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Abstract: This paper employed TVP-VAR model to analyze the impulse dynamics of interest rates to output gaps and
inflation in China and the U.S, in order to investigate the time varying characteristics of the spillover effect of China’s and
America’s monetary policies from the perspective of output effect and price effect. Our results show that China’ s monetary
policy is counter —cyclical to domestic output gap and inflation, while America’s is not the case. There is an essential
difference between the spillover effect of China’ s and America’s monetary policies and the effects are significantly time-
varying: China’s monetary policy has increased the trend in the “locomotive” effect on output gap and inflation rate in the
U.S, while America’s monetary policy rapidly boosts the “beggar—thy—neighbor” effect on China‘s economy. These results
provide the useful experience and policy implications for promoting the reform of interest rate marketization and improving the
effectiveness of monetary policy in macro—control in China.
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