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PREFACE

The book is focused on the problem of fluctuations in China’s
money supply from 1952 to 1995.During the period both planning
and market mixed economic system has evolved in China about 46
years.

Compared with other countries of the world the growth rate of
the Chinese economy over the period 1952-95 has been,on average,
quite high. However, China’ s economic growth has been unstable,
with sudden ups and downs and major fluctuations in
direction. Severe Fluctuations in China’s money supply are of prima-
ry importance as economic, social, and political factors.They affect
not only the economy and the society at large but also the living
standards of Chinese people. The main objectives of the study are to
examine whether cyclical fluctuations exist in China’s money supply
and the economy, to check the effect of fluctuations in Chins’s mon-
ey supply on the economy and to find out the causes of the money
supply fluctuations. The hypotheses of the study are that (1) the
cyclical fluctuations of money supply and the economy have occurred
in the period of 1952-95, (2)that the fluctuations of money supply
affect ont only the economic growth but also the people’s life, (3)
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that the fluctuations of money supply are caused by the fluctuations
of the social aggregate supply,and aggregate demand and prices.
Under the guide of theoretical framework, the method of

growth cycle analysis was used to specify the cyclical fluctuations of

‘the money supply and other macroeconomic variables,and Granger-

causality tests were used to examine the effect of money supply on
other types of macroeconomic activities and to find out the causal
factors of money supply.The dynamic effects of fluctuations of the
money supply and the sources of fluctuations of money supply were
further verified by using variance decomposition in 2 VAR system.
The structure of the study are:Chapter 1 introduces research
background; Chapter 2 gives an overview of theoretical framework
while Chapter 3 is a summary of hypotheses and research methodolo-
gy The Cycles of China’s aggregate supply are given in Chapter 4;
Chapter 5 analyzes cyclical fluctuations of China’ s aggregate
demand; Chapter 6 shows fluctuations of money supply and price,
while macroeconomic effects of fluctuations of China’s money supply
are examined in Chapter 7;Chapter 8 analyzes the causes of fluctua-
tions of China’s money supply ; Chapter 9 examines the institutional
causes of fluctuations of China’s money supply; Chapter 10 shows
the monitoring system of China’s money supply; Chapter 11 intro-
duces the control system of China’s money supply;Chépter 12 gives
conclusions and policy applications. The main findings are as follows:
Using the method of growth cycle analysis, the performance of
money supply(M,,M; ,M,) ,social aggregate demand (GDMD), so-
cial aggregate supply (GDNI), price (CPRC), agricultural supply
(GANI ), industrial supply ( GINI), tertiary industry supply
(GONI), social investment (INVT), social consumption (COMS)




PREFACE 3

and export (EXPT)were examined. The evidence supports the exis-
tence of cyclical fluctuations in money supply and other macroeo-
nomic activities from 1952 to 1995.There have been nine cycles in
all the macroeconomic activities. The longest cycle, which lasted
eight years, happened in agricultural supply, the shortest cycle was
three years. It was found that the fluctuation trend of money supply
is almost consistent with other macroeconomic activities. However,
the turning point dates of growth cycles of money supply are differ-
ent from other macroeconomic activities. Some activities were in ex-
pansion phase while others were in contraction phase.The duration
of cycles was different in each macrooeconomic activity. The varia-
tions in amplitude were quite clear.Some macroeconomic activities
fluctuated quite severely such as industry supply (GINI), social in-
vestment ( INVT ) and M,, and some macroeconomic activities
mildly.Cycles of the same duration and amplitude were not found in
each macroeconomic activity.

In the Granger causality tests,the money supply has significant
exogenous features. The fluctuations of My, M; ,and M, have an im-
portant effect on other macroeconomic activities. The fluctuations of
My, M, ,and M, cause changes in social aggregate supply (GDNI),
social aggregate demand (GDMD ), price (CPRC), industry supply
(GINI) and tertiary industry supply(GONI),social investment{ IN-
VT) and consumption(COMS) . The fluctuations of M, and M; have
an significant effect on agricultural supply(GANI),but the fluctua-
tions of M have no effect on agricultural supply.Changes in M, have
an important effect on export, but changes in M; and M, have no ef-
fect on expfort. Changes in M, and M; have minus effect on agricul-

tural supply. This means that the increases of M, and M, decrease
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the agricultural supply.Changes in M, ,M; and M, have positive ef-
fect on price(CPRC). It is evident that the severe inflation is caused
by the over-supply of money. Under the system of the planing econo-
my, changes in the money supply affect directly aggregate supply,
aggregate demand and prices. the over-supply of money have nega-
tive effect on the national economy.Changes in money supply affect
social investment. social consumption. aggregate supply and
prices. Changes in money supply causes fluctuations of social invest-
ment . Changes in social investment cause the fluctuations of aggre-
gate supply. The oversupply of money cause the increases of social
consumption. When aggregate supply is in shortage, prices
increase. Variance decomposition indicates that the fluctuations of
money supply have an important effect on the macroeconomic activi-
ties. The results are consistent with the conclusions of the Granger
tests.

The results of the Granger causality tests suggest that 1952 —
95 social aggregate supply ( GDNI ), social aggregate demand
(GDMD), social investment (INVT), social consumption(COMS),
export (EXPT) are a cause of the fluctuations of M,, M; and
M,.Changes of industry supply ( GINI), Agricultural supply
(GANI) and tertiary industry supply(GONI) are not a cause of the
fluctuations of M, and M; ,but a cause of M. The price changes have
on effect on the supply of M, and M; , but a causes of the fluctuations
of M. The results of Variance decomposition verified the results of
the Granger tests. The results of study indicate that the money sup-
ply of China has a endogenous feature. The changes of the macroeco-
nomic activities are a real cause of the fluctuations of money

supply. The "investment thirst”of enterprises and local governments
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cause the oversupply of money.The changes of aggregate demand,
aggregate supply and price cause the fluctuations of money
supply. The changes of the macroeconomic activities are firstly
caused by the national economic plan. The expansions of the national
economic plan cause the expansions in social investment and social
consumption on one hand, the expansions of the plan cause the ex-
pansion of aggregate supply and demand and the increases of price,
finally the increases of money supply on the other.In order to pre-
vent the severe fluctuation of money supply, the following policies
should be applied: (1)Supply the money reasonably according to the
economic growth; (2)Stress on the innovations of the control system
of money supply; (3) Create new financial market participants; (4)
Improve the financial market system;(5)Renew the monetary policy
mechanism; (6 ) Construct the market interest system; (7) Increase

effective supply and control ineffective demand.

Ran Guangho

1998.1.1
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