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Abstract 

In recent years, more and more scholars began to emphasize the study of factors affecting macroeconomic 

fluctuations. As the bank credit market is a major part of the financial market in China, how bank credit 

marketization influences economic fluctuation has undoubtedly caused much attention. This paper mainly 

studies the role of bank credit marketization in the conductive process of macroeconomic fluctuations caused by 

real shocks and monetary shocks. According to the theoretical model created by Bacchetta (2000) and Beck 

(2006), this paper theoretically analyses the mechanism of bank credit marketization’s effects. The results show 

that bank credit marketization amplifies real shocks but offsets monetary shocks in the conductive process of 

macroeconomic fluctuations. The government scale and the development of the stock market also have a 

significant influence on economic fluctuations. Based on the theoretical and empirical analysis, some policy 

recommendations are proposed. 
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1. Introduction 

Business cyclical fluctuation which plays an important role in macro-economy operation has been a hot topic for 

many years. With the arrival of the economic crisis in recent years, more and more scholars began to emphasize 

the study of factors which affect macro-economy fluctuation. Among these studies, the relation between 

financial marketization and economic fluctuation is a leading research field. Because bank credit is one main 

component of the financial market in China, the influence of the extent of bank credit marketization on economic 

fluctuation becomes a hot topic of discussion.  

Related literature showed that the developed countries experienced a process that macro-economy volatility 

decreased continuously in the 20th century, especially after World War II. Some economists called the process 

that U.S has reduced economic volatility since the mid of 1980s as the “Great Moderation”. Most European and 

American economists attributed this economic phenomenon to the economic system, especially to the continuous 

development and perfect of financial market system. Similar to the developed countries, Chinese economy has 

kept developing in the volatile conditions. Since 1949, the country has experienced 10 business cycles, among 

which, from the first five-year plan (1953) to start large-scale industrialized construction to the end of the 

cultural revolution (1976), China experienced five economic cycles. However, since 1978, especially since the 

mid 1990s, the characters of Chinese economic cycles have changed significantly, and the extent of economic 

fluctuations has been falling and economic stability has been increasingly strengthened, so the mode of 

economic cycle fluctuation in China is transforming “big rise and fall” to “small rise and fall” gradually. 

Then, since the middle of 1990s, what has made the extent of macroeconomic fluctuation decline gradually? 

According to China’s bank-oriented financial system, after implementing the commercialization reform in 1990s, 

China’s financial system has been developed rapidly and comprehensively, and the scale of the financial system 

has been expanded quickly and the efficiency of financial system has been improved a lot; the extent of bank 

credit marketization has been significantly higher than before. This happens to coincide with the steady 

economic operation period. It seems that the bank credit marketization of China is related to macroeconomic 
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fluctuation, so this study attempts to examine the relationship between the two theoretically and empirically. 

Considering that studies on the reason of Chinese macro-economic fluctuation reduction and the relationship 

between financial marketization, especially bank credit marketization and economic fluctuation have still 

remained in a primary step, and deep systematical analysis of internal mechanism and level of influence of the 

above mentioned problems is inadequate, an analysis of those problems will not only make up for Chinese 

deficiency of studies on the relationship between the development of bank credit marketization and economic 

fluctuation in the economy theory field, but also provide a theoretical basis for the government so that it can 

make further effective financial reform policies to promote the development of Chinese financial system and the 

maintaining of the steady growth of Chinese economy.  

2. Literature Review 

Researches about the relationship between the economic development and the macroeconomic fluctuation has 

been on the rise only for the recent decade worldwide, and there are not many researches specially aiming at 

analyzing the influence of the bank credit marketization on macro-economic fluctuation. So, we synthesize the 

relative literature about economic development, financial marketization, financial intermediaries and bank credit. 

Considering the huge difference of the existing conclusions, we arrange them into the following three categories. 

2.1 The Bank Credit Marketization Reduces Macro-Economic Fluctuation to Some Extent 

2.1.1 International Literature 

Bernanke and Gertler (1989), Bernanke, Gertler, and Gilchrist (1996), Kiyotaki and Moore (1997) concluded 

that the incomplete bank credit market should have a significant influence on the external economy and could 

amplify the economic fluctuation by the Financial Accelerator Effect while the completing of bank credit market 

could slow economic fluctuation by weakening the Financial Accelerator Effect. 

Hausmann and Gavin (1996) found that the cause of the comparatively dramatic economic fluctuation in Latin 

American countries was the economic structures and economic policies in the research of the developing 

countries in this area. And the bank credit marketization was in favor of absorbing and digesting economic 

shocks so that the macroeconomic fluctuation could have been slowed while insisting on pegged exchange rates 

system might lead to a more dramatic economic fluctuation. 

