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Estimating and Comparing China’s Monetary

Policy Rules within a DSGE Model

Abstract: We estimate and compare the quantity rule to the price rule of China’s mo—
netary policy within a DSGE model using the Bayesian approach. We find evidences that
the capacity of different rules in explaining China’s monetary policy is evolving according
to the reform progress in financial market regime. Before 1998 when the People’s Bank of
China abandoned the traditional central-planning system of allocating funding to state—
owned enterprises the quantity rule performs better than the price rule to explain China’s
monetary policy. After 1998 the price rule explains China’s monetary policy more effi—
ciently during the whole sample from 1994 to 2010 and each subsample. However a hy—
brid rule of adding quantity factor in the interest rate rule performs better than both the
quantity rule and interest rate rule.
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