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Table 2 Estimations of Monetary Policy Equation
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Recognition and Test for Asymmetry and Zone-ike
in Monetary Policy Rules

Zhang Xiaoyu Liu Jinquan
Quantitative Research Center of Economic Jilin University Changchun 130012 China
Agriculture School Jilin University Changchun 130062 China

Abstract: Basing on analyzing monetary authority’s preferences we construct a flexible model of monetary policy reaction which
can identify the nonlinear and asymmetric adjustment of nominal rate to inflation gap and output gap and the Zoneike characters
of monetary policy when inflation and output varies. Using the weighted average seven-day inter-bank offered rate to measure the
interest rate we estimate the flexible model of monetary policy reaction by GMM. We find that there are Zonedike characters in
adjustment of monetary policy to inflation. Monetary authority don’t adjust nominal interest rate when inflation gap is little but
monetary authority would adjust nominal interest rate if inflation gap is over the range and as the inflation gap increases interest
rate react more strongly to inflation and this process shows a significant nonlinear features. Basing on analyzing monetary authori—
ty’s preferences we construct a flexible model of monetary policy reaction which can identify the nonlinear and asymmetric ad—
justment of nominal rate to inflation gap and output gap and the Zone-ike characters of monetary policy when inflation and out—
put varies. Using the weighted average seven-day inter-bank offered rate to measure the interest rate we estimate the flexible
model of monetary policy reaction by GMM and test parameters in constraint condition. We find that there are Zonedike charac—
ters in adjustment of monetary policy to inflation. Monetary authority don’t adjust nominal interest rate when inflation gap is lit—
tle but monetary authority would adjust nominal interest rate if inflation gap is beyond Zonedike. With the inflation gap increa—
ses Interest rate react more strongly to inflation and this process shows a significant nonlinear features.
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