Easterly and Stiglitz (2000) tried to reveal the cause of the output fluctuation in OECD countries, and they found 

that wage rigidity theory which was in the core position of traditional Keynesianism had nothing to do with it. 

On the contrary, some financial ingredients ignored by traditional theory played an important role in explaining 

the macro-economic fluctuation and economic transformation. 

Denizer, Iyigun, and Owen (2002) made an empirical study on panel data of seventy countries from 1956 to 

1998 and the result suggested that financial system and the development of bank credit market was essential in 

slowing economic fluctuation: the more developed financial system and bank credit market a country had, the 

comparatively less obvious fluctuation of output, consumption and investment per capita a country was with. In 

addition, they found that the relative importance of banking industry in financial structure effectively explained 

the fluctuation of GDP, consumption and investment.  

Raddatz (2006) studied countries with less developed financial system and he found that finance with different 

levels of development had obviously different influences on macroeconomic fluctuation. Financial development 

leaded to economic fluctuation mainly by increasing manufacturers’ marginal output and the development of 

financial intermediaries was more effective in slowing the fluctuation than stock markets. 

Wang and Wen (2009) believed that the development of financial intermediaries gave rise to the increase of risk 

administration, making enterprises’ irreversible fixed investment more sensitive to economic shocks so that 

when different enterprises encountered heterogeneous shocks, albeit there was large volatility in enterprises’ 

investment, there was small fluctuation in general investment in the financial system. 

Aghion et al. (2010) and Cacciatore et al. (2015) argued that the development of financial intermediaries 

enhanced the countercyclicality in long-term investment by smoothing credit market information circulation, 

which was in favor of preventing dramatic economic fluctuation. 

2.1.2 Chinese Literature 

Guoyu Sui, Yi Lan (2005) pointed out that the development of financial system, the rigidity of state-owned 

enterprises’ budgets and the gradually optimal distribution of scarce resources such as financial resources 

between state-sectors and non state-sectors were the main causes of the reducing economic fluctuation and 

growing economic stability in China. 
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Li Dong’s (2006) and Bing Zeng’s (2015) research showed that the rapid development of Chinese financial 

market had an important influence on slowing growth fluctuation and bank credit was more effective in slowing 

output fluctuation than stocks market. 

Zhen Xinluo et al. (2009) found that the development of bank intermediary had an inhibitory effect on monetary 

shock, while it did not perform an obvious amplification of entity economy shock. 

Zhu Tong et al. (2011) research also showed that the marketization of bank credit and the completing of financial 

system itself counteracted the influence of external shocks on the fluctuation of real GDP per capita and real 

fixed investment per capita to a large extent, which effectively reduces the economic sensitivity to external 

shocks in China. 

2.2 The Bank Credit Marketization Aggravated Macroeconomic Fluctuation 

2.2.1 International Literature 

Stigilitz (1981, 1996) proposed financial restriction theory. As far as he was concerned, for the developing 

countries, finance marketization leading to a rapidly rising interest rate would not only deteriorate the bank credit 

investment but also be destructive to financial system stability. According to this, a rising interest rate caused by 

bank credit marketization was the key factor leading to financial instability.  

Kaminsky and Reinhart (1996) and Pitterle, Haufler and Hong (2015) found that in most cases, bank credit 

marketization came along with termination of capital controls: Domestic banks undertook the foreign exchange 

risk because they borrowed foreign currency funds and lent them to domestic borrowers. 

Demirg-Kunt and Detragiache’s (1998) research showed that bank credit marketization diminished the value of 

banks’ franchise and then it aggravated financial fragility.  

Dellas and Hess (2002) and Bartram and Wang (2015) focused on financial development’s influence on price in 

stock market. They took many, both domestic and foreign, factors into consideration to test whether the 

sensitivity of domestic stock returns will change systematically along with the changing level of local financial 

development. They studied data from forty-two countries, from 1980’s to the middle and later of 1990’s and they 

found that financial development made one nation’s financial or stock market more sensitive to foreign economic 

shocks and the change of stock returns would influence economic growth and fluctuation.  

2.2.2 Chinese Literature 

Bai Dangwei (2004) found that financial deepening could promote the development of financial market and 

financial intermediaries: Foreign effect influencing economic fluctuation could be transmitted to domestic 

financial environment by assets combination, wealth effect and international capital loan.  

Du Ting and Pang Dong (2006) tested the correlation between financial development and economy circle from 

the perspective of the development of bank credit marketization, interest rate trend and stock market in China, 

and the result showed that the development of Chinese financial intermediaries and bank credit marketization 

aggravated the fluctuation of economic growth. 

