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Abstract  

COVID-19 has had a huge negative impact on the Chinese economy. As one of the 

institutions that issued relevant economic policies, the people's Bank of China decided to 

reduce the deposit reserve ratio on July 15, 2021, to improve the liquidity of the banking 

system. This paper aims to study the impact of the people's Bank of China's policy of reducing 

the deposit reserve ratio on the stocks of Chinese financial companies during the epidemic 

period. 

 

The event study is used in this paper to analyze the data of 39 Chinese listed financial 

companies. By comparing the normal rate of return in the estimated period with the stock 

rate of return in the event period, this paper judges whether there is an abnormal rate of 

return and whether the abnormal rate of return is positive or negative, so as to study whether 

the measure of the people's Bank of China to reduce the deposit reserve ratio has an impact 

on the stocks of Chinese financial companies and whether the impact is positive or negative.  
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Introduction 

 

COVID-19 has seriously affected China's economy, China's economic output dropped 

by 6.8% over the first quarter of 2020. according to the articles of Dr. Zekai and Dr. 

feyyaz, the stocks in the Chinese market is seriously declined. In this case, the 

people's Bank of China made a policy of reducing the deposit reserve ratio by 0.5 

percentage points on July 15, 2021. The bank deposit reserve ratio is the ratio of 

deposit reserves to total deposits, which is a part of the deposits that commercial 

banks and other financial institutions are required to pay to the central bank. 

According to the money supply theory, reducing the deposit reserve ratio will make 

the stock price rise. However, due to the outbreak of the epidemic, there are uncertain 

factors in the relationship between the decision of the people's Bank of China to 

reduce the deposit reserve ratio and the change of financial companies’ stock prices. 

 

Using the data of 39 Chinese listed financial companies downloaded from CSMAR, 

this paper uses the event research method to study the relationship between the 

decision-making of the people's Bank of China and the stock price of financial 

companies. The date on which the people's Bank of China makes the decision is July 

15, 2021, which is the event date. In addition, this paper calculates the normal rate of 

return of the sample company's stocks in the estimation period and the rate of return 

of the sample company's stocks in the event period, also, the abnormal rate of return 

by comparing the stock rate of return in the event period with the normal rate of return 
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of the shares is calculated. The existence of an abnormal rate of return indicates that 

the decision made by the people's Bank of China has an impact on the financial 

companies’ stock price, the positive or negative abnormal return shows the positive 

and negative impact. 

 

In view of the time relationship, this paper fails to study the long-term impact of the 

decision of the people's Bank of China on the stock price of financial companies, 

Besides, Due to large amounts of influencing factors, this study cannot control the 

variables well. However, by studying the relationship between the decision of the 

people's Bank of China and the stock price of Chinese financial companies, we can 

know whether the relationship between the two is in line with the money supply 

theory during the epidemic, Whether the epidemic has changed the relationship 

between the two events.  
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Literature Review 

The impact of Covid-19 and decisions made by the People’s Bank during the 

period 

COVID-19 has had a devastating impact on China's economy. A large number of 

small and medium-sized enterprises have closed down, a large number of people are 

unemployed because of the epidemic. According to the research of Michael and 

Andrew, China's national economic output shrank by 6.8% year-on-year in the first 

quarter of 2020, which is the worst performance of China's economy since the 

implementation of national economic accounting in 1992. Chinese society is facing 

great challenges. The People's Bank of China is one of the institutions responsible for 

analyzing the current economic form and guiding the implementation of relevant 

policies in China. During COVID-19, the Chinese people's Bank has made many 

monetary policies, including extending the small loans and postponing debt service 

(Kerry, 2021), expanding refinancing, and rediscounting facilities. (Yunpeng, Qun & 

Zhou, 2021). During the crisis period, liquidity is crucial to the financial viability of 

the banking system. In order to improve the liquidity of the banking system, the 

people's Bank of China reduced the deposit reserve ratio by 0.5 points on July 15, 

2021 (Kerry, 2021), reducing the deposit reserve ratio can enable banks to provide 

more credit, thus the liquidity of the banking system will be improved accordingly. 

Moreover, the people's Bank of China will inject a total of 1,75 trillion yuan into the 

banking system (Michael & Andrew, 2020) 
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The impact of central banks decisions on financial stocks 

Generally, the central bank's monetary policy can have a significant impact on the 

stock market. Theoretically, since monetary policy has a significant impact on the 

condition and stability of the financial market by affecting asset prices and returns, the 

stock market will have a significant response in the short term (Charles, 2021). 

