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Tinbergen’s rule: If there exist m goals and
m independent instruments, then the
desired values for m goals can be exactly
achieved by setting m independent
instruments optimally.

PBo’C has ? goals and ? instruments

This paper attempts to present a
treatment presenting some of the
relationships between various instruments.



Focus

« Central Bank has many tools that govern
conditions of liquidity of banking system

— Required reserve ratio; interest rates on
reserves, excess or otherwise; deposit rate
ceiling; OMO; discount window rate. Also
sets an intermediate target for M2 growth.

« Central bank also sets loan rate floor,
offers “credit policy guidance”, and sets an
intermediate target for loan growth.



Authors should take a firmer stand
on monetary policy transmission

mechanism.
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—®— Central Bank Base Interest Rate: 3 Months or Less ( China)

—®- CN: Lending Rate ( IMF)

~®- Short Tem Interest Rate: Month End: SHIBOR: 3 Months ( China)

@ Time Deposits Rate: 3 Months ( China)




Caution

 Credit policy guidance is intangible and
iInvolves a trade-off between short-term
growth and long-term health of banking
sysiem.

 Liquidity in banking system not
iIndependent of exchange rate policy.
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—@— Short Term Interest Rate: Month End: SHIBOR: 3 kMonths [ China)

| —@— Financial Institution Loans: Yo' Growth Bate [ Chinal
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Dynamic Element

« What information about future policy
stances are present in current policy.

* Interesting to look at the yield curve.



Long-term Bond Yields
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