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1 Introduction  
 

1.1 Background  

 

”Understanding Chinese monetary policy is more important than ever before. Growth and 

financial stability in China are important drivers of other countries' cycles – in Asia and 

beyond.” 

 (Chen, Chow, och Tillmann, 2017, 1) 

 

As highlighted above, and according to many academic papers, research on China's impact on 

the outside world has become increasingly significant (Cashin, Mohaddes & Raissi, 2017; 

Economy, 2010; Prasad, 2004). Understanding how China's fiscal and monetary policy affects 

countries worldwide is essential, as China has become a key player in the global markets. 

Furthermore, China's dynamic private sector integration into the world economy has been the 

most extensive economic development in recent decades (Sznajderska, 2019; Prasad, 2004). 

China has become a crucial importer of raw materials from a global perspective, as highlighted 

by Prasad (2004) and Roache (2012). The integration and special growth rates have caused 

significant changes in the world economy (Song, Storesletten & Zilibotti, 2011). Therefore, 

China is a good growth indicator for the outside world as its spillover effects spread globally 

more rapidly and efficiently than ever (Sznajderska, 2019). 

This thesis compares the effects of China's fiscal and monetary policy on countries worldwide 

during two separate periods, the first from December 2001 to December 2010 and the second 

from January 2011 to December 2019. Additionally, this thesis aims to determine if China's 

fiscal and monetary policy role has increased globally in the 21st century. Xue, Yilmazkuday, 

and Taylor (2020) explain that after the global financial crisis in 2008, China implemented 

several countermeasures to maintain growth. However, the cost of maintaining growth has 

increased financial risks as Chinese commercial banks now have a large number of loans with 

high risks (Xue, Yilmazkuday & Taylor, 2020). 
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Table 1: Countries' export and import shares with China (in percent). 

  2001 2019 

Australia Export 6.4 39.1 

 Import 7.7 25.2 

Japan Export 7.5 18.4 

 Import 15.5 23.2 

South Korea Export 11.6 24.5 

 Import 9.5 22.2 

Germany Export 1.9 7.5 

 Import 2.9 8.3 

Russia Export 5.7 14.3 

 Import 4.8 19.8 

Brazil Export 3.3 27.6 

 Import 2.4 20.5 

USA Export 2.7 6.8 

 Import 6.7 18.0 

South Africa Export 1.8 15.4 

 Import 4.0 18.2 
 

Source: The Observatory of Economic Complexity (n.d.).  

Table 1 illustrates a clear trend indicating that countries' export and import trade shares with 

China have become increasingly significant. The sample countries, representing every 

continent, were selected based on their total trade share with China in 2001, the year when 

China joined the World Trade Organization (WTO). Specifically, each country chosen had the 

largest trade share with China in their respective continent, as reported by The Observatory of 

Economic Complexity (n.d.) for 2001. Thus, the central question of this thesis is: Has the 

worldwide impact of China's fiscal and monetary policy measures undergone significant 

changes during the early 21st century? 

 

1.2 Goal of this thesis  

 

The study seeks to answer the question in the previous section by examining how the sample 

countries' and total OECD growth variables respond to China's fiscal and monetary policy 

variables1. That is to say, whether countries have become more or less dependent on China's 

actions during the 21st century. This thesis will determine how desperate countries' growth 

worldwide is for China's policy and trade actions. Furthermore, how has the impact changed in 

the two different periods in the 21st century? Considering that China has become a greater 

                                                           
1 The variables will be discussed later in the chapter "Methodology." 
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player in terms of trade (see Table 1), it would be logical to assume that China's fiscal and 

monetary impact on other countries should also have developed in the same direction. 

In other words, as previously mentioned, the importance of world economic trends and cycles 

has become increasingly crucial for countries in a global world. Therefore, understanding 

China's fiscal and monetary policy has become more critical for other countries (e.g., when 

China is a significant trade partner for many countries, it is evident that their actions matter). 

However, this thesis's primary goal is to determine how much China matters and how quickly 

China's role has increased compared with the two periods in the 21st century since it joined 

WTO.   

This study will primarily approach the research question using a standard vector autoregression 

(VAR) analysis2. Correlations between China's fiscal and monetary policy variables and the 

response variables of the countries under study will be measured using Granger causality 

estimates. Orthogonalized impulse response functions (ORIF) will also be included to examine 

the impact of China on the studied countries. The differences between the two periods can be 

conveniently discussed based on these measurements. 

The final goal is to offer macroeconomic policy recommendations to countries and industries 

worldwide that cooperate with China, primarily in the concluding remarks chapter. These 

recommendations may include guidance on how to respond more effectively when China 

implements contractionary or expansive policies, which variables in China should be 

considered, which fiscal or monetary policy channels in China are dominant, and which theories 

and hypotheses receive support from the study's results. For instance, such recommendations 

may inform policy and investment decisions when China's response is familiar. 

The thesis will begin with a chapter on theory and empirical evidence, presenting and discussing 

fiscal and monetary policy theories. The chapter will also review previous studies focusing on 

China's fiscal and monetary situation and its impact on the outside world, including empirical 

papers examining China's impact on both itself and other countries. Additionally, the chapter 

will introduce a hypothetical model that attempts to explain how China's expansionary policy 

is expected to affect itself and the external world, both nearby and distant. 

In the methodology chapter, the study's variables and the model will be described in detail. 

Next, the results chapter will present and analyze the study's estimates, including the results of 

                                                           
2 The chapter "Methodology" will provide a detailed discussion of Vector Autoregression (VAR). 
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the robustness check. Finally, the results will be comprehensively discussed and critically 

reviewed. 

The study will conclude with remarks that discuss the implications of the findings for theory 

and practice, including which theories receive support from the study's results and whether the 

study's hypothesis is supported. A Swedish summary will also be included to summarize the 

thesis's main points in Swedish. 
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2 Theory and empirical evidence 
 

This chapter provides an overview of the theories and channels related to fiscal and monetary 

policies discussed in previous literature. Additionally, it discusses China's implementation of 

fiscal and monetary policies and the resulting consequences based on empirical evidence from 

previous studies. The final sections of the chapter explore the impact of China's policy measures 

on both its domestic economy and the global economy. 

 

 

Figure 1: The fiscal and monetary policy channels and their impact on aggregate demand. 

 

Figure 1 illustrates the core theory of this thesis, which examines how a country as large as 

China, with a central bank, can affect aggregate demand domestically and internationally 

through various channels. This chapter will address each of the channels represented in the 

figure and explore how policy measures can ultimately impact other countries from China's 

perspective, leading to what is commonly referred to as spillover effects. 
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2.1 Fiscal policy theory  

 

 “The government can increase total spending by spending more itself or by reducing taxes so 

that the taxpayers have more money left to spend. It can reduce total spending by spending 

less itself or by raising taxes so that tax payers have less money left to spend.” 

(Lerner, 1943, 39-40) 

 

The citation by Lerner (1943) explains that a government can employ fiscal policy to increase 

or decrease total spending by either spending more or less itself or by adjusting taxes to give 

taxpayers more or less money to spend. The citation highlights the different options available 

to a government to manage the economy. However, modern fiscal policy traces its origins back 

to Keynes's (1936) idea of how the business cycle is affected by aggregate demand. Keynes 

proposed that the state and the central bank should pursue a macroeconomic stabilization policy, 

implementing expansive fiscal policy in recessions and contractionary fiscal policy in booms 

while the central bank drives monetary policy. The basic idea is, for example, that the state 

should pursue a temporary expansionary fiscal policy during a recession to increase growth and 

inflation, reduce unemployment, and thus even the country's income distribution. 

In contrast, the neoclassical theory argues that a country's production always returns to the 

natural level in the long run. Therefore, the idea that an active fiscal policy is a good idea is 

questioned; as Perotti (2001, 24) notes, "We should honestly admit that, at present, our area of 

ignorance even on basic signs of fiscal multipliers is too great. At a minimum, this should 

suggest using fiscal policy very sparingly." However, Keynes (1936) argues that the process 

from a recession to a natural state is too slow, and it is best to pursue a temporary stabilization 

policy. 

                                                            𝑌𝑎𝑑 = 𝐶 + 𝐼 + 𝐺 + 𝑋 – IM                                                     (1) 

Where 𝑌𝑎𝑑 = Aggregate demand, C= Consumption3, I = Investments, G= Government spending, X= Export and 

IM = Import. 

The formula above shows the traditional components that drive aggregate demand: G and T 

represent the fiscal policy, as in the modern monetary theory (MMT) proposed by Lerner 

(1943). According to Formula 1, changes in these variables by the government will affect 

aggregate demand. For instance, Zhang et al. (2019) demonstrate that increasing China's 

                                                           
3 C= C0 + C1 (Y-T) describes consumption more specifically, where Y stands for income and T for Taxes, and 

where the Y-T = Yd, where the Yd is the disposable income (Blanchard, 2016). 
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government expenditure will positively and significantly affect aggregate demand. 

Furthermore, their results suggest that China's fiscal multipliers are more pro-cyclical than 

counter-cyclical. In other words, China's fiscal policy stimulates growth during booms using 

fiscal tools and does the opposite in recessions. Additionally, Liu, Sun, and Chang (2021) find 

that fiscal policy has a more significant effect on inflation rates in China than monetary policy. 

 

2.1.1 Fiscal transmission mechanism and channels 

As mentioned above, fiscal policy involves adjusting government spending (G) and taxes (T)4. 

This section discusses the channels through which expansionary fiscal policy operates. An 

increase in government spending (G) is an example of expansionary fiscal policy. The spending 

can be financed by raising taxes, increasing the money supply, or borrowing (Kopcke et al., 

2006). Consequently, aggregate demand increases as government spending rises, increasing 

income, consumption, investments, and aggregate demand (refer to Process 1 below). The 

effectiveness of this action depends on the size of the multiplier. Spencer and Yohe (1970) 

defined the multiplier as an economic concept that refers to the impact of government spending 

or taxation changes on the overall level of economic activity. When the multiplier is greater 

than 1, an initial increase in government spending or a reduction in taxes leads to a larger 

increase in total spending through repeated consumption by consumers and businesses. In other 

words, the multiplier boosts the initial impact of the fiscal policy. On the other hand, if the 

multiplier is less than 1, government spending weakens aggregate demand, and the impact of 

fiscal policy is less significant.  

                                        G↑ → Yad ↑→ Y ↑ → C ↑ → I ↑ → Yad ↑.                                        (1) 

As explained above, the state can also pursue expansionary fiscal policy by lowering taxes, 

which increases disposable income. The increase in disposable income results in increased 

consumption and investment, ultimately increasing aggregate demand (Kopcke et al., 2006). 

This process is illustrated in Process 2 below. 

                                                       T ↓→ C & I ↑ → Yad ↑.                                                     (2) 

The multiplier effect of tax cuts depends on the marginal propensity to consume, which refers 

to how much more is consumed when disposable income increases. The cost of tax cuts is the 

income that the state loses, which means the state must borrow to finance the loss. The 

                                                           
4 According to Fatás & Mihov (2001) and Perotti (2001), the definition of government spending (G) includes both 

government consumption and investments. 
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Ricardian equivalence theory argues that it is irrelevant to households whether taxes or loans 

finance public sector expenditure (Romer, 2012). In other words, if the state raises taxes, 

households' consumption opportunities will decrease. However, conversely, if the state borrows 

to finance its expenses, households will save the corresponding amount from not paying that 

debt. This is because households anticipate that taxes will increase again in the future, which 

will reduce their consumption opportunities. Therefore, according to this theory, households 

adjust their consumption decisions based on their expectations of future tax burdens, regardless 

of the financing method used by the government. 

 

2.2 Monetary policy theory  

 

“The economy grows in the long run because of all kinds of fundamental factors: the skills of 

the workforce, the quality of the infrastructure, how effective the tax system is, research and 

development, all of those things. Monetary policy can't do much about longer-term growth. 

All we can try to do is try to smooth out periods where the economy is depressed because of 

lack of demand.” 

 

(Ben Bernanke, July 18, 2012) 

 

The citation by Ben Bernanke highlights that long-term economic growth is driven by 

fundamental factors such as workforce skills, infrastructure quality, and research and 

development. While monetary policy cannot do much about longer-term growth, it can help to 

stabilize the economy during periods of low demand. However, according to Lerner's (1943) 

Modern Monetary Theory (MMT), fiscal policy has the potential to directly influence the 

money supply within an economy through government spending and taxes. Conversely, 

monetary policy can affect the price of money in the economy, wherein high-interest rates 

indicate a higher price for money and lower borrowing, and vice versa. Additionally, monetary 

policy can indirectly impact the money supply through interest rates, as borrowed money is a 

form of liquidity, and directly through open market operations, as discussed by Friedman 

(1995)5. As such, fiscal and monetary policies can function in tandem, as Figure 1 illustrates. 

The primary distinction between these policies lies in their governing bodies, with the central 

bank overseeing monetary policy and the government managing fiscal policy via the state 

                                                           
5 Market operations refer to the measures taken by central banks to stimulate the real economy, such as buying 

securities (such as bonds) from the market, which increases market liquidity. 
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budget. However, the subsequent section will explore how monetary policy influences 

aggregate demand. 

