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ABSTRACT

The topic of this Ph.D. dissertation was chosen based on the follow-
Ing reasons:

First, quantifying the effects of monetary policy is at the frontier of
monetary policy research. Measuring monetary policy accurately can not
only evaluate the previous policy, but also select proper policy ail present
or in the future. What is the real effects of monetary policy? How the
changes of real and nominal variables to monetary shocks are measured?
Has the central bank’s monetary policy achieved its goals? In order to an-
swer these questions, the effects of monetary policy must be quantified.

Second, the latest research findings provide us with experiences for
studying monetary policy. VAR( Vector Autoregression) and its applica-
tions in macro-econometrics make quantifying the effects of monetary poli-
cy possible. In the past 20 years, macroeconometric models have under-
gone great changes with the development of economic and econometric
theory. Lucas(1976) criticized large-scale Simultaneous Equation Models
in macroeconomic policy-making, which laid the foundation of modem
scientific macroeconometrics and policy evaluating. Sims(1980) present-
ed the first analysis of monetary policy in VAR models and was followed

by a lot of researchers on this topic. VAR becomes popular in measuring

monetary policy.
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Third, there are many papers on evaluating monetary policy of Chi-
m, but most of them are qualitative. The disadvantage of qualitative
analysis is not precise. Many problems, such as what degree monetary
policy affects the economy; how differently monetary policy instruments
influence economic variables; whether there is any difference between the
effects of monetary shocks in depressions or in booms; whether monetary
policy coincides with other macroeconomic policies, and what is the corre-
lation between them is. Such problems are important in policy evaluation
and could be solved completely by quantifying methods.

So quantifying China’s monetary policy has theoretic and practical
significance. Accurate measurement of the monetary policy effects is es-
sential, both for good policy-making and for choosing among alternative
macroeconomic theories.

Recent attempts on the measurement of monetary policy have largely
fallen into two general categories:

First, following the example of Friedman and Schwartz (1963a),
Romer and Romer(1989) reintroduced the °narrative approach’ to the
study of monetary policy, based on a reading of the minutes of the Federal
Open Market Committee .

The second general strategy for measuring monetary policy stance-
which is the focus of the present research—is to use prior information
about central bank operating procedures, in conjunction with VAR esti-
mation techniques. VAR models are widely used in the empirical analysis
of monetary policy issues. This methodology has undoubtedly the merit
avoiding the need for a complete specification of a structural model of the
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economy. VAR models show great vitality in monetary policy research.
Sims’(1980) critique generated considerable influence on the use of
vector autoregressive models in macroeconometric analysis; Christiano,
Eichenbaum and Evans(1994a, 1996) used the Flow of Funds accounts
to assess the impact of a monetary policy shock on the borrowing and
lending activities of different sectors of the economy, and studied two
measures of exogenous shocks to monetary policy; Bagliano and Favero
(1997) evaluated VAR models designed to analyze the monetary policy
transmission mechanism in the United States; Evans and Kuttner(1998)
presented three findings on VARSs’ ability to describe monetary policy by
using Fed funds futures rates; Bemanke and Mihov(1998b) developed a
Semi-Structural VAR approach to evaluate measures of monetary policy
based on reserve market indicators, and to measure innovations in mone-
tary policy and their macroeconomic effects; Christiano, Eichenbaum and
Evans(1998a) found that a monetary policy shock had only a small con-
temporaneous effect on the monetary base and M1, and its primary effect
was to signal future movements in the money supply; Pesaran and Smith
(1998) used a number of recent developments on the analysis of Cointe-
grating Vector Autoregressions to examine their links to the older structural
modeling traditions using Autoregressive Distributed Lag(ARDL) and Si-
multaneous Equations Models(SEMs) , and emphasized the importance of
using judgment and economic theory to supplement the statistical informa-
tion; Garratt, Lee, Pesaran and Shin(1999) discussed the ‘ Structural
Cointegrating VAR’ approach to macroeconometric modeling and com-

pared it to other approaches currently followed on the literature.
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On the basis of what have got on the measurement of monetary poli-
cy, this dissertation uses the newest econometric approaches to quantify
the effects of monetary policy of China. In conjunction with the practical
experience of China’s monetary policy, this dissertation puts up some
problems, such as how to select variables, how to construct models, and
how to show different monetary shocks on the economy. VAR, VECM
(Vector Error Correction Model) and impulse respond functions estimation
techniques are used in this dissertation to study the effects of China’s
monetary policy in order to provide reference to the policy-making and
policy assessment.

This dissertation is made up of five chapters:

Chapter 1 summaries the methods to measure monetary policy ef-
fects. Monetary policy goals and the effectiveness of monetary policy are
discussed. The quantity effects of monetary policy are compared among
Keynesian, Monetarism, Rational Expectation Schools’ Theories and
Game Theory. The literature of monetary policy evaluation is reviewed and
assessed.

Chapter 2 studies China’s monetary policy in different stages, focus-
ing on monetary policy impacts on the economy from 1984 to 1999.

Chapter 3 describes the effects of money shocks on output and VAR
system, analyzes the statistical background of VAR approach and its ap-
plications to the assessment of monetary policy, and discusses how to
choose monetary policy indicators in the measurement of monetary policy.

Chapter 4 first presents the exogenous and endogenous problems of

money supply, then examines the causality between money and output.
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Chapter 5 constructs the evaluating model of monetary policy of
China. First, vanables selection, model specification and identification
are discussed; second, the effects of China’s monetary policy shocks on
the economy at different stages are evaluated; last, several suggestions on

policy-making are put forward.

KEYWORDS: Monetary Policy Effects, Measurement, VAR, Impulse
Respond Function



