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Accelerating Economic Growth 

 and Opening
1982–1989

By 1982 the success of Chen Yun’s retrenchment policy had, paradoxically, 
given Deng a much stron ger case for promoting a policy that Chen Yun 
would not have approved: rapidly accelerating China’s growth. In 1980 the 
budget defi cit stood at 11.7 percent of revenue, but by 1982 it had dropped 
to 2.6 percent. In 1980 foreign reserves were only US$4 billion but by 1982 
they had risen to US$14 billion. In addition, in 1982 the grain harvest 
was 354 million tons, up 9 percent over the previous year, and the ac tual 
rate of economic growth was 7.7 percent, nearly double the 4 percent pro-
jected rate.1

Deng and Chen Yun Disagree on the Growth Rate, 1981–1983

By 1981, Deng’s effort to be patient with Chen Yun’s readjustment policy 
that slowed growth rates was wearing thin. Deng had already begun talking 
about quadrupling industrial and agricultural output by the year 2000. When 
at one meeting he asked how fast China would have to grow to quad ru ple 
GNP growth from 1980 to 2000, Hu Yaobang, who had already done the 
calculations, immediately responded: 7.2 percent per year.2 Yet in 1981 the 
economy grew at only a 5.2 percent rate. Chen Yun, Yao Yilin, and the cau-
tious planners who controlled the planning apparatus had restricted outlays 
of investment for construction.
 Deng wanted to avoid an open split with Chen Yun, but with Hua Guo-
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feng removed, Deng no  longer needed Chen’s cooperation in po lit i cal strug-
gles, and he began to push harder for modernization and economic expan-
sion. When Deng diplomatically raised the question of whether it was useful 
to have the large disparity between plan rates and ac tual growth rates that 
China then had, Chen Yun answered that it was all right for production to 
surpass planned goals. In fact, in his view it was better to have low goals that 
were surpassed than to set higher goals: because of fi cials at lower levels were 
so eager to charge ahead, if higher goals were set, these of fi cials would push 
beyond what the economy could bear. The result would be a shortage of sup-
plies and in fla tion, and soon chaos would break out and growth would be 
stymied.
 At the end of 1980, while discussing annual plans for 1981, Chen Yun’s 
ally Yao Yilin had said that the highest possible growth target was 4 percent, 
though they could strive to achieve 5 percent—and over the long term the 
most they could grow was 6 percent a year. Hu Yaobang, making ev ery effort 
to defend Deng’s goals, countered by saying that if that were the case, all of 
their discussions about quadrupling growth by 2000 were meaningless.3 At 
the 4th Session of the National People’s Congress (NPC) in December 1981, 
just when the Sixth Five- Year Plan (1981–1985) and the annual plan for 
1982 were being considered, disagreements over the speed of growth were so 
serious that the NPC did not pass an annual budget, nor did it spell out a 
precise growth target for the Sixth Five- Year Plan.4

 In December 1982, when the Shanghai delegation to an NPC meeting 
visited Chen Yun at his winter residence in Shanghai, Chen described his 
view with an analogy used by Huang Kecheng: the economy “is like a bird. 
You can’t hold it in your hand but have to let it fly. But it might fly away, and 
that is why you need a cage to control it.” To those who wanted a more open 
economy with faster growth, Chen Yun’s “bird cage economics” became the 
symbol for outdated thinking that stymied market growth. Chen Yun would 
later explain that what he meant by controls were macroeconomic controls; 
the cage could be an entire province, the whole country, or in some cases an 
area even larger than the single nation.5 This quali fi ca tion, however, did not 
stop his critics.
 Although Chen Yun’s critics sometimes sounded as if he were opposed to 
all reforms, this was not the case. Chen supported the enterprise reform that 
Zhao Ziyang had pioneered in Sichuan, which gave businesses increased re-
sponsibility for their own  profits and losses. He agreed that Beijing should 
allow enterprises more freedom to buy materials and sell commodities. He 
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452 the deng era,  1978–1989

had not opposed rural contracting down to the household, and he supported 
efforts to decentralize controls over commerce and industry, giving lower- 
level of fi cials more freedom to push ahead. He was willing to support some 
price flex i bil ity, so that some of the smaller items then under planning could 
be taken off the plan and be exchanged on markets. He, too, wanted eco-
nomic vitality.6 But he felt responsible for keeping the planning system in 
good order, for seeing that key industries received the resources they needed, 
and for ensuring that in fla tion did not get out of control. On these issues he 
could be adamant.
 The documents issued by the 12th Party Congress (September 1–11, 
1982) and by the NPC meetings that followed (November 26–December 10, 
1982) re flected the widening gap between Deng and Chen Yun over the tar-
geted speed of growth for China. Most of the documents at the party con-
gress were prepared by the cautious planners. But at Deng’s insistence, the 
congress also took on the goal of quadrupling (fan liang fan, literally “dou-
bling twice”) the gross value of industrial and agricultural production by the 
end of the century. Deng firmly reiterated that it was not good to have a 
planned rate so much lower than the ac tual rate.7 As a disciplined Commu-
nist, Chen Yun did not criticize publicly Deng’s plan for quadrupling the 
economy by 2000, but he also did not endorse it. He reiterated that eco-
nomic construction over the next twenty years should be divided into two 
de cades, the first to lay the foundation with moderate growth, and then a 
second de cade of more rapid growth.8

 The revised Sixth Five- Year Plan (1981–1985), approved at the NPC meet-
ing, represented a victory for the cautious planners. The annual growth target 
for the five years was set at 4 to 5 percent. Capital construction for the period 
would be US$23 billion, essentially no increase over the Fifth Five- Year Plan, 
with an emphasis on energy and transport. And spending on education, sci-
ence, culture, and health care would increase.
 Hu Yaobang believed that one of the ways he could best con trib ute to 
modernization was to travel the country giving encouragement to local of fi-
cials. He listened to their prob lems and tried to cut through the obstacles to 
growth. And based on his visits to the countryside, Hu became convinced 
that local areas had the capacity to grow faster. In response to Chen Yun’s 
 argument that China should grow slowly in the 1980s to build a base for 
more rapid growth in the 1990s, Hu Yaobang said that current leaders 
should do as much as possible in the 1980s so as not to leave unrealistic goals 
for those who would lead the economy in the 1990s. In the eyes of Chen 
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Yun and his cautious planner allies, and even to Zhao Ziyang, Hu Yaobang, 
in his efforts to be supportive to local of fi cials, was too willing to create 
 exceptions to the rules and not suf fi ciently concerned about curbing in fla-
tion.
 Hu Yaobang’s local visits put him on a collision course with Chen Yun. 
Although the two men had worked well together to reverse verdicts and al-
though Hu remained deferential, Chen Yun was increasingly critical of Hu 
Yaobang. At a meeting to discuss annual plans on January 12, 1983, Deng 
again noted that the sixth Five- Year Plan beginning in 1981 still pro jected an 
annual growth rate of 3 to 4 percent, but that the ac tual growth rate was 
more than twice as high.

Year  1978  1979 1980 1981 1982 1983
 
GDP growth 11.7% 7.6% 7.8% 5.2% 9.1% 10.9%

Source: Jinglian Wu, Understanding and Interpreting Chinese Economic Reform (Mason, Ohio: 
Thomson/South- Western, 2005), p. 362.

 Deng asked again if it were appropriate to have such a big gap between the 
plan and ac tual performance, and the planners answered that there was no 
prob lem.9 In typical Deng fashion, he then both avoided confrontation and 
enabled his own strategy to prevail. Without publicly criticizing Chen Yun 
and the party’s decision, he did not restrain local of fi cials from find ing ways 
to expand more rapidly, nor did he keep Hu Yaobang from traveling to the 
local areas. Once again, Deng had been confronted by a party consensus with 
which he disagreed and his approach was vintage Deng: “ Don’t argue, just 
push ahead.”

