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The Spillover Effect of Periodic Policy Interest Rate Adjustment of the Federal Reserve and the
Corresponding Countermeasures
WANG Zhengguo LI Xiang XU Shuzheng

(FICC Department, CITIC Securities)
Abstract Recently, the Federal Reserve has rapidly and significantly tightened monetary policy in response to
severe inflationary pressures. The adjustment of the Fed's policy interest rate may not only have an impact on the
domestic economy of the United States, but also have a certain spillover effect on other countries' asset prices and
even the macroeconomic through various intermediary factors such as global commodity prices and cross-border
capital flows. When Fed increase policy interest rate, other countries may suffer from multiple impacts, such as
devaluation of their currency, rising bond yields, falling stock prices, shrinking trade surpluses, and lower inflation
rates, while the cut of policy interest rate may have the opposite impact. In order to cope with the spillover effect as
mentioned above, China should reduce its dependence on external demand by accelerating the construction of a new

“dual circulation” development pattern and maintain the independence of macro policies to avoid interference from

policies of other countries. At the same time, it is also necessary to further enhance the internationalization level of
RMB so as to narrow the gap between RMB and U.S. dollar.
Keywords Federal Reserve, Policy Interest Rate Adjustment, Spillover Effect, Asset Price, Macro-economy
JEL Classification E52 E44 GI5
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