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abstract: in recent years, in response to a prolonged recession and the exhaustion of conventional 
monetary policies and to stimulate economic recovery, the major Western economies have had 
to adopt unconventional quantitative easing monetary policies. Although there is no conclusive 
theoretical evidence for quantitative easing and its actual effects are as yet unknown, the process 
of implementing this policy has almost totally disproved mainstream Western monetary theory, 
based as it is on the quantity theory of money. Therefore, we need to rediscover the theoretical 
basis of quantitative easing. only by completely abandoning the quantity theory of money and 
observing monetary phenomena in the light of Marx’s monetary theory will it be possible to 
find the best path to improve quantitative easing and construct a feasible and promising new 
monetary system for the market economy on the basis of summarizing the lessons learned from 
Western quantitative easing combined with China’s historical successes.
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1. introduction

Quantitative easing (hereafter referred to as QE) mainly refers to a method of 
macroeconomic intervention which increases the monetary base and injects 
high liquidity into the market through the purchase of treasury bonds and other 
medium- and long-term debt. to put it more colloquially, QE simply means that 
the central bank prints more money directly.
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QE is a monetary policy that has not yet been included in mainstream economics 
textbooks. the background to its application is to the economy’s long-term 
weakness and lack of vitality. When the economy is in recession, the central 
bank tends to stimulate economic recovery by lowering interest rates and other 
monetary policies. If the interest rate is reduced to near zero, conventional interest 
rate policies have been exhausted, and the economy has still not recovered, the 
central bank may have to adopt a QE monetary policy to forestall further economic 
decline. At present, QE is simply an unconventional monetary strategy and an 
emergency measure of last resort; it is difficult to find a solid basis for it in 
mainstream theory, and its actual effectiveness is not completely clear.

the reason for QE’s exclusion from mainstream economics textbooks is that the 
quantity theory of money does not support this kind of “unusual” monetary policy. 
the quantity theory of money is the foundation of modern Western mainstream 
monetary theory, which holds that there is a direct causal relationship between 
the quantity of money and general price levels, and in the long run, increasing 
or decreasing the quantity of money will definitely change only the nominal 
variables—prices—while not affecting real variables, such as employment and 
output. this theory is also known as currency neutral theory. Under the influence 
of this mainstream theory, many scholars believe that the implementation of the 
QE policy is not only unlikely to fundamentally change the trend of recession but 
will eventually lead to inflation.

Since mainstream theory does not support QE, why have the developed countries 
adopted it as their monetary policy in recent years? the evaluation of martin Wolf, 
chief economics commentator of the UK Financial Times, may be more realistic: 
“Is this riskless? No. does it make sense? yes, because the results of doing nothing 
would be far worse” (Wolf 2012). His words actually reveal the Western dilemma: 
despite the fact that QE has been criticized from various angles, the real problem 
is that there is no better way.

Some scholars do hold a very positive view of QE. for example, larry lang 
(2011) expresses a great deal of appreciation for the US QE practice, saying 
that we should certainly draw on US policy this time. He regards this as a very 
advanced monetary policy, one that does not appear in our 21st-century textbooks 
and says he was very surprised when they launched it, because he’d never heard 
of or studied anything like it. At the time, he was worried about its feasibility, but 
now he thought it was a really smart move.

All things considered, is QE just a desperate measure for desperate times, or 
is it in fact an advanced monetary policy with good prospects for development? 
Will QE lead to inflation? How can inflation be avoided? this article will explore 
these issues in depth so as to demonstrate the important theoretical and practical 
significance of QE.

The World Association for Political Economy (WAPE) 
Homepage: www.wapeweb.com  Email: wapemember@vip.163.com

CC BY-NC-SA 3.0



518 yiNGxi lu

WRPE Produced and distributed by Pluto Journals www.plutojournals.com/wrpe/

2. Qe monetary Policy in Practice

When the interest rate is close to zero and the economy remains in the doldrums, 
it shows that the conventional monetary policy is invalid. therefore, due to this 
“zero-rate” dilemma, Japan, North America, and Europe have had to pursue an 
unconventional QE monetary policy.

