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Appendix: supplementary diagnoses of the models’ performances 

 

 
                          Figure A.1: Charts of structural disturbances and innovations 

 
            Demand disturbance and innovations                           Supply disturbance and innovations  

 

              
 

     

                                                            Policy disturbance and innovations                      

 

                          (With the ‘target rule’)                                        (With the original Taylor rule)  

                        
 

       (With Taylor rule with ‘interest rate smoothing’) 
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          Table A.1: Estimates of relevant inference of the structural errors and innovations 
 

             Errors                         AR(1) coefficients             t-statistics           Standard deviations of the innovations 

 Demand disturbance                       0.91                            25.25                                            0.0012 
                                                           [0.0359] 
 

Supply disturbance                          0.82                           14.09                                            0.0336 
                                                          [0.0581] 
 

Policy disturbance                           0.35                            3.84                                              0.0034 
(‘target rule’)                           [0.0917] 

  
Policy disturbance                          0.37                             4.06                                              0.0056 

(Original Taylor rule)                    [0.0916] 
 

Policy disturbance                          0.31                             3.26                                             0.0016 
(Taylor rule with ‘IRS’

32
)               [0.0948] 

  Note: Values in [ ] are the standard deviations of the estimates of AR(1) coefficients. 

 

 

 

 

Behaviour of VAR Impulse Response Functions:  

 

 

Model one (IS+PP+the ‘target rule’) 

 

 

1a. VAR Impulse responses to demand shock (with 95% bounds): 

 
                            

ti
~                                                             

tx    

0 2 4 6 8 10 12 14 16 18 20
-0.5

0

0.5

1

1.5

2

2.5
x 10

-3 IRF of ihat to vg shock

im
p
u
ls

e
 r

e
s
p
o
n
s
e
 o

f 
ih

a
t

lags  
0 2 4 6 8 10 12 14 16 18 20

-2

-1.5

-1

-0.5

0

0.5

1

1.5
x 10

-3 IRF of xgap to vg shock

im
p
u
ls

e
 r

e
s
p
o
n
s
e
 o

f 
x
g
a
p

lags  
 
                                 

t  

 
0 2 4 6 8 10 12 14 16 18 20

-5

-4

-3

-2

-1

0

1

2

3

4

5
x 10

-4 IRF of pai to vg shock

im
pu

ls
e 

re
sp

on
se

 o
f 

pa
i

lags  
 

                                                 
32 IRF: interest rate smoothing. 
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1b. VAR Impulse responses to supply shock (with 95% bounds): 
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1c. VAR Impulse responses to policy shock (with 95% bounds): 
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Model two (IS+PP+the original Taylor rule) 

 

 

2a. VAR Impulse responses to demand shock (with 95% bounds): 
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2b. VAR Impulse responses to supply shock (with 95% bounds): 
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2c. VAR Impulse responses to policy shock (with 95% bounds): 
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Model three (IS+PP+ Taylor rule with ‘interest rate smoothing’) 

 

 

3a. VAR Impulse responses to demand shock (with 95% bounds): 
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3b. VAR Impulse responses to supply shock (with 95% bounds): 
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3c. VAR Impulse responses to policy shock (with 95% bounds): 
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Cross correlations between variables: 

 

 

Model one (IS+PP+the ‘target rule’) 

 

 

1a. Autocorrelations (with 95% bounds): 
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1b. Cross Correlations (with 95% bounds): 
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Model two (IS+PP+the original Taylor rule) 
 

 

2a. Autocorrelations (with 95% bounds): 
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2b. Cross Correlations (with 95% bounds): 
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Model three (IS+PP+ Taylor rule with ‘interest rate smoothing’) 

 

 

3a. Autocorrelations (with 95% bounds): 
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3b. Cross Correlations (with 95% bounds): 
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