 

2.2.1 Monetary transmission mechanism and channels 

This section discusses how monetary policy finally impacts aggregate demand, primarily based 

on Mishkin's (1995 & 2019) and Taylor's (1995) literature, focusing on the transmission 

mechanisms. Transmission channels refer to the theories that explain how central banks 

influence aggregate demand, while transmission variables allow for the empirical measurement 

of their effects. Central banks use these channels to attain their monetary policy objectives, 

aiming to impact aggregate demand through them. Chen, Chow, Tillmann (2017), and Sun 

(2015) investigate how China's real economy governs monetary policy. The research suggests 

that the People's Bank of China (PBoC) uses multiple tools to implement monetary policy 

measures, resulting in the effectiveness of monetary policy stimuli on Chinese markets. 

Specifically, expansionary monetary policy has increased share prices and borrowing in China. 

 

Given that the measures implemented are sufficiently large, the effects of the transmission 

channels can spread across borders, and therefore, they are now considered global6. Figure 1 

illustrates how monetary policy impacts aggregate demand through the four transmission 

channels. The key channel, the interest rate, plays a critical role in monetary policy. It is 

typically believed to influence all other channels through its effect (Ireland, 2010). Nonetheless, 

according to Mishkin (1995), the interest rate channel operates simply by following this path:  

                                                          r↓ → I ↑→ Yad ↑.                                                          (3) 

Process 3 illustrates that when the central bank lowers the interest rate, investments increase, 

leading to a rise in aggregate demand, where r represents the interest rate, I represent 

investments, and Yad represents aggregate demand7. The well-known Taylor rule suggests that 

the central bank should adjust interest rates according to changes in inflation and GDP8. Kamber 

and Mohanty's (2018) study shows that China has followed the Taylor rule in recent decades 

by raising interest rates as inflation increases, and vice versa. As a result, loans become cheaper 

                                                           
6 China's spillover effects will be discussed later in this chapter. 
7 Mishkin (1995, 2019) defines investment as household, private, and public sector loans, consumption, and 

investments. 
8 The Taylor rule can be shown as follows: i = r* + α (π-π*) + β (Υ – Υ*/ Υ*). Where i = central bank short-term 

interest rate, r* = equilibrium interest rate, π = actual inflation, π* = inflation target, Υ = actual GDP, Υ* = potential 

GDP, α and β = monetary policy constants (Burda & Wyplosz, 2012, p. 225). 
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when implementing expansionary monetary policy through the interest rate channel, leading to 

increased borrowing for households and companies. Additionally, a decrease in the interest rate 

increases investments' net present value, making them more profitable. As shown in Process 3 

above, investments ultimately affect aggregate demand. Therefore, central banks can use 

interest rates to control households' and companies' consumption and investment decisions. 

However, an economy can experience a liquidity trap, where increased liquidity fails to 

generate new investments and does not increase aggregate demand. 

Mishkin (1995) identifies the credit channel, also known as the credit view, into two parts: the 

bank lending channel and the balance sheet channel. The bank lending channel primarily 

impacts companies, while the balance sheet channel is more relevant for households (Mishkin, 

1995). Breitenlechner and Nuutilainen (2019) point out that the credit channel plays a vital role 

in China's monetary policy as monetary policy measures significantly affect loan supply and 

demand. For example, when the People's Bank of China (PBoC) lowers the interest rate, it 

boosts the money supply and credit growth (refer to Figures A3, A4, A5, and A6 in the 

appendix). However, according to Mishkin (1995), the bank lending channel operates as 

follows: 

          Bank reserves ↑→ bank deposits ↑→bank loans (liquidity) ↑ → I ↑ → Yad ↑.              (4) 

I.e., when bank reserves increase, this causes bank deposits to increase, which increases 

liquidity in the economy, and the increasing liquidity indicates more investments to happen, 

which finally affects the aggregate demand. While Mishkin (1995) illustrates the balance sheet 

channel as follows: 

      r↓→ Ps ↑→ firms’ net worth↑→ adverse selection↓→moral hazard↓→lending↑→I↑→Yad ↑.       (5) 

As interest rates fall, stock prices rise (Ps), increasing companies' net worth, which reduces 

adverse selection9 and moral hazard. When valuation increases, the probability of making poor 

decisions decreases. Consequently, bank lending increases, giving rise to more investments and 

finally increasing aggregate demand. Mishkin (2019) highlights why the credit channel is a 

significant monetary policy transmission mechanism: 

1. Numerous empirical studies show a strong correlation between the credit channel and 

companies' employment and spending. 

                                                           
9 Adverse selections are considered wrong decisions due to asymmetric information. With moral hazards, 

institutions or consumers behave non-optimal as they do not fully bear the consequences of their risk-taking. 
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2. Smaller companies are more sensitive to monetary policy decisions because they are 

more likely to be credit-constrained than larger companies. 

3. The credit channel explains several economic phenomena, such as financial institutions, 

specific financial systems, and the impact of financial crises throughout history on the 

economy. 

Thus, according to Mishkin (1995 & 2019), the asymmetric information theory supports the 

reality that the credit channel is an essential monetary transmission mechanism10. However, 

Bernanke and Gertler (1995) argue that the credit channel is not an independent transmission 

channel, as interest rates significantly affect the channel. As interest rates fall, the risk of taking 

out a loan decreases, increasing liquidity and demand for loans. 

The third channel studied is the asset-price channel. According to Mishkin (2001), the asset-

price channel comprises several channels that can be observed in the financial market. The 

study adopts Mishkin's (1995) division of the asset-price channel, which includes Tobin's q 

theory and the wealth effect11. A Nobel Prize winner, James Tobin, developed a theory 

explaining how monetary policy decisions affect stock valuation. Tobin defines q as the 

company's market value divided by the replacement cost of capital. A high q indicates that the 

company's value is relatively high compared to the replacement cost of capital (Tobin, 1969). 

For instance, if the q is high, an investment for a company is relatively advantageous compared 

to the company's market value. Therefore, the company can issue shares for high prices related 

to the investment costs of goods and equipment.  

                                                  r↓→Ps↑→ q↑→ I↑→ Yad ↑.                                                    (6) 

Process 6, described above, demonstrates how a decrease in interest rates impacts Tobin's q. As 

interest rates decline, the expected return on bonds becomes less attractive, causing shares to 

become more attractive than bonds (Ioannidis & Kontonikas, 2008). When interest rates drop, 

companies benefit from lower interest costs, increasing profits and making stocks even more 

attractive than bonds. Furthermore, since q is high, companies can invest in new assets for only 

                                                           
10 For example, when two parties have asymmetric information, meaning they do not have equivalent 

information at the time of decision-making, it can lead to catastrophic events such as the financial crisis of 2008 

(Mishkin, 2019). 
11 Both Tobin's q and the wealth effect allow a broad definition of capital, enabling the theory to be applied to 

different markets. 
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a small percentage of shares12. Finally, this leads to higher stock values, a higher q, and more 

investments (I), increasing aggregate demand (Yad).  

The other channel discussed within the asset-price channel is the wealth effect (or wealth 

channel), based on two well-known works. One is Milton Friedman's hypothesis of permanent 

changes in income, and the other is Franco Modigliani's hypothesis about the life cycle. These 

hypotheses suggest that consumers smooth out their consumption throughout their lifetime and 

that marginal changes in wealth do not significantly affect consumption, whereas permanent 

changes do (Cooper & Dynan, 2016). A crucial component of lifetime consumption is financial 

wealth, such as shares. Mishkin (1995) explains the channel as follows:  

                                    r↓→Ps↑ →wealth↑→consumption↑→ Yad ↑.                                       (7) 

When interest rates fall, stock prices rise, leading to an increase in households' financial wealth 

and lifetime consumption. As a result, aggregate demand also increases. The housing market 

also illustrates the asset-price channel, where housing serves as the capital. When house prices 

increase, it lowers the cost of compensation for consumption, leading to an increase in q. 

Therefore, housing is a good measure of wealth, and rising housing prices and consumption 

increase aggregate demand. In China's economy, the housing market has played a significant 

role in recent decades, as a crucial part of its growth has been in house construction (Wu, 

Gyourko, & Deng, 2012).   

The final transmission channel considered in the study is the exchange rate channel. With 

increasing global trade, exchange rates have become increasingly important in monetary policy 

because exchange rates primarily affect interest rates, imports, exports, and aggregate demand 

(Mishkin, 1995 & 2019). For instance, when interest rates drop, a country's currency becomes 

less attractive to other currencies, leading to a depreciation of the exchange rate. However, this 

also causes price levels to become cheaper relative to other countries, increasing exports13. 

                                                    r↓→ E ↓→ NX ↑→Yad ↑.                                                      (8) 

Process 8 suggests that a drop in the interest rate causes the specific country's currency (E) to 

depreciate, making it weaker than other international currencies. This, in turn, increases the 

country's net exports, ultimately raising the aggregate demand. For instance, a study by 

Feldkircher and Korhonen (2014) shows that the appreciation of the RMB (China's currency) 

                                                           
12 Conversely, when q is low, the effect is the opposite. 
13 The currency is assumed to be a floating exchange rate, meaning the central bank can manage the currency by 

adjusting the interest rate. 
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leads to a decline in Chinese exports, resulting in a slight reduction in China's GDP. This, in 

turn, negatively affects several countries exporting raw materials to China. 

2.3 Fiscal and monetary policy in China 

 

“What matters is not monetary stimulus per se, but whether monetary stimulus is paired with 

fiscal stimulus (otherwise known as helicopter money) and whether monetary policy is 

communicated in a way that helps the fiscal authority maintain stimulus for as long as private 

deleveraging continues. “ 

 (McCulley & Pozsar, 2013, 1) 

 

Song, Storesletten, and Zilibotti (2011) believe that emerging countries usually start their 

growth with an investment-driven strategy that finally becomes a consumption-driven strategy 

as household consumption expands. For instance, Economy (2010) notes that China adopted an 

investment-driven approach and became the world's second-largest economy. However, this 

strategy, shaped by monetary and fiscal policy decisions, often neglects the relatively 

underdeveloped household sector and domestic market (Aziz & Cui, 2007; Song, Storesletten, 

and Zilibotti, 2011). 

The introduction to this thesis emphasizes the importance of understanding China's fiscal and 

monetary policies on a global scale. While growth fundamentals, such as capital, labor force, 

education, technology (research and development), infrastructure, rules, and population growth, 

are crucial in the long run, an economy as large as China can have short-term impacts on other 

economies through its policy measures, such as fiscal and monetary policy, which can affect 

investment and consumption levels, as discussed in previous sections. For instance, with a 

population of approximately 1.4 billion (as shown in Table 2), China holds significant economic 

power and generates spillover effects when trading with other countries. 

According to Chen, Chow, and Tillmann (2017), China's monetary policy has become 

increasingly crucial in predicting world economic trends. They argue that the world economy 

is now more affected by China's policy regimes and related measures, and as such, Liu, Sun, 

and Chang (2021) suggest that China's regimes should be carefully examined when analyzing 

macroeconomic dynamics. In recent decades, China's primary goals have been maintaining 

growth, financial stability, and currency stability (Chen, Chow, and Tillmann, 2017; China, 

2014). Chow (1997) suggests that China's fiscal and monetary policies interact to achieve these 

goals, resulting in more potent effects than what only monetary policy would cause, as 
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McCulley and Pozsar (2013, 1) point out in the citation above. This is possible because one 

party mainly controls political decision-making in China, making the most remarkable 

difference between China's and Western countries' procedures (Bell, 2016).  

Moreover, Sun (2015) reports that PBoC uses several monetary policy instruments 

simultaneously, which can be divided into three groups. The first group systematically affects 

the real economy, the second consists of instruments that increase liquidity through market 

operations, and the third group consists of exogenous instruments unaffected by the previously 

mentioned instruments. Gul (1999) and Wei (2007) confirm the effectiveness of policy 

measures and point out that the Chinese state owns significant shares in several domestic 

companies, which enables adequate financing to companies with state resources. However, it 

is more challenging to determine whether it is a fiscal or monetary policy question because the 

Chinese government primarily finances commercial banks, which lend money to companies 

(Chang et al., 2017). Moreover, China's ambitious regimes, aimed at maintaining economic 

growth and promoting long-term financial stability, have resulted in several procyclical stimuli 

in recent decades, as noted by Zhang et al. (2019). 

 

2.3.1 China’s policy effects on the outside world  

China's spillover effects are directly proportional to how much the outside world trades with it, 

making China's openness to the outside world crucial. Song, Storesletten, and Zilibotti (2011) 

show that China has increasingly opened up to the outside world in recent decades, particularly 

by joining the WTO in 2001 (as shown in Table 1). Anderson and Wincoop (2003) and Pugel 

(2016) discuss the gravity model of international trade14, which can explain how China's 

spillover effects are likely to extend to both nearby and distant countries. The size of economies, 

as measured by GDP, and the distance between countries determine the extent of their trading 

relationship. However, the model can also account for other factors, such as shared languages 

or historical ties, membership in the same union, or the use of the same monetary policy.  

It is worth noting that lower levels of trade can stem from factors like a lack of trade agreements, 

corruption, legacy policies, or other political disputes. However, based on the gravity trade 

                                                           
14 According to Anderson and Wincoop (2003), the gravity trade model can be mathematically represented as 

follows: 

F = G(M1α * M2β) / Dγ, where F represents the trade flow between two countries, M1 and M2 represent the 

economic dimensions (e.g., GDP) of the two countries, D represents the distance between them, and G, α, β, and 

γ are constants. 
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model, China's trade primarily occurs with its neighboring countries, considering the size of 

their economies. When China employs expansionary economic policies, the effects first ripple 

through neighboring Asian countries and then to more distant nations. These effects occur 

directly between China and its trading partners and indirectly through China's neighboring 

countries. 

