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Introduction

Since the 2008 global financial crisis, macroprudential policy has been one of
the main approaches to addressing potential financial risks.

After the GFC, the Chinese government deployed a 4-trillion yuan stimulus
plan.

After China’s economy entered the “new normal” stage, domestic financial
risks accumulated.

I On June 20, 2013, China suffered a serious liquidity problem.
I The stock crash took place in mid-2015.
I On August 11, 2015, the “8/11” foreign exchange rate regime reform triggered

another round of stock crunch.

China introduced the Macro Prudential Assessment (MPA) framework in
2016.
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The Evaluation Methods

Banks: 4 state-owned banks, 3 policy banks, 13 joint-stock banks, 1 postal
saving bank and many urban banks, rural banks and foreign banks

Evaluation outcomes: A (90 or more), B (60 or more but below 90); C (blow
90)

Reward-and-punishment mechanism
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The Evaluation Methods
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Double-pillar Framework

The PBOC’s policy system will eventually be a double-pillar policy framework
combining the monetary policy and the macroprudential policy (Zhou
Xiaochuan 2017).

The first pillar is to keep both economic growth and inflation on a stable
track.

China’s economy continues to face a downward pressure.

Trade-off: economic growth and financial stability.
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Double-pillar Framework

The second pillar of the PBOC’s policy framework is macroprudential policy.

The goal of the macroprudential policy:

I mitigate the pro-cyclical effect of the financial system

I avoid systemic risks, such as those resulting from cross-market contagion
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Research on macroprudential policy tools

Huan Ye (2018) find the reserve requirement ratio, LTV and DTI are the
most effective tools in controlling credit growth.

Lanbiao Liu and Jinfu Dai (2019) find macroprudential tools are helpful for
increasing loans of commercial banks and restraining the down turn.

Pei Wang, Lixia Yu and Xuan Cao (2017) find in the long run, capital
adequacy ratios have the counter-cyclical effect; the counter-cyclical capital
buffers can respond to systemic risk quickly and play a key role in reducing
systemic risk.

Lideng Zhang, Qiming Tang and Yuhang Zhang (2019) find that using
dynamic capital adequacy ratio that targets in housing credit growth can
effectively control the credit risk, especially in the short run.
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Research on macroprudential policy
effectiveness

Lubin Wang, Minmin Zheng and Shuai Huo (2019) find that the MPA during
the contraction of financial cycle can release capital buffers, providing loose
environment for financial institutions; the down turn of the economy, the
overdrafts from last round economic boom, and the simultaneous contraction
of business cycle and financial cycle might result in the failure of
counter-cyclical regulation and affect the achievement of the MPA goals.

Dawei Song (2018) find that macroprudential policy is helpful to decrease
futural inflation risk, thus indirectly stable the interest rate and reduce
welfare losses.

Yong Ma and Chi Yao (2017) find regulatory pressure prompt banks to
accelerate their adjustment of capital buffer, especially in urban commercial
banks and rural commercial banks.
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Research on the coordination of two policies

Jiasheng Su and Xi Wang (2019) find the policy coordination between
monetary and macroprudential departments can significantly decrease the
welfare loss.

Luo and Cheng (2017) find that macroprudential policy could make up for
the deficiency of monetary policy in regulating the real estate market.

Jiang, Li, Zhang, Zhou (2019) conclude the coordination effect and to
provide some inspiration.
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The coordination of China’s monetary policy
and macroprudential policy

Jiang, Li, Zhang, Zhou (2019)

Micro level: use the System Generalized Method of Moments (System GMM)
method

I to analyze the monetary policy and macroprudential policy coordination effect
on the risk-taking of 88 of China’s commercial banks;

Macro level: use the Structural Vector Autoregression (SVAR) method
I to analyze the two policies coordination effect on China’s housing prices and

stock prices.

Southwestern University of Finance and Economics Macroprudential Policy in China 10 / 20



Micro Level: System Generalized Method of
Moments Panel Data Analysis

RARi,t = β0RARi,t−1 + β1MPIt + β2IIRt + γ1Xi,t + γ2Zt + εi,t (1)

RARi,t = β0RARi,t−1 +β1MPIt +β2IIRt +β3MPIt × IIRt +γ1Xi,t +γ2Zt +εi,t (2)
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Control variables description
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Policies impacts on banks risk-taking
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The interaction between two policies
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House price
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The variance decomposition of housing prices

Southwestern University of Finance and Economics Macroprudential Policy in China 16 / 20



Stock Prices
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The variance decomposition of stock prices
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It tells us...

For regulating bank risk-taking, monetary policy and macroprudential policy
should conduct counter-cyclical regulation simultaneously.

For regulating housing prices, tight monetary policy and tight
macroprudential policy should be implemented alternately.

For regulating stock price bubbles, macroprudential policy should be the first
defense-line and monetary policy should be the second one.

Apart from the coordination of the two policies’ direction, the coordination of
the two policies’ intensity is also of great importance.
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Conclusion

China’s MPA system launched by the PBOC is an important policy practice
in the field of macroprudential management.

The PBOC is establishing a double-pillar policy framework to coordinate
monetary policy and financial stability.

Research on macroprudential policy in China is still limited.
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