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Analysis of the Macroeconomic Control Effect of the Public Debt Monetization
CHEN Bao-dong, DENG Xiao-lan
(School of Finance and Economics, Xi’ an Jiaotong University, Xi’ an, Shaanxi, 710061, China)

Abstract ; After the financial crisis, quantitative easing policy became the “recipe” for macroeconomic regula-
tion and economic recovery, which was regard the public debt monetization as the core. Although many countries
have opted for large-scale public debt monetization operations, the specific implementation effects are not the
same. Whether the central bank’ s purchasing a large scale of government debt will help the economic recovery and
realize policy objectives, it has aroused the widespread concern of policy decision-makers and scholars in various
countries.

In this paper,we theoretically analyzed the macroeconomic effects of the public debt monetization and put for-
ward three hypotheses,the first hypothesis is that the public debt monetization is conducive to economic growth ,the
second hypothesis is the public debt monetization can help raise the price level,the third one is that the effects of
public debt monetization on the economy are related to the structure of their financial markets.

Then, the paper takes the United States and Japan as examples to observe the performance of the economic
growth and inflation under the public debt monetization. We found that with the operation of each public debt mone-
tization , economic growth and prices can have a short-term recovery,but both of them will fall after several time. In
order to get further results, this paper selects five countries and regions’ ( US, Japan, UK, Eurozone, Canada )
monthly data from 2008 to 2015 to establish the panel VAR model. Combining with the US and Japan,we get the
empirical analysis of the impact of the public debt monetization on the macro-economy.

The main conclusions of this paper are as follows: (1) the macroeconomic regulation and control function of
the public debt monetization can manifest the effect through the money supply, long-term interest rate and market
confidence to recovery economic and increase price level; (2) the result of trend analysis and international panel
data model show that the public debt monetization has a short-term impulse effect on economic growth and price lev-
el the effect of transmission channels is inconsistent, and the performance of money supply and market confidence is
more obvious; (3) the empirical analysis of the US and Japan shows that the transmission mechanism of public debt
monetization on macroeconomic impacts is smooth and effective in US. On the one hand, it should thank to the coop-
eration of the “forward-looking guidelines” improving the economic expectations and affecting the demand for real
money. On the other hand,it also benefits from the United States’ active direct financing market can make up for
the commercial banks’ “begrudging credit”. Japan can’t get the expected result,it’ s due to the poor conduction
mechanism and the indirect financing limitations; (4) it’s difficult to realize the task of economic recovery only by
using a kind of policy operation such as the public debt monetization. It also needs other policies to cooperate and
focus on the cultivation of economic endogenous motive force.

Based on the above conclusions,our policy recommendations are as follows; Understand the role of the mone-
tization of public debt correctly,and response the impact of public debt monetization reasonably. For the euro area,
Japan and Sweden and other countries which are in the implementation of public debt monetization should focus on
the channel to clear the transmission channels and other macroeconomic policies’ cooperation. On the one hand, it
is necessary to pay attention to other countries’ roll-out time,intensity and effect of public debt monetization policy
and the spillover effect to our country,and make policy adjustment timely; On the other hand, we should have a cor-
rect and comprehensive understanding of public debt monetization. If necessary, China can consider it as a policy
tool to control the economy. In addition, we should also improve the domestic financial environment ,improve the di-
rect financing mechanism, to provide more economic and policy development space and institutional
protections. What’ s more ,we should get an appropriate expansion of public debt scale,improve the national debt
and local debt term structure design,which can give full play to the bond market’s fiscal and financial functions.

Key Words: economic crisis; public debt monetization; macroeconomic control; panel VAR
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