Conceptualizing Reform: Zhao Ziyang

Chen Yun agreed in 1980 that Zhao Ziyang should be given a staff to exam-
ine the economic issues of the new era, which he realized were different from 
the period when he had set up the planning system (for more on Zhao, see 
Key People in the Deng Era, p. 743). When Zhao arrived in Beijing, he ac-
cepted the readjustment policies of Chen Yun, and Chen Yun in turn sup-
ported Zhao’s efforts to allow enterprise managers more autonomy and to 
contract responsibility for rural production down to the household. In a more 
general sense, too, Chen Yun appreciated Zhao’s efforts to “speak with a Bei-
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454 the deng era,  1978–1989

jing accent,” to give up his years of thinking like a provincial leader and focus 
on the national economy as a whole.
 Zhao preferred to avoid po lit i cal struggles; as premier he did not interfere 
in the work of Chen Yun and the cautious planners in guiding the daily work 
of economic planning. Instead Zhao and his think tanks, working outside 
the regular bu reau cracy, concentrated on the big issue of how to guide the 
transition from a relatively closed economy to a more open one. It was natu-
ral that after they had been in Beijing for two or three years, Zhao, with help 
from his staff, had begun to formulate views about new directions for the 
economy and that Deng would turn to Zhao for guidance. As Deng became 
impatient with the slow pace of growth under Chen Yun and the cautious 
planners, he began turning away from Chen Yun and toward Zhao Ziyang 
and his think tanks for guidance on basic economic policy. Zhao was at the 
forefront in working with Japanese advisers, as well as the economists and 
economic of fi cials around the world who had been assembled by the World 
Bank to conceptualize how China should undertake the transition. To date, 
no socialist country had successfully—and without serious disruptions—
made the shift from a planned economy to a sustained open, market- based 
economy. Thus when World Bank of fi cials and leading economists from 
around the world came to China, their most im por tant meeting was with 
Zhao. Although Zhao did not have formal university training, foreigners 
were impressed with his knowledge, his intellectual curiosity, his ability to 
grasp new ideas, and his analytic abilities.10 When he visited Beijing in 1988, 
the famous American economist Milton Friedman expected a half- hour ses-
sion with Zhao, but the discussion with Zhao, Friedman, and an interpreter 
alone lasted two full hours. Friedman said about Zhao, “He displayed a so-
phisticated un der stand ing of the economic situation and of how the market 
operated.” Friedman described the meeting as “fascinating.”11

 One of Zhao’s think tanks that played a key role in rural reforms was the 
small (thirty member) China Rural Development Research Group. It had its 
origins in a discussion group of bright university graduates who had a deep 
knowledge of the situation in the countryside from their years “rusticating” 
there during the Cultural Revolution. In November 1981, it became an in de-
pen dent institute under the Agricultural Economics Institute of the Chinese 
Academy of Social Sciences.12 Later it would be incorporated into the Re-
search Center for Rural Development under the State Council, where it did 
the staff work in the policy formulation for contracting down to the house-
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hold and later the basic drafting of the yearly Document No. 1 of the Central 
Committee, which adjusted agricultural policy.13

 Another think tank was the System Reform Commission (Tizhi gaige wei-
yuanhui), which was established to consider fundamental system reforms. 
 Because it could recommend bureaucratic reor ga ni za tion, some bureaucrats 
were nervous about what it might propose. It began as a small group under 
the Chinese Academy of Sciences studying system reform; in 1981, it was 
reor ga nized as the System Reform Office and placed under Zhao; and in 
March 1982, it was renamed the System Reform Commission and raised to 
ministerial level. By 1984, under the direction of Premier Zhao Ziyang, it 
was employing around one hundred of fi cials.14 Bao Tong, a loyal and studi-
ous of fi cial, originally assigned to Zhao by the Organization Department of 
the party, began to function in effect as Zhao’s chief of staff.
 Those who worked under Zhao at the think tanks had great respect and 
admiration for him. They appreciated his lack of pretense, his informal style, 
his openness to ideas from people of any rank, and his skill in moving from 
ideas to practical policies that would move the country forward.

Learning from Abroad

On June 23, 1978, after listening to a report by the Ministry of Education on 
plans to send students abroad, Deng said he wanted to increase the number 
of students going abroad to the tens of thousands. Deng believed that for 
China to modernize quickly, it had to learn about and adapt ideas that were 
working overseas. The Soviets, who feared a “brain drain,” were reluctant to 
let their promising scholars and students go abroad. Mao had closed the 
doors with the West. Even Chiang Kai- shek had worried about rapidly losing 
some of his smartest young people. But Deng never worried about a brain 
drain. As a result, no developing country other than Japan and South Korea 
could compare with Deng’s China in the scope and depth of its efforts to 
learn the secrets of modernization from advanced countries. And China, with 
its huge population, quickly surpassed those two countries in the scale of its 
learning from abroad.
 Deng sent of fi cials abroad on study tours, he invited in foreign specialists, 
he set up centers to study foreign developments, he encouraged efforts to 
translate foreign information into Chinese—all on a huge scale. Unlike Japa-
nese and South Korean leaders, who worried that their domestic companies 
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456 the deng era,  1978–1989

might be overwhelmed by foreign competition, Deng encouraged foreign 
companies to set up modern factories in China to help train Chinese manag-
ers and workers. He made good use of the ethnic Chinese who lived abroad 
and could assist in un der stand ing developments overseas. But above all he 
encouraged young people to go abroad to study. During the three de cades, 
from 1978 to 2007, more than a million Chinese students studied abroad, 
and by the end of those three de cades about a quarter of them had already 
returned to China.15 In learning about foreign economic developments, Deng 
allowed Zhao to meet the economists; he preferred to talk with scientists and 
successful business leaders like Y. K. Pao, Matsushita Konosuke, and David 
Rocke fel ler, to collect their ideas on how China could prog ress. He also met 
foreigners involved in national economic planning, like Okita Saburo and 
ShimokÃbe Atsushi of Japan. Beginning in early 1979, ev ery few days a re-
port written by se nior Chinese scholars was published outlining key foreign 
developments that were im por tant for the Chinese economy: these were 
known as Jingji cankao ziliao (“economic reference materials”). When delega-
tions went abroad they wrote reports about what they learned, and the re-
ports were then made available to Chinese leaders.
 In China’s effort to study foreign economic experiences, no institution 
played a role that could compare in importance with that played by the World 
Bank, and in no other country did the World Bank play a role as large as it 
did in China.16 In 1980, when mainland China replaced Taiwan as the Chi-
nese member of the World Bank, the president of the bank, Robert McNa-
mara, visited Beijing to pave the way in developing the new relationship. 
McNamara, declaring that the World Bank would not be a truly World Bank 
without China, resisted pressures from the U.S. government to slow the en-
try of China into the bank. This in de pen dence on McNamara’s part gave 
Chinese of fi cials, who at the time were still worried about nations using 
China for their own purposes, more con fi dence that the World Bank did not 
represent the interests of any single country.
 When McNamara met Deng, Deng told him that in its future dealings 
with the World Bank, ideas would be much more im por tant for China than 
money. He said that modernization in China was inevitable, but with the 
cooperation of the World Bank, China could grow faster. And when McNa-
mara and Deng went on to discuss the selection of the chief representative for 
the bank in China, Deng stated that he  didn’t care where that person was 
from; he simply wanted the best person for the job.17

 After Deng’s meeting with McNamara, China’s relations with the World 
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Accelerating Economic Growth and Opening, 1982–1989 457

