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The Blind Men and the Elephant
BAER

Articles in our Policy Forum series are
commentaries on current political
issues. They reflect the opinion of the
authors and — although researched to
our best knowledge — are not scientific
papers. If there are CFDS papers on
related issues, they will be referred to in
the text.
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Chinese economy. At first glance, it seems we —
the scientific community — have quite a good idea
about how monetary policy in China works. There
is some controversy about the proper
measurement of policy in China, since — unlike
the US where the Federal Reserve Bank targets
the federal funds rate — China does not have an
official intermediate target. Some authors look at
alternative interest rates that might fill that role,
others look at money supply as the PBoC has
been known to pay more attention to quantities
than its Western counterparts, and a third group
focuses on a narrative analysis of PBoC
publications. But despite those differences, most
studies find the expected outcomes in terms of
the response of prices and production,
suggesting that the different methodologies
merely approach the same issues from slightly
different angles.

For our current paper, we asked the authors
of the aforementioned 30 papers to provide the
actual shocks they estimate. So far, we received
the information for seven papers for a total of
eleven time series of estimated shocks. During
the period that all 11 shocks cover, they do not
agree on the direction of the shock (i.e., on
whether monetary policy was tightening or
expansionary) — not even to mention magnitude
— in a single month. And this is more than a
reflection of the different choices of a monetary
policy indicator. When looking at more
homogeneous subsets of measures for monetary
policy, the picture barely improves. When looking
at interest rates, there is agreement on the
direction (still not necessarily reflecting actual
similarity in magnitude) in 5 out of 46 quarters
where all our series are available. When looking
at money —where all papers in this little summary
use the same indicator, namely M2 - the
situation is not quite as dire, but with agreement
on the direction of monetary policy in 18 out of
46 quarters, this still is hardly a reflection of a
consensus.

In short, we truly know nothing.
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Makram EL-SHAGI is the director of the CFDS and Professor
at Henan University. He has graduated from the University
of Mannheim. He has been active in policy advice for many
years, working as senior economist at the Halle Institute for
Economic Research and consultant for the ECB.

MA Yishuo is a doctoral student and researcher at the Center
for Financial Development and Stability. She is working on
Chinese monetary policy.
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Figure 1: Monetary policy shocks identified in 7 selected papers (The color of the line indicates the underlying measure of
monetary policy. Different line styles indicate different papers / identifying assumptions.)



