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Open Market Operation, Money Market Interest Rate
and Interest Rate Corridor
Xiao Weiguo (Wuhan University)

Lan Xiaomei (Hubei University of Ecomoics)

Abstract In recent years, China’s open market operation mode has undergone significant changes, and
its dynamic relationship with money market interest rate needs to be analyzed from a new perspective. In
this paper, we use Markoff Regime Transformation Vector Auto Regression model to study the dynamic time-
varying relationship between open market operation and monetary market price fluctuation in China. The results
show that the liquidity effect of open market operation is greater than the guidance to the money market interest
rate in Regime 1(2013-2014) under the China’s rapid economic growth with the obvious characteristics of
quantitative monetary regulation. The effect of open market reverse repo interest rate on the R0O07 is very little
and money market interest rate fluctuates greatly. In regime 2 (2015-2017), China’s economic development has
entered a new normal state and the growth rate of M2 has declined, so open market operation normalization
mechanism and the expansion of its tool types greatly improve the central bank’s ability to regulate the money
market interest rate. DR007 follows the open market reverse repo interest rate, and the transmission efficiency
of policy interest rate is enhanced. In addition, with the diversification of open market operation reverse repo
and the convenience tools (SLF, MLF and so on), the interest rate corridor has been preliminarily formed under
the new mode of the liquidity management and interest rate regulation combined with short and medium term
liquidity supply and price regulation.

Key words open market operation; money market interest rate; interest rate corridor; monetary policy;
Central Bank
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