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NATIONAL AFFAIRS, POLICY

State Price Bureau Roundup on 1991 Price
Adjustments

92CE06184 Beijing ZHONGGUO WUJIA [PRICES IN
CHINA] in Chinese No 6, 17 Jun 92 pp 21-22

[Article: “Price Adjustments in 1991”’]

[Text] In 1991, central and local governments, observing
the guiding principle of “stabilizing commodity prices
and invigorating the economy,” concretely and safely
made a series of price adjustments, and reduced or
resolved certain rather salient price contradictions.
Based on data collected from China’s 28 provinces, cities
and autonomous regions, the 1991 price adjustments
may be described as follows:

I. Commodity Retail Prices and Service Fees

Combining both increases and decreases in China’s
commodity retail prices and fees for services in 1991, the
net price increase totalled 26.446 billion yuan (with
increases totalling 26.911 billion yuan, and decreases
456 million yuan). In the net figure, the net commodity
retail price increase amounted to 22.469 billion yuan, or
85 percent, and 5.546 billion yuan more than the 1990
figure, which represented a net increase of 2.4 percent.
The net fees for services increase was 3.977 billion yuan,
or 15 percent.

In adjusting commodity retail prices, the government
took advantage of opportunities made available by the
macro-economic environment, and made relatively great
strides forward. In terms of price increases by com-
modity categories, most increases were in the food
category totalling 16.827 billion yuan, or 74.9 percent of
the net retail price increase, with most of the increases
coming from grain and cooking oil. The net firewood
and farm production materials price increases were also
considerable, totalling 2.128 billion yuan and 1.317
billion respectively. The two categories combined
accounted for 15.3 percent of the net commodity retail
price increase. The commodities with relatively small
net price increases, all under 100 million yuan per
category, included clothing, cultural and entertainment
items, and drugs and medical care items.

In adjusting commodity prices, the government raised
the grain wholesale price on 1 May 1991 by gradually
rationalizing grain prices, arousing peasant initiative to
grow grain, energizing the grain market, and lessening
the financial burden on government. In 1991, the gov-
ernment also readjusted retail prices of such commodi-
ties as vegetable oil, processed oil, drugs, rock salt and
lubricating oil. Some provinces and cities also readjusted
prices of such commodities as soy sauce, vinegar, milk
products, soy bean products, wine, iron pots, soap, color
TV, drugs, household use coal, liquified petroleum gas,
plastic film for farming, nitrogenous fertilizer, com-
pound fertilizer and potassium chloride. In addition,
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among the state guided commodity prices, some prov-
inces and cities also readjusted prices of pork, black and
white TV, bicycles, and any unplanned nitrogenous
fertilizer. In the above price adjustments, except for
price decreases for TV sets, prices were increased for all
other commodities.

In terms of the three types of pricing, the net increase of
certain state-set prices totalled 21.78 billion yuan; and
the net increase of certain government guided prices
totalled 689 million yuan. Among state-set commodity
prices, more State Council managed commodity prices
were adjusted, with the net increase totalling 17.429
billion yuan, or 80 percent; and the net increase of
regional government managed commodity prices
totalled 4.351 billion yuan, or 20 percent.

In terms of service fees, adjustments were made in rail
and bus passenger tickets, water, park admissions,
motion picture admissions, public bath, haircut
including apprentice fees, telephone calls, hotel lodging
and medical care, with the net increase totalling 3.977
billion yuan, which is 1.322 billion yuan less than the
1990 net increase.

IL. Agricultural and Sideline Product Procurement
Prices

In government-managed agricultural and sideline
product price adjustments in 1991, price increases and
decreases resulted in a net decrease of 83 million yuan; a
total of 421 million yuan represented the increases, and
504 million yuan the decreases. Following are several
special characteristics of the 1991 agricultural and side-
line product price adjustments.

A. Fewer agricultural and sideline product prices were
adjusted, and the amount involved was less compared to
1990. The 1991 agricultural and sideline product pro-
curement price increases were 9.524 billion less than the
increases in 1990, and price decreases were 841 million
yuan less than those the year before, with the result that
the 1990 net increase of 8.6 billion yuan was turned into
a net decrease of 83 million yuan in 1991. The main
reasons for the price decreases were: 1) One-third of the
regions did not adjust prices, but maintained the govern-
ment-managed agricultural and sideline product pro-
curement prices of the year before. 2) Price adjustments
affected only a few of the State Council managed agri-
cultural and sideline products, such as wild silkworm
cocoons, silkworm cocoons and long-strand cotton. In
1990, prices were adjusted for more than 10 commodi-
ties including sugarcane, beet roots, soy beans, peanuts,
vegetables seeds, sunflower seeds and flue-cured
tobacco. 3) In some commodities managed by regional
governments, the range of price adjustments or quantity
procured was limited, resulting in a net price increase of
only 18 million yuan, with 53 million yuan of increases
offsetting decreases of 35 million yuan.

B. Lower state guided commodity prices had an impact
on the total price adjustment amount. Examining the
data collected from 28 provinces, due to lowered prices
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of such commodities as hogs, sheep’s wool, negotiated-
priced grain and Xijiang’s cinnamon bark, state guided
commodity price decreases reached a total of 464 million
yuan. Hog prices in Sichuan Province dropped from
252.86 yuan per 100 kg to 246.35 yuan, and in Zhejiang,
from 320.42 yuan to 307.87 yuan. Prices of sheep’s wool
declined in Liaoning, Qinghai and Xinjiang Provinces,
with price decreases totalling 23 million yuan. Due to
insufficient demand, the negotiated prices of grain in
Jilin, Ningxia and Jiangxi Provinces dropped, with price
decreases totalling 367 million yuan. Especially severe a
price drop was in the grain-producing Jilin Province,
from 47 yuan per 100 kg to 40 yuan, and in this category
alone, price decreases totalled 350 million yuan.

