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In his pursuit of economic modernization, Deng liked to say that he was 
groping for stones as he crossed the river. But in fact, from his five de cades 
of experience, he had developed some strong convictions about how to get 
across that particular river. One was that the Communist Party should be in 
charge. “My father,” Deng’s youn ger son, Deng Zhifang, told an American 
acquaintance, “thinks Gorbachev is an idiot.” Gorbachev, his father had ex-
plained, set out to change the po lit i cal system first. That was a misguided 
policy because “he won’t have the power to fix the economic prob lems and 
the people will remove him.”1 Deng also admired success and had a particular 
vision for achieving it for China. He wanted Chinese to scour the world to 
learn about successes whatever the nature of the system where they took 
place. He wanted to know the true situation at home; he did not want to hear 
exaggerated reports of prog ress, which had caused such deep prob lems dur-
ing the Great Leap. He believed that people needed material incentives and 
had to see palpable prog ress to remain motivated. And he was convinced that 
a robust economy thrived on competition, not only among economic pro-
ducers and merchants striving for  profits, but also among of fi cials trying to 
bring prog ress to their localities.
 Deng realized that the path to achieving the four modernizations was very 
complex and he knew that he personally did not have the patience to study 
all the details. Consequently, Deng was not his own master strategist in eco-
nomic affairs as he was in foreign policy and military affairs. In foreign policy 

8 D 0P : 1 / F 9 : H F :F= A :F ? E: F ? .A F: 2: : = 7F 0 C . F :D
A H C F :D H I E D F F A:E = : D : F,= 3/

. : = ? E F F A:E F   

.
H

A
Q

2
:

:
=

7
F

-
DD

A
=



424 the deng era,  1978–1989

and military affairs he consulted with others to understand the current situa-
tion and although he did read the reports of specialists, he could mull over 
the issues and devise strategies without consultation. On economic matters, 
however, he needed someone else to serve as China’s economic strategist—to 
examine details, frame the issues, select and evaluate options, and propose 
possible courses of action. For these im por tant roles, he turned first to Chen 
Yun and later to Zhao Ziyang. Deng, however, reserved the right to make the 
final decisions; he would resolve po lit i cal disagreements about the major eco-
nomic issues by balancing economic and other considerations. He also ac-
cepted responsibility for explaining economic policies to the public.

Builders versus Balancers, 1978–1981

When Deng became preeminent leader in December 1978, Chen Yun, who 
had just rejoined the top leadership team, called attention to a potential crisis 
looming in the economy: visions of growth had gotten out of hand, the bud-
get was out of balance, and commitments for purchasing technology from 
abroad had exceeded China’s foreign currency reserves, which were needed 
to pay for them. Among the leaders trying to provide direction for the econ-
omy in this new uncharted era, there were countless opinions about how to 
proceed. But as of fi cials at the top began aggregating the various views, the 
different views tended to coalesce around two opposite poles. One group 
centered around the builders, who eagerly sought to introduce new factories 
and infrastructure proj ects; the other group, led by Chen Yun, the balancers, 
cautiously tried to ensure that resources were available for all the national 
priorities.
 Beginning in 1977, some of the leading builders began selecting foreign 
plants to import and arranging for their installation in China. As the econ-
omy began opening, these se nior proj ect managers sought proposals from  
 Japan and from the West, drawing from China’s experiences in the 1950s in-
troducing new industrial plants and construction proj ects from the Soviet 
 Union. The builders could see how Japan and the four little dragons (Hong 
Kong, Singapore, South Korea, and Taiwan), by constructing new facilities 
with Western technology, had achieved the most rapid growth rates in the 
world, and they were eager to do the same. After Gu Mu’s trip to Europe in 
1978, hopes for importing foreign plants soared. High- level of fi cials, mostly 
in the industrial and transport ministries—with support from many local 
leaders who wanted to build in their localities—made wish lists of types of 

8 D 0P : 1 / F 9 : H F :F= A :F ? E: F ? .A F: 2: : = 7F 0 C . F :D
A H C F :D H I E D F F A:E = : D : F,= 3/

. : = ? E F F A:E F   

.
H

A
Q

2
:

:
=

7
F

-
DD

A
=



Economic Readjustment and Rural Reform, 1978–1982 425

industrial plants that they hoped to acquire for China over the next few years, 
then dispatched of fi cials to Europe to select partners who could supply the 
technology and fi nanc ing.
 China’s cautious balancers were concentrated in the Ministry of Finance, 
the State Economic Commission, the State Planning Commission, and the 
banks. Like their counterparts in other countries, of fi cials who managed fi-
nance considered it their responsibility to balance the budget, ensure that 
enough foreign currency was available to repay foreign loans, and keep in fla-
tion under control. In drawing up China’s economic plans, they strove to en-
sure that all the necessary materials, technologies, and personnel were avail-
able for production and construction in high- priority areas of the economy 
and that Chinese consumers would not face shortages.2

 Deng Xiaoping, like Hua Guofeng, was at heart a builder who wanted to 
see rapid prog ress. He admired proj ect managers who under adverse circum-
stances had been able to complete im por tant proj ects that provided visible 
signs of prog ress. Deng, who had little patience with detailed calculations, 
considered the cautious balancers necessary, but annoying.
 When Deng became China’s preeminent leader, the most prominent proj-
ect managers, called the “petroleum faction,” had been working together 
since the 1950s. From 1952 to 1966 Deng had worked closely with them, for 
he was then vice premier with responsibility for the development of energy 
resources and heavy industry. Yu Qiuli, the leader of the petroleum faction, 
had been glorified by Mao Zedong for leading the development of the Da-
qing oilfield but during the Cultural Revolution he was attacked as a member 
of the “Deng Xiaoping faction.”3 In 1975, when Deng was in charge of the 
government, Yu was made head of the State Planning Commission, much to 
the dismay of the balancers who were accustomed to having one of their own 
in that im por tant position. After Mao’s death, Yu Qiuli remained at his post 
and Hua Guofeng turned to him to lead the work of importing industrial 
plants (for more on Yu Qiuli, see Key People in the Deng Era, p. 741).
 Yu Qiuli and the other proj ect managers in China during the 1960s and 
1970s encountered huge dif fi culties. Unlike their counterparts in the ad-
vanced economies, who could count on others to supply the necessary equip-
ment and infrastructure, Chinese proj ect managers had to deal with un-
trained workers, equipment shortages, a lack of spare parts, power outages, 
and delays in the arrival of needed supplies. Those managers who successfully 
completed proj ects combined dedication and perseverance with sheer inge-
nuity in coping with so many unexpected prob lems.
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426 the deng era,  1978–1989

 After Mao’s death, as Hua began to promote economic development, the 
work of these proj ect managers increased dramatically. Officials from the 
State Planning Commission, State Construction Commission, and other rel-
evant ministries were overwhelmed as they rushed about trying to set priori-
ties among the technologies to be imported, conduct negotiations with for-
eign companies, select the locations for the plants, calculate what material 
resources would be required, and arrange for transport and personnel. In ad-
dition, because many of fi cials were just returning after years of absence dur-
ing the Cultural Revolution, they were still entangled in po lit i cal struggles 
with incompetent of fi cials who had been promoted during their time away: 
the work that Deng began in 1975 of consolidating and selecting leadership 
teams was not yet complete. Ever since Mao’s death, proj ect managers under 
Yu Qiuli had had to scramble even to create wish lists of technologies to be 
imported; they certainly did not have enough time to undertake careful anal-
ysis of the steps needed to import the plants and get them running.
 Less than eigh teen months after Mao’s death, Hua Guofeng, ignoring 
questions raised by cautious balancers, drew from the lists compiled by Yu 
Qiuli’s proj ect managers, and presented to the 5th National People’s Con-
gress (NPC) a list of some 120 mega- proj ects.4 The proj ects were expected to 
cost some US$12.4 billion, more than the value of all Chinese exports for the 
year. Hua announced that the plans called for economic growth of 10 percent 
or more each year.5 In February 1978, Hua announced that these plans were 
in accord with his ten- year vision, which was an outgrowth of the one that 
Deng had introduced in 1975.6

