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ata A= B Az FHA drhd FEErEE A Y] 9@ SRR T
3t 2514 Ao] Brle} Atgd ol JEgS v ertE BN Rzl dt) 7]|E]
e AFEL 238 ARE ol&d FFE9 Wl B/ &5 5 AN
HAFE vAE G A, SR 2 Ao e dFe] A3 (narrative)
T AT (event study) o] WHOR F853U3/F F AT E AT AIA

i RS
e € AB|AHETEeL A AL Ah R AR EE BSP AAE Qo BTl AbE
o Y2 WA= v TUe] AXFgHTEC] 7] el 7]EA Tl <
A2 d/Deghs, nl=e LHA=7IAG, ARV Fol AMEET &
3} DSGE (Dynamic Stochastic General Equilibrium) Y VAR (Vector Autoregressive)
BES olgste 71EY] UiFE A7EH 2] B AFelM= Jorda (2005) o =4
7 (local projection) ®&-Z o]&al Fejxge] AAAAE AWEI o] AAHE
= HiTEs gAF o= a3 VAR 2E9] 759 vlwsl Er}. ¥Rk ofz}
EAAF, ARk, ol FRE Fo| A mEt ASEA AT Atol7t dertE A
HE 3 B aae] EA) o F = Fela Erh

=

AT w2 PAFE 45 A0 e 24BN e Bt

=

sloh=
TAFIRYGA FHFE AR ZHESE Lastrapes (2005) 9] VAR 23S
ALl F5e1E ARsl] FYske Atolle At frAksith

= AT e 22 HEEE o] FoA k. AIAeM e 54FY REs
o]-gstAY T A AT T 71EATE tal A EL ol AFEH
E Aele] ApolHE vws) ok Aol s 2 dFelA 425 A3HS
el od RYEo] BAHErE wodth ANAdAE F8 fesdd did &
A2 A= AAlskaL o] 59 TAA S 712 Al dsl At VA
e WA T8 HAFEe] FAWAE Ao 58 A e d AEE AR
shek A FA gk ARG E7FS] WS HAFYEY S o] &3l T &
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W 1Ed o]l mRxlE dES Eﬂ o
ol QIZ#o]de] AQlel #et FAEL HZ FE VAR RS B3l o|FoA
A=t 7] e AMESHE AEAQ VAR o= F3A|E 7F VAR,
FAVAR (Factor Augmented VAR), TVP (Time-Varying Parameter) VAR 5 T}kalh
VAR 2&o] AR lvk 83 sdste] qlZgol el gk Wrigh &<
AT+ES ATl A4l Ha, Kose, and Ohnsorge (2019) 9] 3%, 53| Table
A3 1.1 ol¢h ¥l R FYARAS Y% dFER oY iR dFE
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£ seAlyln /20882 Dolmdth, VAR w9 4ol Kim (2014) 3} 2
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o
=
AN 27 5 A b g ol v e+ r A (h=1, 2, -, H)FE AR

Ay Yptsn = Ykt+n — Ynt (1

AY, = [Ayy, Dy, Ayge ) BGANT B b} FAGER

5) Azl HZH o E Romer and Romer (1989) & Friedman and Schwartz (1963) & <37l
1960 o] & wAE oAl Ao EIIE AHE Fobel BEk1E o]F AIAsto] ZHAaE)
2 AgEo] A5SS HolErh Boschen and Mills(1995) & AWFE/A 49 A3
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o,

OR(Ahyk,t+h7Dt) = Et[Ahyk.,t+h|Dt =lor —1;AY,,AY, 4, -]
- Et[Ahyk’,t+h,|Dt :O;AY;‘JAYVt—la }7 k= 172, ,K (2)

21 2) MM CR(A Y11y D,)E tANEA Ave] Gk vkdste] ol ¢+
Aol A FallR Bsbg A2 o gt pHA o] FANRS-S YERATE B A
drE 23t 2& Jorda, Schularick, and Taylor(2013) 9] =A% (local

projection) B|HAEAL o] &3] FAUSS %3],

Ailyk,t+}L:ak+ﬁkD + Zﬂi AY, . i T €httn (3)

i=0

2 @) ellAE prie] ARE 7H ARl £FE ] ok gie B A7

Fa WA BAFSY SelEloln ¢, & 09 BT 029 B 7}
A oA, W FAZE A EE ANE] B 0. 25%p2 SA

uj#ol] 17141 = Boschen and Mills (1995) &) 73-$-9} fARIHAl D, 7t S22 AIA
13} -12 /3% 9\1"5 Aol ofye} (Table 1yol] Yehd riel o] HA] ¢
ZHEAR FAE 7S T3 FYA 4= DU 13 12 FAE e s
wE 98 FaXich Ent ope} 7N e HAFEE G wjet Qe

