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Abstract

The conventional study on the effect of monetary policy implies that the effect of
the monetary policy is consistent within the whole economy, and it ignores the
difference in areas. In such a large country, our regional economic development
is imbalance because of many reasons. However, our policymaking is aiming at
the developed areas, and this will strengthen the imbalance of the economic
growth among different areas. So, it is very important to study the regional effect
of monetary policy.

Using VAR model and GIRF to study the twenty-nine provinces of our country,this
paper finds a significant regional effect of monetary policy in China. And we also
find that it is not appropriate to divide areas according to the traditional
administrative method. We use the principal component analysis and cluster
analysis to divide the region as a replacement. From the perspective of
transmission mechanism of monetary policy, we find that the local government
behavior is a very important factor in the regional effect of the monetary policy.
The area which has more government intervention responds weaker to the
monetary policy. The important reason of the regional effect of monetary policy in
China is the difference of the degrees in which the local government interferes in
the economy. At last, we give the advice from three aspects.

The main contribution of this article is as follows. First, eliminating the effect of the
division of region, we restudy the regional effect of monetary policy. Second, to be
practical, we bring local government behavior into the research of the regional
effect of monetary policy, using regional production function to analyze the effect
of the local government behavior. Third, we use the principal component analysis

and cluster analysis to redivide the region.
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