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Abstract 
M2/GDP is an important indicator to measure a country's financial deepening and 
financial development. The maintenance of the moderate M2/GDP ratio is very 
important to the development of the national economy. However, since my country's 
reform and opening up, this indicator has been on the rise, and its ratio is at the forefront 
regardless of whether it is compared with developed countries or developing countries. 
At present, this indicator has been rising to 200% in China. This phenomenon has 
become the mystery of my country's currency, known as the "mystery of my country's 
high M2/GDP", which indicates that there are some problems in my country, such as real 
estate market bubbles, inflation Wait. Therefore, studying the influencing factors of the 
high ratio of M2/GDP has a great effect on the development of my country's economy. 
This paper will study the high ratio of M2/GDP in my country from the perspective of 
money supply. 
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1. Explanation of Basic Concepts 

1.1. Concept Explanation of M2/GDP 
The indicator of M2/GDP was originally derived from the theory of financial development. The 
stock of financial assets is closely related to the development level of the country. The ratio of 
M2/GDP is often used in processing calculations. One can also apply this ratio in Fisher's 
equation of trade. According to the view of the quantity theory of money, the growth of M2 
should be consistent with the growth of GDP. If the growth of M2 exceeds the growth rate of 
GDP, that is, the ratio of M2/GDP increases, it indicates that there is a phenomenon of over-
issue of money, which may lead to inflation. 

1.2. Conceptual Explanation of Money Supply 
Money supply The financial process by which the banking system of a country or currency area 
injects, creates, expands (or contracts) money into the economy. The sum of money held by 
households and firms outside the government and banking systems for the entire country at a 
given point in time. Bank depositors are individuals and institutions that hold bank deposits. 
Money supply refers to the total amount of debt held by various economic entities in a country 
and supplied by banks. 
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2. Data Collection and Variable Selection 

The data used in this article come from the Wind database, China Statistical Yearbook, the 
People's Bank of China, the National Bureau of Statistics, etc. Some of the above charts were 
made considering the unavailability of some data, and most of the data from 1990 to 2019 were 
used. 
According to the above analysis, taking the total savings rate (X1) as the explanatory variable 
and M2/GDP (Y) as the explained variable, the reasons for the high ratio of M2/GDP in my 
country may also be [3]: economic growth rate (X2 ), currency velocity (X3), and domestic 
credit situation (X4), so these three variables are used as control variables. According to the 
economic meanings represented by each variable, the velocity of currency circulation is 
represented by GDP/M2, the economic growth rate is represented by the growth rate of GDP, 
the total savings rate is represented by 1-GDP of final consumption/expenditure method, and 
the domestic credit ratio is represented by total domestic credit /GDP indicates. The specific 
data is organized as shown in the table below: 
 

Table 1. Related data 
year Y X1 X2 X3 X4 
1990 0.8103 0.3667 0.0986 1.2341 1.0327 
1991 0.8793 0.3806 0.1660 1.1372 1.0943 
1992 0.9341 0.4017 0.2358 1.0706 1.0722 
1993 0.9778 0.4149 0.3118 1.0227 1.0481 
1994 0.9648 0.4155 0.3634 1.0365 1.0124 
1995 0.9904 0.4066 0.2612 1.0097 1.0421 
1996 1.0596 0.3972 0.1707 0.9437 1.0960 
1997 1.1415 0.4013 0.1100 0.8760 1.2109 
1998 1.2266 0.3926 0.0688 0.8153 1.3193 
1999 1.3239 0.3710 0.0630 0.7553 1.3607 
2000 1.3423 0.3612 0.1073 0.7450 1.3295 
2001 1.4279 0.3780 0.1055 0.7003 1.3849 
2002 1.5200 0.3882 0.0979 0.6579 1.5119 
2003 1.6098 0.4186 0.1290 0.6212 1.6396 
2004 1.5701 0.4460 0.1777 0.6369 1.6183 
2005 1.5949 0.4571 0.1574 0.6270 1.6125 
2006 1.5748 0.4747 0.1715 0.6350 1.6641 
2007 1.4937 0.4908 0.2308 0.6695 1.6819 
2008 1.4884 0.5004 0.1820 0.6719 1.6865 
2009 1.7509 0.4979 0.0917 0.5711 1.9565 
2010 1.7613 0.5065 0.1825 0.5678 1.9555 
2011 1.7453 0.4944 0.1840 0.5730 1.8716 
2012 1.8087 0.4890 0.1038 0.5529 1.9014 
2013 1.8661 0.4858 0.1010 0.5359 1.9810 
2014 1.9087 0.4772 0.0853 0.5239 2.0564 
2015 2.0211 0.4626 0.0704 0.4948 2.2373 
2016 2.0767 0.4493 0.0835 0.4815 2.3579 
2017 2.0314 0.4493 0.1147 0.4923 2.3219 
2018 1.9871 0.4473 0.1049 0.5032 2.2944 
2019 2.0048 0.4457 0.0779 0.4988 2.3384 