FALT BV HIA A o8 whgsherkE AR 98 v 22 As 5

Alzyk,t+)z:ak+ﬂZ+D++/6k D, +Z GAY e 4)
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(Table 1) Bank of Korea Base Rate Change Date and Adjustment Range(%)

Change Date Base | Adjustment Change Date Base | Adjustment
Rate Range Rate Range

1999 May 6 4.75 — 2008 October 27 4.25 -0.75

2000 February 2 5.00 +0. 25 2008 November 7 4.00 -0. 25

2000 October 5 9. 25 +0. 25 2008 | December 11 | 3.00 -1.00

2001 February 8 5.00 -0. 25 2009 January 9 2.50 -0. 50

2001 July 5 4,75 -0.25 2009 | February 12 2.00 -0. 50

2001 August 9 4.50 -0.25 2010 July 9 2.25 +0. 25

2001 September 19 | 4.00 -0. 50 2010 | November 16 | 2.50 +0. 25

2002 May 7 4.25 +0. 25 2011 January 13 2.75 +0. 25

2003 May 13 4.00 -0. 25 2011 March 10 3.00 +0. 25

2003 July 10 3.75 -0.25 2011 June 10 3.25 +0. 25

2004 August 12 3.50 -0. 25 2012 July 12 3.00 -0. 25

2004 November 11 | 3.25 -0.25 2012 October 11 2.75 -0. 25

2005 October 11 3.50 +0. 25 2013 May 9 2.50 -0.25

2005 December 8 3.75 +0. 25 2014 August 14 2.25 -0.25

2006 February 9 4.00 +0. 25 2014 October 15 2.00 -0. 25

2006 June 8 4.25 +0. 25 2015 March 12 1.75 -0.25

2006 August 10 4.50 +0. 25 2015 June 11 1.50 -0.25

2007 July 12 4.75 +0. 25 2016 June 9 1.25 -0.25

2007 August 9 5.00 +0. 25 2017 | November 30 1.50 +0. 25

2008 August 7 5.25 +0. 25 2018 | November 30 | 1.75 +0. 25

2008 October 9 5.00 -0. 25 2019 July 18 1.50 -0. 25

2. oelZ 4%

2 3 )5 FE] Aol FHoll A= ARGt SAMTE gt
Sl A S WAL (Table 27 A7} 20]0] FA1Z 7hal A9e] Thel 4
BANE HolFa vk o7 s WARTR AR T a7k AL
23 Sulel BANSE ASEE 9/2e8e, FHABIAE, WIT 5 4
Foll A W91 Y AE v e, el A S wE A TE %
g W AR Aot BE U2 2m 9 g Ao Uelith
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PP
-12. 428**
-11.078™*
~7.639%*
-8.981*
-8. 338"

N

Ae F
Difference

954 Bl RE

ADF
-12.168**
-9, 492%*
-7.613*
-8.981*"
-8. 340%

AHERS WE AY7F AMEETh

2, Trend Included)

]

=5
=

s &

]
PP
-0.228
-1.705
-2.007
-2.163
-2.067

| A

Level

ADF
-0.192

-1.657
-2.228
-2.151
-2.084

(Table 2) Unit Root Test(Lag

Al A @) @l

4
CPI
P
Won/ $
USCPI
WTI

2) ** denotes significant at the 1% level.

Variable

Notes: 1) CPI and IP imply Consumer Price Index and Industrial Production Index, respectively.
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(Table 3> Summary Statistics for Changes(%)

CPI P Won/ $ USCPI WTI

Mean 0.201** 0. 271** 0.020 0. 180** 0.285

St. Dev. 0.373 1.319 2.300 0.381 9.416
Skewness 0.206 0.098 1.402 -0.912 -0. 587

Kurtosis 2.931 4.583 12.072 7.079 4.001
Maximum 1.290 4.962 15.473 1.199 26.017
Minimum -0, 748 -4, 546 -8.398 -1.989 -39, 484
Q010 84.910 45, 004 47.181 102. 044 13. 946
(0. 000) (0. 000) (0. 000) (0. 000) (0.175)

