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Abstract

Monetary policy transmission mechanism is the process that the cen-
tral bank implements monetary policy instruments to influence entity
economy and achieve its object, and also the key link of the central bank
macroeconomic control. Since the block and the low efficiency of the mo-
netary policy transmission mechanism now have become the major factor
which influence the role of monetary policy in China, to make further
study on the theory of monetary policy transmission mechanism, discuss
the way in which the monetary supply effect the entity economy and its
strength, analyze the ingredients which counteract the monetary policy
transmit, are induce to dredge the channels of monetary policy transmis-
sion, and have realistic significance and theoretic value. This paper tries
to make study on these issues.

The book is composed of six chapters: the summary on the theory of
monetary policy transmission mechanism, the evolvement and the effects
of the Chinese monetary policy transmission mechanism, the analysis of
the factors affecting in China—from the perspective of the transmission
subject and from the perspective of the transmission object, the compara-
tive analysis on the monetary policy transmission mechanism of major
western countries, proposals for improving the efficiency of the monetary

policy transmission.
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Chapter one summarizes the literatures of the monetary policy trans-
mission. Beginning with the discussion of neutral money and non-neutral
money, the paper takes the theory that money is non-neutral during short
time as the base of the paper. Then sums up the western and domestic
major issue on monetary policy transmission mechanism, the western mo-
netary economic schools regard monetary policy transmission as a compli-
cated process, it has several channels, mainly, the interest rate trans-
mission mechanism, the asset structure adjustment transmission mecha-
nism, the monetary supply transmission mechanism, the credit supply
transmission mechanism, the expectation transmission mechanism, and
etc, the role of these mechanism are related with the policy instruments,
the financial structure, the level of financial market and other fac-
tors. The domestic researches emphasis on the concrete problem in Chi-
na, the paper retrospects the keynote by time, and concludes the follow-
ing aspects: the relationship between monetary policy and entity econo-
my, the major transmission channels, the monetary policy and the
rules, the efficiency of transmission, the major factors affecting the
transmission and the proposal.

Chapter two analyzes the evolvement and the effects of the Chinese
monetary policy transmission mechanism. The evolvement of monetary
policy transmission mechanism can be divided three periods, mainly
from 1994 to 1978, from 1994 to 1998, and from 1998 to now. After the
description the character of monetary policy transmission mechanism at
each stage, it makes use of econometric analysis to estimate the effects of
different monetary policy transmission channels at present stage. The
credit channel and monetary supply channel play major role in monetary

policy transmission mechanism, the interest rate channel plays its role to
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a certain degree, It can contral the overheating economy in the short
term, but it seems weak in the long run, the role of the capital market
channel begins to emerge, but the effect on prices is stonger than that of
output, and the foreign exchange rate transmission mechanism seems to
be uncertain.

Chapter three makes a further study on the factors which influence
monetary policy transmission mechanism in China from the perspective of
transmission subject. It addresses the impact of the monetary policy
framework, the interest rate mechanism, the foreign exchange rate
mechanism. As regard to the monetary policy framework, it concludes
that the dynamic inconsistence of monetary goal, the out of control of
monetary mediate indicator of the limit role of monetary policy instru-
ment, and inadequacy of policy transparence baffle the transmission
smoothly. Then it analyzes the defect of interest rate and foreign exchange
rate system, these defect also hinder the transmission.

From the perspective of transmission object, chapter four keeps on
discussing the influence of the commercial banks’ actions, the capital
market, the entity economy and the economic difference between differ-
ent areas exerting on monetary policy transmission mechanism in Chi-
na. Concerning the commercial banks’ actions, it makes out the unrea-
sonable corporative governance structure, the management and operation
of commercial banks and etc counteract the transmission. Then, it re-
gards that the acuity fluctuation of asset price weakens the role of the mo-
netary mediate indicator and instruments, the economic cycle, especial-
ly the low stage of cycle may bring insufficiency of affordable consump-
tion, the imbalance of entity and financial structure, and the faultiness

of financial ecology impede the monetary transmission. At the end of the
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chapter, it researches the difference between the east, middle and west
areas in China, and concludes the consolidate monetary policy may have
conflict with different districts. Furthermore, it makes case study on Bei-
jing headquarter economy to interpret this issue.

Chapter five makes comparative analysis on the monetary transmis-
sion mechanism of some major western countries and areas, and analyzes
some changes in monetary transmitsion mechanism after implementing
quantitative easing policy during post-financial crise trem, then gets
some inspiration. Firstly, the final objects of these countries are the
same. Secondly, the intermediate targets experience from the interest rate
to monetary supply, then to the exchange rate, interest rate and infla-
tion. Thirdly, the short term rates become the major operation target,
and the open market operation is the most important instruments.

On the bases of above researches, chapter six brings some proposals
to improve the efficiency of monetary policy transmission mechanism from
the point of consummating monetary policy framework and dredging mo-
netary policy transmission channels. They are: to persist in the goal of
stabilizing the money value, consummate the monetary mediate indicator
system, improve the monetary policy operation, establish the informa-
tion support system, reinforce the policy transparency, keep on commer-
cial bank reforms, make more effort to develop financial market, steadi-
ly push interest rate reform, ameliorate the form mechanism of foreign
exchange rate, improve the financial ecology, make better coordination
with the other policy and etc.

The book tries to make more comprehensive summary on the domes-
tic research in the major aspects affecting monetary policy transmission

mechanism/make use of econometric analysis to estimate the effects of



Abstract 5

different monetary policy transmission channels from Q1.1998 — Q4.
2009, and analyze the different reasons. draw lessons from the dynamic
inconsistence theory, and make case study on the base of Beijing head-
quarter economy. By virtue of these works, the paper wishes to make
some innovations. Because of limited knowledge, the paper must have

some mistakes and omissions, criticism and corrections are welcomed.



