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Assessing the Effectiveness of Structural

Monetary Policy in China

Yiping Huang, Yan Shen, Danxu Cheng and Xinyu Chen

Abstract: Structural monetary policy (SMP) — differentiated policy action targeting at specific
economic activity — has become a common practice lately among major central banks, but its
effectiveness has not been adequately evaluated. In this paper, we attempt to provide a
comprehensive analysis of SMP introduced by the People’ s Bank of China (PBoC) and also to
offer a broad framework for thinking about SMP. We first document the brief history and main
components of China’s SMP and estimate the narrow— and broad—measures of SMPs accounting
for 17.9 per cent and 27.9 per cent of base money, respectively, at the end of 2022. We then
discuss two key factors determining successfulness of SMP: whether bank credit flows to the
targeted area and what risk implications are for banks. By applying difference— in— difference
(DID) and panel data analysis (PDA) approaches using a monthly data set of city commercial bank
loans, we evaluate the impacts of targeted RRR cuts in 2019 and 2020 on SME lending. There
was no statistically significant impact, whether in the short—run or in the long—run, and whether
for medium—sized enterprises or for micro and small businesses (MSBs). We conclude that, while
SMPs might be useful temporarily, when facing impaired monetary policy transmission, it is
important to conduct careful analysis of effectiveness and sustainability.

Keywords: Structural Monetary Policy, Targeted Required Reserve Ratio Cuts, SME Lending
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