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Money Demand, Money Overflow and Inflation: Empirical Study on Monetary Economy in China

ZHAO Jian
(School of Economics Shandong Univessity, Jinan 250100, China)

Abstract: The paper divides money into storing money and trading money, which transfer from each other with the affection of
inflation by Fisher Hfect. Inflation leads to the storing money overflow, at the same time the overflow enhances the inflation. We set
up a dynamic model of inflation on the storing-trading money transfer function, and find that if the elasticity of money overflow to
inflation is strong enough the inflaion would go higher and higher. Empirically we find saving preference is still rigid in China,
however recently inflation arose the overflow from storing money to trading money. If the overflow is not controlled itwould enhance
the inflation, which leads to a vicious circle. At the same time, depression expectation would leads to transfer from the storing money
to the trading money, which would generate deflation.

Key words: storing money; trading money; money overflow; inflation
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