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[“Summary” of speeches at a forum jointly sponsored by
QIUSHLI, the Central Television Station, and ZHONG-
GUO SHEHUI KEXUE ZAZHI [CHINESE SOCIAL
SCIENCE JOURNAL] on 28 October 1988: “Improve
the Economic Environment, Rectify Economic Order,
and Comprehensively Deepen Reform”]

[Text]Do Our Best To Achieve Our Goal

Wu Jinglian [0702 2417 8834], researcher of the Eco-
nomic, Technological, and Social Development Research
Center under the State Council:

I would like to offer my views on how to fulfill the three
tasks of improving the economic environment, rectifying
the economic order, and comprehensively deepening
reform as follows.

1. The general commodity price hikes progressively
going up since early this year result from the accumula-
tion of excessive money supply in the past 4 years. The
failure of financial departments to control the total
money supply directly leads to excess over a long period.
In addition, there are other underlying causes, such as
poor economic structure, defects existing in the systems
resulting in poor economic structure, and so forth. We
have done a good deal and achieved considerable success
in transforming the old development strategy, improving
economic structure, and reforming the old systems to
establish new ones over the past 10 years. However, the
fact that we are unable to check inflation, currently
running rampant at double digits, shows there are still
defects and mistakes in our reform work. If we want to
take a drastic measure to successfully eliminate the
underlying causes of inflation, we must earnestly review
our course over the past 10 years, sum up our experi-
ences, plug loopholes in our economic system in partic-
ular, and ensure effective macro-economic regulation
and control. It will be difficult to get satisfactory results,
I am afraid, if we take near-term countermeasures to deal
with the situation as it stands, and adopt the method of
“suiting the medicine to the illness,” which will attend to
trifles to the neglect of essentials.

2. Serious defects existing in the current economic man-
agement system have caused obstacles to our efforts to
improve the economic environment and rectify eco-
nomic order. Such obstacles must be eliminated. For
example, there is zero growth or even a decrease in the
state-owned institutions’ investment in fixed assets
(excluding the factor of commodity price increases,
calculated by the actual quantity of materials in kind [shi
wu liang 1395 3670 6852]) in the past year. Under the
circumstances, there are two essential conditions for

correctly carrying out the central authorities’ require-
ment for reducing demand by investment. First, every
department and locality must take the initiative in
fulfilling the overall reduction plan. Second, we must
make efforts to resolutely carry out the policy of restruc-
turing. Projects beneficial to partial and local interests,
but not in the interests of the whole national economy
must be resolutely curbed or reduced. Projects beneficial
to the national economy must receive our support, even
though they are no good for partial and local interests.
However, the pattern of distribution of profits and
benefits, and the organizational system taking shape
under the current overall financial contract responsibil-
ity system, are unfavorable for the concerted efforts by
the whole nation with one heart to control fixed invest-
ment and simultaneously improve the investment struc-
ture. If we do not do a good job now, we might not be
able to check inflation; we might curb investment in
projects which should not be curbed, and fail to curb
those which ought to be curbed. Such mistakes will result
in a more grotesque structure and a slowdown in pro-
duction. Therefore, we must properly restructure the
existing financial system to regulate the conflicts of
interests between localities themselves, and between a
part and the whole by means of a regular mechanism.

3. Our foreign trade system encounters similar problems.
The measure recently adopted to equalize foreign
exchange retention rates in all localities is a correct one.
It will play a role in effectively bringing under control
“keen competition” for price hikes and panic buying in
the domestic market, as well as dumping in the overseas
market. However, this is still not enough. We must
consider conducting greater restructuring of the existing
foreign trade overall contract responsibility system; oth-
erwise, things will go badly in our efforts to straighten
out disorder in the field of circulation.

4. Our efforts to improve the economic environment,
rectify economic order, and comprehensively deepen
reform are interrelated. They promote each other. We
must not think that our present tasks are only improving
the economic environment and rectifying economic
order and, thus, relegate the task of deepening reform to
the distant future. The experiences of some countries
have shown that timely implementation of the reform of
commodity prices is an effective way to deal with the
problem of inflation. The central authorities decided
that the focal point of our work in 1989 and 1990 is to
improve the economic environment and rectify eco-
nomic order. However, this does not mean that the
policy of freezing all commodity prices will be adopted
to place the prices of products and essential factors under
rigid control before the end of the year 1991. When the
trend of the expansion of total demand is brought under
control, adopting proper measures to gradually promote
the reform of commodity prices will only be conducive
to improvement of the economic mechanism and further
stability of the economy. No contrary results will be
produced. For instance, by setting a ceiling on market
prices (that is, setting state guiding prices), relaxing our
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coatrol over the regulatory prices of certain appropri-
ately selected products could be a good way to ease the
“double track system” [shuang gui zhi 7175 6510 0455],
while promoting reform without simultaneously causing
a serious impact. Any attempt to freeze various kinds of
economic relationship will end in failure. It will make us
unable to persist in our policy of promoting reform and
development on the basis of stability and, as a result,
lead to another round of fluctuation and upheaval
because the economic mechanism cannot get improve-
ment and economic results cannot be increased.

5. Since it is a gigantic system’s project to fulfill these
three tasks, we must be profoundly farsighted and have a
well-conceived design, and proceed with handling prob-
lems on hand while making long-term plans, to bring
about their systematic realization. In order to succeed in
this endeavor, we still need to carry on the helpful
discussions conducted during the previous period on the
objectives of medium-term reform and how to promote
it, to make people have a better understanding and use
the rationale acquired from their own and others’ expe-
riences to provide work guidance. This is very necessary
in reducing people’s blindness and enhancing their
awareness.