According to Bernanke and Kutner's research on the impact of unexpected changes in 

monetary policy on stock prices, the stock market has a strong response to unexpected 

changes in fund interest rates. Specifically, the unexpected decline of 25 basis points 

in the federal funds rate was related to a rise of about 1% in the CRSP index 

(Bernanke & Kuttner, 2005). According to Chen's research, during the bear market, 

tightening monetary policy has a greater impact on the monthly stock return of the S 

& P 500 index and increases the possibility of turning to the bear market (Chen, 

2007). Similarly, according to Zhang’s article, the impact of monetary policy 

significantly affects the total stock market return. With regard to sectoral stock 

returns, the response to changes in discounted official interest rates is heterogeneous 

(Zhang, 2021). According to the above researches, the stock market can be affected by 

the central bank's monetary policies. 

 

The impact of reserve requirement ratio reduction on the financial stock market 

before the epidemic 

For the changes in the deposit reserve ratio, many domestic and foreign scholars have 

put forward their own research hypotheses. According to Li's statement, there is a 
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negative correlation between the change of deposit reserve ratio and stock index, and 

the effect of deposit reserve ratio adjustment on the stock market will be affected by 

the market atmosphere at that time. According to Tarver's paper, the adjustment of the 

deposit reserve ratio has a lagging and unstable impact on the stock market (Tarver, 

2021). According to Geng and Zhai’s research, the emergence and development of the 

stock market has gradually changed the structure and demand of various currencies in 

the money market; On the other hand, with the deepening of the scale and influence of 

the stock market, the formulation of monetary policy is more or less affected by the 

fluctuation of the stock market (Geng and Zhai, 2015) 

 

Wang uses the Granger causality test and impulse response function of the VAR 

model to analyze the impact of the change of the central bank's deposit reserve ratio 

on the Shanghai and Shenzhen 300 index. Their research shows that the change of 

deposit reserve ratio has a certain negative impact on the fluctuation of the stock 

market in the short term and has little impact in the long term (Wang, 2009). Bindseil 

draws a conclusion through research, the effect of deposit reserve ratio adjustment on 

stock price is uncertain; Moreover, the impact of its changes on stock returns in 

various industries is also asymmetric, and there is no law to follow (Bindseil, 1997) 

 

In conclusion, previous studies have shown the impact of Covid-19 and decisions 

made by the People’s Bank during the period, the impact of central banks decisions on 

financial stocks, and the impact of reserve requirement ratio reduction on financial 
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stock market before the epidemic. Although the above papers have described the 

impact of many central banks reducing the deposit reserve ratio on financial 

companies. However, affected by the epidemic situation, the situation can be different. 

Therefore, during the epidemic period, the impact of the people's Bank of China 

reducing the deposit reserve ratio on the stock market is a deficiency of previous 

studies. I will combine the research methods of the previous paper to study the 

relationship between the decision-making of the people's Bank of China and China's 

financial stock market. 

 

Methodology 

Money supply theory 

According to the money supply theory proposed by Friedman Schwartz, the deposit 

reserve ratio decreases will lead the money supply increase. When the amount of money 

held by the public exceeds the amount of money that they are willing to hold, the public 

will use part of their money to buy financial assets. So, the mechanism of the theory is 

that the decrease of the deposit reserve ratio will cause an increase in the money supply, 

which will drive people to buy stocks with money that exceed their needs. Because of 

the relationship between supply and demand, the stock price will rise (Canto and 

Wiese,2018). Therefore, the hypothesis put forward in this article is that the decision to 

reduce the deposit reserve ratio put forward by the People’s Bank of China during the 

epidemic will have a significant positive effect on the stock price.  
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Research method 

This paper adopts the event research method. This paper selects 39 banks in all A-share 

markets as the research object. The event study method is applicable to study whether 

an event influences the stock price fluctuation in the market and whether the influence 

is positive or negative. This paper mainly studies whether the decision of the People’s 

Bank of China affect the stock price of Chinese listed financial companies during the 

epidemic, so this method is suitable for this paper. The event research method studies 

the changes of the sample stock return before and after the event, and then explains the 

impact of the event on the sample stock price and return. The steps of the event research 

method in this article are as follows: firstly, determine the research event and event 

period. Secondly, select the research sample. Thirdly, calculate the normal return of the 

sample stock. Fourthly, calculate the abnormal return of the stock. Fifthly, sample 

statistical test. Finally, analyze the results. 

