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Abstract

China has made significant progress on deregulation of interest rates. The next
step of the reform is to accelerate the transition of monetary policy framework
from a quantity-based to a price-based one. This requires designation of a policy
rate as the intermediate target, improvement in interest rate transmission
mechanism, and a clear relationship between monetary policy and macro-
prudential policy. The current decision-making mechanism of monetary policy is
identified as the key institutional challenge to the reform. Based on our analysis
of the institutional barriers to effective central bank decision making, the paper
puts forward the medium-term objectives of a new monetary policy framework,
and makes specific recommendations on reform measures in the shorter- and
medium-term.

2 This report is Chapter 5 of a study sponsored by China Finance 40 Forum on “Interest rate liberalization and reform of
monetary policy framework”.
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