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Abstract. The fluctuations of the economic cycle have a significant impact on 
the stability and sustainable development of the national economy, and monetary 
policy is one of the key factors affecting and regulating the economic cycle. This 
article discusses the economic cycle and monetary policy to some extent. Based 
on this, it further explores the impact of monetary policy on the economic cycle, 
and combines the characteristics of monetary policy to analyze the control 
strategies of expansionary and tightening monetary policies, thereby providing a 
certain reference for the smooth implementation of monetary policy. 
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1 Introduction 

With the development of modern economy, the economic cycle has become one of 
the important concepts in economics. The economic cycle refers to the fluctuations 
and cyclical changes in economic activities over a certain period of time, including 
periods of prosperity, recession, and recovery. In this process, monetary policy plays 
an important role as an important tool for regulating the economy. By adjusting the 
Money supply, interest rate level, credit policy and other means, monetary policy 
affects the behavior of economic entities and the overall situation of economic opera-
tion, and then affects the economic cycle. 

2 Overview of Economic Cycle and Monetary Policy 

2.1 Concept and characteristics of economic cycle 

Economic cycle refers to the phenomenon of fluctuations and cyclical changes in 
economic activities over a certain period of time. It is one of the natural laws of eco-
nomic operation, including different stages such as prosperity, recession, and recov-
ery. During the boom period, economic activities flourished, production and con-
sumption levels were high, employment rates increased, and corporate profits in-
creased. During a recession, economic activity slows down, production and consump-
tion decrease, employment rates decrease, and corporate profits decrease. The recov-
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ery period refers to the gradual recovery of economic activity, the beginning of a re-
bound in production and consumption, an increase in employment rates, and an in-
crease in corporate profits. The cyclical changes in these stages lead to economic 
fluctuations and cycles [1]. 

2.2 Definition and Objectives of Monetary Policy 

Monetary policy is a kind of macroeconomic policy that the central bank affects the 
economic operation by adjusting the Money supply, interest rate level, exchange rate 
and other means. Its goal is to achieve stable and sustainable economic growth by 
controlling the money supply and interest rate levels. 

The main objectives of monetary policy include maintaining price stability, 
achieving full employment, and promoting economic growth. 

Firstly, maintaining price stability is the primary goal of monetary policy, usually 
achieved by controlling inflation rates. A high inflation rate can lead to currency de-
preciation, decreased consumption capacity, and economic instability, while a low 
inflation rate may trigger deflation and weak economic activity. Secondly, achieving 
full employment is another important goal of monetary policy. By adjusting monetary 
policy, the central bank can influence investment and consumption levels, thereby 
affecting employment levels. Finally, promoting economic growth is one of the 
long-term goals of monetary policy. By adjusting monetary policy, the central bank 
can influence interest rates, credit conditions, and money supply, thereby affecting 
economic activity and investment, and driving economic growth. By stabilizing infla-
tion rates and creating a favorable financial environment, monetary policy can pro-
vide economic stability and predictability, stimulate corporate investment and innova-
tion, and promote sustainable economic growth [2]. 

3 The impact of monetary policy on the economic cycle 

3.1 The impact of expansionary monetary policy on the economic cycle 

(1) The impact of interest rate regulation on investment and consumption. 
Expanding monetary policy refers to the policy of the central bank to stimulate 

economic growth by increasing the money supply and lowering interest rates. During 
the downward phase or recession of the economic cycle, adopting expansionary mon-
etary policies can help promote economic recovery and growth. Among them, interest 
rate regulation is one of the core measures of expansionary monetary policy, which 
plays an important role in investment and consumption [3]. 

Lowering interest rates can stimulate investment demand and consumer spending. 
Lower interest rates lower borrowing costs, encourage businesses to invest, expand, 
and innovate, while also enhancing individuals' borrowing ability, prompting con-
sumers to increase consumption spending. By making it easier for businesses and 
individuals to obtain low-cost financing, they can expand production and consump-
tion, and drive economic growth. In addition, lower interest rates will lower savings 
returns, encourage consumers to consume more, and stimulate economic activity [4]. 
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(2) The Impact of Money supply Increase on Inflation. 
Expanding monetary policy is a policy tool that stimulates economic growth by in-

creasing the money supply. However, the excessive increase of Money supply may 
lead to the intensification of inflation. When the central bank adopts an expansionary 
monetary policy, it will increase the Money supply in the market by lowering interest 
rates, increasing loans and purchasing bonds. Such measures aim to stimulate con-
sumption and investment, promote economic activity and growth. 

When the Money supply increases significantly, the money surplus in the market 
may lead to the intensification of inflation. Excessive currency circulation in the 
market can lead to price increases and reduce the purchasing power of the currency. 
Enterprises and individuals are facing pressure from rising costs, weakening consum-
ers' purchasing power, which in turn affects the stable development of the economy. 
Inflation may also trigger asset price foam, leading to financial risks and economic 
instability [5]. 

3.2 The impact of interest rate regulation on investment and consumption 

(1) The impact of interest rate regulation on investment and consumption. 
When the central bank adopts a tightening monetary policy, it will reduce the 

Money supply in the market by raising interest rates, reducing loans and selling 
bonds. Such measures aim to curb inflation, adjust economic activity, and avoid 
overheating the economy. 

Interest rate regulation is one of the main tools for tightening monetary policy. 
When the central bank raises interest rates, loan interest also increases, which in-
creases the borrowing costs of enterprises and individuals, reducing the demand for 
investment and consumption. High interest rates will reduce the willingness of enter-
prises to invest, reduce individual purchasing power, and thus have a inhibitory effect 
on economic growth. 

