
 

Journal of Computing and Electronic Information Management 
 

ISSN: 2413-1660 

 

10 

 

Research on the Monetary Policy of the People’s Bank of China 

 
Xiangdong Xie 

School of Aeronautics and Astronautics, University of Electronic Science and 

Technology of China, 

Chengdu, 611731, China 

xiangdong.xie@foxmail.com 

 

Abstract: China is now one of the largest economies in the world. The central bank 

is the most important financial institution in a country. The monetary policy it carries 

out has a crucial impact on the country's overall economic stability. This paper mainly 

studies the monetary policy tools of the central bank of China, discussing the monetary 

policy of the central bank of China in 2018. It also analyzes its operation and 

transmission mechanism, so as to analyze the thoughts behind China's national 

economic operation. 
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1. Introduction 

Since China became the second largest economy in the world in 2010 [1], there is no 

denying that China's economy has increasingly influenced the world economy. The 

stability of China's economy is of great significance to the stability of the world 

economy. China is a huge country with a very large population and a very wide 

geographical area. Therefore, it is very complicated to maintain the stability and steady 

development of China's economy. As the most important financial institution in a 

country, the central bank has a vital influence on all aspects of the national economy 

[2,3,4]. The monetary policy implemented by the central bank has a great impact on 

the market interest rate and inflation. The People's Bank of China (PBC) is the central 

bank of China and plays a very important role in the operation of China's economy. 

Studying its monetary policy can get the thoughts and development trend of China's 

macroeconomic operation. This paper mainly studies the monetary policy instruments 

of the People's Bank of China (PBC) and its monetary policy implemented in 2018.  

The rest of the article are organized as follows: the second part introduces some major 

monetary policy tools of PBC, the third part mainly Outlines the general principles of 



Volume 6 Issue 6 2019 

   11 

PBC monetary policy, and the fourth part analyzes several important monetary policy 

operations of PBC in 2018. 

 

2. The PBC's Main Monetary Policy Tools 

In order to give full play to the role of monetary policy, the PBC has set up eight major 

monetary policy tools [5]. They are Open Market Operations, Deposit Reserve, Central 

Bank Loan, Interest Rate Policy, Standing Lending Facility, Medium-term Lending 

Facility, Pledged Supplementary Lending, and Targeted Medium-term Lending Facility. 

Among them, the Open Market Operations is the main policy tool for the central bank 

to control the basic monetary quantity and regulate the market liquidity. Open Market 

Operations include RMB and foreign exchange operations. It can also be divided into 

bond transactions, repo transactions, cash transactions and issuance of central bank 

bills. In recent years the PBC has also set up short-term liquidity accommodation 

facilities to enrich its open market operations. 

Deposit Reserve is the amount of money required for financial institutions to guarantee 

customer withdrawals and clearing. Deposit Reserve ratio is the ratio of reserve 

requirements to total deposits. 

Central Bank Loan refers to the direct lending by the central bank to financial 

institutions so as to directly control the base currency. 

Interest Rate Policy refers to the measures taken by the central bank to regulate 

market interest rates through interest rate tools. In recent years, with the continuous 

promotion of interest rate liberalization by the Chinese government, the regulation of 

interest rate policy has gradually shifted from direct regulation to indirect regulation. 

Standing Lending Facility is initiated by financial institutions to apply to the central 

bank to meet their large liquidity requirements with a long maturity. 

 

3. Overview of The PBC's Monetary Policy 

In the first and second quarters of 2018, China's national economy grew steadily, with 

quarterly GDP growth of 6.8% year-on-year. In the third quarter, due to various factors, 

while maintaining steady growth on the whole, downward pressure on the economy 

increased. GDP grew 6.5% in the third quarter from a year earlier. In the fourth quarter, 

uncertainties in the global economic environment increased, and China's domestic 

small and private enterprises faced serious difficulties in financing, putting downward 

pressure on the economy. 

In 2018, the PBC mainly implemented a "prudent and neutral" monetary policy to 

properly control liquidity and smooth out liquidity cycle fluctuations. Since the third 

quarter, the monetary policy implemented by PBC has gradually shifted from "prudent 

neutral" to "prudent", increasing support for the real economy, especially small 
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businesses and private enterprises, and eased restrictions on liquidity and interest 

rates. PBC focused on unclogging the transmission channels of monetary policy, 

promoting supply-side structural reform and sticking to the basic principle: seek 

improvement in stability. 

