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An Analysis of the History and Mechanism Behind the “Sudden Emergence” of the
Township and Village Enterprises
Xiao Donglian
Abstract: The emergence of township and village enterprises in the 1980s is an important event to investigate
China’ s economic growth and system transition. What factors promoted the unexpected and rapid development of
township and village enterprises? This paper discusses this issue from the two perspectives of history and mecha—
nism. In summary township and village enterprises are the self-breakthrough to an urban—rural dual system; under
the fiscal decentralization system grass—roots governments had strong power to support the development of town—
ship and village enterprises; the long-term shortages in the economy the formation of local markets and the
development of an international market provided broad market opportunities for the development of township and
village enterprises; the loosening of the planned economy and the formation of the double track system supplied
the advantages for township enterprises to obtain the production materials and financing from the market; abundant
and cheap land and labor were the two unique resource advantages of township and village enterprises; the unique
management mechanism and property—rights structure gave township and village enterprises a competitive advan—
tage vis-1-vis the state-owned enterprises. The combination of the above factors together with the structural fac—
tors left from the planned-economy era and the new opportunities brought about by the reform and opening up led

to the sudden emergence of the township and village enterprises in the 1980s.
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