2.3 There Existed Multiple Effects in Financial Development’s Influence on Macroeconomic Fluctuation  

Bacchetta and Camina (2000)
 
built a general dynamic equilibrium model to analyze the relationship between 

bank credit marketization and macroeconomic fluctuation. The conclusion was that economic shocks should 

influence macroeconomic fluctuation for relocation funds between manufacturers because of different marginal 

product of capital from different manufacturers, and bank credit marketization would counteract economic 

shocks’ influence on macroeconomic fluctuation because of information asymmetry. 

Aghion et al. (2004) built a model where only after the development of financial intermediaries was beyond a 

certain threshold level would it have inhibitory effect in economic fluctuation. 

Thorsten et al. (2006) and Ogawa (2015) based on the assumption that financial intermediaries were created to 

reduce agency cost and restrict entrepreneur’ cash flow, used panel data for empirical analysis. They found that it 

was not necessary that economic shocks would aggravate fluctuation in economic growth, and the development 

of financial intermediaries counteracted the shock of multi-sector economy and amplified monetary shock. 

2.4 Summary 

From the literature above, it can be found that as situations vary from country to country, no single conclusion 

has been reached on the influence of bank credit marketization on economic fluctuation and special researches 

are short, both in China and abroad. Especially in China, before the reform and opening-up policy, research on 

fluctuation in economy circle had been scarce for a long time and the limited research was illustrative, focusing 
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on describing Chinese fluctuation path in economy circle, because fluctuation in economy circle had been 

regarded as the specific product of capitalistic economy by economy theory field. Only in recent years there are 

some scholars who have noticed the fact that Chinese macroeconomic fluctuation leveling out and attempting to 

analyze this matter from the perspective of financial development. In the existing literature, most Chinese 

scholars used foreign theoretical models for reference. However, the empirical results are unsatisfactory, 

suggesting that complete applying foreign models without combing specific national conditions cannot explain 

Chinese situation. Besides, because the research method and data are dated as referable literature is dated, 

theoretical analysis does not agree with empirical results, which makes it not ideal to test the results of 

theoretical results. This article attempts to combine relative models with Chinese conditions and to make an 

empirical test based on data closely related to Chinese conditions so that it can make up for the Chinese 

deficiency in the yield of studying the influence of bank credit marketization on economic fluctuation. 

3. Theoretical Analysis 

This study analyzes the role that the development of bank credit marketization plays in the conductive process of 

economic fluctuation leading to output fluctuation by referring to Bacchetta (2000) and Beck (2006)’s model and 

combining with the actual situation of China. The main analysis framework of this article is: because of the 

information asymmetry, borrowers are subject to credit constraints, and because borrowers have different 

marginal productivity from depositors, when economic shocks occur, the money is redeployed between 

borrowers with credit constraints and depositors without credit constraints, which will have further amplification 

effect or offsetting effect on macro-economy.  

3.1 Equilibrium Analysis on Credit Market 

The model of this study includes two kinds of participants: producers (manufacturers) and consumers, and this 

study assumes that all producers have the same production function, of which the capital input k is the only 

production factor, and producers have different endowments, the original wealth w . According to the difference 

of original wealth w , producers can be divided into two types: one type of producers occupies more 

endowments denoted by H , while the other type of producers has fewer endowments denoted by L . Because 

the former type of producers occupy more original wealth, which can not only meet the demand of their own 

investment and can be left. The left funds are deposited into commercial banks and the interest rate on deposits is 

assumed as
dR . However, because the original wealth of the other type of manufacturers cannot meet their 

demand of their own investment, they have to borrow money from banks, and the interest rate on borrowings is 

assumed as 
lR .  

The production function is: 

                   
)(kfy                                      (1) 

And it can meet the demand that 0)(' kf ,
 

0)('' kf ,
 
which means the production function is concave. If 

we take the derivative of these two different types of producers, we can get the following conclusion.  

dH Rkf )('                                   (2) 

)1()('   lL Rkf                                (3) 

Formula (2) reflects this economic meaning: the producers with deposits in bank meet the optimal configuration: 

The marginal output of capital elements should be equal to the deposit interest income which is from the money 

deposited in banks. In the formula (3),   is the agency cost, due to the information asymmetry of investment 

project, the producers with borrowed funds have “shirking” motivation and other moral hazard problems, as a 

result, firms borrowing from banks will also face the problem of agent cost, and their optimal capital input Lk  is: 

the marginal output of capital element is equal to the cost of capital using in consideration of agent cost 

adjustment. We can find that because 0)('' kf , )(' kf is a decreasing function, then the higher   is , the 

lower the capital input of firms borrowing from banks. At the same time, for the capital input is the only factor in 

economy, in the case of given production function, the change of the capital input is the only determinant of the 

macro-economy volatility. Because borrowers have larger marginal output of capital, the capital input of 

borrowers is the leading cause of output fluctuations. 