2.1. QE Practice in Japan

Japan is the earliest country to have implemented QE monetary policy. After the 
Japanese property price bubble burst (1985–1991), the Japanese economy was 
depressed for more than 20 years. during this time the Bank of Japan implemented 
a rash of loose monetary policies in an attempt to achieve economic recovery. In 
february 1999, the Bank of Japan announced the implementation of a zero interest 
rate policy, but its effects were not easy to see, and the economy continued down 
the path of deflation. When the conventional monetary policy of using interest 
rates as a regulatory measure failed, the calls for unconventional monetary policy 
increased, leading the Bank of Japan to announce the implementation of a QE 
policy in march 2001. Both the zero interest rate policy and the QE policy were 
later suspended, but only briefly, and by the time the ninth QE policy was launched 
on October 30, 2012, Japan had fallen into its fifth recession in 15 years.

this situation shows that Japan’s long-term implementation of a zero interest 
rate (benchmark interest rates in the range of 0%–0.1%) and QE policies has not 
achieved positive results. In fact, the Japanese economy has fallen into a vicious 
cycle of “deflation–recession”: given deflationary expectations, cash is one of the 
best investment options for households and businesses, so private consumption 
stops, companies do not hire or increase wages, and households and businesses 
tend to bank their money. As a result, the Japanese economy has experienced a lost 
decade, extending into two lost decades, and it is difficult to see a change for the 
better on the horizon. the Bank of Japan has been repeatedly forced to relaunch 
QE, even just to keep up with the speed at which households and businesses 
are hoarding cash, to prevent deflationary expectations from deteriorating even 
further. So, not surprisingly, the Bank of Japan’s announcement of another QE on 
december 20, 2012, and an indefinite QE (with a target inflation rate of 2%) on 
January 22, 2013, was unable to end nearly 20 years of deflation. After so many 
long-term implementations of QE and after having pumped massive amounts of 
money into the market, overcoming deflation and reviving the economy remains 
the biggest and the most urgent task facing the Japanese government and the 
central bank.

Japan’s experience effectively illustrates that even if an ongoing fiscal deficit, 
zero interest rates, and QE are all implemented, it will still not be smooth sailing 
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for the economy. QE was successful neither in improving the operation of the 
economy nor in pulling Japan out of the quagmire of prolonged deflation. However, 
we can still gain two useful theoretical insights from Japan’s QE practice. first, 
if the country had not adopted QE, its economy would have fared worse. Second, 
the quantity theory of money, which represents mainstream wisdom as regard 
monetary theory, has now been debunked.

2.2. QE Practice in the USA

After the outbreak of the subprime mortgage crisis in the USA in the summer 
of 2007, the federal reserve Bank began to cut rates from 5.25%, beginning in 
September of that year, to stimulate economic growth. On September 15, 2008, 
the third largest US investment bank, lehman Brothers, declared bankruptcy, 
triggering a global financial crisis. By the end of 2008, interest rates had dropped 
to their lowest level (in the range of 0%–0.25%) in a zero interest rate policy that 
continues to this day. the inflation rate was only 0.1% and the unemployment rate 
reached 7.2% in december of that year, hitting a 16-year high. However, since 
the interest rate was zero, there was no room for the fed to attempt to revive the 
economy through the use of price-type monetary policy tools, so that it was forced 
to turn to an unconventional measure of quantitative monetary policy: QE.

On November 24, 2008, the fed announced it would buy $100 billion in bonds 
and $500 billion in asset-backed securities issued and guaranteed by freddie mac, 
fannie mae, and the federal Home loan Banks. this was the first time the fed 
had used QE monetary policy (hereafter referred to as QE1) since the financial 
crisis. the main purpose of the policy was to stabilize the banking system by 
injecting money directly into financial institutions, thus reducing dependency on 
loans as a means of restoring liquidity. the fed hoped by this means to prevent 
the US financial system from going into complete free-fall and to further stimulate 
economic recovery.

By the end of QE1 in march 2010, the fed had purchased $1.25 trillion in 
mortgage-backed securities, $300 billion in US treasury bonds, and $175 billion 
in agency securities, adding up to about $1.725 trillion in total and swelling its 
balance sheet from $880 billion to $2.3 trillion. Implementation of QE1 caused the 
dow Jones Industrial Average to rise from 8,675 points at the end of december 
2008 to around 10,400 points at the end of february 2010, an increase of more 
than 19% accompanied by continuous increases in commodity prices.

Undeniably, QE1 played a role in saving the US financial system from 
collapse. from June 2009 to december 2009, the Bank of New york, Goldman 
Sachs, JP morgan chase, citibank, and others repaid the government bailout 
fund, which indicates that during the implementation of QE1, the Wall Street 
financial institutions that were originally on the brink of bankruptcy did recover. 
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However, because financial institutions were still in the process of deleveraging 
and economic trends were still highly uncertain, the credit squeeze meant that the 
liquidity stalled in the financial system could not be converted to credit in the real 
economy. this made it difficult to encourage investment and consumption, let 
alone employment. these factors meant that the unemployment rate in the fourth 
quarter of 2009 rose to more than 10%.

