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1. The Background of Policy Evolution

The supply side reform was designed to improve the quality and efficiency of the
supply system and enhance the momentum of sustained economic growth when
it was first officially proposed in China [1]. On November 10, 2015, Xi Jinping
proposed the “supply-side structural reform” for the first time at the Central Fi-
nancial and Economic Leading Group meeting. In the following 8 days, the
“supply-side reform” was mentioned at three meetings that include the State
Council executive meeting, the Asia-Pacific Economic Cooperation Organiza-
tion meeting and the “13th Five-Year Plan” drafting work meeting. The Central
Economic Work Conference, which closed on December 21, 2015, emphasized
that promoting structural reforms on the supply side are a major innovation that
adapts to and leads the new normal of economic development, and is an active

choice to adapt to the new situation of comprehensive national strength compe-
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tition after the international financial crisis. On December 21, 2015, Xi Jinping
once again pointed out that the focus of economic work in 2016 is to implement
the “13th Five-Year Plan” proposal and promote the supply side structural
reform. At the twelfth meeting of the Central Financial and Economic Leading
Group, it was further proposed that the plan of supply-side reform needs five
“clear”. On January 27, 2016, the Central Committee issued the No. 1 Document
“Several Opinions on Implementing the New Concept of Development and Ac-
celerating Agricultural Modernization to Achieve the Comprehensive Well-off
Society” that included the view of “Supply-side Reform” into the central No. 1
document for the first time. Later, Guangdong province and other places have
issued relevant policy programs, marking the formal entry of the supply-side
reform policy into the implementation phase. At the end of February 2016, the
Guangdong Provincial Government officially issued the “Guangdong Province
Supply Side Structural Reform Overall Plan (2016-2018)” and six action plan
documents such as capacity reduction, destocking, deleveraging and cost reduc-
tion. Guangdong has set a timetable and road map for “going down” in three
years. By the end of 2016, all the relevant enterprises in the province will be
cleared; at the end of 2017, the state-owned and extremely poor enterprises in
the province will basically get out of trouble; in terms of capacity, by the end of
2018, the market will basically be cleared of “zombie enterprises”.

2. Multi-Source Analysis of Supply-Side Structural Reform
2.1. The Source of Problem

The source of the problem is the process of mining and confirming the problem.
In this process, policy makers pay attention to issues that are missing and not
being concerned, in addition to the issues they are concerned about [2]. Thomas
Dey once said, “It is more important to know what the problem is than to find
the answer to the problem.” A correct understanding of the problem is the first

step for policy makers to make the right decisions.

2.1.1. Changes in Economic Indicators
Chinese government policy makers generally monitor social dynamics, especially
macroeconomic operations, through changes in indicators. Therefore, the de-
velopment disadvantage of some major economic indicators in the past decade
has become an important issue for government officials, which has provided a
powerful impetus for follow-up reform. In the market operation before the
supply-side reform, the relevant indicators of GDP and energy consumption
have become two important indicators that reflect the overall decline of China’s
economic operation and the urgent need to improve the economic structure and
production methods.

China’s GDP growth rate continued to decline before the reform: 10.6% in
2010 and 9.5% in 2011, and continued to decline to 6.9% in 2015. Chinese eco-
nomic growth showed a significant slowdown. After the gradual implementation

of the reform, the GDP of the tertiary industry has achieved sustained growth
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that showed the importance of reform for the optimization of industrial struc-
ture. At the same time, according to the 2010 WEC data, China’s total economic
energy consumption in 2008 is 1.5 times higher than the world average, 2 times
higher than Brazil, 1.6 times higher than the US, 2.2 times higher than Japan,
and 1.4 times higher than India. At the same time, according to the data pro-
vided by BP, the World Energy Statistics 2011, the world’s energy-consuming
countries are no longer the United States, but replaced by China. It can be seen
that China’s economic development is based on huge energy consumption. This
resource-dependent economic development is unsustainable, so reform is im-

perative.