 

 

Figure 2: A hypothetical model of China's expansionary policy's effects on the domestic and 

global economy. 

 

Figure 2 presents a hypothetical model that illustrates how China's expansive measures could 

impact both its economy and the global economy, forming this study's core. China's 

comprehensive policy, which contains fiscal and monetary measures, has two main effects: 

increased liquidity and heightened financial debt. Furthermore, the comprehensive policy 

boosts investment and, to a lesser extent, consumption through almost all fiscal and monetary 

channels, which likely leads to increased imports and exports with the rest of the world. For 

instance, lower interest rates affect numerous channels that promote investment, while fiscal 

policy measures such as government spending and tax cuts also increase investment. Notably, 

given that China imports approximately 50% of the world's industrial metals in value (The 
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Observatory of Economic Complexity, n.d.), it is a major importer of raw materials, as 

confirmed by Trinh et al. (2006) and Roche (2012). Therefore, while China's increased imports 

result in more significant exports to the rest of the world (i.e., global growth), its import 

behavior also influences world raw material prices15.  

As raw material prices continue to rise, China is experiencing an increase in domestic prices, 

particularly in producer prices. This rise in producer prices positively impacts Chinese 

companies as price changes are reflected in their income statements. As Yang, Li, and Zhang 

(2014) reported, industrial production in China substantially impacts financial markets. 

Additionally, the increase in asset prices, such as share prices or housing prices, explained by 

the asset-price channel, contributes to increased trade with other countries. This is because 

households, companies, and the government can afford to invest and consume more. The 

increase in asset-price values makes households feel wealthier, thereby increasing consumption 

in theory. On the other hand, property price bubbles can lead to economic crises, as seen in the 

financial crisis of 2008. 

Moreover, the other side of Figure 2 illustrates that China's stimulative policy also carries 

financial risks, such as increased indebtedness to households, companies, and the state. This 

can adversely affect China's economy and the outside world, especially if it leads to a slowdown 

or a crisis. Additionally, spillover effects work in both directions; as the Chinese economy 

grows, so does the outside world, and vice versa. For instance, if China's imports to the outside 

world decrease, the outside world's exports would immediately decline. 

Several studies have assessed the impact of China on the global economy. For instance, 

Sznajderska (2019) investigates China's influence on the world and reports that China has 

become the world's primary production hub and a critical player in global economic growth. 

However, the results show variation in different regions, with more significant impacts 

observed in Asia and Europe. Cashin, Mohaddes, and Raissi (2017) analyze the effect of China's 

growth and financial markets on other countries, using 26 response countries from around 14 

world regions. Again, the study finds heterogeneity in different regions, with emerging 

countries in Asia being most significantly affected by China, but Europe also exhibits 

significance. Finally, Inoue, Kaya, and Ohshige's (2015) study focuses primarily on Asia and 

investigates the macroeconomic effects of China on the region. The study concludes that 

                                                           
15 Higher commodity prices can also adversely affect certain countries, particularly those with inelastic demand 

for imported raw materials, such as oil. 
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adverse economic shocks in China significantly impact other Asian countries, particularly 

regarding industrial products and raw materials. Additionally, the researchers contend that 

China's economic downturns, particularly in raw material imports, can have negative economic 

effects on other countries in Asia. 

In summary, when assessing the economic impact of China's fiscal and monetary policy 

channels on the outside world, it is reasonable to expect that the effects will be felt more quickly 

in nearby countries than in more distant ones, considering the countries' size and their level of 

economic integration with China. However, it is essential to note that effects can work in both 

positive and negative directions. Moreover, the magnitude of these effects depends on the extent 

of other countries dependence on China's economic policies. 

China's position as a significant global economic player has led to its increasing 

interconnectedness with the rest of the world, and its policies can have significant implications 

for other countries. For example, as one of the world's largest importers of raw materials, 

China's economic downturns can have far-reaching consequences for other countries that rely 

on exporting such materials. On the other hand, China's growth can also be a source of 

opportunity for other countries, particularly those with strong trade ties with China or those that 

can attract investment from Chinese firms. Overall, China's economic impact on the outside 

world is complex and multifaceted, with opportunities and challenges for other countries. 
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3 Methodology 
 

“Accurate measurement of the effects of changes in monetary policy on the economy is 

essential, both for good policy-making and for choosing among alternative macroeconomic 

theories.” 

(Bernanke & Mihov, 1998, 1) 

 

As emphasized in the above quotation, accurate measurements of monetary policy, among other 

things, are crucial for determining how policy measures should be implemented and, more 

importantly, which theories should be considered. Hence, the interplay between theory and 

empiricism plays a crucial role. This chapter focuses on selecting variables for the study, 

primarily governed by the theories and hypotheses outlined in the previous section and by 

previous studies. Furthermore, this chapter explores various topics, including standard vector 

autoregression (VAR), stationarity, Granger causality, and impulse response functions. 

 

3.1 Model data 

 

The study variables are categorized into three groups16. The first group includes China's 

transmission variables, which can be further divided into fiscal and monetary variables and 

other economic growth indicators17. The second group consists of response variables, while the 

third group encompasses the study's exogenous variables. 

 

3.1.1 Fiscal policy variables 

Fiscal variables are primarily selected concerning government spending financed through taxes. 

As a result, these variables encompass government spending and taxes. This study employs two 

variables related to China's government spending: direct investments abroad and government 

fixed assets investment. Perotti (2001) notes that a significant portion of government spending 

consists of government investment and consumption. However, due to insufficient data, 

government consumption is not included in the study. Furthermore, it is not easy to distinguish 

between state and private investments in China, as the state owns a significant amount of shares 

                                                           
16 All variables can be found visualized in Appendix. 
17 All China variables can be found on the Census and Economic Information Center databases. (Census and 

Economic Information Center, n.d.) 
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in Chinese companies (Yu, 2013). Additionally, since the early 1990s, China has made 

substantial overseas investments (Lardy, 1995), which can be interpreted as fiscal decisions 

made by the country for various reasons. 

The process of selecting appropriate tax variables is more complex due to data limitations. In 

addition, the variables used in this study - namely government tax revenue and enterprise 

income tax revenue - may contain information unrelated to fiscal policy. For example, an 

increase in government tax revenue could be attributed to a rise in GDP over a specific period. 

Therefore, it would be more appropriate to use variables that provide information on tax rates 

and their changes, such as VAT or corporate tax. 

 

3.1.2 Monetary policy variables 

When selecting monetary variables, I have considered the various monetary policy transmission 

channels discussed in the previous section. As a result, four monetary policy channels have 

been identified: the interest rate channel, the credit channel, the asset-price channel, and the 

exchange rate channel. Two transmission variables are linked to each channel to measure the 

effects of China's monetary policy. For example, the transmission variables for the interest rate 

channel are China's Short-Term Interest Rate and Discount Rate, respectively. 

Angeloni, Kashyap, Mojon, and Terlizzese (2003) and Ireland (2010) argue that the interest 

rate channel is crucial in monetary policy stimulus. These researchers emphasize that the 

interest rate channel affects other transmission channels and the real economy. Previous studies 

have also used interest rates as transmission variables (Arestis & Sawyer, 2002; Dickinson & 

Jia, 2007). 

This study's credit channel transmission variables are China's Domestic Credit and the 

aggregate money M218. When interest rates decrease, loans become more attractive, causing 

households, companies, and the government to increase borrowing (Mishkin, 1995). As a result, 

China has experienced significant liquidity in recent decades, as shown in Figure A5 in the 

appendix. Notably, strong stimuli in 2009, 2013, and 2016 have led to increased domestic debt 

in China, as illustrated in Figure A6 in the appendix19. Breitenlechner and Nuutilainen (2019) 

contend that the credit channel is a crucial aspect of China's monetary policy. 

                                                           
18 According to Burda and Wyplosz (2012), M1 is the most liquid definition of money, while M2 includes M1 

and financial assets such as securities. 
19 China's domestic debt consists of household, government, and corporate debt. 
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The study links the asset-price channel to Tobin's q theory. According to Tobin (1969), changes 

in monetary policy, primarily interest rate adjustments, affect share prices. The study utilizes 

"House Prices" and "Market Capitalization" as transmission variables for the asset price channel 

in China. Market capitalization provides information on the total market value of China's 

domestic enterprises. Furthermore, efficient markets allow the stock market to respond quickly 

to endogenous and exogenous shocks (Campbell, Gordon, Loeb, and Zhou, 2003), making the 

market value of shares a good indicator of monetary policy. Therefore, share prices in China 

respond rapidly to monetary policy measures, after which the effects are assumed to spread 

outside the country. As for housing prices, it can be stated that houses are significant assets, 

making "House Prices" a relevant variable for the asset price channel in China's large housing 

market. 

The variables associated with the "exchange rate channel" in this study are "RMB per USD" 

and China's "total imports." The significance of the exchange rate channel has increased over 

the years as international exchange rates and financial markets have become increasingly global 

(Mishkin, 1995). When the currency is devalued or revalued, it is assumed to affect China's 

export and import behavior, changing the exchange rate relative to another currency. For 

example, if China increases its interest rates, its currency becomes more attractive than other 

currencies, increasing its relative value. As a result, China can import more when its currency 

is more valuable than other currencies. Therefore, "total imports" is a relevant variable for the 

exchange rate channel. Additionally, China's imports are believed to impact the outside world's 

growth. Table 1 illustrates how trade shares have changed between China and specific response 

countries since it acceded to the WTO in 2001. 

 

3.1.3 Economic growth indicators 

The economic growth indicators selected for this study include China's real GDP, consumer 

price index, producer price index, and industrial production index, excluding construction. 

Although these variables are not the main focus of the study, they provide additional 

information on China's impact on other countries. Therefore, the estimates of the impact of 

China's growth indicators on other countries and the total OECD will be presented in the 

appendix as Granger p-values. 
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3.1.4 Response and exogenous control variables 

The response variables in this study are measures of growth in specific countries. The study's 

main objective is to estimate the impact of China's actions on countries worldwide. Variables 

used to measure growth in the specific response countries include real GDP and consumer price 

index growth from the previous period20. The specific response countries selected for this study 

are Australia, Japan, South Korea, Germany, Russia, Brazil, the USA, and South Africa, 

representing each continent. These countries were chosen based on the highest total trade share 

with China in their respective continents when China joined the WTO in 2001. Additionally, 

the study includes the total OECD, which considers the GDP and inflation of all OECD member 

countries. 

Exogenous control variables increase the likelihood of more accurate and expected value-

correct estimates as the error term variance decreases. In other words, appropriate control 

variables improve the probability of more accurate results regarding the measured variables, 

thereby increasing the chances of establishing a causal relationship. Therefore, this study aims 

to analyze the effects of China on countries worldwide and determine the actual impact that 

China is causing while minimizing the influence of other aspects that could affect the results. 

To this end, I selected exogenous control variables from Peersman and Smets (2001): US real 

GDP and US short-term (three-month) interest rates. Peersman and Smets (2001) explain that 

these variables control changes in world demand and inflation and thus help avoid the so-called 

price puzzle21.  

Furthermore, Peersman and Smets (2001) suggest that global commodity prices effectively 

influence imported inflation. However, using the global commodity index presents a challenge 

since it is difficult to determine whether it is endogenous or exogenous, particularly given 

China's significant role in the global commodity market. As such, I assume that China's actions 

impact global commodity prices and, thus, cannot be used as an exogenous variable. 

 

 

 

                                                           
20 All response and exogenous control variables are retrieved from OECD databases (OECD. (n.d.). OECD.Stat.) 

21 The price puzzle refers to the phenomenon where inflation rises in the short term when interest rates increase, 

which contradicts the Taylor rule. 
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3.2 Model 

 

The study uses a standard vector autoregression (VAR) model with the variables discussed in 

the previous section. In addition, this section presents VAR accompanied by stationarity and 

Granger causality, where Granger Causality test p-values are used as study pre-estimation. In 

addition, impulse response functions are also discussed. Furthermore, this chapter will also 

discuss the use of Orthogonalized Impulse Response Functions (OIRF) to analyze the dynamic 

effects of the identified shocks on the study's response variables. 

 

3.2.1 Vector Autoregression (VAR) 

VAR models estimate values based on a linear function of historical observations. The value is 

estimated based on a variable and its historical values in a standard time series analysis. In 

VAR, the same applies, except that the estimate is also affected by the other variables in the 

model. VAR is thus a multiple time series analysis, i.e., an analysis of a variable and its lags 

and other variables and their lags. In addition, it is assumed that the other variables and their 

historical values also help capture more realistic estimates, given that the variables are 

appropriate. Thus, VAR models estimate forecasts, identify structural shocks, and analyze 

impulse responses. In recent decades, VAR models have also become more common for 

estimating monetary policy, fiscal policy, and other macroeconomic analyses. For example, 

Christopher Sims was awarded Sweden's Riksbank's Nobel Prize in 2011 for his work with 

VAR models for estimating effects and causal relationships between several variables (Sims 

1980, 1992; Kungliga vetenskapsakademien, 2011). The VAR models are thus good tools for 

measuring the correlation between several variables but provide no evidence of underlying 

causality, which is why the VAR models have been criticized. 