Bank moved ahead quickly; just one month later, on May 15, 1980, China 
was formally voted into member sta tus. Most member countries of the World 
Bank had joined in 1945 when the bank was founded, and the World Bank’s 
knowledge of each member country had developed gradually. But because 
China was such a large country with no previous relationship with the bank 
until it replaced Taiwan, to make loans to China the bank first needed a much 
better un der stand ing of the Chinese economy. In October 1980, the World 
Bank did something it had never done for any other country: it assembled 
and dispatched to China for a three- month study tour a team of thirty ex-
perts composed of many of the world’s leading specialists on the Chinese 
economy, as well as agronomists, engineers, and specialists on health and ed-
ucation. A counterpart team of Chinese experts worked with them; one on 
the Chinese team was Zhu Rongji (later, premier), who volunteered to ac-
company them because he saw it as a learning opportunity.
 Deng’s personal endorsement helped overcome the fear among Chinese 
team members that they might later be accused of passing on secrets to for-
eigners. To enhance trust and reduce suspicions of hidden motives, the World 
Bank team while in China held no meetings to which the Chinese counter-
part members were not invited. These Chinese team members, along with 
their superiors in Beijing, were entrusted with the daunting task of opening 
up their country; they were eager to think through the unique issues that 
China needed to face. The World Bank team, aware of its historic role in the 
opening of China and its special opportunity to learn about China, sought to 
establish a good long- term professional relationship. This was by far the larg-
est country study the World Bank had ever undertaken. The bank, not then 
yet as large and bureaucratic as it later became, provided great leeway for its 
team to adapt to local needs. Edwin Lim, a Mandarin- speaking Philippine- 
Chinese with a Harvard Ph.D. in economics and World Bank experience in 
Southeast Asia and Africa, was appointed the bank’s chief economist on 
China shortly after McNamara’s visit. He served as the de facto head of the 
World Bank team on the ground in 1980; beginning in 1985, when the bank 
opened its Beijing of fice, and until 1990 he was the first head (“Resident 
Representative”) of the World Bank in China. Lim described the special rela-
tionship between China and the World Bank in the 1980s as “made in 
heaven.”18

 During the three months in late 1980 when World Bank team members 
were in China, they talked with Chinese of fi cials in charge of the economy 
and visited local sites. Team members, although hosted by the Ministry of 
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Finance, met of fi cials in all major economic ministries, including both the 
“builders” and the “balancers.” Officials from the State Planning Commis-
sion and State Statistical Bureau played im por tant leadership roles on the 
Chinese team. The Chinese team had not been trained in Western economic 
theory, but its members all had experience in managing planned develop-
ment. The Western specialists, many of whom had worked in other develop-
ing countries, tended, like their Chinese hosts, to pay more attention to what 
was happening on the ground in the institutional settings than to the theo-
retical explanations offered by academic economists.
 Upon its return, the World Bank team, drawing on the joint study in 
China, wrote a report on the his tory of the Chinese economy since 1949, 
describing Chinese policies and endeavoring to distinguish which areas would 
and would not be amenable to policy changes. The three- volume report was 
discussed with the Chinese as soon as it was completed in March 1981, and 
in June, it was presented to the board of the World Bank to provide perspec-
tive as the bank made decisions about its first loan to China. The report was 
read by Zhao Ziyang and other high- level party of fi cials, as well as by Chi-
nese specialists—after approval by the Chinese authorities, it was published 
for general circulation.
 A central issue from the beginning was how to keep the Chinese economy 
functioning while making the transition to a more open system that had 
fewer controls. The bank report suggested that more attention should be paid 
to the use of prices to promote both more ef fi cient investment decisions and 
greater flex i bil ity in promoting foreign trade. It recommended allowing more 
internal migration to make possible greater ef fi ciency in the use of labor. But 
it also advocated that changes in prices and other reforms should not be made 
too quickly; the team did not recommend comprehensive rapid market liber-
alization or privatization. For the Chinese, par tic i pa tion in the study gave 
them an opportunity to understand the perspective of economics profession-
als with development experience from around the world and to look at the 
Chinese structure afresh.
 Given Deng’s emphasis on training, it is not surprising that the first grant 
China negotiated with the World Bank after becoming a member was for 
 assistance in higher education. In addition, the World Bank set up spe cific 
 programs to help train Chinese specialists who would work on various eco-
nomic issues. In this, China cooperated with the bank’s Economic Develop-
ment Institute, which sponsored courses each year to train personnel. The 
bank also helped establish, with funding by UNDP (United Nations Devel-
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Accelerating Economic Growth and Opening, 1982–1989 459

opment Programme) and later the Ford Foundation, a program to train Chi-
nese economists for one year at Oxford University. Between 1985 and 1995 
nearly seventy economists were trained in the program, most of whom later 
held key positions guiding the Chinese economy; the Ford Foundation also 
supported study in the United States by Chinese economists. As a further aid 
to China, the World Bank used its incomparable network of contacts with 
economists around the world to respond to Chinese requests to meet with 
specialists in various areas.
 In the early 1980s, the Chinese of fi cials responsible for adapting their eco-
nomic system had initially looked to Eastern Europe for reform models. First 
they fixed their attention on Yugoslavia, but by 1983 their interest had fo-
cused on Hungary’s “comprehensive reforms” that linked together all the 
plans in the various sectors. Two Chinese delegations visited Hungary to 
study its reform programs, and Hungary sent a team to China to explain its 
reforms. Those familiar with Hungarian issues suggested that China make 
wider use of economic controls to replace administrative controls, further 
decentralize authority to the localities, and permit more diverse forms of 
ownership. Like the Japanese, the Hungarians were using a kind of “indica-
tive planning” in which targets were set; they had stepped away from manda-
tory planning strategies that required specifying ahead of time precisely which 
inputs were needed from a broad range of sectors.19 Yet at the same time, 
some Chinese of fi cials were beginning to have doubts about the applicability 
of East European models to the complex prob lems they faced.
 In August 1982, in response to a Chinese request, the World Bank assem-
bled at Moganshan (Mount Mogan, in Zhejiang province) leading specialists 
from Eastern Europe and elsewhere who had the theoretical perspective and 
practical experience to discuss overall prob lems in the reform of socialist sys-
tems. The Chinese side was headed by Xue Muqiao; leading East European 
economists from Poland, Czechoslovakia, and Hungary, including Wło-
dzimierz Brus, presented their views. The discussions and post- meeting visits 
by foreign consultants to local areas in China greatly strengthened doubts 
about the suitability of the Eastern European reforms as models for China. 
The Eastern Europeans had concluded that if they only carried out partial 
reforms it would build up resistance to future reforms; therefore, they had to 
leap to full- scale reforms all at once. In China the rural reforms were already 
having a positive, seemingly irreversible effect so it was not necessary to try to 
leap to full- scale reforms all at once. After the conference, as the Eastern Eu-
ropeans traveled to various localities in China, they came to agree with their 
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460 the deng era,  1978–1989