Several Issues Which Need To Be Fully Grasped in
Implementing Policies of the Central Authorities

Hu Ji[5170 1323], deputy chief of the Economic Trends
Section of the Economic, Technological, and Social
Development Research Center Under the State Council:

In order to work successfully to implement the central
authorities’ guiding policy of improving the economic
environment, rectifying economic order, and compre-
hensively deepening reform, we need to properly grasp
the following points:

First, while handling the relationship between construc-
tion and reform, we must stabilize the economy to create
an economic environment accommodating and facilitat-
ing reform. At the present stage, excessively hasty
demand on construction will lead to overheated eco-
nomic growth and the outstripping of total supply by
total demand. This, on the one hand, will cause eco-
nomic construction to expand, due to the interaction of
bottleneck industries—the baneful cycle of restrictions:
while, on the other hand, it will make things difficult for
the implementation of key measures (price reform) dur-
ing economic reform, because economic growth is overly
extended, resulting in ineffective operating mechanism
and chaotic economic order. Therefore, a relatively
accommodating economic environment must be main-
tained in the course of reform. In the past, some com-
rades looked upon it as a passive policy; they believed
that it means man-made slowdown of economic growth
and slackening of reform. After the central authorities
have reaffirmed the policy of improving the economic
environment and stabilizing the economy, we still need

to have an active attitude and correct measures to ensure
its actual implementation, avoid feeling satisfied after a
shallow trial, and prevent recoil.

Second, while carrying out reform and the open policy,
we must strengthen the macro-economic regulation and
control and various basic management work. Because
the original directive planning system, upon which our
economic activities depend, has been destroyed, because
a new market system and mechanism have not been
firmly established, and because basic management work
in all fields of endeavor has not kept up the pace, our
economic operations are out of control, and it is in
chaos. However, even while two systems exist simulta-
neously, state regulations and control are not entirely in
a state of inertia and powerless. Maintaining that reform
means relaxing control, some comrades stressed the
so-called “it works as soon as reform is implemented”
cliche, and regarded strengthening management as ret-
rogressive. As a matter of fact, relaxing control and
management oppose unity. In order to strengthen our
regulation, control, and management, we must employ
more economic and legal measures in the entire course of
reform and the open policy. We must not hastily give up
the necessary administrative measures. Moreover, we
must strengthen and improve disciplinary measures, as
well as ideological work. All trades and professions,
institutions, and units must strengthen their respective
basic management.

Third, we must persist in the struggle against corruption,
while carrying out reform and the open policy. The soil
which engenders corruption must be eradicated. Before
doing this, we should tenaciously persist in the struggle
against corruption. A number of Western countries and
developing regions have acquired very good experiences
in fighting corruption, and we may draw on their expe-
riences. At the same time, we should inherit and carry
forward our intrinsic favorable political situation. We
should give full play to the role of supervision by public
opinion, dare to deal with those who have higher con-
nections, and never be softhearted in doing so.

Fourth, the fundamental issue lies in comprehensively
deepening reform and bringing about the transformation
of systems as quickly as possible, to enable the new
operating mechanism to effectively give play to its com-
plete functions. The three links of the new economic
operating mechanism (state regulations and control,
market mechanism, and enterprise mechanism) are an
organic whole. Their reform should be carried out in an
coordinated and complementary manner. Rationaliza-
tion of the price system and the formation of a compet-
itive market are the keys to transformation of systems. It
will be hard for us to deepen reform of the enterprise
mechanism and the state regulatory and controlling
measures and achieve final successes in these endeavors
without active promotion of price-market reform. Con-
sequently, the most pressing and rigorous challenge
confronting China’s economic reform is price-market
reform. To carry out this reform, we must solve the
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problem of double distortions in the price system,
(namely, unreasonable comparison of product prices and
big difference in the “double track™ prices), transform
the mechanism by which prices are decided, and change
the situation of decentralized administrative power and
the market being carved up into several sectors.

The Focal Points Must Be Clear He Jiacheng [0149 1367
2052], deputy research fellow of the Research Center of
the CPC Central Committee for Reform of the Political
Structure:

Next year’s goal of improving the economic environ-
ment and rectifying economic order is to ensure that the
increase of commodity prices next year will be notably
lower than this year. To achieve this goal, I believe, it is
necessary to reduce society’s total demand, especially
that of the capital construction scale and institutional
purchases, the focal point of our current drive to
improve the economic environment.

This is because a total demand larger than total supply
constitutes the root cause of commodity price increases.
Price increases are something everyone notices in daily
life. However, not everyone is able to notice when the
total demand exceeds the total supply. Inflation resulting
from a total demand larger than total supply means more
bank notes and fewer commodities. For an individual,
an enterprise, or even a locality or department, more
money is a good thing. Besides, possession of more
money does not necessarily mean fewer commodity
supplies in society. The question is that inflation, result-
ing from a total demand larger than total supply, is
bound to be felt in the entire economic life. It may reflect
itself in an increase in commodity prices, which is also
called open inflation abroad. This is what we have
experienced since the reform. It may also reflect itself in
commodity shortages and the rationing of commodities,
which is called hidden inflation. This was the case before
reform. How inflation will reflect itself in economic life
is decided by the economic structure of a society, espe-
cially the structure of commodity prices. It is decided by
the question of who has the power to decide prices, the
state or enterprises. Generally speaking, in a situation
where there is more money and fewer commodities,
inflation will reflect itself in commodity increases if the
enterprises hold the primary power of decision on prices;
on the other hand, if the state has the primary power of
decision on prices, inflation will reflect itself in commod-
ity shortages and in the rationing of commodities.

