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A Study on Inflation Gap in Urban and Rural Households

with Different Income Levels in China
Based on China’s Quarterly Macroeconomic Model (CQMM)

LI Wen—pu and GONG Min
Xiamen University Xiamen Fujian361005 China

Abstract: The authors make an positive analysis on the income inequality, inflation gap and the impact of inflation on total
demand in Urban and Rural Households with different income levels in China with China’s Quarterly Macroeconomic Model
(CQMM). By building the consumption behavior equation, the authors also analyze the impact of rising CPI on the CPI, income
and consumption expenditure of people with different income. It shows that, the impact of rising CPI on rural residents is greater
than that on urban residents; and the impact of that on people with lower income is greater than that on people with higher
income. The different inflation gap in urban and rural households with different income levels will help widen the real income
gap of them, and weaken residents” tolerance of inflation in China. At the same time, restraining the expanding of consumption
demand of all the residents will decrease the contribution rate of final consumption to economic growth. So, to control inflation
and effectively decrease the social cost of inflation, we should not only control the overall level of inflation, but also narrow the
inflation gap of people with different level of income. While formulating microeconomic policy, we should trade off controlling
inflation and economic growth, and firmly control the rate of economic growth within 9% . To decrease the social cost of
controlling inflation gap, first, we should pay more attention to the impact of inflation on people with different level of income,
especially rural residents with lower income, adopt countermeasure of guaranteeing the income growth of people with lower
income; second, we should further increase the level of minimum wage, increase the level of income of the industry of
manufacturing, and guarantee the level of income and consumption of urban and rural households with lower income.

Key words: inflation gap income inequality China’s Quarterly Macroeconomic Model(CQMM)
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