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 Evidence of volatility clustering, implying that low/high values of

volatility are tended to be followed by low/high values.

 The volatility processes of the commodities return is dominated by

the ARCH and GARCH effect.

 No asymmetric effect in COM, AGR, NASDAG, and TWEX.

 Commodity price volatility has raised concerns for the central bank policy-

makers in the recent decade.

 They are often seen as being connected in a cause and effect relationship with

inflation, then the driving forces behind them are crucial for the conduct of

monetary policy (Svensson, 2005).

 The aim is to analyze how far an expansionary monetary policy shock can drive

up commodity prices index and vice versa.

 Using an ARMA-EGARCH model, we extract GARCH variance series to

identify the volatility spillovers between monetary policies and commodities

price index.

 Because of long-term relationship between GARCH variance series of variables,

we used vector error correction model (VECM) Granger causality approach to

identify the short- and long-term cause and effect interrelationships between

variables.

 The results of impulse response functions (IRFs) show that the agricultural

commodity price index and other commodity sub-indices overshoot their long-

run equilibrium in response to an impulse in the monetary policy instruments.

ABSTRACT

CONCUSION

INTRODUCTION DATA

METHODS

Table 1. Parameter Estimates of the ARMA-EGARCH (1, 1) Model

REFERENCES

CONCLUSIONS

 Monthly observations from Feb 1992 to Mar 2017 including:

 10-year treasury constant maturity rate (GS10);

 M1 money stock (M1);

 The trade weighted U.S. dollar index in terms of major currencies (TWEX);

 Consumer price index (CPI);

 Industrial production index (IP);

 Aggregate commodity price index (COM);

 Agricultural commodity index (AGR);

 Dow Jones industrial average index (DJ);

 Nasdaq composite index (NASDAQ), and S&P 500 commodity index (SP);

Figure 1. Squared Log Returns of Time Series over Study Period

RESULTS

Figure 3. Results of Impulse Response Function (IRFs)
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 The issues of commodity price volatility and the driving forces behind them are crucial for the conduct of monetary policy in the economies who have

taken inflation targeting in a tight monetary policy (Svensson, 2005).

 As a response to the severe recession of 2007-2009, with short-term interest rates at nearly zero, the Fed made a series of large-scale asset purchases

(LSAPs) between late 2008 and Oct 2014 to promote a stronger economic recovery which in turn has quadrupled its balance sheet to $4.5 trillion,

driving down the value of the dollar, increasing the overall supply of money, speculation and boosting asset prices, including commodities.

 The claim is that low real interest rates lead to high real commodity prices which confirms overshooting hypothesis of Dornbusch (1976), specially in

agricultural commodity markets [Overshooting have significant effects on short-term farm income and the financial viability of farms (Bakucs, 2005)].

 The aim is to analyze how far an expansionary monetary policy shock can drive up the commodity price index including agricultural commodity price

index, find the short- and long-term relationship between variables, and examine the short-term overshooting hypothesis of agricultural commodity

prices in the U.S. economy.

 Short-term Granger causality: There is no short-term Granger causality running

from the conditional variance series of interest rate (GGS10) to the conditional

variance series of individual commodity price index except for the conditional

variance series of agricultural commodity price index (GAGR).

 Long-term Granger causality: An unidirectional long-term causality from the

factors influencing the conditional variance series of exchange rate and inflation to

those factors influencing the conditional variance series of agricultural commodity

price index, respectively.

 The joint test (short- and long term): (i) A bilateral strong causality between the

conditional variance series of agricultural commodity price index and the conditional

variance series of exchange rate, industrial production, and inflation, respectively (ii)

and the unidirectional strong causality from the conditional variance series of interest

rate to the conditional variance series of agricultural commodity price index.

 The findings show that the commodity prices and specially agricultural commodity

price index overshoot their long-run equilibrium in response to an impulse in the

monetary policy and support our previous empirical results (Siami-Namini & Hudson,

2016).

 Agricultural commodity price index takes longer time to adjust to the equilibrium.

Figure 2. Graphical Residual Diagnostics from Fitted EGARCH(1,1)
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