






The whole world has been under the shadow of the COVID-19 crises. As for Asian

countries, the COVID-19 crises have caused tremendous effect on the whole

economy, with a rising unemployment rate, a downgrading financial status of the

companies and a more turmoil financial market. Both the supply side and the

demand side has been influenced by the crisis.

Considerable contractions of gross domestic product (GDP) has occured in most

economies around the world after the COVID-19 crises. For example, the severity of

the crisis for the US economy is comparable to that of the Great Depression in the

1930s. Policy makers responded swiftly, with unprecedented fiscal stimulus

packages in the magnitude of nearly 15% of global GDP. In the same vein, central

banks provided stimulus by loosening their policy stance considerably. In many

emerging economies, central banks successfully introduced forms of quantitative

easing for the first time.



As for Asian countries, the government have adopted a series of monetary policies 
such as increasing capital liquidity through emergency interest rate cuts; imposing 
an expanded asset purchase programmes; quantitative and liberalization policies to 
ensure stability in financial markets.

For example, in the PRC, the central bank has reduced the required reserve 
ratio among the banks for three times in 2020; the interest rate in the financial 
market has been reduced through the monetary tools of Medium-term Lending 
Facility (MLF) and Targeted Medium-term Lending Facility (TMLF), which have 
seen an decrease of 20 bps, along with the decrease of 1-year and 5-year Loan 
Prime Rate (LPR) by 10 bps.



The relationship between monetary policy and inflation has attracted interest from

the aspects of governments and academics, especially as the phenomenon of

inflation has become a global awareness. Not only have North America and

European countries seen record-high inflation in decades, many Asian countries are

suffering from inflation, too.

One reason for the severity of inflation is the monetary stimulus aimed at the

economy to recover from the harm of COVID-19. A huge amount of money has

been poured into economies, which has spurred demand, but the supply side is still

hindered due to supply chain disruptions caused by the pandemic.



Under this background, it is interesting to look into the relationships among

monetary policy, GDP growth, and inflation. The contribution of the paper is two-

fold. First, it researches into the relationship between monetary policy, inflation, and

GDP in Asian countries to reveal the impact of COVID-19 on the economies, which

has not been done before. Second, this paper adopts a novel methodology that

incorporates data of both high and low frequencies, so that the evolution of

economic status in the ever-changing environment could be reflected more

thoroughly.

The rest of this paper runs as follows. Section 2 provides a literature review on the

related research of the topic. Section 3 briefly describes the dataset and econometric

model used. Section 4 shows the main results. Finally, the last section briefly

summarizes and concludes the paper.





The economic effect of COVID-19 and effectiveness of the coping policies has 

attracted relevant researches. During the process of translating from a health crisis to 

an economic crisis, the social distancing policies leading to the shut down of 

businesses and events have incurred health and economic costs (Kaplan et al., 2021). 

Also, the uncertainty in the economy caused by COVID-19 has hindered the vitality 

of investment (Ozili, P. K., & Arun, 2020). 

Fiscal policies including increased health expenditure, firm subsidies, income 

transfers and welfare payments have been brought forward with the cost of budget 

deficits and public debt levels (Makin and Layton, 2021). Compared to the problem 

of government debt caused by fiscal policies, monetary policy is more gentle and 

beneficial for the overall capital market (Liu, K., 2021) 



Pinshi (2020) adopted a Bayesian VAR framework (BVAR) to provide an analysis

of the COVID-19 uncertainty shock on the economy and monetary policy response.

Zhang et al. (2021) constructed a NK-DSGE model to measure the impact of the

COVID-19 pandemic on the sustainability of Chinese economic growth,

government debt, and income inequality.

Leduc and Liu (2020) study the channel of uncertainty of COVID-19 on the U.S.

economy and the Fed’s responses. Using macroeconometric analysis of impulse

response functions, they show that the uncertainty shock of COVID-19 has seriously

disrupted economic activity through various supply and demand channels. They also

note that the pandemic could have a widespread economic impact by increasing

uncertainty, and this leads to a large and prolonged increase in unemployment and a

fall in inflation. Such an effect of uncertainty lowers overall demand. They suggest

that adaptable or accommodative monetary policy action, such as lower interest

rates, can help cushion an economy from such uncertainty shocks.



Ozili (2020) illustrates the overall effect of COVID-19 on Nigeria’s economy,

showing the drop in oil prices linked to the pandemic shock has significantly

lowered economic growth. The Nigeria government has responded to the crisis by

providing financial assistance to businesses that have been affected by the epidemic.

