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Abstract

After 1996, four new characteristics of our economic fluctuation ap-
pears: (1) narrowed economic fluctuation, (2) long period deflation and neg-
ative price growth, (3) the continuous enlargement of deposit-loan differ-
ences and (4) the asymmetric effect of monetary policy. These characteris-
tics have attracted the attention of academic researchers. However, many
domestic researchers didn’t make any deep and systemic analysis and give
any persuasive explanations of these new characteristics. This dissertation
will take the lead in combining these new characteristics with two reforms in
the financial field since 1997, which are market-oriented reform of monetary
policy and external regulation-centered reform of bank regulation, and at-
tempting to find out the mechanisms and essential reasons of these new
characteristics. This study will be of great significance to theoretical and
practical researches in the future,

The market-oriented reform of monetary policy appears as the marketi-
zation of three stages of monetary policy transmission mechanism, viz. the
marketization of monetary policy instruments, the marketization of financial
market and managerial decision-making of commercial banks owing to their
shareholding system reform, the market-oriented reform of state-owned en-
terprises and the rapid development of private economy, then monetary poli-
cy transmission mechanism changes from “central bank-enterprises” to “cen-
tral bank-financial market or commercial banks-enterprises” or other forms.

The consequences of monetary policy reform are that rational lending behav-
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ior of commercial banks and asymmetric effect of monetary policy appear.
Asymmetric effect of monetary policy means that the positive effect from the
easy monetary policy on output is not so much as the negative effect from
the tight monetary policy when condition is in the same degree. If there does
exist credit channel of monetary policy transmission in our country, rational
lending behavior of commercial banks will strengthen the asymmetry of mo-
netary policy. Here,aiming to lower the bad debt ratio and to increase cap-
ital adequacy ratio, the external regulation which was first introduced in
1997, has a deep impact on rational lending behavior of commercial banks
whose bad debt ratio is high or capital adequacy ration is low. Thus,through
bank lending behavior, external regulation becomes an important constraint
variant of the asymmetry of monetary policy. So the core clue of this paper
is to analyze the impact of monetary policy to the lending behavior of com-
mercial banks which is subject to external regulation and to economic fluctu-
ation through the lending behavior of commercial banks in the process of the
market-oriented reform of monetary policy.

For this purpose, the paper must illustrate the necessity of external
regulation and the rigorousness of external regulation in our country(chapter
2) sthen proof two important preconditions firstly. Whether there exist mar-
ketization of monetary policy and credit channel of monetary policy trans-
mission (chapter 3 and chapter 4) ,and reviews the literatures about how the
marketized monetary policy affecting the asymmetry of monetary policy
through bank loan behavior and credit ration. Based on this, this paper in-
herits and develops the theory of capital regulation and bank crunch and the
CC-LM model of western countries, draws the latest research findings from
modern economics, combines the methods of mathematics, statistics and e-
conometrics, then established two models: capital regulation-bank lending-
monetary policy model (chapter 5) and KCC-LM model (chapter 6), which
are suitable for our analysis. Then, This paper discloses that the inherent
mechanism of capital regulation strengthening the asymmetric effects of mo-
netary policy and the continuous enlargement of deposit-loan differences,and
concludes the real implication of prudent monetary policy in the process of

financial deepening which is centered as stated-owned banks reform governed
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by our government(chapter 7). Finally,this paper finds the negative effect is
greater than positive effect of the continuous enlargement of deposit-loan
differences, So, the continuous enlargement of deposit-loan differences should
be resolved,and the most effective measure is to develope greatly the capital
market, which is also in accordance with our government requirement of fur-
thering financial reform, and assesses the impact of developed capital market
(direct financing system) on indirect financing system and central bank’s
monetary policy followed,and presents some hypothesises about the relation
among direct financing system, indirect financing system and economic
growth(chapter 8). The specific structures of this book as follows:

Besides the introduction of chapter 1,chapter 2 illustrates the necessity
of external regulation, the international practices of Basel Accord and the
more and more rigorous external regulation in our country. The contents of
this chapter not only provide theoretical and practical reference meaning for
further study on the core clue but also set the starting point for the analysis
of the whole paper.

Chapter 3 addresses the facts about the market-oriented reform of mo-
netary policy in our country and rational lending behavior of commercial
banks and asymmetric effects of monetary policy (owing to the asymmetric
expectation hypothesis and sticky economic variables hypothesis), which is
bound to follow the market-oriented reform of monetary policy. The mar-
ketization of monetary policy is an important precondition for proofing the
“core clue”. The reason is that only when monetary policy is market-orien-
ted, rational lending behavior appears and external regulation becomes a con-
straint variant of monetary policy through lending behavior, which has an
impact on lending behavior and economic fluctuation.

Chapter 4 verifies the second precondition for the “core clue” —the ex-
istence of the bank lending channel in our country from three conditions of
bank lending channel and quantitative methods such as Granger Causality
Test, Small Sample Estimation, based on reviewing the arguments about
bank lending channel theory and empirical testing method of it. Because
banks can play an important role in monetary policy transmission mechanism

and external regulation becomes constraint variant of monetary policy
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through lending behavior only if there exists bank lending channel. Other-
wise, external regulation will be much less significant constraint variant of
monetary policy if monetary policy transmits through financial market.

