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Abstract:In an underdeveloped transition economy, government occupies two roles, the one is the operator re-
sponsible to finance for the institutional change, and the other is monetary authority controlling the whole money
and financial éystem. For the role of government it appears a special monetary expansion different neoclassical
monetary growth models even the M-S model. Considering the role of government in M-S economy, this paper
investigates the monetary behavior of government, results and existence and stability of long-term equilibrium.
The model finds the optimal financial method is issuing fiat money comparing with tax and debt bond. For the
money not only finances the institutional change but also meet the endogenous asset demand. However, once the
transition ends, if path dependence exists and economic growth always depend on institutions-driven, economy
is not able to achleve stability. Besides, the paper finds the stability is determined by the ability of government
control, but which pylls financial reform in’ d dilemma.

Key Words :operator of transition economy, monetary authority, institutional change, monetary expansion, e-
quilibrium and stability - '
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