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STRUCTURAL DISTURBANCES ON FLUCTUATIONS OF
MONETARY POLICY DISTINGUISHING VARIABLES

" ABSTRACT

Since the very beginning of the 21stcentury, there has been observed a more fierce
cyclical fluctuation of global economic growth and worldwide litquidity. Meanwhile the
China’ s economy has maintained sustained and rapid growth. As the reform and open-
ing — up into depth,” China has gradually become the new engine of global economic
growth. The exchange rate of RMB appreciation expectation was closely related to the
tightness of global liquidity. Under the double influence of foreign trade surplus and
short — term capital inflow, there has seen a rapid growth of surplus of foreign exchange
settle’ment and sales and Position for Forex Purchase, causing a fast growing of foreign
exchange reserve and passive issuance of basic currency. Under the overall fising trend ,
the fluctuation of China’ s money supply has been more frequent and fierce.

Since 1996, broad money supply (M, ) has been used as intermediate target of
China’ s monetary policy. In 2011, China first put forward the concept of “social fi-
nancing scale” , and specified social financing scale would be taken into account under
the premise that money supply was still the first consideration.

As a recommended aggregate indicator of credit and debt by IMF, social financing
scale will become a policy — making basis as important as broad money supply (M, ),
which calls for necessity of research. Peoples Bank of China began to publish historic
time series data of social financing scale in 2012, which provided the possibility of
quantitative analysis. Previously, domestic monetary policy more research using money
supply (including all levels of monetary supply) as the research object.

This paper put forward the concept of “monetary policy distinguishing variables” ,




ABSTRACT

which indicates the degree and direction of monetary policy as well as the result of en-
dogenous and exogenous disturbances. After correlation analysis on alternative indica-
tors, social financing scale and broad money supply are selected as monetary policy dis-
tinguishing variables in research.

What’ s the consequence and source of structural disturbances on cyclical fluctua-
ted monetary policy distinguishing variables. Whether there is any variation in disturb-
ances effect, when anticipation factors are taken into consideration? Moderate monetary
policy indicates that the policy operation tools, timing, and regulation strength are all
appropriate. While monetary policy decision — making departments take social financing
scale and broad money supply as reference indicators, whether there is any influence on
moderate monetary policy. In addition, whether there is impact on monetary policy mi-
cro — transmission efficiency, while referring to two kinds of monetary policy distinguis-
hing variables. Under an efficient micro — transmission mechanism, banks give more
consideration to companies’ investment and financial situation. The above conclusion
still holds when there are switches of monetary policy, and is not affected by factors such
as enterprise property rights and government intervention.

After put forward by Sim (1980, 1986), VAR and SVAR have become important
macro econometric model. Scholars represented by Blanchard Bernanke, applied the
model to monetary policy research field, especially the research of monetary policy
transmission. Based on SVAR model, this paper uses orthogonal decomposition to re-
search the structural disturbances on monetary policy distinguishing variables, and the
stationarity of disturbances. Based on the above analysis, this paper focus on the source
of cyclical fluctuation of monetary policy distinguishing variables and how to make mod-
erate monetary policy and macroeconomic coordination. The main collusion are as fol-
lows : 4

1. Social financing scale has the characteristic of being identify variable and inter-
mediate target of monetary policy. Compared with broad money supply, though there is
correlation between social financing scale and the ultimate goal of monetary policy, its
controllability, regulation time lag, and policy disturbances are more fluctuating. In the
existing situation of “one bank and three commissions” financial regulation structure,
selection of monetary policy operation tools, monetary policy transmission mechanism,
and interest rates marketization, The central bank lacks policy influences on direct fi-
nancing , and then lacks the regulation measures on Social financing scale.

2. Social financing scale is insensitive to transitory disturbance, thus helps to poli-

ol5 5
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cy making. Using SVAR model, this paper divides structural disturbances into perma-
nent and transitory disturbances. Permanent disturbance has an explanatory power of
98% on social financing scale (T1), while transitory disturbance is only 2% . Broad
money supply has an explanatory power of 67% on social financing scale (T1), after-
wards rapidly decreases to 62% .

3. While anticipation factors are taken in account, the monetary policy distinguis-
hing variables’ main disturbances sources and the explanatory stability of them would
both change as main disturbances sources and stability of them change. In the fluctua-
tion of social financing scale, anticipated and unanticipated fluctuations mainly come
from transitory disturbances, while unanticipated fluctuation would rise after permanent
disturbances. In the fluctuation of broad money supply, anticipated fluctuation mainly
comes from transitory disturbances, while unanticipated fluctuation mainly comes from
permanent disturbances.

4. With reference to society financing scale and board money supply, PBC should
consider more when make decision of moderate monetary policy (including timing,
strength and the choice of policy instrument). While making decision of the timing of
policy, regulation measures, regulation power, regulation objective, macroeconomic co-
ordination, and micro — transmission efficiency, PBS should take into full account the
differences between the two kinds of indicators and their different influences on macro-
economic regulation. '

5. Foreign trade is one of the most important disturbance sources for monetary poli-
cy distinguishing variables under demand shock. In addition, the external shock of soci-
ety financing scale is mainly from the external demand shock from monetary policy
“spillover” in eruozone and American unemployment rate. The shock effect from RMB
exchange rate expectation is steadily enhanced. After the crises, International commodi-
ty prices have more shock impact on monetary policy distinguishing variables than be-
fore. |

6. With reference to these two monetary policy distinguishing variables, PBC
should should take into full account of policy combination for different macroeconomic
objectives when making decision for moderate monetary policy. Using society financing
scale as monetary policy distinguishing variable, If the macroeconomic objectives is e-
conomy growth, the best choice is adjusting fiscal budget expenditure go with monetary
policy which could have long — lasting impact on society financing scale. Using broad

monetary supply as monetary policy distinguishing variable, the best choice is adjusting
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ABSTRACT

fiscal budget income.

7. Social financing scale is more efficient in micro — transmission than broad money
supply. Under the relatively static tight monetary policy, social financing scale is high
efficiency in micro — transmission. Enterprises of more efficient investment have more fi-
nancing which implies tight monetary policy has less impact on them. When monetary
policy from easy to tight, broad money supply is high efficiency in micro — transmission
and enterprises of more efficient investment still have more financing, which implies ad-
justment of monetary policy have only a small effect on financing capacity. Under dis-
turbance of these two monetary policy distinguishing variables, SMEs are less affected by
monetary policy adjustment. Moreover, government intervention can influence the finan-

cing capacity of enterprises.

Keywords: monetary policy distinguishing variables, SVAR model, structural

shock, social financing scale, monetary policymicro — transmission
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