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Abstract

Whether monetary policy should respond to asset price fluctuations has always been a research
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hotspot in the field of macro-economy. This paper attempts to study this issue from a new pers-
pective of the central bank’s “zone” preference. The “flexible” preference function is introduced
into the asset price regulation mode, and the optimal monetary policy regulation mode is obtained
by building a dynamic economic system. Real-time data is used for empirical research. It is found
that asset price volatility is an important target of the central bank, and the central bank has a sig-
nificant counter-cyclical pattern in its regulation. The central bank’s loss preference function for
asset price fluctuations has significant asymmetry. Compared with the increase in asset prices, the
central bank is more disgusted with the loss preference caused by the decline of asset prices. In
addition, the loss preference of the central bank also shows a “zone” preference feature. Compared
with small fluctuations in asset prices, it pays more attention to large fluctuations in asset prices.
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Figure 1. Asymmetric morphological characteristics of loss function
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Figure 2. The “region” morphological characteristics of the loss function
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Figure 3. Index of stock price volatility risk
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Figure 4. Real time GDP gap and final GDP gap
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Figure 5. Nominal interest rates and inflation rates
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Table 3. Calculation results of asymmetric preference parameters of central bank to asset price volatility risk
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Figure 6. Restructure the flexible preference of Central bank
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Table 4. Robustness test (replace inflation gap data)
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Table 5. Robustness check (replace tool variables)
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