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Abstract: Based on Mundell-Fleming—Dornbusch model, this paper discusses that foreign countries’ monetary policy
has effect on China’s output level. To analyze the degree and the size of the effect, this paper tests Sino—U.S. and Sino-Japan
relationship by using the monthly data from 2000 to 2012. We take advantage of SVAR model to study the relationship
between among the interest rate, exchange rate inflation and foreign trade .Furthermore, we examines how the monetary policy
in the United States and Japan, respectively, has impact on China’s output level. The results showed that the U.S.
expansionary monetary policy mainly affected China’s inflation and exchange rate, while Japan’s monetary policy mainly
affected China’s foreign trade situation. Therefore, while preventing the negative impact of foreign economic policies, we
should pay more attention to the spillover effect of the U.S. monetary policy in terms of imported inflation and dollar
depreciation and the negative impact of Japan’s monetary policy on Sino—Japan bilateral trade relations.

Keywords: Monetary Policy Spillover Effects; M—-F-D Model; SVAR Model
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