.
When the Nation al ists col lected the net income tax in Hankou for the
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last time in the sec ond half of 1948, only 11,632 firms in 135 trades
paid. In the first PRC tax col lec tion cam paign, how ever, 19,488 firms
in 179 trades paid the net income tax. By the time of the third cam -
paign (from 27 Novem ber to 18 Decem ber 1949), the num ber of firms
pay ing the net income tax increased to 23,313 in 207 trades. This
increase of the num ber of tax pay ers was an impor tant fac tor that con -
trib uted to the growth of the gov ern ment rev e nue in Wuhan
(Changjiang ribao, 19 April 1950).

2. Iden tifying Tax payers through 
Neigh bor hood-Based Or ga ni za tions

Iden tifying tax pay ers through guild orga ni za tions, while an effec -
tive short-term solu tion, had three draw backs. First, many tax pay ers
were not guild mem bers. No guild included every prac ti tio ner in the
trade. A sur vey of 1950 found that about 3,000 firms that were sup -
posed to belong to guilds did not belong to any guild and thus had
evaded pay ment of the gross receipts tax and the net income tax in
1949 (Changjiang ribao, 11 Novem ber 1950). In addi tion, some
lacked a guild to join. For exam ple, there was no guild for Wuhan’s
more than 30,000 street ped dlers (Changjiang ribao, 2 March 1950).
More over, in some trades, guilds existed in name only, with no actual
author ity over their mem bers. About 2,000 tai lors and chicken trad ers
“belonged” to such a guild (Changjiang ribao, 12 Sep tem ber 1950).

Sec ond, rely ing on guilds works best only when the gov ern ment
assigns a tax quota to each guild. But what the guild pays to the gov -
ern ment in this method is not a tax in the mod ern sense but a con tri bu -
tion. This kind of extrac tion, while pro vid ing rev e nue to the gov ern -
ment, can not per form the eco nomic, social, and polit i cal func tions
that tax a tion is expected to play in addi tion to its fis cal func tion. Real
taxes have to be founded on spe cific notions of bases and rates. When
the gov ern ment began to intro duce the notion of bases and rates into
its tax a tion sys tem in 1950, it found that guild orga ni za tions were not
very help ful to the esti ma tion of gross receipts and net income. The
rea son was quite sim ple. Although the mem bers of a guild were from
the same trade, they were scat tered all over the city and usu ally did not
know much about each other’s busi ness. How much of the guild’s tax
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quota a mem ber firm shoul dered depended to a large extent on its skill
in con ceal ing infor ma tion as well as its bar gain ing power. Guild mem -
bers thus might end up pay ing dif fer ent tax rates. And it was likely that 
two neigh bor ing firms belong ing to dif fer ent trade guilds paid taxes at
sub stan tially dif fer ent rates.

Third, guilds were tra di tional groups that had once filled the power
vac uum left by the col lapse of the city gov ern ment in the early Repub -
li can years (Rowe, 1984: 334). Although they coop er ated with the
new regime, they nev er the less had the poten tial of becom ing inde -
pend ent power cen ters. Con se quently, the Com mu nist regime planned 
to weaken and even tu ally elim i nate them.

For those rea sons, the gov ern ment began to grad u ally replace guild
orga ni za tions with neigh bor hood-based orga ni za tions in June 1950.
Each of the five admin is tra tive dis tricts of Wuhan was divided into
four or five “tax areas” (pian). Within each area, every fif teen neigh -
bor ing firms formed a “small tax group” (xiaozu), five to seven small
groups formed a “large tax group” (dazu), and two to four large groups 
formed a “tax sec tion” (duan). No firm was left unat tached. This sys -
tem had sev eral advan tages over the guild-based sys tem. Neigh boring
firms (com pet i tors) prob a bly knew each other’s busi ness well so that
con ceal ment of assets and income was more dif fi cult. Also in this
four-tier sys tem, the three lower tiers were run by the busi ness men
them selves rather than by state offi cials, which meant that the gov ern -
ment did not have to bear the cost of their oper a tion. Yet, unlike the
struc ture of guild orga ni za tions, the sys tem was state cen tered. Each
“tax area” was headed by a subbranch of the Munic i pal Tax Bureau,
which was respon si ble for busi ness reg is tra tion, tax assess ment, tax
audit, tax col lec tion, and, above all, coor di na tion and super vi sion of
the lower tiers of the new sys tem within the area. The small groups,
large groups, and sec tions were the subbranch’s tax col lec tion instru -
ments (Changjiang ribao, 27 July 1950; Wuhan difangzhi bianzuan
weiyuanhui, 1992: 195). Alto gether, 30 areas, 98 sec tions, 171 large
groups, and 1,809 small groups were estab lished in the city in 1950
(Changjiang ribao, 10 August 1950).13

