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Figure 6. Forecast revisions of inflation and output and ADL regression results in Sweden. See Figure

2 for further explanations.
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Figure 7. Impulse responses of the interest rate following a monetary policy shock. See Figure 4 for

further explanations.
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Figure 8. Norway and Sweden: Impulse responses to a monetary policy shock. See Figure 4 for further

explanations.
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B.1 VAR robustness

When constructing the instruments used in Section 4.2 of the main paper, we used the
predictable part of the forecast error at the two-step ahead horizon. In principle, we could
also have used the longer horizon forecast errors when constructing the instruments. How-
ever, we refrained from doing so for two reasons. First, the sample with forecast errors
available becomes shorter as the horizon increases, and we loose additional observations
when constructing these alternative instruments. As the samples used to construct the
instruments are already rather short, see Table 4, we wanted to avoid shrinking it further.
Second, choosing longer horizons makes it more likely that the influence of the predom-
inantly international indicators/factors used to predict the forecast errors, has made its
way into the economy through other channels than as monetary policy errors. In turn,
this might make it more difficult to separately identify a monetary policy shock effect.

Still, as a robustness check to the choice made in Section 4.2, we redid the experiment
for New Zealand, for which we have the longest sample. In this robustness exercise we
use the same interest rate measure as the one preferred in Table 4, but now also consider
instruments constructed based on forecast errors made up to four-steps ahead. As before,
two instruments are considered, either one based on a single indicator, or one based on the
factor estimates. Figure 9 reports the results for these alternative experiments. As can
be seen, for all combinations of instruments and horizons, the output gap falls on impact,
and there is no price or exchange rate puzzle. However, in line with our concern described
above, there is a tendency towards a faster recovery in output when the predicted values
of the longer horizon forecast errors are used as instruments. Likewise, stock returns only
respond negatively when the shortest horizon instrument is used.

As a final robustness experiment, we also used an alternative VAR for New Zealand,
including a foreign business cycle indicator in the model instead of stock prices. Stock
prices are excluded to avoid over-parameterizing the VAR, while the foreign indicator
used is the AU CCI, i.e., the Australian consumer confidence indicator. The motivation
for this experiment stems from the concern that the responses obtained in the benchmark
case might be due to omitted variable biases. In particular, it might be the case that by
not including a foreign variable directly in the VAR, the IV identified monetary policy
shock is actually not a shock, but a misspecification of the model such that systematic
foreign influences are not taken into account. However, as shown in Figure 10, our results

seem relatively robust with regard to this concern.
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Figure 9. Median impulse responses to a monetary policy shock in New Zealand using alternative
instruments and horizons. Inst. refers to the instrument used: single indicator (S), or factors (F). Hor.

refers to the forecast error horizon used: two- to four-step ahead.
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Figure 10. Impulse responses to a monetary policy shock in New Zealand using an alternative VAR

with foreign variable instead of stock prices. See Figure 4 for further explanations.
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