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Money supply, economic growth and inflation in dual economy in transition
Feng Tao, Gao Dongsheng

(School of Economics and Finance, Xi’an Jiaotong University, Xi’an, Shaanxi, 710061)

Abstract: We find that under the condition of dual economy, money supply has consistent positive impact on non—agricul-
tural employment, while that the growth of non— agricultural employment have a two—way influence on inflation through supply —
demand effects, which makes it difficult for the simple correspondence relationship between money and inflation to effectively stand
in economic transition. Money expansion does not necessarily lead to inflation. However, the low transmission efficiency of tight-
ening money and curbing inflation would refrain structural transition and the pace of economic growth. In other words, although
monetary policy belongs to short-term policy tools, money supply in the transition period has long-term structural effects.
Short—tem disequilibrium benefits long—term structural adjustments. But short—term effective policy exacerbates long—term
structural disequilibrium. Monetary policy needs to set up internal contact with long—term structural transition policy.

Key words: Dual economy in transition; Money supply; Economic growth; Inflation