2.1.2. The Policy of Demand Regulation Is Not Effective

Since the market economy reform was fully promoted, the Chinese govern-
ment’s macroeconomic regulation and control has been dominated by demand
regulation [3]. But in recent years, demand regulation policies have not been ef-
fective. Between 2006 and 2007, the Chinese economy experienced severe infla-
tion, and the government suppressed aggregate demand by tightening policies
such as the statutory reserve ratio. When the US financial crisis broke out in
2008, China began to turn to expansionary monetary policy and fiscal expendi-
ture policy. In the first half of 2012, the Chinese government stimulated market
demand in various ways, and in the second half of the same year, it faced infla-
tion again. Chinese economy has been in a state of turmoil under demand-based
regulation, which has placed an urgent need on the reform of regulation and

control.

2.1.3. Outstanding Focus: The Decline of Traditional Energy Industry

In December 2015, the 62% iron ore price of Qingdao Harbour fell to the lowest
point in the single-day data record since 2009. The iron ore price has reached a
new low, which is a microcosm of overcapacity in China’s traditional industries.
Since 2012, the “golden decade” of the coal economy has ended, and the
coal-based energy industry in Shanxi Province has rapidly turned into a trend,
and the provincial economic growth rate has been low. The steel industry in
Hebei Province entered a period of recession and a large number of factories
closed down. The old industrial bases in Northeast of China are also facing a se-
ries of risks such as deflation, unemployment and insufficient economic power
brought about by the decline of traditional industries. The decline of the tradi-
tional industry has brought about a huge threat to the economic operation and
the people’s livelihood, which has made the industrial structure transformation

increasingly prominent.

2.2. The Source of Policy

The source of policy is the expression and proposition of professional opinions
on public issues. After identifying the problem, what is to be done is the design
and choice of the alternatives to solve the problem. The source of policy is ac-
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tually the clarification of the process of producing policy options and policy
recommendations by specific groups such as experts and scholars [4]. While
pushing the issue into the policy agenda is not something that can be done with
a viable alternative, the chances of the issue being put on the policy agenda will
be greatly improved if there is a problem with the corresponding solution.
Therefore, the source of policy is a key step in policy establishment. In the pro-
motion of supply-side structural reforms in China, the new supply school pro-
motes decision-making as a professional think tank.

New supplyist economics is based on the basis of China’s reform practice. It
proposes the theoretical basis of the new supply cycle, the system theory of the
three major supply constraints, and the long-term reform proposition of the five
major sources of wealth. These theories emphasize the far-reaching impact of
the supply structure on the economic structure and provide a theoretical basis
for supply-side reforms [5]. On this basis, the new supply school mainly expands
the influence of new supplyist economics through expert seminars, internal ref-

erence reports, seminars and other forms.

2.3. The Source of Political

The source of politics is the influence of political factors on problem solutions. It
refers to the promotion of the state of the agenda or the use of the state’s emo-
tional changes, organized political power, government change, partisan ideology,
and social class structure. In the promotion of China’s supply-side structural re-
forms, the CPC’s people-oriented ruling philosophy is the core support. At the
same time, the transformation of the role of the new central leadership group
and the role of the central financial leadership group has brought about an op-
portunity, and the people’s reform enthusiasm and the mass media have played

an important role.

2.3.1. The Ruling Philosophy of the Communist Party of China

The main factor in China’s political resources is the ruling philosophy of the
Communist Party of China. The Communist Party of China is China’s ruling
party. This determines that the dominant factor in the political source is the
party’s ruling philosophy, and the process of China’s entire policy is directly
guided and influenced by it. The Communist Party of China has always adhered
to the core ruling philosophy of building the party for the public and governing
for the people. Its basic mission is to continuously explore strategic measures to
promote the sound and rapid development of the national economy in order to
achieve the goal of building a well-off society in an all-round way. Under the
situation that the country’s economic development is in a downturn, the indus-
try is uneven, and the regional imbalance is prominent, the Chinese Communist
Party is actively seeking effective measures to get out of the predicament. This is
in line with the requirements of the party’s ruling philosophy.

2.3.2. The Change of the Chinese Central Leadership

In March 2013, China’s new generation of central leaders confirmed and Xi
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Jinping was the core figure. The new leadership also brought new ideas and
created political conditions for supply-side reform. After the new leadership
team came to power, the central government facilitated the announcement that
the “CPC Central Committee’s decision on comprehensively deepening reforms
of several major issues” on November 15, 2013, which is the transformation of
long-term demand intervention thinking. It has laid the foundation for the

supply of reform.