In 2010, US economic growth in the second quarter was only 1.6%, and it 
deteriorated further in the second half of the year. the core consumer price index 
(cPI) increased by only 0.8% in September, and by October the unemployment 
rate was still high at 9.6%. multiple reports indicated that the economic recovery 
was slowing down and the risk of a double-dip recession was increasing. On 
August 10, the fed adjusted its forecast downward, deciding to adjust its monetary 
policy yet again and to use the QE monetary policy to help boost the economy.

the second round of QE (QE2) measures involved the fed’s purchase of $600 
billion of long-term US treasury bonds between November 2010 and June 2011. 
the purpose of QE2 was clear—to speed up the slow pace of improvement in US 
production and employment.

At the end of QE2, a series of signs that the US economy was slowing appeared. 
Not only did house prices drop back to their lowest level since the start of the crisis 
but the manufacturing sector, which had been leading the recovery, also appeared 
to lack stamina. for a while, voices were again raised foretelling a “double dip” 
recession. from the point of view of economic indicators, during QE2 the US 
unemployment rate dropped from 9.5% to 9.1%, the services index rose from 52.8 
to 54.6, and the manufacturing index fell from 55.2 to 53.5, reflecting the fact it was 
far from evident that the situation was improving (Xinhua News Agency 2011).

Since then, the fed has implemented an operation to “sell short and buy long,” 
using the open market to sell short-term bonds and buy long-term bonds. this 
operation could prolong effects of the QE policy without increasing the scale 
of the fed’s existing assets; it thus fit in with the fed’s previously announced 
policy goal of keeping interest rates low for longer. the market understood it as a 
“disguised” third round of QE, also known as “Operation twist” (Ot).

By August 2012, the US economy was showing moderate growth, as the core 
cPI rose by 1.9% and the unemployment rate was 8.1%. this situation was far 
from satisfactory, so the QE3 for which the market had been waiting was finally 
formally launched on September 13. In addition to announcing the continuation 
of Ot and maintaining the federal funds rate at 0%–0.25% to mid-2015, the 
fed also promised to buy $40 billion in mortgage-backed securities per month 
until the US labor market recovery was satisfactory. As the fed extended Ot, in 
addition to buying $40 billion of mortgage-backed securities per month under 
QE3, they also bought about $85 billion in long-term bonds per month, more than 
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their monthly asset purchases under QE2. In addition, there was neither a specific 
end date nor a total debt ceiling for QE3, so that it effectively became an “open” 
debt purchase program, unlike QE2. On december 13, 2012, the fed launched a 
new long-term treasury bond procurement program; it would purchase $45 billion 
of treasury bonds per month to replace the expired Ot, maintaining a monthly 
total bond purchase of $85 billion. from this it is evident that, as opposed to the 
conventional interest rate policy, the virtue of QE is that it never runs out. With 
regard to the overall effect of US QE practice, the Wall Street Journal summarized 
the fed chairman’s evaluation: “After a financial crisis he didn’t see coming, 
Ben Bernanke steered the US away from a potentially devastating panic. yet five 
years later, the recovery he helped engineer with extraordinary policies remains 
frustratingly weak” (Wall Street Journal 2013a).

2.3. Assessment of Prospects for QE Practice in the Developed World

due to space limitations, this article will not go into detail about the European 
situation. In fact, after the financial crisis, Britain also implemented a QE 
policy, while the European central Bank (EcB) mainly relied on other means 
of implementing a loose monetary policy. Since the end of 2011, the EcB has 
launched two rounds of long-term refinancing operations (ltrO), injecting a 
total of about 1 trillion Euros of liquidity into the market. In addition, it has also 
repeatedly lowered the benchmark interest rate. the goal of these policies was 
likewise to fight deflation and revive the economy, but their effect was less than 
ideal. the fact that it was difficult for the funds to fully enter the real economy 
remained the main bottleneck in policy transmission. to prevent deflation, the 
most recent action taken by the EcB was to announce that it would lower the main 
refinancing rate by 0.5% to a new low of 0.25% on November 7, 2013, the lowest 
level in history. Peter Praet, EcB Executive Board member and chief Economist, 
has said that the EcB could adopt negative interest rates or purchase assets from 
banks if needed to lift inflation closer to its target (Wall Street Journal 2013b), but 
this was simply a cry of despair.