However, VAR models enable sign restrictions, which enables the application of economic 

theories, and thus the probability of capturing causal relationships can increase. When using 

VAR models in studies, two common problems arise for the researcher. That is, which 

endogenous and exogenous variables should belong to the study and how many lags should be 

implemented in the models. This study uses VAR to analyze how endogenous variables interact 

dynamically and systematically. The exogenous control variables are applied to capture more 

accurate effects. 

𝑌𝑡 =  𝑐 + 𝐴1 𝑌𝑡−1 + . . . +𝐴𝑝𝑌𝑡−𝑝 +  𝜀𝑡 .                                                                 (2) 
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Equation 2 illustrates a standard vector autoregressive (VAR) multivariate time series model 

that estimates the relationship between variables using lagged values. Yt is a vector of all 

variables in period t, and it is estimated based on historical values of all variables and their 

lagged values for a specific number of lags (p). Yt-p is the lagged vector of all variables. c is a 

constant vector, while A1... Ap is a matrix of coefficients for each lag. εt is a vector of error 

terms, which is assumed to be normally distributed and include all relevant variables that may 

affect Yt (Lütkepohl, 2005). Moreover, it is assumed that the error term is uncorrelated with all 

independent variables and that the covariance between the error term and all independent 

variables is zero. The number of periods is denoted by t, and the optimal number of lags should 

be chosen based on information criteria (Kungliga vetenskapsakademien, 2011)22. 

Several information criteria estimate the appropriate amount of lag lengths in a model. 

Examples include Akaike's final prediction error (FPE), Akaike's information criterion (AIC), 

Hannan and Quinn's information criterion (HQIC), and Schwartz's Bayesians' information 

criterion (SBIC). FPE and AIC tend to overestimate the number of lag lengths (Liew, 2004). 

HQIC and SBIC recommend smaller lag lengths, which are more likely to give more accurate 

predictions (Shahrabi, Hadavandi, and Asadi, 2013). The study aims to keep the model simple 

while achieving relatively high prediction accuracy. Therefore, the lag lengths should be kept 

as small as possible. When conducting VAR analyses and forecasts, running several robustness 

tests with different lag lengths may be appropriate. In this analysis, I start with the FPE 

recommendation, which recommends more lag lengths. This is appropriate because China's 

effects are assumed to come with a delay to the outside world. 

 

3.2.2 Stationarity 

In the context of this study, stationarity is a statistical assumption that economic shocks will 

eventually return to their long-run mean. For instance, in China's economy, shocks will not 

persist indefinitely but recover after a certain period. If a time series is not stationary, the 

variance of the error term may be correlated with the endogenous variables, leading to biased 

or inconsistent estimates. Non-stationary time series often require differentiation because their 

mean values, variances, and autocorrelations vary significantly (Bowerman, O'Connell, and 

                                                           
22 The amount of lags in a VAR model determines how many past values of the variable are used in the 

estimation and should be chosen such that the error term is interpreted as white noise. 
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Koehler, 2005). When a time series remains stationary after differentiation, it should be 

integrated once23. If the time series requires two differentiations, it should be integrated twice, 

and so on. 

However, Sims, Stock, and Watson (1990) criticize differentiation because differentiated series 

lose aspects of the broader business cycle and the ability to identify long-term trends. 

Nevertheless, the Dickey-Fuller test is used in this study to check whether a time series is 

stationary. The test examines whether the null hypothesis can be rejected, assuming the model 

is stationary. For instance, in the context of VAR, if the null hypothesis cannot be rejected, the 

Dickey-Fuller test gives so-called unit roots24. In VAR analysis, it is recommended to confirm 

that all values on the unit root circle are within the range of -1 to 1, as values outside this range 

may lead to unrealistic estimates that are less reliable (Lütkepohl, 2005). However, it is worth 

noting that even if a value is outside this range, the results may still be valid, albeit with a lower 

degree of confidence. 

 

3.2.3 Granger Causality 

The Granger causality test was developed in 1960 and has since been used in quantitative 

studies. The Granger causality test is a method to measure the correlation between the variables. 

In addition, the test is used to check the significance of the VAR estimates in this study. 

According to Lütkepohl (2005), the Granger causality test is a static concept to estimate 

relationships. For example, if X1 has information that affects X2, historical values of X1 should 

support the prediction of X2, checked for previous values of X2. The test's p-values are crucial 

in the study as they clarify the level of significance where the null hypothesis can be rejected. 

Granger causality, however, is not the same as causality. If something is granger-causal, it does 

not mean causality is necessarily behind the correlation. 

Furthermore, according to Lütkepohl (2005), Granger causality cannot predict an optimal 

relationship. Therefore, Granger causality should be interpreted as a less strict form of causality, 

but Granger causality is still, as I said, a good measure for assessing correlations. Other 

problems with measurements and causality are discussed in the section Critical Review. 

                                                           
23 Technically, differentiation is a mathematical operation that involves computing the rate of change of a 

variable over time by subtracting the variable's value in one period from its value in the next period. This rate of 

change can be positive or negative, depending on whether the variable is increasing or decreasing over time. 
24 A unit root is a stochastic trend in the time series that emphasizes that the trend in the time series is a "random 

walk" (Bowerman, O'Connell, and Koehler, 2005). 



 
 

 
 

25 

3.2.4 Impulse and response  

The impulse response function (IRF) plays a central role in the VAR analysis conducted in this 

study, which is an excellent method for simulating shocks in endogenous variables. By 

introducing a shock in the error term, the analysis strives to determine the effects of the shock 

on specific response variables and the duration of its impact on the recovery process. According 

to Lütkepohl (2005 & 2010), impulse response functions (IRFs) are used to evaluate the results 

of the VAR analysis. Specifically, the study simulates one standard deviation shock to China's 

transmission variables, which are expected to impact the response variables. 

𝑌𝑡 =  𝑐0
𝑖 + 𝐴 (𝐿) 𝑌𝑡−1

𝑖  + 𝐵(𝐿) 𝑋𝑡 +  𝜀𝑡
𝑖 .                                                                     (3) 

Equation 3 above consists of "vectors of coefficients" A (L) and B (L), where L refers to the 

number of lags in a shock (Peersman & Smets, 2001). 𝑐0
𝑖  is the constant at time zero and 𝜀𝑡

𝑖  is 

the specific error term. 𝑌𝑡−1
𝑖  is the vector of endogenous variables for a specific variable i, while 

Xt is the vector of exogenous variables (Peersman & Smets, 2001). In this study, the number of 

lags is selected individually for each measurement, mainly according to the FPE 

recommendation. 

An IRF analysis assumes that shocks occur in only one variable at a time. The assumption 

works as long as one assumes that the variables are independent. Macroeconomic variables, 

however, tend not to be independent but correlate. Thus, it is impossible to separate the effect 

of variable one on variable two from the effect of variable two on variable one (Lütkepohl, 

2010). Therefore, the IRF measurement uses orthogonalized impulse response functions 

(OIRF). OIRF allows statically independent shocks where, for example, variables placed before 

in the model do not correlate with the other variables placed after it in the model. In OIRF, 

Cholesky decomposition is implemented in the form of a G-matrix. With Cholesky 

decomposition, the identification problem can be solved by the variable order in the G-matrix. 

OIRF thus constructs the structural shock. 

𝐺 = (

𝑔11 0  0
𝑔21 𝑔22  0
𝑔31    𝑔32    𝑔33  

).                                                         (4)                                      

The G-matrix is one of the most common recursive identifications for VAR models, introduced 

by Sims (1980, 1989). The matrix is a simple matrix with three variables, where ones and zeros 

are placed in the model to prevent unwanted correlations. This matrix is used, among other 

things, when implementing character restrictions to support economic theories and carry out 
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structural shocks. The G-matrix provides a theoretical framework for the study's orthogonalized 

IRF measurements, as the matrix creates significance for the variable order. For example, in the 

VAR measurements of the study, it is assumed that China's monetary policy transmission 

variables affect the response variables and not the other way around. Therefore, the study uses 

orthogonalized IRF (OIRF)25instead of standard IRF. In this study, OIRF means that Cholesky 

decomposition is implemented in macroeconomic survey measurements. As mentioned earlier, 

shocks to macroeconomic variables are seldom isolated but somewhat correlated. In addition, 

monetary policy shocks are often assumed not to have long-term effects on the real economy. 

Because of these reasons, it is difficult to assess the effects on specific response variables after 

a shock (Ciccarelli et al., 2017; Peersman & Smets, 2001). 

Cholesky decomposition is an alternative method to avoid these problems. When implementing 

the method, the variable order has a meaning, which the G-matrix also illustrates - variables 

placed earlier in the model do not correlate with variables placed later in the model. If the 

variable order proves convincing, the identification problem is solved (Kungliga 

vetenskapsakademien, 2011). Therefore, the variable order should be supported by theories and 

previous research. Unfortunately, the study does not include more character restrictions, as 

there is a risk that complex VAR models may cause bias. If complex character restrictions are 

implemented in VAR models, they should be appropriate, as there is a risk that the effects will 

be distorted. On the other hand, if a convincing model with specific character restrictions is 

successfully implemented, the estimates can be more accurate, and the interpretation can be 

more causal. Therefore, further research is needed, especially as there are several ways to 

identify restrictions using macroeconomic theories. 

𝑌𝑡 = [ 𝐼 − 𝐴1𝐿 − 𝐴2𝐿2− . . . −𝐴𝑝𝐿𝑝]−1𝐺𝜀𝑡,                                                               (5) 

where Yt is the vector for the history of structural shocks, shown in Equation 5 (Kungliga 

vetenskapsakademien, 2011). The intercept I represent the long-term trend, and Lp is a lag 

operator26 that shows how a shock in the period t-p affects Yt. A represents impulse-response 

values that show the recovery process from a shock for a specific variable that varies with p, 

and the value of A also depends on the lag number given by p. Finally, Gεt stands for the 

implementation of the G-matrix in the model, which provides the interpretation for the 

                                                           
25 Orthogonalized IRFs allow for independent shocks, where earlier variables in the model do not affect later 

variables. 
26 The lag operator, denoted by Lp, is a statistical tool that describes a variable Yt fixed in p periods backward 

(LpYt ≡ Yt-p). 
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structural shock in the error term. In other words, the G-matrix allows for modeling the impact 

of structural shocks on the variables of interest. 
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4 Results  
 

This section begins with an overview of descriptive statistics for the countries included in the 

study. Then, my analysis aims to estimate correlations between China's fiscal and monetary 

policy variables and economic growth indicators on specific countries' response variables and 

the total OECD. To achieve this, I employ Granger Causality Test p-values and Orthogonalized 

Impulse Response functions. My main goal is to compare the results of the two time periods 

under consideration, and I present all my findings with this in mind. Additionally, I perform 

robustness tests by adjusting the number of lags for previous measurements and discussing the 

results. Finally, I conclude the section with a discussion of my findings. Moreover, I also 

critically review the causality of the results and discuss causality in macroeconomic studies. 

 

4.1 Descriptive data 

 

Table 2: Descriptive data (China, specific response countries, and total OECD). 

 

Data source: OECD (n.d.). OECD stat. Note: Data for 2001 and 2019. 

 

The table above provides descriptive information on all countries included in the study. Its 

purpose is to highlight any changes between 2001 and 2019, which could explain any observed 

differences between the two periods. By examining these variables, we can better understand 

how economic and demographic changes have influenced the results and provide a more 

nuanced interpretation of the study's estimates later in this chapter. For instance, Table 2 shows 

that every country's GDP per capita and population has increased. However, regarding 

population, the working-age population has decreased in Australia, Japan, Germany, Russia, 

the United States, and the entire OECD region. The table also reveals that prices have increased 
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in every country except Japan. A crucial finding is that every country and the total OECD have 

experienced an increase in their import and export shares of GDP between 2001 and 2019, 

except for Russia and China. However, China's decrease in the trade shares of GDP does not 

necessarily mean that its imports and exports have decreased. This could be explained by 

China's rapid increase in GDP in the 21st century. 

 

4.2 Estimates 

 

This section presents the central estimates of the study, focusing on the results of Granger 

causality estimates. The estimates are divided into two categories: the effects of China's 

monetary policy on the country's GDP and CPI and the effects of China's fiscal policy on the 

countries' GDP and CPI. Additionally, the impact of China's economic growth indicators on the 

response variables is presented in the appendix. All tables in this section display p-values 

obtained from the Granger causality test. The methodology used for the estimates is explained 

in detail in the Methodology chapter. 

4.2.1 Granger causality estimates 

 

Table 3: Link between China's monetary policy variables and response countries' GDPs (p-

values). 

 
*** p<0.01, ** p<0.05, * p<0.1 

Note: The exogenous variables are the United States' real GDP and short-term interest rate, except when the 

United States GDP is the response variable. L = lags. 

 

Table 3 presents the estimated findings on the correlation between the variables considered 

during the two periods. The results reveal that interest rates had a stronger correlation with the 

response countries' GDP in the earlier period compared to the later period. In contrast, the 
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opposite trend was observed for other variables. Notably, China's M2, domestic credits, market 

capitalization, and total imports showed a stronger correlation with the response countries' 

GDPs in the later period compared to the earlier period. This observation is consistent with the 

trend observed in the GDP of the total OECD. 

 

Table 4: Link between China's fiscal policy variables and response countries' GDPs (p-

values). 

