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Table 6: Correlation of Interest Rates, Price and Output with the US 

  Interest CPI IP 

People’s Republic of China 0.22 0.78 0.43  
Indonesia 0.21 0.99 0.68  
Japan 0.24 -0.44 0.93  
Republic of Korea 0.57 0.99 0.88  
Malaysia 0.20 0.99 0.89  
Philippines 0.62 0.99 0.82  
Singapore 0.75 0.92 0.93  
Taipei,China 0.68 0.93 0.93  
Thailand 0.39 0.99 0.86  

Note: Data are from International Financial Statistics of IMF from January 1999 to June 2007. Interest, CPI, and IP 
stand for interest rates, consumer price index and industrial production respectively. 

Source: authors’ calculation. 

4. EMPIRICAL MODEL  
We used the following empirical model to analyze the effects of changes in US monetary 
policy on East Asian economies. Most East Asian countries can be treated as small, open 
economies. In order to reflect this structure in the model, we assume a block-exogenous 
VAR model in which the US variables are treated as exogenous to East Asian variables.1 In 
addition, by constructing a block-exogenous VAR model, we can also save the degree of 
freedom (compared to considering all the interactions between two countries). 

US monetary policy and East Asian economies endogenously respond to the US or world 
structural shocks. As a result, simple analysis on the relation between US monetary policy 
and East Asian economies can be misleading since the simple timing relation between US 
monetary policy and East Asian variables can originate from non-monetary structural 
shocks. Therefore, exogenous US monetary shocks are identified in the following model, by 
using the Christiano, Eichenbaum, and Evans (1999) method.  

The empirical model assumes that the economy is described by the following structural 
equation system  
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where G(L) is a matrix polynomial in lag operator L, and )(ty is a m x 1 data vector with m 
the number of variables in the model. In addition, Λ=))(var( te  where Λ is a diagonal matrix 
and the diagonal elements are variances of structural shocks.  

 

 

                                                 
1 Although we used the same framework for all countries, the US may not be regarded as completely exogenous 

to Japan and the PRC. In this regard, the empirical results for Japan and the PRC should be interpreted with 
some caution. On the other hand, while an individual country in East Asia is not likely to affect the US economy, 
Asia as a whole may affect the US economy (i.e., see Kim, Lee, and Park 2009). We did not model such a 
possibility explicitly since such a modeling, together with analyzing the effects of US monetary policy shocks, is 
not easy, especially given our short sample periods. 


