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The influence of financial innovation on monetary policy transmission

YUE Yrding, ZHAO Zherr hua

(School of Business, Central South University, Changsha 410083, China)

Abstract: Monetary policy puts into effect through its transmission mechanism. Financial innovation however, greatly

cripples the theory basis of monetary policy transmission. More and more factors should be considered and transmission

channels become perplexing. This paper firstly lays out an analytical framework of monetary policy transmission mecha-

nism —three kinds of main transmission channels. Then, it probes into how four forms of financial innovation influence

the elements of the above framework. Based on the analysis, it points out that financial innovation changes the compara-

tive importance of each transmission channel. Monetary policy effect is strengthened and weakened simultaneously, in

other words, financial innovation makes imbalanced influence to monetary policy transmission.

Key words: monetary policy transmission; financial deregulation; asset securitization; derivative instrument; risk man-

agement
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