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The Impacts of Bank Capital Requirements on Macro-Economic and

Monetary Policy Transmission in China

Abstract: The authors use the panel data from the first quarter of 2004 to the second quarter of 2008
to analyses the impacts of the capital requirements on the transmission of monetary policy and
macro-economy in our commercial banks. The empirical results show that the bank which has low capital
adequacy ratio can reflect the monetary policy better, that is to say, capital requirements weaken the
transmission of monetary policy to some extent. And the capital requirements will deteriorate the
macro-economy in the short term, but in the long term the bank which has high capital adequacy ratio is
less pro-cyclical than that has low capital adequacy ratio, which shows the capital requirements act as
stabilizer to the macro-economy and are better for the operation of macro-economy. Now under the
financial crisis and economy depression, we should strengthen the capital requirements and
loosen the monetary policy further.

Key words: capital requirements; monetary policy; macro-economy



