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Compelled Technical Change, Price Bifurcation and
A Model of Chinese Inflation

Abstract: Under the hypothesis of compelled technical change, this paper analyzes the
determinants of price bifurcation and cyclical inflation in China by setting up a two-sector
model containing technology-importing sector and non technology-importing one. The
theoretical analysis suggests that technology import, state control and the capacity gap will
accelerate the inflation process but export of technology-importing sector will smooth
economic fluctuation. Basing on the monthly data for the period from January 2002 to
December 2007, the empirical analysis by VAR approach supports the theoretical conclusion
very well, which has significant implication for the selection of China’s macroeconomic
policy in the future.
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