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An Analysis of Monetary Policy Effectiveness and Industry Asymmetry
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Abstract: This paper using the transmission mechanism of monetary policy demonstrates that factor augment vector
autoregressive ( FAVAR) model could be adopted to make up the deficiency of the VAR model in terms of macro eco—
nomic variables selection. Then with the minimum entropy method which determines the factor number effectively six
common factors are extracted from 35 typical macro variables of China’s economy. Based on the FAVAR model the pa—
per analyzes the effectiveness of China’s monetary policy. The empirical results show that compared with the VAR model

the impact of output and price on the monetary policy can be reflected more fully in FAVAR model.
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