When the relationship between commodity price
increases and a condition in which total demand exceeds
total supply is clarified, the relationship between com-
modity price increases and reform is easier to under-
stand. The above discussion can be summarized in two
points. The first point is that, as a result of reform,
inflation derived from a total demand larger than total
supply reflects itself in commodity price increases, rather
than in commodity shortages and rationing. This is
because reform has increased the decisionmaking power

of the enterprises, including the power to decide prices.
The second point is that reform is by no means the root
cause of commodity price increases. They were caused
by the past economic structure, one which is unable to
strike a rough balance between total demand and total
supply. This is the case, not only in China, but also in the
Soviet Union and East European countries as well. This
is also the very reason why many economists abroad call
the traditional socialist economic structure “economics
of shortages,” in which demand exceeds supply. In such
an economy, the question of total demand larger than
total supply cannot be satisfactorily resolved despite the
fact that we possess the two major categories [liang da bu
lei 0357 1129 6752 7352] of Marxist principles and the
principle of overall balance, which we derived from
experience. In this sense, we have every reason to say
that the old economic structure has caused the condition
in our country, in which total demand is larger than total
supply. The old economic structure lacks vitality and
efficiency and is liable to create a tendency of seeking
quick results in the ideology guiding economic construc-
tion. Our reform is aimed at changing this very economic
structure and structurally eradicating the root cause of
demand exceeding supply. In the past 10 years, produc-
tion has developed, the market has become more pros-
perous, and the people’s living standards have improved.
These facts show that reform has changed to a certain
extent the past situation in which total demand greatly
exceeded total supply. However, the increase of com-
modity prices in the last 10 years, particularly the
current sizeable increase, indicates the problem of total
demand exceeding total supply has not been completely
resolved. Fundamentally speaking, we must rely prima-
rily on in-depth, comprehensive reform to resolve this
problem. To carry out this reform, we must improve the
economic environment and rectify economic order in
the next 2 years.

To achieve a general balance between demand and
supply, it is necessary to begin working on demand and
supply simultaneously. While emphatically calling for
reducing total demand, the 3d plenary session of the
13th CPC Central Committee has made very good
arrangements to improve and increase total supply.
Nevertheless, the focus of improving the economic envi-
ronment should be on reducing total demand and most
important on reducing capital construction and organi-
zational purchasing power. This is because it takes time
to increase total supply and there is a production cycle
for all kinds of commodities. Therefore, to contain
inflation, it is necessary to shift the focus of improving
the economic environment on reducing total demand.
Because total demand is equal to investment demand
plus consumption demand, because consumption
demand includes personal consumption demand in addi-
tion to organizational purchasing power, and because it
is difficult to reduce consumption demand, such as
wages and bonuses during the initial stage of improving
the economic environment, it is wise and relatively easy
to achieve a shift of focus to improving the economic
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environment on reducing the scale of capital construc-
tion and organizational purchasing power. Of course,
this does not mean ignoring the importance of solving
other problems, such as checking the excessively rapid
growth of consumption funds, but means that the solu-
tion of the present key problem will propel the work of
improving the economic environment.

In conclusion, in simple terms, the focus of rectifying
economic order should be placed on correcting the
chaotic condition in the sphere of commodity circula-
tion. As we are in a period of transition from the old to
the new system, economic confusion in various spheres
will occur during this period. However, rectifying the
chaotic condition in the sphere of commodity circulation
should remain the focus of correcting economic order in
the next 2 years. Only thus will it possible to keep price
hikes next year at a level lower than this year. Take grain
as an example. China’s grain output is expected to
decline this year, due to many natural disasters. Besides
China, reduction in grain production is a worldwide
phenomenon this year. Importation of large quantifies of
grain will not be in China’s interest, and it is unneces-
sary. Our grain reserves provide the means for us to
satisfactorily arrange grain supply next year, but trouble
could occur if acts of disrupting the grain market, such as
buying grain at higher prices, hoarding and speculation,
and inflating grain prices, are perpetrated in the sphere
of commodity circulation. This is not alarmist talk. The
“fierce battle” of buying grain at higher prices has been
going on for a few years, and no state bans have pro-
duced a result. The “fierce battle” has continued this
year, resulting in a sharp rise in grain prices on the
market. If these acts are not checked until a problem
occurs in grain supply, we shall certainly fail in our effort
to improve the economic environment and rectify eco-
nomic order next year. Therefore, the current priority in
rectifying economic order must be to correct chaotic
commodity circulation.

Comprehensively Understand and Implement the
Principles of the Third Plenary Session

Yang Qixian, member of the State Commission for
Restructuring the Economy:

Some comrades attribute current difficulties and prob-
lems to reform, and think that they are caused by
mistakes in reform. Such a view is unfounded and
against the facts. If we analyze matters, it will not be hard
to find that the present problems are precisely the result
of our failure to thoroughly and successfully reform the
old system. For instance, excessively rapid economic
growth, excessive construction projects, increased

demand, and an unstable market were constant phenom-
ena of the “shortage economy” under the old system.
Current problems are nothing but a recurrence of the
defects of the old system. Since reform is still proceeding;
various economic relations have not yet been straight-
ened out; and two different kinds of system, mechanism,

and management methods exist simultaneously; contra-
dictions, loopholes, frictions, and even conflicts are
objectively inevitable. Moreover, reformative measures,
such as central and local financial contracts, contracts
signed by enterprises with the state concerning profit
delivery and tax payment, and the “double-track™ price
system, are explorative and transitional in nature. They
sometimes yield both positive and negative side effects.
If we do not make a realistic, overall analysis, and if we
view current problems in an isolated way with the
“equalitarian viewpoint™ of the traditional centralized
planning system, or with the “value viewpoint™ of the
system of developed commodity economy, we shall
inevitably reach an incorrect conclusion that nothing is
normal, regard reform as a failure, and lose our confi-
dence and courage to continue our advance. We must be
determined to solve present problems, and there are two
ways to do so. One is to study and use new methods; and,
in essence, this is to push reform forward. The other is to
resort to traditional methods; and, in essence, this is to
pull reform backward. However, facts in the last several
decades prove that there will be no way out if we do not
carry out reform. We must use reformative methods to
solve the difficulties and problems emerging in the
course of the reform.

Improvement and Rectification Must Rely on Reform

Sun Xiaoliang, director of the Economic Management
Bureau of the State Commission for Restructuring the
Economy:

Problems concerning economic environment and order,
such as inflation, imbalance between supply and
demand, and disorder in economic life, are caused by
many interrelated social, economic, and psychological
factors. Of these, the defects of economic mechanism are
a fundamental cause. For this reason, it is unrealistic to
expect a fundamental solution of these problems in 2
years of improvement and rectification before we funda-
mentally change the economic mechanism.

