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Abstract

Research on the Effect and Transmission Mechanism of Industrial Structure
Change of China's Monetary Policy

As an essential measure of macroeconomic regulation, monetary policy has become
increasingly prominent in promoting economic growth and maintaining price stability.
The ability of central banks to use appropriate monetary policy in a timely manner has
always been of great importance to scholars. Traditional monetary theory generally
assumes that industries are homogeneous, but ignores the structural differences between
industries as economic agents, mainly due to the differences in industrial characteristics
and factor intensity, and ultimately results in the asymmetry of monetary policy in
regulating industrial structure. Since the reform and opening up, China's national economy
has developed rapidly and people's production and living standards have improved
significantly, and monetary policy is basically suitable for macroeconomic control.
However, there are still structural imbalances: inefficient resource allocation and blocked
liquidity, overcapacity and tight capacity, and low value-added industries, all of which
limit China's economic growth, so it is urgent to promote the transformation and
optimization of industrial structure to achieve high-quality economic development under
the new normal.

First of all, based on the review of relevant literature, this paper proposes the
hypothesis that "industrial structure can promote economic growth" and "monetary policy
has an obvious effect on industrial structure change" and its possible influencing factors.
Secondly, based on the existing research on the regulation of monetary policy on industrial
structure and its transmission channels, the transmission mechanisms such as interest rate
channel, exchange rate channel, asset price channel and credit channel are sorted out. After
that, we combine the characteristics and status of the real economy, money market, capital
market and credit market, and empirically test the effect on industrial structure change of
monetary policy, using a time-varying parameter factor-augmented vector autoregressive

model with stochastic volatility(SV-TVP-FAVAR). Finally, the SV-TVP-FAVAR model



continues to be applied to quantitatively test the independent effects of monetary policy
transmission channels such as interest rate, exchange rate, asset price and credit, using
relevant macroeconomic data such as money, asset price and credit.

The empirical results show that, on the one hand, the industrial structure change
effect of monetary policy regulation in China is significant, and the response results of the
three industries to monetary policy shocks indicate a time-varying nature. The sensitivity
of each industry to quantitative and price-based monetary policy is ranked from the tertiary
industry, the secondary industry, to the primary industry and the tertiary industry, the
primary industry, to the secondary industry in decreasing order. The comparative analysis
reveals that the positive effect of regulating the interest rate in promoting the development
of the tertiary industry is stronger than regulating the money supply, that is, the price-
based monetary policy is superior to the quantitative monetary policy in optimizing the
industrial structure. On the other hand, for the transmission mechanism of industrial
structure change effect of monetary policy, the independent effects of each transmission
channel of quantitative monetary policy are ranked from the tertiary industry, the primary
industry to the secondary industry in decreasing order. Meanwhile, the independent effects
of each transmission channel of price-based monetary policy are ranked from the primary
industry, the tertiary industry to the secondary industry in decreasing order, except for the
exchange rate channel, in which the degree of response is ranked from the primary industry,
the secondary industry, to the tertiary industry. The contrastive analysis reveals that the
asset price channel, regardless of the type of monetary policy regulation and the type of
industry regulated, can play a much more significant role than the other channels, and

therefore should be given more attention.

In conclusion, we should focus on the heterogeneous response of industries to
monetary policy shocks, conduct monetary policy regulation according to the specific
condition, continuously enrich the macro policy toolbox, unblock the transmission
channels of monetary policy, realize the optimization and upgrading of industrial structure,

and finally promote the prosperity of the economy.
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