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Financial Repression. Loan Structure and Stagflation Effect
ZHANG Fu-xiang, ZHANG Ying
(Jinhe Center for Economic Research, Xian Jiaotong University, Xian 710049, China)

Abstract: Cavallo and other economists believe that because of the financial repression prevalent in
developing countries, bank credit become the main source of working capital. So the tightening of
monetary policy by reducing the corporate credit supply in the short term will produce stagflation
phenomenon, namely the Cavallo effect. This article builds a disequilibrium model, and SUR model is used
to take empirical research of China data. It is found that Cavallo effect is also applicable in China, and the
structure of loan has a significant impact on stagflation. In addition, the effect of loan scale is more
significant than deposit reserve ratio. The article also put forward policy recommendations on the proper
implementation of the monetary policy to improve the effects of monetary policies.
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