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How does the economic structure break change the forecast effect of money and
credit on output? Evidence based on machine learning algorithms
boF -
JREBFE £RERTFR

Abstracts :  Based on quarterly data from China spanning
1993-2016, we employed machine learning algorithms to
empirically assess the predictive effects of money and credit on
output under two different structural break environments: the 2007
Global Financial Crisis and shifts in financial structure. We arrived
at the following conclusions: (1) Overall, credit outperforms money
in predicting output. This suggests that in developing countries like
China, the high agency costs resulting from severe financial frictions
make enterprises highly dependent on bank financing for investment.
(2) Both money and credit not only have predictive power for short-

! term output fluctuations but also for long-term trends. This indicates
that the non-neutrality of money is more pronounced in developing economies like China. (3)
Post-2007, the predictive power of both credit and money for output significantly declined. We
attribute this to arbitrage activities, which arise due to segmented financial markets and
heterogeneous corporate property rights in China. (4) As the stage of financial development
changes, an elevated level of financial development significantly reduces the predictive power of
both credit and money for output. This is consistent with theoretical expectations that credit and
money affect output through the financial accelerator and the Fisher equation, respectively.
Finally, by comparing with the prediction results of traditional VAR methods, it's reaffirmed that
machine learning algorithms can provide longer-term, comprehensive, and accurate information
for policy-making during periods of structural breaks. The economic implications of our study
suggest that, in general equilibrium analyses for developing countries like China, non-monetary
assets should be partitioned into bank loans and other bonds. The bank credit channel is pivotal
in the transmission of monetary policy. Systematic market-oriented reforms are crucial for
mitigating arbitrage in financial markets.
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Global Currency Exchange Rate Contagion Network,
Capital Account Liberalization and Exchange Rate Regime
ERET L
JREBFE £RERTFR

Abstract: Historical experience has repeatedly demonstrated
the importance of the foreign exchange market in the spread of
financial crises. The paper uses the time-varying VAR framework
to measure the exchange rate risk contagion network in 18
currencies with the largest trading volume in the world. In addition,
we investigate the impact of capital account liberalization and the
exchange rate regime on the effect of foreign exchange risk
contagion. The results show that: Firstly, the source of contagion of
foreign exchange risk mainly came from developed countries
during the subprime crisis, but it became more dispersed during the
COVID-19 epidemic; Secondly, capital account liberalization will

cause an increase in the level of foreign exchange risk absorption
of the country's currency, while the floating exchange rate regime can reduce the level of foreign
exchange risk absorption and spillover; Finally, the floating exchange rate regime can reduce the
impact of capital account liberalization on the country's foreign exchange market. The above
research results indicate that in the process of gradually opening up the financial market in
China, it is necessary to coordinate the process of capital account liberalization and exchange
rate marketization reform.
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Trade credit or bank loan: Which is effective financing scheme for small and
medium-sized enterprises on downstream against epidemic outbreaks
5

JReERFR SEBHEBRFFR

Abstract: Under the dual effects of moral hazard and epidemic
outbreak, small and medium-sized enterprises on downstream
(SMEDs) are facing serious financing constraints. This paper
establishes a moral hazard control model with epidemic shock to
compare two representative financing schemes, trade credit and
bank loans. The results of theoretical model show that bank loans
does not work in this case, and only trade credit financing
scheme is effective strategy to control the systemic risk of the
supply chain. Based on the difference in intermediate products,
there is a long-term trade relationship between upstream and
downstream enterprises, as well as higher replacement cost,
compared to the bank loans. When core enterprises on upstream

(CEUs) take a stronger market position, the replacement cost will lead CEUs to possess
controlling power over SMEDs. Based on the product market power, CEUs can efficiently control
SMEDs by raising the cost of intermediate products. Meanwhile, it improves the efficiency of
social production and allocation of funds, removing the concern that it is difficult for banks to
control the moral hazard of SMEDs effectively. Based on the above, this paper further discusses
the characteristics and efficiency of combined measures to control the moral hazard of SMEDs,
and proves that CEUs control the downstream equally through changing future trade credit,
intermediate product price and quality: those three measures function as a package to control
SMEDs effectively. These results enrich the existing literature on pandemics and supply chain
management researches by designing trade credit punitive measurements.

Expected stock return and Long-run Variance of Variance Risk Premium
PR S
JREBFER £RERTFKE

Abstract: This study delves into the long-term behavior of
the variance risk premium (VRP) within the SP 500 market.
The VRP represents the difference between the ’model-
free’ implied variance and the actual realized variance,
serving as an indicator of the collective risk aversion in
financial markets. Drawing inspiration from the GARCH-
MIDAS model, our approach decomposes the conditional
variance of the VRP into two distinct elements: the long-run
and short-run variances of the VRP. The long- run
component is particularly intriguing, as it reflects the

historical patterns of realized volatility, weighted by MIDAS
polynomials. This element acts as a barometer for the evolving risk preferences of investors over
time. Our findings shed light on the significant role that the long-run variance of the VRP plays in
forecasting future stock market returns in the SP 500. Notably, this predictive power is most
pronounced over longer horizons, in comparison to the overall variance risk premium. This
research offers valuable insights into the intricate dynamics of risk perception and its impact on
market returns.
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