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Effects of the Development of Capital Markets on Monetary Policy

LU Rong

(Postdoctoral R& D Base ,GF Securities Co. s LTD. Guangzhou 510075, China)

Abstract; This paper points out that the development of capital markets will influence the
effectiveness of monetary policy instrument and money statistics, violate the rules of traditional
policy adjustment,so the government has the internal motivation to interfere with price fluctua-
tion in the capital markets. But as it is difficult to distinguish rational fluctuation of asset price
from irrational ones and as it is ineffective for monetary policy instruments to adjust the price
bubble of assets, it is difficult to enforce policy interference. It is also difficult to include asset
price information into the monetary policy frame because of the complexity of generalized price
index and multi-goal dilemma of the operation of monetary policy. The paper holds to treat fluc-
tuation of non-fundamental asset price as exogenous to keep a stable and transparent target in-
flation rate. The most desirable flexible inflation target is to interfere when the fluctuation of
asset price affects the expected inflation rates.
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0180



