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China’s Macroeconomy and Term Structure of Interest Rates:
The Mechanism of Mixed Frequency and the Effect of

Cross-Cyclical and Countercyclical Regulation
SHANG Yuhuang ( Southwestern University of Finance and Economics, 611130)
ZHENG Tingguo ( Xiamen University, 361005)
Summary : Faced with the triple pressures of demand contraction, supply shock, and weakening expectations,
the Chinese government has repeatedly raised the issue of macroeconomic cross-cyclical and countercyclical

policies. Macroeconomic theory and practice teach us that the effect mechanism between China’s macroeconomic
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and term structure of interest rates helps to meet the needs of cross-cyclical and countercyclical macroeconomic

policy regulation.

From the perspective of data frequency, the macroeconomic mechanisms of different cycles or time spans
can be regarded as macroeconomic mechanisms of different data frequencies. Traditional macroeconomic theory
and empirical research are often limited to quarterly or annual low-frequency mechanisms, making it difficult to
apply a combination of cross cycle and countercyclical macroeconomic adjustment policies. In addition, the
absolute time period of macroeconomic policy regulation within a single cycle may be relatively short, and
macroeconomic policy evaluation faces the problem of small sample size.

This paper advocates the construction of a mixed frequency data macroeconomic model to accurately
identify the time-varying and smooth features of macroeconomic mechanisms under different time spans. The
mixed model also has a unique advantage in overcoming the small sample problem. It can not only effectively
utilize various available effective information, but also derive rich high-frequency information, thereby solving
the problem of sample scarcity within a single cycle.

This paper integrated the unique year-on-year data attributes of China and constructed a mixed frequency
term structure model, namely the D-MF-NS model. The advantage of this model lies in the introduction of
accumulator variables, which significantly reduces the data dimension of the mixed state space model, thereby
avoiding potential “dimension disaster” problems.

The results are as follows. First, compared with the benchmark model, our model has a better fitting effect
on the yield curve even if it contains the sample information during the COVID — 19 epidemic. Second, the
inflation rate has a significant positive impact on the level factor of high-frequency term structure. It has
significant contribution to the prediction variance of horizontal factors in both long- and short-time spans, and
macroeconomic cross-cyclical and countercyclical adjustments need to pay attention to the expected inflation
mechanism. Third, the daily high frequency slope factor has a significant positive impact on the GDP. Slope
factors are stable drivers of both long-term and short-term macroeconomic cycles. Both cross-cyclical and counter
cycle policy adjustments need to pay attention to the mechanism of the slope factor. Finally, the cross-cyclical
regulation effect of China’s monetary policy in preventing inflation and promoting growth is significantly better
than that of countercyclical regulation.

This paper expounds the mechanism of the term structure of interest rates from the perspective of data
frequency and provides new empirical evidence for the cross-cyclical and countercyclical adjustment of
macroeconomic policies.

Keywords: Term Structure of Interest Rates, Mixed Frequency Data, Cross-Cyclical and Countercyclical,
Inflation Expectation, Monetary Policy
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