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ZWF TR, BUFHAET “WHL” |EREITR, AERESVBYT KEH, RIT—EH
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The Inflation Effect of Chinese Financial Deficit

Liu Jinquan Xie Yaoshu

Abstract; This paper mainly based on the consumer price index, the fiscal deficit, the interest rate
and money supply from the first quarter of 1996 to the third quarter of 2015 year — on - year growth
rate data, through construction of variable parameter vector autoregressive ( TVP - VAR model) and
the inflation effect of China’s fiscal deficit was tested, and discusses the monetary and fiscal
authorities, leading right of ownership. It is concluded that the “Keynes effect” is in the short term,
the “Ricardo equivalence” is in the long term, and also showed a weak “crowding in effect” ; the
financial authorities dominant the monetary authority, but fiscal deficits need to tie monetary policy to
the price level. And during the “new normal” period, government may induce moderate inflation
in the short term by way of deficit financing, while maintaining tight monetary policy, and should
strengthen the independence of the Central Bank meanwhile optimize financial revenue and expenditure
structure.

Keywords: Inflation; Financial deficits; TVP — VAR model; Currency.
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