3. Model Establishment 

3.1. Setting up the Multiple Regression Model 
Based on the collected data, a regression model can be initially established as follows: 
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Y=β0+β1*X1+β2*X2+β3*X3+β4*X4+Ui (where Ui is the random error term) 

3.2. OLS Estimation 
In the new EViews work file, create a work file, select the data type "Annual", and enter the start 
time "1990" and the last time "2019", directly type in the EViews command box: DATAY X1 X2 
X3 X4 , enter the corresponding data under the corresponding Y X1 X2 X3 X4. 
Using Eviews software, type in the command box: LS Y C X1 X2 X3 X4 for least squares 
estimation. The model estimation results are as follows: 
 

 
Figure 1. Data analysis results 

 
As can be seen from the above figure, the multiple regression equation can be initially expressed 
as: 
 

Y=1.4416-0.3653*X1+0.0764*X2-0.8583*X3+0.5067*X4 

4. Model Verification and Adjustment 

4.1. Economic Significance Test 
Economic analysis shows that M2/GDP (Y) is positively correlated with the total savings rate 
(X1) and total domestic credit (X4), and negatively correlated with economic growth rate (X2) 
and currency velocity (X3). However, in the multiple regression model, the coefficient before 
the total savings rate (X1) is negative, and the coefficient before the economic growth rate (X2) 
is positive, which is inconsistent with the economic meaning, so it is believed that the original 
model is wrong and needs to be adjusted. 

4.2. Statistical Tests 
Y=1.4416-0.3653*X1+0.0764*X2-0.8583*X3+0.5067*X4. 
(0.1285) (0.2308) (0.1208) (0.0703) (0.0363). 
t=(11.2178) (-1.5829) (0.6330) (-12.2078) (13.9463). 
R^2=0.9942 F=1062.3910 n=30. 
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It can be seen from the above regression results that the values of R^2 and R ̅^2 are relatively 
close to 1, indicating that the model has a high degree of fit. The critical value of the F-value 
statistic is 2.74, and the F-value is significantly larger than the critical value, so the linear 
relationship of the model is significantly established at the 95% confidence level. At the 
significance level of α=0.05, the t-statistics of X3 and X4 passed the significance test, while the 
t-test values of X1 and X2 failed the significance test. This indicates that there may be 
multicollinearity, that is, the explanatory variables may directly have a linear relationship, so 
further multicollinearity checks are required. 

