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Small Local Products and a Big Market. A Study of the Procurement of
Chinese Herbal Medicines in Shanghai Before and After the Opening of a

Free Market ( 1956—-1958)
Zhou Yongsheng
Abstract: When the socialist transformation was essentially completed the Central Committee of the Communist
Party of China adjusted its business policy to create a free market as a continuation of its former policy changes.
Chinese herbal medicines were in short supply before the creation of a free market relying on the Shanghai State
Herb Company to ease the situation by inviting joint-venture merchants to increase their purchases. The creation of
a free market made a significant improvement in the supply of Chinese herbal medicines. But the spillover effects
of the market opening also led to internal divisions among state and co-operative businesses rising conflicts be—
tween the places of origin and sales higher external procurement costs and more internal coordination difficulties
for state and co-operative enterprises. In the meantime market order suffered from the strong involvement of pub—
lic market players in both the free market and the underground market. To resolve these problems policy makers
chose to internalize the external factors by strengthening control of Chinese herbal medicine resources by state and
co-operative commercial entities. The choice of such a policy was rooted in the need to maintain the national re—

source extraction system and its associated forces under the established industrialization strategy.
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