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Abstract

The effectiveness of monetary policy is a contentious issue in Economic Circles,
it is adso very important for the monetary authorities because it can help them to
formulate monetary policy. In the situation of the coexistence of the RMB exchange
rate and domestic prices fluctuations, and the global financial crisis, the Chinese
government introduced macro-control policies, and use of monetary policy tools
frequently, but the environment has been changed. In this context, it is significant to
study the monetary policy mechanism, because it can provide the basis evident for
relevant departments to control the excessive volatility of the domestic price level,
choose appropriate monetary policy and exchange rate regime.

This dissertation gave a detailed and profound analysis of the monetary policy
mechanism through the theoretic modeling and empirical tests. Firstly, describes the
evolution of Western effectiveness of monetary policy theory and empirical methods;
secondly, analyses the status of the RMB exchange rate and price fluctuations; thirdly,
follows the basic framework of the Mundell-Fleming Model, selects monthly data
from 1999 to 2011 to establish simultaneous equations which make the goods market,
money market and external market equilibrium, then estimates by single equation
regression to determine the Chinese M-F model; Finally, combines the specific
economic and financial environment in China and analyses the different period’'s
monetary policy effects according to the model.

The results of this study show that: (1) the current monetary policy operating
environment in China weakened the effect of monetary policy operations, and
ultimately effect the effectiveness of monetary policy; (2) the transmission
mechanism of monetary policy, funds outstanding for foreign exchange become direct
and indirect driving force of Chinas money supply growth, thus affecting the
effectiveness of monetary policy; (3) Diverse channel of monetary policy
transmission increases the complexity of the implementation of monetary policy; (4)
China's monetary policy tool change from direct regulation instruments to indirect
control tools, variedly affect the operating target of monetary policy, thereby affecting
the effectiveness of monetary policy.

Combined with the current economic situation and the conclusions, author

consider the factors that improving the effectiveness of monetary policy, and propose



short, medium and long-term monetary policy and fiscal policy design: in the
short-term, to implement the Stable monetary policy and proactive fiscal policy,
oriented monetary policy to become the tool of stimulating the process of economic
and keeping price stability. In the medium term, to take timely tightening monetary
policy and proactive fiscal policy which is mainly used for resident's livelihood areas
and narrow the gap between rich and poor. In the long term, to implement the
proactive monetary policy and stable fiscal policy, spillover effects on other countries

to achieve regiona economic development.

Key Words: Monetary Policy; M-F Model; Policy Design.
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