C. Among the state-set commodity prices, relatively
large price adjustments were made in commodities man-
aged by the various State Council departments. In 1991,
increases in state set procurement prices for agricultural
and sideline products totalled 235 million yuan; of
which, 182 million yuan or 77 percent represented State
Council managed commodity prices; 53 million yuan or
23 percent represented regional government managed
commodity prices. In quantitative terms, State Council
managed price decreases exceeded those managed by
regional governments.

Because the 1991 price adjustment amounts were not
large, no great impact was anticipated in the procure-
ment price level of agricultural and sideline products in
1992.

IIIL. Factory Prices of Industrial Products

Adjustments of factory prices of industrial products in
1961 resulted in a net price increase of 30.886 billion
yuan, of which 31.547 billion yuan represented price
increases, and 661 million yuan price decreases. From
the price adjustment date to year’s end, the net price
increase for the year totalled 20.175 billion yuan. Fol-
lowing are several characteristics of adjusting factory
prices of industrial products:

A. A relatively large proportion of state-set prices were
adjusted. In 1991, the State Council put forward six
price adjustment measures, including: 1) quarterly price
adjustment of petroleum and iron and steel product
series, and of railroad freight cost; 2) quarterly price
adjustment of cement; 3) quarterly price adjustment of
raw materials, and 4) quarterly price adjustment of
lubricating oil and industrial coal supply cost. In 1991,
the net state-set price increase totalled 29.798 billion
yuan, or 96 percent of the total net price increase; and
the net state guided price increase totalled 1.088 billion
yuan, or 4 percent of the total net price increase.

B. Prices were adjusted in many more commodities
managed by the State Council departments than in
commodities managed by regional authorities. In 1991,
numerically and proportionately, more central govern-
ment managed price adjustments were made. Regional
governments supported the smooth implementation of
government price reform, and took concrete, measured
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steps to adjust a series of prices, the most important of
which included: nitrogenous fertilizer, plastic film for
farming, agricultural pesticides, Chinese and western
drugs, and chemical industrial products. But from an
overall standpoint, in terms of net state set price
increase, the net increase of prices managed by the State
Council organs totalled 21.897 billion yuan, or 73 per-
cent of the total net price increase; and the net increase
of regionally managed prices totalled 7.901 billion yuan,
or 27 percent of the total net increase.

C. The key to price adjustment involved basic industrial
product prices. Price increases in these categories were
both numerous and large in amount. In industrial prod-
ucts, of the net factory price increase of 30.886 billion
yuan, 14.207 billion yuan or 46 percent represented
energy fuel costs; 5.397 billion yuan or 17 percent were
ferrous metallurgical products; and 1.533 billion yuan or
5 percent were nonferrous metal products. The price
increases of the above three categories alone totalled
21.137 billion yuan, or 68.4 percent of the total net price
increase. To adjust upward the prices of basic industrial
products is to take concrete measures to solve the price
“bottleneck™ contradiction, to hasten rationalization of
the industrial system, to reduce the financial burden on
government, to increase supply effectiveness of the
market economy, and to promote the coordinated devel-
opment of the national economy.

Discussion on Inflationary Impact of Hidden
Factors

92CE06484 Nanchang JIAGE YUEKAN [PRICING
MONTHLY] in Chinese No 6, 5 Jun 92 pp 33-34

[Article by Song Kechuan (1345 0344 0278): “Warning
About Highly Inflationary Impact of Hidden Factors”]

[Text] After three years of improvement and rectifica-
tion, the relatively rapid inflation that had been occur-
ring throughout China has been brought basically under
control. The inflation rate has fallen noticeably, and
people everywhere feel that markets and prices are
stable. However, on the basis of a study of economic
development over the past two years in Xiangfan City,
Hunan Province, I believe that factors that could cause
high inflation (above target) have not only failed to
disappear, but are continually increasing. This is cause
for great concern.

1. The first factor is the abnormal growth of bank loans
and money supply, which has increased inflationary
pressure. To shake off the market slump and jumpstart
the economy, banks everywhere in the past two years
have greatly increased loans and money supply. Net
currency disbursements in Xiangfan City in 1990 and
1991 were, respectively, 536 million and 375 million
yuan. These figures, respectively, were 95.2 and 36.7
percent higher than in 1988, a year of economic over-
heating. Money supply for the city in 1991 was 1.950
billion yuan, which was 1.43 times as great as in 1988.
This growth rate was 135 percentage points higher than
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that for national income over the same period. In 1991
the ratio of money in circulation to total retail sales
volume was 1:2.17, much lower than the ratio of 1:4.49
in 1988. These figures show that the money supply
exceeds actual demand by a lot, resulting in inflated
currency (it is only due to the market slump that infla-
tion has not yet appeared). Theoretically, when the
prices of most products are determined by market con-
ditions, there is a positive correlation between money
supply fluctuations and price fluctuations, so the effect
upon market prices of an abnormally expanded currency
is strengthened. It is worth noting that the greater part of
the currency and loans released in the past two years has
been used to make up for a shortage of working capital.
With the current serious inventory buildup and cash
flow difficulties, it has been necessary to increase new
loans to maintain the normal functioning of social repro-
duction. This has resulted once again in a “settling out”
of new funds, which is another inflationary factor. Once
markets liven up and the economy recovers to a certain
level, the funds which have “settled out” in the past few
years will inevitably have a negative impact upon the
market, which will once again trigger inflation.

