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The Effects of China’s Targeted Reserve Requirement Policy

on the Macroeconomy
LIU Chang, MA Guangrong (Renmin University of China, 100872)

Summary : The People’s Bank of China (PBC) faces the critical task of flexibly utilizing various monetary
policy tools to efficiently allocate financial resources and create a financial system that effectively supports
the real economy. Among these tools, the PBC frequently employs the Targeted Reserve Requirement
(TRR) policy as a structural monetary measure to manage credit supply and stimulate the economy. The
TRR policy involves lowering the reserve requirement ratio for specific financial institutions or sectors.
According to the PBC, this policy aims to promote loans to the real economy, particularly Small and
Medium-sized Enterprises (SMEs) , by granting Small and Medium-sized Banks (SMBs) lower reserve
requirement ratios than large banks, thereby driving high-quality economic development in China. Despite
its importance, little is known about the operational dynamics and macroeconomic impacts of China’s TRR
system. Therefore, elucidating the macroeconomic effects of China’s TRR policy holds substantial
theoretical and practical significance.

This paper leverages the natural experiment of the 2008 TRR policy for SMBs, using county-level
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panel data from 2005 to 2012 to examine the policy’s impact on regional macroeconomic outcomes. In

2008, the PBC reduced the reserve requirement ratio for SMBs by two percentage points more than for large
banks. This policy change allows us to utilize the initial differences in SMBs’ deposit shares within each
county to formulate a difference-in-differences strategy. Our bank branch-level panel data of all counties in
China from 2006 to 2011 was provided by the China Banking Regulatory Commission. The dataset
classified banks into three major categories based on their applicable reserve requirement ratios: large
banks, which include the five largest state-owned commercial banks and the China Postal Savings Bank;
medium-sized banks comprising the China Agricultural Development Bank, joint-stock commercial banks,
urban commercial banks, and urban credit cooperatives; and small banks which encompass all other types
of banks. We also collected a complete set of county-level time-varying economic outcomes in 2005-2012
from the China Regional Economic Yearbooks, and China City Yearbooks.

The key findings of this paper are threefold. First, at the aggregate level, the 2008 TRR policy
effectively promoted county-level economic growth. Second, from a structural perspective, the TRR
policy’s positive effects on economic growth were predominantly driven by fixed asset investment and
almost exclusively appeared in the secondary industry, with no significant impact on the value-added of the
tertiary industry and residential consumption. Third, the TRR policy effectively facilitated county-level
loans, particularly SME loans. Overall, releasing liquidity to SMBs through the TRR policy can stimulate
economic growth by expanding lending and stabilizing investment but cannot effectively boost residential
consumption. We further examined the heterogeneity of the TRR policy, finding that its crowding-in effect
on credit expansion and economic growth was weaker in regions with higher pre-policy non-performing loan
ratios. This finding suggests a trade-off between preventing financial risks and promoting credit and
economic growth under China’s stringent financial supervision. Policymakers should consider the priorities
of multiple monetary policy objectives, including maintaining macroeconomic stability, promoting
economic structural transformation and upgrading, and mitigating financial risks under different scenarios.

This study enriches and extends the literature on the effects of China’s monetary policy, providing a
valuable reference for the PBC to further explore the potential of monetary policy tools in the future. The
Central Economic Working Conference of 2024 announced the implementation of proactive monetary
policy, which was reminiscent of the monetary policy practices around 2009. Additionally, starting from
December 15, 2021, the institutional design of the TRR policy reverted to a framework primarily based on
the classification of bank types (large, medium, or small) , consistent with the TRR policy practices
implemented in 2008. Future research could advance by investigating how to enhance the coordination
between fiscal policy and monetary policy to more effectively expand domestic demand and promote
consumption.

Keywords: Targeted Reserve Requirement Policy, Small and Medium-Sized Banks, Economic Growth,
Credit Expansion
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