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Is There a Cross-cycle Adjustment of China’s Monetary Policy?
ZHAN Minghua, LU Yao ( Guangdong University of Foreign Studies, 510006 )

Summary: To cope with volatile economic shocks in recent years, China has introduced cross-cycle adjustment
of its monetary policy. This new macro-policy regulation approach is a novel breakthrough in China. From the
perspective of logical self-consistency of the monetary policy theory and the policy effect, this paper tries to
answer the following questions; First, what is the difference between the cross-cycle adjustment and forward-
looking monetary policy under the framework of new Keynesian theory? Second, does monetary policy have a
cross-cycle impact on output growth? How can monetary policy instruments be bettered to achieve cross-cycle
regulatory objectives?

First, we measured the economic fluctuation in the sample period using the HP filtering method, then the
three-stage SETAR model and trend mutation identification method to identify the traditional theoretical cycle
and the policy cycle based on cross-cycle regulation, respectively. Then, we introduced the global extracted
value of macroeconomic information and used the FAVAR model to empirically judge the effect of cross-cycle
regulation of monetary policy under the two economic cycle divisions separately. Second, we empirically tested
whether there was the cross-cycle effect of monetary policy in industrial output, and the influence of economic
uncertainty on the cross-cycle regulation effect. Third, on the basis of the division of policy cycles, we selected
different types of monetary policy tools under different monetary policy positions to compare and evaluate the
effects of cross-cycle adjustment. Finally, we added the aggregate output module of the first period of advance
into the FAVAR model, and measured the expected impact by comparing the policy effects before and after the
module was added in different economic cycles.

The results are as follows. First, monetary policy does not have a cross-cycle effect on aggregate output in
the traditional sense of “cycle,” but it has a certain degree of cross-cycle effect in the sense of cross-cycle
regulation policy. Second, the effect of cross-cycle adjustment of monetary policy is related to the stance and
tools of monetary policy. Third, the effect of monetary policy’s cross-cycle regulation is closely related to
whether the expected factors are taken into account. In addition, further analysis results also show that
monetary policy does not have the cross-cycle adjustment effect on industrial output, and the effect of cross-
cycle regulation is closely related to economic uncertainty.

The findings of this paper have the following policy implications. To improve the cross-cycle adjustment
effect of monetary policy, it is necessary to strengthen monetary policy expectation on the premise of following
the forward-looking rules of monetary policy, adapt the intensity of monetary policy regulation to the degree of
economic uncertainty, and flexibly use quantitative monetary policy and price-based monetary policy.
Keywords: Cross-cycle Adjustment, Monetary Policy, Cyclical Fluctuation, Expectation
JEL: E17, E52, ES8
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