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ABSTRACT |

ANALYSIS ON EQUILIBRIUM AND
DISEQUILIBRIUM OF ECONOMIC
OPERATIONS

In recent years, Chinese economists have made

valuable contributions in exploring and
studying the relationship between planned sys-
tems and market systems. This relationship is the
central regulation mechanism in socialist econ-
omy, Most of the studies have evaluated the
regulation mechanism from the deep level of
planned commodity economy. Based on these
analyses, this book has studicd the issue further.
On the one hand, it has made a survey of the cur-
rent disequilibrium in economic operations, and
it has also analysed the equilibrium which the
economy should achieve. From these deeper
studies, this book has explored the orderly
structure which a socialist economy should have
in a state of disequilibrium, and has designed
the corresponding regulation mechanism.
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. 1 Equilibrium is the general trend for regular
_ development in an economir. If an economy is
in a state of disequilibrium for a long period, it
will be unstable and disordered. However, dis-
equilibrium, rather than-equilibrium, has to be
the usual state of real economy. Actually, dis-
equilibrium itself does not cause too much trou-
ble in the development of society. The real
problem is that the economic operations in a
disequilibrium state are unstable and disor-
dered, and the mechanism which can regulate
an economy from disequilibrium to equilibrium
does not work. There are two basic types of
disequilibrium in an economy — restraint by
natural resources (shortage) or restraint by de-
mand (excess), There are advantages and disad-
vantages for both types of economic operations,
In a certain society, an economy can not arbi-
trarily change its restrained state, But it can
be beneficial and avert a slump through the role

of suitable regulation mechanisms.
The principal contradiction in the primary
stage of socialism is that the growth of social



productive forces can not meet the incremental
material and cultural needs of the people. Be-
cause of this, there will constantly he restrained
resources  (shortage) disequilibrium in  the
economy. Within a planned economic-§ysten,
the government can promote the growth-of pro-
duc_:_tion through planning, and it-can ajs¢ con-
strict the exess demand of the society through
planning, Thus the shortage can be controlled
within a certain extent that the economy can
bear, so that 1t wili not cause the crisis of aggre-
gate demand expansion. = But the state of disequi-
librium caused by problems of the economic sys-
tem wiil break with this extent and push the ags
gregate demand expansion forward, In the real
world, the problem of shoriages is always the.
problem of structures. Especially the ‘“bottle-
neck” of industrial structures hipders the growth
of supply c¢apacity of social production. A
socialist country must regulate cconomic opera-
tional systems through the reform of the eeo-
nomic system, in order to promote.the economy
from restrained resources operations to balanced



and orderly operations,

In the present socialist development stage,
the economic operational mechanism is the
combined systems of commodity economy
(modern, not classic) and planned economy.
Planned economy and commodity economy
are not combined mechanically, but organi-
cally.: " It is° wrong to approach planned econ-
omy and commodity ecconomy equally. It is
also wrong to survey the functions and relation-
ship between them at the same level. As the basic
state of economic operation, commodity economy
i1s the function of the economic system. But
by the nature of a socialist economy, planned
economy plays a leading role, In this system,
commodity economy and planned economy have
separate functions which are decided by the whole
system. The function of commodity economy
should not be played down, but at the same time
it should not be deified. The contradiction
between planned economy and commodity
economy is the source of disorder in the pianned
commodity economy.



The basic functions of planning regulations
are as follows: (1) Coordinate and link up va-
rious economic processes and pluralistic targets
of different entitics. (2) Achieve the equilib-
rium goal of objective economic process. (3)
Achieve the expected target of national eco-
nomic planning. The planning regulation will be
changed from direct control to indirect control.
The nature of this change is that the function of
market mechanism has been adopted with the
mechanism of planning regulation. It has trans-
ferred planning regulation from the unit one into
two parts — regulating market through planning
and regulating enterprises through the market,
The basic form of government planning regula-
tion in markets is parameter-regulation. Gov-
ernment does not directly control the economic
activities in markets, nor does it directly reg-
ulate market prices and interest rates. The
government carries out planned guidance basi-
cally depending on economic parameters,



2 Market equilibrium b=tween supply and de-
mand exists as a general trend and average level.
In the process of equilibrium, there are various
kinds of disequilibrium. Market price is not
the only standard for the measurement of equit
librium. There are also other non-price sym-
bols such as excess'levels or shortage levels.
In commodiiiy production, the target value for
the measurement of equilibrium is labour-time
socially necessary. It calls for the markeét to
find an equilibrium between supply and de-
mand by using resources efficiently and meeting
people’s need to the maximum. The value of
labour-time socially mecessary directly affects
th: process of market opcrations from dis-
equilibrium’to equiltbrium. But the labour-time
socially necessary is not constant; it must be
readjusted in' the process of economic  opera-
tions. So the target value of économic cquilib-
rium should’ be detérmined dynamlcally in the
process of economic ‘operations. BN

In the real world, markets are always in a
statc of disequilibrium and they break away from



the target value of labour-time socially necessary.
Two things account for the phenomenon. First,
there is contradiction between use-value and
value in commodity productions. Second, the
activities of buyers and sellers do not coordin-
ate in a shortage economy. Of course, when a
market is in the state of disequilibrium caused
by shortage, buyers can either constrain their
consumption or buy goods by substituting other
goods, lining up, waiting, or unwiilingly saving,
so that the market can reach equilibrium, But
this kind of equilibrium does not accord with the
goal of socialist economy. Under a state of
shortage, equilibrium between supply and de-
mand should be regulated according to the
target value — labour-time socially necessary.
This is the key issue of regulation mechanism.