 One special task that Hua Guofeng assigned to Yu Qiuli was to develop 
new oilfields to take advantage of the high price of crude oil following the oil 
shock of 1973. Hua expected to produce enough oil that foreign currency 
from petroleum exports would pay for all of the proj ect imports. Unfortu-
nately, despite high hopes and strenuous exploration efforts, no major new 
oil fields were discovered.
 In the rush to select and import proj ects, the wish lists of ministry and lo-
cal of fi cials soon became the basis of contracts with foreign companies. Hua 
Guofeng’s critics later accused him of launching a “Western- led Leap For-
ward” (yang yuejin) and of pressuring subordinates to come up with plans 
hastily so as to consolidate his power by showing that he had produced eco-
nomic prog ress. His supporters countered that Hua had done his best to 
bring modern industry to China quickly, under dif fi cult circumstances.
 Deng fully supported Yu Qiuli and shared his enthusiasm for importing 
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foreign factories. In the mid- 1978, the balancers, frustrated by their inability 
to slow down the rush to import modern proj ects, turned to Chen Yun for 
support, even though he was not then a member of the Politburo. Thus three 
weeks after the opening of the State Council Forum on Economic Principles, 
Chen Yun, who had not been invited to attend, wrote to Li Xiannian express-
ing his concern that some comrades were becoming overly enthusiastic about 
borrowing from abroad and importing plants—in his view, they had failed to 
first ensure that China could provide the necessary trained manpower, infra-
structure, and ancillary industries to make the plans work. Chen suggested 
that the forum be extended in order to allow full discussion of different opin-
ions, but the or ga nizers chose not to do so. At the time, Chen Yun was the 
only high- level leader to question publicly the rosy estimates about the na-
tion’s future ability to pay for the proposed new proj ects.7

 In December 1978, when se nior party leaders turned to Deng to provide 
overall leadership, with special responsibility for foreign affairs and military 
issues, they turned to Chen Yun to lead the work on high- level personnel is-
sues and economic policy. They believed that Chen Yun had consistently 
supplied the best economic advice and that in the new era he was the wisest 
person to guide the economy.
 On December 10, 1978, during the meeting of the Northeast group at the 
Central Party Work Conference, Chen Yun voiced his concerns about the 
uncontrolled exuberance that had reached the highest level of party leaders. 
As if giving adult supervision to overly excited teenagers, Chen Yun laid out 
the prob lems in the ten- year economic vision. He spoke with authority, sug-
gesting that he already knew he would be appointed to the Politburo. He 
said, “We should maintain steady prog ress and not get caught up in a head-
long rush. . . . When materials are not available for a proj ect, whether at the 
local or national level, it should not be launched.”8

 Before the Third Plenum, Deng Xiaoping had been fully supportive of the 
proj ect managers, but after December 1978, when Chen Yun warned about 
the lack of careful planning, Deng threw his weight behind Chen. On Janu-
ary 6, 1979, within two weeks after the Third Plenum, Deng called in the 
leading proj ect managers with whom he had worked—Yu Qiuli, Kang Shi’en, 
and Gu Mu—and told them that Chen had presented “some very im por tant 
opinions” and that they should lower some of the planning targets. They 
were to avoid large foreign trade debts and when making plans they were to 
first check to make sure that the necessary materials were available; they were 
to give priority to proj ects likely to provide quick returns on investments and 
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428 the deng era,  1978–1989

expand employment; and to avoid going into debt, they were to accumulate 
cap ital before undertaking proj ects.9 In short, Deng then completely sup-
ported Chen Yun’s cautious balancing. (Chen later blamed Hua for prob lems 
resulting from his excessive haste in signing contracts to import proj ects. 
Deng was not required to engage in a self- criticism for his earlier support of 
Hua’s ambitious plans; his earlier role in agreeing with Hua to push for faster 
growth was simply ignored.)
 Why did Deng shift course from supporting the builders to backing the 
balancers, led by Chen Yun? Deng recognized the importance of put ting the 
economy on a solid base for the new era, and the summary economic data 
assembled in December for the past year re flected serious prob lems. At the 
time, there was only US$4 billion in foreign currency reserves and most of 
the foreign currency income from exports was already committed, although 
contracts had been signed to purchase over US$7 billion of foreign equip-
ment.10 Even though the imbalances would seem infinitesimal when con-
trasted with the foreign trade fig ures a de cade later, they loomed large enough 
to worry cautious of fi cials who were accustomed to smaller amounts and 
who were frightened by the le ver age that such debt might give the cap ital-
ist countries. At the time, Deng was ready to unite with Chen Yun, who 
 enjoyed great respect in the party, against Hua Guofeng. But there was an-
other issue that in flu enced Deng’s economic thinking at the time. He was 
planning to invade Vietnam a few weeks later, and that attack would be a 
further drain on the budget; it was prudent to cut back on commitments 
elsewhere.
 By March 1979, Chen Yun had collected more data, done more analysis, 
and was ready to systematically present his proposals for cutting back on the 
contracts to import foreign plants and for lowering the economic targets for 
the next several years. Some of his proposals, and even the terminology, were 
remarkably similar to the retrenchment policies that he had introduced to 
recover from the Great Leap Forward. Rather than use the term “retrench-
ment,” the term he used earlier, which would have sounded very negative, 
Chen Yun used the term “readjustment” (tiaozheng). On March 14, 1979, as 
the attack on Vietnam was nearing completion and they could make some es-
timates of its costs, Chen Yun and Li Xiannian presented a formal document 
proposing a two-  to three- year period of readjustment. They suggested that 
a new structure, the Finance and Economics Commission under the State 
Council, be established to oversee economic planning and fi nance. Chen Yun 
was to be named chairman, and Li Xiannian, who had been in charge of the 
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economy for the past several years, would become vice chairman, serving un-
der his former mentor.
 Chen Yun explained to his comrades that he was no  longer as healthy as 
before and that he only had the energy to perform the most necessary tasks. 
He would provide overall guidance but he would rely on the people under 
him to do the detailed work that he had done in earlier de cades. The person 
named secretary general of the Finance and Economics Commission, that is, 
the leader who would head its daily work, was the economic of fi cial whom 
Chen Yun most respected—Yao Yilin.
 Chen Yun explained the need for the readjustment program at the Polit-
buro meeting of March 21–23, 1979:

We have 900 million people, over 80 percent of whom are farmers. We 
are very poor. There are still people begging for food. We all want to 
modernize, but the question is what can we achieve? We need balanced 
development. In considering basic construction, we must first consider 
agriculture. We want to produce lots of steel, but we cannot possibly 
produce 60 million metric tons by 1985. We lack electricity, we lack 
transport facilities. Supplies of coal and oil are inadequate to meet needs. 
Some people make fun of cautious people, making it seem as if cautious 
people believe that the less steel we produce the better. Ridiculous. Yes, 
we should borrow funds and technology from abroad. But how much 
can we be sure that we can repay from our People’s Bank? We need to 
ensure that we will be able to make the repayments. Officials have not 
done the calculations. Local industries are competing with our big na-
tional proj ects for materials. Five people want to eat when there is only 
food for three. We have made mistakes in our work; we still lack experi-
ence. I can only do my best.11

 The essence of Chen Yun’s approach to planning was balance: balance in-
come and expenditures, loans and the ability to repay, and foreign currency 
income and expenditures. He also sought a balance between investment in 
consumer goods and producer goods, between heavy and light industry, and 
between industry and agriculture. In 1978, some 57 percent of China’s in-
dustrial output was from heavy industry and only 43 percent from light in-
dustry.12 Chen Yun, like many other of fi cials, believed that China’s economy 
had been out of balance since 1958, with food and consumer goods sac ri ficed 
for more heavy industry than the people could bear. In 1980, under Chen 
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Yun’s direction, heavy industry grew only 1.4 percent whereas light industry 
grew 18.4 percent; and in 1981 heavy industry declined by 4.7 percent 
whereas light industry grew 14.1 percent.13

