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Motivation

Macroprudential policy has become a key issue in practice

Relatively little empirical work

Why reserve requirements?

Most common macroprudential tool
Time series data available (in principle)

Questions:

What are the macroeconomic (output) effects of RR?
Does RRP complement (i.e., reinforce) or substitute for monetary
policy?
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How do we proceed?

Focus on four LA countries: Argentina, Brazil, Colombia, and
Uruguay

Novel dataset on legal RR rate (for a World Bank project)

Construct a narrative for identifying exogenous changes in RR

Panel VARs with quarterly data
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Monetary policy in the United States

Panel A. Effect of monetary policy on GDP
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Monetary policy in LAC 4

Panel A. Effect of monetary policy on GDP
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RRP in LAC 4: “Traditional” identification

Panel A. Effect of RR policy (all RR changes) on GDP
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Narrative

total exogenous endogenous

Argentina (1992:1­2011:3) 33 20 13

Brazil (1995:1­2010:4) 20 14 6

Colombia (1992:1­2011:3) 6 1 5

Uruguay (1992:1­2011:4) 10 9 1

Total 69 44 25
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RRP in LAC 4: Identification based on narrative

Panel A. Effect of RR policy (exogenous RR changes) on GDP
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RRP in LAC 4: Endogenous changes

Panel A. Effect of RR policy (endogenous RR changes) on GDP
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Monetary policy versus RP in LAC 4

Panel A. Effect of RR policy (exogenous) on GDP Panel B. Effect of monetary policy on GDP
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Substitutability between RRP and monetary policy

Panel A. Effect of GDP on RR policy (endogenous) Panel B. Effect of GDP on monetary policy
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Panel C. Effect of depreciation on RR policy (endogenous) Panel D. Effect of depreciation on monetary policy
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Why are RRP and monetary policy substitutes in EM?

In EM currency depreciates in bad times and appreciates in good
times

Policymakers get very concerned about the behavior of the currency

The typical policy assignment is to use the policy rate to target
(stabilize) the nominal exchange rate, which makes monetary policy
procyclical

RR provide policymakers with a second instrument that they can use
to target output
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Conclusions

We developed a narrative to properly identified
exogenous/endogenous RR

Critical step in understanding effects and role of RRP

Misidentification critical for output effect

RRP acts as substitute for monetary policy

Federico-Vegh-Vuletin (NBER/CBT ) Macroprudential policy June 13-14, 2014 13 / 13



Conclusions

We developed a narrative to properly identified
exogenous/endogenous RR

Critical step in understanding effects and role of RRP

Misidentification critical for output effect

RRP acts as substitute for monetary policy

Federico-Vegh-Vuletin (NBER/CBT ) Macroprudential policy June 13-14, 2014 13 / 13



Conclusions

We developed a narrative to properly identified
exogenous/endogenous RR

Critical step in understanding effects and role of RRP

Misidentification critical for output effect

RRP acts as substitute for monetary policy

Federico-Vegh-Vuletin (NBER/CBT ) Macroprudential policy June 13-14, 2014 13 / 13



Conclusions

We developed a narrative to properly identified
exogenous/endogenous RR

Critical step in understanding effects and role of RRP

Misidentification critical for output effect

RRP acts as substitute for monetary policy

Federico-Vegh-Vuletin (NBER/CBT ) Macroprudential policy June 13-14, 2014 13 / 13


	Turkey (NBER-Sebnem-Larry Ball conference)
	Notes:  quarterly data because sometimes we only have quarter for RR change but also (monthly) industrial production for these countries is rather unreliable. Panel to have more observations and more variation.  For Brazil, we obtain similar results.  
	Notes:  As a benchmark, the slide below shows a 3-variable VAR for the US with “classical” ordering: output growth, inflation, and change in interest rate.  We get standard results: higher i leads to output contraction; higher GDP leads to higher i (Taylor rule); higher inflation leads to higher i (Taylor rule). Only difference with literature is that we use quarterly data instead of monthly.  We use 3 lags (Akaike says optimal number of lags is 3).
	Notes:  The slide below shows the panel VAR for LAC 4 for monetary policy.  The surprise here is the response of i to GDP; it's procyclical (i.e., negative; confirming previous findings of ours in the Chicago paper).  This finding will play a key role in our story for the substitutability of IP and RRP. Ordering does not change results either for US or LAC4, which here is important because we have quarterly, as opposed, monthly data and hence classical identification is less obvious.
	Notes:  The slide below shows the panel VAR for LAC 4 for RRP.  Two weird results: (i) GDP increases in response to higher RR; (ii) RR increase in response to GDP (showing complementarity).  guillermo: one question here is why does traditional identification fails with RRP but not with IP?  One story could be that for the US (countercyclical monetary policy), the bias is towards finding a smaller effect of i on output (Coiboin's paper),whereas for LAC4 the bias would go in the opposite direction.  By the way, result (i) has been obtained in work done at the IMF.
	Notes: slide below shows table with RR changes classified into exogenous and endogenous
	Notes:  The slide below shows the panel VAR for LAC 4 for RRP with exogenous changes in RRP only. Notice how output now falls in response to higher RR.   
	Notes:  The slide below shows the panel VAR for LAC 4 for RRP with endogenous in RRP only. Notice how output increases in response to higher RR (showing the source of the misidentification and reflecting a "dynamic" Taylor rule) and how RR respond positively to an output shock (countercyclical RRP, which also illustrates the substitutability with monetary policy).   
	In slide below, we have for the first row 4 variables (output, inflation, i, endogenous RR) and for second row we have 5 variable VAR with nominal ER first and endogenous RR last to show interest rate defense.


