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ABSTRACT

Monetary policy plays an important role in the country's macro-control, and
whether monetary policy will take into effect lies in whether its transmission is
smooth. Monetary policy transmission system is a way to ultimately generate changes
of the real economic variables by a chain reaction of the intermediate variables in the
economic process which is caused by the changes of central bank. It starts from the
central bank monetary policy, triggers some changes in certain variables of the
financial sector and the real fields and eventually tend to monetary policy objectives.

Monetary policy transmission has a strong and dynamic nature of time and space.
Since 1998, China has gradually established socialist market economic system, further
opening to the abroad and deepening financial markets, greatly increasing financial
instruments. From this year on, China's macro-control system gradually transfer from
direct to indirect. Window guidance and interest rates which have become the main
monetary policy tool as well as re-lending, are frequently used, which has become the
main characteristics of this period. Therefore, the monetary policy transmission has
become more complex: the monetary policy transmission from the central bank to
financial institutions and financial markets, further transferring to businesses and
residents. That China's market economy is not sound somehow weakens the
effectiveness of monetary policy transmission. However, it is realized that China's
monetary policy transmission transferred to rely mainly on indirect control of the
market system.

This paper does a research based on quarterly data selected from 1998 to 2008 in
monetary policy transmission channels ( mainly monetary and credit channels), using
a combination of qualitative analysis and quantitative analysis, and then concludes
that both of the monetary and credit channels play a role in monetary policy
transmission. However the credit channel is more greater by stationarity test, VAR
model, and variance decomposition, Granger causality test, impulse response and
other econometric methods. Based on the empirical results, this paper puts forward
some suggestion to improve monetary policy transmission system and enhance the
effectiveness of monetary policy.

Key Words: Transmission Mechanism; Money Channel; Credit Channel
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