If we make two sides of formula (2) divided by two sides of formula (3), we can get the following equation.  

d

l

H

L

R

R

kf

kf


)('

)('                                    (4) 
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As you can see from the formula (4), the higher the agent cost   or the larger the interest spreads between 

deposits and loans
d

l

R

R
, the larger the value of the left side, too. Because of the nature of function )(kf , it also 

means that 
L

H

k

k

 

is bigger. In the case of given production function, the reconfiguration of money between the 

two types of producers will affect the gross output of the economic system. 

It is because of the information asymmetry in the economy, financial institutions came into being, and 

well-funded producers would deposit idle funds to commercial banks, while cash-strapped producers would get a 

loan from banks. In order to facilitate analysis, this study also assumes that deposited financial institution is a 

completely competitive market without operating costs. According to monetary authorities’ requirements of 

deposit reserves, banks can offer loans only after withdrawing enough deposit reserves. We assume that the 

deposit- reserve ratio is  , and commercial banks can provide loans which are only )1(  of all deposits. To 

make the credit market balanced, the aggregate supply of deposits must be equal to the total demand of loans: 

LLLHHH wkkw  )())(1(  (1-τ)                        (5) 

1 LH                                        (6) 

The left side of formula (5) is loan supply of commercial banks, while the right side is producers’ demand for 

loans. H  
is the proportion of well-funded producers

 
(entrepreneurs); correspondingly, L  

is the proportion 

of cash-strapped producers. It is easy to find that in the model we built, commercial banks have two functions: 

capital surplus adjustment and monetary policy transmission. 

In the above formula (5), under the condition of market equilibrium, the amount of deposits and loans is certain, 

the interest rates of depository and loan are only related to the deposit-reserve ratio. In China, because the 

interest rates of depository and loan are controlled by the central bank strictly, the interest rates of depository and 

loan can be seen as another kind of means of control. 

Therefore, we change the original model properly to get the following formula:  

)1(  
l

d

R

R                                    (7) 

This study considers related factors of agent cost of producers with credit constraints and base on the research 

findings of Bacchetta (2000) to build the following equation: 

)1(
L

L

L

LL

k

w

k

wk



                                 (8) 

In formula (8),   is a technical indicator. It can be seen that the stronger the technicality of investment projects 

or more intense the investment demand of borrowers, namely, the greater 
L

LL

k

wk  ,

 

the higher the agent cost. It 

is important to note that agent cost   is mainly determined by manufacturers’ proportion of free capital and 

invested capital 
L

L

k

w
, rather than absolute level of free capital Lk . If we substitute formula (8) into formula (4), 

we can obtain: 

1)]1()[1(
)('

)('  
L

L

H

L

k

w

kf

kf                           (9) 

From the above formula, we can conclude that the investment proportion of the two types of producers 
H

L

k

k is 

related with the proportion of internal financing for borrowers 
L

L

k

w , agent rate  , interest spreads between 

deposits and loans   and deposit-reserve ratio . 
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At the same time, we retested the condition of general equilibrium to get the following formula: 

)( H

t

H

t

HL

t

LH

t

HL

t

LH

t

H kwkkww                     (10) 

The left side of the above formula means initial wealth of all producers, and the right side is divided into three 

parts: Two types of producers’ investment in t  period and deposit-reserve ratio withdrew by commercial 

banks. 

3.2 Multiple Effects Analysis of Commercial Banks 

First we consider the real shocks, that is, we exam the effect of macro-economy fluctuations. In the case of 

discrete time, we assume that economy has an unexpected positive shock in t period: )( tt kfy   , 1 . Then, 

this study examines the shock’s influence on economy in 1t  period and gets the following formula:   

])()([1

lL

t

L

t

L

t

LL

t Rwkkfw                           (11) 

])()([1

dH

t

H

t

H

t
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By comparing
H

t

L

t

w

w

1

1





 

with 
H

t

L

t

w

w

 

, because of their leverage corporation )1( 
L

L

w

k , borrowers can derive more 

advantages from growth of the positive economic shock, therefore, the wealth of borrowers (producers with 

lower endowments) increases relatively faster than that of depositors (producers with higher endowments). We 

can get that 
H

t

L

t

H

t

L

t

w

w

w

w






1

1 .

 

Because of the increase of initial capital, in the investment of 1t  period, borrowers 

will input more owned capital 1tw , which leads 
L

t

L

t

k

w

1

1





 

to increase. At the same time, from formula (8), we can 

further find that with the increase of 
L

t

L

t

k

w

1

1



 , the agent cost of borrowers is declining because the agent cost 

change against the economic fluctuation. So the agent cost has a magnified effect in the economic cycle. 

According to “financial accelerator” theory, this study deduces that:  

Corollary 1: The bank credit marketization has an amplification effect in the process of real shocks which 

give rise to macroeconomic fluctuations. 