4.3. Econometric Tests 
Correcting Multicollinearity with Stepwise Regression. 
The correlation coefficients of X1, X2, X3, and X4 are shown in the following figure: 
 

 
Figure 2. Data analysis results 

 
It can be seen from the data in the figure that there is a high correlation between X3 and X4. 
By analyzing the above figure, we can know that the M2/GDP ratio (Y) has the largest 
correlation coefficient with the total domestic credit (X4), so we establish a univariate 
regression equation as: Y=∂+β*X4+ε. 
Stepwise regression was performed separately, and the results were as follows: 
 

Table 2. Stepwise regression results of the M2/GDP ratio influencing factor model 
Model X1 X2 X3 X4 𝑅  𝑅  

Y=f(X4)    0.8586 
(25.2294) 

0.9579 0.9564 

Y=f(X1,X4) 
0.0204 

(0.0441)   
0.8571 

(18.1104) 0.9579 0.9547 

Y=f(X2,X4)  -0.1786 
(-0.7452)  0.8435 

(21.2003) 0.9587 0.9557 

Y=f(X3,X4)   -0.8337 
(-12.1857) 

0.4858 
(14.5119) 

0.9935 0.9930 

Y=f(X1,X3,X4) 
-0.2742 

(-1.5377)  
-0.8473 

(-12.5836) 
0.4988 

(14.7824) 0.9941 0.9934 

Y=f(X2,X3,X4)  -0.0428 
(-0.4405) 

-0.8300 
(-11.8668) 

0.4838 
(14.1135) 0.9936 0.9928 

 
It can be known from the above experiments that the improvement of the model's goodness of 
fit has a great relationship with the introduction of stepwise regression, so the function model 
is Y=f(X3, X4) is optimal, and the fitting results are as follows: 
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Figure 3. Data analysis results 

 
Y=1.3099-0.8337X3+0.4858X4 

4.4. Heteroskedasticity Test (White Test Method) 
The above model is tested by the white test method, and the obtained results are shown in the 
figure 
 

 
Figure 4. Data analysis results 

 
Through the analysis of the above picture. 
The value of the significant level is 0.05, which is lower than the accompanying probability of n 
(the accompanying probability is 0.0754). It can be seen from the calculation results that the 
model does not have heteroscedasticity. 

4.5. Autocorrelation Test (Partial Correlation Coefficient Test Method) 
Enter the command: ident resid in the Eviews command box to test the partial correlation 
coefficient, and the results are shown in the figure. 
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Figure 5. Data analysis results 

 
It can be seen from the figure that the straight squares of the partial correlation coefficients of 
the first and second phases of the model exceed the dotted line part, and there are first-order 
and second-order autocorrelations. 
Adjustment of Autocorrelation: Adding AR Items. 
Add AR(1)+AR(2) to the LS command, and after a certain calculation, the result is shown in the 
figure: 
 

 
Figure 6. Data analysis results 
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When the significance level α=0.05, it can be seen from the above figure that n=30, k=2 
DW=2.1740, DL=1.284, DU=1.567, so DU<DW=2.1740<4-DU, indicating that the model does 
not have a first-order autocorrelation. Through other test methods, we can know that the model 
does not have autocorrelation. 
 

 
Figure 7. Data analysis results 

4.6. Finalization of the Model 
In summary, it can be seen that the final model is: 
 

Y=1.2460-0.7882X3+0.5058X4 

5. Model Deficiencies and Improvement Directions 

5.1. Defects in the Model 
The research time is too short to fully prove the accuracy of the conclusions. The sample size is 
too small, which may lead to errors and low representativeness to a certain extent. 
There are many influencing factors that have not been considered in the process of model 
establishment, such as: the speed of quasi-money rising, the monetization degree of products 
and production factors, and my country's financing system mainly based on indirect financing. 
These factors will reduce the reliability of the model to a certain extent, and at the same time 
increase the instability, the final results may produce errors. 