Notes: 1) CPI, IP, and St. Dev. imply Consumer Price Index, Industrial Production Index, and
standard deviation, respectively.
2) ** denotes significant at the 1% level.
3) Q(10) displays Ljung-Box test statistics for 10" order correlation.
4) Values in brackets indicate p-values.
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(Figure 1) Key Variables
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Note: 1) CPI and IP imply Consumer Price Index and Industrial Production Index, respectively.
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(Table 4) Estimation of Correlation Coefficient between Monetary Policy Indicators and
Key Differential Variables

Call Rate CPI IP won/ $ USCPI WTI
D,
' 0. 744** 0.037 0.090 -0. 087 0.077 0.111°
1, -1, 0)
‘DL
0.788** 0. 054 0.132* | -0.209** 0.178** 0. 234**
(Real Adj.)
Call Rate — 0.087 0.123" -0. 164* 0. 242%* 0.211%*
CPI — 0. 046 0.027 0. 432** 0. 152*
IP — -0. 027 0. 185** 0.102
Won/ $ — -0.151* -0. 338**
USCPI — 0.371**
WTI —

Notes: 1) CPI and IP imply Consumer Price Index and Industrial Production Index, respectively.
2) D,(1, -1, 0) is a monetary policy indicator that consists of 1(-1) when the Bank of

Korea’s policy rate is raised (decreased) and 0 when it is not changed.
3) D, (Real Adj.) is a monetary policy indicator when the actual policy rate adjustment

width is used.
4) + *, and ** denote significant at the 10%, 5%, and 1% levels, respectively.
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-1, AAFE 2ol 91 Alddle 09 A9 0.25%p, -0.25%p, -0.50%p,
-0.75%p, -1.00%p & AA AT 2 FE AHET 455 A A4 =
EE &S A DR 17 -1 50l AHEEE A5 vhge] A71E vwsp|
el AA 2P Z 45 FI A9E FH3.
{Table 5%} {Figure 2)& 71%22 %
abs "ojmeln 1 512t Zo] 17709 Foll 71 ARE HolFd Bg
A

7hAbgEA ke ATk BAMSTL

O

(Table 5) Estimates of 3

Control Variables h 1 5 6 19 o
& Lag D,
0.106 | -0.400 | -0.954 | -1.272 | -0.987
L 717 O + +
0.260) | (0.329) | 0.539" | ©.77)" | (1.020)
X
veal Aq | 005 [ 0.209 [ -0.961 Lood | 1202
ea . .
0229 | 00312 | 0.372%% | (0.482)** | (0. 650)
o Loy | 0s [ osez [ ovess |y |18
’ %’ T (0.231) (0. 360) 0.538)* | (0.757)" | (0.966)
won/$,
L;g. ; vl A | 028 |00 [ s | L4 | 14
AT 0182 | (0.243)7 | (0.380)** | (0.523)** | (0.667)*
P, CPI 0.317 | -0.617 | -roe2 | 1129 | -1.129
L -1, 0 . .
won/S, 0.223) | (0.345)" | (0.466) 0.707 | (0.929)
WTL USCPL| | 0250 | 0508 | CLIST | L287 | L0
. ea .
Lag: 2 U016 | 0.238)% | (0.326)** | (0.515)% | (0.638)*

Notes: 1) CPI and IP imply Consumer Price Index and Industrial Production Index, respectively.
2) In case of Real Adj. b"}P is estimated by multiplying the actual interest rate adjustment

width by 4 for comparison of estimates.

3) The values in parentheses are standard errors obtained by the Newey and West (1987)
method.

4) + *, and ** denote significant at the 10%, 5%, and 1% levels, respectively.

8) F7HAQ AAkE 7 e FlolM daFew dvEn.
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(Figure 2) Impulse Response of IP(Estimates of [}

D, 1, -1, 0 (Real Adj. x4, 0)
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Notes: 1) CPI and IP imply Consumer Price Index and Industrial Production Index, respectively.
2) In case of (Real Adj. x4, 0), (% is estimated by multiplying the actual interest rate
adjustment width by 4 for comparison of estimates.
3) The dotted line is a 90% confidence interval obtained by the Newey and West (1987)
method.
4) A thin solid line indicates that the y-axis value is 0.
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(Table 6) Estimates of By,

