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The Deviation of Inflation from Money Supply:
An Explanation of the Siphon Effect of Virtual Economy

LUO Fuzheng' LUO Nengsheng® HOU Zhipeng'
(1. Hunan Normal University, Changsha, China; 2. Hunan University, Changsha, China)

Abstract: Based on the siphon effect of virtual economy, this paper explains the causes of the deviation of infla-
tion from money supply. The results of model deduction and empirical research show that the siphon effect of virtual
economy causes currency to flow into virtual economy excessively, leading to the structural imbalance of money supply
between real and virtual economy, which reduces the responsiveness of inflation to money supply and intensifies the
deviation of inflation from money supply. As for the regional differences, the siphon effect of virtual economy in the
central and western region has a stronger effect on the deviation of inflation from money supply than that in the eastern
region. As for as the industry differences, the siphon effect of financial industry is stronger than that of real estate in-
dustry. In addition, the virtual economy sector siphons excess currency and conceals the possible inflation risk. There-
fore, we should promote the coordinated development of real and virtual economy and maintain a “robust neutral” mo-
netary policy.

Keywords: Virtual Economy; Siphon Effect; Money Supply; Inflation
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