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Abstract

Monetary policy, as the most basic and important macroeconomic policy,
has played an extremely important role in achieving the goal of economy devel-
opment and the balanced growth, since China’s Reform and Opening up, espe-
cially since the new century. Especially, monetary policy has contributed most
in response to the financial crisis. However, Chinese Monetary Policies caused
some arguments as broad-money supply M, has been over hundred trillions,
which puts negative effect on China’s Macro economy and reflects the low effi-
cient use of money. Besides, the policy of “make better use of increment and
unleash the stock”™ put by the State Council recently also makes us make deep
analysis and profound reflection on previous monetary policies.

Internationally, after the 1970s stagflation, the monetarism has become
popular, the new Keynesians have begun to attach importance and emphasis to
monetary policy, and the European and American government began to favor
monetary policy accordingly. The current global financial and economic crisis
has made the major European countries and America suffer from it till now. Af-
ter the 1980s, macroeconomics was found more and more difficult to approach
the challenges in the new situation due to the lack of the revolutionary theoreti-
cal breakthrough of new practice. What's the ability of the traditional macroeco-
nomic theory to explain the world in reality? Whether the global financial crisis
can be regarded as the outbreak of the long-standing abuse of the monetary poli-
cy? In addition, how should the monetary policy face the crisis and challenges?
To answer these questions, we must reflect on the monetary policy system and
the transmission mechanism under the current macroeconomic theory. Under
the current macroeconomic theory and monetary policy transmission mechanism
system, there is a need to take a deep reflection and study.

In this book, the debate on the effectiveness of monetary policy leads to
the study of monetary policy transmission mechanism. Monetary transmission

mechanism is defined as the channels and mechanisms when the central bank
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uses monetary policy tools to cause the reaction of the intermediate target and
ultimately leads to changes of macroeconomic indicators. Monetary policy be-
comes invalid not only because of rational expectations but also the transmission
mechanism. The existing research mainly includes four transmission channels;
interest rate channel, exchange rate channel, asset price channel and credit
transmission channel, whose theoretical and empirical studies have made sub-
stantial progress. In this part, we selected interest rates, credit, exchange rates
and asset prices these four different transmission mechanism, explored whether
China’s monetary policy has impact on these four different transmission mecha-
nism, studied respectively whether these four different transmission mechanism
has an impact on macroeconomics and determined the impact of China’s mone-
tary policy on macro-objectives. Empirical studies show that as a * quasi-market
interest rates” , the money market interest rates have a strong explanatory power
for some real economic variables. China’s interest rate transmission mechanism
is partially effective, and the main reasons that China’s interest rate transmis-
sion mechanism has defects are interest rate controls and other factors. The
credit scale has a significant role in promoting macroeconomic ultimate goals,
but the money supply does not function significantly. Adjustment of monetary
policy has not affect exchange rate effectively, but the exchange rate has an im-
pact on investment, consumption and net exports and ultimately affect the real
economy. To facilitate the study of asset prices mechanism in the monetary
transmission, this part divide assets into bonds and stocks. Empirical studies
have shown that monetary policy rate has leading regulatory capacity on the re-
turn of the bond market volatility, on the other hand, the bond market’s impact
on the macro real economy is relatively limited. The impact of monetary policy
on stock prices is more significant, while the impact of stock price on the real
economy has gradually expanded. In view of monetary policy can be conducted
to the macroeconomic objectives through the stock price, we propose that finan-
cial asset prices should be included as one of monetary policy objectives. On
the basis of empirical research, we analyze why monetary transmission mecha-
nism is blocked.

Besides the famous four economic objectives (economic growth, price sta-
bility, full employment and balance of international payments) in traditional

Western economics, Chinese economy has fifth largest economic objectives,
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namely structural adjustment. Premier Li Keqiang also emphasized “structural
adjustment” repeatedly, which indicates that structural issues deserve very con-
cern. Industrial structure and regional structure are two most important points
in structure issues, so China’s monetary policy should take into account the four
traditional economic objectives and our unique structural problems. At present
domestic and foreign scholars have done a lot about the industrial effects and
the regional effects of monetary policy, but this article studied those effects from
a more micro perspective, namely the perspective of monetary policy transmis-
sion channels, to explain the causes of those effects more clearly and give more
specific advices. Study found that China’s monetary policy primarily through in-
terest rate, credit and exchange rate transmission channels affects the industrial
structure, while asset prices’ effects on the industrial structure is not obvious.
Meanwhile, among regional effects of monetary policy, the main transmission
channelsare the interest rate and credit channels, and investment and price lev-
els are two largest affected macroeconomic variables.

Monetary and fiscal policies are both important macro-control means. Cor-
respondingly , this paper studied the fiscal policy transmission mechanism. Al-
so, it is of great significance to study themutual influence ofmonetary and fiscal
policies. However, fiscal policy transmission mechanism is notas obvious as the
monetary policy under the offset of strong internal time-lag and weak external
time-lag. Study found that China’s fiscal policy has income, currency and
pricethese three smooth transmission mechanisms, the state can better achieve
macro-control goals through fiscal policy. From the perspective of coordination
of these two policies, in the long run (1998—2012) and one part of the short
run (2008—2010) , desirable cooperation effect exists between the monetary
policy and fiscal policy. But in the other part of the short run (1998—2003) ,

the cooperation effect is minor.

Key words: Monetary Policy, Transmission Mechanism, Structural
Effect, Fiscal Policy
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