Control Variables h
& Lag D, 1 3 6 12 24
L0 0. 059 0.116 0.171 0. 479 0. 624
7 (0. 055) (0. 125) (0. 143) (0.227)* (0.349)"
" Real Adj 0.042 0. 046 0.041 0.219 0.176
(0.038) (0.102) (0.108) (0.170) (0. 279)
0. 082 0.211 0. 196 0. 396 0. 479
o CPL L L0 sy | et | oy | 0.2 | 0.3
lizg:/% Real Adj. 0. 064 0.115 0. 045 0.116 -0. 007
(0.042) (0.109) (0.117) (0.188) (0. 314)
IP, CPI 0. 086 0. 149 0.214 0. 376 0. 477
’ ’ 1, -1, 0 . . + .
won/$, (0.053) (0. 136) (0.134) (0. 209) (0. 341)
WTI, USCPI, Real Adj 0. 047 0. 091 0. 066 0. 080 -0. 036
Lag: 2 ' (0.039) (0. 100) 0.112) (0.170) (0. 291)

Notes: 1) CPI and IP imply Consumer Price Index and Industrial Production Index, respectively.
2) In case of Real Adj. ﬁ’gp, is estimated by multiplying the actual interest rate
adjustment width by 4 for comparison of estimates.
3) The values in parentheses are standard errors obtained by the Newey and West (1987)
method.
4) +, * and ** denote significant at the 10%, 5%, and 1% levels, respectively.

9) AAYMA TS 24 GDPE tiAE B/ AF (7] 2000:1-2019:2) & o] &3l A+
T FPAYE 9 79 A9 fAlsleh 2ds] et FAFe] A4 22e 4
GDPE 3Er7]= WA o] FZo] &7l u|X& 3 HaehA] ) thaol Avn
vt g3te] A% A theEx] gk

e oo 2
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(Figure 3) Impulse Responses of CPI(Estimates of )

D, 1, -1, 0 (Real Adj. x4, 0)
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Notes: 1) CPI and IP imply Consumer Price Index and Industrial Production Index, respectively.
2) In case of (Real Adj. x4, 0), Bl is estimated by multiplying the actual interest rate

adjustment width by 4 for comparison of estimates.

3) The dotted line is a 90% confidence interval obtained by the Newey and West (1987)
method.

4) A thin solid line indicates that the y-axis value is 0.

3. VAR Z&nte| H|1

A7IMe FTAFYEGI VAR BEA i gatat E71e] whgo] ofd 7 2t
Ae=7be vlastarak gty VAR B 2e 742Q1 68 VAR B33 o] 7h
d) 2709] sl wrrel Uuscrrt 44 o] x| & Lastrapes (2005) 2]
VAR 2go] 49tk VAR 2¥9 7% S AT SF27F AREH
2] SHFES ARG EY A AEE AFET FYsith W\ eAe 71E

ATFES g wrI, USCPI, IP, CPI, CALL, won/$ 9 <o 2 3t} A
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2= AICSF AICC7|=el whet 271 AFS-Eth  Lastrapes (2005) o] 725 w1t
USCPI 59 dTELS BA71Y tE SUisEd] 932 T+ v =
°olE MTERNEE 93 i Zeth 74 HIE Y3 TAFIEP R
ojn] oA AE B2 2719 Ax7F ARGEHM D 7F Al g 2P E3
002 F/9%E 2ol AHgHTh

(Figure 4y2] A4t oA 24-E Lastrapes (2005) S 25E A& FAWHSr
S Bl g2 A4e 1,0008] ZHZE AlEdoldozie d& 90% 4=
T Bojerh gk 71 e T4 69 VAR BE9 AN IS 1
oAtk WA SIHARE 1%p s T4 ek G4t vk F VAR 2
Polld F5 1%p s T4 Ut
W AJZre] EEFE FARIXIT. Aok

%_
o Agolle Aol ettt 2 vz "olA 3wl 1.3%p °’d sttt

hi

(Figure 4) Comparison of IP and CPI' Responses

P CPI
2 I A
VAR 7 E
T : 3
) 4 8 12 16 20 24 o] 4 8 12 16 20 24
_  Lastrapes ___." VAR ¢ Lastrapes __ _ .0 VAR
7 N
Local 2 -
Projection = of
1 T T
S e 3
‘

o 4 8 12 16 20 24 a 4 8 12 16 20 24

Notes: 1) IP and CPI imply Industrial Production Index and Consumer Price Index, respectively.
2) The dotted line in the VAR model is a 90% confidence interval obtained from 1000
Monte Carlo simulations.
3) The dotted line in the local projection model is a 90% confidence interval obtained by
the Newey and West (1987) method.
4) A thin solid line indicates that the y-axis value is 0.
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Azl S5l wiet Asde & < sivh W AR A FA0] ARt
MAE GFE HAFE g (h=1,2, -, 24) 9] FHAE AlRto] 55 Wt
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shEhshed] oleldt AF A4V E7PF dAsttial g e AlQl=o|Eo] Trlo] &S

