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ABSTRACT

In recent years, Chinese economy is facing with serious short-
age in aggregate domestic demand. It has already lowered down
China’s economic growth and affected the economic reform course.
How to deal with the problems is now an urgent task not only for
Chinese government but also for economists. The purpose of this
book is to give some consultant to the policy makers by in — depth
studying in this issue.

Significance of the program: the book has significant meanings
either in theoretical or in practical sense. Firstly, As the most popu-
lous country in the world with about 130 billion people, China met
with a serious insufficiency of domestic demand and deflation when
its production power and consumption level are still very low that its
per capita GDP is less than 700 § . Is this an inevitable consequence
or just an encounter? Our country is the biggest potential market in
the world, its market is very bulky, but, since the open — the — door
policy beginning, China’s economic development was not dependent
on domestic market but on the international market like four Asia
small tigers. Is China’s development strategy wrong? All these kinds

of questions need analyzing and studying. Secondly, China current



is on the key point of institutional transition. In this time, social ag-
gregate demand and supply have its own special rules, and the mar-
ket is most fluctuant, sensitive and changeful during this period.
So, observe and study aggregate demand and supply in transitional
economies is very significant to our country. Thirdly, nowadays,
the economic reform has been in the core stage, whether it will suc-
cess or fail is related with the future of china’s economy. But the
shortage of domestic demand, which has existed for more than three
years, is becoming a serious problem and block on the reform road.
Therefore, it is needed to analyze the phenomena, and find some
policy suggestions to restart the economy.

Domestic and overseas study in this field: supply and demand
and their equilibrium is always a hot topic discussing in the history
of economics. From J. B. Say, John Manard Keynes to Arther B .
Laffer, large amount of the materials have showed that, the argu-
ment between demand — side theories and supply — side theories nev-
er stopped even a moment. In different time, under different condi-
tions, the popular theory is different.

Generally speaking, western theory in this field has the follow-
ing three limitations: the first one is, all these theories are based on
capitalist market economies. Rare of them do studies on aggregate
demand in socialist economy. The second one is, although there are
many economists in former Soviet Union and Eastern Europe have
done some research on demand and supply relationship in socialist e-
conomy, such as J. Kornai’s The Economics of Shortage. But all of
these researches regard socialist planned — economy as their precon-

dition. This kind of theories is not suitable to current China’s social-
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ist market economy and cannot solve the problems turned out in it.
The third one is, since 1990s, as the market — oriented economic re-
form in former Soviet Union and Eastern Europe goes further, a
new research tide on economic transition surged over the whole
world. Many scholars and economists like J. Sachs, B. Naughton,
Woo YongTai, have done a lot of works in this aspect. But most of
these researches are about institutional changes in the process of eco-
nomic transition, very few of them are about market evolution and
economic fluctuant cycles in the transitional countries. Say nothing
of china’s demand problems bring in economic transition.

In china, many new theories and researches turned out in the
process of the economic reform. The representatives of these theo-
ries and researches are FangGang, Zhang ShuGuang, ZhangJun,
Lin YiFu, ShengHong, and some others’ works and studies, in
which, the economists compared china’s economic transition with
than in Former Soviet — Union and Eastern Europe. Because the
Chinese economy was a typical ” shortage economy” , so, researches
before 1990 were all concerned and deal with the problems of infla-
tion and shortage, none of them paid any attention to surplus prob-
lems in the economy. However, China’s economy has transitioned
from lack to surplus, from seller’s market to buyer’s market since
the beginning of 1990s, and met with a new serious problem called
deflation. The changes in the economic situation made the old theo-
ries not suitable to solve the new problems anymore, so that old the-
ories need renewing, rectifying, deepening, and injecting new theo-
ry in.

Main ideas of the book: a) Economic transition will definitely




company with the transition from seller’s market to buyer’s market.
b) The law of aggregate demand in transitional period, which is dif-
ferent from the law under the condition of a planned economy, also
different from the law under the mature market economy, is a spe-
cific one. ¢) The fluctuant of aggregate demand during economic
transition period is violent than in a mature market economy. The
reasons of current insufficiency of demand includes the ones that re-
lated with institutional changes, also includes the mistakes occurred
in policymaking process. d) To expand the domestic demand, we
must take temporary solutions as well as some permanent solutions,
combine short — run policies with the long — run policies, and band
the market startup and deepening the reform together.

