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Research on Macro—prudential Policy Rules and the Conduction Path
Li Tianyu, Zhang Qishan and Zhang He

Since the U.S. subprime mortgage crisis, the traditional way of financial regulation is unsustainable and countries
around the world are reforming financial regulation. In this background, macro—prudential policy has become the focus
of scholars and policymakers all around the world. This paper is based on the BGG-NK-DSGE model which incorpo-
rates rational expectation coniracts, and we build up a fundamental model for the macro—prudential policy research as
we construct a measurement index for the banking aggregate systematic risk by making the bank bankruptcy mecha-
nism endogenous; we incorporate systemic risk factor in the context of welfare loss function and regulate rules concern-
ing macro—prudential policies; we stimulate path of policy transmission mechanism and resolve the policy coordination
problems through impulse—response function accordingly. We get results as follows: Firstly, Macro—prudential regula-
tion system with the core of dynamic capital adequacy ratio and LTV should emphasize on output gap and credit mar-
ket liquidity. Secondly, both the macro—prudent monetary policy and macro—prudential regulation policy have the role
of maintaining financial stability, but as a regular policy, macro—prudential regulation is superior to the macro—prudent
monetary policy. Thirdly, identifying driving factors of economic cycle fluctuation is the prior and underlying problem
before establishing macro—prudential policy rules, rendering the effectiveness of policy transmitting into real economy
and realizing its role of risk prevention and control. Lastly, it enhances the positive spread effect of policy and over-
comes various drawbacks if we can establish reasonable coefficients of the policy rules when we combine these two
types of macro—prudential policies, nevertheless, it is hard to handle the policy coordination strength. Since macro—pru-
dential regulation policy is superior to the conventional macro—prudent monetary policy, we should only use macro—pru-
dential regulation policy in regular period in order to prevent the interference effect problem of policy mismatch and

use the combination for the sake of financial stability while high—risk period.
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