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Asymmetries in Monetary Policy Rules and
Testing for China

Tingguo Zheng Huiming Guo

Abstract: This paper attempts to explain the asymmetries in the optimal monetary policy rules on the aspects
of central bank’ s asymmetric preferences and nonlinear aggregate supply curve and uses generalized method
of moments ( GMM) to estimate and examine the asymmetries in China’ s monetary policy reaction functions.
The empirical results show that the nonlinearity in aggregate supply curve is important to explain the
asymmelry in monetary policy; the central bank performs monetary policy with negative preference on
inflation deviations which might account for the inflation bias in the postHfinancial-erisis era whereas the
asymmetric preference on output gaps is not significant. Additionally the robust tests with different inflation
targets support the negative preference on inflation deviations and reveal that the decrease in inflation targets
would weaken the negative preferences on inflation deviations.
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