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On the Development of Electronic Money, Monetary
Base Supply and the Effectiveness of Monetary Policy

YANG Sheng-gang, LIAO Hong-yuan & LIU Shu-wen
(School of Finance and Statistics, Hunan University, Changsha 410079, China)

Abstract; This paper introduces the electronic money into the analysis framework of the monetary base,
and establishes a VAR model to empirically analyze the correlation between electronic money and the monetary
base in China from 2012 to 2017. This study finds that changes in the electronic currency will eventually cause
the amount of the monetary base to change in the same direction by affecting the cash in circulation and the
commercial bank deposit reserve. This will increase the difficulty for the Central Bank to control the monetary
base, weaken the Central Bank’s ability to control the money supply, and reduce the effectiveness of monetary
policy. Therefore, the Central Bank should quickly change monetary policy from quantitative control to price
control, and strengthen the management of electronic money.

Key words: electronic money; monetary base; the effectiveness of monetary policy; monetary supply
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