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The Two-Pillar Policy Coordination under Fed’s Interest Rate
Shock from the Perspective of “Maintaining Stable Growth”

and “Preventing Risks”
YT Yuhuan ( Hunan University, 410006 )
PAN Min ( Hunan University, 410006 ; Wuhan University, 430072)
Abstract: The spillover effect of Fed’s monetary policy will result in a risk feedback loop between real economy
and financial system, leading to the spiral rise of economic and financial risks. By constructing a SVAR model
and a small open-economy DSGE model that incorporated cross-border capital flows and financial frictions on
both supply and demand sides, this paper describes the feedback loop between economic risks and financial
risks under the Fed’s monetary policy shock, and studies the coordination and target selection of two-pillar
policy under the targets of “ maintaining stable growth” and “ preventing risks. 7 We found that: (1) the
multiple feedback effects caused by cross-border capital flows and financial friction interaction of both financial
supply and demand sides not only lead to higher default probability among enterprises, but also damage banks’
net value and increase leverage passively, eventually resulting in contraction of the macro economy and the
accumulation of financial risks. (2) Whatever the rules of monetary policy, stabilizing the economy or the
exchange rate, and following the Fed’s monetary policy, they cannot strike a balance between “ maintaining
stable growth” and “preventing risks. ” (3) When the macroprudential policy targeting at bank lending and the
monetary policy focusing on stabilizing the growth of the real economy are combined, the two-pillar policy may
attenuate the feedback effects of the coordination of financial frictions on both supply and demand sides,
balance “growth stabilization” and “risk prevention,” and improve the social welfare level as well.
Keywords: Fed’s Monetary Policy, Two-Pillar Policy, Supply-Demand Financial Frictions, DSGE Model
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