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Editorial 
 
 
The authors analyze the transmission of structural shocks between the US and the euro 

area within a two-country VAR framework. For that purpose, they simultaneously 

identify cost-push, demand and monetary policy shocks for both countries using sign 

restrictions. Their results show that domestic shocks explain the largest share of the 

forecast error variances for GDP, consumer prices and the interest rate in both 

countries in the short run, whilst spillovers from the other country and global factors 

gain importance in the medium run. The strength of the shock transmission between 

the two countries is quite symmetric. The authors’ approach to the identification of 

structural shocks allows us to construct confidence bands that account both for 

estimation and identification uncertainty. The authors find impulse responses to 

domestic shocks to be significant while spillovers across countries are insignificant. 
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Table 1: Test for Granger causality of US versus euro area output gap (p-values) 
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Identification restrictions suggested by economic theory 
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The Metropolis-Hastings algorithm 
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Table 4: Forecast error variance decomposition for US and euro area GDP 
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Figure 1:  Confidence intervals for the effects of US and euro area shocks on GDP  
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Table A1: Detailed results for the forecast error variance decomposition 
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Figure A1: Chains of the Metropolis-Hastings algorithm 
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Figure A2: Densities of the rotation angles 
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Figure A3: Confidence bands for the forecast error variance decomposition for US GDP 
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Figure A4: Confidence bands for the forecast error variance decomposition for euro area 
GDP 
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