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Empirical Study on the Nexus among Stock Price Real Economy and Monetary Policy:
Based on China’s Data from 1997 to 2011

Xiao Yang' Ni Yujuan® and Fang Zhou’

( 1: Beijing University of Civil Engineering and Architecture;

2: Haitong Securities; 3: School of Economics Xiamen University)
Abstract: Using the Granger causality test and the VAR to analyze the relationship among China stock price GDP the inflation rate
and the monetary policy from January of 1997 to June of 2011 we concluded that in China the substitution effect dominates impact of
stock market on economy in the short run whereas the fortune effect and investment effect dominated in the long run. The change of
stock price also influences inflation positively. Both of the money supply and interest have insignificant effect on stock market the
Granger causality test dictates that the interest rate influences the money supply and stock price. The change of money supply affects
inflation rate interest rate and stock price. The generalized impulse response functions show that the central bank’ s tight interest rate
policy can’ t restrain stock prices. Increasing the money supply in the short term can promote the stock market prices but in the long —
term stock market can’ t be affected by money supply.
Key Words: Stock Price; Real Economy; Monetary Policy; VAR
JEL Classification: E52
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