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A New Theoretical Framework Based on Synthesization

of Macroeconomic Policies
CHEN Yanbin

( School of Economics Renmin University of China)

Summary: Based on the New Keynesian doctrine the mainstream view on macroeconomic policy advocates active
interventions via monetary policy fiscal policy and macro-prudential policy to achieve economic and financial stability.
The last few decades have witnessed that the New Keynesian doctrine contributes to substantial economic stability in practice
across many countries in the world. However this doctrine has been challenged and criticized since the 2008 financial
crisis. Many countries in the world have encountered the longJasting pressure of economic downturn displaying a low
economic growth rate and a high unemployment rate. Although many policy innovations have been made including
unconventional monetary policy ~macro-prudential policy and various large-scale fiscal policies the momentum of
economic downturn cannot be inhibited.

The New Keynesian doctrine cannot address this issue appropriately because the economic recession after the 2008
financial crisis is not in the traditional sense but in a new form which is called “recessions with structural distortions” by
the author. In a recession with structural distortions an economy encounters a long-lasting negative output gap and inflation
gap a persistent slump of potential growth and prevailing distortions of economic structure. The New Keynesian doctrine’
s failure stems from the narrow focus on shortwun stabilization and the ignorance of long<un slumps and structural
distortions occurred after the financial crisis. Therefore the New Keynesian doctrine cannot effectively address recessions
with structural distortions. In particular by relying on a conventional lean-against-the-wind policy long—un slumps and
structural distortions may lead to an inefficient potential output gap unreasonable decline of economic growth and the
short-run stabilization policy’ s ineffectiveness. This challenge calls for the joint force of stabilization policy economic
growth policy and economic structural policy. However in the mainstream theoretical analysis of macroeconomic policy
these three policies are separated. Therefore the substantial advancement of macroeconomic policies in both theoretical and
practical ways is needed.

Therefore this paper proposes a new framework for macroeconomic policy and advocates the synthesization of
stabilization policy economic growth policy and economic structural policy in order to eliminate the output gap and the
potential growth gap jointly so that actual output potential output and efficient output can be lined up together and short—
run stabilization and long—run sustainability can be achieved under the optimal economic structure. This new theoretical
framework proposes three key points. First it coordinates the three classes of macroeconomic policies to eliminate the
output gap and potential growth gap so that the actual economic growth rate long—run potential growth rate and efficient
growth rate under the optimal economic structure can converge. Second it anchors the stabilization policy goal to jointly
minimize the short-term output gap and the long-term potential growth gap to achieve economic and financial stability.
Third it corrects structural distortions by economic structural policies to approach the optimal economic structure.

To make this framework practically implementable the author also provides an operational scheme for the synthesization
of the stabilization policy economic growth policy and economic structural policy. First the goal of macroeconomic policy
should include three dimensions namely short—run stabilization long-run growth and economic structural balance to
achieve economic and financial stability. Second the coordination of the three classes of macroeconomic policies should be
strengthened so that stabilization policy provides a stable short-run economic environment for the implementation of economic
growth policy and structure policy whereas economic growth policy and structure policy eliminate institutional and structural
obstacles to improve the effectiveness of stabilization policy. Third coordination institutes should be established to undertake
the coordination system focusing on policy coordination design and evaluation.

The new framework is a tentative breakthrough of the mainstream New Keynesian doctrine and a theoretical extraction
from the experience of macroeconomic control with Chinese characteristics. This framework provides a solution to
macroeconomic control challenges after the 2008 financial crisis. As a part of Chinese Economics it can also provide
Chinese wisdom and a Chinese approach for other countries.

Keywords: Recessions with Structural Distortions; Stabilization Policy; Economic Growth Policy; Economic Structural
Policy; Synthesization of Macroeconomic Policies
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