 At the Wuxi conference, held April 5–28, 1979, shortly after the an-
nouncement of the readjustment policy, local of fi cials and ministry of fi cials 
complained of the overly tight centralization of economic planning. Chen 
Yun was willing to allow more flex i bil ity for markets at lower levels, but he 
insisted that planning remain primary. Those who had been expecting new 
plants in their localities were understandably upset. As a par tic i pant from 
Tianjin said, re flect ing the dominant mood at the meeting, “We were in high 
spirits. Now suddenly to propose readjustment, it is pouring a bucket of cold 
water on us; it is a blow to our high spirits.”14 Hu Yaobang sought a direc-
tive to reassure local of fi cials that the party still wished to promote industrial 
development. Zhao Ziyang spoke out supporting readjustment, explaining 
that it provided the necessary conditions for later reform and development. 
Gu Mu, whose trip to Europe had set off the exuberance, joined in, loyally 
explaining the need for readjustment. Once Zhao and Gu Mu had spoken, 
the atmosphere at the meeting changed; local of fi cials reluctantly approved 
the written report supporting readjustment.15 Deng joined in, explaining as 
Zhao did that the readjustment policy was necessary to create a solid basis for 
future growth.
 Local of fi cials were constrained by the readjustment policies, but they 
found creative ways to use their counter- policies to Beijing’s policies to avoid 
reining in investment and expenditures as much as Chen Yun sought. Chen’s 
efforts were also hampered by his own illness. On October 24, 1979, while in 
Hangzhou, Chen was operated on for colon cancer and he remained in the 
hospital there until December 14. After returning to Beijing, Chen was ad-
mitted to the hospital from May 20 to May 29, 1980, for additional testing 
and recuperation. By the time Chen Yun returned to work in late 1980, the 
budget defi cits had ballooned to become the largest since the Communists 
took over. The seriousness of the prob lem made Chen Yun more determined 
to clamp down and enabled him to gain support from other of fi cials, includ-
ing Deng. The defi cit had grown not only due to the costs of the Vietnam 
War, but also because of the increase in procurement prices paid to the farm-
ers for grain, the decline in agricultural taxes, and the costs of resettling peo-
ple who had earlier been sent to the countryside and were now allowed to 
 return to the cities. Moreover, the central government began allowing prov-
inces and local enterprises to keep more of their own funds to stimulate local 
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initiatives, a strategy that had reduced the total amount of taxes collected by 
the central government.16 The result was a great stimulus for many provinces, 
but Chen Yun considered the serious budget defi cits alarming and potentially 
disastrous.17

 By late 1980, Chen Yun and the balancers were on the offensive and Deng 
supported them. At the meetings of the Standing Committee of the NPC 
in September, those who had been promoting rapid industrial development 
were accused of following the “erroneous heavy industry policy” of the Cul-
tural Revolution.18

 Adding to the momentum favoring the balancers, in the fall of 1980 Deng 
Liqun, in a series of four lectures at the Central Party School on Chen Yun’s 
economic thought, praised Chen Yun so lavishly that some accused him of 
promoting a cult of personality. Since 1949, Deng Liqun said, Chen Yun’s 
policy proposals have all been correct. What went wrong during the Great 
Leap? Others failed to follow Chen Yun’s advice. And what is wrong now? 
People are not suf fi ciently adhering to Chen Yun’s words of wisdom. It is es-
sential to carry out readjustment thoroughly.19

 The balancers also jumped on the story of the collapse of an oil rig in the 
Gulf of Bohai, accusing Yu Qiuli and Kang Shi’en of trying to cover up the 
incident, which had resulted in the deaths of seventy workers. Their alleged 
cover- up of the incident became a pretext for removing them from their ad-
ministrative positions. In fact, as experienced professionals who knew they 
would be held responsible for their errors, Yu Qiuli and Kang Shi’en were 
more careful than the po lit i cal leaders who had urged them to expand their 
proj ects. At the NPC meeting in February 1978, Yu Qiuli had warned that 
China would have dif fi culty increasing oil exports because no new oil had 
been discovered in recent years, and because even if it were discovered, it 
would take three years to move from discovery to production.20 After the oil 
rig collapsed, Yu Qiuli gave a thorough explanation of how and why it had 
occurred. Even Li Xiannian, who remained close to Chen Yun, later acknowl-
edged that Yu Qiuli had accepted responsibility for things for which he 
should not have been held accountable.21

 Although Yu Qiuli was removed as director of the State Planning Com-
mission, he was allowed to remain on the Politburo. Furthermore, Deng still 
had enough respect for Yu that he used his military connections to get Yu ap-
pointed as head of the Political Department of the PLA. But by late 1980, 
Chen Yun had made sure that those of fi cials who were committed to tighter 
fi nan cial control over new proj ects and new construction had firm control 
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over economic affairs.22 Accordingly, one of Chen Yun’s allies, Wang Bing-
qian, became minister of fi nance.23 And Yu Qiuli’s replacement was Chen 
Yun’s longtime ally Yao Yilin, who was widely respected for his administrative 
abilities as well as his knowledge of the economy.24

 On October 28, 1980, Deng, responding to accusations that drawing up 
ten- year visions had led to the creation of wish lists without careful analysis, 
accepted Chen Yun’s view that they stop drawing up ten- year visions. Long- 
term economic discussions would focus on the more careful pro cess of draw-
ing up five- year plans.25

 In November 1980 China’s economic growth rate targets for 1981 were set 
at a much lower rate, 3.7 percent, and cap ital construction allocations were 
reduced from 55 billion yuan to 30 billion yuan. When there were com-
plaints that such restraints would waste valuable time, Chen retorted, “How 
much time have we wasted since the Opium War? Over a hundred years. 
Why is it such a big thing to wait three years to move ahead?” What had most 
delayed China’s advances since 1949, he said, was leftist errors made while 
rashly pushing ahead.26 Chen Yun was allowed to take firm control over guid-
ing the drafts for the Sixth Five- Year Plan (1981–1985) and over bringing the 
budget and defi cit under control.27

