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CHINA MERCHANTS SECURITIES [HK)

Macro Report

Three Important Facts about Monetary Velocity in China

Followings are three important facts concerning the monetary velocity in China:

»  First, the velocity of money has slowed sharply during the economy and
financial crisis, thus the massive money injection will not lead to the
serious inflation in the short term.

»  Second, the velocity of money is usually inhibited by the increase in asset
prices, under certain conditions, there exists a substitution relationship
between asset price hike and inflation.

»  Third, the monetary velocity in the long term (more than 10 years) follows
a U-shaped curve, China may have entered the rising period of the velocity
of money, the same amount of money supply may correspond to a higher
level of inflation.

M2 Velocity after Differentiation Leads the Level of Inflation
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