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Inner Relationship between Formation of Japan's Bubble Economy

and Monetary Policy Effects An Empirical Analysis Based on

Monetary Policy Transmission Mechanism

DENG Mei-wei' ,ZHANG Ji-feng’
(1. Graduate School, Chinese Academy of Social Science, Beijing, 102488;
2. Institute of Japanese Studies, Chinese Academy of Social Science, Beijing, 100007 ,China)

Abstract; Based on the monetary policy exchange rate and asset price transmission mechanisms, the SVAR
model is built to analyze the inner relationship between the formation of Japan's bubble economy and the
effects of monetary policy. The results show that the loose monetary policy implemented by Japan in re-
sponse to the influences of the appreciation of the yen did not achieve the desired effects in the middle and
late 1980s, and the effects on the exchange rate, export and output were not obvious, and the exchange
rate mechanism became blocked. However, as loose monetary policy directly pushed up asset prices, the
rapid increase of asset prices did not lead to the corresponding increase of investment and output, thus the
virtuous cycle of capital market was broken, the transmission between asset prices and investment, as well
as between investment and output have been blocked. The monetary policy did not boost the real economy,
so it produced excess liquidity and ultimately led to the formation of the bubble economy. In view of this,
China should get some lessons, such as implementing monetary policy prudently and taking into compre-
hensive consideration of policy effects, preventing reasonably the asset bubble expansion, guiding actively
the entrepreneurship, innovation and investment which contribute to the real economy.
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