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Abstract

While, in economic theory and practice,a broad consensus
has been reached on how monetary policy is implemented and on
what it can or should be expected to achieve in longer run, the
transmission is not well understood (BIS, 1994). In recent
years, more attentions have been paid to the impact of financial
structure on monetary policy transmission mechanism.

In chapter 1 of this book,around the important theoretical
problems,including “is money a ‘veil’”,neutrality of money,in-
side money and outside money, and the cost of exchange and
asymmetric information in financial process, the author firstly
proves that the effectiveness of monetary policy depends on the
transmission mechanism under peculiar financial system and
structure. Because monetary transmission mechanism is divided
into two parts:one is transmission in financial sector,the other in
real sector,thus the monetary policy should be transmitted effec-
tively in financial sector in order to influence real economy.

Then, combining the theoretical researches above with anal-
ysis of the practices of Chinese monetary policy in the transmis-
sion process from the planed economy to the socialist market
economy ,the author advances that only by figuring out the Chi-
nese monetary transmission mechanism under Chinese peculiar fi-
nancial system,financial structure,and their changes,the China’s
monetary policy can have its effectiveness, and be transferred

from direct credit control to indirect market adjustment. This is
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also the research clue of this book.

According to the clue described above,this book develops as
following chapters;

Chapter 2 surveys the western theories of monetary trans-
mission mechanism in order to use them as reference to the latter
researches of Chinese monetary transmission mechanism.

Chapter 3 and Chapter 4 analyze the Chinese financial sys-
tem and structure, and reach conclusions that (1) the state-
owned special banks are the key “hub” of the Chinese transmis-
sion mechanism in financial sector; nonbank financial institu-
tions ,except investment banks,are similar to them in role. (2)
the credit market is the main “vein” of the transmission mecha-
nism;the money market is almost the interinstitution market,the
public seldom participate into it;the scale of the formal capital
market is small,and its efficiency of resources allocation is low;
but the scale of the “gray” financial market is very huge, this
causes the loss of efficiency of the monetary policy transmission.
(3) the transmission mechanism includes three channels: credit
rationing channel,interest rate channel,and exchange rate chan-
nel.

Chapter 5 analyses the credit rationing channel. The central
bank is rationing credit through the national credit plan,but its
“leakage” is very huge,so its effects are weakened. At the same
time, in the “gray” credit market brought about by this
“leakage”, the credit rationing is of semiequilibrium. This pro-
vides a chance for China to establish a new credit rationing mech-
anism. The key points in that are; (1) the national credit plan
should only be applied to the policy-oriented business of specific

.« 2.




banks, (2) the new credit rationing mechanism should be based

” in credit market,and (3)

on the “equilibrium credit rationing
the legal environment should be improved.

Chapter 6 analyzes the interest rate channel. Nowadays,in-
tertest rate mechanism acts through the “gray” financial mar-
kets ,especially “gray financial markets within system”. Normal-
ized financial markets and liberalized interest rates will bring in-
terest rate mechanism into full play. The main steps consist of
(1) further improving inter-bank money market; (2) deregulat-
ing the loan interest rates system; (3) deregulating the deposit
interest rates; (4) canceling the quota control of capital market.

Chapter 7 analyzes the exchange rate channel. Under pre-
sent foreign exchange system,especially compulsive “buying and
selling foreign exchange” stipulation,foreign exchange market is
a closed inter-bank market, there is no direction connection be-
tween foreign exchange market and domestic money market.
Though the central bank can directly intervene exchange rate,it
will face the conflict between the stability of exchange rate and
the control of domestic money stock. Monetary policy can only
intervene exchange rate by influencing domestic economy, then
the change of exchange rate will in return influence balance of in-
ternational payment,money market and the policy transmission.

Chapter 8 is a summary of the book. Based on the monetary
policy transmission mechanism,the author gives his proposals of

the target system of China’s monetary policy in the end.
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