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China has seen significant economic development over the past decades, and is now one of the 
leading economies in the world, despite being a communist country with socialist market  
economy. In this paper, Lena Du closely examines the Central Bank of China – People’s Bank of 
China (PBOC), to explore the status of its political and operational independence. The analysis 
inspects China’s banking reform to make sense of PBOC’s development history and political ar-
rangement, then deep-dive into the operational aspects of the central bank through examining 
its monetary measures and a case study of China’s 2016 capital control. This paper will help the 
reader understand the development of China’s banking sector and its political    context, as well 
as the implications on China’s macro economy.  
 
 
Key takeaways: 

• Since PBOC is part of the state apparatus, it therefore implements policies according to 
CCP’s interests and plans 

• The operational independence of PBOC remains partial and temporary; it has not achieved 
the full independence from the government. 

• The semi-independent status of PBOC can be viewed as a result of a sociological process, 
and is a rational  adaptation of China’s specific society and history. 
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Analysis of Central Bank       
Independence (CBI) in China 
 
By Lena Du, University of Copenhagen. 
 
Introduction 
Throughout the history of central banks, their 
working objectives and the level of autonomy 
have always been the centre of discussion. 
Central banks were initially created as private 
agencies, which later on developed into   na-
tional banks as sources of financial support 
during war times, the so-called ‘lender of last 
resort’. In the absence of war, central banks’ 
core function shifts between its monetary pol-
icy in search of price stability, and financial 
stability in the domestic market. Through sev-
eral epochs of central bank development, it 
was in the 1970s-1980s that central banks nar-
rowed down the functional areas into mone-
tary and financial stability, under the 
background of the collapse of the Bretton 
Wood System and the rise of monetarism.  
 
The 2008 financial crisis also helped shape up 
the main objectives and functional roles of 
modern central banks, as its destructive   con-
sequences triggered central banks’      behav-
iour of using their balance sheets to provide 
liquidity. This behaviour is also known as 
Quantitative Easing, and serves as a funda-
mental role in financial stability. Thus, even 
though central banks’ specific responsibilities 
vary greatly, based on the political and eco-
nomic situation in different countries, there 
are in general 3 main functions: to maintain 
price stability; to maintain financial stability; 
and to support the state’s financing needs in 
times of crisis, while constraining misuse of 
the state’s financial powers. 

Different from the classic neoliberal political 
systems, China stands out as a communist 
country with outstanding economic           out-
comes. Unsurprisingly, its central bank also 
has unique characteristics in its design and 
practices. Through the banking reform in 
China, the central bank has transformed from 
a state-commercial hybrid bank into a    mod-
ern, operationally semi-independent one. 
Similar to those in western economies, it   cur-
rently provides monetary and financial sup-
port for China’s rapid economic development, 
and also regulates the domestic  banking sec-
tor. This paper sets out to explore the degree 
of independence of China’s central bank – 
People’s Bank of China (PBOC) both politically 
and operationally, and it attempts to trace the 
sources of such status.  
 
Background 
Central Bank Independence (CBI) is deemed 
important and necessary in the neoliberal 
economic system. The notion was initially de-
veloped in the 1980-90s and expanded inter-
nationally to at least 38 countries with ‘legal’ 
CBI in 1989-1999. It was also during that time 
the relationship between governments and 
central banks was studied in greater detail, re-
quiring ‘instrument independence’ or opera-
tional autonomy as a reaction to many years 
of political influence and inflation. 
 
The origin of such thinking comes from theo-
rists who argued that CBI’s necessity results 
from its ability to solve the problem of infla-
tion, which is caused by political involvement 
in monetary policy-making. Political involve-
ment in the decision-making of monetary pol-
icy would impact macro-economy negatively, 
mainly through electoral effect and partisan 
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dynamics. The electoral effect     entails the 
‘efficiency logic’, claiming that the elected pol-
iticians are not intended to make long-term 
effective policies, they instead  focus mostly 
on the short-term technical fix to stimulate 
the economy. As the politicians’ goal is to win 
votes, they therefore prefer short-term eco-
nomic stimulus, which may lead to inflation or 
destabilize the economy in the long run. 
 
