
















































(I 997). These three models also helps further exclude systematic responses of non­

German countries' monetary policy to identify exogenous monetary p�licy shocks. 

On the other hand, the asymmetric result between Germany and non-German 

countries may result from the built-in asymmetry in the model. So, I construct a Gennan 

model where monetary variables of other countries are included additionally. This model 

itself may not be as attractive as the asymmetric model considered before, but I 

experiment this model to check the robustness of results under different built-in 

asymmetry in the model. 

I do find some identification schemes that can produce reasonable dynamics and 

estimates of monetary reaction functions in some cases, but in other cases, it is not easy to 

find an identification scheme for the extended model that can produce reasonable 

dynamics and estimates of structural parameters of monetary reaction functions. The 

results from the identification scheme that I experimented and that produced the plausible 

signs of estimated structural parameters and reasonable responses of monetary policy 

shocks are similar to the previous results. 

7. Conclusion 

I construct different models representing different identifying assumptions on 

contemporaneous policy interactions between non-Gennan European countries and 

Germany to identify monetary policy shocks in non-German European countries - France 

and Spain. Some identification schemes show the plausible value of the estimated 

structural parameters and deliver the reasonable dynamic responses of monetary policy 

shocks. Based on these models, I examine the role of monetary policy shocks in those 

countries. In addition, I examine which country tries to stabilize the intra-European 

exchange rate. 

The results on variance decomposition on output and price are consistent with the 

previous researchers' finding that monetary policy shocks are not the dominant sources of 

output and price fluctuations. The result on variance decomposition on the nominal 

exchange rate suggests that the French and the Spanish monetary policy shocks are the 
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major sources of the fluctuations of the FFIDM and Ptas/DM exchange rate, while the 

German interest rate shocks have a moderate contribution to the fluctuations of the 

exchange rates. On the other hand, the impulse responses to the non-German monetary 

policy shocks, the German interest rate shocks, and the exchange rate shocks suggest that 

the French and Spanish monetary policies stabilize the exchange rate against the DM 

vigorously (the lesser degree in the France) and that the German monetary policy 

stabilizes the FFIDM and PtaslDM exchange rates very weakly. The cross country 

differences in the magnitude of exchange rate stabilization. which are inferred from the 

evidence on the impulse responses, may explain the cross country differences in the 

contribution of monetary policy shocks on the exchange rate fluctuations, which are 

inferred from the evidence on the variance decomposition. 

Another interesting result of ti\is paper is that slight modifications of identitying 

assumptions in the "identified V AR" models generate very similar responses in some 

cases. One of the previous critiques on the "identified V AR" models (compared to 

unrestricted V AR models) is that the result is sensitive to slight modifications of 

identitying assumption. But the results of French and Spanish models suggest that this is 

not necessarily the case. More specifically, the similarity on the effects on the price level 

and output is less surprising since the basic identification scheme has produced the 

similar results in the previous research. In contrast, the similarity of the effects on the 

exchange rate and the responses of policy authority seem to deserve more attention 

considering very different identitying assumptions on the contemporary policy 

interactions, which possibly result the substantial difference in the effects of monetary 

policy shocks, are assumed on the top of the basic identification scheme. 

Finally, by experimenting different identification schemes on contemporaneous 

policy reactions between non-Gennan cOlU1tries and Gennany, we can infer some 

interesting points in modeling monetary policy in non-German countries. In particular, the 

NG-RGI model and the SG-RSE model can deliver reasonable responses in all countrie�. 

This suggests that assuming contemporaneous unilateral reaction of non-Gennan 

countries to the exchange rate against OM and the Gennan interest rate and assuming 

contemporaneous reaction of non-Gennan countries and German interest rates to bilateral 
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exchange rates seem reasonable schemes to identify non-German monetary policy in 
association with German monetary variables. 
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Table 1. Contemporaneous Coefficients on Monetary Reaction Function and 
German Interest Rate Equation, France 

No German Reaction Partial Symmetric 
Model NG-RGE NG-RGI PG SG-RSE SG-RSI 
info. on Rts R(G) excI. R(G) incl. R excI. R's excl. R's incl. 
zero rest. 61,65,16 61,65 61 16,61 no 
on 61,65,16 restrions 

g12 -20.3 -63.6 - 1 5 .56 -63.7 - 1 69.6 
sId. error 1 9. 7  86.4 25.46 103.2 333.0 

g15 -32 1 .2 -74.3 -25. 1 1  ·94.7 - 1 29.5 
sId. error 83.8 142.3 22.60 162.3 3 74. 7 

g16 --- -.28 .67 --- -3.01 
std. error --- .21  1 . 75 --- 5.45 

Ul --- --- -_. --- .74 
SId. error --- --- --- --- 1 . 1 0  

g65 --- --- 286.0 6.32 -29 .0 

sId error --- --- 528.3 17.33 72. 0 
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Table 2. Contemporaneous Coefficients on Monetary Reaction Function and 
German Interest Rate Equation, Spain 

No German Reaction Partial Symmetric 
Model NG-RGE NG-RGI PG SG-RSE SG-RSI 
info. on R's R(G) excl. R(G) incl. R excl. R's excl. R's incl. 
zero rest. 61,65,16 61,65 61 16,61 no 
on 61,65,16 rest. 