 
*** p<0.01, ** p<0.05, * p<0.1 

Note: The exogenous variables are the United States' real GDP and short-term interest rate, except when the United 

States GDP is the response variable. L = lags. 

 

Table 4 illustrates the effects of China's fiscal variables on response countries' GDP during the 

two periods under consideration. The results reveal that China's fiscal variables had a more 

significant impact on response countries' GDP in the later period, particularly fixed assets 

investment, where there were no significant values in the earlier period. Additionally, tax 

variables exhibited a stronger correlation in the latter period compared to the earlier period. 

However, the relationship between China's direct investments abroad and response countries' 

GDP is more complex, and the significance level varies between the two periods. Noteworthy 

is also that all estimates in the later period for the total OECD GDP show statistical significance 

at 1% (p-value under 0.01). In contrast, in the earlier period, only one significant estimate was 

for the total OECD GDP. 
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Table 5: Link between China's monetary policy variables and response countries' CPIs (p-

values). 

 

*** p<0.01, ** p<0.05, * p<0.1 

Note: The exogenous variables are the United States' real GDP and short-term interest rate, except when the 

United States GDP is the response variable. L = lags. 

 

Table 5 delivers results on the correlation between China's monetary variables and response 

countries' CPI, including total OECD CPI, during the two periods. Again, the results reveal that 

the later period showed a more statistical significance in the estimates than the earlier period in 

almost every measurement, except for China's national currency per USD, where the earlier 

period is generally more statistically significant for most countries. 

 

Table 6: Link between China's fiscal policy variables and response countries' CPIs (p-

values). 

 

*** p<0.01, ** p<0.05, * p<0.1 

Note: The exogenous variables are the United States' real GDP and short-term interest rate, except when the 

United States GDP is the response variable. L = lags. 
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Table 6 presents findings on the statistical significance of China's fiscal variables and their 

correlation with response countries' CPI and total OECD CPI during the two periods. The 

estimates show that the later period generally exhibits a higher statistical significance and a 

higher number of significant values than the earlier period. Notably, the most considerable 

differences were observed for China's direct investments abroad and fixed assets investment 

when the response variable is CPI. On the other hand, significant p-values between China's tax 

variables and the response variables can be found relatively equally in both periods. 

The p-values for China's economic growth indicators and response variables are in the 

appendix. The estimates in Tables A1 and A2 (in appendix) suggest that China's real GDP and 

production index have a statistically more significant impact on response countries' GDP and 

CPI in the later period compared to the earlier period. Additionally, China's PPI exhibits more 

significant estimates for almost all response countries and total OECD variables in both periods 

than China's CPI, particularly when considering its correlation with response countries' CPI. 

 

4.2.2 Impulse and response estimates 

This section presents the study's results in graphical form using orthogonalized impulse 

response functions. This section provides a different way of estimating the values of the 

variables in the study. The immediate purpose of this section is to demonstrate how response 

variables react to impulses in China's variables, specifically, how response variables respond 

when an impulse (one standard deviation) is introduced into China's fiscal and monetary 

variables' error term in the specific VAR function. The graphs presented enable us to observe 

differences in fluctuations between the two periods, whether the effect is decreasing or 

increasing after the shock, and how the recovery process looks like eight quarters after the 

shock. However, the study explicitly compares the differences between the two periods. 

The previous Granger p-values showed us the strength of the correlation between the variables 

but did not provide any additional information. This section complements that information by 

analyzing how China's variables affect the response variables. The Granger p-values indicated 

that, generally, the period from 2011 to 2019 had a stronger correlation with China's variables 

than from 2001 to 2010. 

The focus of this section is to analyze the responses of countries' GDP to China's fiscal and 

monetary policy shocks. Therefore, it will examine the countries' GDP responses in detail. 
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However, the reactions of countries' CPI to shocks in China's variables can be found in the 

appendix. 

 

4.2.3 Shocks in China’s monetary policy variables 

Firstly, I will analyze how a shock in China's monetary policy variables affects the GDP of 

specific countries during the two time periods. It is interesting to observe how the GDP of a 

particular country responds to shocks and how this response has changed between the different 

periods. Additionally, it is noteworthy to identify which variables have the strongest effects on 

GDPs and which variables have undergone significant changes. The selection of the monetary 

policy variables and the model is discussed in detail in the Methodology chapter. 

 

  

Figures 3 and 4: Orthogonalized impulse response functions of Australia's GDP responses (2001-2010 and 

2011-2019) to shocks in China's monetary policy variables. Note: The x-axis shows the number of quarters after 

the shock, and the y-axis shows the GDP response. Confidence intervals = 95%. 

 

Figures 3 and 4 show that Australia's GDP responds differently to shocks in China's interest 

rates in the two periods. The GDP response to M2 and domestic credit follows a similar pattern 

in the first two-quarters of both periods, but then there are differences in the shock recovery. 

The house prices affect both periods similarly, while market capitalization has a more 

substantial effect on Australia's GDP in the later period, especially in the first four quarters. 

Lastly, a shock in China's national currency affects Australia's GDP in the opposite direction in 

the first two quarters, but the recovery process is similar. However, the GDP response to China's 

total imports is identical between the two periods. 
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Figures 5 and 6: Orthogonalized impulse response functions of Japan's GDP responses (2001-2010 and 

2011-2019) to shocks in China's monetary policy variables. Note: The x-axis shows the number of quarters after 

the shock, and the y-axis shows the GDP response. Confidence intervals = 95%. 

 

Figures 5 and 6 provide insights into the impact of various shocks from China on Japan's GDP. 

The analysis reveals that in the later period, a shock in China's imports had a more substantial 

effect on Japan's GDP compared to the earlier period. Similarly, the shock in China's house 

prices had a more prolonged and increasing impact on Japan's GDP in the later period. 

However, the effects of China's M2, domestic credit, and market capitalization on Japan's GDP 

mainly increased in both periods. Additionally, Japan's GDP dropped more heavily after a shock 

in China's interest rate variables in the earlier period. Moreover, the recovery process from a 

shock in China's national currency per USD is more potent in the later period. 

 

  

Figures 7 and 8: Orthogonalized impulse response functions of South Korea’s GDP responses (2001-2010 

and 2011-2019) to shocks in China's monetary policy variables. Note: The x-axis shows the number of quarters 

after the shock, and the y-axis shows the GDP response. Confidence intervals = 95%. 
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Figures 7 and 8 demonstrate that a shock in China's domestic credit, house prices, and market 

capitalization has a notably more substantial effect on South Korea's GDP in the later period, 

particularly in the first two quarters. Conversely, a shock in China's M2 immediately impacts 

South Korea's GDP, but this is not the case in the later period. Moreover, shocks in China's 

interest rates show a relatively stable recovery process in South Korea's GDP after the first two 

quarters. Shocks in the other variables show more fluctuation in the later period concerning 

South Korea's GDP. 

 

  

Figures 9 and 10: Orthogonalized impulse response functions of Germany’s GDP responses (2001-2010 

and 2011-2019) to shocks in China's monetary policy variables. Note: The x-axis shows the number of quarters 

after the shock, and the y-axis shows the GDP response. Confidence intervals = 95%. 

 

Germany's GDP response to shocks in China's monetary policy variables is relatively consistent 

across the discount rate, house prices, and national currency per USD between the two periods. 

Interestingly, a shock in China's M2 substantially affected Germany's GDP in the earlier period, 

while the opposite is true for domestic credit. Furthermore, shocks in China's market 

capitalization and total imports had a more fluctuating effect on Germany's GDP in the earlier 

period. Regarding total imports, the impact in the earlier period is decreasing, while the effect 

in the later period is increasing. 
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Figures 11 and 12: Orthogonalized impulse response functions of Russia’s GDP responses (2001-2010 and 

2011-2019) to shocks in China's monetary policy variables. Note: The x-axis shows the number of quarters after 

the shock, and the y-axis shows the GDP response. Confidence intervals = 95%. 

 

Russia's GDP responds differently to shocks in China's monetary policy variables in different 

periods. The most significant variations can be observed in the effects of China's domestic 

credit, market capitalization, and currency, with domestic credit showing more fluctuations in 

the earlier period. In contrast, market capitalization and national currency have a more 

substantial impact in the later period. Additionally, shocks in China's short-term interest rate 

and house prices lead to a decreasing recovery process for Russia's GDP in the earlier period. 

In contrast, the recovery process is more stable in the later period. 

 

 

Figures 13 and 14: Orthogonalized impulse response functions of the United States’ GDP responses (2001-

2010 and 2011-2019) to shocks in China's monetary policy variables. Note: The x-axis shows the number of 

quarters after the shock, and the y-axis shows the GDP response. Confidence intervals = 95%. 

 

The figures above demonstrate how the United States GDP responds to shocks in China's 

monetary variables. We can observe that the effects of a shock in China's variables are more 
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potent in the later period, except for the discount rate and national currency. On the other hand, 

M2, house prices, and total imports have a more positive effect on the US GDP in the later 

period, particularly during the first six quarters. Furthermore, it is observed that shocks in 

China's short-term interest rate and domestic credit cause more fluctuations in the US GDP in 

the later period. 

 

 

Figures 15 and 16: Orthogonalized impulse response functions of Brazil’s GDP responses (2001-2010 and 

2011-2019) to shocks in China's monetary policy variables. Note: The x-axis shows the number of quarters after 

the shock, and the y-axis shows the GDP response. Confidence intervals = 95%. 

 

The figures above illustrate Brazil's GDP response to shocks in China's monetary variables, 

revealing significant differences between the two periods. In general, the later period shows a 

more positive impact on Brazil's GDP than the earlier one. For instance, while a standard 

deviation shock in China's M2 significantly affects Brazil's GDP in both periods, the impact is 

more substantial in the latter. Similarly, a shock in domestic credit has a stronger effect in the 

later period than in the first one, which remains relatively flat. However, a shock in China's 

national currency per USD and total imports had the opposite effect in the early quarters 

between the periods. The effect decreases in the former and slightly increases in the latter. 
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Figures 17 and 18: Orthogonalized impulse response functions of South Africa’s GDP responses (2001-

2010 and 2011-2019) to shocks in China's monetary policy variables. Note: The x-axis shows the number of 

quarters after the shock, and the y-axis shows the GDP response. Confidence intervals = 95%. 

 

The figures above demonstrate that South Africa's GDP is substantially and increasingly 

impacted by shocks in both periods in China's M2 and domestic credit. Additionally, the later 

period shows more significant fluctuations than the earlier one. For instance, after a shock, 

market capitalization, and total imports have a more positive effect on South Africa's GDP in 

the early quarters of the later period. Furthermore, it is observed that shocks in China's interest 

rates, house prices, and national currency per USD have a more pronounced impact on South 

Africa's GDP during the later period. 

 

  

Figures 19 and 20: Orthogonalized impulse response functions of total OECD’s GDP responses (2001-2010 

and 2011-2019) to shocks in China's monetary policy variables. Note: The x-axis shows the number of quarters 

after the shock, and the y-axis shows the GDP response. Confidence intervals = 95%. 

 

The overall response of Total OECD GDP to China's monetary shocks indicates that M2 has a 

stronger effect in the earlier period, particularly in the first quarter. However, the effect is 
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positive in both periods. Furthermore, shocks to China's domestic credit have a more prolonged 

and significant impact in the later period, observed over eight quarters. The essential difference 

lies in the effects of shocks on China's total imports, with the latter period showing an apparent 

positive effect. In contrast, the earlier period shows a negative impact one year after the shock. 

Additionally, shocks to China's interest rates negatively impacted the Total OECD GDP in the 

earlier period. 

To summarize, there is generally more fluctuation in the later period, and shocks in China's 

domestic credit and total imports have a stronger and more positive effect on response countries 

and total OECD GDP in the later period. Interest rates do not show significant differences 

between the periods but have slightly more negative effects on countries, as well as total OECD 

GDP in the earlier period. Germany, the United States, Brazil, and South Africa are among the 

countries where the effects have been more significant in the later period. The total OECD 

provides a good overview of the scenario, showing a more positive effect in the later period for 

domestic credit, national currency per USD, and total imports, as well as slightly more 

fluctuations in house prices after the shock. 

The appendix explains how shocks in China's monetary variables affect countries and the total 

OECD's Consumer Price Index (CPI). In summary, it is found that interest rate shocks generally 

have a more decreasing effect on countries' CPI in the later period compared to the earlier 

period, which is the opposite of when GDP is used as the response variable for the countries. 

Additionally, the results align with the GDP findings, as shocks in China's domestic credit and 

total imports have a more increasing effect on countries' CPI in the later period compared to the 

earlier. Furthermore, there is no significant difference in fluctuation between the two periods. 

Notably, Germany and Brazil exhibit the most significant difference between the periods, with 

more potent effects observed in the later period. 

 

4.2.4 Shocks in China’s fiscal policy variables 

The figures presented below are similar to those above. However, the impulse variables, in this 

case, are China's fiscal policy variables. These graphs demonstrate how the GDPs of specific 

countries (and CPI, as described in the appendix) respond when the error terms of China's fiscal 

variables are subjected to a one-standard-deviation shock. The selection of the fiscal policy 

variables is discussed in detail in the Methodology chapter. 
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Figures 21 and 22: Orthogonalized impulse response functions of Australia’s GDP responses (2001-2010 

and 2011-2019) to shocks in China's fiscal policy variables. Note: The x-axis shows the number of quarters after 

the shock, and the y-axis shows the GDP response. Confidence intervals = 95%. 