QE monetary policy is actually a measure to inject liquidity into the monetary 
base in such a way as to “create something out of nothing.” According to the 
mainstream quantity theory of money, the long-term consequence of such a policy 
must be inflation, although in the short term it may have a role in stimulating 
economic growth. However, there is a considerable distance between the actual 
results of the QE policy and what was expected of it in theory: despite the long-term 
implementation of QE and other forms of loose monetary policy in developed 
countries around the world, there has been no significant change in each country’s 
inflation, and some have even failed to lift their level of inflation after exhausting 
all possible means of doing so (see table 1).
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table 1 list of cPI (%) for Select Economies in march 2013

USA Canada Britain Eurozone Germany France Italy Japan

1.5 1 2.8 1.7 1.2 1 1.2 -0.9

China Hong Kong Singapore Australia New Zealand India Korea

2.4 3.6 3.5 2.5 0.9 11.4 1.2

Source: lu (2013).

Until recently, the financial media’s commentary remained the same: “Inflation 
is slowing across the developed world despite ultra-low interest rates and 
unprecedented money-printing campaigns, posing a dilemma for the federal 
reserve and other major central banks as they plot their next policy moves” (Wall 
Street Journal 2013c). If we still believe that “practice is the only test of truth,” 
this offers plenty of food for thought about the quantity theory of money.

In short, there are two points in QE practice: first, the fact that there is no 
essential relationship between inflation and an increase in the quantity of 
money disproves the quantity theory of money. therefore, to understand the 
unconventional monetary policy of QE, we must throw off the influence of this 
theory. Second, although QE monetary policy has had some positive effects in 
eliminating market panic and stabilizing financial markets, it has a limited role 
in increasing consumption and stimulating economic recovery and also shows a 
marked tendency toward decreased effectiveness as its intensity increases. this 
may be because of the way the policy is put into action. Here, we use the USA as 
an example. Ideally, the fed’s QE policy would provide a great deal of liquidity to 
commercial banks through the purchase of government bonds, with the banks then 
injecting that liquidity into the real economy so as to promote economic recovery. 
However, the reality is that since the crisis, US commercial banks have had no 
interest in making loans, and the amount of US treasury bonds held continues to 
rise. US financial institutions are currently the biggest buyers of treasury bonds, 
resulting in a significant drop in the long-term interest rate. commercial banks 
borrow funds from the fed at near-zero cost and acquire 10-year treasury bonds 
at a rate of 3.4%. this risk-free profit means that the banks are not motivated 
to make loans to industrial and commercial enterprises. Given the uncertain 
economic outlook, although the car loan interest rate in consumer credit is 4.5% 
and the personal loan interest rate has been 10% for several years running, the 
fed’s excess reserve deposit rate is only 0.25%; this shows that commercial banks 
still tend to store their funds in the fed. therefore, since the implementation of 
the fed’s QE policy, most of the liquidity provided to the market has not actually 
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flowed to the real economy, with concomitant effects on policy outcomes. It would 
seem that the best way to improve the effectiveness of QE monetary policy would 
be to discover a way of pumping the additional funds into the real economy.

Although the success of the current QE monetary policy in stimulating economic 
recovery is far from clear, the threat of fiscal contraction and the fact that there is 
no room for the benchmark interest rate to fall further mean that QE will remain 
the only option. the Western developed economies may have embarked on a 
prolonged QE road of no return, with central bank policy rates in the doldrums 
and a high balance sheet becoming the new normal. QE monetary policy, currently 
considered “unconventional,” is likely to develop into a routine or even a central 
monetary policy in the future. In the monetary policy operations of the past, the 
fed often made policy adjustments to the interest rate using the unit of 25 basis 
points. In the foreseeable future, it may carry out macroeconomic fine-tuning 
through QE with $10 billion as the unit. this trend has now actually begun to take 
shape: the fed recently announced that from January 2014, its monthly purchase 
of $85 billion of debt would be reduced by $10 billion to $75 billion per month.

3. the theoretical Basis of Qe monetary Policy

the outbreak of the global financial and economic crisis in 2008 and the 
implementation of unconventional QE policy intended to counter it fully reveals 
the deep crisis of contemporary Western mainstream economic theory. Wei (2012) 
commented that since 2009, the USA, the European Union, Japan, and other 
developed economies had successively adopted several rounds of QE and the bank 
lending rate had been artificially lowered almost to zero, but so far, Keynesian 
prescriptions for economic recovery had failed to work. On the other hand, 
despite having implemented extremely loose monetary policy for years, Western 
countries had not yet suffered any serious inflation, which undoubtedly evinces 
the bankruptcy of friedman’s monetarist prophecy. On one hand, in the real world, 
Western countries are bogged down in the quagmire of economic depression 
with no ability to pull themselves out; on the other hand, at the theoretical 
level, economists are unable to find a prescription for recovery or even to give a 
convincing theoretical explanation for the global economic downturn. Wei asks 
whether there has really been any substantial progress in theories of monetary 
and business cycles in contemporary economics since the great debate between 
Keynes and Hayek in the 1930s.

