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1.  Introduction



:::  Is Latin America different now?
• LatAm was hard hit by the Asian crisis in 1998-99 and by 

the global crisis in 2008-09
• Yet significant structural and policy changes were 

implemented during the past decade
• Hence is LatAm different now?   
• We address this question by comparing macro and 

financial performance in LAC between the late 1990s and 
the late 2000s in four steps:

(1) Descriptive comparison of performance indicators before 
and after the crises hit

(2) Estimation of GDP growth based on short and long-term 
growth factors

(3) Decomposition of amplitude of both recessions, based on 
structural growth equation

(4) Decomposition of trend growth before both recessions, 
based on structural growth equation
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2.  GDP Growth and Dating of 
Recessions



::: Data

• Country Sample
– Seven major LAC countries: Argentina, Brazil, 

Chile, Colombia, Mexico, Peru and Venezuela 
(91% of LAC’s GDP)

• Time Sample
– Quarterly data, 1990:1-2009:2



:::  Dating of crises (1)

• Starting points: based on Calvo (2005) and Eichengreen 
and O’Rourke (2009). 

• Fixed effects panel regression of GDP growth on two 
dummy variables for two recessions

• Search conducted by extending end-points by several 
quarters

• Final dating based on largest and most significant 
dummy parameter estimates

• First quarter of LatAm recessions (quarter “1” in 
subsequent figures):

• Asian crisis: 1998q3
• Global crisis: 2008q3 (note: commodity prices 

peaked in 2008 q2-q3)



:::  Dating of crises (2)



::: GDP growth in Latin America (1)

Note: Annualized quarterly GDP growth rates. Series de-seasonalized using ARIMA X-11.



::: GDP growth in Latin America (2)

Note: Annualized quarterly GDP growth rates. Series de-seasonalized using ARIMA X-11.



:::  Average GDP growth around crises

Note: Arithmetic average of annualized quarterly GDP growth rates of seven major Latin American 
countries. Series de-seasonalized using ARIMA X-11.
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3.  Estimation of GDP Growth



::: Specification and Data

• Growth specification
– Encompasses long and short-term growth determinants
– Includes non-linear interaction effects and structural 

changes
• Data

– 1990.1 – 2009.2 quarterly data for seven countries 
• Estimation Method

– Multivariate dynamic fixed-effects (within) unbalanced 
panel data regressions

– Potentially endogenous variables lagged by one period



:::  Behavior of growth in LatAm

• Specification: Multivariate dynamic fixed-effects panel 
data regression with interaction effects:

• where:
– y : dependent variable
– X : long-term growth variables
– K : domestic policy variables
– M : structural variables
– Z : foreign cyclical variables
– Interactions between M and Z
– allowing for structural breaks in coefficients after 2000.
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:::  Long-term growth determinants

Note: simple averages of seven major LatAm economies. 



:::  Structural growth determinants

Note: simple averages of seven major LatAm economies. 



:::  Foreign cyclical variables

Note: simple averages of seven major LatAm economies. 



:::  Domestic policy variables

Note: simple averages of seven major LatAm economies. 



:::  Growth regression results (1)



:::  Growth regression results (2)



:::  Significant growth factors
• Long-term growth determinants: financial depth, 

school enrollment, inflation (less since 2001), fiscal 
balance, political certainty (less …)

• Monetary policy (but smaller effect since 2000s)
• Structural variables: financial openness (less …), trade 

openness (more …), international reserves (less), 
exchange rate regime (only since …) 

• Foreign cyclical variables: foreign trading partners’
growth, world export growth, sovereign spreads (more 
since …). Note: terms of trade and capital inflows not 
significant!

• Domestic policy variables: government consumption, 
real interest rate (only before 2001)

• Four significant interaction effects
• Significant structural breaks in 2001 for 8 variables
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4.  Decomposing the Amplitude of the 
1998-99 and 2008-09 Recessions



:::  Decomposing LatAm’s recessions

• We compare LatAm’s growth performance in both crises
• We decompose the amplitude of the recession in both 

events – the average cumulative GDP decline in 7 
individual countries between the last quarter before the 
recession and the last quarter of the recession

• The decomposition allows to identify the most relevant 
recession determinants in both crises.

• The within-crisis decomposition is the following:
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:::  Recessions in LatAm

Note: Cumulative GDP growth rates within the reference period. Seriesde-seasonalized using 
ARIMA X-11.