While cre at ing neigh bor hood-based orga ni za tions, the new regime
did not imme di ately aban don guild orga ni za tions as instru ments of
eco nomic mon i tor ing and con trol. For at least a year and a half, guilds
sup ple mented the work of the neigh bor hood-based orga ni za tions.
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These two sys tems left the gov ern ment in a much better posi tion to
iden tify tax pay ers. Only after the cam paign against the “three evils” of 
1952 did guild orga ni za tions begin to fade away. By then, the local tax
author i ties already pos sessed fairly rich knowl edge about tax pay ers.

ASSESSMENT14

By using exist ing com mu nal insti tu tions and cre at ing new ones to
iden tify tax pay ers, the new regime sig nif i cantly enlarged its rev e nue
base. How ever, an effi cient tax a tion sys tem needs to be sup ported not
only by insti tu tions that mon i tor who pay taxes but also by insti tu tions
that mon i tor who pay their dues in full. With out the lat ter insti tu tions,
dis hon est tax pay ers would be able to evade taxes, and hon est tax pay -
ers might think them selves “suck ers” (Levi, 1988: 53).

In 1949, Wuhan’s gov ern ment believed that more than 90% of the
city’s firms did not keep sys tem atic accounts at all, and among those
who did, more than 90% of their accounts were not reli able
(Changjiang ribao, 4 April 1950). In the absence of ade quate account -
ing prac tices, it was exceed ingly dif fi cult to deter mine the gross
receipts and net income of a firm. The new gov ern ment, how ever,
could not afford to wait until the estab lish ment of proper book keep ing
in most busi nesses before levy ing taxes. What it did, instead, was to
apply a sec ond-best solu tion to the prob lem of tax assess ment, an
interim solu tion.

As noted, in the three 1949 tax col lec tion cam paigns, taxes were
lev ied on guilds, which then devised their own means of allo cat ing
shares to their mem bers. This method did not require the gov ern ment
to know the exact gross receipts and net income of firms, thus largely
reliev ing it from the bur den of tax assess ment. In Feb ru ary 1950, the
cen tral gov ern ment passed a law on busi ness taxes, which stip u lated
that all such taxes should be lev ied on indi vid ual firms rather than on
guilds. As a result, in April 1950, when the Wuhan gov ern ment began
to col lect the first quar ter’s gross receipts tax and the net income tax, it
needed to intro duce a new way of col lec tion. Firms were divided into
three cat e go ries, for which the meth ods of col lec tion were dif fer ent.

Firms whose records were rea son ably sound made up the first cat e -
gory. They were per mit ted to file their own tax returns, sub ject to audit
by the local tax bureau. These tended to be large firms. Indeed, the
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larger the firm, the more sophis ti cated its orga ni za tions and the more
dif fi cult it was to sys tem at i cally evade taxes. A total of 158 firms in 19
trades qual i fied for this treat ment. They accounted for only 0.4% of
the total num ber of firms in the city but paid more than one-tenth of the 
total of the gross receipts tax and the net income tax (Wuhan difangzhi
bianzuan weiyuanhui, 1992: 199).

Firms hav ing no records at all con sti tuted the sec ond cat e gory.
Each of these firms was required to pay a fixed sum for both the gross
receipts tax and the net income tax. The allot ment was deter mined by
the tax bureau accord ing to its one-time esti mate of the size of the
firm’s busi ness. The fixed sum would not be changed unless this trade
notice ably improved or dete ri o rated. More than half of the firms in
Hankou, most firms in Wuchang, and all firms in Hanyang fell into
this cat e gory. How ever, their pay ment of the gross receipts tax and the
net income tax accounted only for a small pro por tion of the total
income from the two taxes because they were mostly very small firms
(Changjiang ribao, 6 April 1950).