2. There are signs of excess investment demand, and
there is danger that market prices could be raised. Excess
investment demand manifests itself first in excessively
rapid investment growth, and second in a rate of invest-
ment growth which exceeds that for national income
growth. On the one hand, this directly pushes up prices
for building and decorating materials. Furthermore, 40
percent of total investments are converted into con-
sumption funds, thereby driving up retail prices. A
review of past performance indicates that if fixed asset
investments in a given year increase relatively rapidly
and this growth exceeds that of national income, there
will be a relatively large jump in market prices during the
current and following year (because investment growth
has a delayed impact upon market prices). In contrast, if
fixed asset investment growth is relatively slow, or even
slower than the growth of national income, market prices
will be relatively stable or even fall during the current
year and the following one.

With the goals of the improvement and rectification
policy soon to be accomplished, most provinces and
municipalities have relaxed controls on fixed asset
investment to jumpstart their economies. The growth
rate of fixed asset investment in 1990 and 1991 in
Xiangfan City far exceeded that of national income. In
1991, work began on 235 fixed asset projects throughout
the municipality, which represented an increase of 29.10
percent and was 53 more than in the overheated year of
1988. Most of these newly commenced projects will be
completed in 1992, so their impact upon market prices
in 1992 cannot be overlooked. An examination of the
current situation shows that investment growth has
already affected the stability of market prices. The prices
of some building and decorating materials have already
started to rise. For example, the local price of lumber has
already risen from 800 yuan per cubic meter last year to
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1000 yuan at the same period this year, a 25 percent
jump. The price of construction bricks in Gucheng
County has risen from seven to nine yuan per hundred.
This has caused a 29.20 percent jump in prices for
building and decorating materials in Xiangfan City by
February 1992. If investment growth in the future con-
tinues to far outpace the growth of national income, the
needed capital goods and articles of daily necessity will
become scarce, which could very well cause the prices of
other products to rise sharply.

3. Surplus purchasing power has risen rapidly and cash
on hand has expanded, resulting in a noticeably
increased impact upon prices. In 1991, the state lowered
savings interest rates several times and effectively elim-
inated inflation-indexed savings, yet savings still
increased sharply everywhere. In Xiangfan City, for
example, the savings of urban and rural residents at the
end of 1991 came to a balance of 3,666,880,000 yuan,
the highest level in history and 22 percent higher than
the year before. The cash on hand of individuals also
rose sharply, in this city reaching 103.32 yuan per urban
resident and 213.26 yuan per rural resident at year’s end.
These figures were, respectively, 90 and 118 percent
higher than in 1988, when buying panics erupted. This
pushed surplus purchasing power for the entire city at
year’s end to 1.18 billion yuan, or 2.8 times greater than
total retail sales for 1991. It is worth noting that the
proportion of surplus purchasing power accounted for by
residents’ cash on hand is continually rising, reaching
23.3 percent at the end of 1990 and 25.4 percent at the
end of 1991. This figure had stood at 24.6 percent at the
end of 1988. This indicates a clear strengthening of
disposition to buy. People everywhere have cash in their
pockets waiting to be spent, and once markets change
and this pent up purchasing power, now acting like “a
sheep in a pen,” is unleashed, it will become “a tiger out
of its cage,” sparking another wave of panic buying and
price hikes.

4. As costs continually rise, there is danger that prices
will be pushed up. In recent years, the state has raised the
price of coal, petroleum, and other primary products
several times, and the gap between official and market
prices for some capital goods under the dual track price
system has disappeared or narrowed. This has forced
producer enterprises to pay continually higher prices for
fuel and raw and semi-finished materials. In Xiangfan
City in 1991, for example, industrial enterprises paid 5.6
percent more for fuel and raw and semi-finished mate-
rials than in the previous year. Prices for raw and
semi-finished materials rose most rapidly, 10.7 percent,
in the textile industry. Simultaneously, at a time of
anemic revenues for the state and for local governments,
and with sparse economic benefits being produced by
enterprises, various localities and organizations have
repeatedly raised wages, bonuses, and subsidies to
improve the people’s standard of living. In Xiangfan
City in 1990 and 1991, for example, average wages for
workers in industrial enterprises rose, respectively, 10.3
and 14.1 percent, and these figures were higher than the
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increase in labor productivity over the same periods by,
respectively, 16.2 and 7.0 percentage points. In addition
to expanding the pool of consumption funds, this can
also increase production costs. As a result, for products
where comparison is possible, production costs for all
state-owned enterprises in the entire city came to
3,888,500,000 yuan, a 13.7 percent increase over the
previous year. When the degree of fluctuation in the
production costs of products for which annual compar-
isons are possible is compared to the degree of fluctua-
tion in retail prices, one discovers a strong positive
correlation (correlation coefficient equals 0.7172). In
other words, changes in retail prices are directly propor-
tional to changes in production costs. With most enter-
prises ill capable of absorbing costs, and with deregu-
lated prices for most products, many enterprises have
passed the burden on by raising prices. As a result,
factory prices for the entire municipality’s industrial
enterprises rose 2.2 percent in 1991. Factory prices for
light industrial products made from agricultural raw
materials rose 5.9 percent. The impact on overall retail
prices cannot be ignored.

5. Measures to reduce inventories by limiting production
will affect the supply and demand situation for popular
products, leading to higher prices. To reduce the amount
of funds tied up in inventory, almost all light industrial
enterprises have adopted measures to reduce inventories
by limiting production. At the same time that these
measures reduce irrational inventories, they will also
reduce production of popular products, resulting in
undersupply. With cost push, demand pull, and deregu-
lated prices, prices will inevitably rise. Beginning in the
fourth quarter of 1991, for example, class A filter ciga-
rettes were in undersupply throughout China and the
price rose sharply, and during January and February
1992 in Xiangfan City the price of all types of class A
cigarettes rose 12.1 percent, while the price of famous
name brand cigarettes rose 34.3 percent. This alone
caused an upward shift of 0.5 percent in the overall retail
price level. The situation at present shows that measures
to restrict production makes popular products hard to
find, and the result is higher prices. Furthermore, most
of the products in the basket used to calculate the price
index are popular ones and thus have a relatively large
impact on overall price statistics.

