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What do we
know now

that we
didn’t five
years ago?

- Unconventional monetary policy

(quantitative/credit easing and forward
guidance) seems to have macro effects on
asset yields and economic activity

* Empirically, these measures seem to have

international spillover effects

* But the effects are imprecisely estimated, and
* Theory provides little guidance on what is

expected



* Unconventional measures
interpreted in conventional monetary
models

Outline Portfolio balance models
*Empirics

*Spillovers, rebalancing and policy
implications




s there a simple relationship between balance
sheets and exchange rates?
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s there a simple relationship between balance

sheets and exchange rates?
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Forward
guidance,
yields,

capital
flows to
EM’s
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Foreign Exchange Rates
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A Quasi-
structural

approach

- Estimate a VAR
over 1995-2012

* Assume the Fed
can control can
the 10 yr-3 mo
term spread

* An approach
which can
identify dynamic
effects along
many dimensions

* But must assume
pre- and post-
crisis propagation
is the same

Impulse response functions (median estimates) of emerging Asia
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Impulse response functions (median estimates) of Latin America
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An

alternative
approach

*Rely on trilemma
* Shocks must manifest in either changes

in exchange rate, money base, or capital
openness

*Focus on crisis and post-crisis period
* Restricts number of variables that can be

examined



Financial
stress, US

balance

sheet, and
US dollar

Response of D(FSI_ADVANCED) to D(FSI_ADVANCED)
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Response to Cholesky One S.D. Innovations+2 S.E.

Response of D(LKUS) to D(LKUS) Response of D(LKUS) to D(LTWECBR_BIS) Response of D(LKUS) to D(LKBR)
.06 .06 .06
.04 .04 .04 -
.02 .02 - s .02 | PN
7 - 7
//
.00 .00 :\
e o o o e T e B b7 B e e e T e
1 2 3 4 5 6 7 8 9 10 1 2 3 4 5 6 7 8 9 10 1 2 3 4 5 6 7 8 9 10
a n d Response of D(LTWECBR_BIS) to D(LKUS) Response of D(LTWECBR_BIS) to D(LTWECBR_BIS) Response of D(LTWECBR_BIS) to D(LKBR)
04 04 04
N
.02 .02 - .02 -
004—~ = .00 .00 < S
/ N
/ [ -
/’--N-”’
024 -02- -02-
t /
ra es -04 — T T T T T T -04 — T T T T T T -04 — T T T T T T T T
1 2 3 4 5 6 7 8 9 10 1 2 3 4 5 6 7 8 9 10 1 2 3 4 5 6 7 8 9 10
[ ]
Response of D(LKBR) to D(LKUS) Response of D(LKBR) to D(LTWECBR_BIS)
ra 2 I .08 .08 .08
.04 .04 .04 -
.00 .00 .00
-.04 4 -.04 4 -.04 4
-08 — T T T T T T -08 — T T T T T T -08 — T T T T T T T T




Money base
and

exchange
rates
NISE)

Response of D(LKUS) to D(LKUS)
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Response to Cholesky One S.D. Innovations + 2 S.E.
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Response to Cholesky One S.D. Innovations+2 S.E.
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olllaY

implications

* Increases in the US balance sheet put
downward pressure on dollar, even after
controlling for financial stress

* Increases in the US balance sheet possibly
put upward pressure on emerging market
economy currencies, balances sheets

e But evidence is sketchy

e [f the effect is there, then it might be a
good thing
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Global

rebalancing:

Other

emerging
market
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Conclusions

* Conventional models of the exchange rate are ill
suited to understanding impacts

* Portfolio balance approaches are more relevant,
but more difficult to estimate

* Empirical estimates on cross-border effects vary
across studies and events

* Estimates based on only announcements might
understate total effects

* But unconventional monetary policies seem to
have some spillover effects

* Uncoordinated expansionary monetary policy
might be better than no expansionary policy