Chinese hosts that the Eastern European model of introducing bold reforms 
all at once would not work in China because of its huge size and great varia-
tions in conditions. The only realistic way for China to proceed was to open 
markets and decontrol prices step by step, and then to allow gradual adjust-
ments. The views of the conference par tic i pants were passed on to Zhao Zi-
yang, who agreed with their conclusions, and then on to Deng, who sup-
ported Zhao’s views about reforming step by step rather than all at once.
 When A. W. Clausen, who replaced McNamara as president of the World 
Bank in 1981, visited Beijing in 1983, Deng told Clausen that he had found 
the World Bank’s 1981 report interesting and useful. He then invited the 
World Bank to assess the feasibility of his goal of quadrupling output by 
2000. The issue of speed seemed central to Deng; he wanted to grow as fast 
as possible, but to avoid the dangers of the Great Leap and because he was 
concerned that as before Chinese of fi cials might be excessively optimistic, he 
wanted to hear outside opinions. Deng expressed his desire for the World 
Bank to undertake another study, one that would consider alternative op-
tions based on global experience to realize this goal over the next two de cades. 
In response to Deng’s request, the bank sent a second comprehensive mission 
to China in 1984, again led by Edwin Lim. On the basis of research by Chi-
nese collaborators, World Bank staff members, and consultants, the World 
Bank published a report in 1985 that played an im por tant role in shaping the 
Seventh Five- Year Plan (1986–1990).20 The World Bank study confirming 
that quadrupling economic output in two de cades was feasible undoubtedly 
reassured Deng. The World Bank concluded that China could reach the goal 
either by concentrating on industrial production or by promoting more bal-
anced development of other sectors, including ser vices; China chose to con-
centrate on industry.
 In 1984, another Moganshan conference of young and middle- aged econ-
omists, but without World Bank par tic i pa tion, considered issues such as price 
reform. The conference conclusions supported a dual- price system—that is, 
one set of prices for items on the state plan and another set of prices that 
would be more responsive to market changes. State- owned enterprises that 
met their quotas would be allowed to sell whatever other products they could 
make at market prices. As a result, many enterprises would likely orient their 
practices to the market, while still relying on set prices to provide some stabil-
ity during the transition to increased use of markets. Some World Bank of fi-
cials criticized the dual- price system because it created opportunities for of fi-
cials at state companies to purchase goods at state prices and then to make a 
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Accelerating Economic Growth and Opening, 1982–1989 461

quick  profit by selling them in the market at higher prices. Higher- level Chi-
nese of fi cials, however, felt con fi dent that they could keep the corruption 
under control with administrative punishments.21

 In 1985, following Deng’s po lit i cal successes, Chinese of fi cials again asked 
the World Bank to assemble experts for some guidance about making the 
transition from a controlled economy to one where markets played a still 
larger role. The Chinese and foreign experts assembled for a week on a ship, 
the Bashanlun, where they engaged in intensive formal and private discus-
sions as the vessel passed the Three Gorges on its way from Chongqing to 
Wuhan. Among the Westerners assembled by the World Bank was Nobel 
laureate James Tobin, who discussed the possibility of using macroeconomic 
mea sures, especially regulating demand, to control markets. Wło dzimierz 
Brus and János Kornai, who was in China for the first time, spoke of Eastern 
European prob lems in adapting a central planning system. By the end of the 
conference, Chinese par tic i pants, already doubtful about the appropriateness 
of Eastern European models for China, were thoroughly convinced that the 
structural prob lems in socialist economies—such as the “soft budget con-
straints” that permitted firms to survive even with low performance and cy-
cles of overproduction—were systemic prob lems in planning systems. This 
marked the end of the use of Eastern European reform models and greater 
acceptance of the role of markets.
 The central issue, not well understood by Chinese before the conference, 
was how to introduce other monetary and fiscal controls that could regulate 
the markets, avoiding the ex tremes of cycles that Chinese had previously 
thought were endemic in cap italist systems. Tobin, in particular, helped con-
vince the Chinese that they could use macroeconomic controls to keep a 
market system within bounds. The Chinese economists left the meeting with 
an increased readiness to continue expanding the role of markets in China 
while introducing macroeconomic controls.
 Since in fla tion had become severe by the time of the conference, the Chi-
nese quickly worked to apply the main lesson learned from the conference: 
how to use macroeconomic controls to tame it. Premier Zhao Ziyang read 
the conference report, accepted the conclusions, and was in charge of imple-
menting them, with Deng’s blessing.
 In the early 1980s, while Chinese leaders were exploring the experiences 
of Eastern Europe and making use of World Bank advisers, they were also 
studying Japanese experiences. Although Japan was a member of World Bank, 
Japanese efforts to work with China were generally done bilaterally and were 
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462 the deng era,  1978–1989

conducted on a larger scale than China’s relations with any other country. 
Although China was also interested in the Taiwan and South Korea experi-
ences in modernization, mainland China did not have direct relations with 
them until the late 1980s so their experiences in the early 1980s did not play 
a major role in shaping Chinese views.
 Following Deng’s visit to Japan in October 1978, Okita Saburo, who was 
also an economic planner experienced in helping Asian countries with their 
economic development, arrived in China in January 1979 to discuss with Gu 
Mu plans to set up a Japanese advisory group and, more broadly, to consider 
the role that Japan might play in China’s development. Okita, born in Da-
lian, Liaoning province, had studied engineering and had played a central 
role in Japan’s Economic Stabilization Board, which had guided the Japanese 
economy after World War II as the country moved away from wartime eco-
nomic controls and struggled with severe shortages. After 1955 the Economic 
Stabilization Board was absorbed into the Japanese Economic Planning 
Agency, which provided indicative planning for the Japanese economy. Okita 
arranged with Gu Mu that he would lead a Japanese team of experienced bu-
reaucrats to hold a series of annual meetings with Chinese of fi cials, led by Ma 
Hong, as Chinese of fi cials were making the transition away from tighter con-
trols over the economy. When Prime Minister Ohira visited China in De-
cember 1979, Okita, then foreign minister, accompanied him. Deng jokingly 
asked Okita if he could still continue as an adviser to China even though he 
was foreign minister. Indeed, the joint meetings did end briefly while Okita 
was foreign minister, but they resumed in July 1980 after he left of fice. The 
Japanese advisory team that joined Okita included ShimokÃbe Atsushi, for-
mer leader of the National Land Agency, who told the Chinese how the Japa-
nese government had helped promote regional expansion in a balanced, sus-
tainable way by building institutions and ensuring that necessary resources 
were available.22 The advisory group continued to meet with Chinese eco-
nomic of fi cials until 1992.
 The two Chinese or ga ni za tions built on the Japanese model in early 1979 
were a Quality Control Association and an Enterprise Management Associa-
tion. They established training programs in Beijing for regional of fi cials, who 
in turn set up training programs for factory managers in their respective re-
gions on industrial management, introducing ideas they had learned from 
Japan.23 It is dif fi cult, of course, to mea sure the effect of such training pro-
grams, but for factory managers and workers who had been operating at a 
very slow pace, these models and Chinese of fi cials’ strong encouragement 
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Accelerating Economic Growth and Opening, 1982–1989 463

that they follow them did stimulate greater ef fi ciency and the improvement 
of quality controls.
 In the 1980s, Japanese gave more aid and built more industrial plants in 
China than did citizens from any other country. The Japanese factories built 
in China set standards by which China mea sured its prog ress in achieving ef-
fi cient industrial production. For the study of modern science, the Chinese 
looked overwhelmingly to the United States. But more new machinery to 
build assembly lines in Chinese factories came from Japan than from any-
where else. Prime Minister Ikeda’s income- doubling plan for the 1960s be-
came the inspiration for Deng’s goal of quadrupling the gross value of indus-
trial and agricultural output in the 1980s and 1990s. And from 1974 on, 
Deng met more delegations from Japan than from any other nation.
 Delegations of Chinese economic officials visiting Japan also had been im-
pressed with how consumer demand had become the driver of factory pro-
duction, leading to a reduced role for state wholesalers as distributors of in-
dustrial products. As a result, Chinese factories producing consumer goods 
were directed to consult directly with local commercial outlets about which 
products consumers wanted to buy.24

