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Table 1 Results for Bayes Estimation Model Parameters (Interest Rate Rule)
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Table 2 Results for Bayes Estimation Model Parameters (Quantity Rule)
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Table 3 Variance Decomposition of Main Macroeconomic Variables
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Financial Disintermediation, Effect of Monetary Policy
and Choice of Monetary Policy Rules in China

MA Yiqun
School of Government Audit, Nanjing Audit University, Nanjing 211815, China

Abstract: With the explosive growth of internet finance, financial disintermediation has become a practical issue affecting
China's economy. Because financial disintermediation will change the transmission path of monetary policy, the existing liter-
ature has made an in-depth analysis of this, but there is little discussion on the effectiveness of different monetary policy rules
under financial disintermediation.

Taking the different influence mechanism of financial disintermediation on “quantity rule” and “interest rate rule” as the
breakthrough point, the equations of “quantity rule” and “interest rate rule” including financial disintermediation factor are
derived respectively by using mathematical method. Based on this, a DSGE model considering financial disintermediation is
constructed, and the impact of technological progress, investment in proprietary technology, consumer preference and so on are
added into the model. By using the quarterly data of China from 2003 to 2018, this study comprehensively and systematically
compares the policy effects of different monetary policy rules under the influence of financial disintermediation.

The following results are obtained: Firstly, the monetary policy implemented by the central bank is more concerned about
inflation, and financial disintermediation will weaken the effect of monetary policy. The central bank will adjust the basic
money supply more robustly under the quantity rules, the adjustment of the nominal interest rate will be greater under the in-
terest rate rules; Secondly, the persistence of the effect of monetary policy under the quantity rules is obviously weaker than the
interest rate rule, and the financial disintermediation has a positive effect on the continuity of the two rules, but it is not enough
to change the difference between the two rules. The continuity of government expenditure is more consistent under the two
rules. Thirdly, the effect of monetary policy on output and prices is higher under the interest rate rules than the quantity rules,
and the financial disintermediation makes the weak monetary policy effect weaker under the quantity rules. Fourthly, the long-
term effect of government expenditure shocks under the interest rate rules is obvious, and the short-term effect is obvious un-
der the quantity rules. Financial disintermediation strengthens the shocks of fiscal policy, and has the effect of smoothing fiscal
policy shocks and avoiding excessive economic fluctuations. Technological progress has a strong and sustainable positive im-
pact on output, which is what the policy effect lacks, financial disintermediation magnifies the role of technological progress.
Fifthly, regardless of the type of rules, monetary policy, government spending, technological progress and investment-specific
technology shocks contribute the vast majority of output and price fluctuations. Under the interest rate rule, a small disturbance
of monetary policy shocks on output can make output increase greatly, which is the effect that quantitative rules can't achieve.
Regardless of the rules, the contribution of monetary policy shocks to price fluctuations is more than half, which is the most
important reason for price changes. The central bank acts under the interest rate rules and controls prices more. Financial disin-
termediation has further improved the contribution of monetary policy to economic fluctuations.

Through theoretical and empirical research, this study enriches the research on the impact of financial disintermediation
on monetary policy, breaking through the existing research scope mainly based on monetary policy transmission, which can not
only deepen the understanding of financial disintermediation, but also provide a new perspective for the choice of monetary
policy rules. The above research will provide help for China to choose effective rules in the actual operation of monetary
policy.
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