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The Structural Effect of the Directional RRR Cut Policy .
A Theoretical Analysis Based on Two-sector

Heterogeneous Commercial Bank Oligopoly Model
FENG Ming ( National Academy of Economic Strategy, CASS, 100028 )

WU Ge (Huarong Securities, 100045)
Abstract; While reserve requirement ratio ( RRR) was traditionally considered as a general monetary policy
instrument , its structural effect has been attracting increasing attention of the People’s Bank of China since 2014.
In this paper, we build a heterogeneous commercial bank oligopoly model in a two-sector economy to characterize
the micro mechanism of the Directional RRR Cut policy. We find that the structural effect of RRR cut depends on
the relative interest rate elasticity of loan demand of the “targeted sector” and the “non-targeted sector” , as well
as the relative marginal management cost of loans to the two sectors. In the case that the interest rate elasticity of
the targeted sector loan demand is less than that of the non-targeted sector, the directional RRR cut policy can
slightly curb the lending rate spread between the two sectors; in the opposite case, the directional RRR cut policy
might lead to the lending rate spread. A small portion of the released loanable fund flows to the targeted sector
while most of it still flows to the non-targeted sector. The major factor that determines the lending rate of the
targeted sector is higher than that of the non-targeted sector is the bank’s different loan management cost related to
the two sectors. The fundamental solutions to decrease financing cost of the small and micro businesses lie in the
establishment and improvement of a credit system, the advancement of Internet and big data technology, and the
strengthening of the soft budget constraint faced by state-owned enterprises.
Keywords: Directional Reserve Requirement Ratio Cut, Interest Rate Elasticity, Targeted Monetary Policy
JEL. E43, E52, E58
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