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Seeking New Impetus for China’s Economic

Development on Both the Supply and Demand Sides
Hong Yinxing

Abstract: After thirty years of rapid growth, China’s economy has gradually lost its comparative advantage in
labour force and natural resources, resulting in the economy’s relocating its engine power in two new directions:
first, the growth mode shifting from quantity-driven to structure-promoted type on the supply side; second,
looking for new impetus on the demand side. This shift is not just to meet the demand of China's economic
system transforming toward that of market economy, it is also the essential feature of the economic development
undergoing modernization. Since supply and demand are two mutually sustaining sides of the same issue, the role
of the demand side should never be overlooked though indeed the main problem of current economic development
is to be located on the supply side. Against the backdrop of international market demand getting more and more
enervated, while the domestic demand engine getting increasingly more powerful, to further stimulate growth
impetus on the demand side has become a priority. On the one hand, we should improve the structure of aggregate
demand, stimulate consumer demand and demand for private investment; on the other hand, we should improve
macro aggregate demand regulation. Given the decisive role played by market in the allocation of resources, the way
of macro regulation should transform from point-regulation to interval-regulation, from the all-carrying cataract type
to precisely targeted type of regulation. At current stage, the focus of supply side structural reform is to stimulate
supply side power, and then achieve the following four objectives: (1) To seek economic growth momentum in
the process of improving total factor productivity(TFP). First, the inefficient factor allocation structure should be
reformed, then, the excessive costs of institutional transaction should be curbed. This requires the substitution of
technology for the input of material factors, as well as accumulation of human capital. (2) To establish a long-term
mechanism of effective supply. Firstly the problem of enterprise management by entrepreneurs is to be solved, then,
it is to establish the mechanism for overcoming the problem of bad money driving out good money. (3) To release
enterprise vitality. The point is to reduce the burden of enterprises in real economy so as to arouse their initiative to
increase effective supply. (4) To cultivate and strengthen new momentum. Stimulation of the power on supply side
is not likely to be successful if separated from the demand side. Appropriate expansion of demand and effective

improvement of management of demand can effectively push forward the structural reform of the supply side.
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