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Abstract

Since the global financial crisis triggered by sub — prime crisis in
the United States broke up at 2008, the Fed has taken out a series of
unconventional monetary policies, which are the largest monetary poli-
cies since Great Depression at 1930’ s with the most extensive influ-
ence, and caused worldwide high attention. Although the Fed officially
announced the end of the quantitative easing monetary policy and the
stop of large — scale asset purchase program ( LSAPs) on October 29,
2014, but it still continued to purchase agency mortgage — backed secu-
rities (MBS) in the form “reinvestment” . A large number of Fed offi-
cials also said, the Fed has taken purchasing bonds as an important part
of its monetary policy, and if there is economic difficult time in the fu-
ture, the Fed will reconsider carrying out a new round of non — conven-
tional monetary policy, mainly are quantitative easing monetary policy.
Therefore, since the break out of the global crisis, a series of monetary
policy adjustments of the Federal Reserve is not only the temporary
measures during crisis. The Fed, as representative of the central banks
of developed countries, has carried out monetary policy adjustments to
deal with the financial system reform and financial crisis, and the analy-
sis of this would be an international important subject.

As captioned, in this book, we are to mainly analyze the impact of
the financial crisis on central bank (the Federal Reserve) , focus on the
Fed’s policy changes, which have already started and are still going
forward, since the beginning of the crisis, including its monetary policy

tools, transmission mechanism and functions change. The reason of the



Fed’ s transition is not only this economic crisis, the more fundamental
reason hidden behind the global economic crisis is the profound histori-
cal background—since the 1970’ s, with the rapid development of shad-
ow bank, financial innovation and the global financial system reform
have changed the foundation and the object of the central bank macro
regulation. That is, the scope and the importance of the shadow bank
system have been far beyond the traditional banking system, and have
made the modern financial structure changed. From the emergence to
development of the shadow banking system, its high leverage, avoiding
financial supervision and a series of other features have easy amplified
the systemic risk, and detonated the financial crisis. Therefore, with
the significant change of the Fed’ s macro — control basic, the transition
of the monetary policy and central banking functions has to be taken
place, in order to prevent financial risks and financial crisis.

With the rapid development of Internet financial, China shadow
banks, and transmission mechanism from the intermediate target of mo-
netary policy to the ultimate goal is becoming more complex, which is
not easy to discriminate, therefore it is becoming difficult to make the
ideal intermediate target of monetary policy (such as interest rate, ex-
change rate) as to achieve the expected effect of policies. To analyze ef-
fective transition of the Fed as the central bank of international financial
powerful country under new situation has profound research significance
and meaning which China can draw lessons from.

This book focuses on the research of transformation of the Fed’ s
monetary policy operation model and policy tools, expecially on the fi-
nancial crisis’ s impact on central bank (the Federal Reserve) , and the
function changes of central bank. Meanwhile, I hope this book would
propose relevant inspiration for the transition of People’ s Bank of Chi-
na’ s monetary policies.

The main research contents are as follows: firstly, to retrospect the
Fed’ s history before the global financial crisis and its policies to deal

with the financial crisis, in order to make contrast with the following
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part of this book, which is about the transition of Fed’ s monetary poli-
cies since 2008. Secondly, to analyze the basic reason of the Fed’ s
transition since global financial crisis—financial system reform led by
shadow banks has changed the foundation of the Fed’ s macro — control ,
to discuss the relationship among the development of shadow banks, fi-
nancial system and global financial crisis, and to analyze the macro —
control dilemma the Fed is faced with. Thirdly, to analyze the changes
of Fed’ s monetary policy tools, that is, to discuss the cause, effect,
form and development of each new account ( plans such as overseas re-
purchase pool and temporary supplementary financing ) based on the
balance sheet study method, and to analyze how this new operation tool
urge the central bank to cross its original function line, and provide lig-
uidity support directly to various institutes and markets. Fourthly, to
analyze the new paradigm of the central bank’ s monetary policy opera-
tions since global financial crisis, which is, with the financial system
reform led by shadow banks, the relationship among different financial
tools has become more and more complicated. The transmission between
the intermediate target and final target of monetary policy is not by sin-
gle line any longer. The original transmission mechanism by adjusting
reserves to control the federal funds rate become invalid gradually, and
the central bank has began to cross the intermediate target to manage the
final macroeconomic target directly. Fifthly, to discuss the changes of
central bank functions since global financial crisis: the Fed has sur-
passed its original function gradually, adjusted its monetary policies
from mainly adjusting the money supply and interest rate to adjusting the
market liquidity directly, from managing the scale of the balance sheet
to its structure. Finally, with the background of current China financial
system reform, to give implications on monetary policy of the People’ s
Bank of China.

The possible innovation of this book :

Firstly, the new perspective: scholars usually consider that the

Fed’ s monetary policy adjustment since 2008 is its temporary passive
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measurement to deal with the crisis. However, this book discusses the
basic reason of the Fed’ s adjustment intensively for the first time. That
is, the financial system reform led by shadow banks, development has
changed the original object of the Fed’ s macro — control. Therefore, the
Fed adjusts its monetary policy operation paradigm actively against fi-
nancial risk and financial crisis.

Secondly, innovation of theory and application: to challenge the
central bank’ s traditional monetary policy, transmission mechanism,
and its function. This paper is going to advance a new monetary policy
transmission mechanism to adjust final target directly, and the central
bank’ s transition from traditional “banks’ banks” to managing liquidity
of non — bank financial departments, enterprises and credit market di-
rectly. Also, with the change of the Fed’ s monetary policy, this paper
is going to make monetary policy implications on China monetary author-
ities during current China financial system reform.

Thirdly, new materials and new method : for the first time to take a
comprehensive and systematic study about the central bank’s ( the
Fed’s) monetary policy operation related first — hand English materi-
als, to study on all the relative official original materials to make sure
the reality and objectiveness of this research, and to make translation
and books. Also, this research would use the advanced balance sheet

research method to analyze the Fed’s balance sheet.

Key Words: The Federal Reserve; Central Bank; Monetary Pol-
icy; Shadow Banks
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