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 Joe Gagnon (2015) 

 Glick and Leduc (2015)  

 

  
 

『Laboratory Experiment』: Use of real-time High-frequency 

data to filter out “Pure Monetary Policy Effects” (including 

announcement effects) 

QE in US has a POSITIVE effect on GDP Growth in Emerging 

Countries 

Case in Korea is a representative example 

• The Coefficient of Korea yield : 0.3 (Median) 
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Source: BIS Quarterly Review, p.108 ; KEIP Calculation 

 Long-term interest rates are closely correlated 

internationally 
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 Co-movement of Korean yield and US yield has gone up 

after QE + Forward Guidance announcement 

Source: KIEP (2015) 
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 Positive correlation is missing between policy rate and  

10 year Korean Bond yield 

Source: KIEP (2015) 
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Going forward  
 

 

 End of super-credit cycle triggered by U.S. Fed lift-off 
 
 

 Net Capital outflows from EMEs 

          $540 B (Forecast 2015)  $306 B (Forecast 2016) 
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Source: Institute of International Finance (2015) 

Capital Flows to Emerging Markets, Annual Data 
$ billion; resident capital outflows exclude reserves 
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 Are upcoming spillovers effects practically not so large? 
(Greenspan’s conundrum scenario) 



• Samples are pre-dominantly skewed to easing period 
– January 2006 – January 2015 (Gagnon) 

– Nov. 2008 – Dec. 2014 (Glick and Leduc) 

• Low volatility pushes down risk premium record low level 
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 Existing evidence may not well be applicable to the future 

 Monetary lift-off + High vol. + higher Risk premium period,  

pricing mechanism could go differently 

Source: KIEP (2015) 



 Traditional ‘trilemma’ vis-à-vis ‘dilemma’? (Rey 2013, 2014) 

 
 Is it possible that Central banks under flexible exchange 

rates regime conduct a MP based on domestic concerns  

so that they can disregard monetary developments  

in core countries?  
 

• A free capital account and independent MP being feasible 

only under flexible exchange rates (“trilemma”) 

 

• An independent MP and a free capital account would be 

incompatible under any exchange rate (“dilemma”) 
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 Cont’d 

 
 … many EM countries may be aligning their MP too much 

with US MP. (Gagnon) 

 

 This is because EM’s independent MP is constrained under 

free capital mobility regardless of exchange rate regime. 

(“dilemma”) 
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 Puzzle : Gagnon vs. Glick 
 

 US yield effect on foreign currencies on FOMC days are WEAK 

(Gagnon) 

 Dollar response to policy surprises during unconventional 

period is LARGER (Glick) 

 

 

 
 

 

 
 What’s behind this? (overshooting?) 
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Source: Glick (2015) 



 Do narrow windows (60 min, 2-day) capture  

long-term implications to policy makers? 
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Source: Glick (2015) 
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 Do narrow windows (60 min, 2-day) capture   

long-term implications to policy makers? 

 

 

 

 

 

 

 

 

Source: Ree and Choi (2014) 
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   Spillbacks? (Reverse spillovers) 

 Normalization of U.S. MP  Capital outflows from EMEs   

Currency depreciation  Decrease in import demand   

Decrease in domestic spending  slowdown the GDP growth … (1) 

 
 Currency depreciation leads export increase  Increase in GDP … (2) 

 

 (1) > (2) : Lead to global economic downturn 
 

- EMEs portion of global GDP : 52% 

- Global trade volume decreased by 12% in 2014 

- Depreciation effect on export increase questioned 

(Survey by the Financial Times) 
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