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The Impact of the Disequilibrium of China’s
Balance of Payments on Its Monetary Policy

Autonomy

Abstract

With the rapid rise of China’s international economic and strategic status,
China’s monetary policy measures, including interest rates and foreign
exchange rates, will not only be merely China’s internal affairs but also further
influence international economic daily operation. This study comprehensively
analyzes the impact of the disequilibrium of China’s balance of payments
between 2002-2007 on its monetary policy autonomy through qualitative
methodology and quantitative methodology. This study analyzes China’s
monetary policy autonomy in three levels: the direct impact of China’s funds
outstanding for foreign exchange on China’s base money supply, the
effectiveness of China’s monetary policy instruments on the sterilization of its
base money, the effectiveness of China’s administrative macroeconomic
adjustment and control for reducing its non-sterilized base money supply on its
macroeconomic and asset markets. This study concludes the continuous
surplus of China’s balance of payments has seriously undermined China’s
monetary policy autonomy in all three levels; in addition, in the foreseeable
future, as long as the Chinese government would not change the current
exchange rate regime and the mechanism of foreign exchange management,
then China’s monetary authorities might be constantly swamped with the
crises of economic disequilibrium and bubble stemmed from its monetary
oversupply.
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