In commodity economy, the value law is
the faw of regulating productions according to
the proportion of Jabour-time socially neces-
sary. It is also the law of inarket equilibrium
between supply and demand. The functional
mechanism of value law and its transformation



faw is market mechanism, In a planned com-
modity economy, market mechanism has the
function of regulating thc proportion of social
production and regulating the relationship be-
tween supply and demand, so that the target
value of labour-time socially necessary can be
achieved. All kinds of markets— such as pro-
duct markets, financial markets, labour force
markets — are combined to form an aggre-
gate market structure. These markets are
constrained by each other while they are inter-
dependent. Symmetry and unity of these mar-
kets are very important conditions for stabiliz-
ing the equilibrium between aggregate supply
and aggregate demand. In the light of China’s
present situation in which market system is
not perfect, this book puts forward a detailed
suggestion for consummating market system
and forming sound market mechanism. Dereg-
ulation is the necessary way to form a sound
market system. But we can not just depend on
deregulation to create a new market mechanism
in 3 modern commodity economy. While im-



plementing deregulation poiicies, we have to
organize markets.

The stable level of automatic equilibrium
between supply and demand regulated by mar-
ket depends on the following factors: (1) Per-
fection of market system. (2) Accuracy of
market information. (3) Response of business
to market information. (4) Perfection of market
competition. In a planned economy, the fuiler
these factors are, the better the regulative func-
tions of market mechanisms will be. But the
weakness of the function of market mechanisms
restrains the scope and degree of its regulation.

The subjective condition of market equilib-
rium is that enterprises must not only sensitively
respond to the regulative information of
market mechanism, but also possess an enter-
preneurial spirit. In the present transformation
process of economic systems, the behaviour of
enterprises are abnormal. It has lead to the dis-
equilibrium of markets, and it wiil likely resuit
in the loss of control at the micro-economic
level, In order to improve the behaviour of
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enterprises, the fundamental countermeasures
should be to carry out nccessary reforms on
mechanism and consummating the mechanism of
enterprises’ behaviour in the light of characteris-
tics of current economic operations. There are
four targets in consummating the mechanism of
enterprises behaviour: (1) Ensure the normal and
independent activities of enterprises. (2) Stimu-
late the vigor of enterprises and entrepreneurial
spirit, (3) Etfectively lead the vigor of enter-
prises onto the path of national economic plan-
ning. (4) Ensure the state owned assets of en-
terprises to be increased in value. At present,
China’s economic reform is well on its way.
The basic contents of creating subjective condi-
tions for achicving market equilibrium are: Iin-
plementation of deregulation policies in a rea-
sonable degree based on the spiit of operational
rights from propriztary rights; consummate self-
restrained mechanism of enterprises based on a
casonable budgeting restraint; and consummate
incentive mechanism based on the determination
of reasonable stimulating degree to both benefits
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and responsibilitics of enterprises.

In the light of functional weakness of mar-
ket regulation, a planned economy country
needs to be regulated by planning to keep
orderly operation of market mechanism. One
of the characteristics of planned economy is the
selection of market mechanism functions. In the
present economic stage, markets are still “black
boxes” on the whole to both government and
enterprises. In fact, the regulation of economi¢
planning to markets is that the government
changes “invisible hand” into “visible hand™.
This includes two parts — planned guidance on
the formation of prices, and planned guidance
on supply and demand. This book Tadvances
the view that *“black boxes” should be opened
to become “white boxes”’, and defines free
prices, floating prices and unified prices accord-
ing to the degrec of openness. It also de-
fines a corresponding framework of pure mark-t
regulations, guiding planning ana instructing
planning. |
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3 There are three criteria on the stable state
of industrial structures. First, products are born
through the exchanges between two depart-
ments, so that they can meet the needs of social
investment and consumption. Second, based on
reasonable reproduction on an extended scale
or rational economic growth rate, the accumula-
tion of departments should be in proper ratio,
and so should the growth rate between these two
departments. Third, aggregate supply (both in-
termediate products and final products) of all
industrial sectors and social demand (in-
termediate as well as final) should be equi-
librium. The capability of production of
each industrial sector should be fully used ac-
cording to a rational growth rate. Considering
the level of development, the evolution and ba-
lance of industrial structure must be in keeping
with its own target. That is, it should constantly
promote the social production capability and
raise satisfaction of social needs to a new level,
Modernization of industrial structures is embo-
died in the forms of the allocation ratio of pro-