While the partisan dynamic revealed the  con-
flict of interest and power struggle      between 
political parties, indicating that   different par-
ties focus on different aspects of economy, 
such as GDP growth or unemployment rate. 
This different economic priority without con-
sistency would also undermine economic sta-
bility in the long term.       Therefore, the 
epistemic consensus among central bank 
scholars called for a politically and operation-
ally independent central bank, to achieve 
maximum financial and economic stability, 
and to avoid the involvement of political inter-
ests and incentives. Its neutrality serves as the 
ground basis for it to perform its full tasks, and 
it should be purely for the good of national 
economy. 
 
Furthermore, another major part of central 
banks’ functions is to stimulate economy dur-
ing difficult times, through adjusting    interest 
rates and manage foreign reserves to main-
tain the strength of national currency – a 
method often known as Quantitative Easing 
(QE). One typical activity of QE is to increase 
liquidity through debt-instrument assets, thus 
adjusting the depreciation or appreciation 
level. After the 2008 financial crisis, many 
Western countries with neoliberal   economic 
systems welcomed QE as well as other 

methods, such as increasing spending and def-
icits and decreasing tax. This       ‘counter-cy-
clical tool kit’ developed by      central banks 
was a tool to fight recession, which also 
helped shape central banks’ role in modern 
times: indirectly control the supply of money 
through interest rate adjustment and debt-in-
strument. 
 
Since the function of central banks increased 
its complexity and technicality over time, 
many pro-independence scholars believed it 
necessary to provide ‘more optimal, politically 
neutral’ policy solutions due to the need for 
economic expertise, but not in the context of 
political intervention. From this point of view, 
central banks should act as a state organisa-
tion that provides technical, apolitical solu-
tions to inflation problems.  
 
There is also a sociological way of understand-
ing the wide adaption of CBI. The     rationality 
behind organisational designs is driven by the 
specific social environment they exist in. Thus, 
organisations directly  reflect and affect the 
wider cultural or      symbolic patterns, and in 
turn embody and shape the broader so-
cial/cultural dynamics.  
 
In today’s globalised world, an independent 
central bank can also help government     at-
tract foreign capital and investment, as it in-
creases transparency that reflects a better 
macro-economic performance. Another   im-
portant aspect of a globalised world is     the 
organisational mimicry through peer-compe-
tition and pressure from international organi-
sations. International organisations, such as 
IMF and EU, have the coercive power to push 
countries to set up an independent central 
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bank in order to meet the membership stand-
ards.  
 
To sum up, since central banks do not exist in 
a vacuum, the surrounding political, social and 
cultural dynamics play an important role in 
the organisational design. The CBI is then a ra-
tional adaption to a specific cultural and social 
environment, which consists of certain social 
constructions and material circumstances, as 
well as coercive and normative pressure from 
epistemic communities. 
 
In order to analyse the status of China’s    cen-
tral bank, this paper will base its analysis on 
the theoretically based background above, 
and ask the following questions： 
 
Is China’s central bank independent? Is its in-
dependence or dependence status a result of 
apolitical technical fix, or sociological pro-
cess? 
 
The analysis points to two main CBI-criteria:  
1) Political independence, indicating an    iso-
lated political and legal status from the na-
tional decision-making entity, which in this 
case is the Chinese Communist Party (CCP). 
2) Operational independence, entailing an au-
tonomous decision-making power in     pursuit 
of financial and monetary stability.  
 
To understand its political and operational 
status, the following part will analyse the de-
velopment history of PBOC by looking at 
China’s domestic banking reform and its  driv-
ing forces, both domestically and internation-
ally. The third part will concentrate on the 
operational aspects by analysing its    current 

daily functions, namely controlling the RMB’s 
stability and managing foreign         reserves. 
Apart from the empirical analysis, this part will 
also employ the case study of China’s recent 
capital control policy, to     further explore the 
dynamics between the   government and the 
central bank. 
 
