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Comparisons of Money Demand
Functions of Inflation and Deflation

LIU Jin-quan',GUO Zheng-feng?
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Abstract: If the stickiness of price is week, the impact of counter-cycle money demands
will be able to stabilize economic growth;and if the stickiness of price is strong, the impact of
clockwise-cycle money demands on stimulationg economic growth will be reduced. Therefore,
the nature of money demand functions depend on the stage of economic cycle. We use the co-in-
tegration model to estimate the money demand functions in three periods of China’s economy,
and we find that the money demand functions have changed significantly in different price chan-
ging regions. This shows that the monetary policies respond sensitively to the change of price,
and the long run target of monetary policy is still to keep the stability of price. Therefore,it is
necessary to run the actual expanding policies such as active fiscal policy to stimulate the effec-
tive intrinsic demand.

Key words: inflation;deflation; money demand;co-integration model



