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Questions

How has fiscal/monetary response to crises in LA evolved over the
last 40 years?

How has, in turn, the policy response affected duration and intensity
of crises?

How does the current fiscal policy response in Eurozone compare?
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GDP crises: Basic stylized facts

Number Frequence Av. Duration
(in quarters)

Av. Intensity
(in percentage)

Argentina 1970:1 ­ 2013:1 7 0.49 12 9.6
Brazil 1980:1 ­ 2013:1 7 0.40 7 4.0
Chile 1980:1 ­ 2013:1 3 0.26 11 8.9
Colombia 1977:1 ­ 2013:1 2 0.13 10 4.0
Mexico 1981:1 ­ 2013:1 5 0.35 9 5.8
Peru 1979:1 ­ 2013:1 4 0.44 15 12.8
Uruguay 1979:1 ­ 2013:1 3 0.40 18 14.8
Venezuela 1998:1 ­ 2013:1 3 0.44 8 12.5

Region (total × or average †) 34× 0.36 † 11 † 8.6 †

Main stylized facts of GDP crisis

Country Sample period
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Frequency of GDP crises
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Duration and intensity of crises
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Fiscal policy cyclicality during GDP crises
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Monetary policy cyclicality during GDP crises
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Average fiscal and monetary cyclicality during GDP crises
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Cyclicality of fiscal policy versus duration/intensity

Duration Intensity

Duration of GDP crisis = 8.7*** + 8.5** x Corr(GDP, G)
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Intensity of GDP crisis  = 6.5*** + 8.4*** x Corr(GDP, G)
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Cyclicality of monetary policy versus duration/intensity

Duration Intensity

Duration of GDP crisis = 11.5*** ­ 5.7* x Corr (GDP, i)

0

5

10

15

20

25

30

­1 ­0.8 ­0.6 ­0.4 ­0.2 0 0.2 0.4 0.6 0.8 1

Corr (GDP, i)

D
ur

at
io

n 
of

 G
D

P 
cr

is
is

Intensity of GDP crisis = 9.4*** ­ 5 x Corr (GDP, i)
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Our view of the world

Duration
&

Intensity

External
shock

GDP
crisis

Policy
response

R1

R2

Vegh and Vuletin (IMF) Policy response November 8, 2013 11 / 16



Addressing R1: Synchronization index
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Correlation(Synchronicity , Federal Funds rate) = 0.39∗∗∗

Correlation(Synchronicity , Commodity index) = −0.53∗∗∗

Correlation(Synchronicity , Capital inflows) = −0.58∗∗∗
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Addressing R2: Average readiness indices
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Eurozone fiscal cyclicality during GDP crisis

­0.47

­0.77

­0.29

0.74

0.28

0.12

0.42

­0.4

­0.76

­0.9­1

­0.8

­0.6

­0.4

­0.2

0

0.2

0.4

0.6

0.8

1

Austria Belgium  France Germany

Greece  Ireland    Italy

Netherlands

Portugal

 Spain

Vegh and Vuletin (IMF) Policy response November 8, 2013 14 / 16



Intensity and fiscal policy

Intensity of GDP crisis = 9.9*** + 8.1*** x Corr (GDP, G)
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Conclusions

On average, Latin American countries have graduated in terms of
policy response to crises

However, substantial heterogeneity across countries remains with
some continuing to exhibit procyclical policy responses

Countercyclical policies have helped in reducing duration and intensity
of crises

Several Eurozone countries have behaved procyclically in recent crisis

Further research: what are the factors that determine “graduation”?
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