Firms with inad e quate records fell into the third cat e gory. A spe cial
pro ce dure of tax assess ment, called “dem o cratic appraisal of taxes,”
was applied to such firms. This pro ce dure was “dem o cratic” in that the 
deter mi na tion was the result of dis cus sion among indi vid ual tax pay -
ers, the guilds (or the small tax groups) con cerned, and the tax author i -
ties (Ecklund, 1966: 36). When the new col lec tion method was first
intro duced in the spring of 1950, the pro ce dure com prised three steps.
First, the tax bureau esti mated the total gross receipts and the aver age
profit rate of a trade on the basis of its sam pling of a few “typ i cal
firms” in the trade. Sec ond, mem bers of the guild nego ti ated with one
another over how to allo cate the esti mated total gross receipts among
them selves. Once the esti mated sales of a firm were deter mined, its
esti mated net income could be cal cu lated by apply ing the stip u lated
aver age profit rate to its esti mated sales. Finally, indi vid ual firms paid
their taxes accord ing to their esti mated sales and net incomes
(Changjiang ribao, 16 July 1950).

Of the three steps, the first was cru cial and time-con sum ing. For
instance, it took more than 100 tax offi cials about two months to com -
plete a sur vey of 245 firms, which was just a part of the prep a ra tion for
the col lec tion of taxes for three months (Changjiang ribao, 16 July
1950). Obvi ously, local tax author i ties could not afford to under take
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this kind of sur vey on a reg u lar basis. More over, many tax pay ers pro -
tested that tax bureau esti ma tions were often arbi trary (Changjiang
ribao, 26 Sep tem ber 1950).

In the sec ond half of 1950, the Wuhan tax author i ties mod i fied the
dem o cratic appraisal pro ce dure. The mod i fied pro ce dure had six
steps. First, each firm made a self-assess ment of its gross receipts and
net income. Sec ond, it pre sented the self-assess ment to the guild (or
the tax group) to which it belonged for com ments. Third, if ques tions
arose, other mem bers of the guild (or the group), who were often its
com pet i tors, had the right to check its records. Fourth, if those who
exam ined the records con cluded that the firm had underreported its
sales and prof its, the guild (or the group) would advise the firm to
adjust its self-assess ment. Fifth, the guild (or the group) made its final
esti mate of the firm’s gross receipts and net income. Finally, the tax
bureau decided if the guild’s esti mate was accept able.

Some firms com plained, with jus ti fi ca tion, that the mod i fied pro ce -
dure “incite[d] busi ness men to under mine each other.” By mak ing use
of the com pet i tive rela tions between firms in the same trade or in the
same neigh bor hood to get more accu rate infor ma tion about their busi -
ness, the tax bureau could apply its scarce staff resources else where
(Changjiang ribao, 16 August 1950). How ever, not all firms fell into
the trap. In some trades, firms col luded not to ques tion each other’s
self-assess ment. As a result, they all ended up with pay ing less in tax
than they would have oth er wise (Changjiang ribao, 27 August 1950).

To over come tax pay ers’ col lu sion and other types of eva sion, the
local gov ern ment devel oped two con trol devices. First, it applied the
“mass line” to tax col lec tion. At first, indi vid ual work ers were encour -
aged to pro vide tax offi cials with infor ma tion about their firms’ sales
and prof its. After trade unions were estab lished, unions were given an
impor tant role in eval u at ing their firms’ self-assess ments. Many work -
ers, espe cially those in weaker com pa nies, believed they had a stake in
min i miz ing their firms’ tax pay ments and were not enthu si as tic about
car ry ing out this mon i tor ing. Nev er the less, a large num ber of work ers
coop er ated with the gov ern ment. These activ ists pro vided invalu able
infor ma tion, enabling tax offi cials to enforce com pli ance among pri -
vate busi ness men (Changjiang ribao, 25 April 1950, 8 Sep tem ber
1950, 11 March 1951). Sec ond, the tax bureau used its staff to con duct
selec tive audits. Firms found to have engaged in tax fal si fi ca tion and
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eva sion were to be fined three to ten times the amount of tax they were
believed to have evaded. Fur ther more, if an audit revealed that a guild
(or a tax group) had not taken proper mea sures to check mem bers’
self-assess ments, every mem ber’s tax bill was to be increased
(Changjiang ribao, 4 Decem ber 1950). Sur veil lance by work ers and
the threat of audits caused pri vate busi ness men to think twice before
attempt ing to underreport their taxes. Such mea sures improved the
effi cacy of the dem o cratic appraisal of taxes.

