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\Dhstract

Abstract

This book tries to do an overall and systemic research on adjustment and
control of general price level. It involves measurement of general price level, de-
terminants of general price level, impacts of the change of general price level and
target, instruments of adjustment and control on general price level, and so on.

The book consists of 6 chapters and the main contents are as follows:

Chapter 1 discusses the meaning and measurements about general price
level, choice and application of price indices. The new progress and research
about the price indices in domestic as well as abroad are introduced and dis-
cussed on one hand. It makes suggestions to approve China’s price statistics on
the other hand, such as introduction of the core price index and so on.

Chapter 2 studies the determinants of general price level. Marxist price
theory and modern western macroeconomics are applied to study the determi-
nation of general price level. It discusses the general and concrete factors as
well as their relations in the determination of general price level.

Price of the product is monetary expression of the value of product and
price reflects the ration between the value of product and value of money. Ac-
cording to this theory, it is needed to consider the change of value of product
as well as value of money. Based on the analysis about the determinants of gen-
eral value level of products and value of money in different monetary systems
and models as well as curves, the models about the relations among products,
money circulate volume and velocity of money are established.

In the view of market movement, general price level is determined by
aggregate demand and aggregate supply as well as their ratio. The paper discus-
ses in depth characteristics and determinants of AD curve and AS curve and

clarifies the determination and movement of general price level.
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Chapter 3 studies the impacts of change of general price level. Different
kinds of impacts of the changes, i e. , unexpected and well-expected, direct
and indirect, are discussed in detail. It tries to expound and prove that severe
fluctuate of general price level will produce negative impact on market mecha-
nism and keeping stability of general price level will benefit to health develop-
ment of economy.

This chapter discusses the different meaning of inflation, deflation and sta-
bility of general price level and gives right definitions. The traditional definition
in China about inflation is not correct. According to Marxist money and price
theory, there is not an objective money volume and inflation is rising of gener-
al price level.

This chapter discusses the different definitions about deflation, which has
been one of important topics in recent years. There are many misunderstand-
ings about the deflation in economic circles. Deflation is just the opposite of
inflation and is decreasing of general price level. Those other understanding
about deflation, such as deflation is related with decreasing of money volume
or deflation is related with decreasing of GDP, are all not in line with theory.

The empbhasis of this chapter is study on the impacts of change of general
price level from different aspects. It covers direct and indirect impacts, expec-
ted and unexpected impacts and impacts under different economic institutions.
The direct impacts refer to those changes could be observed or measured along
with change of general price level The direct impacts include change of
wage, income, interest rates, exchange rates and other economic variables.
The indirect impacts refer to those impacts on business activities, economic
growth and resources allocation. The unexpected change of general price level
has significant impact on economy. When the change of general price level is
well expected by consumers, firms and other market subjects, there will be Lit-
tle impacts on economy. However, consumers and firms could not have well-
expectation on change of general price level and therefore any change of gener-
al price level will have impact on economy in some extend.

Chapter 4 studies the relations between change of general price level and
.2,
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economic growth. The main theories and empirical analyses are reviewed and

discussed. The basic conclusion is that the viewpoint of inflation will benefit
cconomic growth is not correct; the stability of general price level is one of
key conditions for nation’s long-run economic growth.

It is needed to pay attention to Marxist economic growth theory when
studying the economic growth theory. There are many valuable theoretical an-
alyses on economic growth in Marxist study on movement law of mode of cap-
italism production . Economic theory of Marxist will be helpful for us to un-
derstand modern western economic growth theory and will be basis for us to
study economic growth under the socialist market economy.

This chapter reviews the economic theory of the institutional economics.
It points out that the viewpoint of “social systems and their changes are of im-
portant to economic growth ” is right but it is not a new point and does not
belong to the institutional economists also. Marx pointed out in the middle of
19 century that the capitalist system had played great role for promoting eco-
nomic growth in that time.

The relationship between change of general price level and cconomic
growth is center of this part. It reviews the theories and their changes of west-
ern economists and discusses the several empirical studies on this area. The
conclusion has drawn based on theoretical analysis. In general, the fluctuation
of general price level, especially the substantial or violent fluctuation will hin-
der economic growth; The change of general price level will have some im-
pact on economic growth when the change is not well-expected by people: in-
flation would benefit economic growth and deflation would harm economic
growth to some extent in some conditions. However, this kind of impact is
uncertain and only short-run and there is not impact on long-run growth.

Chapter 5 studies the choice of target for adjustment and control of gener-
al price level. Discussion about theory and practice in western countries on tar-
gets of adjustment and control of general price level has been made. It reviews
and comments about our country’s theory and practice before and after the re-

form and opening-up on the target of adjustment and control of general price
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level. It also studies the basic thought and methods about choice of target for
adjustment and control for general price level under socialist market economy.