 

The figures above demonstrate that a shock in China's investment variables diminishes 

Australia's GDP in both periods after approximately two quarters. Furthermore, a shock in 

China's government tax revenue has a slightly increasing effect on Australia's GDP in the first 

period, followed by a slightly decreasing effect and greater fluctuations in the later period. The 

most significant differences between the periods can be observed in China's enterprise income 

tax revenue. As a result, Australia's GDP increases considerably in the earlier period and 

exhibits slight negativity in the later period with significant fluctuations. 

 

 

Figures 23 and 24: Orthogonalized impulse response functions of Japan’s GDP responses (2001-2010 and 

2011-2019) to shocks in China's fiscal policy variables. Note: The x-axis shows the number of quarters after the 

shock, and the y-axis shows the GDP response. Confidence intervals = 95%. 

 

The figures above demonstrate that a shock to China's investment variables has an increasing 

effect on Japan's GDP in the later period of the first two quarters. However, the opposite is true 
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in the earlier period, and the effect diminishes in the later quarters. The tax variables in both 

periods are challenging to interpret after a shock due to the fluctuations in GDP. However, in 

the first quarter, the effect appears negative in the first period and stable in the latter. 

 

 

Figures 25 and 26: Orthogonalized impulse response functions of South Korea’s GDP responses (2001-

2010 and 2011-2019) to shocks in China's fiscal policy variables. Note: The x-axis shows the number of quarters 

after the shock, and the y-axis shows the GDP response. Confidence intervals = 95%. 

 

The figures above illustrate that the two periods exhibit similarities in how different shocks 

affect South Korea's GDP, except for a shock in direct investments abroad. This shock causes 

a sharp decrease followed by a steep increase in the first quarter of the first period, after which 

it stabilizes. However, the GDP remains relatively stable throughout the quarters in the later 

period. 

 

 

Figures 27 and 28: Orthogonalized impulse response functions of Germanys’s GDP responses (2001-2010 

and 2011-2019) to shocks in China's fiscal policy variables. Note: The x-axis shows the number of quarters after 

the shock, and the y-axis shows the GDP response. Confidence intervals = 95%. 
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The figures above illustrate that the responses to the shocks in the first quarter for Germany's 

GDP were adverse in the earlier period, with the only exception being the shock in fixed assets 

investment, which is positive. In contrast, it is positive, except for direct investment abroad in 

the later period. Furthermore, the figures also demonstrate that shocks in tax variables have a 

slightly positive impact on Germany's GDP after one year. Conversely, in the earlier period, the 

opposite is true. 

 

 

Figures 29 and 30: Orthogonalized impulse response functions of Russia’s GDP responses (2001-2010 and 

2011-2019) to shocks in China's fiscal policy variables. Note: The x-axis shows the number of quarters after the 

shock, and the y-axis shows the GDP response. Confidence intervals = 95%. 

 

The figures above indicate differences in Russia's responses between the two periods. In the 

case of a shock in China's direct investment abroad, the impact on Russia's GDP occurs 

approximately three quarters later, but the reaction varies across the two periods. The response 

to fixed asset investment begins immediately in the earlier and later periods, with a slight 

increase after one year in the former and a decrease followed by an increase and a subsequent 

decrease in the latter. Shocks in tax variables remain stable in the first period, while in the later 

period, they immediately drop and then increase after one quarter, returning to the initial point 

and remaining stable thereafter. 
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Figures 31 and 32: Orthogonalized impulse response functions of the United States’ GDP responses (2001-

2010 and 2011-2019) to shocks in China's fiscal policy variables. Note: The x-axis shows the number of quarters 

after the shock, and the y-axis shows the GDP response. Confidence intervals = 95%. 

 

The main findings from Figures 31 and 32 are that a shock in China's fixed assets investment 

increases the US GDP aggressively after the first quarter in the later period. The scenario is 

different in the earlier period. The other responses from shocks in China's variables are stable 

after the first quarter. 

 

 

Figures 33 and 34: Orthogonalized impulse response functions of Brazil’s GDP responses (2001-2010 and 

2011-2019) to shocks in China's fiscal policy variables. Note: The x-axis shows the number of quarters after the 

shock, and the y-axis shows the GDP response. Confidence intervals = 95%. 

 

The main findings of the analysis on the impact of China's fiscal variable shocks on Brazil's 

GDP indicate that direct investment abroad has a significant and long-lasting positive effect for 

at least two years. However, the effect is almost the opposite in the earlier period. Shocks in 

fixed assets investment exhibit a slightly increased effect in the earlier period, followed by a 

slightly decreasing effect in the later period, but remain stable after the first two quarters in both 
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periods. Tax variables, on the other hand, show some fluctuations in both periods. However, 

GDP recovers to the same level after two years, with a minor exception of the shock in China's 

enterprise income tax in the later period, where the effect is slightly positive after two years 

when considering Brazil's GDP. 

 

 

Figures 35 and 36: Orthogonalized impulse response functions of total South Africa’s GDP responses 

(2001-2010 and 2011-2019) to shocks in China's fiscal policy variables. Note: The x-axis shows the number of 

quarters after the shock, and the y-axis shows the GDP response. Confidence intervals = 95%. 

 

The figures above indicate that shocks in China's direct investment abroad have an immediate 

positive effect on South Africa's GDP, followed by a decrease after the first quarter and then 

remaining stable. Shocks in China's fixed assets investment have a similar effect in both periods. 

On the other hand, shocks in the tax variables exhibit more fluctuations in South Africa's GDP 

in the later period compared to the earlier period, where the GDP steadily decreases for one 

year after the shock. 
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Figures 37 and 38: Orthogonalized impulse response functions of total OECD’s GDP responses (2001-2010 

and 2011-2019) to shocks in China's fiscal policy variables. Note: The x-axis shows the number of quarters after 

the shock, and the y-axis shows the GDP response. Confidence intervals = 95%. 

 

The figures above display the responses of total OECD GDP to shocks in China's fiscal policy 

variables, highlighting the impact of China and the specific variables. The findings indicate that 

direct investment abroad has a more significant effect in the later period. In contrast, a shock in 

fixed assets investment increases the GDP in the first quarter of the later period while it 

decreases in the earlier period. A standard deviation shock in China's government tax revenue 

affects the total OECD GDP increasingly until the third quarter when it diminishes in the later 

periods. In the earlier period, the effects from the shock are constantly diminishing in the first 

three quarters. A shock in China's enterprise income tax also positively affects the total OECD 

GDP in the first three quarters, while it decreases in the earlier period. 

To summarize, the impact of shocks to China's fiscal variables on the GDP of specific countries 

follows the same pattern as that of monetary variables, with a slightly stronger effect seen in 

the later period. Notably, Germany, Brazil, and the total OECD exhibit more significant 

changes between the two periods, with the later period showing more substantial and increasing 

effects, particularly in response to shocks in China's direct investment abroad and enterprise 

income tax variables. 

Figures that include CPI as response variables are available in the appendix. In summary, the 

results indicate that shocks to China's direct investment abroad have a significant effect, with a 

more pronounced response observed in the later period for most countries and the total OECD 

GDP, though some exceptions exist. 
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4.3 Robustness check 

 

This section discusses the concept of a robustness check, which evaluates the sensitivity of the 

study's results. The primary purpose of a robustness check is to ensure that minor changes in 

the measurements do not significantly affect the results, which could lead to systematic 

measurement errors. The study will perform a robustness check using standardized lags to 

achieve this. If the p-values of the Granger causality test change significantly when the lag order 

is altered, it may indicate that the econometric model or the data used is not robust. This lack 

of robustness can lead to unexpected measurement errors, decreasing the probability of a causal 

interpretation. Therefore, a robustness check is essential to ensure the accuracy and reliability 

of the study's findings. 

This section presents tables that display earlier tables with a standardized lag order of four lags, 

representing one year in this study. The robustness check employs four lags because it is logical 

to assume that China's effects do not appear directly, as it takes time for the economy to spread 

the effects to the outside world. Therefore, one year is a reasonable time frame for this purpose. 

In these tables, a light red color indicates whether a previously statistically significant value has 

become less or more statistically significant. An orange color indicates whether a value has 

changed from a non-significant value to a significant value or vice versa. No color change 

indicates whether the value has changed from a non-significant value to another non-significant 

value or whether there is no change in the value or the significance level. 

 

Table 7: Link between China's monetary policy variables and response countries' GDPs (p-

values). 

 

*** p<0.01, ** p<0.05, * p<0.1 

Note: The exogenous variables are the United States' real GDP and short-term interest rate, except when the 

United States GDP is the response variable. L = lags. 
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Table 7 presents estimates for the same variables as Table 3 but with a different lag order. 

Comparing the two tables reveals some minor changes in several measurements. Nonetheless, 

despite these changes, the results remain statistically significant. In the case of the total OECD, 

the statistical significance remains the same or even more pronounced. The only exception 

pertains to the effect of market capitalization on Russia's GDP, where the significance changes 

from significant to non-significant. 

 

Table 8: Link between China's fiscal policy variables and response countries' GDPs (p-

values). 

 

*** p<0.01, ** p<0.05, * p<0.1 

Note: The exogenous variables are the United States' real GDP and short-term interest rate, except when the 

United States GDP is the response variable. L = lags. 

 

Table 8 displays minimal changes in the level of statistical significance when compared to Table 

4. Specifically, only two estimates have shifted from significant to non-significant values: 

China's fixed assets investment's effects on Brazil's and South Africa's GDP in the later period. 
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Table 9: Link between China's monetary policy variables and response countries' CPIs (p-

values). 

 

*** p<0.01, ** p<0.05, * p<0.1 

Note: The exogenous variables are the United States' real GDP and short-term interest rate, except when the 

United States GDP is the response variable. L = lags. 

 

Table 9 exhibits minor changes in significant values compared to Table 5, with only a few 

estimates transitioning from significant to non-significant. However, there are some non-

significant values highlighted in orange, which include the correlation between China's discount 

rate and the total OECD CPI in the later period, China's M2 and Russia's CPI in the later period, 

housing prices linkages between US CPI and South Africa CPI in the later period, Brazil's CPI 

in the earlier period, and China's national currency per USD linkages between Germany's CPI 

in the earlier period. Finally, a non-significant value exists in China's total imports linkages 

with Brazil's CPI in the earlier period. 
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Table 10: Link between China's fiscal policy variables and response countries' CPIs (p-

values). 

 

*** p<0.01, ** p<0.05, * p<0.1 

Note: The exogenous variables are the United States' real GDP and short-term interest rate, except when the 

United States GDP is the response variable. L = lags. 

 

Table 10 presents fewer minor changes between significant values compared to the previous 

table, Table 6. However, there are four instances where significant values have transitioned to 

non-significant ones. Specifically, three changes were observed in the correlation between 

China's government tax revenue and Brazil's and the total OECD CPI. Additionally, one 

significant value has changed to a non-significant value in the correlation between China's fixed 

assets investment and Brazil's CPI in the later period. 

The robustness tables examining the impact of China's economic growth indicators on other 

countries' GDPs and CPIs can be found in the appendix (Table A3 and A4) . In brief, the results 

are consistent with those presented above, with only four estimates transitioning from 

significant to non-significant values and one transitioning from non-significant to significant. 

Nevertheless, as observed in the previous tables, there are several instances where there are 

minor changes from one significant level to another. 

In summary, most results are robust, with relatively few changes from significant to non-

significant values. However, there are slightly more changes from one significance level to 

another. 
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4.4 Results discussion 

 

The study presents its results in two main categories: Granger p-value tables and OIRF 

measurements. In the appendix, additional Granger p-value tables explore the link between 

China's economic growth indicators and the response variables—moreover, OIRF 

measurements featuring CPI as the response variable is also included in the appendix. 

The results suggest that China's fiscal and monetary policies had a more significant impact 

during the latter period (2011-2019) than the earlier period (2001-2010). These findings are 

supported by the Granger p-value tables and, in most cases, the OIRF measurements. 

Nonetheless, China's impact in the later period can be considered more robust in most measured 

variables, with some exceptions. For example, in cases where China's interest rates and fixed 

assets investment impact the response countries' GDP and CPI, the differences between the 

periods could be more apparent. 

The study found that several monetary variables significantly correlated with the countries 

studied and the total OECD in both periods. These variables include China's M2, domestic 

credit, national currency per USD, total imports, and, in some cases, interest rates, house prices, 

and market capitalization. However, this trend had some exceptions where the OIRF results did 

not align with the p-values. Additionally, the study found that fiscal variables, particularly 

China's direct investments abroad and enterprise income tax revenue, significantly impacted 

the GDP and CPI of the countries studied, particularly during the later period, supported by p-

values and OIRF measurements. 

The p-value analysis for economic growth indicators in the study was noteworthy. Specifically, 

China's producer price index was found to have a more significant impact on the countries 

studied and the total OECD than the consumer price index. Furthermore, the analysis revealed 

that China's real GDP and production index, excluding construction, had more significant p-

values on countries in the later period when both GDP and CPI were considered response 

variables. 

Moreover, the results of the robustness check provide further support for the measurements. 

The Granger p-values were recomputed with a standardized lag order of four lags, and the 

analysis revealed only a few significant changes. 