This “dem o cratic” assess ment was used to deter mine what roughly
40% of Wuhan’s firms owed in taxes. Rev e nue from these firms prob a -
bly accounted for 80% of the total gross receipts and net income taxes
col lected in Wuhan. This accounts for why local tax author i ties
devoted con sid er able energy to imple ment ing and per fect ing the pro -
ce dure (Changjiang ribao, 16 July 1950).

These three meth ods of tax assess ment might seem clumsy com -
pared with those used in more eco nom i cally advanced coun tries, but
given the lim i ta tions in book keep ing and admin is tra tion, their com bi -
na tion might have been the most effi cient way for max i miz ing rev e -
nues and min i miz ing admin is tra tive costs at that time. The inno va tive
use of the three meth ods sig nif i cantly enhanced the extrac tive capac -
ity of the gov ern ment, thus con trib ut ing to the rapid expan sion of the
pub lic sec tor in the early years of the PRC.

Despite their use ful ness, the gov ern ment, from the very begin ning,
regarded the dem o cratic appraisal and the impo si tion of fixed quo tas
as expe di ent mea sures. Its goal was to even tu ally base its tax a tion
solely on full and reli able records rather than on esti mates. Toward
this end, even as it used these three interim meth ods to col lect taxes,
the new regime invested con sid er able resources work ing to intro duce
uni form account ing meth ods through out the city.

Wuhan’s gov ern ment launched its first “account build ing”
(jianzhang) drive in the sec ond half of 1950. A munic i pal com mis sion
of account build ing was formed to coor di nate the drive. Hun dreds of
firms were selected as exper i men tal units and instructed to pre pare
their accounts accord ing to spe cific guide lines. If a selected firm
refused to coop er ate, the indus trial and com mer cial admin is tra tion
offices could revoke its busi ness license (Changjiang ribao, 18 Sep -
tem ber 1950). More over, the Munic i pal Asso ci a tion of Indus try and
Com merce, the city wide guild alli ance, was asked to start lit er acy and
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account ing train ing pro grams for small busi ness men. Tax offices were 
also required to help enter prises set up and improve their finan cial and
account ing sys tems (Changjiang ribao, 27 July 1950). With out such
state inter ven tion, it might have taken decades to develop a uni form
account ing sys tem. The forced drive spon sored and dic tated by the
new regime, how ever, accel er ated the pro cess. By the end of 1950,
more than 4,000 firms, or one-fifth of Wuhan’s firms, were keep ing
records in accor dance with the new stan dards. Two years later, the pro -
por tion of firms adher ing to the stan dards increased to about two-
thirds (Wuhan difangzhi bianzuan weiyuanhui, 1992: 201).

As more and more firms estab lished for mal and stan dard ized
account ing prac tices, the local tax author i ties began to per mit more
tax pay ers to file their own tax returns. The num ber of firms that did so
increased from 158 in 1950 to 2,700 in 1953, by which time their tax
pay ments accounted for 65% of the total (Wuhan difangzhi bianzuan
weiyuanhui, 1992: 199). Those firms no lon ger needed to go through
the both er some dem o cratic appraisal, though they were still sub ject to
audit by tax offices.

EN FORCE MENT

In 1950, the main Wuhan news pa per reported that the Repub li can-
era gov ern ment was only able to col lect one-third of the taxes it should 
have col lected (Changjiang ribao, 19 April 1950). At that time, many
held that tax eva sion was an “incur able social dis ease.” Instead of
accept ing tax eva sion as a nor mal and inev i ta ble fea ture of the fis cal
sys tem, the PRC gov ern ment was deter mined to fight it. The devel op -
ment of mon i tor ing insti tu tions enabled the gov ern ment to iden tify
tax pay ers and to assess their tax pay ments. These mon i tor ing insti tu -
tions had to be accom pa nied by effi cient enforce ment insti tu tions.
Only when the poten tial cost of tax eva sion was suf fi ciently high and
the like li hood of detec tion suf fi ciently cer tain would the incen tive to
evade taxes be damp ened. Only through prac tice, how ever, could the
“suf fi ciently high” and “suf fi ciently cer tain” points be ascer tained.