 As 1980 came to a close, Chen and his balancers maintained a firm grip on 
China’s economic policy. In late 1980, Chen delivered a major address sup-
porting a stricter readjustment policy. On December 15, just as the series 
of nine Politburo meetings pushing Hua aside was coming to an end, Deng 
said, “I fully agree with Comrade Chen Yun’s speech.” Further, he said Chen’s 
policy of readjustment had not been effectively implemented “because party 
members did not have a profound or unanimous un der stand ing of the issues 
involved.” To overcome this prob lem, they must “resolutely cast away unreal-
istic ideas and overly ambitious targets.”28 In short, Hua Guofeng was blamed 
for the unrealistic plans, Deng and Chen Yun were united, and Deng sup-
ported Chen Yun’s efforts to undertake a more penetrating implementation 
of the readjustment policy.
 Retrenchment created other prob lems: Deng had to explain to foreigners 
why China was breaking contracts for the importation of plants and equip-
ment. Beijing had the power to handle disappointed local of fi cials, but break-
ing contracts with foreign companies affected foreign relations and raised 
long- term questions about the credibility of the Chinese government.
 The prob lem proved especially troublesome for Sino- Japanese relations 
because nearly half of all the contracts with foreign companies were with Jap-
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anese companies; the Japanese business community, while controlled in its 
communications to China, was furious at the cancellation of signed agree-
ments. As early as March 1979, when the first efforts were made to reduce 
purchases, some US$2.7 billion of Chinese contracts with Japan were fro-
zen.29 The postponement of the Baoshan Steel Plant, in particular, had a huge 
negative effect on many of the Japanese companies involved in the proj ect. In 
late October 1980, just before China formally announced the postponement 
of its contracts, Yao Yilin, who had worked closely with the Japanese, was 
dispatched to Tokyo to prepare the Japanese for the impending announce-
ment. But it fell to Deng Xiaoping to smooth things over with high- level 
Japanese leaders.
 Deng could not avoid the loss of much of the goodwill that had followed 
his visit to Japan in October 1978. He did not engage in deep humble apolo-
gies as Japanese would have done under similar circumstances, but he ac-
knowledged forthrightly that China lacked experience, that it had made mis-
takes, that it faced a serious situation whereby it could not afford to pay for 
all the things it had hoped to buy, and that it had not always made appropri-
ate preparations to use the plants it had hoped to purchase. But, Deng reas-
sured them, China was willing to provide compensation to the Japanese firms 
adversely affected, and it expected in the long run to resume its purchases as 
it grew and was better prepared.
 On September 4, 1980, Deng gave his explanation to visiting Japanese 
Foreign Minister Ito Masayoshi.30 The visit was followed on January 13, 1981 
by an of fi cial letter to Baoshan Steel announcing cancellation of the second 
phase of the planned construction. The first se nior Japanese to visit Deng af-
ter that letter was former foreign minister Okita Saburo, an “old friend” of 
China who arrived in February at the invitation of Gu Mu. When he met 
Deng, Deng acknowledged they had been overly optimistic about oil pro-
duction. Okita was courteous and respectful, but he conveyed both the Japa-
nese government’s request for a full explanation and the stern message from 
Japanese businessmen that cancellation would tarnish China’s reputation in 
the international business community.31 After he returned to Japan, Okita 
explained that because of the Cultural Revolution, Chinese of fi cials who might 
have been able to provide expertise in a timely way had been unable to do so.32

 Deng’s meeting with Okita was followed by several others. On March 18, 
Deng met with the highly respected Doko Toshio, the eighty- five- year- old, 
plain- living president of Japan’s largest business association, Keidanren.33 On 
April 4, Deng met with a delegation from the Sino- Japanese Friendship As-
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sociation, headed by Furui Yoshimi.34 And on April 14, he met with Prime 
Minister Ohira, who was making efforts to promote a Pacific community.35 
Deng conveyed the same basic message to all of these leaders: China lacked 
experience and it had made mistakes, but it intended to revive the contracts 
later.
 Many Japanese firms swallowed the losses so as not to endanger their fu-
ture business relations with China. Moreover, the Japanese government ex-
tended new loans to help continue the proj ects that had already begun. One 
central and innovative example of such support occurred when Okita Saburo 
became head of Japan’s Overseas Economic Cooperation Fund (OECF), the 
government agency that gives fi nan cial aid to promote Japanese exports. In 
the first arrangement of its kind, whereby OECF gave funding to a second 
country so it could give aid to a third country, Okita arranged to lend money 
to Australia so it could ship iron ore and high- grade coal to Baoshan, thus 
resolving the key stumbling block in allowing the proj ect to go forward. The 
first phase of the Baoshan proj ect was resumed on a modest scale in the fall of 
1981, and by the fall of 1982 the Baoshan construction site was buzzing with 
new activity.36 When it was completed in May 1985 it became the first large 
modern steel plant in China, and the model for future plants.37 Before it was 
built China produced less than one- quarter of the steel that Japan produced. 
Within thirty years, the Baoshan plant and those built in its likeness had 
helped China produce almost 500 million tons of steel per year, roughly five 
times the amount of steel produced in either Japan or the United States.38

 Some thoughtful Chinese of fi cials believed that Chen Yun provided a 
much- needed balance to an impatient Deng. It was unfortunate, they ac-
knowledged, that China had barged ahead and then retreated just as it was 
beginning its modernization drive. But, they argued, Chen Yun’s readjust-
ment policy was seriously needed and some of the prob lems of the late 1980s 
could have been avoided had Deng initially listened more to Chen.
 Although the readjustment policy ended with the 12th Party Congress 
in September 1982, one im por tant policy that had jelled as part of the re-
trenchment effort still remained: birth control. Chen Yun had long believed 
that China’s population was too large for its resource base. A party document 
of December 1978 acknowledged that grain consumption per cap ita was 
slightly less than it had been in 1957, and that the average annual per cap ita 
rural income was 60 yuan (at the exchange rate at the time, about US$39). 
Roughly 12 percent of the funds then used to pay for imports was used for 
grain.39 When Mao was alive, despite some educational programs and the 
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supplying of birth control devices, birth control made little headway. On De-
cember 20, 1980, however, as part of the overall readjustment policy, Li Xian-
nian sent a key document on implementing the birth control program to the 
State Planning Commission headed by Yao Yilin. On January 4, 1981, the 
resulting Document No. 1 ordered that of fi cials “use legal, administrative, 
and economic mea sures to encourage couples to have but one [child].”40 The 
one- child policy was implemented in the urban areas without quali fi ca tion, 
but because the Chinese government lacked funds to provide bene fits for the 
elderly in the countryside, of fi cials allowed rural families whose first child 
was a girl to have a second child in the hope that it would be a son who could 
look after his parents in their old age.
 No other society in the world has enforced such a stringent birth con-
trol policy. Paradoxically, the strong neighborhood associations in the city 
and countryside, which had been established by Mao, became the vehicle 
to enforce the new birth control policy, which Mao would have vehemently 
opposed. Once the one- child policy was introduced in the urban areas, most 
urban families chose to have only one child and few rural families had more 
than two.
 On March 23, 1979, Deng had declared his strong support for the birth 
control policy, which Li Xiannian and others had helped put in place. In pre-
senting the program to the public, as customary, Deng began with the broad 
picture, saying the policy was necessary to reduce grain imports and expand 
imports of foreign technology, and to attain a high average per cap ita income 
by the end of the century.41 Deng reiterated the same message in several 
speeches that followed.42 As he did with other controversial issues, Deng care-
fully avoided going out on a limb by advocating spe cific mea sures. Instead, 
he referred to the work of well- known scientists and statisticians, along with 
authoritative- sounding sci en tific analyses, that laid out the need for birth 
control. The policy introduced at the time of the readjustment policy was 
to continue not only for the rest of Deng’s era, but in the de cades after he 
stepped down.

