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Financial frictions, monetary policy and macroeconomic fluctuation
LI Xiangfa, XUE Weixian
(School of Economics and Management, Xi’an University of Technology, Xi’an 710054, China)

Abstract: Financial frictions and monetary policy are the important factors affecting China’s mac-
roeconomic fluctuations. This paper studies the impact of financial friction, monetary policy and
other shocks on macroeconomic fluctuations by building a DSGE model including financial fric-
tions and endogenous choice of enterprise financing. The results show that: 1) The moderately
financial shock is an important driving factor for the recovery of real output during the subprime
crisis; 2) the monetary policy shock is an important driving factor for fixed asset investment vola-
tility and long impact duration, and from 2006 to 2008 and after the first quarter of 2010, the mo-
netary policy shock has a positive driving effect on inflation; 3) the monetary policy and financial
frictions are the main driving factors for the fluctuation of credit balance, with the variance de-
composition of credit balance showing that the contribution of monetary policy to the fluctuation
of credit balance variable is 10. 4% in the medium term and 30. 7% in the long term.
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