The effect of the inflationary factors listed above has
only been temporarily held at bay by the market slump,
but as the pace of reform quickens the economy will
gradually recover. Once markets revive, prices which are
divorced from value will behave just as they always have.
Price readjustments for certain products have remained
incomplete in the past few years, but these readjustments
will gradually resume, bringing more inflation. As a
result, the factors which before represented potential for
inflation will now pose a present threat of inflation. We
must plan for hard times when the going is easy by taking
preventive measures as soon as possible.
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First, we must strengthen macroeconomic regulation and
control, keep supply and demand in balance, and main-
tain a basic equilibrium of the product mix. First of all,
we must control credit and the money supply so that the
money supply will be fundamentally in line with market
demand for money. It is particularly important at this
time to be concerned about the delayed impact of loans
injected into the system during 1990 and 1991 so as to
prevent large amounts of funds from settling out, on the
one hand, and to prevent new loans (continually made to
maintain production) from causing a large money supply
increase. At the same time, we must be aware of the need
to take funds which have settled out and get them back
into circulation. We must work hard to clear up debt
chains. Second, we must exercise an appropriate degree
of control over fixed asset investments so as to prevent a
few large infrastructure projects from being launched in
a sudden rush and jolting markets. Third, we must
increase the supply of products which sell well. We must
not treat all products with a broad brush in our efforts to
limit production and shrink inventories, but should
increase production of popular products to assure supply
and maintain a basic equilibrium of the product mix.

Second, we must press further with enterprise reform,
and industrial and commercial enterprises must jointly
absorb rising costs for raw and semi-finished materials.
We must start by solving three stubborn problems. We
must tap the enthusiasm all workers and staff, enhance
their sense of responsibility, raise labor productivity,
and work hard to increase income and production while
reducing expenditures and costs. We must make indus-
trial enterprises work hard to absorb inflationary factors,
lower production costs, lower factory prices, and lighten
the impact upon market prices. The commercial sector,
in order to lower prices and lighten pressure upon retail
prices, must shrink the circulation link, lower circulation
costs, and earn more money by selling more units at
lower profit per unit.

Third, we must accelerate housing and health care
reform, and provide instruments to absorb excess pur-
chasing power. The scope of private consumption in
China is currently quite narrow; 94 percent of all living
expenses go toward the purchase of products, so the huge
pool of surplus purchasing power exerts enormous pres-
sure upon consumer goods markets. From a long-term
perspective, we should work hard to develop tertiary
industries and broaden the scope of private consump-
tion. At this point we could accelerate housing and
health care reforms presently under consideration. In
particular, we could take measures to encourage private
individuals to buy housing, thereby sopping up some
excess purchasing power. At the same time, we could
build up stock and securities markets to an appropriate
degree, which would have two benefits: first, it would
enable the state and enterprises to raise funds, and
second, it would absorb some of the surplus purchasing
power in private hands. This would reduce inflationary
pressure on retail prices.

-
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Fourth, we must continue to strengthen establishment of
nonstaple food production bases, especially those which
produce vegetables, meat, poultry, and eggs. We must do
everything in our power to maintain stable prices for
nonstaple foods. Because these products are intimately
associated with the people’s well-being, price hikes for
these products would have a great impact upon overall
price levels, the public mood, and upon the people’s
economic ability to absorb higher prices. Production of
these products fluctuates rather significantly. Vegetable
production is especially subject to the vagaries of
weather, so we must be ever vigilant regarding the
production and supply of nonstaple foods. With respect
to production, we should establish vegetable protection
bases, as well as production bases for meat, poultry, eggs,
aquatic products, and fruit. We must convert autarkic
and semi-autarkic small-scale production into socialized
production oriented toward the market. We must change
the small peasant economy into an economy of scale, and
make it more scientific. With respect to the circulation
link, we should establish a sound market mechanism.
The law of value must play its role within the context of
a socialist planned economy and a market economy, so it
can correctly guide production and reduce fluctuations.
At the same time, we should establish a price regulation
fund for nonstaple foods, using economic methods to
stabilize these prices.

Markets Show New Development, Maturity

OW 1409134892 Beijing XINHUA in English
1322 GMT 14 Sep 92

[Text] Beijing, September 14 (XINHUA)—The markets
in China have developed to a considerable degree and
are on their way to maturity.

According to China’s State Commission for Restruc-
turing the Economy, the three-tier grain markets at the
central, regional and primary levels have been formed.
Urban and rural fairs are beginning to develop toward
standardization. The markets for capital goods, money,
technology, real estate, labor service and information
known economically as production factor markets are
developing in full force while wholesale markets, futures
markets and stock markets are beginning to appear. The
markets for industrial property trading and for the
auctioning of public property are being tried out. All
these have provided an increasingly better environment
for commodity flow and competition among enterprises.

But before China introduced the policy of reform and
opening to the outside world, markets were virtually
nonexistent and the economy was a product economy,
with the industrial and agricultural products, especially
capital goods, allocated by the state instead of being sold
on the market.

The notion of markets and making China’s economy a
market economy, a term which Chinese economists used
to avoid for fear of jeopardizing the socialist planned
economy, has appeared only in recent years, especially
after Deng Xiaoping’s southern China tour, when many
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prominent economists who remained silent for long
began to urge the development of the markets, saying
that the time is ripe for developing the market economy.

Now all places are pursuing the development of markets
and the slogan “marching toward the markets and
throwing the enterprises into the markets” is becoming
louder.

According to reports from various places, about two-
thirds of the provinces and cities have issued documents
to urge the acceleration of the development of various
types of markets. Some provinces and regions have taken
the initiative to establish a number of provincial level
and trans-regional markets for agricultural and sideline
production, industrial goods and capital goods.