Wan Li and Rural Reform

In 1978 China still did not have enough grain to feed its population. Collec-
tivized agriculture, introduced in 1955 and later pushed to higher levels, had 
led to advances in irrigation, but it had also brought massive starvation. The 
downsizing of the scale of the collectives after the Great Leap and the in-
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creased supply of chemical fertilizer led to production increases, but grain 
shortages remained severe.
 At the time of the Third Plenum, some of fi cials were already advocating a 
further decrease in the size of the agricultural units, but the atmosphere 
among top leaders at the time firmly supported the continuation of collective 
agriculture: of fi cials then pushed for improved management, better seeds, 
more fertilizer, and more farm machinery. At the Third Plenum, it was spe-
cifi cally forbidden for rural areas to contract agricultural production down to 
the household. Party of fi cials in the collectives had a vested interest in retain-
ing the collectives, so they were not willing to admit that collectivization had 
not been successful. Some party leaders even feared that if private land own-
ership were allowed, poor farmers would end up becoming tenants, landlords 
would return to exploit the tenants, and the pre- 1949 rural prob lems would 
reappear. Some believed that the rural party or ga ni za tion would also be seri-
ously weakened.
 In 1962, before going to Mao with a proposal to assign the individual ru-
ral household responsibility for grain production, Chen Yun had asked Deng 
privately whether he would support such a proposal; Deng told him he 
would. But if Deng had advocated such a proposal in 1978, he would have 
been vulnerable to the same accusations leveled against him during the Cul-
tural Revolution: “pursuing the cap italist road.” So how did Deng find a way 
to permit experimentation with household farming while managing the po-
lit i cal opposition? The breakthrough came under Wan Li in Anhui province.
 In June 1977, at about the same time that Deng was allowed to return to 
work, Wan Li was appointed by Hua Guofeng as first party secretary of An-
hui province.43 Wan Li’s predecessor in Anhui had stuck close to the Maoist 
vision of supporting large collectives; starvation was still widespread.44 Anhui, 
an overwhelmingly rural province, was one of the poorest in the country: an 
estimated three to four million had starved to death during the Great Leap 
Forward.
 In the first few weeks after his arrival in Anhui in August 1977, Wan Li 
visited all the major rural areas of the province and observed and talked with 
local of fi cials.45 He was shocked to see the extensive poverty. The towns were 
filled with emaciated people who lacked warm clothing and adequate hous-
ing. In some places, there were only crude structures made of mud instead of 
wooden tables. As Wan Li told his children, he could not help but ask why, so 
many years after the Communists had taken power, conditions could still be 
so bad.46
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 Even before Wan Li arrived in Anhui, the party had directed its Rural Pol-
icy Research Office to survey several counties in Anhui’s Chu prefecture, 
where people were still dying of starvation, and to formulate recommenda-
tions for dealing with the food shortages. Wan Li, on the basis of their several 
months of study and his personal visits to the area, had guided the drafting 
of the “Provincial Party Committee Six- Point Proposal” for dealing with the 
rural prob lems in Anhui. The proposal recommended (1) that the produc-
tion teams, depending on the circumstances and as long as production re-
sponsibilities were met, allow certain tasks in the fields to be assigned to a 
small work group or even to an individual, (2) that the autonomy of the pro-
duction teams in making decisions be respected by higher levels, (3) that the 
quotas assigned to the production teams and individual members be reduced, 
(4) that the produce be distributed to members according to their work, not 
according to their need, (5) that decisions on the allocation of grain re flect 
the interests of the nation, the collective, and the individual, and (6) that 
team members be permitted to work on their own private plots and to sell 
the produce at local markets.47 The document did not directly attack the al-
most sacred Dazhai collective model; it simply did not mention it. Wan Li 
knew that Chen Yonggui, the Dazhai hero who was still of fi cially in charge of 
agriculture, would regard the six points as bourgeois.48

 At the time of Wan Li’s six- point proposal, national policy explicitly pro-
hibited contracting down to the household and Wan Li could not oppose 
national policy. But when Deng saw the Anhui Party Committee’s six- point 
proposal, produced under Wan Li’s leadership, he, like a number of other of-
fi cials, immediately af firmed the value of the experiment.49 Deng said that 
where there is serious starvation in poor mountain areas, peasants should be 
allowed to find their own ways to avoid starvation. Leftists realized that Deng 
was giving permission to decentralize agricultural production down to the 
household in the poor mountain areas, but it was hard to argue against peas-
ants’ find ing ways to avoid starvation.
 In November 1977, Wan Li addressed an assembly of Anhui county party 
secretaries to discuss implementation of the six- point proposal. The assembly 
was large and of fi cial enough to reassure Anhui of fi cials who were frightened 
that if they followed Wan Li and the po lit i cal line were to change, they would 
be attacked for pursuing cap italism. Wan Li, standing firm, simply declared 
that “any methods or policies that interfere with the advancement of produc-
tion are wrong.” Instead, of fi cials should rely on practice to determine which 
ways worked best, to give full play to creativity, and not to worry about mak-
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ing errors. Wan Li’s conviction and his willingness to take personal responsi-
bility, qualities he had displayed when ending the railway stoppages in Xu-
zhou in 1975, gave the of fi cials a mea sure of con fi dence to move ahead.50 
Despite some lingering concerns, the policy was implemented, and in early 
1978 Wan Li allowed local areas to continue to decrease the size of the agri-
cultural units. In some places such as Fengyang county, where starvation re-
mained widespread, production responsibility was contracted down to the 
household.51

 A few weeks later, on February 1, 1978, the day after Deng arrived in Si-
chuan on his way from Myanmar to Nepal, Deng told Sichuan Party Secre-
tary Zhao Ziyang about Wan Li’s success in Anhui with the six- point pro-
posal.52 In fact, Zhao Ziyang had already begun permitting production teams 
to decentralize rural work to smaller units (baochan dao zu), although this 
step had not been fully reported to Beijing. Deng encouraged Zhao to allow 
bold experiments similar to those of Wan Li, and Zhao complied, quickly 
developing a twelve- point program for decentralizing responsibility for agri-
cultural production.53 He declared that the basic accounting unit could be a 
small group, but he did not go as far as Wan Li; he did not allow the respon-
sibility to be passed down to the household.54

 By the fall of 1978, of fi cials in Anhui, cheered by the successful midyear 
harvests produced by the smaller work groups, reported their successes, set-
ting off arguments with those who supported large- scale cooperatives. At a 
meeting of the National Agricultural Economic Association held in Suzhou 
in the fall of 1978, an of fi cial from the Anhui Agricultural Policy Research 
Office had the courage to say that one should not blindly follow the Dazhai 
model and that the government should not launch so many po lit i cal move-
ments that interfered with local economic initiatives.55 But on the other side, 
Chen Yonggui, still vice premier in charge of agricultural affairs, accused Wan 
Li of secretly promoting individual household farming. Newspaper articles, 
too, denounced Wan Li for opposing Dazhai and for restoring cap italism. 
But Wan Li had gained con fi dence from the successful harvests in the areas 
that had tried decentralized work assignments and he was rapidly winning 
support within the party. In November 1978, when criticized by Chen Yong-
gui, Wan Li, living up to his reputation for bravery, replied: “You say you 
are speaking from the Dazhai experience; I say Dazhai is an ultra- leftist 
model. . . . You go your way and I’ll go mine. . . .  Don’t impose your views on 
me and I won’t impose mine on you. As for who is right and who is wrong, 
let’s see which way works best.”56
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 Until he fell from power, Hua Guofeng continued to support the Da-
zhai model and to advocate improving agricultural production by introduc-
ing new seeds, more chemical fertilizers, as well as water pumps, tractors, 
and other machinery. His goal was within five years to have a large tractor 
in ev ery brigade and a small tractor in ev ery production team.57 The eigh-
teen large- scale fertilizer plants that had been approved in 1975 (when Deng 
was at the helm) were in full production by 1978. Hua continued building 
large chemical fertilizer factories, and by 1982 twice as much chemical fertil-
izer was available throughout the country as in 1978. Electric power in the 
countryside doubled between 1978 and 1982 as well. But Hua’s expectations 
about these initiatives’ positive effects on agriculture proved wildly optimis-
tic. And although Deng did not object to Hua’s efforts to introduce more and 
better industrial products to help agriculture, he also believed that a success-
ful Chinese agricultural system would require spurring the enthusiasm of 
peasants by decentralizing rural production.
 The Third Plenum in December 1978 continued to support the Dazhai 
model, creating concern among Anhui of fi cials that they might be vulnera-
ble to later attack.58 Although Chen Yonggui was replaced as vice premier in 
charge of agriculture shortly after the Third Plenum, his replacement Wang 
Zhenzhong still supported the Dazhai model, and in the spring of 1979 the 
new vice premier for agriculture wrote a letter to Hu Jiwei, editor of the Peo-
ple’s Daily, asking him to help put a stop to the decentralization of production 
teams. A series of articles was published that opposed further decentralization 
and most members of the Politburo were still too cautious to take a different 
stance.59

