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Taylor Rule with Regime Switching and Its Application to
China’ s Monetary Policy

. 1 . . 2
Zheng Tingguo and Liu Jinquan
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2. Quantitative Research Center of Economics, Jilin University)

Abstract: T he Taylor rule has some limitations for its linearity setting, so it may be presented as a nonlinear system due to the
presence of different macro economic enviromment and different policy time. This paper developed a regime switching Taylor wle
wih time varying inflation target, and used i to investigate the monetary policy reaction of China from 1992 to 2009. Empirical
results show that the policy rule has significant regime switching features, that is differert regimes reflect different policy reactions
of interest rate to inflation and real output. In the second regime, the policy rule behaves as a Taylor rule with the stable reaction
of the interest rate to inflaton and real output, while in the fist regime this is not a sable framewoik because the interest rate is
not sensitive to inflation and real output. Combined with the performance and characteristics of China’ s monetary policy, the first

P . .
activé’ regimes, respectively.

and second regimes can be denoted as the “ passive” an
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