Second monetary shocks are analyzed, which is relatively complicated, because in the process that monetary 

impact giving rise to the output fluctuations, monetary shocks on economic fluctuation are mainly indirect. We 

assume that there is time lag of monetary shocks on the economy, the monetary shocks in t  will reflect to 

macro-economy in 1t . 

On the one hand, in the hypothesis of a perfect financial market, as there is no transaction costs, financial 

institutions don’t exist, either, so that we needn’t consider agent costs. According to formula (9), we just need to 

consider the second part of the right formula. If there are positive monetary shocks, such as interest rate 

adjustment (
t  

increase) or the deposit-reserve ratio adjustment (
t  

reduce), according to formula (7), it will 

cause output to increase significantly, which will lead to the larger extent of macroeconomic fluctuation 

necessarily.  

On the other hand, in the actual economic environment with transaction costs, the positive monetary shocks 

(such as t rise or t fall) will increase the supply of loanable funds, so borrowers will receive money more 

easily. From formula (5) and (10), the monetary shocks are bound to improve the leverage of borrowers, which 
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means that 
L

t

L

t

w

k

1

1





 

is about to be bigger. From formula (8), the increase of 
L

t

L

t

w

k

1

1



 will inevitably lead to the increase 

of borrowers’ agent costs, which is equal to the increase of )1(
1

1

L

t

L

t

w

k



 . Then according to formula (9), in the 

case of other conditions unchanged, the capital inputs of borrowers 
L

tk 1  will be reduced. The reduce of inputs 

of borrowers will inevitably lead to lower output, which will counteract the positive effect in the process that 

monetary shocks give rise to output fluctuations. On the basis of the above analysis, this study deduces that: 

Corollary 2: The development of bank credit marketization has an offset effect in the conductive process 

of monetary shocks which give rise to macroeconomic fluctuations. 

4. Empirical Analysis 

4.1 Index Construction and Variables Description 

4.1.1 Economic Fluctuation Measures 

The output in modern economy is usually increasing, and economic fluctuation shows mainly economic growth 

rate fluctuation. Given this, this study measures the extent of macro-economic fluctuations on the basis of 

per-capita real GDP growth rates. In order to identify the periodic components in economic growth, we adopted 

band-pass filtration method. Band-pass filtration method can make some periodic components at a certain 

frequency range get through the filter and intercept the trend components with the lower frequency and random 

components with the higher frequency. Common band-pass filtration method includes BK band-pass filtering 

and CF filtering. Relatively, because the demand of BK filtration method is fluctuation symmetry and CF 

filtration method needs anti-symmetric filter, which makes BK filtration method limited. Because Liu Shucheng 

et al. (2005) found that economic fluctuation of China has been obviously asymmetric since the reform and 

opening up, this study uses CF filtration method based on eviews6.0 to identify the fluctuation components of 

economic growth. The result is shown in Figure 1 ( EF  is annual date of per-capita real GDP growth rates. The 

non-cycle is the trend component, and the cycle is the fluctuation component). 

 

 

Figure 1. Per-capita GDP growth 

 

4.1.2 Bank Credit Marketization Measures 

Based on Chen Bangjiang (2008), this study uses the non-state-owned enterprise loan (i.e. the township 

enterprise loan + individual private enterprise loan + three-funded enterprise loan) to measure the level of bank 

credit marketization. Because credit expansion is often a government behavior in China, state-owned enterprises 

have strong impulses to invest, while there is “soft constraints” problem in state-owned banks which is easy to 

form bad loans, and the increase of general line of credit cannot reflect the development of the bank credit 

marketization. At the same time, there is “financial repression” in small and medium-sized enterprises in China, 

which needs commercial banks’ financing support. So the higher level of the development of banking industry, 

the more non-state-owned enterprises loans. Therefore, this kind of index design can be well distinguished with 

credit expansion of financial institutions, which reflects China’s development of banking credit marketization. 
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4.1.3 Economic Shocks Measures and Relative Controlling Variables  

Because we are unable to observe real shocks and monetary shocks directly, we need to introduce the relevant 

agent variables. This study uses the net value of fixed assets of industrial enterprises in China to reflect the 

shocks from real economy and uses the change of inflation (CPI fluctuations) to reflect monetary shocks. This 

study uses HP filtration method based on eviews6.0 to identify the net value of fixed assets of industrial 

enterprises in China and fluctuation components of price index CPI. Figure 2 and 3 show the filtering result of 

economic shocks ( 1SHOC  is annual data of net value of fixed assets of industrial enterprises in China and 

2SHOC  is annual date of price index CPI. Trend is trend component, and cycle is fluctuation component). 

