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Analysis of the Lower Bound of China's Policy Rate
WANG Wenhui
(Chinese Academy of Social Sciences Evaluation Studies)

Abstract The lower bound of policy rates serves as a bottom line for central banks in making policy rate decisions.

For major central banks, the 2008 financial crisis resulted in a rapid reduction of the scope for lowering their policy

rates. It was at that point that the negative interest rate policy (NIRP) came into being, breaking the constraint of the

zero lower bound on nominal interest rates and setting the stage for below-zero rates. The cost of holding money can

be artificially increased, and that enables negative policy rates. The "physical lower bound" of China's policy rates

is estimated to be in the range of —2% to —1.5%, constrained by the "economic lower bound". However, the negative

lower bound should only address urgent needs of central banks especially when there is inadequate conventional

policy space. It is generally necessary to maintain a normal monetary policy space, with innovative policy tools and

measures within the conventional policy realm.
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