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The Choice of the Intermediate Target of Monetary Policy in China

Abstract Based on the Vector Error Correction models (VECM), this paper has
empirically investigated the cointegrations and dynamic adjustments between China’s money
stock (M1 and M2, respectively), GDP, CPI and interest rate, etc. The sample is
1994Q1-2008Q4. The aims of the study are to evaluate the effect of the China’s monetary
policy, and to investigate that M1 or M2, which one should be the intermediate target of
monetary policy. The results indicate that the monetary policy is active and effective during
the sample period. Meanwhile, according to the characteristics of the intermediate target of
the monetary policy, M2 is more appropriate to be the intermediate target.
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1994 M1 M2
1 1994 2009

16 M1 M2 3 8 6
M1 M2 2
M1 M2 M1 M2 1
1 1994-2009
M1(%) M2(%)

1994 21 26.2 24 345 24.1
1995 21-23 16.8 23-25 295 17.1
1996 18 18.9 25 25.3 8.3
1997 18 165 23 173 2.8
1998 17 11.9 16-18 153 -2.6
1999 14 17.7 14-15 14.7 14
2000 15-17 16 14-15 123 0.4
2001 13-14 127 15-16 14.4 0.7
2002 13 16.8 13 16.8 -0.8
2003 16 18.7 16 196 12
2004 17 136 17 146 3.9
2005 15 11.8 15 176 18
2006 14 175 16 16.9 15
2007 NA 21.0 16 16.7 48
2008 NA 9.1 16 17.8 5.9
2009 NA 324 17 277 -0.7

1. cPI

2.

3. 2007 M1

94 95 96 97 98 99 00 01 02 03 04 05 06 07 08

--- M1 — M2 |

1 ML M2 199401-2008Q4



M1

M1 M2

M2

GDP
GDP

GDP

2002

M2

2007
M1 M2 M2
M1 M2
M1 M2
2001
1996
M1 M2
M1 M2
M1 M2
M1
M1
M2
M1 M2
2002 M1 M2
M1 GDP M2
RPI
2004
GDP CPI M2
CPI M1
VAR
VAR
Granger
2009



M1 M2

M1 M1

M1

Juselius 1998

Johansen 1995

M1 M2
M1 M2
M1 M2 Granger
M2 M1l
robust
M1 M2 GDP
1994 2008
M1 M2
M1 M2 VAR M1
M2
M1 M2
M1 M2
M1 M2 M1 M1
M2 M1
M1
M1 M2
M2

M2 70% M2



M2 M1 M1

M2 M1 M2
M1 M2
M1 M2 M2
M1
M1
M1 M2
M2
M2
1996
M2 M2 M1
M1 M1
M1 1987 1993 M1
1988 1994 2007 M1 2006
2008
M1 M2
mil
ml, = a, +a,y, +a,Ap, —a,;R, +&, 1
a, a, a,20 mL vy, Ap, R M1 GDP
M1
M1

Juselius 1998
M2
M2 GDP Qin 2003



m2

m2, =a, +a;y, —;Ap, + ;R + &, 2
a; 8 a,20 vy Ap R 1
M2
m2, :b1+b2yt+b3Apt_b4Rt+53,t 3
b, b, b,>0
VECM
Sims 1980 VAR
Juselius 2006
Engle  Granger 1987 ECM
Johansen 1995 VAR VECM
VECM
Granger Litkepohl 2005

VECM 4 Johansen 1995

k-1
AX, = H(Xt'_l,trend,St_l)'+Z:l“iAXt_i +®D, +¢, t=1--T,& ~IN(0,Q)

i=1

X, px1l &
Q
trend S, D,
X 1) r rk(ll)=r 0<r<k
a p [M=ap VECM 4 5

k-1
AX, =aff' (X[, trend, S ;) + > T\AX  + @D, + &, t=1--,T, & ~ IN(0,Q)

i=1
) o p'(X/,,trend,S, )" 1(0)
(X/,,trend,S, )’ r B

ML, m2,y.,Ap,R]
ml, M1 mL =In(M1, /CPI,)
m2, M2 m2, =In(M2, /CPl,)

4

pxr



Y, GDP y, =In(GDPC,)
Ap, Ap, =1og(CPI, /CPI, ,)
R, R=R/4
R/ CPI, S, =[Dp97,] Dp97,
t >1997Q1 Dp97, =1 0 Dp97,
1997 M1 M2
D, M1 M2
Dp03g2 Dp07Q4  Dp02Q1 Dp03q2 Dp07Q4
1 0
1
ADF M1 M2 1(2)
4 Hannan-Quinn Schwarz M1
M2 1 M1 M2 VAR(Q)
M1 M2 VAR(Q) ARCH
2 M1 M2 VAR(Q)
2 VAR
ARCH ,
LM 1 LM 2 LM 1 LM 2 R
) ) ) ) ) Am1:0.87
1 ML} »(9= @)= | (€)= | 2G0)=| 2x(02)= | sy: 086
VAR 2 | 3.4[0.94] | 9.9[0.35] | 4.9[0.55] | 33.8[0.56] | 100.8[0.01] Ap: 0.96
, ) , , , Am1:0.88
2 M2} Q)= | @)= | (6= | £@O=2| 2(72)= | Ay: 087
VAR 2 | 54[0.79] | 10.8[0.28] | 6.3[0.38] | 3.1[0.95] | 67.1[0.64] Ap: 0.96
7B =1 @@= | x*(4)=| 9= | @8)= | Am1:0.85
VAR 4 7.8[0.09] | 2.5[0.64] | 4.8[0.30] | 10.5[0.30] | 16.2[0.57] | Am2:0.85
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M1 VAR 2 7 (1) =0.10[0.75] 7°(2) =4.9[0.08]
M2 VAR 2 7' =197[0.16] | z°(2)=3.95[0.14]
1. “R ”
2. CATs in RATs 2.0
4 Johansen
1 M1 VAR(2)
r
trace stat. 95%
<0 103.6 55.3 0.000
r<i 45.0 34.5 0.002
<2 12.7 18.4 0.237
2 M2 VAR(Q)
r
trace stat. 95%
r<o 101.5 56.0 0.000
r<i 40.4 35.4 0.013
r<? 17.1 18.4 0.073
3 VAR(4)
r
trace stat. 95%
r<o 30.8 30.9 0.053
<1 4.5 15.3 0.851
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