In terms solely of the relationship between the quantity of money and economic 
growth or inflation, the crisis of mainstream theory is shown in the fact that the 
practice of QE monetary policy disproves the quantity theory of money, the 
dominant monetary theory. Keynes’ liquidity trap theory can only explain the case of 
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monetary policy failure. therefore, the theoretical basis of QE can only be obtained 
from non-mainstream theory (relative to the Western academic community) or 
through re-interpretation of some theory with a far-reaching influence.

3.1. Friedman’s Monetary Theory

the US economist milton friedman is often seen as the representative of the 
contemporary quantity theory of money. But his authentic view is actually that

in order for the price level to be reasonably stable over the decades ahead, the total 

stock of money will have to grow to accommodate itself to the growth in output and 

in population. in addition, if past patterns continue, it will have to grow to satisfy the 

desire of the public to increase the ratio of cash balances to income as their real income 

rises. Past experience suggests that something like a 3 to 5 percent per year increase in 

the stock of money is required for long-term price stability. (friedman 1958, 251)

He went on to explain that

An essential requirement for the avoidance of either substantial inflation or substantial 

deflation over the coming decades is the avoidance of a substantially more rapid or 

a substantially less rapid increase in the stock of money than the 3 to 5 percent per 

year required for price stability. A substantially more rapid rate of growth in the money 

supply will inevitably mean inflation; conversely, continued inflation of substantial 

magnitude cannot occur without such a large rate of growth in the money supply. A 

substantially slower rate of growth in the money supply, let alone an absolute decline, 

will inevitably mean deflation; conversely, continued deflation of substantial magnitude 

cannot occur without such a small or negative rate of growth in the money supply. 

(friedman 1958, 252)

It is not a deliberate misinterpretation to say that friedman actually rejects 
the quantity theory of money. clearly, he believed that, first, the variable that 
determines the price level is not the quantity of money but the money supply 
growth rate. can we still call this the quantity theory of money, or should it be more 
appropriately termed “the theory of the money supply growth rate”? furthermore, 
the main measure for maintenance of price stability was not control of the quantity 
of money, but maintenance of a stable rate of growth in the money supply. 
friedman therefore opposed active government intervention in the economy and 
advocated that the government should publicly announce a long-term fixed rate 
of monetary growth. finally, he set the stable growth rate of the money supply 
as, ideally, between 3% and 5% per year. Why these figures exactly? friedman 
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could not find a solid theoretical foundation and had to resort to “past experience.” 
Obviously, this theory is far from mature; at best, it is a guess based on experience.

What is even more paradoxical, from the perspective of comparative research, 
is that friedman’s monetary theory does not belong to the quantity theory of 
money: it is more closely related to marx’s monetary theory, which is based on the 
labor theory of value. friedman believes that under normal economic conditions, 
the price level depends on the growth rate of the money supply, i.e., the monetary 
increase per unit of time. According to marx’s monetary theory, provided that the 
labor productivity of general commodities does not change, the price level depends 
on the value of money, which in turn depends on the labor productivity of money 
production, i.e., the quantity of money created by the worker per unit of time. It is 
not hard to see that the former tends to be close to the latter, but friedman clearly 
did not get it right, as his logic is far less rigorous than that of marx’s.

3.2. Marx’s Monetary Theory Can Provide a Basis for QE

Studying monetary phenomena from the perspective of the marx’s labor theory 
of value, we can say that in the era of precious metal currencies, all goods were 
the product of labor, and money was simply a special commodity separated 
from general commodities and recognized as a medium of exchange for goods. 
therefore, there was no difference between determinants of the value of money 
and that of other commodities, i.e., the value of money was associated only with 
the labor productivity of money production and had nothing to do with the quantity 
of money. In other words, if money is continuously produced through stable labor 
productivity, the stock of money in society will theoretically not cause inflation 
no matter how much of it there is (lu 2012). When precious metals were used 
as currency, these metals were produced every day and the stock of money in 
society increased every day, i.e., “QE” was in progress every day, but prices still 
remained stable in the long term. this shows that the facts support the correctness 
of marx’s monetary theory. Why was it not possible to sustain the precious metals 
monetary system up to today? the main reason is that with the increasing depletion 
of precious metal deposits, currency production under stable labor productivity 
could not be guaranteed. As deposits were exhausted, each discovery of large new 
deposits was a godsend for the economy of the whole community. this will be 
further discussed below.

