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Abstract

With the rapid development of Chinese economy, household’ consumption style
has already changed from "how to survive" to "how to live a high-quality life".
However, there are still substantial resource misallocation problem between state-
owned and private enterprises, which results in that the supply structure cannot
adapt to consumption upgrades and lead to the structural contradiction between
supply and demand. This paper first summarizes detailed empirical facts of the
structural contradiction between supply and demand in the new era, and then
constructs a three-stage dynamic model to reveal the mechanism of the structural
reform of the supply side on alleviating and solving the main social contradictions.
Furthermore, this paper calculates the expected effect of the structural reform on
the supply side through parameter calibration. Quantitative results show that:

2 He, post-doctor, School of Economics, Zhejiang University; Pan: Professor, School of Economics,
Zhejiang University; Shi: Associate Professor, Department of Economics, Chinese University of Hong
Kong; Xu: Department of Economics, Hong Kong University of Science and Technology.
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social welfare increases by about 12.46% and 3.41% if the credit constraints of
private firms and the subsidies of state-owned enterprise are removed,
respectively; However, if we accelerate the reform of state-owned enterprises and
increase the productivity of SOE to the same level of private firms, then the social
welfare can increase by about 49.33%. We also find, on average, more than 60%
of welfare gain from supply-side reforms is due to improving the mismatch
between supply and demand. This paper provides both theoretical and quantitative
support for further deepening the supply-side structural reform.
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