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Marketization of Factor Prices and Supply—-Side Structural Reform
Xu Changsheng

(School of Economics, Huazhong University of Science & Technology )

Abstract . Marketization of factor prices is the macroeconomic foundation and major impetus of the
supply —side structural reform. In China, the marketization reform of factor prices has long been
lagging behind that of product prices. This is because the government intervened in the production
factor market in order to pursue a rapid growth. It lowered the prices of production factors and
costs, and allowed enterprises and capital to compete with a low —cost advantage. Factor price
suppression and low—cost competition contributed to China’ s rapid economic growth, but they also
distorted the prices of factors, resulted in an extensive development mode, and unbalanced the
economic structure. The marketization of production factors, which has been the core of economic
system reform since the 18th National Congress of the Communist Party of China and should be
necessary in the long run, releases the suppressed factor prices in the short run. That is, during
the economic slowdown, factor prices and production costs are instead on the rise. Facing both
demand decreasing and cost skyrocketing is the basic reason for China’ s economic slowdown. We
should improve the total factor productivity through institutional and technological innovation to
make productivity increase faster than costs.

Keywords: Factor Price Suppression, Low—Cost Competition, High—Speed Economic Growth,

Marketization of Factor Prices, Supply—Side Structural Reform
JEL Classification: D02, E00
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