The economically developed Suzhou-Wuxi-Changzhou
area in eastern China has established more than 1,200
specialized markets, with an annual total turnover
reaching 15 billion yuan.

The largest industrial city of Shanghai has granted full
autonomy to all its commercial establishments and
established a number of joint venture commercial enter-
prises which used to be banned.

Following the establishment of China’s first nonferrous
metal market in Shenzhen, Shanghai has opened other
metal markets for both spot and futures transactions.

Besides, markets for small commodities for daily use
have been mushrooming in all the large, medium-sized
and small cities and the rural areas and some have
become nationally known goods collection and distribu-
tion centers.

The capital markets, including money, securities and
stocks are developing with full momentum. The total
volume of bonds and securities has reached 80 billion
yuan annually.

But the fastest developing are the technology markets.
The volume of transactions involving technology devel-
opment, technology transfer, technology consulting ser-
vice and technical services and other intellectual prod-
ucts has risen rapidly. The total volume is expected to
reach 10 billion yuan by the end of this year.

To make way for the full development of all types of
markets, the State Commission for Restructuring the
Economy is studying ways to abolish all the regulations
and policies that are exclusive, discriminative or monop-
olistic in nature and knock down all the regional and
departmental barriers to pave the way for the establish-
ment of an open and unified national market.
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Materials Minister on Circulation Reform,
Markets

92CE06024 Chongging GAIGE [REFORM] in Chinese
No 4, 20 Jul 92 pp 12-16

[Article by Liu Suinian (2692 7151 1628): “Accelerate
Circulation Reform and Speed Up the Process of Con-
verting to the Market Economy”]

[Text] According to a recent party Central Committee
and State Council decision, we must seize the opportu-
nity before us, accelerate the pace of reform and opening
up, and concentrate our efforts on economic construc-
tion. This is a brilliant decision at a critical time. A very
important task before us as we diligently carry out this
decision is to accelerate circulation reform and speed up
the process of converting to the market economy.

1. The market is the unification of macroeconomic reform
and microeconomic reform and is a prerequisite to the
normal functioning of the new system of planned com-
modity economy.

The Third Plenary Session of the 11th party Central
Committee made the decision to shift the focus of the
party’s work onto economic construction and to restruc-
ture the old systems which no longer promote the devel-
opment of the productive forces. Subsequently, it also
made the historical decision that the goal of economic
reform was to develop a planned commodity economy.
The development of a planned commodity economy is a
brand new assignment not only to the development of
socialism with Chinese characteristics but also to the
international communist movement. Both from the the-
oretical and practical perspectives, there are many
important issues to be explored and resolved. Looking
back at our reform practices over the last few years, no
doubt a very striking problem is how to assess the role of
circulation reform, market construction, and conversion
to the market economy as we develop a new system of
planned commodity economy and how to handle the
relationship between market construction, macroeco-
nomic reform, and microeconomic reform. Overall,
when it comes to solving this problem, we are behind in
practice and even further behind in theory.

In terms of practice, so far we still have not come up with
the proper market conditions to enliven enterprises. In
particular, when state-run enterprises run into problems,
they still look to the mayor instead of the market for
solutions. Nor do we have the necessary market condi-
tions to facilitate macroeconomic regulation and control.
In a certain sense, reform has not escaped the cycle
where “decontrol means chaos and management means
rigid control.” Even worse is that before reform, China’s
circulation sector was lagging far behind the world’s
advanced standards, and today, despite reform and
development, it clearly is still a weak link that is hin-
dering our economic development. It is obstructing the
normal functioning of the economy and is keeping
enterprises and the national economy from becoming
more efficient.
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In terms of theory, we still do not correctly understand
that China’s socialist system is built on the foundation of
grossly underdeveloped productive forces and com-
modity economy and that our conversion to the com-
mercial system, monetary system, and market system
has been slow, and these are the unique features that
distinguish China’s economic reform from the other
more well-developed nations. To implement reform
under these conditions, we must give top priority to
circulation reform, market construction, and conversion
to the market economy. It is for this reason that even
though we have correctly separated our economic
reforms into three parts—enterprise reform, market
reform, and macroeconomic reform—and have come up
with the theory of letting “the state regulate and control
the market and the market guide enterprises,” many
people still do not look objectively at the important role
of circulation reform, market construction, and the
market economy. Whenever people talk about reform,
they tend to emphasize either enlivening the economy at
the micro level or stepping up regulation and control at
the macro level. Whenever they talk about enlivening
enterprises, they often mean industry, communications,
and the manufacturing enterprises and not the circula-
tion enterprises. Whenever they talk about price reform,
they only mean decontrolling and readjusting prices and
not market construction, development, and organiza-
tion. Whenever they talk about stepping up regulation
and control at the macroeconomic level, they always
limit themselves to the financial, banking, and planning
sectors, and they exclude the circulation sector.

There are many reasons why China’s circulation reform,
market construction, and conversion to the market
economy are lagging behind both in practice and in
theory. In my opinion the following are the three main
reasons:;

One, all along, many people have been afflicted with a
fairly serious case of “marketphobia.” Economically,
they see too little of the positive role of the market and
too much of its negative role. Politically, they equate the
commodity economy with capitalism and so they dare
not develop the market. In a speech delivered during his
tour of South China, Comrade Xiaoping correctly
explained that market economy is not the same as
capitalism and that both planning and the market are
means to regulate the economy. That speech has taught
us a great deal. It has ended a long-time ideological
dilemma. It is very important at this time for us to sum
up our experiences over the years and to understand
better, and in an objective way, the market’s role in the
development of the planned commodity economy and in
the promotion of reform and opening up. Gathering
from the experiences of other nations and looking at
China’s own positive and negative experiences over the
last several decades, the market is the hub of the com-
modity economy. If we want to have a commodity
economy, we cannot do without a market.

