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ABSTRACT

EQUILIBRIUM OF SOCIALIST

MICROECONOMY

This book is a pioneering work in China for sys-
tematic analysis of the mechanism of social-
ist microeconomy. It applies the principles
and methods of modern economics and is based
on the performance of Chinese economy. It
analyses the behavior of economic agents, par-
ticularly enterprises, in the pre-reform “admi-
nistration system’ and the post-reform “double-
track system”, and describes the equilibrium of
various economic activities.
The contributions of the book are as follows:
In socialist economy, presence or absence of
planning is not the criterion for distinguishing
different systems., Opposed to market adjust-
nent is not planned adjustment, but ‘““adminis-
trative’ adjustment. The authors define pre-
reform system as administration system and the



present transitional system as double-track sys-
tem. However, the target of economic reform
is to establish a market system, i.e., a planned
commodity economy. The features of all these
systems are elaborately described in this book.

Within the administration system, the ob-
jective of the enterprise is not output or borus
maximum but “leisure’, which is different from
the position taken by many eastern and western
ecoitomists specializing in socialist economy.
And the enterprise is not completely passive
when carrying out a mandatory plan; instead,
governed by a 8pecial cost-benefit structure, it
actively realizes its own objective in the process
of carrying out the mandatory plan. In their
activities, the enterprises will each reach partial
equilibrium. When there is a lax of conirol by
the central authorities to allow mozr< local autono-
my (as is the case with China), the enterprises
may realiize their objectives more easily; their
difference in partial equilibrium will not affect
each other, so that the general equilibrium is
heterogeneous. If the aspects of administrative



adjustment are viewed separately, the adminis-
tration system has a lot of disadvantages which
would even make the existence of the system it-
self impossible. But, as an integrated system,
the disadvantages of the administration system
tend to restrict and offset each other, thus not only
keeping the system working but also making it
adaptable to an underdeveloped economy to
achieve high growth rate. Nevertheless, with the
development of economy in the administration
system, both technological and economic strec-
tures become more and more diversified and the
relations of various economic entities more and
more complicated, which lead to the inadapta-
bility of the administration system to the develop-
ed productive forces and inevitable replacement
of the market system.

In the double-track system, the objective of
the enterprise is per capita income. As economists
focusing on labor-run enterpris.es“have already
described the behavior of such enterprises, the au-
thors contribute fresh ideas and modifications,
(1) How entry barrier of labor market takes



shape in the process of realizing the objective and
how the existence of entry barrier makes the
enterprise meet certain level of income -per-worker
instead of over-emphasizing income-per-worker,
Such behavior is particularly conspicuous in the
double-track system, (2) If the market system
1s perfect, the behavior of the enterprise with in-
come-per—-worker objective will not be short-
termed as compared to that of enterprise with
profit objective. The former will be short-term-
ed only if administrative adjustment still exists,
i.e., in the double—track system. (3) Some un-
usual behaviors of enterprises with income-
per-worker objective, such as downward supply
curve, are logical in the theoretical model.
But in a perfect market system they will not oc-
cur in reality or, if they do occur, draw aticn-
tion. Only in the double—track system will they
occur and even demonstrate themselves distinc-
tively.

In the double-track system, administrative
and market adjustment interweave with and pen-
etrate through each other. So the features and



functions of the combined administrative and
market adjustment are different from either of
the two existing independently, which makes the
behaviors of the enterprise as “nonstandard”
as selling something to A on condition of not
only getting money but also buying something
from A, bribery, the shift of supply and demand
curve in the partial market, unsymmetrical cost-
benefit structure in the process of innovation, and
so on, The result is that the economic reform
can not get the expected achievements. So the
double-track system is only a tramsitional sys-
tem. But even so, the double-track system
is better than the administration system. (1)
Although the equilibrium of various economic
activities in the double-track system exists ab-
normally, as compared with the administration
system, it is closer to the equilibrium in the market
system. (2) The most important role of the
dnubie-track system is to undermine gradually the
adwinistrative control and adjustment and pro-
vide “growth point” for various markets contin-
ously,



In mention of the socialist market system,
the authors point out: (1) While the prescriptive
.plan defies market adjustment, the plan can be
combined with such an adjustment. (2) The
‘market system can display socialist principles
and fit in with the developed productive force
more than the administration system.

The book includes a lot of statistical data to
describe the features of different systems and to
test the authors’ conclusions.

The. authors are two facuity members of
Shanghai’s Fudan University. Pan Zhen-min
is a lecturer in the World Economy Department
and Luo Shou-chu is a lecturer in the Economics
Department. They are both conducting concur-
rent graduate work towards doctoral degree,
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