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This paper...

Explores the effects of monetary policy shocks at the ZLB on:

1 Domestic interest rates (US)

2 Foreign interest rates (Japan / Euro / UK)

3 Exchange Rates

4 Financial market risk premia
Domestic term premium

Foreign term premium

Foreign exchange risk premium

5 Generalized carry-trade return
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Monetary Policy Shock

Changes in the 5-year US Treasury future around a monetary
policy announcement.

Highlights

High frequency data:
15 minutes before FOMC announcement vs. 1 hour and 45
minutes after

Up to a scale factor: decrease of 25 basis points

Identification

External instrument

Structural VAR

At the ZLB: 10/2008-03/2015
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Estimation Strategy

Step 1: Estimate monthly VAR(p) 1990-2015.

Yt = β0 + β1Yt−1 + β2Yt−2 + ...+ βpYt−p + εt

Yt =


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Reduced form: εt = Rηt , Structural shocks: ηt =
(
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where η1,t ≡ monetary policy shocks, η2,t ≡ other
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Estimation Strategy

Step 2: External Instrument.

Construct Zt with intraday (τ) changes around monetary
policy announcements (MPA)

Zt =


4MPArUS

τ (5y) if ∃ one MPA at t∑
all,t 4MPArUS

τ (5y) if ∃ multiple MPA at t
0 if @ MPA at t



Construct Xt with intraday changes in Yt when possible
If4MPAYt,i is not available for variable i at time t , then use εt,i

Assumptions:
(i) E (η1,tZt) = α and E (η2,tZt) = 0.

(ii) E (Zt (εt − Xt)) = 0.
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Estimation Strategy

Step 3: Identification.

Regress Xt onto Zt to identify the first column of
R from εt = Rηt .

Only focus on ZLB sample: 10/2008 - 03/2015.

First stage is strong.

Trace out effect of monetary policy shock on
future values of Yt .
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Estimation Strategy: Comments

Exclusion restriction: How strong is the assumption?

(i) E (η1,tZt) = α and E (η2,tZt) = 0.

MPA might be driven by unexpected changes in
employment/CPI reports.

Aggregation of MPA: Could this potentially bias results
down? ∑

all,t 4MPArUS
τ (5y) if ∃ multiple MPA at t

Adjusting by day of the month should help.

Are all effects immediate, particularly when trading hours
are different? (e.g., US & Japan)

Power in the regressions? ( p vs. number of observations)
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Main Results: Foreign interest rates
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Main Results: Exchange rates
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Main Results: Domestic term premia
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Main Results: Foreign term premia
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Main Results: Foreign exchange premia
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Main Results: Generalized carry-trade returns
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Main Results: Comments

Placebo tests

e.g., What is the effect on variables of4notMPArUS
τ (5y) ?

Pre-ZLB vs ZLB

Different instruments
Different number of observations

Interpretation of confidence intervals.

Studying effects in domestic economy.
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Conclusion

This paper explores the international effects of US monetary
policy shocks on macroeconomic variables.

Zero lower bound is a particularly interesting period.

Structural shocks are identified via external instruments
approach.

Effects on interest rates, exchange rates, financial market risk
premia, and generalized carry trade return.

Results suggest that US monetary policy easing shocks lower
domestic and foreign bond premia, and lead to dollar
depreciation.