 In this atmosphere, Wan Li had serious doubts about whether his toler-
ance for further decentralization would be supported at higher levels. At a 
meeting on June 18, 1979, Wan Li took Chen Yun aside and asked his views. 
Chen said to Wan privately, “I support you with both hands.” Wan Li also 
asked Deng his views. Deng, not yet ready to support him publicly, replied, 
“You  don’t need to engage in debates, just go ahead, that’s all. Just seek the 
truth from facts.”60 As the debate heated up, Wan Li was buoyed by the quiet 
support from Deng and Chen Yun. At a meeting in Beijing, when a vice min-
ister of agriculture attacked the practice of contracting down to the house-
hold, Wan Li shot back: “You are a feitou da er” (fat head and big ears—in 
other words, like a pig). “You have plenty to eat. The peasants are thin be-
cause they do not have enough to eat. How can you tell the peasants they 
can’t find a way to have enough to eat?”61
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 After Anhui enjoyed a very successful midyear harvest in 1979 in areas 
where contracting down to the household was being implemented, Wu 
 Xiang, a former New China News Agency reporter who had spent time in 
Anhui, was encouraged by high of fi cials in Beijing to publicize those suc-
cesses. In 1992, when looking back at his actions from 1979 to 1981, Deng 
recalled that he was aware many people were then opposed to contracting 
down to the household and had even labeled it “cap italism,” but rather than 
attack them he had waited until the results were proven; gradually people 
recognized that the new strategy was working, and within several years, the 
experiments became national policy.62 Indeed, by the end of 1979, some esti-
mated that half of the production teams in the country were distributing 
work down to small groups and one- quarter had made contracts with house-
holds.
 In early 1980, Wan Li, seeking Hu Yaobang’s support, told Hu that it 
 wouldn’t work to have people at lower levels surreptitiously practicing con-
tracting down to the household: instead they needed the full support of the 
top party leaders. Wan Li thus suggested to Hu Yaobang that they convene a 
meeting of provincial party secretaries to give clear public support for the 
policy.63

 It was only at this time, before the meeting of provincial secretaries, that 
Deng gave permission to allow the decentralization of rural production down 
to the household. On May 31, 1980, Deng called in Hu Qiaomu and Deng 
Liqun to express his support for contracting down to the household and to 
tell them to publicize his views. Many local areas moved quickly to allow 
household production, but even then some local of fi cials remained unaware 
of Deng’s position. Deng’s request to his two writers in effect marked the 
end of the collective agriculture that had been launched with Mao’s famous 
speech of July 31, 1955. At that time, Mao had proclaimed: “Throughout 
the Chinese countryside a new upsurge in the socialist mass movement is in 
sight. But some of our comrades are tottering along like a woman with bound 
feet. . . . The tide of social reform in the countryside—in the shape of co- 
operation—has already been reached in some places. Soon it will sweep the 
whole country.”64

 In his talk to Hu Qiaomu and Deng Liqun on May 31, 1980, Deng 
avoided Mao’s dramatic appeal. He said:

Now that more flex i ble policies have been introduced in the rural areas, 
the practice of fixing farm output quotas on a household basis has been 
 adopted in some localities where it is suitable. It has proved quite effec-
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tive and changed things rapidly for the better. Fixing output quotas on a 
household basis has been  adopted in most of the production teams in 
Feixi county, Anhui province, and there have been big increases in pro-
duction. . . . Some comrades are worried that this practice may have an 
adverse effect on the collective economy. I think their fears are unwar-
ranted. . . . Some comrades say that the pace of socialist transformation 
had been too rapid. I think there is some ground for this view. . . . If the 
transformation had advanced step by step, with a period of consolida-
tion followed by further development, the result might have been bet-
ter. . . . It is extremely im por tant for us to proceed from concrete local 
conditions and take into account the wishes of the people.65

Deng, acutely aware of opposition among party conservatives, made his argu-
ment not to a large audience where there was certain to be unsympathetic 
critics, but only to his two writers, who then spread the message to the 
broader public.
 Four years after Mao gave his rousing speech, tens of millions of peasants 
were starving, and twenty- five years after his speech, the collectives were dis-
solved. By contrast, four years after Deng’s cautious, reasoned explanation 
to his writers, most of China’s farming was being done by individual house-
holds, and agricultural production was rising rapidly. Twenty- five years after 
Deng’s speech, the system he installed was still going strong.
 Personnel changes accompanied the change in policy. At the Fifth Plenum 
of the 11th Party Congress in early 1980, when Deng brought in his own 
team headed by Hu Yaobang and Zhao Ziyang to lead the country, Wan Li 
became a vice premier, director of the State Agricultural Commission, and 
the member of the party Secretariat in charge of agriculture. As head of the 
State Agricultural Commission, Wan Li, with Deng’s permission, could ex-
tend the model of household production nationwide. In August 1980 the 
leaders opposing contracting down to the household—Hua Guofeng, Chen 
Yonggui, and Wang Renzhong—were formally relieved of their posts as pre-
mier and vice premiers, respectively, and the media began criticizing the 
ultra- leftism of the Dazhai model.
 In the summer of 1980 Wan Li began to prepare the formal document 
supporting the new policy, which was to be issued in late September. At a 
meeting of first party secretaries to discuss rural issues, Wan Li called on Du 
Runsheng, the highly respected agricultural specialist who had been head of 
the Secretariat of the Rural Work Department and also head of the Rural 
Development Institute on agricultural policy. After Du made a presentation 
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analyzing the results in Anhui, the provincial secretaries expressed varying 
views. Some of the stron gest opposition came from Heilongjiang, where the 
larger fields were suitable for dry land crops and greater mechanization, and 
where it was not easy to divide the land down to the household. Some of 
those areas chose not to contract down to the household.
 There also were differing views on what form household farming should 
take. In the end, the way that was chosen, “contracting down to the house-
hold,” retained public ownership of the land and allowed local of fi cials to as-
sign a certain production quota to each individual household. In the contract 
with the household, village of fi cials speci fied which crops the household had 
to cultivate and how large the quota turned over to the government should 
be. In the contract, the local of fi cials agreed to supply the land and machin-
ery to the household and in return, after the harvest, the household would 
turn over a certain amount of grain and other crops. If a household no  longer 
had enough able- bodied people to work the land, village leaders could reas-
sign the land to other households. The term baochan dao hu, “contracting 
production responsibility down to the household,” was suggested by Du 
Runsheng; compared to some expressions, this term reassured conservatives 
that there was still a local unit that was assigning responsibility.66 From the 
perspective of the Beijing authorities, the system ensured that national needs 
for grain, cotton, and other crops would be met by the sum of the contracts 
with the farm households. Farm households had the freedom to grow crops 
in their own way, and once they had turned over the goods in their contracts, 
any remaining produce could be used by the family or sold in markets.
 Based on papers and discussions at the meeting of provincial of fi cials, Wan 
Li had his staff prepare Directive No. 75, which was issued on September 27, 
1980.67 The document was carefully crafted. It permitted local collectives to 
assign responsibility for production down to the household in especially poor 
areas in order to avoid starvation. By October 1981 over half the production 
teams in the country had chosen some form of contracting down to the 
household. And by the end of 1982, 98 percent of rural households were 
listed as having some form of contracts with the production team.68

 In 1982, the communes, which had been established in 1958 to mobi-
lize peasants for large public- works proj ects and large- scale collective farm-
ing, were abolished. The highest of the three levels in the collective structure 
(commune, brigade, and team), the communes had originally combined eco-
nomic and po lit i cal functions in a single or ga ni za tion. After they were abol-
ished, their po lit i cal functions were taken on by the town or a large ad-
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ministrative village government, and the commune’s workshops and other 
economic units became in de pen dent “collective” enterprises.
 Meanwhile, the doubling of chemical fertilizer production between 1978 
and 1982 and the 20 percent increase in the procurement price of grain in 
1979 assisted the improvement of grain production and the growth of rural 
income, albeit less than the shift to contracting production down to the 
household.69 From 1978 to 1982, peasant income roughly doubled.70