Two, the tendency to “stress production and slight
circulation” is fairly prevalent in China. Historically,
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China has a tradition of “emphasizing agriculture and
suppressing commerce.” The people have always been
very conscious of the small-scale peasant economy. After
the founding of the PRC, we neither followed the
Marxist theories properly nor complied with the new
trend of technological revolution that erupted after
World War II to correctly recognize the important func-
tion of circulation in a modern commodity economy and
in social development. Therefore, both in the determi-
nation of economic development strategies and in the
structuring of the economy, we failed to give full play to
the function and the potential of circulation. Since the
Third Plenary Session of the 11th party Central Com-
mittee, things have improved, but they have not changed
fundamentally. China hopes to become relatively well-
off economically by the year 2000, and using the world’s
average standard for measurement, where we lag behind
today is not in agriculture or industry but in trade and
other tertiary industries. The experiences of moderniza-
tion in other countries have proved again and again that
without accelerated and long-term development of the
tertiary industry, we cannot have a modern commodity
economy nor can we attain overall quality and efficiency
in the national economy.

Three, we are in dire need of the knowledge, experience,
and trained people to develop markets for the modern
commodity economy and are in even greater need of a
proper set of strategies to develop market and circulation
as we change our product economy into a commodity
economy. Since reform and opening up, we have empha-
sized price reform and enterprise reform. This was
important in the early days of reform when we had to
remove the shackles of the old system as quickly as
possible. But after price reform and enterprise reform
reached a certain stage, we still did not emphasize
circulation reform and market construction in a timely
fashion. This has prevented price reform and enterprise
reform from making further progress and has created
serious confusion as we stubbornly move forward. The
reason is that we do not understand that behind price
and enterprise reform there is a more deep-seated
problem of circulation reform and market construction.
It is easy for those who are used to the small-scale
peasant economy and the product economy to equate
price decontrol with the emergence of markets. If we take
a look at the history of development of the modern
commodity economy, we will realize that while the
producers of small goods have always been free to set
their own prices, the independence and separation of
specialized circulation organizations, the creation of
large-scale commodity gathering and distribution cen-
ters, and the development and perfection of modern
wholesale markets and futures markets and exchanges
often take several decades or even a century. Thus, while
it is a real challenge to make the transition from planned
prices to market-set prices and decontrol prices, to
develop circulation and nurture markets is a even more
difficult, more challenging task.

For the next step, if we want to accelerate the develop-
ment of the new system of planned commodity
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economy, we must make every effort to smooth the
relationship between market development and macro-
economic reform and microeconomic reform and we
must vigorously accelerate circulation reform, market
construction, and conversion to the market economy;
otherwise it will be difficult for our reform to succeed.
The next reform step involves the market in more than
one way; the market is our key. For example, we must
open up even more to the outside world and forge even
closer economic ties with the rest of the world; we must
implement further reform of state-run enterprises and
change enterprises’ management mechanisms; we must
preserve the superior and eliminate the inferior enter-
prises and optimize the product-mix and enterprise
structure; we must improve enterprise efficiency and the
efficiency of the whole economy; we want to develop a
new macroeconomic regulation and control system that
emphasizes indirect regulation and control. Thus, both
in terms of theory and in practice, we must first correctly
understand that the market is the unification of macro-
economic reform and microeconomic reform; it is a
prerequisite to the normal functioning of the new system
of planned commodity economy.

2. In speeding up the process of converting to the market
economy, the emphasis should be on accelerating circula-
tion reform and on achieving socialized circulation.

Based on foreign and Chinese experiences and taking
into consideration the conditions before us today, to
promote the conversion to the market economy, we must
put the emphasis on accelerating circulation reform to
achieve socialized circulation. There are two reasons
why we should look at the issue from this perspective:

On the one hand, if we look at the progress of reform and
opening up since the Third Plenary Session of the 11th
party Central Committee, China’s reform has been very
uneven. Market reform lags far behind price reform and
enterprise reform. Take the production and circulation
of capital goods for example. Today’s production and

- circulation enterprises are already fairly autonomous.

Most of them are planning their production and circula-
tion according to market demands and are making profit
their major goal. In 1991, state planned circulation
accounted for only 26.9 percent of the nation’s produc-
tion of 16 main products, including steel materials,
nonferrous metals, cement, and lumber. The price of
most materials has also been decontrolled. But even
though price reform and enterprise reform are making
great strides and market construction has also begun,
they are far from meeting the needs of the development
of the commodity economy. For example, in the con-
struction of “tangible markets,” we not only lack quan-
tity but the quality of what we have is poor and we still
need to work on the wholesale markets and futures
markets. The problem is even more serious with regard
to the “invisible markets.” Before, enterprises’ produc-
tion management followed a vertical line drawn from the
top down. Now that that relationship has ended, enter-
prises should have promptly forged lateral ties that meet
the needs of the development of the commodity
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economy, especially in terms of raw material supply and
product sales. But our reforms happen to fall short
exactly in this area, and so enterprise production cost
and circulation cost have remained sky high. For this
reason, for our next reform step, we must vigorously
speed up the process of converting to the market
economy. We must put accelerating circulation reform
and achieving socialized circulation first and bring our
market reform up to speed as soon as possible.