Facing us is such a contradiction: On the one hand, a
thorough reform of the pricing, production, and circula-
tion systems requires us to improve the economic envi-
ronment and rectify economic order. On the other hand,
to fundamentally carry this out requires us to transform
economic mechanism in the course of restructuring the
economy. In order to solve this contradiction, it is
necessary to adopt alternate promotion tactics. The main
points are that, currently, we should rely mainly on
administrative means to improve the economic environ-
ment and rectify economic order for a temporary and
limited objective. Once the objective is attained, we
should quickly start reform of the pricing, production,
and circulation systems, in order to create a new eco-
nomic mechanism. Then, we should rely on the new
economic mechanism to thoroughly improve the eco-
nomic environment and rectify economic order. In the
alternate promotion process, we should alleviate two
problems. One is to prevent people from regarding
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temporary administrative means as permanent reforma-
tive measures and perpetuating them. In this case,
reform will be interrupted, and the old system will be
restored. The other is to prevent people from expecting
too much from the efforts to improve the economic
environment and rectify economic order in the next 2
years. In this case, people will go after high objectives of
improvement and rectification which cannot be attained
through administrative means, and will bungle the
opportunity for reform of the pricing, production, and
circulation systems.

The heart of improving the economic environment is to
improve the balance between total supply and total
demand. To do so, it is necessary to adopt measures to
control demand and increase supply.

The question of controlling demand: The fundamental
cause of our protracted failure to control demand,
-whether it is demand for capital goods or consumer
‘goods, lies in the fact that we have only the mechanism
to stimulate investment without one to control it, and
that we have only the mechanism to boost consumption
without one to restrict it. Under such circumstances, it is
necessary to stop projects under construction and to
reduce investment in order to control demand. However,
to resolve this question once and for all, we must develop
a control mechanism through reform of the relevant
structures. Currently, we can adopt the following reform
measures: readjusting investment decisionmaking struc-
ture and taking away the investment decisionmaking
power from noneconomic entities, which are unable to
assume investment risks; reforming the performance
evaluation system, under which the performance of
government officials is rated by the speed of develop-
ment, to reduce the enthusiasm of government officials
for investment; implementing housing reform to divert
spending from “hot points”; and linking wages with
economic results to control consumption. All these are
feasible reform measures, aimed at controlling demand.

The question of increasing supply: To increase supply, it
is necessary to appropriately increase monetary input.
However, we must realize that increasing monetary
input may directly lead to an increase in demand, which
is not conducive to alleviating the contradictions
between supply and demand. Therefore, we must not use
this as the primary means of increasing supply, at least
not at the present. Instead, we should carry out reform to
improve the mechanism of running the enterprise. Cur-
rently, there are two measures which can be imple-
mented. The first is to improve the system of contracted
responsibility in operating enterprises. The second is to
promote the merger of enterprises. By taking these two
measures, we can effectively increase supply without
increasing monetary input or with only a slight increase
in monetary input.

The question of rectifying economic order: Although
there are ideological and administrative causes for the
disorder in certain areas of current economic life, the

fundamental cause lies in the lack of supportive struc-
tural reform measures. As a result, structures related to
each other are no longer able to check each other. Under
such circumstances, it is necessary to stress the need to
strengthen discipline, to take the general interest into
consideration, and to strictly enforce orders and prohi-
bitions. However, we must rely on the mechanism
inherit in the structures to check against each other, if we
want to establish a new commodity economic order once
and for all. We must adopt supportive measures to
establish this mechanism. In summary, we can describe
the relationship between improving the economic envi-
ronment and rectifying economic order on the one hand
and deepening reform on the other hand in this way:
Improving economic environment and rectifying eco-
nomic order serves to deepen reform. At the same time,
deepening reform will help improve the economic envi-
ronment and rectify economic order. Improving the
economic environment and rectifying economic order in
a departure from reform is like a “movement” without
its “goal.”

How to Prevent ‘Stagflation’ While Reducing Demand?

Li Yining [0632 0110 1337], professor of Beijing Uni-
versity Economics College:

If total demand is simply suppressed when structural
imbalance exists in an economy, it may lead to excessive
economic retrenchment. Meanwhile, if the rate of price
rises does not go down because of structural problems,
economic “stagflation” may occur. However, possibility
is not tantamount to reality. Possible “stagflation”
becomes actual “stagflation™ only when there is corre-
sponding purchasing power. If purchasing power is not
strong enough, it is still hard for the prices of goods in
short supply to go up, even when the structures of
demand for, and supply of, commaodities are not coordi-
nated. If purchasing power still causes price rises after
measures are taken to cut total demand, then we must
know where such purchasing power comes from.

Does it come from state expenditure and bank credit? Or
has some state expenditure and bank credit turned into
purchasing power for goods in short supply? Generally
speaking, there is no such possibility at a time of exces-
sive economic retrenchment. Cutting total demand
includes reducing state expenditure and bank credit.

Does such purchasing power come from earnings
through exports, remittances from overseas Chinese,
spending by people from abroad (earnings from tour-
ism), or foreign investment? This is because all such
incomes may turn into purchasing power for goods in
short supply. Cutting down domestic demand and
increasing earnings through export, remittances from
overseas Chinese, earnings from tourism, and foreign
investment can go hand in hand. In such a situation, the
increased purchasing power for goods in short supply
will not cause price rises, provided the increased foreign
exchange is rationally used to increase the supply of
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goods in short supply (such as importing more goods in
short supply) or to import more means of production
that can turn out goods in short supply.

Then, we are faced with this question: Since purchasing
power which can cause price rises at a time of economic
retrenchment does not come from state expenditure and
bank credit or from foreign exchange earnings, where
does it come from?

It may come from the following two sources:

First, it may come from people’s savings deposits and
cash in hand. At a time of economic retrenchment, if
people anticipate changes, they may turn their bank
deposits and cash in hand into purchasing power to buy
goods in short supply, causing price hikes.