At the out set of its reign, the social ist regime did not use severe pun -
ish ments to deter non com pli ance. In its first tax col lec tion cam paign
of 1949, the dead line for tax pay ment was set for 15 July. The city gov -
ern ment pro claimed that who ever was delin quent would be fined. On
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15 July, 7% of the city’s firms still had not paid their dues. The tax
bureau issued oral warn ings but at the same time extended the dead -
line four days. Twenty-seven guilds missed that dead line, too. They
then were asked to pay a fine of one-tenth of the tax due (Changjiang
ribao, 23 July 1949). But given that the monthly infla tion rate was
more than 50%, the fine car ried no punch (Wuhan jingji yanjiusuo,
1989: 32-33).

In early 1950, the effec tive fine for over due tax pay ments was
increased to 3% for each day the pay ment was delin quent. The clear
and increased stan dard was nec es sary because the later two col lec tion
cam paigns of 1949 showed that when the fine rate was lower than the
infla tion rate, tax pay ers elected to pay fines in cheap ened cur rency
rather than pay their taxes on time (Changjiang ribao, 9 April 1950).
How ever, soon after the increase of the fine, Wuhan and the rest of the
nation expe ri enced a minireces sion. To stim u late the econ omy, the
gov ern ment soft ened its tax pol icy. Tax payers were allowed to delay
their pay ments of taxes for the first quar ter of 1950 for three months.
They were also told that if they still had finan cial dif fi cul ties, they
could nego ti ate with tax offices about pos si ble tax reduc tion and
exemp tion (Changjiang ribao, 26 Sep tem ber 1950). Alto gether,
700,000 yuan of taxes were remit ted (Changjiang ribao, 22 Jan u ary
1951). This shows that the new gov ern ment was quite flex i ble in its
tax a tion pol icy. It treated tax a tion not as a goal in itself but as a tool
serv ing the over all devel op ment of China.

The pol icy change, how ever, pro duced an unex pected result: many
tax pay ers no lon ger took their obli ga tions seri ously, and some even
went so far as refus ing to pay any taxes at all. The taxes for the sec ond
quar ter of 1950 were sup posed to be paid off before 31 August, but as
late as 20 Sep tem ber, only 38% of firms had paid in full, and about
5,000 firms had not paid a cent. A busi ness man report edly said, “In the 
past, I thought the gov ern ment was a real ‘ti ger’ so that I paid my taxes. 
The gov ern ment turns out to be a ‘pa per tiger.’ I am not afraid of it any
more” (Changjiang ribao, 26 Sep tem ber 1950).

The quiet tax revolt alarmed the author i ties. In mid-Octo ber, they
decided to revoke the busi ness licenses of firms that had owed the gov -
ern ment taxes for more than a month. Such firms were given fif teen
days to pay their over due taxes and fines. If they met the dead line,
they were to get their licenses back; if they failed to do so, the gov ern- 
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ment would con fis cate part of their prop er ties to pay their debts
(Changjiang ribao, 16 Octo ber 1950). This threat did not imme di ately
pro duce the desired effect. A month later, some 4,000 firms had still
not paid their taxes (Changjiang ribao, 11 Novem ber 1950). To make
cred i ble the pen al ties for non com pli ance, the gov ern ment sealed up
and con fis cated the prop er ties of a num ber of firms in late Novem ber
(Changjiang ribao, 21 Novem ber 1950, 23 Novem ber 1950). It was
hoped that the pun ish ment of a few would serve as a warn ing to the
many (Changjiang ribao, 19 Decem ber 1950). The crack down was
effec tive. In 1951, the lack of news reports about tax delin quency sug -
gests that few busi ness own ers dared to delay pay ing their taxes.

