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ABSTRACT

The repressed and hidden inflation that had long
been in existence in the socialist traditional economic sys-
tems has magically revealed its true nature in the course
of economic system reforms in socialist nations. Under its
magical influence, the economic system reforms in many
socialist countries seem to have entered a hypnotic state,
like a once vigorous youth but now under the spell of a
magician. In the present-day economic system reforms in
China, inflation is difficult to control, and is thus gravely
threatening the economic reforms and development. It is
on the basis of such reality that the book Introduction to
the Inflation in Socialist Economy has come into being.

The book, drawing extensively on both Eastern and
Western economists’ research on inflation, aims to make
an indepth and systematic research on the inflation in so-
cialist economics and disclose the nature of inflation; to
present a comparative study on the mechanisms that give
rise to inflation and their national peculiarities in the oper-
ation of socialist economics before and after reforms; to

analyse the economic effects of inflation; to explore the



relationship between inflation and economic growth; to discuss goals of the
policy against inflation and methods of formulating and carrying on various poli-
cies against it, and how to alleviate the pressure of inflation to eliminate its influ-
ence and effectively control it by the Economic System Reform. In the present
work, the author attempts to put forward his own views on the following issues
related to inflation:

1. In the vast economic literature, there are countless definitions on infla-
tion; however, in describing its nature, the majority are confined to the factors
leading to inflation, its forms and its characteristics, either leaning heavily on
one-sided abstraction or attempting an all-sided and, consequently, lengthy de-
scription, which, to a larger extent, has engendered the loss of scientific ab-
straction necessary in the definition itself. The author, therefore, proposes in
the book a new definition on inflation (see 1.3). This definition manifests that
inflation is in nature a phenomenon of currency, but not merely a simple phe-
nomenon; rather, it is a phenomenon of currency constituted by the interrelation
between the amount of currency and the commodities (various services and cap-
ital assets inclusive). In this interrelation, the cause-and-effect relation between
the amount of currency and various phenomena of inflation is bi-directional, viz. ,
in the process of inflation, the amount of currency may be the incipient cause,
mid cause or ultimate effect. For instance, when economic units, enterprises and
residents enforce the bank to issue currency in order to realize their “planned ag-
gregative demand”, which exceeds the social aggregative supply, the amount of
currency is only a medium that transforms *planned aggregative demand” to
“effective aggregative demand”. And under the circumstance that the cost rise
leads to a price level rise, the bank has to increase currency issuance to keep the
social reproduction under the new price; and the incieased currency issuance is
nothing but the ultimate effect and is, furthermore, the condition that supports
the rise of price level. Of course, whatever role the currency plays in the course
of inflation, inflation constituted by the interrelation between the currency

amount and the commodity amount will not necessarily reveal itself in the form



of price level rise, which is particularly so in socialist planned economy. Accord-
ing to research on the relation between the measurement of both non-open and
open inflations, it appears that in displaying their inflationary degree, various
repressed and open inflations, will under certain conditions, present a kind of
substitution relation, viz., while the former increases, the latter decreases and
vice versa. This kind of relation can be explicated by the indifference curve of
inflation rate.

2. In analysing the mechanisms of inflation, the author attempts to
approach this issue from three perspectives: macroeconomic structure, social ag-
gregative demand and production cost.

(1) In the socialist economic operation, *Disequilibrium of Macroeconomy”
and “Out of Control of Macroeconomy” are two distinct but related concepts.
The former refers to the state in which the equilibrium of macroeconomy is dis-
turbed, whereas the latter refers to the state which deviates from the macroeco-
nomic operation orbit determined by the government’s controlled aim in macro-
economy. When the goverment’s controlled aim of macroeconomy in a certain
period is not strictly in a state of equilibrium, the distinction is constituted by the
deviation of the macroeconomic state determined by the controlled aim of macro-
economy from the state of macroeconomic equilibrium (the socalled policy per-
mitting difference rate). In socialist economy, the disequilibrium of macroeco-
nomic aggregate and the disequilibrium of macroeconomic structure are mutually
invoking. the sudden structural disequilibrium being, in particular, a vital factor
for double disequilibrium and inflation.

(2) The socialist planned economic system has determined that the social
aggregative demand can be divided into the planned aggregative demand and ef-
fective demand. The former is based on the consideration that each individual e-
conomic unit gives to its own relative share in the national income distribution
while the latter on the actual monetary income that each individual economic unit
has in the income distribution. And since in the economic reforms there exist no

effective constraining mechanisms, and by the mechanism of income catching-