Although the labor theory of value theoretically shows that the value of 
money is only related to labor productivity in money production and has nothing 
to do with the actual quantity of money, in the real world of market economy 
operations, price stability still needs to be premised on the full functioning of 
money as a means of storage. As such, money self-regulates the quantity of money 
in circulation. When it is excessive, the extra money will be withdrawn from 
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circulation and be hoarded; when it is insufficient, the hoarded money will flow 
back into circulation (marx [1867] 2004, 157–58). If the hoarding of currency 
becomes dysfunctional, prices may be subject to significant volatility as people’s 
overall expectations change.

In other words, in the era of precious metal currencies, as long as the labor 
productivity of general commodities remained unchanged, there were only two 
factors affecting price stability: changes in monetary production labor productivity 
and the malfunctioning of money as a means of storage. However, the modern 
system of monetary credit has some inherent fundamental shortcomings: money 
has become disconnected from the labor process, so that it has lost its objective 
benchmarks; in addition, the function of money as means of storage has failed 
completely and the money flowing out of the central bank is permanently in 
circulation. modern inflation and deflation are actually pathological reactions 
induced by these fundamental institutional flaws. the strength of this reaction 
depends only on people’s confidence in the currency itself or the economic outlook 
and has no essential relationship with any increase or decrease in the quantity of 
money. therefore, price stability in the modern financial system has always been 
a difficult goal to achieve smoothly.

Having clarified the relationship between price stability and the quantity of 
money, we can further recognize that the continuous increase in the quantity of 
money has a crucial role in resolving the economic crisis and maintaining the 
sustainable development of the market economy.

capitalist economies seem to contain an insoluble contradiction from the outset: 
that is, the contradiction between unlimited expansion of production capacity and 
limited capacity to consume (lu 2005). therefore, capitalists who make money 
through setting up firms and producing goods will soon encounter a bottleneck 
arising from the fact that the market’s absorption capacity is constrained by people’s 
capacity to consume, and this capacity cannot be infinitely expanded. With the 
continuous increase of production capacity, competition among enterprises will 
inevitably intensify due to the narrow capacity of the market, so profit margins will 
continue to decline. If not effectively curbed, this downward trend will inevitably 
lead to an economic crisis.

that capitalism inevitably leads to economic crisis is a law that has been 
repeatedly verified by practice. However, few people have noticed that in the early 
history of the development of capitalism, there was one interesting exception. At 
the end of the 15th century, people who found it increasingly difficult to make 
money out of manufacturing or commerce started looking for shortcuts leading to 
direct access to money (precious metals). In this early gold rush, columbus and 
other explorers set sail. their endless quest for precious metals finally led them 
to a wealth of precious metal deposits. little did they know that the large-scale 
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mining of precious metals was actually opening a new outlet for surplus production 
capacity (bringing it into the unlimited demands of money production) and 
inadvertently resolving a potential economic crisis. Accompanying the unending 
flow of American precious metals into Europe was an increasing demand for 
manufacturing and service industries. this not only broke through the bottleneck 
of economic stagnation but also ushered in the large-scale development of 
capitalism.

In actuality, this was a successful “QE” practice of the era of precious metal 
currency. the key to success was the extensive and unhindered flow of additional 
money into the real economy, effectively improving levels of production and 
consumption.

4. improvement and institutionalization of Qe monetary Policy

Only by completely abandoning the quantity theory of money and observing 
monetary phenomena in the light of a return to marx’s monetary theory will it be 
possible, in studying foreign QE practices, to find a way to improve QE, enabling 
it to become a feasible market economy monetary system with good prospects.

the impact of the quantity theory of money means that the major concern about 
QE policy is that it could lead to inflation. As the discussion above shows, we already 
know that there is no essential connection between price fluctuations and changes 
in the quantity of money. consequently, traditional policy measures to achieve 
price stability by controlling the quantity of money have lost their theoretical 
foundation. We need to find another way. Guided by marx’s monetary theory, 
this new approach should make prices dependent on the value of commodities 
under normal production conditions rather than on the quantity of money. When 
commodity production occurs under abnormal conditions, the commodity reserve 
system should be used to smooth out abnormal price fluctuations.