On the other hand, if we look at the Icoalities where the
economy has improved the most in the last few years, we
will notice that they are localities that have enlivened
circulation, emphasized market construction, and have
worked hard on developing the circulation industry. In
these localities, once there is a market, the economy
quickly develops and a picture of prosperity where “one
segment of the market enlivens one segment of the
economy and brings prosperity to one segment of the
people” emerges. If we look at the economic develop-
ment in other parts of the world, as science and tech-
nology develop in leaps and bounds, as production scale
continues to expand, as transportation and communica-
tions continue to modernize, as the living standard rises
and life becomes richer and more colorful, and as
unprecedented international economic cooperations
develop, we must update our Marxist-era knowledge of
the role of circulation. In a modern commodity
economy, the function of circulation is no longer limited
to matching production and demand, to the realization
and utilization of value, or to the achievement of com-
modity and capital circulation. More important, in some
ways and at some stages, circulation, as an independent
industry, often plays a decisive role in the improvement
of economic quality and in economic development. It
plays a unique role in promoting the optimal allocation
of domestic and even international resources, in
spreading new technologies, accelerating capital circula-
tion, and increasing society’s wealth. Thus, for our next
reform step, we must make resolutely put the emphasis
on circulation and give priority to tapping circulation’s
latent potential.

To accelerate circulation reform and achieve socialized
circulation, first we must work hard on the following
areas: (1) We must get rid of the regional circulation
blockades. This means that on the one hand, besides
promptly changing the present financial system of
“eating out of separate pots” and implementing a clas-
sified tax system, we must meet the needs of the devel-
opment of the commodity economy and the develop-
ment of a national unified market to redefine the local
governments’ economic functions and uproot local pro-
tectionism by eliminating its economic benefits. On the
other hand, we must study and readjust our regional
economic development strategy, ease the conflicts in
economic development that pit the east against the west
and the north against the south, and we must promote
the formation of a national unified market. (2) We must
change the setup under which the circulation sector is
carved up by materials, commerce, and foreign trade.
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We should have one dominant industry but permit
comprehensive management, and we should advocate
trans-industry alliances and promote the development of
a great national, unified, open socialist market. We are
already trying something new in this area. Last year the
Ministry of Materials, Ministry of Commerce, and
MOFERT joined together to set up the China Industrial
Development Investment Company in Nakhodka,
Russia. It combines domestic and foreign trade into one
and handles not only capital goods but also means of
subsistence; it not only has enlivened circulation but has
also enhanced our ability to compete in the international
markets. (3) We must break up the closed, self-serving
circulation system where the manufacturing enterprises
and administrative departments are either “big and
complete” or “small but complete.” Enterprises must
pay attention to the market, and their supply, produc-
tion, and sales must fit together, but this does not mean
that they must handle their own supply and sales,
because this violates society’s principle of division of
labor and will only exacerbate the situation where every
level and every trade tries to be self-contained and
self-sufficient. This not only will prevent society from
improving its economic efficiency but will also
strengthen departmental separatism and rigid vertical
control, and in turn, it will prevent the government from
playing a new role and prevent enterprises from ori-
enting toward the market. Thus we must develop a
socialized great circulation and take full advantage of the
specialized circulation enterprises’ good connnections,
their ability to obtain information, and their vast net-
work and provide the manufacturing enterprises with
fine service and develop markets for their products. In
this way, we can economize on circulation funds and
expenses, accelerate fund circulation, and improve cir-
culation efficiency, and we will also free the manufac-
turing enterprises from their tedious supply and sales
tasks so that they can concentrate on production, strive
to improve their production techniques, and improve
product quality and production efficiency, and eventu-
ally we can bring about the coordinated development of
the circulation and the production sectors in the social-
ization process.

Just as socialized great production needs socialized great
circulation, to achieve socialized circulation, we must
make socialized production our basis. If we cannot free
the manufacturing enterprises from the vertical and
lateral administrative controls, it will be impossible to
achieve socialized great production or socialized great
circulation. The key is to orient enterprises toward the
market. On this issue, we must further liberate our
thinking and pay serious attention to the following three
areas: (1) As much as possible we should reduce the
scope of mandatory planned allocation of materials and
change in-kind planned allocation into value allocation.
Experiences abroad and our own practice over the last
few years prove that even without mandatory planning it
is still possible to undertake large projects and guarantee
the people’s basic needs. The question lies in whether we
have the resources and whether we can balance the
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resources and the money supply. If we look at things
from the point of the law of development of the com-
modity economy and weigh the pros and cons, it is more
economical, more reasonable, and more efficient to
guarantee the key projects with money than with in-kind
goods. This is historical progress. (2) We must accelerate
the pace of price decontrol. Experience shows that the
“double-track pricing system” has more disadvantages
than advantages. So we can boldly consider decontrol-
ling all prices and let the market set the price of all
commodities except for the few important ones that have
an impact on the national economy and the people’s
livelihood. In the early stage after we decontrol prices,
we may see prices surge, but they will drop back soon.
Price decontrol is not a fundamental cause of inflation.
The basic cause of inflation is excess money supply. So
long as we control the money supply, decontrolling
prices will not be very risky. (3) We must abide by the
principle of streamlining, high efficiency, and separation
of government and enterprises and downsize govern-
ment organs and change their roles. The multipurpose
economic departments should be small but capable; the
departments in charge of industries should be down-
sized. The economic aspects of the state’s administration
of state-run enterprises consist of preserving and
increasing the value of state-owned assets; choosing good
managers; separating enterprises’ ownership rights and
management rights; reducing or even eliminating the
government departments’ direct control of enterprise
supply, production, and sales activities; and giving play
to the state’s role in providing overall guidance, main-
taining equilibrium, defining the policy direction, and
promoting technological progress.

3. Only by developing modernized circulation, acceler-
ating market construction, and improving market macro-
economic regulation and control can we successfully speed
up the process of converting to the market economy.