  

the study event is determined at first. The research event in this paper is the day People’s 

Bank of China reduces the deposit reserve ratio of financial institutions by 0.5 

percentage, which is July 15, 2021. The research time of the event research method is 

divided into three periods: estimation period, event period, and post-event period. The 

estimation period is used to estimate the normal rate of return of the stock of the sample 

company. The event period refers to the occurrence day of the research event, which is 

mainly used to study the short-term impact of the event on the stock price of the listed 

company. The post-event period is used to study the long-term impact of the event on 
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the stock price of the listed company. This paper studies the short-term impact of the 

decision-making of the People’s Bank of China during the epidemic on the stock prices 

of listed financial companies in China, Therefore, fifteen days before and after the event 

day is selected as the event period. 

  

The normal rate of return refers to the rate of return of the stock when the event does 

not occur. This paper uses the market model to calculate the market rate of return. 

  

The market model assumes there is a linear relationship between the market return and 

the return of a single stock and establishes a regression model. The formula is as follows: 

𝑅𝑖𝑡 = 𝛼𝑖 + 𝛽𝑖𝑅𝑚𝑡 + 𝜀𝑖𝑡 

  

𝑅𝑖𝑡  represents the yield of stock i at t, 𝑅𝑚𝑡 represents the market rate of return at t, 

𝜀𝑖𝑡~（0， σ）.  𝛼𝑖 and 𝛽𝑖 is estimated by OLS and the normal rate of return of the stock 

is calculated by E (�̃�𝑖𝑡)= �̃�𝑖 +  𝛽𝑖𝑅𝑚𝑡 ，t ∈（𝑇0， 𝑇1） 

  

Abnormal rate of return refers to the difference between the actual rate of return of 

stocks and the normal rate of return during the event period. This paper uses the 

abnormal rate of return of a single stock, sample average abnormal return rate, 

cumulative abnormal return on a single stock, and sample cumulative average abnormal 

return. 
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the formula of an abnormal rate of return of a single stock A𝑅𝑡 is as follows: 

A𝑅𝑖𝑡 = 𝑅𝑖𝑡 - 𝑅𝑚𝑡 

𝑅𝑚𝑡  𝑟epresents the market rate of return 

  

Sample average abnormal return rate is to sum and average the abnormal return rate of 

stocks in the sample, the formula is as follows: 

AA𝑅𝑡= 
1

𝑁
 ∑ 𝐴𝑅𝑖𝑡

𝑁
𝑖=1  

The formula of cumulative abnormal return on a single stock CAR （𝑡1 , 𝑡2 ）is as 

follows: 

CAR （𝑡1 , 𝑡2 ）= ∑ 𝐴𝑅𝑖𝑡
𝑡2
𝑡= 𝑡1

 

  

The formula of sample cumulative average abnormal return is as follows: 

CAA𝑅𝑡= 
1

𝑁
 ∑ 𝐶𝐴𝑅𝑖𝑡

𝑁
𝑖=1  

  

If AAR and CAAR are significantly zero, it indicates that the event of reduction of the 

deposit reserve ratio put forward by the People’s Bank of China has no effect on the 

stock price. If AAR and CAAR are not significantly zero, it indicates that the event has 

an impact on the stock price. 

The single sample t-test is used to analyze the sample data in this paper. The single 

sample t-test is generally used to compare the sample mean and the overall mean, in 

order to analyze whether there is a significant difference between them. The test of this 

paper mainly compares the AAR and CAAR of the sample stock with zero. 
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The test hypothesis of AAR is 𝐻0: AA𝑅𝑡= 0: 𝐻1: AA𝑅𝑡 ≠ 0.  

  

The test hypothesis of CAAR is 𝐻0: CAA𝑅𝑡= 0: 𝐻1: CAA𝑅𝑡 ≠ 0  

T value and SIG value can be calculated by SPSS and compared with 1%, 5%, and 10% 

respectively. If the sig value is less than these values, it indicates that the decision of 

the People’s Bank of China to reduce the deposit reserve ratio during the epidemic has 

a significant effect on the stock price. The positive and negative AAR and CAAR values 

can be used to judge whether the event has a positive or negative impact on the stock 

price. 