Second, it may come from enterprises’ after-tax profits.
Enterprises may spend such money for public consump-
tion or divide the money among their workers and staff
members for personal spending. Such workers and staff
members will then buy goods in short support, causing
price hikes. It should be pointed out, however, that, if an
enterprise is self-restrained in using its profits and pur-
sues a long-term development policy, it will take into
consideration the objective situation in economic
retrenchment, exercise self-restraint in using its after-tax
profits, economize on spending for public consumption,
and divide less money among its workers and staff
members; it will put stress on raising productivity,
lowering production costs, and increasing accumulation
funds. Otherwise, if an enterprise is not self-restrained in
using its profits and has only short-term plans, it may
very well fail to take into consideration the situation in
economic retrenchment and divide all its after-tax prof-
its among its workers and staff members. This may also
cause price rises.

Thus, it is clear that, under the circumstances of a
structural imbalance, possible “‘stagflation” can turn into
real “stagflation,” if the Government, while taking mea-
sures to rein in demand, faiis to reduce the pressure and
lessen the impact of the residents’ savings and their
ready cash on the market. By the same reasoning, if the
Government fails to reform the enterprises’ operational
structure while reining in demand, and if the enterprises
fail to exercise self-restraint in using their after-tax
profits and still pursue short-term policies, the possibil-
ity of “stagflation” can become the reality of ‘‘stag-
flation.”

What we want to discuss is how to prevent “‘stagflation”
while reining in total demand.

First, the question of residents’ bank savings and ready
cash.

In our efforts to curb demand, to prevent panic buying
when the residents perceive major changes are going to
take place in the market, the Government should raise

interest rates and offer value-insured savings accounts as
well as savings deposited as future payments for com-
modities to encourage the residents to save more. At the
same time, the Government should advise the residents
to use a part of their savings to buy houses or share
certificates because the values of both are guaranteed.
Because houses and shares bought means short-term
capital turned into long-term capital and consumption
funds turned into production funds, they are profitable
ways for diversification of savings. In order to increase
market supplies, the self-emplcyed workers and peasants
should be encouraged to convert their ready cash into
production capital, instead of squandering them on
luxuries.

Second, the question of the enterprises’ operational
mechanism.

Not only increasing supplies, but also restraining
demands depends on deepening enterprise management.
Enterprise reform means reform of an enterprise’s oper-
ational mechanism. Only when an enterprise exercises
self-restraint regarding its own interests can it begin to
think about how and on what to spend its after-tax
profits and how to avoid short-term actions. Then, how
should an enterprise’s operational mechanism be
reformed? Obviously, the contract system is not the
answer, because under the contract system, the
“umbilical cord” between the administrative depart-
ment in charge and the enterprise is not severed, and an
enterprise under the contract system is not indepen-
dently managed nor is it a commodity producer respon-
sible for its own profits or losses. The contract system
must be gradually replaced by the stock system. The
economic activity of a stock enterprise is decided by the
interests of the investors. The long-term interests of
stock enterprises can be adapted in keeping with the
intentions of micro-economic readjustments. In other
words, during a period of economic retrenchment, the
investors, for the sake of their long-term interests, will
exercise self-restraint in the use of their after-tax profits
instead of focusing their attention on short-term gains
and trying to maximize their short-term interests. This
way, near-sighted acts, such as dividing all after-tax
profits among the workers and staff members, can also
be prevented.

Based on the above, we can reach the following conclu-
sion: Given the condition of a structural imbalance,
“stagflation” is not improbable. But if we strive to
increase supply while curbing demand, take measures to
stabilize residents’ savings, guide residents to buy houses
and stocks with their bank savings and cash, deepen
enterprise reform, and establish a system requiring the
enterprises to exercise self-restraint in their own inter-
ests, “‘stagflation™ is preventable. In other words, if we
do all these things, our economic future will be not
“stagflation,” but moderate growth and declining infla-
tion.
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Two Potential Problems
Zuo Chuntai [1563 2504 0669] (Finance Ministry)

There are two potential problems which have not yet
been noticed. First, the depreciation fund retained in the
form of monetary value under inflation cannot compen-
sate for material objects. Under such circumstances, we
have to either suspend the process of social reproduction
or explore new channels for funds in order to ensure the
compensation for depreciated fixed assets with material
objects. Second, our construction is being carried out
with domestic and foreign debts, and there should be
differences between distribution of income derived from
an economy developed by debts and that by funds at our
disposal. In the case of the former, income should be
distributed after funds for repaying debts are deducted
from the annual national income. However, such funds
for repaying debts are not listed in the state budget.
Hence, when we are unable to make the repayment, we
have to either incur new debts or cut back on annual
investment and consumption. By *“‘eating one’s corn on
the cob,” these two potential problems can destabilize
the economy. They are now brought to attention so that
we can better perceive difficulties and problems.

At the root of the current inflation and drastic price rises
is an overheated economy brought about by overanxious
efforts to seek fast growth and quick results. As problems
crop up, such efforts have been slowed down, but they
can be stepped up once the situation improves. Balance
is the sole objective criterion for evaluating and main-
taining an appropriate growth rate. As long as we strike
a balance between total supply and demand, and an
overall balance in state finances, loans on credit, mate-
rial supply, and foreign exchange, there is no need to
worry about the growth rate. The “super-high rate” was
no good, because it was achieved on the basis of imbal-
ances. Only when we maintain a comprehensive balance,
rational (proportionate) structure, and steady growth
rate is it possible to integrate reform with development
and speed with efficiency. Balance should also be able to
create the best milieu for the pricing reform. It has been
repeatedly proved in history that a seemingly slow speed
is actually rather steady, and that overanxious, subjec-
tive efforts to seek quick results can slow the speed.

It Is Necessary To Steadfastly Implement the Principles
Adeopted by the 3d Plenary Session of the 13th CPC
Central Committee

Wu Kaitai [0702 0418 3141] (Researcher at the State
Council’s Economic, Technological, and Social Develop-
ment Research Center)

Some prevailing views have hindered steadfast imple-
mentation of the principles adopted by the 3d plenary
session of the 13th CPC Central Committee. One of
them is reflected in the concern over re-emergence of the
“landslide” in production—slow growth rate caused by
tightening loans on credit from late 1985 to early 1986—

as a result of the effort to curb inflation. At that time, the
growth rate was slowed in order to resolve the “super-
high rate” and return the economy to the normal speed
of development, and the drastic dip in industrial produc-
tion was actually caused by improper measures to tighten
loans on credit. It is necessary to draw lessons from past
experience in tightening loans and improve measures in
this aspect. However, we should not negate the need for
tightening loans under such economic circumstances.