The general idea of PBC's monetary policy in 2018 can be summarized as follows: take 

"seek improvement in stability" as the main principle, implement "prudent and neutral" 

monetary policy in the early stage, and then gradually transition to "prudent", 

moderately loose and counter-cyclical adjustment, and take serving the real economy, 

preventing financial risks and deepening financial reform as the main tasks. PBC takes 

supply-side structural reform as the main line, and forms a supporting framework by 

adopting prudent monetary policy, enhancing the vitality of small and micro entities 

and giving full play to the function of capital market to promote the sound operation 

of national economy. 

Specific contents include:1) moderately loose monetary policy, counter-cyclical 

adjustment, ensure adequate liquidity, market interest rates are stable. 2) promoting 

structural optimization and serving the real economy. 3) further liberalizing interest 

rates and reforming the RMB exchange rate regime. 4)improving financial market 

system. 5) deepening the reform of financial institutions, open wider to the outside 

world and increase competition. 6) preventing and defusing major financial risks. 

 

4. Major Monetary Policy Actions by The PBC 

This section analyzes the significance of some major monetary policy operations 

implemented by the PBC in 2018 and studies their transmission mechanism. 

In the first quarter of 2018, nationwide commercial banks began to use CRA with a 

period of 30 days. CRA means that under certain conditions, commercial Banks can 

independently use some reserve requirements. The CRA is mainly used to cope with 

the increase of temporary liquidity demand during the Chinese Spring Festival. 

Through CRA, commercial Banks can cope with the liquidity gap caused by regular 

seasonal fluctuations such as Spring Festival. The central bank releases funds through 

the CRA to commercial Banks, which use the funds to meet the shortfall. After the 

temporary fluctuations end, the central bank can recover the funds through the 

maturity of CRA, and restore the normal amount of deposit reserve to stabilize the 

short-term fluctuations and maintain the neutral currency. 

In addition, the central bank also launched Standing Lending Facility(SLF) and 

Medium-term Lending Facility(MLF). SLF is issued in the form of collateral, which is 

one of the regular liquidity supply channels of the central bank. SLF is used to meet 

the long-term large liquidity needs of financial institutions. By releasing liquidity to 

financial institutions, the PBC controls the supply of the loanable market, thus 
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contributing to the stability of long-term market interest rates. The PBC has launched 

MLFS every month to release liquidity and mitigate volatility. In the first quarter, the 

total amount of MLF reached 1223.5 billion yuan. 

Several targeted reserve requirement ratio cuts. In January, April, July and October 

2018, the PBC adopted targeted reserve requirement ratio cuts measures. Because 

the reserve requirement ratio directly affects the money multiplier, it has a great 

impact on the total amount of money in the whole market. In the past, it was seen as 

a strategic weapon that could not be used lightly. A full TRRC would directly change 

the total amount of money in the market, which is seen as a symbol of overall 

monetary policy easing, contrary to the principle of "moderation and neutrality" 

implemented by the PBC. But targeted reserve requirement ratio cuts is a better way 

to solve the problem. Targeted reserve requirement ratio cuts is more precise. It can 

effectively guide financial institutions to increase support for private enterprises and 

small and micro enterprises. This is also one of the effective measures to solve 

financing difficulties. In 2018, the PBC released funds worth 2.36 trillion yuan per 

month through four targeted reserve requirement ratio cuts in January, April, July and 

October. 

Increase the amount of refinancing and rediscount. In October 2018, the PBC 

triggered a notice on refinancing and rediscounting. The quota was increased by 150 

billion yuan, on top of the 150 billion yuan increase in June. This measure directly 

affects the amount of base money through the monetary instrument of central bank 

loan, and then greatly increases the amount of money available for lending by financial 

institutions through the role of money multiplier. It also directs financial institutions to 

lend to private enterprises, small and micro businesses. 

 

5. Conclusion 

This paper focuses on the monetary policy of the people's bank of China, the central 

bank of China, one of the largest economies in the world. The main monetary policy 

tools of PBC are discussed. It also analyzes the general idea of PBC monetary policy: 

" prudent and neutral". The paper then analyzes several major monetary policy 

operations of the PBC in 2018, and discusses their influence and significance. This 

paper discusses the thoughts and implementation of the monetary policy of the central 

bank of China. It provides some significance for economic and monetary research. 
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