(2) The impact of Money supply reduction on deflation. 
The reduction of Money supply has a significant impact on the economic cycle, 

one of which is deflation. With the reduction of the Money supply, the liquidity of 
money in the market decreases, and enterprises and individuals face higher financing 
costs and borrowing difficulties. This leads to a decrease in corporate investment and 
a decrease in personal consumption, thereby exerting a suppressive effect on eco-
nomic activities. Deflation may also lead to a decrease in prices, and consumers ex-
pect prices to be lower in the future, further suppressing consumer demand and form-
ing a vicious cycle. Other impacts of the reduction of the Money supply on the 
economy include reducing investment activities and the willingness of enterprises to 
expand, reducing employment opportunities and wage growth, and limiting the flow 
of money and the development of financial markets. These factors will have a nega-
tive impact on economic growth and may lead to economic recession [6]. 
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4 Regulatory Strategies for Monetary Policy 

4.1 Control strategies for expansionary monetary policy 

(1) Reducing interest rates to stimulate investment and consumption. 
Lowering interest rates is one of the core means of expansionary monetary policy. 

When the central bank lowers interest rates, it can encourage commercial banks to 
reduce loan costs and encourage businesses and individuals to borrow, invest, and 
consume by lowering loan and deposit rates. Lower interest rates make borrowing 
more attractive, making it easier for businesses to obtain financing support, thereby 
increasing investment scale and project quantity. In addition, consumers also benefit 
from lower loan interest rates, encouraging them to spend money and further stimu-
lating economic growth [7]. 

The regulatory strategy of lowering interest rates can also drive other economic ac-
tivities. For example, low interest rates reduce the borrowing costs of enterprises, 
increase their liquidity, and thus promote their expansion and innovation. At the same 
time, low interest rates also help promote the development of the real estate market, 
encouraging home purchases and real estate investment. These all provide impetus for 
economic growth. 

(2) Increase Money supply and promote economic growth. 
First, the central bank can increase the loanable reserves of commercial banks by 

reducing the deposit reserve ratio, thus expanding the Money supply. Reducing the 
reserve requirement ratio means that commercial banks need to deposit less reserves 
with the central bank, releasing more funds to supply the market. This makes it easier 
for businesses and individuals to obtain loans, promoting an increase in investment 
and consumption, thereby stimulating economic growth. Secondly, the central bank 
can increase the Money supply by purchasing treasury bond and other government 
bonds. This is called Open market operation. The central bank injects funds into the 
market by purchasing bonds, increasing liquidity and Money supply in the market. 
These funds can be used for investment and consumption, promoting economic de-
velopment. Finally, the central bank can also stimulate credit demand by lowering 
interest rates, thereby increasing the Money supply. Lowering interest rates makes 
loans cheaper, giving businesses and individuals more motivation to borrow, invest, 
and consume. Low interest rates also help improve the financing capacity of enter-
prises, stimulate innovation, and expand production [8]. 

4.2 Control strategies for tightening monetary policy 

(1) Raising interest rates to curb overheating economy. 
Firstly, the central bank can increase borrowing costs by raising benchmark interest 

rates or deposit rates. Higher interest rates make corporate and personal loans more 
expensive, thereby reducing the demand for investment and consumption. This can 
suppress overheated economy, reduce inflationary pressure, and maintain economic 
stability. Secondly, the central bank can limit the loanable reserves of commercial 
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banks by increasing the deposit reserve ratio, thus reducing the Money supply. Rais-
ing the reserve requirement ratio means that commercial banks need to deposit more 
reserves with the central bank, reducing the supply of funds in the market. This has 
led to difficulties for businesses and individuals in obtaining loans, suppressed the 
growth of investment and consumption, and thus played a regulatory role in the over-
heated economy. Finally, the central bank can also absorb funds in the market and 
reduce the Money supply by selling treasury bond and other government bonds. This 
practice is called open market reverse repurchase. By selling bonds, the central bank 
recovers funds from the market, reducing liquidity and Money supply in the market. 
This strategy helps to curb overheating and prevent further inflation [9]. 

(2) Reduce the Money supply and control inflation. 
Firstly, the central bank can limit the loanable reserves of commercial banks by in-

creasing the reserve requirement ratio. Raising the reserve requirement ratio means 
that commercial banks need to deposit more reserves with the central bank, thereby 
reducing the amount of loanable funds in the market. This will limit the lending ca-
pacity of enterprises and individuals, reduce the demand for investment and consump-
tion, and thus suppress inflationary pressures in the economy. Secondly, the central 
bank can absorb funds in the market by selling treasury bond and other government 
bonds, thus reducing the Money supply. This practice is called Open market opera-
tion. By selling bonds, the central bank recovers liquidity in the market and reduces 
the money supply in the market. This helps to curb inflation and maintain economic 
stability. Finally, the central bank can also encourage savings and reduce the borrow-
ing demand of enterprises and individuals by raising benchmark interest rates. Higher 
interest rates make borrowing more expensive, reducing the willingness of businesses 
and individuals to borrow, thereby reducing the money supply. This has played a 
certain role in controlling inflation [10]. 

5 Conclusion 

In summary, monetary policy has a significant impact and regulatory effect on the 
economic cycle. Expanding monetary policy can promote economic growth and stim-
ulate investment and consumption, while tightening monetary policy can suppress 
inflation and prevent economic overheating. The formulation and implementation of 
monetary policy need to comprehensively consider the overall economic situation and 
market response, strengthen monitoring and evaluation, and coordinate with other 
macroeconomic control policies. At the same time, legal regulations and policy sup-
port play a crucial role in the implementation of monetary policy. In future research 
and practice, further exploration should be made of the flexibility and precision of 
monetary policy to adapt to changes in economic cycles and the evolution of risks. 
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