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The Study on the Impact from Liquidity Imbalance to Price Volatility

PANG Xiao-bo''? ,WANG Zuo-wen"? , WANG Guo-ming®
(1. Business School, Jilin University, Changchun 130012, China;
2. Institute of Quantitative Economics, Jilin University, Changchun 130012, China;
3. Mathematics School, Jilin University, Changchun 130012, China)

Abstract: In this paper,we contact the price volatility with liquidity expansion in our country recent years, by making a
distinction of liquidity between production market and financial market, using an impulse response function and Granger
causality test to study the effect of the liquidity impact to the price changing. Conclusions are drawn as follows: the
liquidity imbalance cause the “dual imbalance” in money supply and demand,and would lead to either inflation or bubbles
as a result. The liquidity shows asymmetrical characteristics between the production market and the financial market,
financial market played an important role in liquidity transmission. Therefore, the economic policies which target toward
the price stability should not pay close attention to the production market only, they must make a balance between real
economy and fictitious economy, clear the transmission channel of liquidity under the constraint of maximum money
supply, let the currency more useful to the market running, improve the efficiency of resource allocation, create a healthy
environment for economic development.

Key words: Liquidity Imbalance; Price Volatility; Real Economy; Fictitious Economy; Production Market Liquidity;
Financial Market Liquidity
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