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Abstract

The evolvement of the research on monetary policy rules is an
important breakthrough in the field of the economics of money and fi-
nance and the macro-economics these years. A monetary policy rule
not only can guide the central bank to make feasible monetary poli-
cies but can improve the effectiveness, credibility and transparency
of monetary policies. At the same time, it provides an observational
basic framework to evaluate monetary policies, through which people
can measure the effect and the influence on the social welfare of mo-
netary policies.

Since 1990s, monetary policy rules have received pervasive
recognition and more and more countries praise them highly in the
theories and practices of monetary policy. Monetary policies in Chi-
na, which act with discretion, response to the changes of economic
conditions with obvious time-lags and even pour oil on the flames of
Economic fluctuations. We should use the theories and practices of
monetary policy rules in developed countries for reference and con-
struct a new framework of monetary policy in the new century.

On the basis of the research on monetary policy rules in the de-
veloped countries, the book studies monetary policy rules in an open
economy and aims to construct a theoretical framework that can be a-
dapted to analyze monetary policy rules in emerging markets espe-

cially China and make empirical analyses on China. Through those
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we expect to help to improve the framework of monetary policy in
China and discover or design a monetary policy rule for China.

The book focuses on monetary policy rules in an open economy.
The history of the choice of the operation framework between “rule
or discretion” indicates that monetary policy that inclines to a rule is
a direction. We summarized the research about monetary policy rules
including instrument rules and target rules and make theoretical and
empirical study on them. On the basis of these, the book uses inter-
national experiences for reference and make suggestions to the im-
provement of monetary policy in China.

Chapter 1 reviews and summarizes the evolvement of the theo-
ries and practices of the controversy over the choice of monetary
policy’s framework between “rule or discretion”. On the basis of it,
we analyze the relation between monetary policy’s practices and eco-
nomic fluctuations and conclude that monetary policy that inclines to
a rule should become a direction in China.

Chapter 2 trims and summarizes the literature on monetary poli-
cy rules and presented the evolvement of the relevant study up to
date. The chapter aims to grasp the foreland of the thesis and lay a
solid foundation for further research.

Chapter 3 aims to compare monetary policy’s targeting rules and
discuss the choice of the monetary policy’s targeting rule of China.
The chapter constructs a structural model in an open economy and
use China for an example to make an empirical analysis on some
conclusions of the model. Strictly Speaking, there isnt a nominal
anchor in China. While the dual nominal anchors in some sense
work , the influences of monetary circulation velocities on the econo-

my are remarkable. And this has a negative effect on the effective-
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ness of monetary policy. On the basis of theoretical and empirical
analyses and international experiences, we conclude that monetary
policy of China should choose inflation target as a nominal anchor
and further shift to the framework of inflation targeting.

Chapter 4 takes financial frangibility into account and con-
structs a dynamic general equilibrium model to evaluate monetary
policy’s instrument rules in emerging markets. Then we modify the
model according to the characters of the economical and financial
structures of China and use the modified model to make an empirical
study and simulation about the choice of monetary policy’s instru-
ment rules in China. We conclude that it is better to take the stabili-
ty of exchange rate into account and it is better for the operational
variable to react to CPI inflation target than to domestic inflation tar-
get in the monetary policy’s instrument rule for an emerging market
such as China. According to the international experiences and the
actual state of China, we should choose base-money rule as our in-
strument rule of monetary policy in the near future. With the further
marketization of interest rate, interest-rate rule will acquitted itself
better and become an effective instrument rule of monetary policy. In
the interest-rate rule it is better to choose the inter-bank borrow-and-
lend interest rate as the benchmark interest rate.

Chapter 5 concludes the book and makes further discussions.
We put forward some suggestions to the improvement of the frame-
work of monetary policy in China from the angle of the preparations
for the inflation targeting and monetary policy’s instrument rules and

some assistant reforms.
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