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Foreign Exchange Assets, Monetary Base Supply
and Endogenous Money : Analysis Based on
the Balance Sheet of the People’s Bank of China
HUANG Wu-jun,CHEN Li-gao

(Institute of International Economicss Nankai University s Tianjin 300071, China)

Abstract: Since 2002, under the pressure of RMB appreciation, foreign
exchange assets have expanded rapidly due to the double surplus of China’s
balance of payments. Foreign exchange investment has been the main chan-
nel for the People’s Bank of China to put monetary base on the market.
Based on the balance sheet of the People’s Bank of China, the paper applies
a quantitative analysis to explore the main source of monetary base and its
dynamic relationship with the changes of monetary base around RMB ex-
change rate reform. The results show that after RMB exchange rate reform,
the incremental change of net foreign exchange assets is the only Granger
cause of the one of monetary base. Domestic credit and bond issue taken as
the means of offsetting the increase of net foreign assets to avoid the exces-
sive augment of monetary base are invalid. The monetary base supply is en-
dogenous, so the People’s Bank of China has not been able to adjust the
money supply through the control over monetary base.

Key words: foreign exchange assets; monetary base; endogenous money
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