Two famous cam paigns, the “three-antis” cam paign and the “five-
antis” cam paign, were launched at the start of 1952. Both cam paigns
tar geted tax eva sion. About 70% of Wuhan’s busi ness own ers yielded
to the pres sures of the day and admit ted that they had engaged in some
form of tax eva sion (Wuhan jingji yanjiusuo, 1989: 54-57). One may
expect that so inten sive a crack down would have elim i nated non-
com pli ance. Ironically, how ever, there was marked rise in delayed tax
pay ment and var i ous forms of tax eva sion in Wuhan after the cam -
paigns. At the end of 1952, over due tax pay ments amounted to 4.6
mil lion yuan, which was equiv a lent to 4% of the total tax rev e nue
(Changjiang ribao, 17 June 1954). Sev eral fac tors may account for
this. Many own ers may have antic i pated the elim i na tion of pri vate
own er ship and thus may have used every pos si ble sub ter fuge, includ -
ing tax eva sion, to acquire as many liq uid assets as pos si ble (Ecklund,
1966: 42). In the minirecession caused by the three-antis and five-
antis cam paigns, many pri vate enter prises were suf fer ing gen u ine
finan cial dif fi cul ties and hence were not able to pay tax. And the cam -
paigns them selves may have kept businesspeople too busy to keep proper 
accounts and tax offi cers too busy to keep track of their accounts,
which made it eas ier to  evade taxes (Changjiang ribao, 8 Jan u ary 1953).

From the view point of the gov ern ment, the rise in tax payer non -
com pli ance after the five-antis cam paign unmis tak ably dem on strated
that “law break ing cap i tal ists” had to be sup pressed by more severe
mea sures. Thus, 1953 wit nessed a wave of the arrests of tax evad ers in
Wuhan. Yangzi Daily (Changjiang ribao), a local news pa per, reported
two dozen such arrests. Offenders were sen tenced to prison sen tences
of two months to three years. In most cases, ver dicts were pro nounced
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at pub lic meet ings, which hun dreds or even thou sands of pri vate
businesspeople were “invited” to attend. Occa sionally, after the sen -
tenc ing, one or two alleged tax evad ers among the audi ence were sin -
gled out and arrested on the spot. Such dra matic scenes must have
had a great psy cho log i cal impact on those wit ness ing them. Some
paid their over due taxes then and there, and more made pub lic prom -
ises to pay (Changjiang ribao, 3 Jan u ary, 26 Sep tem ber, 24 Octo ber,
11 Novem ber, 21 Decem ber 1953; 14 Jan u ary 1954). Prob a bly no
Wuhan busi ness per son could avoid being “invited” to such meet ings.
These meet ings put every poten tial Wuhan tax payer on notice that he
could be the next tar get if he con tin ued to try to out smart the tax
author i ties.

From oral warn ing to pecu ni ary fine, from small fine to sub stan tial
fine, from fine to revo ca tion of busi ness licenses, from revo ca tion of
licenses to con fis ca tion of prop erty, and from con fis ca tion of prop erty
to impris on ment, the Com mu nist Party–led state steadily increased the
costs of non com pli ance in the early 1950s. As non com pli ance became 
rare, the gov ern ment seemed to have become more impa tient with
offend ers. The ratio nale for adopt ing increas ingly harsher pun ish ment 
prob a bly lay in the belief that leniency might spoil all that had been
achieved. While crim i nal pen al ties did have the effect of finally break -
ing the back of lin ger ing tax resis tance, it does not fol low that the gov -
ern ment’s ear lier efforts in build ing mon i tor ing and enforce ment
insti tu tions were incon se quen tial. In fact, before the three-antis and
five-antis cam paigns, mass eva sion had already been reduced to much
below the pre-1949 level. Only in such a favor able envi ron ment could
crim i nal sanc tions be effec tive. Had the gov ern ment begun to use tax
pros e cu tions when almost every one was evad ing tax, harsh sanc tions
might have back fired. In any event, with out the sup port of func tion ing
mon i tor ing mech a nisms, severe sanc tions might often hit wrong tar -
gets and thereby become polit i cally too unpop u lar to enforce.

