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The Monetary Effect of Government Debt: Based on the
Monetary Regulation Theory with “ Dual-subject of Fiscal
Department and Central Bank” of Neo-Public Finance

Yao Dongminl, Zhu Yongyiz, Zhang Pengyuan1

(1. Center for China Fiscal Development, Central University of Finance and Economics, Beijing 102206, China;
2. School of Government, University of International Business and Economics, Beijing 100029, China)

Summary: The Chinese government attaches great importance to the coordination of fiscal policy and
monetary policy. The academia has actively explored this topic, but existing researches ignore the monetary ef-
fect of public finance, which makes the research conclusions and the actual financial practice cannot be effect-
ively matched. In the research on the relationship between finance and money, Li et al. (2020) firstly formally
elaborates the monetary regulation theory with “dual-subject of fiscal department and central bank” based on
the framework of Neo-public Finance. They find the monetary effect of the government’s fiscal activities: Un-
der the treasury centralized collection and payment system, the fiscal department can affect the scale of cur-
rency circulation through fiscal revenue and expenditure activities and treasury cash management activities.
Despite this, different financial activities may have different impacts and action channels. Therefore, based on
the monetary regulation theory with “dual-subject” , this paper studies the monetary effect, impact mechanism

and impact effect of government debt in China.
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There are five findings in this paper: First, in the whole process of corporate bonds, funds are always cir-
culated within the currency circulation system and do not have the monetary effect. Second, the issuance of
local government bonds will make money flow from the currency circulation system to the treasury single ac-
count system, which will reduce the public deposits of commercial banks and reduce the scale of social credit.
The capital flow direction and impact effect of government bond cashing and interest payment are on the con-
trary. Third, with the improvement of China’s treasury centralized collection and payment system, the impact
of the issuance and payment scale of local government bonds on the credit scale of commercial banks has be-
come more significant and intense. Fourth, based on the information flow theory, the change in the scale of
local government bonds in Guizhou Province and other six provinces is the reason for the change in the credit
scale of commercial banks. Fifth, the proportion of credit scale in the money market which is affected by the
whole process of local government bonds is up to 25.31% between 2015 and 2020.

This paper puts forward the following suggestions: First, the government should deepen the coordination
mechanism between fiscal policy and monetary policy. Second, the government should broaden the channels
and ways of using local government bonds. Third, the government should attach importance to the monetary
regulation theory with “dual-subject of fiscal department and central bank” .

Key words: government debt; commercial bank credit; monetary regulation theory with “ dual-subject” ;

information flow theory

(THERB ¥ T)

(b 4225 48 w1)

paper finds that the promotion effect of AI on GVC position is mainly realized by improving industry pro-
ductivity, creating new labor and improving product quality, although the quality effect is heterogeneous due
to the average and fluctuation of product quality in various industries. Thirdly, Al can also “make the world
better”, and produce horizontal and forward spillover effects of other countries and other industries by allevi-
ating over-competition among the same industry and reducing the cost performance of intermediate products
supplied by upstream industries.

This paper expands the research of Al in the field of trade, and helps to catch the opportunities brought by
the era of Al. Today, with domestic “internal circulation” to expand domestic demand and external “dual cir-
culation” to develop in an orderly manner, it is conducive to fully grasping the new opportunities in the era of
Al and geting rid of the dilemma of low-end locking.

The contribution is mainly reflected in two aspects: Firstly, different from existing studies, this paper
quantifies the role of product quality for the first time, and finds that the quality effect of Al is heterogeneous
due to the average and fluctuation of product quality in various industries. To a certain extent, it makes up for
the defects of existing studies that ignore product quality and underestimate the impact of productivity.
Secondly, in terms of research perspective, this paper not only examines the impact of robots on GVC position
in the country and the industry, that is, whether it can “make yourself better”, but also examines the horizont-
al and vertical spillover effects and mechanisms of robots on GVC position in other countries and other indus-
tries, that is, whether and why it can “make the world better”, which provides new evidence for a compre-
hensive understanding of the economic effect of robotics.

Key words: Al; GVC position; robots; spillover effect (FTHEmE = 17)
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