After determined the explanatory variables and explained variables, we also need to consider other possible 

factors of volatility of per-capita real GDP and take it as a control variable into econometric model. Dong Li 

(2006) believes that the development of stock market have a significant influence on China’s economic 

fluctuations. At the same time, many domestic scholars pointed out that during the course of economic 

development in China, local government’s behavior always played an important role in investment overheating 

and even economic overheating. Local governments always attract nongovernmental capital and foreign capital 

by means of tax concessions and land policies in condition of economic interests and political interest of their 

own regions. This kind of behavior of local governments is often beneficial to national economic recovery 

during the macroeconomic recession, while when macroeconomic runs high, if such kind of behavior of local 

governments cannot be controlled effectively, it will inevitably cause local economic overheating even national 

economic overheating. This study selects the size of government and the scale of stock market as variables by 

referencing Yao Yaojun and Bao Xiaohui’s (2013) research. 

 

 
Figure 2. HP of the net value of fixed assets of industrial enterprises 

 

 
Figure 3. HP of CPI 

4.1.4 Description of Variables and Data 

The definitions of empirical index variables and related calculation methods are shown in Table 1. 

Since 2010, the classification of short-term loans in Sources and Uses of Credit Funds of Financial Institutions 

has been changed, which makes some data incomparable to data before 2010, so this study chooses China’s 

annual data of 1994-2010 as a sample. All the data are selected from China Statistical Yearbook and Almanac of 

China’s Finance published by the Office for National Statistics and People’s Bank of China. 
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Table 1. Definition of variables 

Variables Definition 

Economic Fluctuation( EF ) The fluctuation component of China’s per-capita GDP growth rate after CF filtering 

Real Shocks( 1SHOC ) The fluctuation component of the net value of China’s industrial enterprises after HP filtering 

Monetary Shocks( 2SHOC ) The fluctuation component of China’s price index CPI after HP filtering 

Extent of Bank Credit Marketization ( FD ) 
The size of China’s non-state-owned enterprise loan (i.e. the township enterprise loan + 

individual private enterprise loan + three-funded enterprise loan) 

Size of Government( LnGOV ) China’s local fiscal expenditure /Natural logarithm of GDP 

Size of Stock Market( SM ) Aggregate market value of China’s stock market/GDP 

 

Before the econometric analysis, this study conducted a statistical description of major economic factors in order 

to reveal the nature of the selected data. This study analyzes the role that development of bank credit 

marketization plays in the conductive process of monetary fluctuation and real shocks leading to macroeconomic 

fluctuation in order to reflect the influence of bank credit marketization on economic fluctuation. Figure 4 and 5 

are description graphs of two kinds of shocks and macroeconomic fluctuation. 

 

 

Figure 4. Real shock and economic fluctuation 

 

 
Figure 5. Monetary shock and economic fluctuation 

 

4.2 Econometric Model and Empirical Analysis 

According to the selected variables, the analysis on the basis of theoretical model, we build the following 

multivariate regression model with interaction items:    

ttttt

tttttt

eSMLnGOVSHOCFD

SHOCFDFDSHOCSHOCCEF


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212

121

2

121





            (13) 

In order to reveal the role that development of bank credit marketization plays in the conductive process of 

monetary fluctuation and real shocks leading to macroeconomic fluctuation, we need to study the coefficient of 
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two interactive items in the above model especially. According to the above theoretical analysis, in the above 

econometric analysis model, if 1  is positive, it will mean that the development banking industrial has an 

amplification effect on real economy in the conductive process of output fluctuations; if 2  is negative, it will 

indicate that the development of banking industrial has an offset effect on monetary fluctuations in the 

conductive process of output fluctuations. After constructed the econometric model, this study took the following 

econometric analysis. 

4.2.1 Analysis of the Stability 

Table 2 shows that under the 5% significant level, the original time series of all variables of are smooth. 

 

Table 2. ADF test 

Variable Type of test (c, t, p) ADF 5% critical value Result 

EF  (c，0，1) -3.686078 -3.081002 Stable 

1SHOC  (c，0，4) -3.718026 -3.14492 Stable 

2SHOC  (c，0，0) -3.119935 -3.065585 Stable 

FD  (c，t，2) -4.112183 -3.791172 Stable 

LnGOV  (c，t，5) -7.18616 -3.933364 Stable 

SM  (c，t，0) -4.089959 -3.7332 Stable 

Note. C is the intercept, T is the trend, and P is the lag. 

 

4.2.2 Multiple Regression Analysis  

Because the selected time series data are all smooth, this study takes OLS regression analysis of EF , 1SHOC ,

2SHOC , FD , 1SHOCFD , 2SHOCFD , LnGOV , SM by following formula (13).  

