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Abstract During China’ s transition process there have been created from the points of
views of many analysts many strange creatures’ among them thé Township-and-Village En-
terprises’ TVEs . This paper proposes a framework for analyzing thesé creatures’. It proposes
an’ optimal second-best transition path” for the TVEs explains how second-best institutional
arrangements are created under the constraints of other unreformed institutions and shows how
the government’ s reform policies and the growth of TVEs among other non-state elements in-
teracted and evolved together. It points out that a° third way” or d&° hybrid” may be the way
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