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Abstract

Abstract

The transmission mechanism of monetary policy is to ana-
lyze how the monetary policy and its instruments affect the real
economy through various financial variables. Theoretically, this
is not only a subject in the area of banking and finance but also
a main content of monetary economics. As for the general theo-
ry of the transmission mechanism of monetary policy, emerging
consensus has been achieved in the economic literatures home
and abroad, but controversies still exist on the extent of mone-
tary policy’ s effect on the economy. The controversies are not
an exclusive feature of developing economies, but also charac-
terize the industrialized economies. China is now in the process
of establishing the socialist market economy system, the macro
environment and micro elements of the monetary policy are
changing. There is great uncertainty in the financial environ-
ment and financial structure, thus more and more concern has
been focused on the transmission mechanism of monetary poli-

cy. Therefore, the study of this problem is meaningful in reali-

ties.
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In theory, the study of transmission mechanism of mone-
tary policy has three bearings. First, the theory of transmission
mechanism of monetary policy is dynamic. Economic environ-
ment, financial structure, institutional arrangements, expecta-
tion on the macroeconomic policy and financial service tech-
nologies, all these elemenis could have effects on the transmis-
sion mechanism of monetary policy and its effect. This requires
logic and dynamic interpretation of the general and specific the-
ory of transmission mechanism of monetary policy. Second, the
question of transmission mechanism of monetary policy is of
great importance in the monetary policy system. Up to date,
one of the major reasons of the controversies among the aca-
demic researchers and policy makers about the effects, ultimate
and intermediate targets of monetary policy is the research
weakness of monetary policy transmission. To strengthen the
research in this area can provide a clear theoretical foundation
and framework for the central bankers to improve macroeconom-
ic adjustment. Third, currently, technology progress, global-
ization, liberalization and the increasing need of individuals for
financial services have facilitated the global financial merger
and integration of the international capital markets, this has
brought unpreceding challenges and great uncertainties for the
traditional transmission mechanism of monetary policy, hence,
the study of this topic is quite challenging. Fourth, for a long
period of time in history, monetary policy has been regarded as