Inflation is one of worldwide phenomena for long time and in-depth
analysis to this phenomenon is made in this chapter. According to Marxist
price theory, under the gold or silver money system, the trend of general price
level is determined by the value of products and value of gold or silver and
there is an objective and stable trend also. But, under the paper money sys-
tem, there will not any objective trend of general price level. The change
trend of general price level is adjusted and controlled by the governments ac-
cording to a certain target.

This chapter reviews and comments about the history of targets of adjust-
ment and control on general price level from 1950’s to present. Under the
central planning economic system, it is necessary to keep stable of general price
level to keep order of the planning system and to ensure the planning price sys-
tem to become key instrument for planning accounting. In order to make the
planning price system serve to panning economy, a stable general price level is
needed.

Since the reform and opening-up, as the transition from planning econo-
my to socialist economy and fluctuation of price level, government has paid
much more attention to adjustment and control for general price level. The
target of adjustment and control has become one of targets of macroeconomic
policies in the annual plan of national economic and social development, as
well as in the “Ninth Five-year Plan” and *Tenth Five-year Plan” . Howev-
er, the target in many years was not met very well. There were remarkable
gaps between the targets and the real change rates in some years with violent
fluctuation. It is necessary to do further study to improve the methods of fore-
casting and determination for change of general price level.

Chapter 6 makes a comparative study on policies and instruments of ad-
justment and control for general price level and reviews the practice of adjust-
ment and control for general price level since reform and opening-up. In the

final, the situation of deflation since 1997 is discussed in-depth and suggestions
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of policies are put forward.

In developed countries, the main instruments of adjustment and control
for general price level are monetary policy and fiscal policy, the income poli-
cy, which controlling wages and prices directly are applied only under some
special and severe circumstances.

Under traditional planning economic system, the state plan and adminis-
trative instruments are the basic instruments to control the general price level.

Since the reform and opening-up, the economic instruments have
strengthened more and more in control of general price level and the function
and position of administrative instruments has gone down gradually. The law
system for adjustment and control of general price level has been improved al-
S0.

Comprehensive study is needed to the trend of deflation since 1997 and it
is needed to study from different aspects, such as the deepening of reform and
opening-up, as well as development. On the aggregate demand side, the sl-
owdown of net export because of the impact from Asia financial crisis has in-
creased the surplus of domestic market and has become one of factors for the
trend of deflation. The slow growth of income of households, farmers in parti-
cular, has been an important factor for the situation of deflation.

There is a large surplus rural labor force in our countryside because of the
dual structure in the urban and rural economy. It is an inevitable trend for sur-
plus rural labor force to move to non-agricultural industries and to cities and
towns. It will increase the supply of labor in urban labor market and it will
produce a pressure on the increase of wages and even make the wages go
down. There will be a decrease trend of wages for non-agricultural industries
in long run. Therefore, the increase of cost level will be limited and it will be
a possibility of decrease for general price level

The slowdown of growth of money stock is a key factor to deflation.
There are many reasons for the slowdown. There will be a phenomenon of
“ cautions about making loans” to firms in recent years. It is because of the

strengthening of risk management in the state-owned banks and the lack of
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profit incentive mechanism. It is always difficult for small and medium enterpri-
ses, which need money urgently for getting financial support from banks. The
major reason would be that there are not enough local small and medium banks
which supporting to small and medium enterprises in our country. The main
reason for the slow growth of money stock is institutional.

The central government adjusted the direction of macroeconomic policies
to check the deflation and adopted proactive fiscal policy and sound monetary
policy since 1998. Facts have proved that the major macroeconomic policy de-
cisions taken by the government since 1998 have got great achievement. The
growth of national economy has been promoted and the trend of deflation has
been checked.

Some negative effects with the implementation of proactive fiscal policy
should be studied. It is needed to adjust the fiscal policy according to the
change of domestic and international economic circumstances.

There are two kinds of policies to increase the consumption level of
households in rural areas. Increase of income of farmers is on the one hand and
the reduction of farmers” burdens is on another hand. It is urgent to speed up
the establishing of social security system in order to increase the consumption
level for urban households.

The priority of expanding demand is domestic market in long run and the
expanding of international market should be put in an important position too.

The adjustment and control about general price level is very complex and
any research- will be not satisfying. The shortcomings of my dissertation are as
following: First of all, in-depth analysis on some topics is lack when it tries
study entirely, systematically and synthetically on the theme; Secondly, quan-
titative analysis is lack while theoretical analysis is emphasized. Finally, there is
not detailed analysis about impacts of change of international market on general
price level under the globalization. All of these deserve to study deeply and

make perfect in future.