Development history of China’s central bank 
The Banking Reform in China 
Established as a communist country in 1949, 
China employed a central-planning economic 
system. Economic activities were planned and 
carried out directly by the government, and 
the allocation of physical resources was also 
undertaken by various units according to the 
central planner. The banking system   during 
that time merely provided accounting support 
and resource allocation. However, since 
China’s economic opening up in 1978, China 
started its integration into the global financial 
market, which necessitated a reform in the 
banking system in order to increase its       le-
gitimacy and to attract foreign investments. 
Since then, China’s banking system has     un-
dergone substantial change, transforming 
from a communist, institutional set-up to a 
modern, market-oriented economy. 
 
In the initial stage, The People’s Bank of   China 
was set up as a both central bank and com-
mercial bank, which simply follows the in-
structions from the State Council (China’s 
national decision-making entity), as well as 
managing household deposits. However,   dur-
ing the first phase of China’s banking   reform 
(1978-1992), there was no clear    direction for 
the reform, apart from a few general princi-
ples of shaping the banking operations to be-
come more market-oriented. At that time, 
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PBOC did not witness any     fundamental 
change in its main responsibilities, apart from 
the creation of two spin-off entities: the Agri-
cultural Bank of China and the Bank of China. 
The two entities were  created to take on 
PBOC’s business in       resource allocation and 
foreign exchange. In 1983, the State Council 
transferred the     remaining commercial bank-
ing business to the China Construction Bank 
and the         Industrial and Commercial Bank. 
It was not until then that PBOC was consti-
tuted as the official central bank of China. 
 
Since 1992, PBOC has experienced a large in-
crease in its functional independence as a cen-
tral bank, mainly based on the technical 
support they provided for stabilising the RMB. 
Apart from that, the 1995 Act gave PBOC the 
right to supervise and regulate China’s whole 
banking system, as well as adjusting interest 
and exchange rates (with the approval from 
the State Council) to maintain financial stabil-
ity. The Memorandum of the Chinese Com-
munist Party Committee of 14th of    
November 1993 pointed out that: “as central 
bank, People’s Bank of China shall conduct 
monetary policy independently” and “the 
People’s Bank of China shall be under the 
leadership of the State Council”.i Thus, PBOC 
only has the decision-power of general    mon-
etary policies, for annual money supply, inter-
est rates, exchange rates etc., while the 
ultimate decision-making power lies on the 
shoulder of the State Council. 
 
This is also the current political status of PBOC: 
by law, it is part of the state apparatus, and 
enjoys partial independence in operations, 
but it is still held accountable by the central 
government. This rather limited behaviour of 

the central bank has inherited the strong cen-
tralisation tradition of Chinese politics and 
culture, where the government dominates 
both the social and economic life, particularly 
concerning finance control. Although this set-
ting is highly different from Federal Reserves’ 
independence in the U.S., based on China’s 
highly centralised political system, PBOC en-
joys relatively great freedom for China’s 
standard, which is deemed to be suitable for 
China. Although the independence is limited, 
the former governor of PBOC, Zhou Xiaochuan, 
agrees that this setting  benefits China’s ef-
forts to remake the    economy, betters the co-
ordination and pushes forward economic 
policies. This is also commonly seen in other 
developing countries such as India and Brazil, 
whose   central banks lack the formal inde-
pendence but still play powerful roles in their 
nation’s economy. 
 
China’s international economic activities 
Another driving force behind China’s banking 
reform lies within its goal to attract Foreign Di-
rect Investment (FDI). The establishment of   
China’s semi-independent central bank can 
also be attributed to the need for facilitating 
its economic reforms in order to attract    for-
eign investment. Before 1978, China’s eco-
nomic growth mainly relied on state owned 
enterprises (SOEs) and centrally planned do-
mestic production. With increasing pressure 
from the globalised financial system, China’s 
then-leader Deng Xiaoping realised the im-
portance of an independent central bank for 
capital attraction. Thus, the banking reform 
went hand-in-hand with the SOE reform, 
which made Chinese economy more market-
oriented. 
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Having an independent central bank indicates 
a domestic institutional commitment that 
serves as a signal to policy stability, as well as 
legitimate macroeconomic governance. CBI 
reforms increase transparency, which       sug-
gests a better macro-economic performance. 
At the same time, CBI also affects some key 
outcomes that are important to foreign inves-
tors, such as domestic inflation and fiscal def-
icit, as they are closely linked to the 
predictability of capital returns, and    export 
competitiveness.  
 