 Chinese of fi cials were especially impressed with how Japan’s Ministry of 
International Trade and Industry (MITI) analyzed what was needed in each 
sector for Japanese firms to have the resources and technology to compete in 
world markets—and then let the firms themselves lead the way in creating 
the products that would lead to rapid growth for the country as a whole. 
During his visit to Japan, Deng had marveled at not only the amount of 
planning that goes on within Japanese enterprises, but also how the planning 
was much more flex i ble and responsive to market changes than was the plan-
ning in China. MITI gave encouragement and support to leading companies, 
which then competed fiercely for market share.
 China’s readjustment policy of 1980–1981, which resulted in the cancella-
tion of many contracts with Japanese companies, had slowed down coopera-
tion between Japanese companies and their Chinese counterparts (see Chapter 
15). But by 1982 when the most dif fi cult readjustment steps had been com-
pleted, Sino- Japanese relations had revived. In late May and early June 1982, 
Zhao Ziyang visited Japan not only to seek further Japanese investment and 
technological advice, but also to restore Japanese interest in the Chinese 
economy.25 The Japan External Trade Organization (JETRO) under MITI 
had several of fices in China that conducted research on the Chinese economy, 
helped Japanese companies locate sectors where there were business opportu-
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nities, and provided training to Chinese managers and technicians in various 
industrial sectors.
 By the mid- 1980s huge changes were occurring because of the introduc-
tion of imported machinery. What might be called “handicraft heavy indus-
try,” with bare- backed men throwing coal into steel furnaces and other men 
with heavy hammers pounding into shape the molten metal, was replaced 
by the Baoshan modern oxygen furnace with continuous casting and elec-
tronic controls. When modern assembly lines replaced men using lathes to 
shape machinery parts one by one, overall industrial output took off. Midlevel 
Chinese managers in joint- venture firms with foreign partners also con trib-
uted to the surge, by learning how to use modern electronic controls and by 
implementing the latest management techniques. Some of these managers 
used the skills they learned in foreign firms to start Chinese firms. And as 
computers were introduced in the West in the 1980s, they spread quickly to 
Chinese firms.
 The cumulative effect of the new machinery and the new systems intro-
duced by firms based in Japan, Europe, Hong Kong, and (beginning in the 
late 1980s) Taiwan had at least as much of an in flu ence on economic growth 
as the system reforms introduced by Beijing of fi cials. The new opening had, 
in effect, brought about an imported industrial revolution, information revo-
lution, and consumer revolution.

Deng’s Economic Offensive, 1984

When the economy was doing well, Deng had the po lit i cal support needed 
to speed up reform and opening. But when the economy encountered prob-
lems such as in fla tion, Chen Yun and his cautious balancers gained the po lit-
i cal le ver age to enable them to tighten the reins on planning and in fla tionary 
pressures. In 1982 and 1983 as the economy began to grow more rapidly, 
and in fla tion was under control, the atmosphere favored Deng. Not only was 
grain production going up, but textile production, an im por tant part of con-
sumer industry, increased so markedly that cloth rationing was ended. Per 
cap ita rural in comes, according to of fi cial fig ures, rose from 134 yuan in 1978 
to 355 yuan in 1984.26

 At a Central Party Work Conference, held June 26 to June 30, 1983, Deng 
spoke out strongly in favor of increasing rates of investment more than the 
rates advocated by Chen Yun and the State Planning Commission.27 In De-
cember 1983, impatient with the cautious planners, Deng said that one can-
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Accelerating Economic Growth and Opening, 1982–1989 465

not anticipate sci en tifically exactly what will happen. If one thought only 
about stability, it would be hard to make prog ress. That is, if the Chinese did 
not have the spirit to break new paths (chuangjin), then they would not be 
able to quad ru ple the output of the economy.28

 In the favorable atmosphere, Deng was ready to expand the opening of 
other coastal areas. In January 1984 he traveled to Guangdong and Fujian, 
where he announced that the policy supporting special economic zones 
(SEZs) had proved a success (see Chapter 14). The TV cameras conveying 
the impressive construction that was taking place in Shenzhen to the rest of 
China laid the basis for public acceptance of the opening of other coastal ar-
eas later in the year.
 In May 1984, the State Council issued the of fi cial document “On Regu-
lations for Further Expanding the Autonomy of State- Owned Enterprises.” 
The development of plans to grant more autonomy to state enterprises was 
done largely by Zhao’s staff at the think tanks. The document advanced the 
use of macroeconomic controls, including prices and taxes, to control eco-
nomic activities. Zhao, a longtime advocate of granting greater flex i bil ity to 
enterprises, also expanded further their freedom to engage in the markets 
once their of fi cial quotas were met.
 In June 1984 Deng began using the term “socialism with Chinese charac-
teristics,” a grand but marvelously vague expression that perfectly fit Deng’s 
basic approach: stretch the acceptable ideological framework to allow the 
country to pursue policies that worked. Deng used the term to promote his 
goal of expanding markets and launching comprehensive reforms in the areas 
of industry, commerce, science, and education.29 Following the 1984 Mogan-
shan conference of economists (held September 3 to September 10), the state 
enterprises, using the dual- track price system, were allowed to expand the use 
of market prices. Consequently executives increasingly focused their energies 
on markets, which offered their firms more  profits, and in this way learned 
about markets even while the planning system still provided a mea sure of 
stable output for the economy.30 In the ongoing tug- of- war between reform-
ers and conservatives, the reformers who wanted to expand the role of the 
market were making prog ress.
 In the entire Deng era, the peak of popular support for Deng was reached 
on National Day, October 1, 1984, when Peking University students lined 
the streets and unfurled a banner that read, “Xiaoping, ni hao” (hello, Xiao-
ping), an informal, friendly greeting. The crowds lining the streets spontane-
ously joined in with “Xiaoping, ni hao.” These words and this scene were in 
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sharp contrast to the orchestrated reverential “Long live Chairman Mao” slo-
gans that the Red Guards had shouted seventeen years earlier in response to 
orders from above. Instead, these students were spontaneously expressing the 
sentiments of people throughout the country who felt grateful to Deng for 
ending the disorder of the Cultural Revolution, for solving the grain short-
age, for improving their lives, and for providing leadership that at last put 
China on the right path. Just a week earlier, Deng had concluded an agree-
ment for the peaceful return of Hong Kong.
 Less than three weeks after National Day, Deng, taking advantage of the 
momentum, was able to get approval at the Third Plenum of the 12th Party 
Congress to pass the “Decision on the Reform of the Economic Structure,” 
the most comprehensive statement of Chinese economic reform to date. The 
declaration included a broad theoretical explanation as well as an outline of 
the mea sures that would pave the way for an overall expansion of markets. 
The decision incorporated Deng’s term “socialism with Chinese characteris-
tics” and stated that the fundamental difference between socialism and cap-
italism is not whether the economy is planned or unplanned but whether 
there is public ownership. The goal of socialism is not egalitarianism but 
common prosperity. Zhao, who had guided the drafting of this document, 
achieved what Deng was seeking, a clear explanation of why socialism could 
encompass market reforms.
 The “Decision on the Reform of the Economic Structure” announced that 
pricing by the state would gradually be reduced and the role of the market in 
pricing would be increased.31 The document gave a great boost to of fi cials in 
various ministries who wanted greater flex i bil ity. In his speech to the plenum 
in support of the document, Deng admitted that others had done the hard 
work in preparing the document and refining the wording, but that he ap-
proved of all parts of the final document. Deng said that the most im por tant 
statement in the document was the phrase “respecting knowledge and tal-
ented people.” He repeated the basic argument for opening, saying that Chi-
nese his tory shows that it makes great prog ress only when the country is open 
(a statement that became the basis for a television series that had an extraor-
dinary, though controversial, effect when it appeared in June 1988: River 
 Elegy (Heshang).32 Deng then acknowledged that some prob lems inevitably 
arise from opening, but he expressed con fi dence that they could be solved.33

