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Time - varying Response of Monetary Policy to Economic Fluctuation

and Inflation in China

DENG Chuang', XIA Bing’
(1. Center of Quantitative Economics, Jilin University, Changchun 130012, China;
2. Business School of Jilin University, Changchun 130012, China)

Abstract; Using the time - varying parameter vector autoregressive model, this paper inspects the dynamic response of

interbank lending rates and broad money supply growth rate to inflation and output gap in China. The results show that

China's monetary policy is discretionary, and the time — varying response of quantitative and price ~ oriented monetary

policy to macroeconomic impacts is significantly different; the response capability of quantitative monetary policy to the

macroeconomic impacts is relatively poor, and the response of price — oriented monetary policy to inflation and output gap

appears the weakening trend, even its time - lag is getting shorter. So, combining different policy tools can effectively

make up for the differences and deficiencies of their controllability and relativity with ultimate goals.

Key words: interest rate; monetary supply; inflation; output gap; TVP — VAR model
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