2.3.3. The 18th Central Financial and Economic Leading Group

The Central Financial and Economic Leadership Group is one of the organiza-
tional forms for the Communist Party of China to lead economic work. On
March 17, 1980, the Central Financial and Economic Leadership Group was
formally established and became the deliberative body of the Party Central
Committee to lead economic work. On April 17, 2013, the first meeting of the
18th Central Financial and Economic Leading Group was held to announce the
establishment of the new Central Financial and Economic Leading Group and
clarify the positioning of the new Financial Leadership Group. It is an institution
commissioned by the Political Bureau of the Central Committee and its Standing
Committee to make major strategic policy decisions for economic and social
development. From the deliberative body to the decision-making body, the
change of the orientation of the central financial and economic leadership group
highlights the importance attached by the Party Central Committee with Com-
rade Xi Jinping as the core to strengthening economic work leadership. The re-
positioned central financial leadership team played a major role in the develop-
ment of supply-side reform policies.

2.3.4. Public Opinion on the Expectation of Reform

Driven by the emergence of problems, the government’s reform proposals, and
the ideas of experts and scholars, the participation and attention of the public in
the reforms has never been higher. Faced with the imbalance between regions
and industries, the people are looking forward to a wide range of effective re-
forms in the face of the decline of traditional industries. At the same time, Xi
Jinping also emphasized that “we must respond positively to the strong appeal
and ardent expectations of the broad masses of the people for deepening reform
and opening up” at the second collective study meeting of the Political Bureau of
the CPC Central Committee.

2.3.5. The Influence of the Mass Media

The mass media as the disseminator of information also affects the formulation
of policies. The media intentionally or unintentionally acted as a shaper of pub-
lic opinion and a propagandist of government policies, that indirectly prompting
a large number of government officials to turn the views of the media into poli-
cies. On the one hand, experts and scholars supply new ideas of school reform to
promote communication, and the central government expects that the goal of

deepening reform will also reach the bottom people through the mass media.
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This creates a paradox among the people, and the mass media has built a bridge

between the people’s vision of reform and the upper-level thinking.

2.4. Opening of the Policy Window

The policy window gives the proponent a so very good opportunity to showcase
the special issues that can be raised. When there are compelling issues or a
strong political flow, the window of policy will be opened. In the process of
supply-side structural reform, the establishment of a new generation of leading
groups provides a rare opportunity for the coupling of the three major sources
that opens the window for this reform. In the process of launching the
supply-side reform policy, the warning of economic indicators such as GDP, the
weakness of the current “demand side” policy, and the huge problems in the tra-
ditional industry have led to the formation of problems. The focus incidents also
directly affected the changes in political flows. For example, in the context of
economic downturns and industry decline, the voice of the people demanding
reforms is high. In 2013, the new leadership team came to power, the unprece-
dented enthusiasm for reform of the people and the influence of public opinion
media constituted a political source. At the same time, the development of new
supply school ideas has promoted the formation of policy flows. The emergence
of a series of economic problems and the government’s re-election opened the
window of policy, the three sources officially gathered together, and the
supply-side reform policy was successfully launched.

Under the influence of the supply-side reform, China’s tertiary industry has
entered an accelerated development period, and its technological innovation ca-
pability has been continuously improved. With the continuous improvement of
the adaptability and flexibility of the economic structure, the reform goal of im-

proving the efficiency of resource allocation is gradually being realized.

3. Summary

Looking at China’s policy agenda from the perspective of multi-source flow, its
three sources are not independent each other, especially the political flow and
policy source. In the formation of China’s supply-side structural reform policy,
the supply school has made a major contribution as the backbone of the policy
flow, but they have a close and inseparable relationship with the political flow.
Many scholars of the supply school not only make suggestions as think tanks,
but also participate in profound political affairs as state officials.

The boundary between political flow and policy flow is not clear, and it also
reflects a serious problem that the political flow in China has a profound impact
on policy flow. The relationship between the development of the supply school
and the political situation has not only been discussed in depth, but we can see
the profound influence of the political source on the development of policy
thinking from the intertwining of the source and the flow. This can reflect that

the agenda of China’s policy is not perfect compared to the West. There are few
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professional think tanks representing the origin of policy in China, and most of

the existing think tanks have an official background.
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