[image: ]

[bookmark: _GoBack]	My equations are very similar to the equations in this paper but different dependant and independent variables. 
image1.png
We employ I g aynamic panel GAKGH
model (Cermeno and Grier 2006) with fixed effects
for the nominal interest rate, ry:
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where 7;_y, Xy_; and §;_; denote lagged inflation,
output gap and stock market uncertainty, respec-
tively, for country # ; captures possible country-
specific effects and & is a residual term. We assume
that &, follows a multivariate-normal distribution
with zero mean and variance-covariance matrix Q,
with the following typical diagonal element:
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where X;=[ri_1, m_1, Xi—1). Equation 2 indicates a
GARCH(1,1) process applicable to each interest rate
in the panel? Similarly, the covariances for each
country pair are represented by the off-diagonal ele-
ments of ©; as follows:
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Our main hypothesis is that £<0 (ie, higher
stock market uncertainty will lower the interest
rate). We also expect that both >0 and y>0
(Miles and Schreyer 2012) if interest rate setting
responds to inflation and the output gaps, and ¢>0.

The log-likelihood function for the complete
panel is as follows:

maximum likelihood estimates.

lll. Data and results

Driven by the need for a consistent balanced dataset
across this range of countries, we use quarterly
deposit rate data obtained from the IMF’s
International Financial Statistics over the period
1994:Q1-2015:Q1 (T = 85) for 10 Asian countries
(N = 10), namely China, Hong Kong, Indonesia,
Japan, Malaysia, Philippines, Singapore, South
Korea, Taiwan and Thailand. For each country,
inflation is the annualized quarterly change of the
log of CPI, and the output gaps are measured by the
deviations of GDP from the Hodrick-Prescott-fil-
tered trend (A = 1600). Based on the log of monthly
stock price indices, we employ a realized uncertainty
measure as in Jovanovic and Zimmermann (2010).>
Univariate and panel data unit-root pre-testing of
the interest rate series indicated stationarity
throughout, but only after first differencing (results
not reported in the interests of brevity). We there-
fore employ first-differenced deposit rate data in our
estimation.

We first evaluate the poolability of the data by
testing for country-specific effects using the least-
squares dummy variable estimator based on the
White (1980) and Newey and West (1987) hetero-
scedasticity and autocorrelation-consistent covar-
iance matrix. Following the estimation of an AR(4)
specification for the conditional mean equation
(Equation 1), the Wald test statistic for testing the
null hypothesis Hy : pt; = 4, ... = iy is computed

as (g = 0.675, which is not statistically significant.
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