The results in Table 3 show that t  statistic is greater than the critical value, so all of the above statistics are 

significant. DW = 2.080413 illustrates that there is no self-correlation in the model, and 2R = 0.937188 shows 

that this model is fitting, so we can explain the economic significance according to the regression coefficients.  

 

Table 3. Results of the OLS regression 

Variable Coefficient T Value Prob. Significance 

C  -0.075866 -1.569008 0.1511  

1SHOC  -0.0000071 -5.834128 0.0002 1% 

2SHOC  0.005864 5.12325 0.0006 1% 

FD  -0.00000325 -2.884294 0.0181 5% 

1SHOCFD  0.0000000005 6.224704 0.0002 1% 

2SHOCFD  -0.000000343 -3.065992 0.0134 5% 

LnGOV  -0.046626 -2.652853 0.0264 5% 

SM  0.028187 4.147221 0.0025 1% 

2R  


2R  

0.937188 

0.888334 
 DW  2.080413 

 

1) The regression coefficient of SHOC1 is -0.0000071, suggesting that without the participation of bank credit, 

the fluctuation of firms’ net value and economic fluctuation are of negative correlation in China, which means 

that the bigger the fluctuation of firms’ net value is, the smaller the economic fluctuation is and vice verse. 

2) The regression coefficient of SHOC2 is 0.005864, suggesting that without the participation of bank credit, the 

monetary shocks and economic fluctuation are of positive correlation, and the increase of fluctuation caused by 

inflation will lead to an increasing fluctuation of GDP per capita.  

3) The regression coefficient of FD is -0.00000325, suggesting that in the condition where other economic 

variables are controlled, the bank credit marketization slows Chinese economic fluctuation to some extent. 

4) The regression coefficient of the interaction term of FD and SHOC1 is significant, fully showing that the of 

bank credit marketization plays a significant role in the conductive progress of Chinese real shock to 

macro-economy. The regression coefficient of the interaction term of FD and SHOC1 is 0. 0000000005, which 
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means that with the participation of bank credit marketization, FD variable increasing per 1 unit, the influence of 

monetary shocks on economic fluctuation will increase 0.0000000005 units. The empirical results in this article 

suggest that bank credit marketization has amplifying effect in the conductive process of the macroeconomic 

fluctuation caused by real shocks, which proves conclusion 1 above. 

5) The regression coefficient of the interaction term of FD and SHOC2 is significant, showing that Chinese bank 

credit marketization plays a significant role in the conductive process of Chinese real shocks to macro-economy. 

The regression coefficient of the interaction term of FD and SHOC2 is -0.000000343，which means that with the 

participation of bank credit marketization, FD variable increasing per 1 unit, the influence of monetary shock on 

economic fluctuation will decrease 0.000000343 units. The empirical results in this article suggest that bank 

credit marketization has offset effect in the conductive process from monetary fluctuation to output fluctuation 

and decreases the final effect of monetary effect in fluctuation, which proves conclusion 2 above and agrees with 

the analysis based on the theoretical model above. 

6) The positive correlation of SM  is high, suggesting that the fluctuation of GDP per capita is comparatively 

lower where the local government size is comparatively larger, which fully shows that Chinese local 

governments’ behavior has significant influence on local economic fluctuation and the economic fluctuation is 

comparatively smaller where that the local government intervention is stronger. And the regression coefficient of

SM is 0.028187, suggesting that the development of stock market and economic fluctuation are of positive 

correlation and the more developed the stock market is, the larger the economic fluctuation is. 

4.3 Explanation of the Empirical Results 

4.3.1 Fluctuation of Firms’ Net Value and of the Economy Are of Negative Correlation 

Base on Chinese financial market’s situation where banks are dominant, assuming that all business capital comes 

from internal financing, according to Bernanke and Gertler’s financial accelerator theory, firms’ net value with 

comparatively higher level of fluctuation will not provide firms with stable investment capital, making firms’ 

investment less, so that economic fluctuation caused by investment is reduced. Thus, in the empirical results, 

fluctuation of firms’ net value itself has a negative influence on economic fluctuation. 

4.3.2 The Bank Credit Marketization and the Economic Fluctuation Are of Negative Correlation 

The development of bank credit marketization in China effectively increase economic ability of risk 

diversification in whole by reducing corporate financial constrains, encouraging industrial structure to change 

from sectors with higher fluctuation into sectors with lower fluctuation, encouraging the change of industrial 

organization’s production models and other methods.  