China is one of the world’s leading economies 
with a significant export volume, and its mar-
ket and currency competitiveness is  
highly valued by the government and central 
bank. The PBOC therefore frequently engages 
in the strategic management of its foreign re-
serves to keep the RMB value at a lower level, 
in order to maintain its export volume. 
 
Apart from FDI, another international driving 
force behind China’s CBI reform is the peer 
pressure from international organisations. 
Since China gradually started opening up its 
economy in 1978, the country has tried        to 
pursue membership in international          or-
ganisations, such as the World Trade     Organ-
isation (WTO), International Monetary Fund 
(IMF) and the World Bank. When      engaging 
in international agreements like these, China, 
as a developing country with planned econ-
omy, has had to undertake   multiple domestic 
reforms in its financial and banking sectors in 
order to meet the         requirements. In 2001, 
after a lengthy  
negotiation, China successfully gained acces-
sion to WTO, which marked China’s official       
integration in the globalized economy, with 

open competition and FDI. Counties are, to a 
certain degree, forced to adopt coercive mar-
ket and banking rules in exchange for mem-
bership; as well as the normative      pressure 
from other member countries on the con-
formity of organisation form. This “institu-
tional isomorphism” also partially contributes 
to China’s CBI. IMF’s Financial System Stability 
Assessment on China is    another example 
that highlights the need for China’s State 
Council to empower PBOC with independent 
decision-making power. This further indicates 
the coercive and normative process of the “in-
stitutional isomorphism”      contributing to CBI 
in China. 
 
In conclusion, although in legal terms, China’s 
central bank is a state apparatus under the 
State Council, the underlying policy direction 
of increasing its political independence exists 
in both the domestic and international      set-
ting. This, to some extent, has led to its in-
creased operational independence for   
domestic standards, which will be analysed in 
details in the following part. 
 
Operational independence of PBOC  
& capital control 
Operational independence of PBOC 
The above analysis explained the develop-
ment history of PBOC and the underlying driv-
ing forces of its political dependence or 
subordinating status. This part will look into 
the operational aspects of PBOC to further in-
vestigate its independence. As mentioned 
above, the operational independence of PBOC 
increased significantly during the 1990s, when 
the Chinese government acknowledged the 
“problem-solving” ability of PBOC in its exper-
tise, institutional capacity, and the   



 

 7 

consistently outstanding record of macro-eco-
nomic performance. This has helped PBOC 
gain legitimacy with the Chinese      decision-
making hierarchy, and by shaping policy op-
tions and providing advices, it has also helped 
PBOC establish itself as an      important player 
within the macroeconomic policy-making cir-
cles. In addition, China’s integration into the 
world economy further opened up its financial 
market, requiring greater decision-making 
power from its    central bank.   
 
In terms of its operations, the current    “Peo-
ple’s Republic of China’s Banking Law” clearly 
states the functional areas of PBOC: to make 
and implement monetary policy,    maintain fi-
nancial stability, and provide    financial ser-
vices for macro economy, under the State 
Council’s leadership. To be more specific, sim-
ilar to many western countries, PBOC’s main 
task is to engage in maintaining the stable rate 
of the RMB in order to sustain   the stability of 
the macro economy; the           differences lie 
within the policy measures taken by PBOC. 
 
Its monetary policy allows China’s central 
bank to intervene heavily in the foreign    ex-
change market, accumulating a substantial 
amount of foreign reserve assets, while in 
many advanced economies; central banks 
usually purchase domestic assets to ease the 
monetary conditions. This is PBOC’s main tool 
to control the stable rate of its currency. Un-
der this model, the RMB can be pegged at a 
desirable level, benefiting the large export 
volume of China. At the same time, the     ap-
preciation pressure on the RMB was gener-
ated from the trade and capital flows, 
associated with the large balance of payment 
surpluses. 

