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Monetary Supply Shocks and Asset Price Divergence: An Explanation and Empirical
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Abstract: Mitigating financial risk and reinforcing the stability of financial markets is essential for
sustainable economic growth. However, in the financial markets, it frequently exhibits episodes of
rapid appreciation or depreciation of asset price, resulting in asset price divergence. Asset price
divergence may trigger adverse consequences, such as resource misallocation, unequal wealth
distribution, and financial instability. Therefore, exploring the determinants of asset price divergence is
of importance. Monetary supply shock is a primary driver for asset price divergence. When a substantial
amount of money enters the market, it does not disperse evenly across assets but flow predominantly
toward assets with low supply elasticity. These assets experience higher price increases, leading to asset
price divergence.

This paper leverages the fact that masterpieces exhibit the characteristic of low supply elasticity in
the art market and explores the underlying mechanisms of asset price divergence triggered by monetary
supply shocks from the perspective of asset supply elasticity. The paper employs a unique art auction
database, consisting of more than 300, 000 auction records of Chinese paintings and leverages the
exogenous monetary supply shock in 2009. The paper compares the changes in auction prices of
masterpieces and non-masterpieces before and after 2009. This paper finds that after the shock,
masterpieces have a higher increase of 14.20% in price than those of non-masterpieces. The results
remain robust after some robustness tests, such as sub-sample regression, parallel trend test, PSM-DID
method, placebo tests, and excluding competitive hypotheses. Mechanism analysis reveals that assets
with lower supply elasticity attract greater investor attention and the price increase effect is stronger for
assets with lower supply elasticity. Our findings suggest that following a monetary supply shock,
capital tends to flow toward assets with low supply elasticity, leading to asset price divergence.

The above findings have several policy implications. First, when formulating monetary policies,
heightened attention must be given to their impact on structural divergence in asset prices. Relevant
authorities should not only monitor aggregate asset price movements but also analyze structural shifts.
Early warnings for such structural changes should be enhanced to promptly identify economic
consequences stemming from excessive asset price surges. Second, it is necessary to advance supply-
side structural reforms to foster economic growth and financial stability through improved economic
structures. In reality, economic structures often suffer from institutional barriers and structural
disparities that distort monetary policy transmission. By deepening supply-side reforms, we can unleash
robust growth drivers to address “insufficient dynamism problems” while establishing a more rational
economic framework. This will better stabilize asset prices, promote equitable income distribution,
resolving “imbalanced development problems”. Additionally, it will ultimately enhance the efficacy of
macroeconomic policies, thereby fostering sustained and sound development of the national economy.

The contributions of this paper are as follows. Firstly, this paper finds that assets with low supply
elasticity experience higher price increases following monetary supply shocks, exploring the underlying
mechanisms of asset price divergence triggered by monetary supply shocks from the perspective of asset
supply elasticity. Secondly, this paper provides evidence that China’s 2009 monetary expansion led to a
widening price divergence across different assets, enriching relative literature on the economic
consequences of China’s 2009 monetary policy. Thirdly, this paper provides further evidence of the
“masterpiece effect” in the art market and an important monetary shock explanation for understanding
the “masterpiece effect”.
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