 Some observers have argued that the idea of decentralizing production 
down to the household was invented by peasants, but in fact many of fi cials 
knew about the idea and some had been considering it ever since the begin-
ning of collectivization. It would be more accurate to say that when peas-
ants were given a choice between collective or household farming, they over-
whelmingly chose the household. Gradually of fi cials who had doubts about 
household agriculture were won over. At the 13th Party Congress in 1987, 
the constitution was revised to guarantee the right to contract down to the 
household for the indefi nite future.71

 It took several years after de- collectivization and the introduction of house-
hold agriculture to make adjustments in supply and demand and to stabilize 
an effective national system of production and sale of agricultural crops. For 
several years agricultural specialists drew up documents each year dealing 
with such issues as rural or ga ni za tion, machinery, and other inputs to aid ru-
ral production. The documents were published in early January each year as 
central government Document No. 1. In Document No. 1, 1982, contract-
ing down to the household and similar programs were all declared “socialist.” 
The ideological battle was over.
 After household farming was introduced, grain production continued to 
rise rapidly. Indeed, as early as 1984 grain production surpassed 400 million 
tons, compared to 300 million tons in 1977. After 1981, the growth in the 
grain supply led the government to encourage farmers to diversify into vege-
tables, fruits, and industrial crops. Official estimates of per cap ita grain con-
sumption rose from 1977 to 1984 from 195 kilograms to 250 kilograms, and 
consumption of pork, beef, poultry, and eggs increased even more sharply.72

 The government had been completely unprepared for the huge grain har-
vest of 1984. As a result, there was not enough warehouse space to store the 
grain, and some local governments, lacking suf fi cient funds to purchase all 
the grain that had been produced, had to give the farmers paper IOUs. Be-
fore then, the government, fearing urban unrest, since 1978 had not passed 
on to the urban consumer the increase in prices paid to the farmers for rice. 
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This subsidy was a strain on the government budget, and after 1984 the costs 
were passed on to the urban consumer. On January 1, 1985, the government 
announced that it was no  longer obligated to buy grain produced by the 
farmers. Because farmers planting their fields in 1985 worried that they might 
not get full payment for rice, they planted smaller rice crops and grain pro-
duction consequently dropped 28 million tons, or about 7 percent (which 
was still 60 million tons more than that produced in 1980, when household 
farming first began to take hold). It took several years after the 1985 adjust-
ments for grain production to recover to the 1984 levels and to put rural 
production on an even keel, but by 1989 grain output had surpassed the 
1984 peak, and it continued at high levels thereafter.73 By then, there was suf-
fi cient rice production so that the government abolished grain rationing and 
consumers could buy all the rice they needed.
 Contracting down to the household was not a panacea for all rural prob-
lems. Some areas, especially those in the Northeast where the large dry fields, 
instead of rice paddies, produced wheat, sorghum, or other grains, the farm-
ers used tractors that could plow more land than that farmed by a single fam-
ily. Some of those areas chose to retain collective agriculture. Under the 
 collective system, the more successful production teams had been able to pro-
vide some care for the elderly and infirm residents who did not have fami-
lies to look after them. With the end of collective agriculture, it was dif fi cult 
to provide local community welfare. The twenty- five years of collective agri-
culture had had devastating consequences, especially where it was carried to 
ex tremes, but rural collectivization had also made it easier to expand irriga-
tion and to develop a strong local party structure grounded in the collec-
tive—a party structure that did not entirely disappear with the introduction 
of household production.74

 In addition to ending grain shortages and raising peasants’ income, house-
hold production allowed for the expansion of industrial crops such as cotton, 
flax, and tobacco. In 1981 China was the fourth largest importer of cotton, 
and four years later it was exporting cotton. Rural families, motivated to work 
hard, could meet their agreed- upon grain- production targets and release their 
young adults to work in rural industry. Farmers selling produce in towns and 
cities, too, improved the quality and quantity of food for urban consumers. 
Even of fi cials who had opposed the abolition of collective agriculture found 
that their wives and children were pleased with the expanded choices and 
improved quality of vegetables, fruit, chicken, and pork in the urban mar-
kets. In the 1980s, as refrigeration and transport improved, the va ri e ties of 
vegetables, meat, and fruit continued to grow rapidly. Hundreds of millions 
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of rural peasants were lifted above the poverty line. Increased rural incomes 
provided outlets for expanding light industry. Yet most peasants, except for 
those on the outskirts of the urban areas, on average remained far poorer than 
urban residents and their health care and education lagged.
 Deng continued to follow the adjustments in rural policy each year after 
the transition to household production was completed in 1981, but not with 
the same intensity and personal involvement as from 1978 to 1981, when he 
had personally supervised the pro cess of de- collectivization. By allowing Wan 
Li to tell local rural of fi cials they could allow peasants to do what was neces-
sary to solve the prob lem of starvation and then publicizing the successful 
results, Deng had accomplished his goal: relieving China’s grain shortage. 
Deng had no ideological commitment to household farming. He allowed it 
because it solved the grain prob lem and the prob lem of rural livelihood. To 
reach this goal, he had to de- collectivize agriculture. He accomplished that 
po lit i cally dif fi cult task without a debilitating split in the party and without 
personally becoming a target of attack by conservative of fi cials. The popular 
enthusiasm for the results of rural reforms, both among peasants who en-
joyed more freedom and income and among urban consumers who enjoyed 
more va ri e ties of food supplies, greatly strengthened public support for fur-
ther reforms.

Township and Village Enterprises

In a talk with a Yugoslav of fi cial in June 1987, Deng recalled, “In the rural 
reform our greatest success—and it is one we had by no means anticipated—
has been the emergence of a large number of enterprises run by villages and 
townships. They were like a new force that just came into being spontane-
ously.”75 Deng did not launch the township and village enterprises (TVEs) 
experiment, but it fit his philosophy: when something works, support it. It 
also dovetailed with the recommendations of researchers in Zhao’s think 
tanks: continue the economic planning structure but allow markets to ex-
pand as long as they do not interfere with the plans.
 When communes were abolished in 1982, the small commune workshops 
and commercial stores automatically became enterprises under the jurisdic-
tion of the recently reestablished towns and villages. Commune industrial 
workshops had relied on manual labor and primitive machinery, almost all of 
which, except for tractors and water pumps, was made locally. Because the 
transportation systems were so rudimentary, commune enterprises had to re-
pair their own tractors and maintain the water pumps used to irrigate the 

8 D 0P : 1 / F 9 : H F :F= A :F ? E: F ? .A F: 2: : = 7F 0 C . F :D
A H C F :D H I E D F F A:E = : D : F,= 3/

. : = ? E F F A:E F   

.
H

A
Q

2
:

:
=

7
F

-
DD

A
=



446 the deng era,  1978–1989

rice paddies. Some commune workers wove reeds into baskets; others forged 
metal in small iron foundries and with lathes shaped simple plows, discs, and 
harrows to be pulled by water buffalos, small tractors, or teams of young 
peasants. Many towns had simple food- pro cessing plants for husking rice, 
making soy sauce, drying fruit, or pickling vegetables. Some communes had 
simple brick kilns, where they made low- quality bricks, and cement factories, 
where they crushed rocks and added sand to make simple cement for local 
use. Some villages had sewing machines for making or repairing clothes. Peo-
ple in towns in hilly and mountainous areas gathered herbs and roots to make 
simple Chinese medicines, and many built pits where they created organic or 
in some cases simple chemical fertilizers.76