 At the 1984 Third Plenum, Chen Yun did not publicly criticize the “Deci-
sion on the Reform of the Economic Structure,” but as Deng began pushing 
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for faster growth and market reforms the tensions between the two became 
more intense. In meetings during 1984, Chen Yun objected to the excessive 
33 percent increase in cap ital construction, the 15 percent rise in GNP, 
and the 9 percent rise in the retail price index, the highest since the start 
of the reforms.34 Indeed the in fla tion produced deep anxiety among the 
 public.35

 The expansion of markets also required some adjustment to the govern-
ment’s system for collecting revenue. In October 1984 the Chinese govern-
ment, after trying some experiments, introduced a new nationwide system of 
taxes to replace the prior reliance on  profit remittances for taxation (ligai-
shui). Under the old system, the government assigned factories overall pro-
duction targets and taxes; there was no economic incentive to increase ef fi-
ciency. Under the new system, by contrast, each enterprise was completely 
responsible for its own  profits and losses; after remitting its taxes, managers 
could retain the after- tax  profit, thus providing local enterprises with incen-
tives to become more ef fi cient. Both private and state firms, as well as joint 
ventures with foreign firms, were eligible. Initially, however, the managers 
lacked suf fi cient experience to make the system work smoothly. During the 
first several years, there was no increase in central government revenues.36

 The data announced at the end of 1984 were deeply disturbing to Chen 
Yun. At an enlarged Politburo meeting on February 18, 1985, held while 
Deng was away in Guangdong, Chen Yun denounced the large budget defi-
cits, the excessive use of foreign currency reserves, and the failure to keep 
tight controls over spending. He concluded that the policy of giving primacy 
to the plan over the market was not outdated.37 He used the data at the end 
of the year to pull back Deng’s latest bold charge ahead. Provincial leaders 
were called to a series of urgent meetings that resulted in the curtailing of 
large- scale construction, the tightening of bank credits, and tighter controls 
on wage increases and the use of foreign exchange.38 With the high in fla tion 
by Chinese standards, even Zhao Ziyang moved to tighten controls and con-
strain investments. Finally Deng too, responding to the atmosphere, joined 
in the effort to reduce the overheating of the economy.39

 As he had done in the early 1980s, Chen Yun again used his position as 
head of the party’s Central Commission for Discipline Inspection to restrain 
the experiments in Guangdong and Fujian. He and his allies publicized cases 
of smuggling, laundering of foreign exchange, gambling, and pornography. 
Chen Yun was also aware that various ministries in Beijing were illegally in-
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vesting funds in the SEZs, making it more dif fi cult to enforce party disci-
pline.40

 As part of this effort to curtail excesses, Hu Qiaomu traveled to Fujian, 
where he criticized provincial of fi cials for recreating foreign enclaves like the 
nineteenth- century treaty ports. Yao Yilin went to Shenzhen, where he com-
plained that there had already been too many “blood transfusions” of state 
funds into Shenzhen; he said that it was time to “pull the needle.”41 In addi-
tion, during the summer of 1985 the Central Commission for Discipline In-
spection published a report on an automobile scandal in Hainan where local 
of fi cials had abused their special privileges to import vehicles for develop-
ment in order to sell the vehicles on the mainland at great  profit.42 And Gu 
Mu announced that China would give priority to only four of the fourteen 
new coastal development zones—those around Shanghai, Tianjin, Dalian, 
and Guangzhou.43 Even Deng was constrained by the more critical mood to-
ward the SEZs; he quali fied the statements on SEZ policy that he had issued 
in early 1984, saying that if the SEZs proved unsuccessful, they should be 
regarded simply as experiments.44

 In a speech at a national conference convened September 18–25, 1985, in 
order to set the basic policies for the Seventh Five- Year Plan (for the years 
1986 to 1990), Chen Yun declared that the growth- rate target for the econ-
omy should be no more than 6 or 7 percent (roughly half the growth rate of 
1984 and 1985), even if the ac tual growth might be somewhat higher. He 
added that the township and village enterprises (TVEs) should be restrained 
from taking away resources needed by state enterprises and he warned that if 
they were not constrained, China could suf fer serious energy shortages and 
transportation bottlenecks.45

 On the defensive because of the new atmosphere, Deng protected his ideo-
logical flank by opposing bourgeois liberalization and advocating the 
strengthening of “education” so that of fi cials would better resist corruption 
and injustice. Deng said he fully supported the Seventh Five- Year Plan growth 
target of 7 percent, which was agreed to unanimously by the Standing Com-
mittee of the Politburo. In fact, Deng was not upset at this fig ure for he knew 
that given the rapid growth during the last two years, if the country contin-
ued to grow by 7 percent per year until 2000, it would easily meet his target 
of quadrupling GNP between 1980 and 2000.46 Some of Deng’s critics still 
complained, however, that it would have been better had Deng not been so 
exuberant in 1984; that way they could have avoided the in fla tion and cor-
ruption that accompanied the overheated Chinese economy.
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Panic and Backlash over Inflation, 1988

Just as Chen Yun’s readjustment policy of 1980–1981 brought the economy 
under control and paved the way for Deng to speed up growth and reform, 
so too did Chen Yun’s retrenchment policies of 1985–1986 again bring the 
economy under control and pave the way for Deng to barge ahead. In Febru-
ary 1987, when setting guidelines for the 13th Party Congress to be held that 
fall, Deng, in direct contradiction to what Chen Yun had been urging, di-
rected that “[In the past] we said that in a socialist economy planning was 
primary. We should not say that any  longer.”47 In talks with various foreign 
leaders in 1987 Deng made it clear that he wanted to leave a legacy of further 
market opening before he retired.
 In his major address at the 13th Party Congress in October 1987, Zhao 
Ziyang, with Deng’s approval, used the expression “primary stage of social-
ism.” It was again a marvelous concept that allowed Zhao and Deng to say to 
conservatives that they were upholding socialism and had not given up the 
goal of achieving a higher stage of socialism. They did add, however, that the 
higher stage could be postponed for as long as a century. The new concepts, 
“planning should no  longer be primary” and the “primary stage of socialism,” 
provided a framework for continued movement to a market economy. Zhao 
declared that “commodity exchange” should be conducted according to the 
“law of value,” with prices increasingly determined by value; if goods were in 
short supply, prices would be higher. Private enterprises were explicitly al-
lowed to employ more than seven people. Zhao added that in the future, 
shareholders would receive cash dividends. While Zhao was still speaking, 
Chen Yun walked out of the hall, which reformers took to be his way of 
avoiding a public fight while making it clear what he thought of Zhao’s 
speech.48

