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The Empirical Research of the Relevance of Monetary Policy
and Asset Price within the Framework of Monetary Search
Theory

Abstract: According to the model Jacquet (2012) building ,we establish the relationship between monetary policy
and asset prices based on the theory of monetary search theory. This paper studies the relationship between
inflation and asset liquidity directly, and tests the micro channel of monetary policy and asset prices indirectly at
the same time. In particular, we use the MSI(3)-VAR(2) model for empirical testing based on the Shanghai
composite index monthly data from January 2000 and December 2013 in our country. The results show that there
are three zones named "low inflation", "moderate inflation" and "high inflation™ according to the level of inflation.
Particularly, there are 73.04% of the sample be in the low inflation, and low stock market liquidity status, and
22.08% be in the moderate inflation, high stock market liquidity status. moreover, the percentage that be in the
high inflation, low stock market liquidity is 4.88%. Furthermore, the influence of the inflation impaction to the

stock market liquidity is more obvious in the period of moderate inflation and high inflation. At last, we think that

a flexible inflation targeting rules to deal with the asset price fluctuations will be more suitable.
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