Ideas and initiatives for stabilizing prices through the commodity reserve system 
have a long history in china. As early as the late Spring and Autumn Period, 
a senior official of the Kingdom of yue, fan li (approximately 536–448 Bc), 
inherited the economic ideas of his teacher, Ji ran, and put forward the idea of 
selling the grain stored in granaries at fair prices in famine years. He had noticed 
that once prices peaked, they would fall, and when they were extremely low, they 
would rise. When prices were extremely high, stocks should be sold promptly; 
when they were extremely low, more should be bought immediately and treated 
as treasure. He opposed the policy adopted by the Western Zhou dynasty of fixing 
the price of food by administrative fiat, and instead wished to have prices conform 
to economic laws and to let the market determine prices according to supply and 
demand. fan li also opposed uncontrolled price fluctuation, which in his view 
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jeopardized the overall interests of society and urged the government to adopt 
economic measures and utilize the economies of scale of a large organization. In 
other words, the government should lower prices by selling the grain stored in 
granaries at fair prices in famine years so as to control the range of fluctuation of 
food prices and keep them at a level that would be to the advantage of both farmers 
and merchants.

After fan li, the li Kui reform in the early Warring States period, the Sang 
Hongyang reform in the middle of the former Han dynasty, the liu yan reform in 
the middle of the tang dynasty, and the Wang Anshi reform in the middle of the 
Northern Song dynasty all represented large-scale implementations of fan li’s 
ideas. In the process, his key concept, the selling of grain stored in granaries at fair 
prices in famine years, was constantly enriched and developed and gradually grew 
into the Ever Normal Granary system—“the act of buying grain at high prices 
when the price is low to benefit farmers and selling it at a low price when the price 
is high is called the Ever Normal Granary” (see the ancient chinese classic Han 
Shu, i.e., Treatise on Food and Money). Put simply, the operational mechanism of 
this system was to stabilize commodity prices through basic commodity reserves. 
We can describe the Ever Normal Granary as a reservoir that releases its food 
reserves into the market when market prices are too high, so as to increase market 
supply and make prices drop to a normal level, and that purchases food when 
market prices are too low so as to make them rise to a normal level.

the Ever Normal Granary system developed in fits and starts, but had become 
quite a complete system by the late ming dynasty. In the Qing, Ever Normal 
Granary revenues came mainly from local finance, withheld tribute grain and 
grain donations from the rich. Its primary function was still to control prices. 
When natural disasters occurred, the Ever Normal Granary was often used to 
provide relief to victims. When the new crop was still green and the old one 
all consumed, the local government lent seeds and grain rations to resolve the 
practical difficulties of some farmers and also undertook the routine management 
of replacing old grain supplies with new ones. to ensure the quality of the national 
food reserve, approximately 30% of the total stock was changed every year.

the storage capacity of the Ever Normal Granary expanded with the rise of 
Qing national strength, but its stocks gradually decreased and finally ran out as the 
dynasty sank from prosperity to decline. during the late Qing dynasty, the Ever 
Normal Granary existed in name only in most regions of the country. However, the 
idea of the Ever Normal Granary was carried forward in the West. for example, 
the USA introduced the Ever Normal Granary Policy of the Wang Anshi reforms 
of the Song dynasty into roosevelt’s New deal as an important part of the US 
government’s agricultural policy, one that still exists today. On this point, the 
famous historian Qian mu commented as follows:
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The stabilization system of the han dynasty was a measure for price adjustment. The 
system was continuously adjusted and used in Chinese history. Take the grain price for 
example: the government would buy surplus food at high prices in harvest years to 
prevent the grain price from falling and damaging farmers’ interests. in famine seasons, 
the government would sell a large quantity of grain stocks at low prices to relieve poor 
peasants. This system was then implemented autonomously by the community, in what 
was known as the Community Granary system. it is said that during an economic panic 
that occurred when Roosevelt was in power in America, he heard about this ancient 
Chinese method of price adjustment, from someone who introduced it as the new 
method of Wang Anshi’s. in fact, it was part of China’s traditional legal system. uS 
Vice President Wallace visited China during the war and mentioned Wang Anshi to the 
high-ranking officials responsible for meeting him in lanzhou right after he got off the 
plane, expressing his profound admiration. however, they did not know how to respond, 
because the Chinese of that era knew only Washington and lincoln. They thought 
everything Chinese was backward and that in the modern world, all those historical 
figures and traditional systems were not worth talking about. finding they were not on 
the same wavelength, the officials just hummed and hawed. (Qian [1961] 2001, 30–31)

Once introduced into the already industrialized Western world, the use of 
china’s Ever Normal Granary model was naturally not limited to grain reserves. 
for example, the Strategic Petroleum reserve was first developed in 1973. In 
response to the Organization of the Petroleum Exporting countries (OPEc) oil 
embargo, developed countries jointly established the International Energy Agency 
(IEA) and required member states to have oil reserves equal to at least 60 days of 
the previous year’s oil imports. After the second oil crisis in 1980s, the IEA advised 
member states to increase oil reserves to 90 days. After years of building up oil 
reserves, the Strategic Petroleum reserve (private plus government reserves) of 
the USA, Japan, and Germany already exceeded the level specified by IEA and are 
now at 158 days, 169 days, and 127 days, respectively.

