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Introduction
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Three Channels

@ Three channels of monetary policy shocks transmission:
> interest rate (Antonakakis et al. 2019; Nsafoah & Serletis
2019)
» asset price (Albagli et al. 2019; Chiang 2021)
» exchange rate (Craine & Martin 2008; Ha 2021)
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Gaps in Literature

@ most studies use a single framework

@ mainly focus on uni-directional spillovers
@ for equity price channel
» tend to use aggregate stock market index

@ Australia’s price puzzle is still not removed
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Why choose Australia?

Figure 1: Time series plot of shadow short rate (SSR)
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Contributions

@ sectoral equities instead of the aggregate equity indices
@ examines all three channels in a unified framework

@ remove the “prize puzzle” for Australia
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SSR series for US and Australia (Krippner, 2020)

daily data (31st March 2000 to 31st March 2022)
13 sectoral indices from the ASX

» Thomson Reuters Datastream Database
@ MSCI-US index

» Thomson Reuters Datastream Database
Exchange rate (USD/AUD)

» Thomson Reuters Datastream Database
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Flowchart

Figure 2: Flowchart of monetary policy spillovers
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Empirical Methods (Spillover)

VAR based technique of Diebold and Yilmaz (2012, 2014)
Total Spillover Index (TSI)
Directional spillovers index (DSI)
» made up of 'From’ and ‘To" DSI
Net spillovers index (NSI)
» DSI(To) - DSI(From)
Net pairwise spillover index (NPSI)

Robustness

» time-varying parameter VAR (TVP-VAR)
» frequency domain analysis
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Empirical Methods (Output and Inflation) (1 of 2)

A(L)Y; = ey, (1)

o A(L)=1—Ap— AL — ... — A,LP: lag polynomial
@ & vector of orthogonalized disturbances
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Empirical Methods (Output and Inflation) (2 of 2)

Vector Y;: )
RealOutput;

Yy = | Inflation; (2)
Policy;

matrix A:
all 0 0

A= layn ax 0 (3)
a31 432 433
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Empirical Methods (1V, Gertler & Karadi (2015)) (1 of 2)

P
AY: = > B, k+er, (4)
k=1

@ Y;: vector of economic variables
@ A and By: vectors of conformable coefficient matrices

@ ¢;: vector of structural shocks
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Empirical Methods (1V, Gertler & Karadi (2015)) (2 of 2)

Reduced form of structural VAR:

P
= D kYo stpe (5)
k=1
Impulse responses:
p
= ) O Y, +sef (6)
k=1

]=¢
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Total Spillover

Figure 3: : Dynamic total spillover index (TSI)

DY(12,14) Technique TVP-VAR Technigue
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Average dynamic total spillovers — DY (2012, 2014)

Table 1: Average dynamic total spillovers - DY (2012, 2014)
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Average dynamic total spillovers — TVP-VAR

Table 2: Average dynamic total spillovers - TVP-VAR
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Dynamic net spillovers

Figure 4: Dynamic net spillover index (NSI)
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Frequency domain analysis

Figure 5: Dynamic total and frequency spillovers
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Monetary policy on output and inflation

Figure 6: Impulse response function
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Monetary policy on output and inflation (1V)

Figure 7: Impulse response function
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RBA Monetary policy on output and inflation

Figure 8: Impulse response function
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FED Monetary policy on output and inflation

Figure 9: Impulse response function
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Conclusion

Summary of Findings

Spillovers are heterogeneous over time.
» peak during COVID-19 pandemic
@ U.S. MP has a dominant spillover effect on AUS financial markets.

> main transmission: interest rate channel
» then asset price channel (consumer discretionary)

Australia’s MP is a net receiver of spillovers

Spillovers can be used as external IV to remove prize puzzle.

@ Fed’'s monetary policy may undermine RBA’s monetary policy.
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Conclusion

Conclusions and Policy Implications

@ High spillovers in periods of crises should be a concern.

» monetary authorities
» financial market participants

@ RBA needs to adjust its monetary policy stance.
» considering the dominance of US MP on AUS economy
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