There is another view, which believes that, in solving
inflation, we should not emphasize restricting demand,
but should rely mainly on increasing supply. Of course, it
is necessary to do everything within our capabilities to
increase supply. However, the increase in supply cannot
exceed objective possibilities. In view of acute inflation,
emphasizing the importance of increased supply alone,
while playing down the need to curb demand, cannot
help curb inflation.

Some comrades have misgivings that the administrative
measures currently in force may cause regression in
reform. As a matter of fact, they are temporary measures
which have to be taken, and they are not aimed at
returning to the old system, but at creating better condi-
tions for accelerating establishment of the new.

In short, it is necessary to overcome hesitation and
oscillation, resolutely cut back on investment, rationally
tighten loans on credit, control the growth rate of con-
sumption funds, and give top priority to curbing
demand. At the same time, efforts should be made to
increase the supply of goods in demand, gradually strike
a balance between currency in circulation and in
demand, bring inflation under control, and improve the
economic environment and order, thereby creating
favorable conditions for steady advance of reform and
construction.

It Requires “Tenacity” To Improve the Economic
Environment

Dai Yuanchen [2071 0954 2525] (Researcher at the
Economics Institute of the Chinese Academy of Social
Sciences)

The growing strains on economic environment and
aggravating inflation, caused by total demand exceeding
total supply, did not come suddenly. Excessive demand
has long existed in the economic system of socialist
countries. The general impulse to expand has developed
an economy of shortages under the traditional system of
price control, while inflation has emerged under the new
system of gradual price decontrol. We might say that this
is a most natural option made by leaders trying to prove,
with a high economic growth rate, the superiority of the
system, as well as the achievements of their official
career. Setting aside long past examples, let us just recall
events of recent years. Following dual expansion in the
demand for investment and consumption in the second
half of 1984, an effort to tighten demand was repeatedly
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stressed in the first half of 1985; however, before any
tangible results were obtained, the demand again
inflated in 1986. In the second half of 1987, the Govern-
ment put forth the policy of cutting back on financial
expenditures and bank loans, but they were expanded
again in the first half of 1988. It had been a rule since the
founding of the country that the volume of currency
withdrawn from circulation in the first half of the year
was always greater than that in the second half. Never-
theless, in the first half of this year, the volume of
currency put into circulation was greater than that with-
drawn from circulation. All these explain that the prob-
lem of expansion in total demand has long existed, and
been identified and tackled, and that poor results shown
in tackling this problem has aggravated inflation. In
summarizing the experience and lessons, I believe that
“tenacity” is the key to resolving problems which should
not be tackled halfway. It takes “tenacity” to make the
current drive to improve the economic environment a
real success.

The policy of tightening demand was left halfway for fear
that the absence of expansion in demand might lead to a
stagnation or decline in our economic development. As
China is a developing country, the Government’s eco-
nomic targets are diversified. It should give no cause for
much criticism if the economy is aimed at catching up
with and overtaking the advanced countries and seeking
high rates of economic growth, employment, and
increase in the income of individuals. However, the crux
of problems lies in contradictions between the Govern-
ment’s diversified economic targets. Although no gov-
ernment in the world has clearly defined its economic
goal as one to achieve a fast economic growth in spite of
a high inflation rate, many countries have either con-
sciously or unconsciously headed toward inflation
through seeking a fast economic growth or through
stimulating the economy and increasing employment.
Moreover, almost all countries have explicitly stated
inflation as their fighting goal, but some have succeeded,
while others have not been able to do so for years. The
difference in the results lies in their capabilities to
withstand temporary economic decline. It requires
“tenacity” to stand up to the pressure of growing
demand when the economy is declining.

Furthermore, China’s inflation has escalated from one of
light degree to medium degree. A major feature of
medium-degree inflation can be seen from the inertia
that pushes inflation to circulate on its own. When
inflation reaches the medium degree, measures to curb
demand and control currency will stagnate the economy
while the inertia continues to push inflation, thus creat-
ing a situation of “stagflation.” There are many aspects
of the inertia of inflation. Experience at home and
abroad shows that the higher the rate of inflation is, the
more powerful its inertia will be. China’s inflation rate is
between 10 to 20 percent, and “stagflation” is unavoid-
able in our efforts to curb inflation. Therefore, we should
be ideologically prepared for a period of economic

decline as well as “stagflation.” It takes “‘tenacity” to
tackle “stagflation.” Otherwise, endeavor to bring infla-
tion under control can stop halfway.

Few tangible results have been obtained in curbing
inflation in recent years. Interpreting this in light of the
theory on economic cycle and countermeasures in
response to the “reverse cycle,” some comrades believe
that when the economic growth rate drops, it is necessary
to expand demand to stimulate economic recovery so as
to avoid excessive pressure when demand expands again
following drastic control measures. If there is a cycle of
economic growth, there should be peaks and bottoms
such as ups and downs in the quarterly growth rates in
recent years. However, there have never been zero or
minus growth rates, that is, the economy has never
dropped to the bottom and, therefore, it does not need
stimulation for recovery, and the “reverse cycle” coun-
termeasures, of course, cannot bring inflation under
control. As a matter of fact, the crux of the “reverse
cycle” countermeasures is to even up the peaks, not to
raise the troughs. Hence, it is necessary to make tena-
cious efforts over a protracted period to control demand
and stabilize the economy so as to ensure a steady and
healthy growth of the national economy, and avoid a
cycle of major oscillations and fluctuations in our eco-
nomic development.

