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HEHE KRB

An Empirical Study on the Price Puzzle of China’ s Monetary Policy :
On the Mitigation Effect of Digital Finance
HAO Xing', GUO Hong —yu'”?
(1. School of Banking and Finance, University of International Business and Economics ,
Beijing 100029, China
2. School of Business Administration, China University of Petroleum , Karamay Campus,
Karamay 834000, China)

Abstract ; The price puzzle refers to the abnormal phenomenon that the price level and inter-
est rate change in the same direction when the central bank implements the price based monetary
policy to guide the interest rate change, which means that the effect of the interest rate transmis-
sion mechanism is restrained. Using the panel data of 30 provinces in China from 2011 to 2019,
the empirical test shows that price puzzle also exists in China’ s monetary policy after the price —
based transformation, and from the perspective of comparison between the eastern and the western
regions, the price puzzle is more serious in the western region. Further empirical research shows
that the significant rise in the price of necessities caused by raising interest rates is the main reason
for the price puzzle, while the development of digital finance has a mitigating effect on the rise of
price levels, especially in the western region. Based on the above conclusions, policy suggestions
to improve the effectiveness of China’ s monetary policy and alleviate the price puzzle of China’ s
monetary policy are proposed in the context of price transformation.

Key words:Monetary Policy; Price Puzzle; Digital Finance
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