The study's results indicate that China's fiscal and monetary policies and growth indicators 

significantly impacted the countries studied and the total OECD in both periods examined. The 
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evidence is stronger in the later period, which supports previous studies, such as Breitenlechner 

and Nuutilainen (2019), Cashin et al. (2017), Chen et al. (2017), Feldkircher and Korhonen 

(2014), and Sznajderska (2019), that also highlight China's substantial impact on other countries 

through its policies. These studies indicate that China has emerged as a major player in the 

global economy in the 21st century. 

However, it is difficult to determine whether China's variables significantly impact the response 

variables GDP or CPI more. Both variables significantly correlate with China's variables on a 

large scale, as supported by the OIRF. The differences in statistical significance between the 

two periods are apparent through the p-values. The OIRF results also support these findings, 

although interpreting the OIRF may be more challenging than interpreting p-values in some 

estimates. For example, in several cases, the OIRF results may be inconsistent with the p-value 

findings, although most results align with the p-values. Finally, the study's findings suggest that 

countries near China, such as South Korea, Japan, and Australia, do not show significantly 

different values compared to more distant countries, such as Germany, Brazil, and South Africa, 

as supported by the OIRF estimates. Moreover, the OIRF measurements revealed no significant 

delays between the countries in which the impact of China's variables was observed, 

irrespective of their geographical distance from China. 

 

4.5 Critical review 

 

In this section, I critically examine the study focusing on causality, both in the study itself and 

in macroeconomic investigations more generally. John Stuart Mill, a philosopher, and 

economist, outlines the assumptions required for causal interpretation in his influential work 

"A System of Logic: The Principles of Evidence and the Methods of Scientific Investigation" 

(1867). Duckworth, Tsukayama, and May (2010) discuss three of Mill's assumptions for causal 

interpretation, which we consider in this study: 

1. The cause must have occurred before the effect. 

2. The cause and effect must have a significant correlation. 

3. Alternative explanations that could affect the outcome must be considered. 

The first assumption emphasizes, for example, that the effects of China's actions on response 

countries can only be observed after the actions occur. Therefore, it is expected that China's 

policies and actions will have a more significant impact on other countries than vice versa. The 
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study places China's transmission variables at the beginning of the model, as the variable order 

is significant (see the Methodology chapter for more details). 

Regarding the second assumption, an example could be that if the GDP of a response country 

increases along with China's GDP, removing the effect of China's GDP should lead to a 

decrease in the response country's GDP. 

Regarding the third assumption, it is crucial for investigations to consider alternative 

explanations for the causes, such as the possibility of a response country's GDP increasing due 

to factors other than China's implementation of expansionary policies. Satisfying this 

assumption may result in systematic measurement errors, such as underestimating or 

overestimating the effects. For instance, the 2008 financial crisis had an impact not directly 

related to China but coincided with the country's policies. However, incorporating exogenous 

control variables in VAR models reduces the likelihood of more significant measurement 

errors, increasing the possibility of more precise results. Nevertheless, the causal interpretation 

of the findings cannot be guaranteed, as several other factors in the error term may remain 

uncontrolled or cannot be controlled for various reasons. 

Therefore, it is important to exercise carefulness when drawing causal inferences from 

macroeconomic investigations, considering possible measurement errors. The study handles 

these concerns by including relevant control variables and theories and conducting robustness 

checks. However, limitations remain in the study's findings, and further research is necessary 

to obtain more accurate results. 

As mentioned above, avoiding the correlation between independent variables and the error term 

in macroeconomic research presents a significant challenge. This challenge is compounded by 

the increasing interconnectedness of the global market and the growing correlation between 

macroeconomic variables. For instance, if an analysis shows a notable correlation between 

China's actions and the growth of another country, several factors such as an external crisis, an 

economic shock, or the response country simultaneously stimulating its economy with China 

may contribute to this correlation. 

However, this study does not focus primarily on significant results but rather on significant 

trends and changes over time, which are more easily identifiable. It is essential to note that all 

results in the study are estimates and not exact calculations, which require robustness control 

to ensure reliable findings. Additionally, verifying the study's findings by comparing them with 

previous similar studies is appropriate. 
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Considering that the differences between periods can significantly affect the results, it is 

especially critical to consider such issues in this study. Therefore, accounting for such variables 

and testing the robustness of the results is crucial to ensure their reliability. Finally, it is essential 

to discuss the findings with careful consideration of the possible measurement errors, 

limitations, and assumptions made in the study to provide a more comprehensive understanding 

of the research's implications. 
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5 Concluding remarks 
 

This study aims to deliver a deeper understanding of how China's economic policies affect the 

global economy and identify any trends or changes during two periods in the 21st century. By 

examining the impact of China's fiscal and monetary policies on a selection of countries and 

the entire OECD region, the study aims to provide a more comprehensive picture of how China 

can influence other countries globally. 

The study's results are interesting and indicate an increase in the effects of China's fiscal and 

monetary policy on other countries during the later period. This may have several reasons, 

including that China has increased its global presence and influence and that the Chinese 

economy has become more integrated into the global economy. The study also shows that some 

variables may have stronger effects during the earlier period, but the overall effect is stronger 

during the later period. The result can help decision-makers better understand China's economic 

policies' global consequences and adapt them accordingly. Further research may be needed to 

study how these results can affect countries and regions in the long run and how to develop 

sustainable and balanced global economic growth that benefits all parties. 

Furthermore, the study suggests that China's monetary policy variables impact other countries, 

particularly noticeable during the later period (2011-2019) and during the earlier period (2001-

2010). For example, variables such as China's interest rates, M2, domestic credits, national 

currency per USD, and total imports significantly impact other countries' GDP and CPI 

(consumer price index). Granger p-values and OIRF measurements support these findings, 

suggesting that China's monetary policy decisions have a more significant impact on the world 

than several previous studies have reported. 

The study also shows that China's fiscal policy variables significantly impact other countries' 

GDP and CPI. In addition, variables such as foreign direct investment, investment in fixed 

assets, and tax variables significantly impact the world, especially during the latter period. 

Although Granger p-values show more significant findings for these variables, OIRF 

measurements are still an essential component in understanding the long-term effects of China's 

fiscal decisions. 

Another interesting discovery from the study is that China's growth indicators, especially the 

PPI (producer price index), have a greater impact on other countries than the CPI. The 

observation is important because it may have far-reaching consequences for countries 
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dependent on China's economy, which may also have implications for China's role in the global 

economy. Thus, the stronger PPI in China indicates that companies have greater importance in 

China's economy than consumers, which explains why the PPI has a more significant impact 

on other countries than the CPI. This result has important implications for businesses and 

economic decision-makers working with trade with China and can help shape trade strategies.  

It is essential to note that although the study's results appear robust, there is always uncertainty 

in macroeconomic studies. Because economic factors are interconnected globally, it can be 

challenging to bypass these uncertainties entirely. Despite this, the study focuses on identifying 

significant trends and changes over the period. It can contribute to providing an overall picture 

of China's expansionist measures and their effects on other countries. It is also essential to 

emphasize the need for further research and analysis to increase understanding of these complex 

relationships and their implications for the global economy. 

Overall, a relevant objective of this study is to determine whether the hypothetical model 

(Figure 2) connected to the theories discussed in the previous chapter on Theory and Empirical 

Evidence could explain China's impact on other countries through monetary and fiscal channels. 

In other words, do the results support the model, transmission channels, and mechanisms? 

Based on the results, it appears that the variables associated with the fiscal and monetary policy 

channels (see Figure 1), such as interest rates, M2, domestic credit, house prices, market 

capitalization, exchange rates, total imports, investments, and tax variables, do affect the 

outside world. Moreover, the results suggest that these channels impact other countries, as 

demonstrated by the findings. However, it is difficult to determine which channel or channels 

are the strongest. At least variables connected to the interest rate, credit, exchange rate channels, 

as well as investments showed effects on the outside world. As mentioned above, the study's 

primary goal is to compare the periods when the latter seems more affected by China. 

Furthermore, the hypothetical model also includes China's domestic prices, such as the 

Producer Price Index (PPI) and the Consumer Price Index (CPI). The results indicate that these 

variables significantly impact the outside world, especially considering the PPI. Moreover, the 

model also includes the impact of China's domestic asset prices, such as market capitalization 

and house prices, on the global economy. The study's analysis reveals significant correlations 

between variables related to the asset price channels and the outside world. Although the asset 

price channel may not be the strongest of all monetary channels, it is an influential factor that 

warrants further investigation. 
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The hypothetical model also accounts for financial risks, and the findings suggest a strong 

dependence on China for the countries and the total OECD. However, this dependence should 

also work in the opposite direction, such that if China's economy slows down or faces a crisis, 

the adverse effects should also spread to the outside world. For example, OIRF measurements 

show that implementing a positive shock in the interest rate often has a negative effect on a 

country's GDP and CPI. In contrast, implementing a shock in China's M2, credit, or total 

imports usually has a growing effect on most variables, including GDP and CPI. As the 

hypothesis model explains, these results support that China's measures work in both directions. 

However, as mentioned earlier, the countries neighboring China do not show a stronger 

correlation with China than the more distant countries. Thus, the abovementioned gravity model 

of trade model does not support the study's results. Despite Germany, Brazil, and South Africa 

not having the same geographical proximity to China as the Asian countries, the results show 

significant correlations with China's economic activities. The results underscore the importance 

of considering other factors affecting trade relations between countries. However, including 

more sample countries could lead to different results regarding the gravity model of trade. 

This study provides a comprehensive overview of China's importance in the global economy 

and highlights its increasing role as a trading partner for several countries during the 21st 

century. By examining China's fiscal and monetary policies, the study provides insights into 

how these factors affect other countries and can help decision-makers and investors understand 

and manage the challenges that may arise in the future. It is also noteworthy that the study opens 

up new research opportunities, particularly in advanced and more accurate VAR models, to 

further understand China's impact on other countries worldwide. Furthermore, the study 

emphasizes political issues that need to be addressed and further examined, such as China's 

economic ambitions and its impact on global trade and geopolitics. 

To sum up, the study provides insight into China's position in the global economy and its 

economic policies. It is a good starting point for further exploring these issues and addressing 

the challenges that may arise in the future. 
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6 Summary in Swedish – Svensk sammanfattning 
 

Undersöker effekten av Kinas finans- och penningpolitiska åtgärder på den globala 

ekonomiska tillväxten: en VAR-analys 

 

Syftet med denna studie är att inte bara bidra till en djupare förståelse för hur Kinas ekonomiska 

politik påverkar den globala ekonomin, utan också att identifiera eventuella trender eller 

förändringar under två tidsperioder på 2000-talet. Genom att undersöka inverkan av Kinas 

finans- och penningpolitik på ett urval av länder och i hela OECD-regionen, syftar studien till 

att ge en mer heltäckande bild av hur Kina kan påverka andra länder på en global nivå. 

För att uppnå detta syfte ger studien först en grundlig överblick av teorier och tillvägagångssätt 

som rör finans- och penningpolitik, inklusive en genomgång av tidigare studier som har 

undersökt Kinas finans- och penningpolitik samt Kinas inflytande på andra länder. Därvid 

inkluderas olika kanaler för både finans- och penningpolitik, såsom offentlig spendering och 

skatteeffekter samt ränte-, kredit-, tillgångspris- och valutakanalen. Genom att tillhandahålla en 

sådan omfattande bakgrund, ger studien en stark grund för att bedöma hur Kinas ekonomiska 

politik kan påverka andra länder i framtiden. I syfte att ge en mer detaljerad beskrivning av 

studiens metod och teoretiska underlag, presenteras i studien en hypotesmodell som bygger på 

tidigare forskning och teori.  

I metodkapitlet diskuteras studiens variabler ingående, inklusive Kinas finans- och 

penningpolitik, ekonomiska tillväxtindikatorer samt responsländernas variabler och exogena 

kontrollvariabler. Vidare förklaras studiens modell, som är en vektorautoregression (VAR), 

inklusive stationaritet och Granger-kausalitet. För att uppskatta resultaten används ytterligare 

ortogonaliserade impulsresponsfunktioner (OIRF) med en specifik identifieringsteknik. Med 

hjälp av VAR-modellen kan studien undersöka hur olika variabler påverkar varandra över tid, 

vilket gör det möjligt att uppskatta effekterna av Kinas ekonomiska politik på andra länder 

under två tidsperioder på 2000-talet. Genom att inkludera OIRF ger studien en mer detaljerad 

bild av de dynamiska effekterna av Kinas finans- och penningpolitik på andra länder. 

Resultaten från studien är intressanta och pekar på en ökning i effekterna av Kinas finans- och 

penningpolitik på andra länder under den senare perioden. Detta kan ha flera orsaker, inklusive 

att Kina har ökat sin globala närvaro och sitt globala inflytande samt att den kinesiska ekonomin 

har blivit mer integrerad i den globala ekonomin. Studien visar också att vissa variabler kan ha 

starkare effekter under den tidigare perioden, men den övergripande effekten är starkare under 
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den senare perioden. Resultatet kan hjälpa beslutsfattare att bättre förstå de globala 

konsekvenserna av Kinas ekonomiska politik och anpassa sina egna politiska åtgärder därefter. 

Vidare forskning behövs för att undersöka hur dessa resultat kan påverka olika länder och 

regioner på lång sikt och hur man kan utveckla en hållbar och balanserad global ekonomisk 

tillväxt som gynnar alla parter. 