 

 data collection 

The data selected in this paper are from CSMAR 

Data is collected from 39 most representative companies listed since January 3, 2017. 

To November 3, 2021. 
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Analysis and Findings 

the AAR and CAAR of the stocks in the sample were tested by a single sample and 

bilateral T-test. The results are as follows:  

 

(*, * *, * * * are significant at the levels of 10%, 5% and 1%, respectively) 

According to the data in the table, the AAR and CAAR of Chinese financial 

companies changed significantly before and after the day when the People's Bank of 

China decided to decrease the deposit reserve ratio. In the period of (-5,15), the 

CAAR of Chinese financial companies was significantly less than zero continuously, 

and there was no significant difference between the CAAR and zero on the 6th, 8th, 
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9th, 10th, 13th, and 15th days before the People's Bank of China decided to reduce the 

deposit reserve ratio. CAAR was significantly greater than zero at 10% on the 15th 

and 5th day before the People's Bank of China decided to lower the deposit reserve 

ratio and was significantly greater than zero at 5% on the 4th day before the People's 

Bank of China decided to lower the deposit reserve ratio. In the period of (-3,15), 

CAAR is significantly greater than zero at the 1% level, indicating that the stock 

prices of Chinese financial companies decrease before and after the day when the 

People's Bank of China decided to decrease the deposit reserve ratio. 

 

AAR sig value distribution diagram of sample stock is as follows:  

 

Combined with further analysis of the table and chart, sig values of sample stocks are 

all less than 0.01 when t=-13, -6, -5, -3, -1, 3, 7, 8, 9, 10, 11, 13, 14, indicating that 

AAR of sample stocks is significantly negative in these trading days. From the sample 
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stock, the SIG value curve of AAR shows no obvious characteristics. The stock prices 

of the sample stocks fluctuated somewhat before and after the event. 

Average abnormal return rate, AAR and cumulative average abnormal return, CAAR 

of sample stocks 

According to the chart, in the period of (-15, 15), the CAAR of Chinese financial 

companies decreased, and the decreasing trend became increasingly obvious. Chinese 

financial companies’ AAR hovers around zero at the period of (10,10). 

 

Conclusion 

This paper uses the event study method to select 39 Chinese financial companies from 

2017 to 2021 as research samples, then conducts a single sample t-test on the AAR 

and CAAR of the stock of the sample Chinese financial companies, Also, this paper 

studies the impact of the People's Bank of China's reduction of the deposit reserve 
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ratio on China's financial stock market during the epidemic. The conclusion is that the 

stock prices of China's financial companies are falling before and after the People's 

Bank of China cut the deposit reserve ratio. This conclusion is contrary to the money 

supply theory. This paper believes that the reason is that it is a special situation that 

appears during the epidemic. It is the epidemic that led to the decline of the stock 

price of Chinese financial companies, However, the measure of the People's Bank of 

China to reduce the deposit reserve ratio did not achieve good results. It failed to raise 

the stock price of Chinese financial companies and improve the situation. 

 

Limitations and Contributions 

There are some limitations that need improvements and contributions in this paper. 

 

The first limitation is that the stocks of Chinese financial companies will be affected 

by many other factors except the policy of the People's Bank of China. Therefore, it is 

impossible to control the variables well and judge whether the rise or fall of the stocks 

of Chinese financial companies is caused by the policies of the people's Bank of 

China. 

 

The second limitation is that the paper only studies the short-term impact of the 

decisions of the People's Bank of China on Chinese financial companies. Due to time 

constraints, this paper fails to collect data after 2021, Therefore, this paper cannot 



15 

 

judge the long-term impact of the decisions of the People's Bank of China on Chinese 

financial companies. 

 

The third limitation is that there are only 39 Chinese financial listed companies are 

selected as samples in this paper, which is relatively small, Therefore, there will be 

occasional existence. 

 

The contribution of this paper is that it discusses the impact of the People's Bank of 

China's policy of reducing the reserve requirement ratio on the stocks of Chinese 

financial companies during the epidemic. So far, no paper has discussed the 

relationship between the reduction of deposit ratio by the People's Bank of China and 

the stocks of Chinese financial companies during the epidemic. The emergence of the 

epidemic makes the relationship between many events special. The conclusion drawn 

in this paper is contrary to the money supply theory, thus reflecting the particularity of 

things during the epidemic. This paper can provide some inspiration. 
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