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ABSTRACT This paper focuses on comparing the autonomy and effectiveness of China’s monetary policy under
two exchange rate regimes, which were respectively inplemented during period 1996-2005 and 2005-2014. The
autonomy of China’s monetary policy has been strengthened, and more effective to the aggregate output, since the
new exchange rate regime was implemented, employing the method of Vector Error Correction Model (VECM).
The reason is that the spending on real-estate has increased due to monetary policy, affects the cost of property
in the interest rate channel since the new exchange rate regime occured. Apparently, the irrational large ratio of
real-estate to Gross Domestic Product (GDP) is a potential problem to the economy. The China government
should guide citizens to be rational investors on real-estate.
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