4.3.3 The Bank Credit Marketization Amplified Real Shocks 

According to Bernanke and Gertler’s theory, investment level relies on enterprises’ balance sheet: comparatively 

higher spot asset and net value has direct positive influence, because it increases sources of internal financing, or 

indirect positive influence, because it reduces the cost of external financing by providing more guarantee, on 

investment. Because of the existence of credit friction, the cost of external financing is higher than the cost of 

internal financing and there exists the premium of external financing unless all of the enterprises’ external 

financing is guaranteed. Because the level of premium of external financing and firms’ net worth are of negative 

correlation, the asset-liability condition will lead to a change of investment, which then will give rise to an 

output change of next stage, so that economic fluctuation is caused, and when firms’ net worth either increases or 

decreases because of positive or negative economic shock, this effect will be amplified by credit market. This 

can give an explanation to bank credit marketization’s amplifying effect to economic fluctuation via real shock. 

4.3.4 The Bank Credit Marketization Reduced Monetary Shocks 

Bank credit, as one of the government’s major current policies to prevent recession, has strong countercyclicality, 

and it is because of such countercyclicality that bank credit can restrain external economic shock, avoid dramatic 

economic fluctuation and smooth economic growth. On the other hand, because indirect financing holds most of 

the share, commercial bank is dominating in capital distribution. Monetary shocks will not only lead to 

macroeconomic fluctuation, but also give rise to a reversed change of money lenders’ agent cost, which change 

will definitely have an offset effect. Thus, naturally, the development of banking industry in China does have an 

offset effect in the conductive process of the fluctuation caused by monetary shocks. 

4.3.5 The Stock Market Size and Economic Fluctuation Are of Positive Correlation 

he influence of stock market on economic fluctuation conforms to Chinese real situation where citizens’ 

investment channels are limited. The capital requirements of real estate make stock market more attractive as an 
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investment channel for citizens who want to manage the money matter. As the economy is in the rising period, 

citizens have more income, so the prosperity attracts citizens make an investment by direct ways or indirect ways 

such as insurance fund, making it easier for firms to financing by stock market. And the increase of firms’ rolling 

capital enhances firms’ operation capacity, encouraging the economic growth. In a similar way, when the 

economy is in the falling period, the flagging stock market will deepen the economic recession. 

5. Conclusion 

This article builds theoretical models to analyze how the bank credit marketization influences macroeconomic 

fluctuation and makes an empirical test. The conclusion shows that bank credit marketization has multi-effects in 

the process of economic shocks which lead to macroeconomic fluctuation: First, bank credit marketization in 

China has an amplifying effect in the conductive process of fluctuation caused by real shocks; Second, bank 

credit marketization in China has offset effects in the conductive process of fluctuation caused by monetary 

shock. 

Based on the conclusion, this article provides the following suggestions: 

5.1 To Apply Prudential Monetary Policies 

With the development of the banking industry, the bank credit marketization has an obvious offset effect on the 

fluctuation caused by monetary shocks, which may change the factors that should be considered when the 

monetary authority applies a monetary policy. The monetary authority should be more prudential to monetary 

policies and take advantage of bank credit marketization’s characteristic to facilitate the smooth economic 

growth. 

5.2 To Propel the Reform of Chinese Bank Credit Marketization and to Increase Bank Credit Efficiency 

To provide a stable environment for Chinese economic growth in the long run and to avoid dramatic 

macroeconomic fluctuation, it is necessary to propel the reform of Chinese bank credit marketization so that 

Chinese bank credit size can be expanded and Chinese bank credit efficiency can be increased. Considering that 

the main performance of Chinese low-efficient bank credit market is the distortion in Chinese financial system 

and the feature that it is difficult for non state-owned economic sectors to finance from financial system, we 

provide the following suggestions: 

First, to propel powerful promotion to middle and small size financial administration, decreasing state-owned 

commercial banks’ share in Chinese financial system, improving the industrial structure of Chinese banking 

industrial structure and building up a modern banking system which can offer better financial supports to non 

state-owned economic sectors. 

Second, to strive to develop capital markets, especially the growth enterprise market which can provide 

financing service for non state-owned enterprises to expand the financing channel of non state-owned economic 

sectors. 

5.3 To Enhance Government’s Supervision and Government’s Role in Macro-Control 

Learning from the lesson of Subprime Mortgage Crisis, in the process of promoting economic growth by the 

marketization of banking in China, it is the quality instead of just quantity of the capital that should be paid more 

attention to and government’s supervision should be enhanced because government’s administrative measure to 

restrict credit is essential in restraining the fluctuation of economic growth. In a nutshell, government should 

play a proper role in macro-economic control. 

5.4 To Improve Chinese Financial Structure and to Balance Bank Credit and Stock Market 

Financial structure has an obvious influence on macroeconomic fluctuations and it is important to improve 

Chinese financial structure, and to allocate proper proportion of direct financing and indirect financing and to 

have effective supervision on bank and stock market. In the future, relative government sectors should continue 

to be prudential and concentrate on how to take advantage of these two distinct policies, bank credit channel and 

financing by stock market, and make a rational coordination to promote economic growth. 
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