 
Consequently, PBOC turns to purchase US dol-
lar reserves to keep the RMB from apprecia-
tion. The overall surpluses in the balance of 
payments is said to require PBOC to “inter-
vene almost daily and buy excess foreign cur-
rency” in order to hold down the value of the 
RMB. This artificially low value also imposes 
potential problems in its monetary policy. For 
years, China has faced difficulty in raising in-
terest rates, since doing so might put addi-
tional pressure on exchange rates, which was 
already high due to China’s huge amount of 
surpluses, resulting from capital inflow. 
 
In addition, in order to avoid inflationary pres-
sure on domestic economy, the central bank 
issues the equal amounts of sterilization 
bonds or bills to domestic banks and other fi-
nancial institutions, in order to absorb    excess 
liquidity and to prevent PBOC’s assets from 
expanding domestically.  In other words, 
China’s central bank buys huge amounts of 
foreign reserves, and then sterilizes its own 
currency by immobilising the equivalent 
amount in RMB inside the financial system, so 
as to prevent liquidity explosion in the Chinese 
economy.  
 
As shown in the chart below (Fig. 1), China’s 
foreign exchange reserves amounted to   
nearly 4 trillion dollars in 2014, making it the 
largest USD foreign reserves holder in the 
world. 
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However, since China holds such a considera-
ble amount of USD-dominated foreign    re-
serves whilst sterilising the equivalent amount 
of RMB, PBOC is subjected to the risk of mas-
sive capital loss in the case of dollar deprecia-
tion. As former governor Zhou has pointed out, 
the amount of China’s reserves was really “too 
much” and “too costly to the nation”.ii 
 
Based on the analysis above, it can be      con-
cluded that PBOC’s monetary policy was made 
and implemented in accordance with the 
overall macro-economic goal set by the State 
Council, explicitly to keep the RMB at a disable 
level in order to ensure the export volume. 
This might be very effective on the surface 
when China’s economic development remains 
stable, but it may also bring the   potential risk 
of destabilising the financial market and inter-
national economic             performance. Since 
PBOC enjoys the independent power of set-
ting specific monetary policies, it could be re-
garded as a “technical fix” for the Chinese 
economy and is granted semi-operational in-
dependence.  
 

Nevertheless, the scope of independence only 
remains on the number-based targets and 
specific technical adjustments. The    ultimate 
decision-making power of economic targets 
still falls into to the hand of Chinese govern-
ment. As mentioned above, the      degree of 
independence of PBOC’s operation mostly de-
pends on its “problem-solving”   performance, 
if the current monetary policy causes dramatic 
economic down drum, it is likely that PBOC 
will lose its current level of freedom. 
 
Case study: China’s capital control 
Since nations at all developing stages are 
closely connected through trade in goods and 
services, the flow of funds and investment 
seems particularly important to a country’s 
macro economy. Controlling the direction of 
capital flows is commonly used by nearly all 
nations, except in the most advanced     econ-
omies. This is certainly true in the case of 
China, where restrictions on capital move-
ment across borders remain significant. 
 
The Chinese government has since November 
2016 announced a series of direct and      
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administrative measures to tighten control of 
capital outflow. Major policies include closer 
scrutiny of outbound investments, large over-
seas money transactions, and individual for-
eign exchange purchases. The policy was 
triggered when the RMB hit an approximately    
2-year peak on exchange rate to US dollars in 
late 2016. The authorities then sought to con-
trol capital outflow in order to reduce the vol-
atility of flows and shape the composition of 
the flows towards FDI. Particularly in     rela-
tion to China’s export-led economic growth, 
the ultimate goal of capital control is stabilis-
ing the exchange rate of the RMB. 
 
The role of the central bank is rather interest-
ing in this case, as it entails the inter-con-
nected dynamics between the State Council 
and the central bank. Shortly after the state 
authorities announced the capital control pol-
icy, PBOC introduced new banking regulations 
to facilitate the policy, and      demanded banks 
to match their outflows with equal amount of 
inflows. In terms of the monetary policy, PBOC 
uses a combination of market and regulatory 
tools, like when PBOC requested banks to set 
aside 20% deposits on forward sales of foreign 
exchange. Additionally, it also pegged the 
RMB’s daily reference rate at a fixed level, al-
lowing 2% wiggle room. 
 