Amplitude of GDP Growth Decline
Asian
Crisis

Global Financial 
Crisis

1998q3-1999q2 2008q3-2009q2
Argentina -5.20% -0.73%
Brazil -1.03% -1.28%
Chile -3.88% -4.61%
Colombia -6.82% -0.51%
Mexico 3.37% -10.28%
Peru 1.15% -0.97%
Venezuela -8.51% -2.47%
Simple Average -2.99% -2.98%
Weighted Average -1.15% -3.51%



:::  Decomposing LatAm’s recessions (1)



:::  Decomposing LatAm’s recessions (2)



• Average amplitude of both recessions was identical in both 
cases – a cumulative -3.0%

• Our explained variation is -3.0% for 1998-99 and -2.9% 
for 2008-09

• 1998-99 recession: largely due to domestic factors  
(including pro-cyclical macro policy response), NOT to 
foreign cyclical variables:
– Lower inflation and rising financial openness dampened the 

recession
– Higher political uncertainty and rising country risk spreads 

deepened the recession
– Positive growth of world GDP and exports dampened the recession
– Fiscal policy (fiscal balance  + gov. consumpion) deepened the 

recession
– Interest rate hikes and use of international reserves, in defense of 

non-flexible ER regimes, contributed strongly to the recession

:::  Explaining LatAm’s recessions (1)



• 2008-09 recession: in contrast to 1998-09, largely due to 
the world recession, i.e., foreign cyclical variables
– All five foreign cyclical variables contributed to the recession; 

collapsing growth of LatAm’s trading partners made the largest 
contribution

– Declining trade deepened the recession
– Lower inflation and rising international reserves dampened the 

recession
– Fiscal policy (fiscal balance + gov. consumption) was largely 

neutral
– Monetary policy was also neutral, because higher interest rates 

were offset by their weakened impact on growth

:::  Explaining LatAm’s recessions (2)



:::

5.  Decomposing the Change in 
Average (Trend) GDP Growth 

before the 1998-99 and 2008-09 
Recessions



:::  Country and cross-country average 
GDP Growth in 4 years before Recessions

Average GDP Growth

Pre- Asian Crisis
Pre-Global Financial 

Crisis
1995q2-1998q2 2005q2-2008q2

Argentina 5.07% 8.46%
Brazil 1.71% 5.14%
Chile 6.89% 5.00%
Colombia 2.97% 6.24%
Mexico 4.35% 4.13%
Peru 2.50% 8.98%

Venezuela 0.65% 8.47%

Simple Average 3.45% 6.63%

Weighted Average 2.99% 5.63%

Note: Annualized average quarterly GDP growth rate within the reference period. Series de-
seasonalized using ARIMA X-11.



:::  Average GDP Growth before both 
Recessions



:::  Decomposing and comparing LAC’s 
performance in 90s and 00s
• LatAm’s average GDP growth in the four years before 

both recessions almost doubled, from 3.4% in 1995q2-
1998q2 to 6.6% in 2005q2-2008q2.

• Our growth regression explains 3.0% 0f the 3.2% rise in 
average GDP growth observed between both periods.

• We use our estimation results to decompose the 
explained growth change according to the changes in 
growth determinants, based on the following:

where D is a matrix containing all model variables
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:::  Decomposing LatAm’s change in 
average pre-crisis growth in 90s and 00s



:::  Decomposing LatAm’s change in 
average pre-crisis growth in 90s and 00s



:::  Explaining LatAm’s average growth 
improvement (1)

• Among the five categories of growth determinants, 
improvements in structural variables contributed the 
most to larger growth. Better performance levels in all 5 
individual structural determinants helped growth: higher 
financial and trade openness, built-up of net external 
assets and international reserves, and shifts toward 
more flexible exchange rate regimes

• Yet the interaction between lower sovereign spreads and 
higher net external assets lowered growth, offsetting 
their positive individual impact on growth  



:::  Explaining LatAm’s average growth 
improvement (2)

• LatAm also benefited from higher growth in world 
exports, although this effect was partly offset by lower 
capital inflows to the region 

• Improvements in macroeconomic regimes and policies 
contributed strongly to growth. LatAm’s transition from 
moderate to low inflation, the improvement in fiscal 
balances, the reduction in real interest rates, and the 
aforementioned shift in exchange rate regimes helped 
growth
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6.  Conclusions



:::  Is LatAm different now?

• On average, Yes:
• LatAm has improved its macroeconomic policies and performance, 

strengthened its global links through trade and finance, and engaged 
in partial structural reform

• The latter contributed to higher long-term growth and improved 
resilience to foreign shocks

• While LatAm suffered a mild external shock during the Asian crisis, it 
was shattered by the world crisis and recession in 2008-09. Yet GDP 
fell by the same 3.0% in both events, a reflection of better 
macroeconomic management and improved structural conditions.

• However LAC is still a heterogeneous region, with very diverse 
regimes and policies, as well as performance records

• LatAm still faces a long agenda of economic and institutional reforms 
to spur growth further and raise resilience to external shocks.
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