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Ansgar Belke and Marcel Wiedmann1

Monetary Policy, Stock Prices and 
Central Banks – Cross-Country 
Comparisons of Cointegrated VAR 
Models

Abstract
In this paper, we analyze the long-run behavior and short-run dynamics of stock 
markets across some selected developed and emerging economies – namely the United 
States, the Euro Area, Japan, the United Kingdom, Australia, South Korea, Thailand 
and Brazil – in the Cointegrated Vector-Autoregressive (CVAR) framework. The main 
purpose is to assess empirically if liquidity conditions play a signifi cant role for stock 
market developments. As an innovation, liquidity conditions enter the analysis from 
three angles: in the form of a broad monetary aggregate, the interbank overnight rate 
and net capital fl ows which in our case stands for the share of global liquidity that 
arrives in the recipient economy. A second aim is to check empirically whether central 
banks are able to serve as a driver of the stock market as it, for instance, seems to be 
the case in late 2012 and 2013 in the wake of the forward guidance conveyed by central 
banks worldwide.

JEL Classifi cation: E43, E58

Keywords: Asset prices; CVAR; central banks; monetary policy; VECM
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xt = Π1xt−1 + . . .+Πkxt−k +ΦDt + εt , t = 1, ..., T , 0�2
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Δxt = Πxt−1 +

k−1∑

i=1

ΓiΔxt−1 +ΦDt + εt , t = 1, ..., T , ���

����� Π =
∑k

i=1 Πi − Ip �	
 Γi = −∑k
j=i+1 Πj �
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Π(z) = (1− z)Ip −Πz − (1− z)

k−1∑

i=1

Γiz
i ���

���� 
������	�	� |Π(z)|� �� Π(z) ��� � �	�� ����� z = 1� ����� |Π(1)| = 0� ���	 −Π(1) = Π �� �� ��
���
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 ����� ��� yr,t + δ1(b10t − πt) + δ2πt + δ3mr,t + δ4sr,t ∼ I(0)
����� !��
 δ1 > 0, δ2 > 0, δ3 < 0, δ4 < 0
"���� mr,t + ρ1yr,t + ρ2πt + ρ3(b10t − ort) + ρ4sr,t ∼ I(0)
������ !��
 ρ1 < 0, ρ2 > 0, ρ3 > 0, ρ4 > or < 0
��#����� πt + λ1(mr,t − yr,t) ∼ I(0)

!��
 λ1 < 0
$��
�� ort + ψ1πt ∼ I(0) and/or b10t + ψ2πt ∼ I(0)
������ !��
 ψ1 = −1, ψ2 = −1
%����������� b10t + η1ort ∼ I(0)

����
���� !��
 η1 = −1
&�	��� ort + μ1(πt − π∗) + μ2(yr,t − y∗r ) + μ3(sr,t − s∗r) ∼ I(0)
��	�� !��
 μ1 < 0, μ2 < 0, μ3 < 0
 ����� ��� sr,t + κ1mr + κ2(yr,t − trendt) + κ3(ort − πt) + κ4(b10t − πt) + κ5cf ∼ I(0)
����'� !��
 κ1 < 0, κ2 < 0, κ3 > 0, κ4 > 0, κ5 < 0
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�������� ���
�� 
� ��������


� ����� "� �
�
� C ��� ����
�� ���� ���� p − r = 3 �
���� 
���
���
��� �� ��� p = 7 
������
��� 

εt ���� ��������� ���
��� ��� C!����
� 
�� �� ���� 
����� �� ��#!#
��� ��� 
������ ���# ���

����!��� 
���
� �� � ���
� �� � ���
���� �� ��
� �� ��� ���
����� 
� ��� ������ ��� ��� ��#� ���#

#�

� �� ��� ���
�� ���� � ����!��� 
���
� �� ��� ����

���� ���
�����

��� $���!%�� 	���
� &���
� C

ε̂mr ε̂sr ε̂yr ε̂Δp ε̂ff ε̂b10 ε̂cf
mr �����

[4.060]
−0.036
[−0.585]

0.705
[0.486]

1.195
[0.836]

5.109
[1.717]

1.735
[0.563]

−0.717
[−0.696]

sr 0.533
[0.210]

�����
[5.119]

−7.149
[−1.278]

0.684
[0.124]

−6.821
[−0.595]

20.39
[1.718]

3.875
[0.978]

yr �����
[3.453]

�����
[3.047]

−0.106
[−0.484]

0.165
[0.767]

0.443
[0.990]

0.761
[1.641]

0.016
[0.106]

Δp ����	
[3.951]

−0.001
[−1.165]

0.009
[0.623]

0.012
[0.804]

0.053
[1.750]

0.011
[0.353]

−0.008
[−0.795]

or −0.029
[−0.417]

0.011
[1.683]

0.295
[1.897]

0.210
[1.371]

�����
[2.071]

��	��
[2.135]

−0.108
[−0.983]

b10 −0.010
[−0.214]

0.007
[1.616]

0.196
[1.921]

0.141
[1.406]

����

[2.151]

�����
[2.144]

−0.074
[−1.020]

cf 0.000
[NA]

0.000
[NA]

0.000
[NA]

0.000
[NA]

0.000
[NA]

0.000
[NA]

0.000
[NA]
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���
��� 0/%!������
� $��
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�
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��
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������� a ��� b ���  ���� ��������� ����'� �� ��� �����	��� ���� � ��
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