The central bank adopted accommodative monetary policies and offered targeted

support of 3.5 billion Naira to certain sectors. These efforts should have prevented

the economic crisis from happening, but it did not. Economic agents have refused to

engage in economic activity for fear of contracting COVID-19, which is spreading

very quickly. He concludes that the weaknesses of Nigeria’s infrastructure contribute

to the persistence of the crisis and proposes a perspective for structural reform.





We propose pairing a panel of monthly indicators, contained in an MM-dimensional 

vector yt (M), with quarterly indicators stored in an MQ-dimensional vector yt (Q ) 

in a MF-VAR. These vectors run from t = 1, …, T, with T denoting the number of 

weeks in our sample. Following Schorfheide and Song (2015), we assume that yt 

(M) is a latent monthly measure of the low-frequency indicator. One key objective is

to infer yt (M) to obtain monthly measures of the low-frequency variables.

The above is achieved by defining y = (yt (Q), yt (M))’, which is an M (= MQ +

MM)-dimensional vector, and assuming that it follows a VAR(P) process:

(1)



Equation (1) can be cast in its companion form:

(2)

Here, , and F is the K × K companion matrix (for K = PM) with the first M rows 

given by ( A1, …, AP, c ). The remaining rows are defined to return an identity such 

that yt−j = yt−j for j = 1, …, P − 1. The first M elements of ηt are equal to εt, while 

all other elements are equal to zero.

The missing values in yt can be obtained by interpreting Equation (2) as a state 

evolution equation that provides information on how the elements in zt (and thus yt) 

relate over time. Consistent with Mariano and Murasawa (2003), we assume that the 

observed quarterly values of yt(Q), which we denote by x̃t(Q), relate to yt(Q) as 

follows:

(3)



Following the related literature on medium to large-scale VARs and MF-VARs, we 

estimate  the model using well-established Bayesian methods.

The estimation is carried out using the Markov chain Monte Carlo (MCMC) 

algorithm discussed in Schorfheide and Song (2015) and efficiently implemented in 

the R package mfbvar (Ankargren & Yang, 2019).



The data we adopt in the paper cover the period from January 2014 to June 2022, 

with monthly data on M2 money supply and CPI and quarterly data on GDP. The 

data cover the majority of Asian countries, including the PRC, Japan, the Rep. of 
Korea, Philippines, Thailand, India, Indonesia, Singapore, Malaysia, and Sri Lanka. 

The resource of the data is Wind terminal, and the data are on a year-to-year basis. 

Several countries in Asia have experienced strong M2 growth, including India, 

where maximum M2 growth amounts to 43.14%. Except for India and Singapore, 

Asian countries have only seen an increase in M2 throughout the data period. On the 

other hand, CPI has been stable for most Asian countries with a standard deviation 

being around 1.5%, except for Sri Lanka, which is experiencing severe inflation in 

recent months and has a standard deviation of 7.30% with respect to CPI. Four of 

the ten countries have seen positive CPI during the period, while six others have 

incurred a decline in commodity prices. 



The GDP growth has been volatile, judging from the standard deviations of growth 

rates of the Asian countries, which are a consequence of COVID-19. All ten Asian 

countries have suffered from a contraction of GDP, which is represented by the 

negative numbers of GDP growth, especially in the post-COVID period.





We take a broad stance on how monetary policy is measured in our model by 

looking at an expansion of M2. This captures the expansion of M2 that the central 

banks of Asia countries have recently undertaken as their monetary policy. 

Moreover, the expansion of M2 is largely facilitated by asset purchase programs -

that is, if the central bank buys financial assets from the market, then the yields on 

these assets decline and investors with a goal to restore the duration of their 

portfolio will seek assets from other markets.

This results in a broad easing of overall financing conditions that boosts firm and 

household investment, aggregate demand, and hence price growth. Indeed, the 

empirical literature examining the effects of quantitative easing during the global 

financial crisis suggests positive effects on equity prices, mainly because they 

reduce term or risk premia through portfolio balance effects, market liquidity, real 

GDP, and inflation.



Result with data during the 8 years

time.

From the upper left to the lower

right are the countries of

Indonesia, India, Singapore,

Thailand, Sri Lanka, Japan,

Malaysia, Rep. of Korea,

Philippines, and the PRC in order.