 In early 1988, Deng decided to move boldly to remove price controls on 
more goods. As he explained in mid-May to O Jin U, defense minister of 
North Korea, Chinese standards of living had risen and the public could ab-
sorb some price increases.49 At its meeting later that month (May 30 to June 
1), the Politburo, under strong pressure from Deng, endorsed a comprehen-
sive plan for price and wage reforms. Deng, who had been briefed for years 
on the importance of price reform, realized that market prices were critical 
for achieving a market- led economy. He explained to his colleagues that “it is 
better to endure short- term pain than to endure long- term pain.” Deng had 
been told over the years that if prices were to rise, they would do so only tem-
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porarily: market forces would cause other suppliers to enter the market and 
the prices would come down.
 Deng was also concerned with growing corruption, and one of the main 
structural causes of the corruption was the dual- price system that enabled 
some of fi cials to acquire goods at low state prices and sell them at much 
higher market prices. Ending state prices would eliminate that cause of cor-
ruption.50 Thus the bold warrior Deng charged ahead to decontrol prices, 
declaring that price reforms should be completed within three to five years. 
In July, price controls were removed from alcohol and tobacco, causing prices 
to rise more than 200 percent.51 But this did not stop Deng from barging 
ahead.
 Deng’s economic advisers warned that the timing was not right for price 
reform because many goods, already under in fla tionary pressures, were in 
short supply.52 Before lifting the price controls, supplies had to be ready so 
that prices would not skyrocket. Deng was undeterred. At a Politburo meet-
ing at Beidaihe (August 15–17, 1988), there were heated discussions about 
removing price controls. In the end, Deng prevailed and the Politburo en-
dorsed his plan of comprehensive removal of price controls. Immediately af-
ter the meeting, on August 19, the decision was announced in the People’s 
Daily. As soon as the editorial appeared, the urban public, already straining to 
cope with in fla tion, panicked. People rushed to withdraw bank deposits and 
buy supplies wildly to guard against future price increases. Stores sold out of 
goods, and the public took to the streets in demonstrations.
 Deng was keenly aware that changing party decisions weakens party au-
thority, and since becoming preeminent leader, he had stoutly resisted an-
nouncing publicly any changes in decisions. But at this point, Deng had no 
choice. The public mood was overwhelming. Deng accepted the August 30 
decision of the State Council to withdraw the plan for removing price con-
trols. This reversal of party policy represented the most dramatic retreat of a 
reform mea sure since Deng had mounted the stage in December 1978.
 Deng’s decision to announce plans for large- scale price reforms proved to 
be perhaps the most costly error of his career. His assessment of the long- 
term needs was correct. To move to a market economy, prices at some point 
needed to be released. In the 1990s, Zhu Rongji would lift price controls, 
but he did so when in fla tionary pressures were lower and the public, by then 
more accustomed to moderate price increases, was more accepting. Zhu man-
aged to avoid a hard landing and his policies were judged a great success.
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 Deng had erred in his short- term assessment of the public mood. He was 
mistaken in his estimate that the rise in the standard of living would enable 
the public to accept the freeing of prices. At age eighty- three, he no  longer 
mingled with the public and was out of touch with the mood of the Chinese 
people. Deng’s family had played a role in sensitizing Deng to public sen-
timents, but their contacts were largely with families of other high of fi cials 
who were more insulated from in fla tionary pressures than were ordinary sala-
ried workers.
 Deng’s mistake led not only to a loss of popularity with the public, but 
also to a loss of power within high- level party circles. His ability to move 
boldly and expect compliance was greatly reduced. But Deng the soldier had 
long learned to regroup after his troops had suf fered losses. On September 
12, 1988, Deng called Zhao Ziyang, Li Peng, Hu Qili, Yao Yilin, Wan Li, Bo 
Yibo, and Qiao Shi—a mixture of reformers and cautious planners—to his 
home to discuss price reforms. He acknowledged, “Right now things  don’t 
seem in good order. There are all kinds of prob lems such as in fla tion. Prices 
are rising so some adjustments have to be made. Nevertheless, in our effort 
to stem in fla tion and keep prices down, we must on no account jeopardize 
the policies of reform and opening. . . . We have to maintain a proper rate 
of growth.”53 Deng had little choice but to yield on lifting price controls, but 
he made clear that he remained fully committed to the overall reform 
agenda.
 The public reaction to the freeing of prices also weakened Zhao Ziyang. 
Although he had not agreed with the decision to remove price controls at 
that time, he had earlier made the case for freeing prices and he had allowed 
in fla tionary pressures to rise more rapidly than Chen Yun had believed wise. 
From studying the experiences of other countries, he believed that economies 
could grow rapidly with some in fla tionary pressures. But inflation had risen 
far more rapidly than at any time since 1949. The of fi cial retail price index 
was 18.5 percent higher in 1988 than it was in 1987. And the of fi cial retail 
price index in the second half of 1988 had risen 26 percent over the previous 
year; many economists believed that other mea sures would have shown in fla-
tion to be much higher.54

 The cautious planners had disagreed completely with Zhao’s decisions in 
1987 and early 1988 that had permitted in fla tion to rise so rapidly. At the 
Third Plenum of the 13th Party Congress (held September 26–30, 1988), 
Zhao Ziyang was criticized for policies that had allowed in fla tion to grow out 
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of control earlier in the year. Zhao accepted responsibility for his errors: he 
acknowledged that some assumptions guiding policy earlier in the year were 
wrong and that the prob lem of in fla tion had not been resolved due to the 
overheated economy and excess aggregate demand.55 Some thought he should 
have been removed from his post as party general secretary. He managed to 
remain as general secretary, but he was given some instructions from Chen 
Yun about economic policy. On October 10, 1988, Chen pointedly told 
Zhao Ziyang that there should never be fiscal defi cits; too much currency was 
in circulation. In addition, there should always be balanced development of 
the economy, otherwise chaos would ensue.56 The warning seemed stern, but, 
unlike Chen’s criticism of Hu Yaobang in 1983, it was not delivered at a large 
public meeting. Power over economic decisions was then handed to Li Peng, 
who in November 1987 had been made acting premier and in March 1988 
became premier. Needless to say, the relationship between Zhao, a commit-
ted reformer who believed in moving to markets, and Li Peng, who was car-
rying out Chen Yun’s retrenchment policies, was not an easy one.
 Although Zhao acknowledged errors, he was not ready to be the pawn 
completely sac ri ficed to protect the king. He did not announce in a promi-
nent public way that the responsibility for the decision to free up price con-
trols was his. Knowledgeable party of fi cials reported that though Deng con-
tinued to support Zhao as general secretary of the party, relations between 
Zhao and Deng were strained because Deng was held responsible by both 
high- level party of fi cials and the public for taking the lid off prices.
 Following the public panic of August and the weakening of the power of 
Deng and Zhao, the cautious planners quickly regained control of economic 
policy. On September 24, 1988, the State Council promulgated a document 
stating that the focus of work for the next two years would be “improving the 
economic environment.” No one familiar with Chen Yun’s readjustment pol-
icies of 1979–1981 could have been surprised by the economic policies of 
1988 when the cautious balancers took control. No new price adjustments 
were approved in 1988. Enterprises and work units were told not to raise 
prices. The People’s Bank of China, which had been paying interest rates far 
below in fla tion rates, guaranteed that if necessary, deposits would be raised in 
value to keep pace with in fla tion. Localities were told to scale back cap ital 
construction.57 Investments were cut back and price controls tightened. Bank 
credit was strin gently controlled and loans to TVEs were suspended. In the 
1990s Zhu Rongji would manage to bring in fla tion under control with a soft 
landing, but in late 1988 Chen Yun was as bold in stopping in fla tion as Deng 
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had been in removing price controls. Not surprisingly, in late 1988 there was 
a hard landing, as we see from declines in growth during the subsequent 
years:

 Growth (%) Retail Price Index (%) Consumer Price Index (%)
 
1988 11.3 18.5 18.8
1989 4.1 17.8 18.0
1990 3.8 2.1 3.1

Source: National Statistics Bureau, cited by Jinglian Wu, Understanding and Interpreting Chinese 
Economic Reform (Mason, Ohio: Thomson/South- Western, 2005), p. 369.

 Due to the combination of economic controls and po lit i cal decisions be-
tween 1988 and 1990, the GNP growth rate fell from 11 percent in 1988 to 
4 percent in 1989, and the industrial growth rate fell from 15 percent to 5 
percent. By the last quarter of 1990, the increase in the retail price index had 
dropped to 0.6 percent.58 Consumer spending remained sluggish, unemploy-
ment mounted, and signs of unrest appeared in many cities. Planners still 
aimed to narrow the budget defi cit, but because of the lower tax base, the 
budget defi cit ac tually grew. Yet despite these unsettling economic indicators, 
for three years after the outbreak of opposition to the lifting of price controls, 
Deng could not muster support within the party to challenge Chen Yun’s 
contraction policies.