LES SONS FROM THE PRC EX PE RI ENCE

In the 1950s, after exam in ing the tax a tion sys tems of sev eral devel -
op ing coun tries, Nich o las Kaldor (1963) con cluded that there were no
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intrin sic obsta cles to rais ing the rate of gov ern ment fis cal extrac tion.
Few coun tries, how ever, adopted his advice. Later, Kaldor pub lished
an essay whose title reflected his frus tra tion with the inabil ity of gov -
ern ments to fol low his pre scrip tions: “Will Under de vel oped Coun -
tries Learn to Tax?” (Kaldor, 1963). The case of China shows that
Kaldor was both right and wrong. He was cer tainly right that there
were no inher ent obsta cles to increas ing tax a tion. Oth er wise, it would
be hard to explain how the new regime could extract resources so much
more effi ciently than its pre de ces sor—even while the urban eco nomic 
struc ture remained more or less the same. But Kaldor clearly under es -
ti mated the polit i cal imped i ments to build ing a strong extrac tive
capac ity. For many sys tems, the prob lem is not that they are unwill ing
to learn to tax. Rather, the prob lem is that insti tu tional con straints
limit their abil ity to obtain com pli ance from both tax col lec tors and
tax pay ers. Such insti tu tional con straints can be altered only under cer -
tain favor able polit i cal con di tions.

This brief account tracks the suc cess ful evo lu tion of insti tu tional
forms that per mit ted the rapid growth of the PRC state’s extrac tive
capac ity. Three con clu sions can be drawn from the pre ced ing
dis cus sion.

First, insti tu tional inno va tions allowed the new regime to sub stan -
tially increase its extrac tive capac ity. Insti tu tions work through estab -
lish ing and imple ment ing rules. By guid ing, obli gat ing, com mand ing, 
pro hib it ing, penal iz ing, licens ing, and facil i tat ing, such rules raise the
poten tial costs of cer tain actions and also reward other actions
(Knight, 1992: 67). By alter ing peo ple’s rel a tive pay offs and hence
their rel a tive pref er ences, insti tu tions effec tively limit peo ple’s
choices, thus encour ag ing them to behave in par tic u lar ways. Com pel -
ling tax col lec tors and tax pay ers to behave in the state’s inter est
allowed the con cen tra tion of resources rather than hav ing them spread 
about in min ute amounts (Hardin, 1989). Of course, insti tu tions are
not uni formly effec tive. This study sug gests that defects in insti tu -
tional arrange ments dur ing the Repub li can era might be respon si ble
for that state’s inabil ity to extract resources. By con trast, the new
Com mu nist-led regime adapted, co-opted, and cre ated a diverse array
of insti tu tions into a sys tem that effec tively trained and dis ci plined tax
col lec tors and obtained tax payer com pli ance.
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Sec ond, state build ing involves not only dra matic acts such as polit -
i cal cam paigns and nation al iza tion of busi nesses but also seem ingly
insig nif i cant insti tu tional build ing. Mat ters such as reform ing book -
keep ing and iden ti fy ing tax pay ers may appear less sig nif i cant but are
indis pens able build ing blocks of a mod ern state. Many mod ern states
have acquired strong extrac tive capac ity with out resort ing to polit i cal
cam paigns or nation al iza tion, but all have func tion ing tax mon i tor ing
and enforce ment mech a nisms. In this sense, what appear to be triv ial
and pre lim i nary at first glance are prob a bly more fun da men tal and
imper a tive than what appear to be deci sive in cer tain con texts, such as
polit i cal cam paigns in China.

Third, insti tu tions crit i cal for strength en ing extrac tive capac ity are
con di tioned by the rela tion ship between the state and dom i nant social
classes. With out a degree of auton omy from highly mobi lized social
groups, the state can not for mu late its own pri or i ties, much less impose 
its own agenda on soci ety. Rel a tive auton omy is also impor tant for
insu lat ing the state bureau cracy from piece meal cap tures, which may
destroy the cohe sive ness of the state itself. In the early 1950s, the state
appa ra tus of the new regime was both auton o mous and inter nally
coher ent. That was why, despite numer ous con straints on the new
regime, the Chi nese Com mu nist state was able to intro duce rapid and
com pre hen sive insti tu tional changes and attain a strong extrac tive
capac ity in just a few years.