Structure of the book: the book consists of six chapters. The
first chapter, ” an historical analysis of the theory of demand and
supply and their relationship”, is just an introduction and a review
of the theories about demand and supply. There are three kinds of
theories are introduced in the chapter: the thinking and theories of
demand and supply in ancient time of China, in western countries
and that in Marxist economic theory. The emphasis is on the theo-
ries of western countries economists.

Chapter two, ” the speciality of the relationship between supply
and demand in transitional economies’, does in — depth researches in
characters and market evolution of transitional economies. Economie
transition is a process of transformation from planned - economy to
market economy, as well as a process from shortage economy surplus
economy. In transitional period, market evolution and reldtions be-

tween supply and demand have many characters of transition such as
PPy ¥
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immature consumption pattern, irregularly market mechanism, and
violent economic fluctuation.

Cheipter three: analysis on causes of the current insufficiency of
china’s aggregate demand. Based on positive analysis, the chapter
sums up the law of aggregate demand during china’s economic tran-
sition, and analyzes its the effects on economic growth. This chapter
will found a base for the next chapter’s study.

Chapter four, " the causes of current insufficiency of our
country’s aggregate demand”, does lots of in — depth analysis on
problems about aggregate demand turned out in current China’s e-
conomy. The chapter analyzed the relationship between consump-
tion, investment, and savings firstly. Then, analyzed the macro
reasons to the current problems with China’s aggregate demand. In
my point of view, macroeconomic policy makers’ mistakes are one of
the main causes for the problem. Then, the chapter studied the mi-
cro reason of the problems, which is related closely with the State —
Owned — Enterprises of China, and is the special reason differenti-
ates to the western countries. At last, the chapter did some re-
searches on the structural and supply — side reasons of the problem.

The last two chapters, chapter five and chapter six, are the
prepositional chapters. Chapter five, ” the experience and lessons in
history and international”, makes a review of the policies used to
deal with the economic' depression and crisis. The chapter reviews in
details of the New Deal in the United American during the Great —
Depress, of the countermeasures adopted by Japanese government to
deal with the deflation and depression in 1990s, and the experience

of German government to deal with the inefficiency of demand in re-



cent years.

Chapter six, ~ the countermeasures to current inefficiency of
aggregate demand”, brings forward countermeasures to the prob-
lems. The countermeasures includes: a) the framework of macro
policies to enlarge aggregate demand, b) the reestablishment of the
micro basis of macro economy, and ¢) the harmonization of the poli-
cies of the current insufficiency of aggregate of demand.

Focus and the emphasis of the book : a) the evolution of market
and the relation of demand and supply. b) The law of the demand in
a transitional economy and the macro policies a government could
choose to deal with the fluctuation of demand. ¢) A in depth analy-
sis of the causes of the insufficiency of China’s aggregate demand in
recent years. d) The synthetic therapy for current problems about
demand.

Breakthroughs and innovations of the book: what new in the
book are include: a) the book put the current problems of China’s
demand into the environment of economic transition, thus we could
analyze more deeply the influence to aggregate demand of institu-
tional changes in china’s market - oriented reform. b) The book put
the current problems of demand into a big country with a very large
domestic market, analyze the reasons of insufficient demand in a big
country like china which have a very big market with a large capaci-
ty and a great potential. ¢) The book relates the demand problem
with the productivity of China, and analyzes the speciality of the in-
sufficiency of demand which come forth when China’s production
power and people’s live level are still very low, and the economy are

developing very fast.
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Research methods: the study is guided by the materialism and
dialectic, persist in the principle that the theory must combined with
the practice, and synthetically use the theories that of Marxism,
western macroeconomics, institutional economics and development
economics to analyze the problems. In the process of the study, the
author pays much attention to combination of normative analysis and
positive analysis, dynamic analysis and static analysis, and embody-
ing analysis and abstract analysis. In this way, the research will
have a very strong and stable basis of study methods.

The famous development economists Fee and Ranis have ever
said: developing country’s aggregate is an area = which cannot do
much things” (Fee and Ranis, 1989). It is because that, in devel-
oping countries, there are too much noneconomic factors affect the
economy, while the statistic datum are too scarce. As a big develop-
ing country, china are naturally facing the same problems, so, the
book is with many difficulties. But, as a very fundamental and very
need — solving problem, we cannot avoid studying it and discouraged
by the difficulties. The purpose of this book is no other than to do a

try in this study area.

Key words: economic transition, aggregate demand, macroeco-

nomic policy.