 Although TVEs were not planned, conditions were in fact ripe for their 
growth. When commune workshops became TVEs with the abolition of the 
communes, they not only gained some in de pen dence from commune man-
agement, but they were no  longer bound by the geographical area of the 
 commune. They were free to produce goods that they could sell wherever 
they wanted. Unlike state factories, they had the flex i bil ity to adapt to de-
mand, and unlike in de pen dent businesses that were still restricted to having 
no more than seven employees, they were considered “collectives” and thus 
ideologically acceptable, with no limit on size. Farm workers who had lit-
tle incentive to become more ef fi cient when working for the production 
team had a great incentive to be more ef fi cient when farming the land allo-
cated to their household. Fewer workers were needed to farm the land and 
more rural youth were available to work in the TVEs. And with the increased 
production of industrial crops like cotton, flax, and tobacco, the TVEs could 
turn the harvested crops into cotton goods, canvas, cigarettes, and other 
products.
 Furthermore, the growth of TVEs was fueled by the investment flowing in 
from the outside. Throughout the 1980s, more than half of the production 
of the TVEs was taking place in the five coastal provinces of Guangdong, 
Fujian, Zhejiang, Jiangsu, and Shandong.77 Investment in these provinces 
and the technology came from Hong Kong, Taiwan, and overseas Chinese 
(see Chapter 14). Many of the towns and villages in Guangdong brought in 
foreign technology and partnered with local of fi cials in creating increasingly 
modern factories producing for global markets. In short, as Du Runsheng 
said, when the communes were abolished and the government and enter-
prises were separated, the former commune enterprises could begin to act 
like economic animals, responding to the needs of the market. By the mid- 
1980s, under pressure from the government to be more ef fi cient, some state 
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enterprises even subcontracted out to the TVEs to help them meet their pro-
duction plans.
 Compared to state- owned enterprises, the TVEs had many advantages. 
State enterprises, including all enterprises in basic industries, transportation, 
utilities, and national defense, produced a given quota of goods according to 
the annual plan, with a fixed number of personnel whose salaries were set by 
grade. Materials were bought and sold at prices that were set by bureaucrats 
to re flect the priorities of the plan. In short, state- owned enterprises had no 
flex i bil ity, but the TVEs were completely flex i ble in adapting to market con-
ditions. Furthermore, state enterprises were expected to supply many bene fits 
for all their employees: housing, welfare, medical care, and schooling. The 
TVEs could draw on young labor and avoid the higher pay and extensive 
welfare payments that went to an older workforce. In 1978, 28.3 million 
people were employed in commune enterprises; in 1992 when Deng stepped 
down, the TVEs employed 105.8 million people. In 1978, the value of pro-
duction in commune enterprises was reported to be 49 billion yuan; in 1992 
when Deng stepped down, the value of TVE production was reported to 
be 1798 billion yuan, almost fifty times as much.78 In 1978 commune en-
terprises comprised 9 percent of China’s industrial output, but by 1990 the 
TVEs comprised 25 percent and by 1994, 42 percent.79

 The TVEs began to draw materials and labor from state enterprises. In the 
Yangtze delta area, for example, engineers working in state factories who pro-
duced goods according to annual plans as part of their regular weekday jobs 
moonlighted on weekends in TVEs in Wuxi, Suzhou, and Kunshang, not far 
west of Shanghai, that were far more ef fi cient than the regular state factories.
 By the late 1980s, Chen Yun had become upset that the TVEs were con-
suming materials needed for state enterprises, that small TVEs were wasting 
fuel and other resources that could be used more ef fi ciently by state enter-
prises, and that competition from the leaner TVEs was making it more dif fi-
cult for state enterprises to operate in the black and to provide for their older 
staff and retirees. As a result, the balancers in state planning and fi nance be-
gan to demand stricter supervision over the TVEs so they would not drain 
too many resources and labor away from the state enterprises.

Individual Household Enterprises

Although the TVEs were in de pen dent of the government, they were still un-
der the supervision of local party of fi cials. Since the TVEs were considered 
“cooperatives,” they were easier for the Communist conservatives to accept 
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than “private enterprises” that were owned by individuals. Yet there was tre-
mendous pent- up demand for the ser vices and products that such individu-
ally owned businesses typically offered. After collectivization in 1955–1956, 
urban private businesses had been eliminated, but when the reforms began 
in the 1970s people were eager for restaurants, neighborhood shops, repair 
shops, and stores with all kinds of goods. Deng and his colleagues knew there 
was a need for small private enterprises in the urban areas, but how would 
they win acceptance from conservative of fi cials to allow such businesses to 
restart?
 The answer lay in the urgency of find ing employment for young people to 
curb urban unrest. By 1978, there were several hundred million people who 
were underemployed and yet, because socialist so ci e ties theoretically elimi-
nated “unemployment” (shiye), even the term “unemployment” was then too 
sensitive to be used. If urban youth did not have work, they were “waiting for 
assignment” (daiye). And although rationing in the early years after 1977 had 
made it dif fi cult for unauthorized youth to return to the cities, as peasants in 
the countryside increasingly sold off their surplus in the markets, urban fami-
lies found ways to feed the returned youth without ration coupons, and more 
youth began seeping back into the urban areas—where they could not find 
jobs. Also, beginning in 1977, once youth in the countryside who passed the 
university examinations were allowed to return to study, the envious who 
were left behind in the countryside began to find ways to trickle back into the 
cities.
 In 1978 and 1979, an estimated 6.5 million youth returned to urban areas 
from the countryside.80 By the early 1980s, an estimated 20 million intellec-
tual youth and workers, largely former urban residents, had also moved back 
to the cities. With the state budget under great strain, state enterprises lacked 
the funds to hire them. By 1979 reports of increasing crime among youth 
“waiting for employment” grew more worrisome to the po lit i cal leaders. So 
just as Deng had used the danger of starvation as le ver age to permit peasants 
to “find their own solution,” in 1979 he used the danger of increasing crime 
among urban youth to convince other leaders to let them form getihu (indi-
vidual household enterprises).81 As long as they relied on their own labor and 
did not exploit the labor of others, they would still be considered workers, 
not cap italists, and so, Deng said, they should be allowed to open a shop, re-
pair station, or some other “household enterprise.” By early 1980, then, small 
markets and food stalls began to appear in cities and towns.
 But how should one draw the line between heads of household enterprises 
and cap italists? In volume 4 of Das Kapital, Marx describes the case of an 
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employer who had eight employees and was exploiting the labor of others. 
Practical Beijing politicians, then, suggested that as long as the household 
had no more than seven employees and the household head himself (or her-
self ) worked, the leader of the household enterprise would be clas si fied as a 
“worker.”
 Once they were permitted, household enterprises proliferated like bamboo 
shoots after a spring rain: stalls sprang up in towns and cities offering hair-
cuts; repairs of shoes, knives, and bicycle tires; drinks or prepared foods; and 
handicrafts or manufactured goods. In some areas, such shops were allowed 
to be open only in the evenings and became “night stalls.” In July 1981, the 
State Council issued regulations to guide the development of household en-
terprises, and local communities began to regulate where they could be lo-
cated and required them to be licensed. The revival of urban ser vices, like the 
revival of household agriculture, proved enormously popular, both to those 
who now had a way to earn a living and to the consumers who now had ac-
cess to needed ser vices and products.
 By 1982 it was discovered that some household enterprises were hiring 
eight or even more workers, and a debate ensued. Deng asked what people 
were afraid of—that it would harm socialism?82 He used simple examples to 
make his case. If a farmer has three ducks, he has no prob lem, but if he gets a 
fourth duck, is he a cap italist? Still, the issue of where to draw the line on 
how many employees a private businessperson could hire remained so sen-
sitive that the final answer required the personal involvement of Deng and 
Chen Yun. Deng said to Chen Yun that if they publicly discussed the issue, 
people would be afraid that the policy allowing private enterprise could be 
changed, so he suggested that they “let it continue for a couple years, then see 
how it’s working” (kan yi kan). Although some enterprises were reluctant to 
grow so large that they would be noticeable, others continued to expand. 
Meanwhile, Deng continued to avoid public statements, a strategy that al-
lowed private enterprises to grow in a way that would not alarm conservative 
of fi cials. At the 13th Party Congress in 1987, party of fi cials of fi cially per-
mitted individual household enterprises to hire more than seven employees. 
Deng had scored another victory by using his basic approach to reform:  Don’t 
argue; try it. If it works, let it spread.
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