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Global Financial Cycle, Chinese Financial Cycle,

and China’s Macroeconomy
LIU Lu WANG Jinbin LI Yantong WEN Xingchun

Abstract. With the increasing openness of China’s financial system, the impact of
the global financial cycle on China’s macroeconomy and the role of the Chinese financial
cycle in the impact have attracted more and more attention. This paper first analyzes the
impact of the global financial cycle on China’s macroeconomy from three aspects: global
uncertainty , global risk asset prices, and global capital flows, by constructing a theoretical
model that includes the global banking system and the international bond market. The
study finds that a global financial cycle downturn has a negative impact on China’s macro-
economy , with a stronger effect during periods of Chinese financial cycle downturns and a
weaker effect when China’s macroprudential policies are strict. Furthermore, the paper
empirically analyzes the effects of three global financial cycle indicators, namely, the
global panic index VIX, the global risk asset price common factor MAR, and the global
capital flow common factor CF1, on China’s macroeconomy under different phases of the
Chinese financial cycle, as well as the effectiveness of macroprudential policies, using a
threshold vector autoregression (TVAR) model. Finally, all of the robustness tests, using
alternative Chinese macroeconomic variables and macroprudential policy variables, alter-
native macroeconometric methods, and micro-level data and methods, support the find-
ings.

Keywords: Global Financial Cycle; Chinese Financial Cycle; International Bond

Market; Macroprudential Policy
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