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Abstract

Now most economic activities or transactions are carried on in the
form of money rather than in kind, that is to say, the economy has al-
ready been monetized. In the early 1990s, the financial interrelations ra-
tio (FIR) in the developed countries reach a high level of 3 to 4, while in
many developing countries, it also comes to about 2. We can think,
therefore, the modern society has stepped into a stage of monetary econo-
my. In this stage, such problems as the demand and supply of the money
capital and the interest rate become the points that the government author-
ities and other social circles pay close attention to.

The following respects are well worth considering in the process of
detemu'hing to take interest rate as the study subject. Firstly, the theory
of interest rate is the important part of modem monetary and financial the-
ories. The primary monetary factors that produce an active impact on the
economic development are money, credit, and interest rate. Correspond-
ingly, the monetary and financial theories consist of three parts: monetary
theory, credits theory, and interest rate theory. Furthermore, the factor
of interest rate runs through the study of money theory and credit theory,
because the interest rate is closely related with the supply and demand of
money, the deposits and loans. So, to study interest rate is obviously sig-

nificant .
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Secondly, the interest rate policy is the nucleus of the monetary pol-
icy. The monetary policy is the most important part of the macro-economic
policies. In the process of implementing the monetary policies, the cen-
tral banks use mainly three policy tools----the discount rate, open market
operation, and reserve requirements, through the monetary indicators
such as the interest rate and the money supply, to affect the overall per-
formance of the economy. With the development of financial markets, the
financial innovation occurs frequently. So the new instruments emerge one
after another and fluid quickly. Under the circumstances, it is difficult
even to define the money supply, and the measurability and controllability
of the money supply are much weakened. That is to say, the money sup-
ply has not been fit for the monetary indicator. Hence, the significance of
the interest rate as the monetary indicator is much reinforced. In prac-
tice, the interest rate policy is the center of the monetary policies. For
this reason, we may well say that the interest rate is the soul of the mod-
em economy .

Thirdly, the marketization of the interest rate is the main content of
the financial liberalization refom. From 1960s, influenced by the theory
of financial liberalization and encouraged by some international organiza-
tions, many countries carried out the reform of financial liberalization one
after another for the purpose of deregulation. The whole financial reform
includes marketizing the interest rate, canceling the loan rationing,
deregulating the capital flow and the market entry, and reducing the re-
serve ratio, and its main content or central part is the marketization of the
interest rate around which reforms in other aspects are carried out. There-
fore, the marketization of the interest rate is the key to the financial liber-

alization reform.
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Lastly, in the process of China economic reform, the financial re-
form has obviously lagged behind, and in the financial reform, the re-
forms in the aspects of canceling loan rationing, transforming the special-
ized banks, and perfecting the reserve system are gradually launched, but
the interest rate regulation system remains unchanged. From the present
situation, we think that the market-oriented reform of the interest rate is
virtually the last difficulty problem of China financial system reform and
even of the whole economic system reform. It is thus evident that
strengthening the research on the interest rate and its related aspects is
particularly significant.

Seeing the above-mentioned facts, I choose Interest Rate in Econom-
ic Development as the subject of the thesis, in which “economic develop-
ment” is defined broadly as not only the economic growth but also the e-
conomic system transition from the centrally planned economy to the mar-
ket economy. Thus, the concrete research on many aspects in the thesis
will be made respectively under the background of normal market system
in developed countries, abnormal market system in developing countries,

and then China’s economic system reform.

Starting from the basic theories of interest rate, the thesis studies the
main aspects related to interest rate in the actual economic development
-process, and then analyses the interest rate policy and its reform trend in
China.

The first part of the thesis makes a general analysis to the historical
course of the interest rate policy changing from the interest rate regulation
to the interest rate marketization as the economy is developing. It shows

that both developing countries and developed countries have all practiced

-3 .
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the policies of financial regulation and interest rate regulation. The devel-
oping countries implement the lower interest rate policy for the purpose of
controlling the economic resources to guarantee the major project and en-
couraging investment, while the developed countries mainly for the safety
of its financial sector. The policy of interest rate regulation actually has
played a significant role. But on the other hand, its inefficiency is also
very obvious. While making further advances on the economy, the coun-
tries must deregulate their interest rate policy and marketization the inter-
est rate.

The second part analyses the theories conceming interest rate pro-
foundly. From the viewpoint of the history of monetary and financial theo-
ries, the thesis studies the basic knowledge of the nature of interest rate.
It is not difficult to see that the academic circles on the whole include the
interest in the cost category. According to the historical developments and
logical relations, the thesis studies all kinds of the theories of interest rate
determination. It shows that the classic and neo-classic theories of interest
rate, which insist on that the interest rate should be determined by the
demand and supply on the market, have great vitality on the economics
world. And that gives implicit instructions of the inexorable trend.

The third part studies some fundamental relations conceming interest
rate, i.e. interest rate and monetary policies, interest rate and saving,
interest rate and investment, interest rate and exchange rate, etc. From
these analyses, we can see that the role of interest rate in the actual econ-
omy Is increasingly obvious and steady strengthened. But there is a funda-
mental prerequisite that the interest rate is marketized.

Lastly, the thesis discusses the economic conditions that the reform
of interest rate policy changed from regulated to marketized needs. It is

4 -



Abstract

obvious that the reform of interest rate policy must be concordant with the
reforms in other aspects. On the basis of analyses in part, the thesis stud-
ies the present interest rate system and the present interest rate policy in
China as a whole, and suggests that China must speed up the market-ori-

ented reform of interest rate.

From the analysis above, the thesis draws the conclusions as fol-
lows:

1. As the economy is developed further, the shortcomings inherent
in the interest rate regulating policy are increasingly conspicuous. Under
this circumstance, to deregulate the interest rate and implement the re-
form of interest rate marketization is our inevitable choice.

2. People’s knowledge of the nature.of interest rate is deepening as
the actual economic background changes in history. Obviously, as the
price of using money, the interest should be included in the cost catego-
1y . Since it is the part of product costs, the interest or the interest rate
certainly forms on the market.

3. For the effects of interest rate on saving and investment, there
are differences between theoretical analysis and actual situation. In the
actual economic operation, the effects of other factors on saving and in-
vestment often outweigh those of interest rate. But there is no denying the
fact that the interest rate plays a role in saving and investment. And the
marketized interest rate will make the effects reinforced.

4. In the open economic system, the interest rate, the exchange
rate and the capital flow are closely related. The relationship among these
factors is called the interest rate parity mechanism. If they want to form

an effective interest rate parity mechanism, the countries must establish a
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flexible marketized interest rate system.

5. The reform of interest rate policy has a great influence on the
whole economy. We must consider carefully the conditions the reform
needs. These conditions are mainly the stable macro-economy, the solid
micro-economic foundation, the perfect market system and the powerful
supervision system.

6. Facing the present situation of interest rate system and interest
rate policy in China, the only choice is to break down the last difficulty
---- the market-oriented reform of interest rate. From the viewpoint of the
present economic conditions, we have every reason to believe that it is

time for China to speed up the market-oriented reform of interest rate.
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