Several Specific Measures

Yang Lu [2799 7627], adviser to the Research Center for
Economic, Technological, and Social Development of
the State Council:

Improving the economic environment mainly means
checking inflation. Deficits in the state budget must be
eliminated as soon as possible. Before the financial
revenue and expenditure are balanced, overdrafts from
banks should be resolutely stopped. Instead, the banks
shall issue periodic bonds and cut down loans. Bank
credit must be resolutely tightened. But there should be
no indiscriminate tightening of money in circulation.
Not only must nonproductive capital construction
projects be carefully screened and the construction of
office buildings, auditoriums, and guest houses sus-
pended or postponed, but productive capital construc-
tion projects and their bank loans should also be exam-
ined. All industrial processing projects whose demand
for raw and processed materials exceeds the supply and
all technological innovation projects of a capital con-
struction nature shall be suspended or postponed, and all
their loans shall be stopped. Loans for all suspended or
postponed projects should be repaid. The suspended or
postponed projects shall be asked to sell their stocked
building materials to repay the loans. The suspension
and repayment of bank loans are aimed at ensuring that
funds, building materials, energy, transportation, and
raw and processed materials shall be available to capital
construction projects which produce items in acute short
supply, so that they can be expeditiously built and put in
production. This is one of the key measures to improve
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the economic results and extricate ourselves from an
economic predicament. At the same time, it is necessary
to ensure the availability of circulation funds to meet
normal production and operational needs. Enterprises
with an overstock of raw and processed materials or an
accumulation of products shall be asked to repay their
loans and reduce their stocks or to accept merging. In
this way, the economic growth will inevitably slow down
for well-coordinated development.

To absorb idle funds, it may be practical to import home
electric appliances or their major components to be
reassembled at home and sold at high prices by the
commercial departments, while home-produced appli-
ances shall be sold by lot drawing to holders of time
deposit accounts at state fixed prices. Some people have
proposed that the value of short-term time deposits
ranging from 6 months to 2 years also be guaranteed. Its
advantages and disadvantages still need further study.
But I think the majority of their holders are likely to cash
them on the date of maturity in order to buy commodi-
ties. Guaranteeing their value does not necessarily delay
their withdrawal from the bank, but the added interest
will surely increase their purchasing power when cashed
at maturity. To postpone their increased buying power,
it may be advisable to encourage the conversion of fixed
deposits of 6 months, 1 year, and 2 years to value-
insured fixed deposits of 3 years. However, the value of
short-term deposits of 6 months and 1 year should not be
guaranteed.

Rectifying the economic order is mainly aimed at recti-
fying the order of circulation and the mines. With regard
to rectifying the circulation order, first, the central
authorities have begun monitoring the intermediate
companies and are investigating and punishing ‘““bureau-
cratic profiteering.” This is absolutely necessary. But the
state-run commercial, supply, and foreign trade compa-
nies must first be rectified because they are the major
channels. Next, it is necessary to correct laxities in
industrial and commercial administration, reduce the
overextended operation approved in the past, and cancel
the labor service companies run by various units. For
example, the labor service company run by the railway
bureaus sell train tickets; the labor service companies
run by the iron and steel companies sell steel materials,
and so on and so forth. Second, we must clearly provide
that the wholesale in one region is a single-step operation
and all local resales with additional prices are strictly
forbidden. Commodity circulation between different
regions should also follow a rational circulation law and
unscrupulous circulation as well as re-exporting back to
the place of origin {[dao liu 0227 3177] should not be
permitted. Meanwhile, manufacturers should be given
the authority to set the bulk rates of commodities in
short supply in areas where they are marketed. The
manufacturers should set for various marketing areas the
wholesale prices of delivered goods and they may com-
mission various local wholesalers to be their sales agents
or set up marketing outlets themselves. By doing this, the
manufacturers can collect the profits caused by high

demand and have the incentive to expand production.
However, in order to guard against reckless develop-
ment, excessive profits should be taxed and levies should
be collected for the price regulating fund. Third, the key
to developing coordinated and steady agricultural pro-
duction lies in improving the order of the market of
agricultural goods and guarding against all types of
“major war” in this market. On the one hand, the state
should carry out guidance plans, provide guidance
prices, and buy and market agricultural goods according
to contracts; on the other hand, the state should intensify
its market control. Relevant departments under a county
government should organize the major manufacturers,
commercial enterprises, and traders to sign contracts
with the farmers and set unified standards for quality
and purchasing prices, designate purchasing areas, and
allocate purchasing quotas. Heavy fines should be
imposed on the violators. At the same time, the state
must demand that government organs and traders follow
the unified purchasing prices and punish those who do
not. Such measures are practical as long as purchasing
prices are set according to the law of value and price
relations are rational between different types of agricul-
tural goods. Those agricultural goods for which the
prices have gone up sharply, because supply can hardly
meet demand, should also be taxed for the price regula-
tion fund so there will be money for balancing farmers’
income, making up losses caused by natural disasters,
and subsidizing the kinds of agricultural goods of which
supply is much higher than demand, so that their mini-
mum prices can be protected. During the purchasing and
marketing of agricultural goods, supply and marketing
cooperatives should display the spirit of serving the
producers. In addition to not hurting the producers’
interests by downgrading the quality of their goods and
thus paying lower prices for them, they should guide
their production by providing the necessary services.

Improving mining areas’ order is not yet on the agenda,
and many state mines have been encroached upon by
independent and associated small miners, and mineral
resources have been plundered. Thus, while improving
economic order, we must consider improving the order
of mining areas an important project that must be
carried out as early as possible. To reduce resistance, we
should acknowledge the small miners’ vested interests
but firmly stop them from fleecing the major operators
and the state. To uphold this principle, we should
organize the small operators to operate jointly and make
them the shareholders of the operation, and the amount
of shares they get should be based on the values of their
mines. The original workers should be properly placed.
According to the principle of utilizing resources ratio-
nally, the joint enterprises should centralize their plan-
ning of production, construction, supply, and marketing.
They should close down the redundant mines, increase
the use of machinery, and install more facilities needed
for production safety.

Some people worry that improving economic order will
cause a reversion to the old system. In my opinion, we
must proceed with reform and guard against reversion to
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the old system. However, proper intervention, control,
guidance, management, and supervision are still neces-
sary in areas where the operation has been decontrolled
but not supervised, or where the operation has been
overly decontrolled. This is seeking truth from facts, and
not reversing to the old system. During the course of
reform, we must constantly examine our experiences,
and moving back and forth while making amendments is
essential for reform and is not strange at all.