In the modern market economy, the commodity reserve system actually plays a 
pivotal role in stabilizing prices. financial media coverage often gives information 
about the use of commodity reserve systems to stabilize prices. for example, at 
the end of march 2012 there was a news item stating that the USA, Britain, and 
france planned to jointly release oil reserves to curb rising oil prices. However, the 
function of commodity reserves systems in price stabilization is rarely mentioned 
in mainstream Western economics textbooks. In fact, as mentioned earlier, 
mainstream Western economics advocates adjusting prices through the monetary 
policy approach, an approach with a questionable theoretical foundation and 
dubious practical effects, but with definite side effects. In a market environment 
with unstable money markets, market players have to deal not only with market 
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risks but also with policy risks. Enterprises (especially small- and medium-sized 
enterprises) often find this hard to take. We have seen the lethal consequences with 
our own eyes. the fed’s “roller coaster” regulation of federal fund rates between 
2005 and 2008 ended with the eruption of the global financial crisis, an event 
that announced the complete failure of the theory and practice of conventional 
monetary policy.

It is worth noting that the currency issuance practice led by the communist 
Party of china already has a successful example of replacing the modern financial 
system’s currency reserve system with a commodity reserve system. this valuable 
example was hammered out in practice by Xue muqiao, an economist of the older 
generation. Xue, one of the founders of the monetary system of new china, held 
the position of director of the Bureau of commerce and Industry in the Shandong 
Base Area in 1943 and was also responsible for monetary policy. Under him, the 
Beihai currency of the base area successfully dislodged and redeemed the fabi 
issued by the Kuomintang-controlled areas. the credit of the Beihai currency was 
enhanced by stable prices. He later summed up that experience, saying,

half of the currency issued by the banks had to be handed over to the newly established 
Bureau of Commerce and industry for the acquisition and rapid turnover of various 
agricultural products so as to stabilize prices. We used material goods rather than gold, 
silver or foreign exchange as the reserve for the currency issued. When prices fluctuated, 
the Bureau of Commerce and industry would keep goods in circulation in order to 
regulate the quantity of money in circulation and maintain the stability of the currency 
and of prices. At that time, all the capitalist countries were on the gold standard, so 
the problem of inflation did not occur. The understanding of regular laws we obtained 
through practice may have been a new discovery in the history of monetary theory. 
(xue 1996, 166)

In fact, Xue muqiao’s discovery was not only a breakthrough for Western 
monetary theory but also a major innovation in ancient china’s Ever Normal 
Granary system. this is because Xue muqiao’s practice in combining currency 
issue with the Ever Normal Granary System solved the question of a capital 
source for the operation of the Ever Normal Granary and enabled it to completely 
eliminate constraints imposed by the government’s financial situation. compared 
with modern Western financial systems, this commodity reserve system (although 
seemingly rough and ready), with its combination of currency issuance with the 
Ever Normal Granary system, has one outstanding advantage: newly added money 
is directly used to purchase commodities, i.e., it directly enters the real economy 
and stimulates commodity production activities in a way that will never lead to 
inflation. therefore, such a system could solve the biggest problem in Western QE 
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practice (how to get the newly added money into the real economy) and eliminate 
people’s greatest concern about QE (inflation).

from what has been discussed above, we can definitely conclude that future 
mainstream measures to stabilize market prices will take the form of the 
commodity reserve system originating in ancient china and carried forward in the 
practice of the economy of the base areas under the leadership of the communist 
Party of china.

5. conclusion

this article studies the controversial QE monetary policy adopted by developed 
countries and comes to the following conclusions: QE may become the mainstream 
monetary policy for macro-control in market economies, but the specific approach 
used by developed countries in its implementation cannot successfully achieve 
the policy’s objectives. the correct approach would be to establish a commodity 
reserve system which combines currency issue with an Ever Normal Granary to 
implement QE through this system and finally to reach the dual goals of promoting 
the development of the real economy and stabilizing prices.
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