It is worth noticing that the main functions of 
PBOC in the case of capital control are setting 
banking regulations, and managing foreign ex-
change reserves, which are target-based tech-
nical adjustments, and in line with state policy. 
As a subordinating state agency, PBOC took 
measures to follow the government’s policy 
direction, which will ultimately alter China’s 
macro economy towards the authority’s 

desired direction. It can be concluded that 
China’s central bank has operational inde-
pendence on the target-based “technical fix” 
in its daily functions. In special times, it works 
closely with the state government and acts ac-
cording to state the council’s macro-policy, 
which solely answers to China’s ruling party – 
China’s Communist Party (CCP). 
 
This setup is highly different from that of ma-
jor central banks in advanced economies, such 
as the European Central Bank, and       the U.S 
Federal Reserves, that have a clear separation, 
both politically and operationally, from the 
governing authority to ensure    neutrality. 
China’s model can be seen as a result of the 
specific sociological process and environment 
in China, explicitly China’s   banking reform 
and political system. 
 
Globalised world economy triggered the  do-
mestic banking reform in China, which trans-
formed the domestic economy from centrally-
planned to a modern market one, and further 
generated reforms in the        financial market 
and the functions of the   central bank. Inter-
nationally, the additional peer pressure from 
engaging in international organisations also 
pushed towards the      increasing operational 
independence of PBOC. While it politically 
subordinates the State Council, its daily oper-
ations, such         as setting up monetary policy 
to ensure    financial and price stability and 
manage    foreign exchange reserves, appear 
to be    independent, and thus resembling cen-
tral banks in advanced economies. However, 
the distinction shows itself when China’s gov-
erning body introduces specific central poli-
cies. PBOC still has to lose some part of its      
freedom in order to fulfil the ruling party’s 
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political interest. Therefore, China’s central 
bank has increased its decision-making   
power, but it has never gained full             inde-
pendence, which is mainly due to China’s sin-
gle-party political system and centralised 
social and political culture.  
 
Conclusion 
This paper set out to investigate the degree of 
China’s central bank’s independence and the 
source of its status: whether it is a technical 
fix, or a sociological process. Since central 
bank independence is highly valued in the 
neo-liberal economic system, it is believed 
that CBI is the key to avoiding political  
manipulation resulting from electoral effects 
and partisan dynamics. However, functional-
ists ask for independent central banks to en-
sure the technicality and expertise in its 
monetary policy design. These two claims are 
not deemed to be suitable for the Chinese       
situation. China has a single-party political sys-
tem without a public voting mechanism; 
hence electoral effects and partisan struggles 
do not exist in the domestic decision-making 
circles. Since PBOC is part of the state 
apparatus, it therefore implements policies 
according to CCP’s interests and plans. 
 
In terms of the functionalist argument, PBOC 
does offer technical support for financial and 
monetary stability, even though it was not as 
“apolitical” as central banks in the advanced 
economies. As mentioned above, PBOC does 
possess the technical ability and expertise    to 

i Chiu, B., and Lewis, M. 2006. Reforming  Chi-
na's state-owned enterprises and banks. 
Cheltenham, UK: Edward Elgar Pub. (P. 203) 

control the value of the RMB and maintain     
financial stability. However, in the case of cap-
ital control, PBOC acted as a “puppet agency” 
to the State Council. Therefore, the opera-
tional independence of PBOC remains partial 
and temporary; it has not achieved the full in-
dependence from the government. 
 
Since the domestic banking reform in 1978, 
China’s financial market has opened up 
greatly, and the operational independence 
has also increased substantially. Meanwhile, 
being engaged in international organisations 
has also put pressure on Chinese government 
to empower PBOC with more decision-making 
power. The semi-independent status of PBOC 
can thus be viewed as a result of a sociological 
process, and is a rational  adaptation of 
China’s specific society and history. Whether 
it will be granted more  
independence still remains unknown, but with 
the increasing volatility in the global  
financial market, China’s model might be 
worth studying. Last but not least, absolute in-
dependence does not exist, future studies 
might dive more into this field of  
interconnected dynamics between states and   
central banks. 
 
 
 
 
 
 
 
 

 
ii Feng, H. 2011. “The Three-Trillion-Dollar 
Question.” Central Banking 21 (4). (P. 27) 
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