Strengthening Macroeconomic Management and
Controlling Investment Scale

Lin Senmu [2651 2773 2606}, director of the Capital
Construction Research Institute of the State Planning
Commission:

Reducing investment volume is the central link in the
drive to improve the economic environment. When we
review the course of our country’s economic construc-
tion, we find that there is always the question of exces-
sive increase of the investment volume. When the invest-
ment volume increases excessively, we have no choice
but to make vigorous efforts to reduce it. However, as
soon as we have reduced it, it begins to increase again,
and we are forced to make new efforts to reduce it. This
is still the case since we began the structural reform. The
periodical expansion of investment has become a major
problem besetting us.

Why is there still this problem of hunger for investment
in the course of reform? How can we effectively control
the volume of investment to ensure smooth progress of
reform and construction?

After years of reform, we have developed a new invest-
ment structure in which investors from different eco-
nomic sectors invest in a variety of projects through
different channels. The amount of nonbudgetary invest-
ment has increased to more than half of the total amount
of investment. However, local governments and enter-
prises lack the self-control mechanism, the old macroe-
conomic control mechanism is unable to control non-
budgetary investment, and the imperfect market can
only regulate a very small portion of the investment
activities at the microscopic level. All these reasons plus
the spontaneous tendency toward increasing investment
volume inevitably make the increase a reality.

To effectively control investment demand, we must
strengthen macroeconomic management and establish
an investment control and regulatory system suitable to
the transitional period in which both the new and old
structures exist side by side.

1. The area of investment managed by the government
should be expanded to incorporate the entire society.
The government investment plan should not concern
itself solely with budgetary investment by units owned
by the whole people. It must be used to guide investment
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in fixed assets in the entire society, especially nonbudge-
tary investment, so that investment needs and the supply
of capital, materials, and technology can be roughly
balanced.

2. The target of control and regulation should be made
clear in the investment plan. The plan must have binding
force. It must not be merely for reference or forecast
purposes.

3. Although we have the plan to guide nonbudgetary
investment, we lack means to implement the plan. We
should draw up a plan to control and regulate investment
for the entire society. The plan should cover finance, tax,
banking, commodity price, and other general economic
departments. The target of control and regulation shall
include money supply, credit volume, the supply of
different types of government bonds, the alignment of
investment in different industries, the rate of deprecia-
tion, the investment tax rate, the interest rate, the price
index of invested materials, and the standard earnings
ratio.

4. In the period of structural change, many economic
measures are unable to function properly. Therefore, we
should not hastily abandon administrative measures
overnight. Actually all the construction projects (with
the exception of houses built by the peasants) are under-
taken with the approval of the local government. With-
out the approval of the local planning or economic
commissions, banks will not open accounts, electricity
departments will not supply electricity, and industry and
commerce administrative agencies will not issue busi-
ness licenses. The investment volume and makeup can
be controlled if governments at various levels seriously
control the screening and approval of project planning
and construction.

5. We should establish a system to make investment
decision and manage investment information, and we
should enforce a system of registration for investment
projects. At the same time, we should promulgate rele-
vant investment information regularly to guide invest-
ment by all trades and professions.

6. We should speed up the enactment of investment laws
and use them to bring the relations between various
investments into better balance, to establish the legal
status of the parties involved in the investment, and to
eliminate blindness from the current investment deci-
sion making process and resolve the question of the lack
of clear responsibility prevailing today. We should push
forward the reform of the investment structure,
strengthen the overall balancing function of planning,
make the macroeconomic control and regulation of
investment and the decision making process more scien-
tific and democratic, and ensure the integration of the
responsibilities, rights, and benefits of all investment
parties.
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Seriously Improve Financial Environment

Yun Zhiping, deputy director of the Overall Planning
Department of the Ministry of Finance:

In the 10 years of reform, great achievements have been
made in the financial work. However, the present situa-
tion is also very grim. The main indications of the grim
situation are confused financial management thinking,
strained financial environment (tight financial situa-
tion), serious dispersion of capital funds, and slack
financial and economic discipline. 1 think that the fol-
lowing measures should be taken in accordance with the
guidelines of the 3d plenary session of the 13th CPC
Central Committee and in consideration of our actual
financial situation:

1. We should make the greatest determination to elimi-
nate financial deficits. In projecting the financial budget,
we should from now on fully tap the potential of reve-
nues and frugally arrange expenditures. On the whole, no
expenditures should increase in the next 2 years, with the
exception of top priority spendings, such as those for
national defense, education, and science development.
Even the top priority spendings must be strictly con-
trolled and their increases must be within our financial
capability. We should strive to achieve a balance
between revenues and expenditures in several years.

2. We should properly concentrate financial resources.
We should seriously implement the decision of the June
1983 central work conference on raising state budget
revenues to 28-30 percent of the national income, and
strive to attain this objective in the next few years.

3. We should improve the management and control of
extra-budgetary funds. In order to do so, we may con-
sider screening all the extra-budgetary funds to decide
according to their conditions which should be allowed
and which should be resolutely taken over. At the same
time, we should institute and improve procedures for
management and use of extra-budgetary funds.

4. Tt is necessary to deepen the financial reform, includ-
ing the reform of the budget system, taxation, and state
property management. In particular, we should acceler-
ate the reform of the enterprise distribution system to
make enterprises truly assume sole responsibility for
profits and losses. We should arouse the enthusiasm of
enterprises and their workers and staff members, raise
their economic efficiency, and at the same time strive to
solve the problem of making enterprises pay back their
technological transformation and capital construction
loans after paying tax, not before paying tax.

5. Problems concerning foreign debt management should
be solved seriously. At present, there are many problems
concerning foreign debts, including disconnection of
borrowing, use and repayment, and very poor efficiency
in using foreign debts. Foreign debts have become an

extremely great risk. To handle the foreign debts, we
must have a unified policy and planning, put them under
a unified management, and pract