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Structural Monetary Policy Shocks, Excess Stock Returns, and

Policy Effectiveness Evaluation
LU Yao, ZHAN Minghua ( Guangdong University of Foreign Studies, 510006)

Summary: In response to the 2008 global financial crisis and the 2020 COVID-19 pandemic, developed
countries widely adopted unconventional monetary policies aimed at maintaining output and financial
stability. In contrast, China implemented structural monetary policies with the ultimate goal of economic
restructuring to address external shocks and support supply-side reforms. These policies targeted areas such
as small and micro enterprises, technological innovation, and green development, guiding financial
institutions to optimize credit allocation. However, this policy innovation with Chinese characteristics
remains controversial. Western economic theory typically attributes structural issues to distortions in price
signals, assuming that these distortions are temporary and can self-correct through the price mechanism
without policy intervention. This raises the question: Is structural adjustment an effective monetary policy
goal? Has traditional monetary policy theory overlooked key features of developing countries? This paper
uses empirical methods to explore these issues.

Testing the effectiveness of structural monetary policy tools with empirical methods faces several
challenges. First, these tools are diverse, target-specific, and heterogeneous, which makes them difficult to
identify through traditional methods like VAR. Second, due to policy lags, it’s hard to isolate the
independent effects of the policy. To address this, this paper uses event study methodology, which differs
from common single-equation models and DSGE models. The rationale is that, in China’s weak-form
efficient stock market, if structural monetary policy is effective, it will lead to changes in stock valuations
and abnormal returns.

Based on this logic, this paper examines eight structural monetary policy events from January 2018 to
December 2021. The findings show that while China’s structural monetary policy is effective, its success
depends on whether it can reduce agency costs. The effects vary across policies and targets, with differences
reflected in policy intensity, operational targets, or industries. The key factor influencing effectiveness is
whether the level of financial friction faced by enterprises aligns with the policy’s ability to reduce agency
costs.

This study has several policy implications: First, given China’s heterogeneous financial market
frictions, combining aggregate and structural monetary policies is both practical and necessary. Second,
structural monetary policy should focus not only on increasing liquidity but also on addressing agency costs
in financial institutions. Third, the central bank should improve market communication to prevent
misinterpretations of policy intentions. Fourth, it must find the optimal combination of tools, intensity, and
targeted industries. While this research primarily assesses the effectiveness of structural monetary policy,
further investigation into the underlying mechanisms is needed.
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