5.2. Improvement Direction 
Increase the coverage of data so that the data can be more comprehensive and sufficient, and 
the scope of the year should also be expanded to make the model more authoritative. 
The scope of the analysis needs to be expanded and continuously verified with more examples 
to make the analysis more comprehensive. 
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6. Policy Recommendations to Control the High Ratio of M2/GDP 

6.1. Promote Domestic Consumption and Reduce Household Savings Rate 
Over the past 30 years of reform and opening up, my country's economy has developed rapidly, 
but a big problem is that my country's development is overly dependent on foreign countries. 
Once foreign countries cut off my country's investment and exports, my country's economy will 
stagnate. Compared with other developed countries, my country's savings rate is also higher 
than other countries. 
Reduce income distribution gaps. On the one hand, it is necessary to improve the income level 
of low-income people, strengthen technical training, and improve related systems; the second 
is to suppress excessive income through taxation, and our country needs to continue to 
promote and improve my country's income distribution system: The third is to improve the 
income level of farmers In my country, the interests of farmers have a very important position, 
so the construction of new rural areas is urgent, and it is urgent to develop characteristic 
industries with local specialties in rural areas to increase farmers' income and continuously 
improve the infrastructure in rural areas. 
Strengthen the construction of social security system. In order to promote consumption, it is 
imperative to improve the social security system. More attention should be paid to improving 
the insurance for the elderly, and the employee welfare and security system should be further 
improved. At the same time, we should actively promote the development of social insurance, 
and encourage urban and rural residents to take the initiative to purchase social insurance such 
as endowment insurance, so as to achieve a better guarantee. 

6.2. Encourage Innovation in Financial Instruments [6] Develop Direct 
Financing Markets 

In the financing market, indirect financing accounts for a large part of my country's financing 
market and plays an important role. Therefore, in order to promote market stability and 
economic development, it is necessary to vigorously develop the financing market and 
encourage innovation in financial instruments. 
Encourage innovation in financial instruments. According to the current level of development 
in my country, research shows that Chinese residents are more inclined to save. One factor 
contributing to the high savings rate is the limited variety of financial instruments. Due to too 
few types, residents have no more choices, and often choose the safest financial instruments 
with low returns. Therefore, the development of more financial instruments is of great help to 
economic development. 

6.3. Improve the Utilization Rate of Bank Credit Funds 
The increase of bank credit interest rate has a great effect on reducing the decline of M2/GDP 
ratio. Because investors or entrepreneurs only need to pay less currency than before, but can 
get the same currency as before, which promotes economic growth. The specific measures are 
as follows: 
Enterprises need to improve production technology and continuously strengthen the 
management of employees, so as to improve the quality of employees, thereby reducing the 
M2/GDP ratio. 
And enterprises need to speed up the introduction of new technologies, and constantly improve 
their own strength. The state needs to be lenient in lending to small and medium-sized 
enterprises, and increase the intensity of lending to small enterprises. 



Volume 3 Issue 5, 2022 

DOI: 10.6981/FEM.202205_3(5).0068 

525 

Frontiers in Economics and Management 

ISSN: 2692-7608 

References 

[1] Du Jinfu, Li Honggang. Accurately grasp the economic significance reflected by the M2/GDP 
indicator [J]. Northern Finance, 2019(03): 3-6. 

[2] Meng Xiaoyu, Yin Wenjuan, Yao Jieli. Analysis on the phenomenon of high M2/GDP in China [J]. 
China Business Review, 2017(07): 157-158. 

[3] Chen Qian. Research on the rising M2/GDP ratio in my country [D]. Shanxi University of Finance 
and Economics, 2019. 

[4] Wu Xiangjiang. Discuss the reasons for the high ratio of M2/GDP in my country from the perspective 
of money supply and demand [D]. Shanxi University of Finance and Economics, 2017. 

[5] Shen Jianzhi. Research on the high ratio of M2/GDP in my country from the perspective of money 
supply [J]. Economic Outlook on the Rim of the Bohai Sea, 2020(04): 12-13. 

[6] Liu Jiang, Zhong Zhengsheng. International Comparison and Reference of M2/GDP Level [J]. 
Southern Finance, 2013(03): 5-11. 

[7] Yang Qingli. Opening the "heart knot" of high M2/GDP [J]. Tsinghua Financial Review, 2015(04): 
66-68. 


