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China’s Monetary Policy Rules and the Central Bank’s

Policy Orientation
XUE Liguo, LIN Hui (Nanjing University, 210093)
ZHANG Runchi (Nanjing University of Posts and Telecommunications, 210023)
MA Yongyuan (Nanjing University of Aeronautics and Astronautics, 211106)

Summary: China’s economy has transitioned from a period of rapid growth to one focused on high-quality
development, necessitating monetary policy regulation to align with and support this transition. The
People’s Bank of China has enhanced communication with the public through various channels, including
participating in the State Council’s policy briefings, publishing policy responses on its website, and
granting interviews to both domestic and international media outlets. The objective is to enhance the efficacy
of policy transmission by employing a variety of communication strategies, ultimately bolstering the impact
of monetary policy. As a result, a pertinent question arises: how can one theoretically discern and
comprehend the policy orientation of the central bank? The answer may be found in the precise
identification of the central bank’s monetary policy framework.

The current body of literature shows limited focus on the central bank’s potential policy orientation
embedded within policy rules. Furthermore, the few articles that address this topic have primarily examined
the central bank’s policy orientation through policy response coefficients, rather than integrating factors
such as policy volatility, policy tightness, and policy objectives, to fully explore the central bank’s policy
orientation embedded within policy rules. The primary emphasis of the aforementioned literature is on

assessing the suitability of the Taylor Rule in the context of China, without taking into consideration the
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practical context of China’s transitional period in implementing both price-based and quantity-based policy

rules. Therefore, it becomes challenging to objectively analyze the central bank’s management of policy
instruments across various stages and scenarios.

This study utilizes a time-varying parameter structural vector autoregressive model (TVP-SVAR) and
employs a sign restriction identification scheme to uncover the central bank’s policy orientation embedded
within policy parameters of various policy rules (including price-based and quantity-based rules). This
analysis focuses on policy response coefficients, policy volatility, policy tightness, and policy objectives.
The findings indicate that China’s central bank tends to prioritize quantity-based rules in the short term and
price-based rules in the long term for macroeconomic regulation, with a preference for promoting growth
over stabilizing inflation. The volatility of quantity-based rules surpasses that of price-based rules, and both
exhibit noticeable time-varying characteristics in policy volatility, displaying an overall “inverted U-
shaped” pattern of increase followed by decrease. During the global financial crisis in 2008, the monetary
policy was highly loose, followed by a period of relative stability during the New Normal era, and then
moderate looseness during the COVID-19 pandemic. Prior to the New Normal era, the inflation target and
output gap target of quantity-based rules were more closely aligned with the actual target values. However,
since the onset of the New Normal era, the inflation target and output gap target of price-based rules have
shown a stronger correlation with the actual target values. These conclusions are further supported by the
impulse response analysis. The findings of this study provide valuable insights for various economic agents
to assess the central bank’s policy orientation through an analysis of the dynamic evolution of policy
parameters, and to ultimately enhance the efficacy of monetary policy.

Our research makes several contributions. Firstly, it integrates policy volatility, policy tightness, and
policy objectives to analyze the policy implications inherent in policy parameters, aiding in the precise
identification of the central bank’s policy orientation. Secondly, our study is grounded in the practical
context of China’s monetary policy implementation during a period of transition, taking into account both
price-based and quantity-based policy rules. This approach allows a more objective examination of how the
central bank balances policy tools across various stages and circumstances. Finally, our study thoroughly
evaluates the differing term structures of the long term and the short term, contributing to a more
comprehensive analysis of the central bank’s policy orientation.
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