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Abstract

The transformation of the mechanism of of monetary policy transmission
promotes the development of inter-bank bond market, while the development of
inter-bank bond market creats condition for the transformation of control in
monetary policy.

By now, however, domestic literatures have not set up a systematic research
framework of these two aspects. Based on different participants of the inter-bank
bond market, this paper studies the effect of the inter-bank bond market through
several channels of monetary policy transmission from the perspective of money
supply, credit, interest rate and asset prices. Conclusions are as follows:

Firstly, using the principle of derivative deposits, this paper constructs a
theoretical model to study the effect of different means of financing on the monetary
expansion. The results show that the direct debt financing, as well as the diversified
investor structure in bond market, will contribute to the decrease of the amount of
derivative money.

Secondly, after controling the influence of excess deposit reserve, we study the
influence of monetary policy shock on the portfolio of commercial banks, especially
on the securities investment and loan. The results show that, there exists financing
effect of securities investment on loan. Coupled with the impact of the excess
deposit reserve, tightening of monetary policy can’t effectively control credit supply.

Thirdly, this paper investigates the effectiveness of the interest rate
transmission mechanism by using the money market interest rate as the interest rate
measure. The results indicate that the open market operations will guide the change
of money market interest rate effectively. The sample-seperated regression results
also show that, interest rate transmission channel begins to take effect, while it is
still low.

Fourthly, this paper analyzes the linkage between inter-bank bond market and

the stock market. By comparing the different reactions of inter-bank bond market



and stock market to the shock of money policy, we find that the inter-bank bond
market is more susceptible to the macroeconomic environment, especially the price
level, while the stock market is more susceptible to the monetary policy variables
influence and shows a money-pushed characteristic. The result of Granger causality
tests indicate that there exists a one-way volatility spillover effect from the
inter-bank bond market to the stock market, which shows the inter-bank bond
market as a fund signal. The Granger causality test based on the returns unveils the
truth that the stock market is more efficient for information transmission as a price
signal.

Fifthly, following the result of the theoretical model and empirical analysis, this
paper offers some policy suggestions to optimize the control effect of the monetary

policy and to propel the development of inter-bank bond market.

Key Words:. Inter-Bank Bond Market; Monetary Policy Transmission; MS-VAR
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