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Fiscal and monetary policy uncertainty in the Americas

® Two current features to consider for fiscal and monetary policy in the region:
High levels of policy uncertainty

Expansionary fiscal policy and contractionary monetary policy

® Which are the challenges that this configuration brings?
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High levels of policy uncertainty
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Expansionary fiscal policy and contractionary monetary policy
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What are the challenges that this configuration brings?

® High uncertainty by itself can weaken exchange rates and tighten financial conditions, but
what could be the effects of higher uncertainty on fiscal and monetary policy?

High policy uncertainty reduces fiscal High policy uncertainty hinders
policy effectiveness in Latin America monetary policy in reducing inflation
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Source: R Guerra (forthcoming): "How does economic policy uncertainty affect fiscal and monetary policy in Latin America?”, BIS Working Paper.
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Policy implications and conclusions

® Even during low uncertainty periods, a lack of fiscal consolidation efforts can push up prices
and trigger exchange rate depreciation

® But in a high uncertainty environment, the reduction of effectiveness of fiscal and monetary
policy could put upward pressures on risk premia and inflation expectations — and thus
drive further inflation and exchange rate pressure

® The current fiscal and monetary policy mix in the region may bring important risks,
particularly considering the high level of external uncertainty
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Thank you!
iGracias!
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What are the challenges that this configuration brings?

® Empirical evidence for Latin America:

Risk premia channel in Latin America is higher than in other emerging market
economies (EMEs) (Aguilar et al (2023))

Latin American yields are highly responsive to fiscal news (see next slide)
® Broad evidence for EMEs and advanced economies (AEs):
Higher deficits raise the risk of inflation more in EMEs than in AEs (Banerjee et al (2023))

Higher debt levels increase the risk of capital flow reversals in EMEs (Aguilar et al
(forthcoming))
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What are the challenges that this configuration brings?

® Risk premia channel in Latin America is higher than in other EMEs

Higher debt raises sovereign risk
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Source: Aguilar, A, C Cantu and R Guerra (2023): "Fiscal and monetary policy in emerging market economies: what are the risks and policy trade-offs?”, BIS Bulletin, no 71.
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What are the challenges that this configuration brings?

® There is strong evidence that the current lack of fiscal consolidation efforts in Latin America
could compromise monetary policy effectiveness and even financial stability

Latin American yields are highly Higher deficits increase the risk Higher debt levels increase the
responsive to fiscal news of higher inflation levels risk of capital flow reversals
. %
0.20 0.032 ges
0.020
0.15 0.024
0.015
0.10 0.016
0.010
0.05 0.008 0.005
| | 0.00 0.000 0.000
Impact of 1 pp of GDP increase of primary deficit in 0 20 40 60 80 -20 -10 O 10 20 30 40 50 60
long—term yields: . . B Centred at mean values % of potential GDP
= SICOAE’:IConomies FCA Latin Americs — Two std dev increase of fiscal deficit I Centred at mean values

—— Two std dev increase of government debt

Source: Aguilar, A, C Cantu and R Guerra (2023): “Fiscal and monetary policy in emerging market economies: what are the risks and policy trade-offs?”, BIS Bulletin, no 71;

Aguilar, A, R Guerra and F Zampolli (forthcoming): “Assessing capital flows domestic risks to emerging market economies”, BIS Working Paper.

Banerjee, R, V Boctor, A Mehrotra and F Zampolli (2023): “Fiscal sources of inflation risks in EMDEs: the role of external channel”, BIS working paper, no 1025, June 2023.
<> B I S Representative Office

for the Americas




	Slide 1: Fiscal and monetary  policy uncertainty in the Americas
	Slide 2
	Slide 3
	Slide 4
	Slide 5: What are the challenges that this configuration brings?
	Slide 6
	Slide 7: Thank you! ¡Gracias!
	Slide 8
	Slide 9: What are the challenges that this configuration brings?
	Slide 10
	Slide 11: What are the challenges that this configuration brings?