AR i) AEd FARA AT A fEjvEte] A foe nEe] Aeet &
g &AHAEZA G g AR E, FihE R ARFRAYLAS, A5F E ouRA]

A, AgE7RE 5 v 7RSS A aeste Ao #8237 24 G|
A el ot LT FE AHhe Aolle RBARE7IA 2] Al vlel A5
FAcl ek whgo] AzIvh g o]29 (2015) & STEANYAANR] Felute] A4 o)A
g7reh TRt ol 2l wel gElldFAc] d/eHeE s AsAA =k £ 9

T BHAFE



58 FEFHEHIFE Al 68 F A 2%

S ge AFRAATNEL BHNFY 0] WYL FUY AFHo|Ae] F5S
A PER JEs FUA EE olF WiEe] FaZwurks FEEH
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(Figure 5) Comparison of IP and CPI' Responses
(D,=(Real Adj.x4, 0); Lag: 2; Control Variables: 5)
Policy Rate Cut Policy Rate Hike
(Estimates of 3] ~) (Estimates of 3] ")
P 2
CPI e E
Notes: 1) IP and CPI imply Industrial Production Index and Consumer Price Index, respectively.

2) In D=(Real Adj. x4, 0), B} is estimated by multiplying the actual

adjustment width by 4 for comparison of estimates.

interest rate

3) The dotted line is a 90% confidence interval obtained by the Newey and West (1987)

method.
4) A thin solid line indicates that the y-axis value is 0.
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(P, CPI, won/$, WTID, 584=(IP, CPI, won/$, WTI, USCPI) 2| 7%
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(Figure 6) Comparison of IP and CPI" Responses(D, =(Real Adj.x4, 0) Case)
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(Figure 7) Impulse Responses of Industrial Production(IP)
(D,=(Real Adj.x4, 0); Lag: 2; Control Variables: 5)

Moving Sample
Period

60 Months

90 Months !

-3

-4

0.6

120 Months  «
0

180 Months

-1.8 =14 -1.0 -0.6 -0.2

Note: 1) In the 3D plot, the x-axis, y-axis, and z-axis display the predicted period (24
months), the number of sample movements (172, 142, 112, 52), and the magnitude
of the response, respectively.
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(Figure 8) Impulse Responses of Consumer Price(CPI)
(D,=(Real Adj.x4, 0); Lag: 2; Control Variables: 5)
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Note: 1) In the 3D plot, the x-axis, y-axis, and z-axis display the predicted period (24
months), the number of sample movements (172, 142, 112, 52), and the magnitude
of the response, respectively.
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Is Interest Rate-Focused Inflation Targeting Valid?*

Keun Yeong Lee™*

Abstract

This paper analyzes the reaction of industrial production and prices to policy
rate adjustment by estimating the local projection model. Empirical results
show that the response of consumer prices to the shock of rising policy rates
is not clear, while the response of industrial production is obviously negative.
These results do not change significantly when increasing control variables or
time lags, and subdividing the entire analysis period from 2000 to the latest
through sample movement such as 120 and 180 months. In addition, when
estimating the VAR model that considers foreign variables as exogenous
variables, the impact of the call rate increase on consumer prices and
industrial production is similar to that of the local projection model. In short,
the overall empirical results of this study suggest that it is not easy to find
evidence that the inflation targeting, which uses interest rates as its operational
instrument, is valid since the 2000s.

Key Words: inflation targeting, local projection, policy rate
JEL Classification: E4, E5

Received: Feb. 14, 2020. Revised: April 27, 2020. Accepted: June 5, 2020.

* 1 would like to thank the anonymous referees for their valuable comments.
** Professor,  Department of Economics,  Sungkyunkwan  University,  25-2,
Sungkyunkwan-ro, Jongno-gu, Seoul, 03063, Korea, Phone: +82-2-760-0614, e-mail:

lky0614 @ skku. edu