Chinese and Soviet Reforms: A Comparison

The socialist planning system, which was first introduced into the Soviet 
 Union and later into China to help late- developing countries catch up with 
the early industrializing areas, enabled China to accumulate cap ital and chan-
nel resources into high- priority areas. As it had earlier in the Soviet  Union, 
this planning system allowed China to develop heavy industry in the 1950s. 
In the 1970s, however, the economies of both countries had fallen far behind 
those of countries with more open, competitive systems. Yet by 1991, when 
communism fell apart in the Soviet  Union and Eastern Europe, China could 
boast average growth of 10 percent a year since 1978. What had enabled 
China to outperform the Soviet  Union and Eastern Europe in the 1980s?
 China had many advantages over the Soviet  Union. It had a long coastline 
that made ocean transport less expensive and far easier to expand than land 
transport. As a source of cap ital and knowledge, mainland China could call 
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on a pool of some 20 million Chinese émigrés and their descendants who in 
the previous two centuries had left mainland China for Hong Kong, Taiwan, 
Southeast Asia, and the West. Moreover, the vast potential mainland Chinese 
market encouraged many businesspeople around the world to offer help so 
that they might eventually access this pool of one billion customers. Political 
motives played a part as well: after China began its opening in 1978, many 
Western countries, eager to wean China away from the Soviet  Union, were 
willing to be generous to China in terms of passing on cap ital and technology 
and in welcoming students and visitors.
 Geography and ethnic homogeneity also played im por tant roles in China’s 
success. The boost in enthusiasm and agricultural output from dividing col-
lective rice paddy fields could not be duplicated in the Soviet  Union, where 
the large dry fields could be better farmed with large tractors. It was also eas-
ier to unify a country like China, in which 93 percent of the population came 
from the same ethnic group, than a country where over half the population 
came from diverse ethnic groups. The Soviet  Union had expanded to a broad 
geographical area within the previous century by annexing minority groups 
that were either actively or passively resistant to Soviet authority. China, by 
contrast, had ruled most of its geographical area for over two millennia and 
was not overextended by occupying other countries resistant to its leader-
ship.
 Chinese leaders, too, had a con fi dence that came from the country’s long 
his tory as the center of civilization, whereas Soviet leaders had long been 
aware that the USSR lagged far behind the Western European countries. 
And fi nally, China’s neighbors—Japan, South Korea, Taiwan, Hong Kong, 
and Singapore, which shared some common cultural characteristics—had re-
cently made the transition to become rich modern countries that could serve 
as models for China.
 But whatever intrinsic advantages China might have enjoyed, at key points 
Deng made choices different from those made by his Soviet counterparts, 
choices that proved to be far more successful in stimulating economic 
growth.59 First, he maintained the authority of the Communist Party. In the 
Soviet  Union, Gorbachev hoped to develop a new system of governance by 
abolishing the monopoly of power by the Soviet Communist Party. But 
Deng never wavered in his faith that the Chinese Communist Party, origi-
nally modeled after the Soviet Communist Party, should be retained as the 
sole governing structure in China. In Deng’s view, only the party could pro-
vide the core of loyalty, discipline, and commitment that was needed to pro-
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vide stable leadership for the country. His belief that China needed to be led 
by a single ruling party was shared by all three of the other major Chinese 
leaders in the twentieth century—Sun Yat- sen, Chiang Kai- shek, and Mao 
Zedong.
 Yet Deng was also realistic about changes that needed to be made: he knew 
that the party he had inherited in 1978 was bloated with dead wood and un-
able to provide the leadership needed for modernization. He was convinced 
that many se nior Communist Party of fi cials, especially those who had risen 
during the po lit i cal struggles of the Cultural Revolution, were useless in pro-
viding leadership for modernization. He did not expel many of them outright 
from the party, since doing so would have been disruptive, polarized the 
party, and distracted attention from dealing with the real prob lems the coun-
try faced. But he did quietly push them out of the most im por tant positions, 
giving their jobs to those who could provide leadership for modernization. 
Indeed, Deng took great care to select able of fi cials for the top positions, and 
he encouraged lower- level leaders to do the same. Once selected, these teams 
of leaders were given considerable leeway to make prog ress.
 Deng advanced step by step, rather than with a “big bang.” After 1991, 
Russia had followed the advice of economists who recommended opening 
markets suddenly, with a “big bang.” In contrast, Deng, with the advice of 
experts brought in by the World Bank, accepted the view that a sudden open-
ing of markets would lead to chaos. He understood what many Western 
economists who took institutions for granted did not: that it was vitally im-
por tant to take the time to build national institutions with structures, rules, 
laws, and trained personnel adapted to the local culture and local conditions. 
China did not have the experience, rules, knowledgeable entrepreneurs, or 
private cap ital needed to convert suddenly to a market economy. Deng knew 
that it had taken many de cades in nineteenth- century Japan and later in the 
other East Asian economies to build institutions appropriate to catch up with 
the West. He could not suddenly disband China’s existing state enterprises 
without causing massive unemployment, a result that would have been po lit-
i cally and socially unsustainable. So he allowed Chen Yun and others to keep 
the old system functioning to provide a stable economic base while he per-
mitted markets to grow, people to gain experience, and institutions to adapt 
to a more open economy. Deng did not  impose the new structures—house-
hold agriculture, TVEs, or private enterprises. Instead, he let the local areas 
try out these experiments, publicizing any successes to allow other areas to 
adapt them to their own circumstances.
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 Underpinning all of Deng’s strategies was a commitment to opening China 
fully to ideas and trade with the outside world. Soviet leaders had been cau-
tious about allowing foreign businesspeople and foreign businesses to estab-
lish enterprises in the Soviet  Union, and were worried about sending large 
numbers of Soviet students abroad. Deng knew China would face huge ad-
justment prob lems from changes wrought by outsiders and from returning 
students, but he firmly believed that nations grow best when they remain 
open. Unlike some of his colleagues who feared that China would be over-
whelmed by foreigners and foreign practices, Deng was con fi dent that the 
Communist Party was strong enough to control them. He strongly supported 
sending of fi cials and students abroad, translating foreign books and articles, 
and welcoming foreign advisers and businessmen to China. He was prepared 
to face criticism from those who feared that Chinese lifestyles and interests 
would be adversely affected by foreign competition. He believed competition 
from foreign companies would not destroy the Chinese economy but rather 
stimulate Chinese businesses to become stron ger. He also did not worry if a 
substantial percentage of those who went abroad did not return, for he be-
lieved that they too would continue to help their motherland.
 The pro cess that propelled China’s dramatic opening in the 1970s and 
1980s did not begin with Deng Xiaoping. Instead Mao first began to open 
the country after clashes with the Soviet  Union in 1969, and both Zhou En-
lai and Hua Guofeng continued his initiative. But Deng was unique in that 
he pushed the doors open far wider—to foreign ideas, foreign technology, 
and foreign cap ital—than his predecessors, and he presided over the dif fi cult 
pro cess of expanding the opening despite the disruptions it caused. Radiating 
his deep con fi dence in China’s potential and maneuvering skillfully through 
po lit i cal obstacles, he set the stage for a new era in Chinese his tory. With 
Deng at the helm, the Chinese people were willing to swallow their pride, 
admit their backwardness, and keep learning ev ery thing they could from 
abroad.

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
=