Speeding up the process of converting to the market
economy not only involves reform and engaging in
socialized great circulation but also developing modern-
ized circulation, accelerating market construction, and
improving macroeconomic regulation and control of the
market. In a certain sense, this last issue is the most
difficult and will take the longest time to resolve; there-
fore we must spend more effort on it. Taking into
consideration China’s current situation, to solve this
problem we must work hard on the following areas:

One, we must strengthen the construction of circulation
organizations and facilities and make the circulation
sector more modern. To succeed in socializing the circu-
lation sector, we must accelerate the process of modern-
izing the circulation sector. Socialization and modern-
ization of circulation are two processes that complement
each other and promote each other. The progress of
socialization of circulation to a large extent is deter-
mined by the level of modernization. If the specialized
circulation organs lack modern circulation techniques,
facilities, funds, and information, they will not be able to
give play to the superiority of socialized circulation.
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Thus, as we promote the socialization of circulation, we
must also strive to strengthen the circulation enterprises,
build more circulation facilities, increase their funding,
raise their technical management standards, and
increase the level of mechanization and automation in
different circulation links. We must gradually make
circulation more standardized, uniform, and systematic;
we must modernize information and organizational
management and vigorously develop the methods of
ordering goods via communications, filling and deliv-
ering orders for materials, delivering cement in bulk,
container shipping and other modern commodity and
material circulation methods, and through the circula-
tion enterprises’ fine services, we can concentrate the
scattered means of circulation and eventually set up a
modernized and socialized circulation system that is
highly efficient and smooth, and one which we can
regulate and control.

Two, we must pick up the pace of market construction
on several fronts. The most urgent tasks right now are,
(1) to set up some stable markets so that we can put
circulation on an orderly track to facilitate open, fair,
and equitable exchange. Last year we installed fixed
locations for placing orders specifically for nonferrous
metals and lumber and set up permanent ordering cen-
ters, and we opened a nonferrous metals exchange in
Shenzhen. These have all proved very successful. This
year we will further promote this reform. Besides cre-
ating a high-standard, large-scale nonferrous metal
exchange in Shanghai, one of the future economic cen-
ters of the Far East, we will also make a decision on
setting up wholesale markets for such important com-
modities as coal, steel materials, building materials,
machinery and electrical products, farm machinery,
automobiles, chemical products, and rubber. These will
form a state-class, regional, third-level capital goods
wholesale network centered in the cities. The wholesale
markets should eventually develop into futures market
to link production and demand between the large- and
medium-sized state-run enterprises and to provide mul-
tiple services. The specialized circulation department
should play the dominant role in the planning, organi-
zation, and management of market exchange, but the
manufacturing sector and the local governments should
also take part and make it a joint effort. (2) We should
speed up the promuigation and perfection of market
rules and regulations such as “Market Law,” Fair Trade
Law,* and “Antitrust Law* to ensure fair competition
among enterprises, prevent the emergence of monopoly,
and gradually put market exchange and market manage-
ment onto a standardized, legalized track. We must draw
a clear line between legal and illegal exchange and curb
today’s practice of treating all activities that are actually
in line with the principles of the commodity economy—
such as the accounting method of combining profits and
losses, future purchases and sales, wholesale-retail price
disparities dictated by the market, and normal com-
modity circulation activities which include the transfer
of contracts—as illegal and conducting endless investi-
gations. This approach will only ruin the economy. (3)
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We must train qualified personnel. Not only must we
train many specialized personnel who can work in
modern wholesale markets and futures markets but we
must also make the economic management cadres and
entrepreneurs more knowledgeable and conscious about
today’s market. This should be the focal point of our
market construction effort. Only in this way can we
develop a mature market.

Three, we must make improving macroeconomic regu-
lation and control of the market an important part of our
effort to accelerate the process of converting to the
market economy. If market mechanisms are to play a
positive role, they must have a stable macroeconomic
environment. This means society’s total supply and total
demand must be more or less balanced and the economic
structure must be more or less reasonable; otherwise
there can only be market disorder. However this is a
problem enterprises cannot solve by themselves. We
must rely on state plans, rely on the state’s effecting
stronger macroeconomic guidance and regulation and
control over the economy. Indeed this is vital to the
commodity economy’s healthy development. In view of
the current development of the commodity economy in
China, if we want to step up macroeconomic regulation
and control of the market, we must first solve the
following problems: (1) We must build a stronger infor-
mation system and use more modern means of obtaining
information, so that we can be sure that our macroeco-
nomic decision-making and planning are scientific and
correct and that we can help enterprises make fewer big
mistakes in their management activities. (2) We must set
up a macroeconomic regulation and control system
consisting of different economic levers and means of
management and supervision such as planning, mate-
rials, foreign trade, prices, credit, taxation, statistics, and
industry and business management to make our macro-
economic regulation and control more authoritative and
effective, so that we can promptly solve the difficult-
to-coordinate problems between different economic sec-
tors. (3) We must learn to master the comprehensive use
of different economic measures, including prices, taxa-
tion, interest rates, exchange rates, and subsidies. We use
these economic measures to help us achieve our macro-
economic goals, not to prove that whoever ranks higher
gets to call the shots; they should not become the means
for the departments or localities to make a profit. (4) We
must support and strengthen the main circulation chan-
nels. Circulation is the key link that enables us to achieve
our economic development plans and put our economic
decisions into effect and give play to the market’s
regulation role. Therefore, some conflicts in the national
economic development can only be solved in the circu-
lation sector. Practice proves that circulation will be
sluggish without multiple channels and circulation will
be unstable without one main channel. The state-run
circulation enterprises are the main channel. The state
should give them even more support than before to give
full play to their ability to stabilize the economy, regulate
supply and demand, and keep prices down. Of course,
the many different channels and the main channel that is
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made up of state-run enterprises are competing on equal
footing in the circulation sector, and it all comes down to
the quality of their services and whether they can keep
their circulation cost below society’s average cost. It they
cannot compete on those basis, they will be eliminated.
Thus if the state-run cir