For the PRC, India, and Indonesia, we observe that a one-standard deviation shock 

to M2 will instantly cause the CPI to increase, and this increase will decay slowly in 

the future. The shock will also cause an increase in GDP growth in the near future, 

with a slight lag, but in the long term the curve of the GDP growth reflecting the 

effect of the shock also flattens, which proves neutrality of monetary policy in the 

long term. 

For Singapore and Thailand, we do not find a significant upward effect on inflation, 

although we include inflation expectations, which in general should help mitigate 

the price puzzle (Castelnuovo & Surico, 2010) often encountered in empirical 

studies. This finding can be explained by the time period under consideration, which 

is characterized by low interest and inflation rates. Considering that the expansion of 

monetary policy usually occurs when the economy is in a dilemma, the shock of M2 

cannot save the economy in a short time. The period from when the expansion of 

monetary policy takes effect to the decay of the effect is also very short. 



In Philippines and the Rep. of Korea we find that the shock of M2 only 
drives up commodity price and does not help to cure their economies over the 
entire period. Sri Lanka seems to have an abnormal pattern with respect to the shock 
of M2, which indicates that the shock does not have any effect on CPI or GDP 
growth until some time in the future. In Japan and Malaysia, the shock of M2 proves 
to reduce CPI and has a very limited impact on the recovery of their economy.



Result with data post COVID-19.

From the upper left to the lower

right are the countries of

Indonesia, India, Singapore,

Thailand, Sri Lanka, Japan,

Malaysia, Rep. of Korea,

Philippines, and the PRC in order.



In Indonesia the expansionary monetary policy first results in a negative effect on 
both CPI and GDP, while the effects both turn positive in the far future. In India the 
expansion of M2 has resulted in volatile effect on CPI, and the effect on GDP 
growth is positive at first and trending towards 0 in the long term. In Singapore both 
CPI and GDP growth gradually increase with the shock of M2 in the future. 
Thailand has seen little effect of expansionary monetary policy on either CPI or 
GDP growth just like in Sri Lanka and the Rep. of Korea. In Japan and 
Malaysia the effect of the shock on CPI and GDP growth is negative at first and 
turns positive in the near future. In China and the Philippines, the expansion in 
M2 immediately increases the level of commodity prices, and the CPI level then fell 
down in the near future, whereas the effect on GDP growth becomes positive in the 
near future.



Summing up, the mixed-frequency approach generates impulse response functions

that are in line with predictions of the bulk of empirical studies on the effects of

monetary policy. One interesting phenomenon is that the difference in the maturity

of financial markets and government credibility and many other factors has led to

obvious differences in the reactions of commodity prices and economic development

to the monetary policies in Asian countries.





To fight the economic recession during the post-COVID era, an expansionary

monetary policy has been one of the main tools for Asian countries. Under this

background, this paper adopts data from January 2014 to June 2022 with respect to

CPI, M2, and GDP growth in major Asian countries to evaluate the efficiency of

monetary policies in overcoming such recessions. In particular, we simultaneously

utilize monthly data of CPI and M2 and quarterly data of GDP, so that the rapid

change of monetary policies and economic conditions could be reflected in the

quantitative analysis. From the empirical results, we obtain the following

conclusions.

First, an expansionary monetary policy is effective in China, India, and Indonesia,

where a one-standard deviation shock to M2 increases CPI and GDP growth at the

same time. This increase will decay slowly in the future, which proves neutrality of

monetary policy in the long term.



Second, in Singapore and Thailand the expansion of monetary policy does not 
induce an increase in inflation and has very limited effect on GDP growth. The lapse 
of monetary policy also happens in the Philippines and the Rep. of Korea, where 
only CPI is driven up by the shock of monetary policy. Japan and Malaysia see a 
limited impact of expansionary monetary policy on the recovery of their 
economies, and their price level even drops. In Sri Lanka, the shock of M2 has 
barely no impact on CPI and GDP growth.

Third, in the post-COVID era the effect of monetary policy has become much more 
complicated than from the angle of the whole period. There are many differing 
patterns with respect to the effect of expansion in M2 on CPI and GDP growth.



The policy implications are as follows. According to the development of theories on

the effect of monetary policy, there are many possible results of expansionary

monetary policy, and these possible outcomes could be observed in the Asian

countries. One possible reason is that the variety in the maturity of financial markets

and government credibility has an influence on the effect of monetary policy.

Therefore, we propose that monetary policy should be tailored to the specific

country, and a complete copy of monetary policy from other countries may not be so

beneficial.