g12 8463 1 1 8.8 -4.36 48.2 565.5 

sId. error 1 16798 202.5 75.92 78. 4 4402.3 

g15 -5 191 - 1 55.5 -6.67 -60.8 -689.4 

sId. error 71620 263.5 3 7. 04 82. 9 5327.6 

gl6 --- -3.10 2.80 --- -24.8 

SId. error --- 4.32 3 0 1  --- 208.8 

U1 --- --- --- --- .37 

sId. error --- --- --- --- .43 

U5 --- --- 37.0 6.55 -3.36 

SId. error --- --- 51. 6 3.52 29. 7 
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Table 3. Forecast Error Variance Decomposition due to Monetary Policy Shocks 
and the German Interest Rate Shocks in France 

I) Consumer Price Index (due to Monetary Policy Shocks) 

No German Reaction SYmmetric 
Model NG-RGE NG-RGI SG-RSE 
info. on R's RIG) excl. RIG) incl. R's excl. 
Zero rest. 61,65,16 61,65 16,61 
12 m 4.7 13 S) 3.8 14.S) 3.2 (2.8) 
24 m 7.1 (S.]) 7.2 17.4) 6.3 (S.7) 
48 m 9.0 (6.2) 1 1 .7 ( 1 0.7) 9.2 (6.6) 

2) Industrial Production (due to Monetary Policy Shocks) 

No German Reaction SYmmetric 
Model NG-RGE NG-RGI SG-RSE 
info. on R's RIG) excl. RIG) incl. R's excl. 
Zero rest. 61,65,16 61,65 16,61 
12 m 1 1 .6 (8.0) 1 8.6 (I 1 .0) 3.4 (2.S) 
24 m 1 3 .0 (9.0) 2 1 .S ( 12.9) 9.2 (6 6) 
48 m l OA (6. 1 \  1 7.7 ( 10.9) 22. 1 (8.2) 

3) Exchange Rate 

No German Reaction Symmetric 
Model NG-RGE NG-RGI SG-RSE 
info. on R's rumexcl. R(G) incl. R's excl. 
Zero rest. 61,65,16 61,65 16,61 
MS O m  2.6 12.2) 27.1 (16.4) 20.2 (13.5) 

6 m  S6. 1(l9.9) 30.6 (18.6) 42.2 (18.5) 
12 m 54.4(1 9.]) 32.1 ( I6.2) 44.2 (17.8) 
24 m 38.5(13.0) 23.8 (11 .3) 32A (14.1\ 
48 m 26.3( 1 1 .7) 16.8 (8.6) 22.0 ( 1 0.8) 

RiG) O m  3 1(2.7) 4.2 (2.8) 5.2 (3.2) 
6 m  3 .3 (2.S) 3.S (2.7) 8A (6.6) 
12 m 3.8 (2.S) 4.7 (4 1 )  6.9 (S.3) 
24 m S.6 (4.3) 6.7 (S.7) 8A (5.8) 
48 m 1 1 .7 (7.3) 9A (7.6) 9A (6.8) 
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Table 4. Forecast Error Variance Decomposition due to Monetary Policy Shocks 
and the German Interest Rate Shocks in Spain 

I) Consumer Price Index (due to Monetary Policy Shocks) 

No German Reaction Symmetric 
Model NG-RGE NG-RGI SG-RSE 
info. on R's R(G) excl. R(G) incl. R's excl. 
Zero rest. 61,65,16 61,65 16,61 
12 m 1 1 .2 19 . 1  ( 10.9) 30.0 ( 1 3.8) 
24 m 14.4 1 6.0 (I 1 .6) 26.9 (14.5) 
48 m 19.3 1 6.7 ( 1 3.3) 25.2 ( 1 4.3) 

2) Industrial Production (due to Monetary Policy Shocks) 

No German Reaction Symmetric 
Model NG-RGE NG-RGI SG-RSE 
info. on R's R(G) excl. R(G) incl. R's excI. 
Zero rest. 61,65,16 61,65 16,61 
12 m 0.9 2.6 (2.4) 6.2 (4.4) 
24 m 1 .7 6.2 (4.9) 8.3 (5.2) 
48 m 6.4 10.0(7. 1)  1 5.8 (7.5) 

3) Exchange Rate 

No German Reaction Symmetric 
Model NG-RGE NG-RGI SG-RSE 
info. on R's R(G) excl. R(G) incl. R's excl. 
Zero rest. 61,65,16 61,65 16,61 
MS O m  76.7 1 7.8 (13.� 49.2(21 .6) 

6 m  8 1 .9 67.7 (12.6) 5 1 .4 (22.2) 
12 m 59.4 49.0 (12.3) 43.6 (16.7) 
24 m 33 . 1  3 1 .4 (13.9) 37.7 (12.3) 
48 m 22.4 23.8113.4} 27.9113.6) 

R(G) O m  6.4 4.3 (3 .1) 3.2 (3.1) 
6 m  2.2 4.8(3 ·51 9.�(8.2t 
12 m 7.8 10.9 (7.3) 1 1 .7 (6.9) 
24 m 1 9.5 1 8.2 ( 1 15 )  20.9 ( 12.7) 
48 m 19.7  1 8.6 (I 1 .3) 24.1 ( 16 . 1 )  
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Figure 1 .  Impulse Resonses to Monetary Policy Shocks, France 
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Figure 2. Impulse Resonses to Monetary Policy Shocks, Spain 
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Figure 3. Impulse Resonses to German Int. Rate Shocks, France 
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Figure 6. Impulse Resonses to Exchange Rate Shocks, Spain 
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