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Analysis on China’s Excess Liquidity “Paradox”
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Abstract: It confirms that there exists serious excess liquidity in our country seen from the demand for money
the ratio gap between deposit and loan excess reserve ratio of financial institutions and other point of views. But it
makes a paradox that our economy does not appear serious inflation and asset bubbles. Our current economic excess
liquidity is of features such as inherent of the excessive liquidity within the financial system and the hunger and
thirst of markets. All those are mainly caused by a structural imbalance in the economy. During prosperity of econo—
my it is necessary to make adjustments on economic aspects but also the best time to push forward the reform of our
financial system comes. Only by doing so we can get rid of the bottom stage of the economic cycle and as soon as
possible to speed up the upgrading and transformation of China’ s economy.
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The Cost Channel of Monetary Policy Transmission

LIU Jiguang'  SHEN Zhiqun®
(1. Financial Department of Zhujiang College Tianjin University Tianjin;

2. Ministry of Railways Economy Programming Institute Beijing 100128 China)

Abstract: Different from the traditional Keynes doctrine the cost channel theory emphasizes the effects of mo—
netary policy change on the supply such as interest rate adjustment etc. It thinks that tightening of monetary policy
through the interest rate and financial intermediary conduction usually leads to price level rising instead of falling. In
a high efficient financial intermediary system the cost channel plays an important role; in a low efficient financial
intermediary system monetary policy” s impact on output price and the direct costs is limited. The existence of the
channel has important reference value to the central bank” s monetary policy decision — making and implementation
which undermines the effectiveness of interest rates adjustment. The effects of cost channel make central banks hard
in the trade — off between controlling inflation and output gap when implementing the optimal monetary policy.

Key words: monetary policy; cost channel; policy impact; empirical test



