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Working Papers  

2014, “Monetary Policy Rules and Macroeconomic Stability Revisited: Limited 

Information Approach under Identifying Restrictions,” with Chang-Jin Kim                                              

                 (Job Market Paper, submitted) 

Abstract 

 

     By assuming that monetary policy shocks do not have contemporaneous effects, 

we design a new limited information approach to the estimation of the forward-

looking monetary policy rule. Our Monte Carlo experiment results show that there 

exists a particular range for the value of the concentration parameter for which 

GMM suffers from the weak identification problem, while the proposed method does 

not. For this range of the concentration parameter, both the Wald test from the 

proposed approach and the identification-robust test from GMM have correct size. 
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However, the power of the Wald test from the proposed approach is considerably 

higher than that of the identification-robust test from GMM.  

     Based on the proposed approach, the null hypothesis of indeterminacy is rejected 

for the 1979:Q3-1997:Q4 sample, in contrast to Mavroeidis (2010). However, it is 

not rejected for a more recent sample. Our interpretation is that, for the transition 

period during which the active policy initiated in 1979 was not fully effective, the 

policy rule can be estimated precisely enough to directly rule out indeterminacy. But 

once the economy has been stabilized, policy parameters are not very well identified. 

Weak identifiability during this period could well be a consequence of monetary 

policy that led to a determinate equilibrium as Mavroeidis (2010) suggests. 

 

 

2014, “Stock Market Reaction to Monetary Policy Changes: Identification through 

Heteroskedasticity with Markov-switching.”  

 

Abstract 

 

Estimating the response of asset prices to monetary policy changes is difficult 

due to endogeneity and the omitted variable bias issues. These problems arise from 

the simultaneous relationship between stock prices and policy decisions, as well as 

the fact that both react to numerous other variables. In this paper, I use the 

heteroskedastic structure of monetary policy shocks to identify stock market 

reactions to monetary policy changes following Rigobon and Sack (2004). 

Especially, to consider all possible sources which affect shifts in monetary policy 

shocks, such as the alteration of expectations about the future path of the monetary 

policy and a change in the timing of policy moves, I incorporate the Markov-

switching framework to detect different state endogenously. The procedure proposed 

in this paper can reduce the potential bias caused by mis-specified timings in the 

shifts of monetary policy shocks and produce more precise estimate of the monetary 

policy actions on the stock market. Since the stock market is forward-looking, I 

focus on the surprised part of the policy actions within the conventional event-study 

framework. 

 

 

Work-In-Progress 

 

2014, “Estimation of a Time-varying Forward-looking Monetary Policy Rule: Limited 

Information Approach,” with Chang-Jin Kim  

 

In this paper, we estimate a time-varying forward-looking monetary policy 

rule by considering a time-varying structural vector auto-regression (VAR) model 

for the monetary transition mechanism. Assuming that the time variation comes 

from the coefficients and the variance covariance matrix, we illustrate this via 

modeling multivariate stochastic volatility.  In a foundational paper, Primiceri 

(2005) estimated a time-varying structural VAR with stochastic volatility after 



assuming monetary policy shocks to be independent of any other innovations 

without forward-looking variables. Because agents are assumed to be rational, 

monetary policy changes can be incorporated into future forecasts.      

Kim and Nelson (2006) used a single equation to investigate the estimation 

of a forward-looking monetary policy rule in relation to the forward-looking 

behavior of agents. To account for the endogeneity, they suggested a two-step 

estimation technique based on the control function approach. However, as Chon 

and Kim (2014) argued, the error term in instrumenting equations for forward-

looking variables follows moving-average (MA) dynamics, resulting in additional 

information loss. Consequently, this paper illustrates that one can recover this MA 

structure after considering the reduced-form of the time-varying VAR; the 

procedure suggested in this paper resolves the possible weak identification issues. 
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