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Establishing a New Monetary Policy Framework
with Interest Rate as the Intermediary Target
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(1. National Institution for Finance & Development, Beijing 100006 ,China;
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Abstract: Since the mid-90s of the 20th century, China had established a monetary policy
framework with money supply as the intermediary target. In 2018, the government stopped an-
nouncing M2 targets, which means that China has de facto abandoned the quantitative policy
framework centered on the money supply. The establishment of a monetary policy framework
with interest rates as the intermediary target has become the consensus of the academic communi-
ty and policy makers. Although the PBOC has trying to set up a market-based interest rate con-
trol mechanism, it is not an interest-centered monetary policy framework. To establish a new mo-
netary policy framework, firstly, China needs to clearly choose the benchmark interest rate as the
intermediary target of monetary policy, the overnight repo rate should be the right choice, and at
the same time, it is necessary to improve the interest rate corridor mechanism by narrowing the
corridor and making it more flexible. Secondly, on the basis of the normalization of the required
reserve ratio, a combination of central bank loans and an open market based on the purchase and
sale of government bonds will be established. To this end, it is necessary to give full play to the
function of managing the liquidity of the first-level market for central bank’s lending or redis-
counting, expand the scale of treasury bills and bonds issuance, enrich the varieties of govern-
ment bonds, improve open market operation, promote the smoothing of interest rates, and guide
the term structure of interest rates.

Key words: monetary policy framework; intermediary target; combination of policy instru-

ments