Därutöver tyder studien på att Kinas penningpolitiska variabler har en inverkan på andra länder, 

och detta är särskilt märkbart under den senare perioden (2011–2019), men också på den 

tidigare tidsperioden (2001–2010). Variabler som Kinas räntor, M2, inhemska krediter, 

valutakurs och total import visar en betydande påverkan på andra länders BNP 

(bruttonationalprodukt) och KPI (konsumentprisindex). Granger p-värdena och OIRF-

mätningarna stödjer dessa fynd, och detta tyder på att Kinas penningpolitiska beslut har en 

större påverkan på omvärlden än vad flera tidigare studier har redovisat. 

Vidare visar studien att Kinas finanspolitiska variabler också har en betydande inverkan på 

andra länders BNP och KPI. Direktinvesteringar utomlands, investeringar i 

anläggningstillgångar och skattevariabler är exempel på variabler som visar en betydande 

påverkan på omvärlden, särskilt under den senare perioden. Även om Granger p-värdena visar 

mer signifikanta fynd för dessa variabler, är OIRF-mätningarna ändå en viktig komponent för 

att förstå de långsiktiga effekterna av Kinas finanspolitiska beslut. 

En annan intressant upptäckt från studien är att Kinas tillväxtindikatorer, särskilt PPI 

(producentprisindex), har en större inverkan på andra länder än KPI. Detta är en viktig 

observation eftersom det kan ha långtgående konsekvenser för länder som är beroende av Kinas 

ekonomi, och detta kan också ha implikationer för Kinas roll i den globala ekonomin. Därmed 

framgår det tydligt från resultaten också att företag har en större betydelse i Kinas ekonomi än 

konsumenter, vilket förklarar varför PPI har en större inverkan på andra länder jämfört med 

KPI. Detta resultat har viktiga implikationer för företag och ekonomiska beslutsfattare som 

arbetar med handel med Kina och kan bidra till att forma handelsstrategier. Dessutom visar 

resultaten att studies hypotesmodell är delvis korrekt men att gravitationsmodellen inte helt 

stämmer överens med studiens fynd. Trots att Tyskland, Brasilien och Sydafrika inte har samma 

geografiska närhet till Kina som de asiatiska länderna, visar resultaten att de har signifikanta 

samband med Kinas ekonomiska aktiviteter. Detta understryker vikten av att ta hänsyn till andra 

faktorer som kan påverka handelsförbindelserna mellan länderna. 
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Det är viktigt att notera att även om resultaten från studien verkar vara robusta, finns det alltid 

osäkerhet i makroekonomiska undersökningar. Eftersom alla ekonomiska faktorer är 

sammankopplade i en global värld kan det vara svårt att helt kringgå dessa osäkerheter. Trots 

detta är studien inriktad på att identifiera stora trender och förändringar över tidsperioden och 

kan bidra till att ge en övergripande bild av Kinas expansionistiska åtgärder och deras effekter 

på andra länder. Det är också viktigt att betona behovet av att bedriva mer forskning och 

analysera mer detaljerat för att öka förståelsen av dessa komplexa samband och deras 

implikationer för den globala ekonomin. 

Denna studie ger en omfattande översikt av Kinas betydelse i den globala ekonomin och visar 

på dess ökande roll som handelspartner för flera länder under 2000-talet. Genom att undersöka 

Kinas finans- och penningpolitik ger studien insikter i hur dessa faktorer påverkar andra länder 

och kan hjälpa beslutsfattare och investerare att förstå och hantera de utmaningar som kan 

uppstå i framtiden. Det är också viktigt att notera att studien öppnar upp för nya 

forskningsmöjligheter, särskilt inom avancerade och noggrannare VAR-modeller för att 

ytterligare förstå Kinas inverkan på andra länder runt om i världen. Vidare betonar studien 

också politiska frågor som behöver tas upp och undersökas vidare, såsom Kinas ekonomiska 

ambitioner och dess påverkan på global handel och geopolitik. 

Sammanfattningsvis ger denna studie en insikt i Kinas roll i den globala ekonomin och dess 

ekonomiska politik. Det är en utmärkt utgångspunkt för att fortsätta undersöka dessa frågor och 

ta itu med de utmaningar som kan uppstå i framtiden. 
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Appendix 
 

 

Figure A1: Quarterly growth rates of real GDPs for countries and the total OECD changes from the previous 

quarter. The red vertical line indicates the separation of the study's two time periods (January 1, 2011). Source: 

OECD. (n.d.). OECD.Stat.  

 

 

Figure A2: Quarterly Consumer Price Index (CPI) percentage changes from the previous quarter for countries 

and the total OECD. The red vertical line indicates the separation of the study's two time periods (January 1, 

2011). Source: OECD. (n.d.). OECD.Stat.  



 
 

 
 

II 

  

Figures A3 and A4: China's short-term interest rate (%) and discount rate (%). The red vertical line indicates 

the separation of the study's two time periods (January 1, 2011). Source: Census and Economic Information 

Center. (n.d.).  

 

  

Figures A5 and A6: China’s M2 (%) and domestic credit (%).The red vertical line indicates the separation 

of the study's two time periods (January 1, 2011). Source: Census and Economic Information Center. (n.d.).  

 

  

Figures A7 and A8: China’s House prices (%) and logged Market capitalization (%). The red vertical line 

indicates the separation of the study's two time periods (January 1, 2011). Source: Census and Economic 

Information Center. (n.d.).  



 
 

 
 

III 

  

Figures A9 and A10: China’s national currency per USD (RMB/USD) and logged Total imports (%). The 

red vertical line indicates the separation of the study's two time periods (January 1, 2011). Source: Census and 

Economic Information Center. (n.d.).  

 

 

Figures A11 and A12: China’s direct investment abroad (USD mn) and fixed assets investment (%). The red 

vertical line indicates the separation of the study's two time periods (January 1, 2011). Source: Census and 

Economic Information Center. (n.d.).  

 

  

Figures A13 and A14: China's government tax revenue (RMB bn) and logged  enterprise income tax revenue 

(RMB bn). The red vertical line indicates the separation of the study's two time periods (January 1, 2011). Source: 

Census and Economic Information Center. (n.d.).  



 
 

 
 

IV 

 

Figures A15 and A16: China’s real GDP (%) and consumer price index (%). The red vertical line indicates 

the separation of the study's two time periods (January 1, 2011). Source: Census and Economic Information 

Center. (n.d.).  

 

  

Figures A17 and A18: China’s producer price index (%) and Production index (previous year =100). The 

red vertical line indicates the separation of the study's two time periods (January 1, 2011). Source: Census and 

Economic Information Center. (n.d.).  

 

  

Figures A19 and A20: United States real GDP (%) and short-term interest rate (%). The red vertical line 

indicates the separation of the study's two time periods (January 1, 2011). OECD. (n.d.). OECD.Stat.  
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Figure A21: Global price index of all commodities (2016 =100). The red vertical line indicates the separation 

of the study's two time periods (January 1, 2011). Source: Census and Economic Information Center. (n.d.).  
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Table A1: Link between China's economic growth indicators and response countries' GDPs 

(p-values). 

 
 
*** p<0.01, ** p<0.05, * p<0.1 

Note: The exogenous variables are the United States' real GDP and short-term interest rate, except when the 

United States GDP is the response variable. L = lags. 

 

Table A2: Link between China's economic growth indicators and response countries' CPIs 

(p-values). 

 

*** p<0.01, ** p<0.05, * p<0.1 

Note: The exogenous variables are the United States' real GDP and short-term interest rate, except when the 

United States GDP is the response variable. L = lags. 
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Table A3: Link between China's economic growth indicators and response countries' GDPs 

(p-values). 

 

*** p<0.01, ** p<0.05, * p<0.1 

Note: The exogenous variables are the United States' real GDP and short-term interest rate, except when the 

United States GDP is the response variable. L = lags. 

 

Table A4: Link between China's economic growth indicators and response countries' CPIs 

(p-values). 

 

*** p<0.01, ** p<0.05, * p<0.1 

Note: The exogenous variables are the United States' real GDP and short-term interest rate, except when the 

United States GDP is the response variable. L = lags. 

 



 
 

 
 

VIII 

 

Figures A22 and A23: Orthogonalized impulse response functions of Australia’s CPI responses (2001-

2010 and 2011-2019) to shocks in China's monetary policy variables. Note: The x-axis shows the number of 

quarters after the shock, and the y-axis shows the CPI response. Confidence intervals = 95%. 

 

 

Figures A24 and A25: Orthogonalized impulse response functions of Japan’s CPI responses (2001-2010 

and 2011-2019) to shocks in China's monetary policy variables. Note: The x-axis shows the number of quarters 

after the shock, and the y-axis shows the CPI response. Confidence intervals = 95%. 

 

 

Figures A26 and A27: Orthogonalized impulse response functions of South Korea’s CPI responses (2001-

2010 and 2011-2019) to shocks in China's monetary policy variables. Note: The x-axis shows the number of 

quarters after the shock, and the y-axis shows the CPI response. Confidence intervals = 95%. 



 
 

 
 

IX 

 

Figures A28 and A29: Orthogonalized impulse response functions of Germany’s CPI responses (2001-

2010 and 2011-2019) to shocks in China's monetary policy variables. Note: The x-axis shows the number of 

quarters after the shock, and the y-axis shows the CPI response. Confidence intervals = 95%. 

 

 

Figures A30 and A31: Orthogonalized impulse response functions of Russia’s CPI responses (2001-2010 

and 2011-2019) to shocks in China's monetary policy variables. Note: The x-axis shows the number of quarters 

after the shock, and the y-axis shows the CPI response. Confidence intervals = 95%. 

 

 

Figures A32 and A33: Orthogonalized impulse response functions of the United states’ CPI responses 

(2001-2010 and 2011-2019) to shocks in China's monetary policy variables. Note: The x-axis shows the number 

of quarters after the shock, and the y-axis shows the CPI response. Confidence intervals = 95%. 
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Figures A34 and A35: Orthogonalized impulse response functions of Brazil’s CPI responses (2001-2010 

and 2011-2019) to shocks in China's monetary policy variables. Note: The x-axis shows the number of quarters 

after the shock, and the y-axis shows the CPI response. Confidence intervals = 95%. 

 

 

Figures A36 and A37: Orthogonalized impulse response functions South Africa’s CPI responses (2001-

2010 and 2011-2019) to shocks in China's monetary policy variables. Note: The x-axis shows the number of 

quarters after the shock, and the y-axis shows the CPI response. Confidence intervals = 95%. 

 

 

Figures A38 and A39: Orthogonalized impulse response functions of total OECD’s CPI responses (2001-

2010 and 2011-2019) to shocks in China's monetary policy variables. Note: The x-axis shows the number of 

quarters after the shock, and the y-axis shows the CPI response. Confidence intervals = 95%. 
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Figures A40 and A41: Orthogonalized impulse response functions of Austarilia’s CPI responses (2001-

2010 and 2011-2019) to shocks in China's fiscal policy variables. Note: The x-axis shows the number of quarters 

after the shock, and the y-axis shows the CPI response. Confidence intervals = 95%. 

 

 

Figures A42 and A43: Orthogonalized impulse response functions of Japan’s CPI responses (2001-2010 

and 2011-2019) to shocks in China's fiscal policy variables. Note: The x-axis shows the number of quarters after 

the shock, and the y-axis shows the CPI response. Confidence intervals = 95%. 

 

 

Figures A44 and A45: Orthogonalized impulse response functions of South Korea’s CPI responses (2001-

2010 and 2011-2019) to shocks in China's fiscal policy variables. Note: The x-axis shows the number of quarters 

after the shock, and the y-axis shows the CPI response. Confidence intervals = 95%. 
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Figures A46 and A47: Orthogonalized impulse response functions of Germany’s CPI responses (2001-

2010 and 2011-2019) to shocks in China's fiscal policy variables. Note: The x-axis shows the number of quarters 

after the shock, and the y-axis shows the CPI response. Confidence intervals = 95%. 

 

 

Figures A48 and A49: Orthogonalized impulse response functions of Russia’s CPI responses (2001-2010 

and 2011-2019) to shocks in China's fiscal policy variables. Note: The x-axis shows the number of quarters after 

the shock, and the y-axis shows the CPI response. Confidence intervals = 95%. 

 

 

Figures A50 and A51: Orthogonalized impulse response functions of the United States’ CPI responses 

(2001-2010 and 2011-2019) to shocks in China's fiscal policy variables. Note: The x-axis shows the number of 

quarters after the shock, and the y-axis shows the CPI response. Confidence intervals = 95%. 
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Figures A52 and A53: Orthogonalized impulse response functions of Brazil’s CPI responses (2001-2010 

and 2011-2019) to shocks in China's fiscal policy variables. Note: The x-axis shows the number of quarters after 

the shock, and the y-axis shows the CPI response. Confidence intervals = 95%. 

 

 

Figures A54 and A55: Orthogonalized impulse response functions of South Africa’s CPI responses (2001-

2010 and 2011-2019) to shocks in China's fiscal policy variables. Note: The x-axis shows the number of quarters 

after the shock, and the y-axis shows the CPI response. Confidence intervals = 95%. 

 

 

Figures A56 and A57: Orthogonalized impulse response functions of total OECD’s CPI responses (2001-

2010 and 2011-2019) to shocks in China's fiscal policy variables. Note: The x-axis shows the number of quarters 

after the shock, and the y-axis shows the CPI response. Confidence intervals = 95%. 
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