To sum up,there do exist two preconditions for the “core clue”. Then,
the paper will proof the impact of monetary policy to the lending behavior of
commercial banks which is subject to external regulation and to economic
fluctuation through the lending behavior of commercial banks in the process
of the market-oriented reform of monetary policy, which is the main task of
chapter 5 and chapter 6 and the core contents of the paper as well,

Chapter 5 constructs external regulation, monetary policy and bank
lending model supposing external regulation is an explanatory variable of
bank lending function, based on reviewing literatures on capital regulation
and bank lending. The model analyzes the asymmetric impact of the market-
oriented monetary policy to bank lending behavior which is subject to exter-
nal regulation. The model describes, if capital adequacy ratio of bank meets
the requirement of government,external regulation won’t have a significant
impact on bank lending behavior,and if not, easy monetary policy will be less
efficient and tight monetary policy will be more efficient because of rigorous
external regulation imposed by regulator. Namely, external regulation
strengthens the asymmetry of monetary policy to bank lending behavior, es-
pecially when capital adequacy ratio of bank is very low. The conclusion
drawn from model is suitable to explain the reason why easy monetary policy
in 1997-2002 is less efficient. On this basis, the paper proofs the relation be-
tween monetary policy and bank lending behavior subject to external regula-
tion in 1997-2006 through panel data model, finding that external regulation
aiming to decrease bad debt ratio and increase capital adequacy ratio
strengthens the asymmetric impact of monetary policy to bank lending be-
havior. The finding is in accordance with external regulation, monetary poli-
cy and bank lending model,

Chapter 6 builds multi-market equilibrium model (product market,
money market, credit market and capital market) supposing external regula-
tion is an explanatory variable of output function on the basis of external

regulation, monetary policy and bank lending model of chapter 5, because
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chapter 5 supposing external regulation is an explanatory variable of bank
lending function, which is named KCC-LM model. KCC-LM model extends
traditional IS-LM model and CC-LM model. KCC-I.LM model analyzes the
asymmetric impact of the market-oriented monetary policy to economic fluc-
tuation through bank lending behavior subject to external regulation. KCC-
LM model shows, if there does exist bank lending channel and capital ade-
quacy ratio doesn’t meet the requirement of regulator, the easy monetary
policy during economic depression can’t act as a stimulant to further eco-
nomic growth,and economic growth will be trapped in a long time recovery,
even worse, economic depression will last more time. The reason is that the
easy monetary policy is transmitted by monetary channel mainly (now LM
curve right shift), not by credit channel (now KCC curve fixed, even left
shifted) to adjust economic conditions; Conversely, During economic booms,
the tight monetary policy subject to capital regulation mechanism will rein e-
conomic expansion effectively because the tight monetary policy is transmit-
ted both by monetary channel (now LM curve left shift) and by credit chan-
nel (now KCC curve left shift) to adjust economic conditions. On this basis,
the paper proofs the relation between economic growth and monetary policy
through bank lending behavior subject to external regulation by means of
two equations’ time series model and three equations’ time series model,
finding that the asymmetric effect of monetary policy does exist,and external
regulation strengthens the asymmetric effect, which aggravates the deflation
of 1997-2002,and suppress economic boom of 2003-2006 effectively.

Till then, the paper proves that the external regulation has strengthened
the asymmetry of monetary policy by bank lending behavior after the mar-
ket-oriented reform of monetary policy in our country,and discloses the in-
herent reason of the (1),(2) and (3) new characteristics of economic growth
in our countries from the angle of theoretical and empirical economics.

Chapter 7 discloses that the inherent mechanism of capital regulation
strengthening the asymmetric effects of monetary policy and the (4) new
characteristic of economic growth in our countries—the continuous enlarge-
ment of deposit-loan differences from the angle of the unity of opposites of

financial control purpose and financial stability purpose,then concludes the
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real implication of prudent monetary policy implemented from 1998 in the
process of financial deepening which is centered as stated-owned banks re-
form governed by our government,on the basis o reviewing literatures on the
deposit-loan differences. Then, this chapter analyzes the positive connection
between the deposit-loan differences which is due to KCC-1LM’ s macro-con-
trol in our countries from 1997-2006 and the “Three-High” phenomena in
our economic growth from 2007,and concludes the negative effect is greater
than positive effect of the deposit-loan differences. Therefore, the most ef-
fective measure to resolve the deposit-loan difference—developing greatly
the capital market is proposed by this chapter.

Chapter 8 demonstrates adequately that to develop greatly the capital
market is the best measure to solve the deposit-loan difference and to further
financial reform. Then assesses the impact of developed capital market (di-
rect financing system) on indirect financing system and central bank’s mo-
netary policy followed, and analyzes the coordination problem of monetary
policy and regulation policy arising therefrom, finally, presents some hypoth-
esises about the relation among direct financing system, indirect financing
system and economic growth, These hypothesises include the fuctiton of
bank credit and credit economy in economic growth, the evolution logic of
endogenous money supply and the three stages of sustainable financial regu-
lation and financial development.

Chapter 9 is conclusion and about some suggestions on policy. By now,
the paper has approved that the external regulation has strengthened the
asymmetric impact of monetary policy on bank lending and economic fluctu-
ation, and market-oriented reform of monetary policy and external regula-
tion-centered reform of bank regulation are the significant reasons for the
new characteristics of our economic fluctuation since 1996, especially exter-
nal regulation was an important factor in our economic fluctuation from the
angle of theoretical economy,empirical economy and institutional economy.

So far,in the process of the market-oriented reform of monetary policy,
few domestic researchers has been studied on the asymmetric impact of the
market-oriented monetary policy to bank lending behavior of commercial

banks which is subject to external regulation and to economic fluctuation

n
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through the lending behavior of commercial banks, Furthermore, this study
will be of great significance to theoretical and practical reference meaning in
the future to restructure the frame of monetary policy, to increase efficiency
and scientificity of monetary policy and thus,to improve the abilities in mac-

roeconomic management,

Key words: external regulation, capital regulation, bank lending, asym-
metric effect of monetary policy, economic fluctuation, stated-owned bank

reform
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