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ABSTRACT

Since our country introduced and used the three tools of monetary
policy, the mechanism of our country’s money supply depending on the
credit plan has been changed greatly. Because the base of this introduc-
tion and usage is plan economy, while the three tools of monetary police
form and develop from market economy, plan, they are also changed by
credit plan themselves. So we should make great efforts without successful
experience 1o learn, if we want to change the mechanism of our money
supply from credit plan to the tools of monetary policy totally. This article
‘would discuss this question by six chapters.

The weaving and function -of credit plan are the jumping-off point of
our mechanism reform and the beginning of our theory discussion, So the
first chapter would introduce the fundamental frame of credit plan and its
function. To prove in the great unifying banking system, currency issued
according to balance of deposit and credit to weave credit plan and the
goods guarantee to make loan, which make our money supply be endoge-
nous. It can conform to the demand of economy passively, and can not
regulate and control economy effectively. At the same time, there did not
exist these kinds of concepts and phenomena, such as base money,
derivative deposit and money multiplier, though the form of currency and
deposit is the same as the counterpart of developed country.

The problem of reform our mechanisms of money supplly restricts the
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path of reform and potential target. So the following chapter introduces
our money and finance reform, analyze its influence on the mechanism of
our money suply and proves that credit plan cooperating with the three
tools of monetary policy would make both of them lose their primary char-
acters to some extent. Because the credit plan is still dominate over the
money supply, Reserve requirement system can not control credit size
completely and effectively, and money multiplier can function in credit
index. Because credit plan supply money immediately, interest rate has to
fluctuate in very limited range. Because the balance of credit and deposit
issue’ s currency and limits to re-discount business, rediscount can not
reach its necessary scale to regulate money supplly and interest rate, and
open market operation can not become the main instrument to take in and
send out base money and regulate interest rate. At same time, the three
tools of monetary policy weaken effect controlled by credit plan directly.

To surmount limitation of three tools of monetary policy understood
by “transplanted” society and to establish the base of comparing analyses,
the third chapter mainly introduces and explains reference provision,
function and interaction mechanism, and trace back their developing pro-
cess. To prove that the main function of reserve required is to standardize
the rule of credit created by commercial bank, e.g. the way and the room
of credit creating. Rediscount business is used to regulate interest rate
and base money supply, and make central bank as a last person to pro-
vide loan and to keep the bank system working safely. Open market oper-
ation is central bank’s go-aheadism one that regulates the base money and
interest rate on the level expected by central bank.

The transmitting mechanism of monetary policy is an important con-
dition for the tools of monetary policy to function. Without their sanity and
perfection, it is difficult for standard tools of monetary policy to perform
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their function and even to exist and to develop. The fourth chapter will
introduce the explanation about conduction of monetary policy by main
theory school, such as quantity theory of money explained by lrving
Fishe, A.C.Pigou and Milton Friedman, theory liquidity preference ex-
plained by J. M. Keynese. the theory of portfolio selection explained by J.
Tobin, the theory of wealth adjustment explained by Karl Brunner and Al-
lan Meltzer and the view of office department. To analysis and prove that
before our interest rate is decided by money supply and demand, public
speculation and investment become sensible, even standard tools can not
affect economy effectively. This perfection of conduction mechanism is
await for the market development.

To transfer the mechanism of our money supply, it needs not only to
perfect our tools of monetary policy, but also to establish the necessary
condition to let them perform. The fifth chapter list the necessary condi-
tion, such as to stick to fundamental theory of Mamxism, to perfect our
stock system and to reduce issue money buying foreign money and farms
produce directly and so on. Than to emphasize to free the tools of mone-
tary policy from credit plan. Among them the reserve requirement system
is key to establish real commercial bank. Re-discount business and open
market operations are necessary condition to make finance action mar-
ketable. This chapter will propound every item to perfect our tools of
monetary policy from theory recognition and system design, including sys-
tematic introduction and reliable reform order, and prove only to perfect
our tools of monetary policy, than we can shunt to come back to the con-
trol of credit plan under special Situation.

The precondition of discussion about translation of mechanism of our
money supply is available of monetary policy, however the developed
country has challenged to this. When were begin to discuss the translation
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of mechanism, we should think over what we would face in near future.
Under this base, the sixth chapter will introduce and comment on the
mainstream theory affirming the availability of monetary policy represented
by Keynes, Friedman and rational expectationism and the theory of denial
availability of monetary policy represented by Weintraub, Sidney and
Kaldor-Nicholas and Basil.J. Moore. To prove the unavailability of mone-
tary policy is the result of development of mechanism of money supply.
The process of translation is the one that money supplies become exoge-
nous from endogenous. After this process, the availability of our monetary
policy will face the challenge, so we should prepare from now on.

The characteristic of this article; Put plenty of theory into the times
they derived form, affinm the theories reflected the practice of money and
finance, though they conflicted with the sutra theory, and use them as a
base to analyse and conduct. Do not draw conclusion from simple compar-
ison between theory or even judgement.

Trace back the precondition and base of theory of money and bank-
ing in market economy, specially those not existing in our country, but
existing in developed country as usual. From that on, the understanding
and practice will be more fitting for theoretic logic. Not only use the theo-
ry from developed country or even individual judgment simply as a base of
analysis and deduction.

Put money and banking theory from plan economy into special time
of our economical development, affirm its active role in our economical
history. Point out its localization and it’ s leaning on plan economy and
that the developments of market economy deny its reason of its existing
and premise of its performance. Not negate the money and banking theory
from plan economy only according to the theory from developed country.
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