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Cointegration Analysis of Fiscal Spending with
Money Supply and Its Policy Implications

HU Yong-gang,ZHANG Yun-feng
(School o f Economics , Shanghat University of Finance
and Economics , Shanghai 200433 ,China)

Abstract; The paper explores the relationship between China’s fiscal
spending and money supply (M2) for the period of 1978 ~2002. We found
that original time series of the 2 variables were unstable but their second or-
der differences were. There existed a cointegration at 1% significance level.
The rate of change of fiscal spending was the Granger cause of M2. Short-
term changes in fiscal spending affected the M2 in the same direction. While
the rate of change of M2 showed an inertia and was self-corrective, the rate
of change of fiscal spending was not, which implicated that government
should lay restraints on its spending to be free from over-expansion when
time is good or over contraction when time was bad.

Key words: fiscal spending; money supply; cointegration analysis IS-LM

model
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