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An Equilibrium Analysis of China’s Monetary Policy and Fiscal Policy Coordination

Mechanism: Based on Nonlinear Structural Model System

Yin Yanhui', Miao Yan®, Li Yingchao’
(1. Institute of New Business Pattern, Shandong Management University, Jinan 250357, China;
2. School of Economics, Tianjin Normal University, Tianjin 300387, China;

3. School of Statistics, Tianjin University of Finance and Economics, Tianjin 300222, China)

Abstract: In order to analyze the optimal equilibrium strategy of policy coordination under the established macroeconomic goals, the
endogenous government expenditure policies are introduced in the model, and a nonlinear structural model through the nonlinear
interest rate and money supply equations is built. Further, the nonlinear structural model is log-linearized and parameter calibrated to
analyze the coordination of monetary policy and fiscal policy with a given expected goal. In particular, a policy equilibrium simulation
analysis is carried out in 2008 and 2017. The simulation analysis find that when the economy fluctuates greatly, the model can obtain
the optimal policy combination of real interest rate and fiscal deficit rate that satisfies the equilibrium situation, which is more
consistent with the policy combination adopted by China’s current real economy.

Keywords: policy coordination; interest rate; fiscal deficit rate; equilibrium analysis
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