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Abstract: The function of monetary foreign trade transmission mechanism has been strengthened constantly along with the change of economic
conditions in our country. Through the empirical research on relative variables from January 1998 to February 2005 with unit root test and
Granger causality test, this paper verified the conclusion, and finally indicated that in the slot of samples, narrow money supply M, is the
absolute reason of the shocks of interest rate, and interest rate also can affect the exchange rate efficiently, although exchange rate can not
regulate net export effectively on the stage, its effect must be far more notable with the advance of China’s exchange rate reform. In addition,

net export can act on aggregate output absolutely, but the time lag is relatively longer.
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