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Mantega “Currency War” claim 



Rajan interview with FT, 2010 



Asset Prices Around the June 2013 
FOMC Meeting and Press Conference 
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Dollar Exchange Rates 
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Evolution of 2013 GDP Growth Forecasts 
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Evolution of 2014 GDP Growth Forecasts 
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Summary of paper 
• Identify U.S. monetary policy shocks using sign restrictions in a 

13-variable monthly Bayesian VAR 
• Compute IRFs for real, nominal and financial variables for 

heterogeneous group of advanced and emerging market 
economies by estimating ARDL models 

• Group countries based on characteristics to summarize results: 
• Income level, exchange rate regime, capital account openness, dollar 

exposure 
• Key findings: 

• Tighter US monetary policy spills over to foreign economies in the form 
of lower real activity 

• Differential effects in advanced and emerging market economies 
• Only EMs also experience capital outflows, domestic credit crunch and 

falling house prices 
• Floating exchange rate regime offers some degree of insulation 

 
 



Comments – Specification of VAR 
• Inclusion of both U.S. and global industrial production in the 

VAR 
• The two series are highly correlated since global IP series includes 

U.S. IP 
• Why not global IP ex. U.S.? 

• Likewise VAR includes S&P500 and a global stock price index 
• Why not global stock index ex. US? 

• Note similarity of responses of US and global variables to US 
monetary policy shock in Fig. 1A/B 

• Short rates included in VAR limited to (average of) short rates 
in advanced economies (Canada, Euro area, UK, Japan) 
• Why not include (average of) short rates for all 27 countries listed in 

Table 2? 
• Exchange rate included in VAR is against 20 trading partners 

• Why not against all 36 countries included in study? 
 



Comments – Identifications scheme (sign 
restrictions) 
• Generally uncontroversial 

• Tightening of monetary policy has positive effect on fed funds rate, 
negative effect on industrial production, positive effect on nominal 
exchange rate (on impact), ….etc. 

• Restriction on movement of foreign interest rates relative 
to US rates to identify US-specific shock: 
•  𝐷𝐷𝐷𝐷𝐷𝐷 ≡ 𝑖𝐺𝐺−𝑈𝑈 − 𝑖𝑈𝑈<0 for t=1 

• Why not restrict  ∆𝑖𝐺𝐺−𝑈𝑈 ≤ 0  for t=1? 

 
 



Comments – Identified shocks 
• Monetary policy shocks identified using sign restrictions 

on IRFs 
• Identified shocks includes news on forward guidance (per Gertler & 

Karadi (2015)) 
• Are the identified monetary policy shocks plausible? 
• Comparable in their effects on key aggregates to the 

effects found by other authors 
• But…response of fed funds rate to fed funds rate shock 

shown in Figure 1 seems (to me) a bit too persistent to be 
the result of a true “shock” 
• Look more like a bout of heavy coughing than a “sneeze”! 
• Identified shocks include a relatively large forward guidance 

component? 



Christiano, Eichenbaum & Evans 
Handbook of Macro, 1999 

Effects of monetary policy shock on fed funds rate dissipated after three quarters 
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The wordiness of the FOMC statement 

0

100

200

300

400

500

600

700

800

900

1000

1994 2000 2006 2012

July 1995: First mention of a 
Target level for the federal funds rate 



Federal funds rate – past, present ……. 
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A general comment on monetary policy 
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Fed funds rate a discrete 
rather than a continuously  
valued variable – 25 b.p.  
Moves or (since Dec 2008) ranges 

Real time data issue: 
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Comments – Post 2008 ZLB period 
• Federal funds rate stuck at zero lower bound since 

December 2008 
• Fed engaged in unconventional monetary policy actions 

• Large scale asset purchases 
• Forward guidance 

• Starting in 2012, Survey of Economic Projections (SEP) includes 
projected path of fed funds rate 

• Authors address this issue by comparing IRFs estimated 
over 1980-2013 with those estimated over 1980-2008 
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Federal funds rate – past, present and 
future? 
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Comments – country groupings 
• Comparative impact on AEs and EMs 
• Comparative impact on peggers & floaters 

• Countries assigned based on average behavior in the sample 
• Whether to float or peg is a policy choice 

• Repeat exercise for countries that pegged/floated for all of the sample? 

• Comparative impact depending on financial openness 
• As with the exchange rate regime, degree of financial openness is 

an endogenous policy variable 
• Exclusion of some countries with “extremely large 

responses e.g. Brazil in the case of short-term interest 
rates and inflation…” 
• Criteria used to determine how big “large” is? 
• Better to have common set of countries for all IRFs? 



Final observations 
• A really useful contribution to the literature on monetary 

policy spillovers, a topic likely to be of enhanced interest 
in the coming year(s) 

• Questions for future research: 
• Dealing with forward guidance 
• Use of balance sheet (size, duration, composition) as a tool 

• Does Wu-Xia shadow rate capture everything that is relevant? 
• Changes to the FOMCs operational tools (IOER, RRP, TDF, etc.) 
• How do the quasi permanent swap lines change things? 
• Why do floating exchange rates fail to insulate? Political economy 

of monetary policy? Or other concerns? 
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