NOTES

 1. For a detailed account about the fis cal reforms in this period, see Young (1971). Young
served as a finan cial adviser to the Nation al ist gov ern ment between 1929 and 1947.

 2. This rep re sents the high est esti mate. Thomas Rawski (1989) esti mates that in the early
1930s, cen tral, pro vin cial, and local taxes alto gether amounted to only about 5% to 7% of
China’s total out put. Arthur Young (1971: 102-3) comes up with an even lower esti mate: “The
pub lic sec tor was not large, being only per haps 5 per cent of total gross national prod uct.”

 3. See Kugler et al. (1983), Kugler and Domke (1986), Snider (1988), and Arbetman and
Kugler (1997).

 4. Witte and Woodbury (1983) found that the per ceived prob a bil ity that non com pli ance
would not be detected was the most impor tant fac tor in increas ing non com pli ance.

 5. This is based on the assump tion that tax pay ers are ratio nal actors who try to max i mize
their util ity by mul ti ply ing the per ceived chances of detec tion and suc cess ful pros e cu tion by the
amount of money to be saved by eva sion and com par ing that with the amount of poten tial fines.
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 6. In Young’s (1971: 160) own words, “Far too many used offi cial posi tion for per sonal
advan tage, some times sub tly, but some times crudely.”

 7. Cus toms rev e nues aver aged 121 mil lion yuan per year between 1924 and 1928. It shot up
to 244 mil lion yuan in 1929, 290 mil lion in 1930, and 385 mil lion in 1931 (Young, 1971: 20).

 8. The Sino-For eign Inspec tor ate (also under Brit ish lead er ship) from 1913 also admin is -
trated the salt rev e nue to pro vide secu rity for for eign loans. Because salt was mostly pro duced in
inland prov inces, salt rev e nues had been sub ject to sei zure by war lords, which led to declin ing
rev e nue for the cen tral gov ern ment. The Nation al ist gov ern ment inte grated the salt admin is tra -
tion into the Finance Min is try in 1928, and salt rev e nue grew from 54 mil lion yuan in 1928 to 213 
mil lion in 1937 (Young, 1971: 56).

 9. One exam ple shows how vul ner a ble such a fis cal sys tem was. In the fis cal year
1935-1936, smug gling became ram pant in north China under the de facto con trol of the Jap a -
nese, which resulted in a sharp decrease of the cus toms rev e nue. As a con se quence, the ratio of
the gov ern ment’s total cur rent rev e nue (exclud ing bor row ing) in its total receipts (includ ing bor -
row ing) dropped to 40% (Chou, 1963: 40).

10. Dur ing this period, these state-owned enter prises were mostly Nation al ist gov ern ment-
owned busi nesses (which the new regime called “bureau crat cap i tal ist enter prises” [guanliao
ziben zhuyi qiye]).

11. After Sep tem ber 1951, state-owned enter prises were exempt from the net income tax.
Their prof its were then remit ted directly to the state trea sury. They were still required to pay the
gross receipts tax.

12. Wuhan con sists of three towns: Hankou, Wuchang, and Hanyang. In the early 1950s,
while Wuchang and Hanyang each con sti tuted sin gle admin is tra tive dis tricts, Hankou was
divided into three admin is tra tive dis tricts—namely, Jiang’an, Jianghan, and Qiaokou.

13. These fig ures sug gest that in actual prac tice, the four-tier sys tem struc tural guide lines
could not be fol lowed pre cisely.

14. The assess ment schemes described here are by no means unique to China in this par tic u -
lar period. Con fronted with myr iad small scat tered busi nesses, many gov ern ments choose to tax
arti sans and small enter prises using approx i ma tions of their prof its. One approach, for instance,
is to estab lish an iden ti cal tax for all arti san enter prises of a given type, leav ing the occu pa tional
group itself to assess and col lect it. For instance, in many Euro pean coun tries, approx i mate esti -
mates of wealth were accepted before the nine teenth cen tury. Each com mu nity was assigned a
col lec tive sum due in taxes and then elected men who would work out the assess ment of the tax
based on their own knowl edge of the resources of their neigh bors. Even in today’s devel oped
econ o mies, there are fis cal prob lems aris ing in the cases of small dis till er ies (Ardant, 1975:
178-79).
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