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Industrial structure and transmission
of monetary policy in Latin American countries

Jorge David Quintero Oteroa

Abstract

Based on data from the manufacturing industry and its subsectors, this article shows 

the impact of  monetary policy according to the industrial structure in Brazil, Chile, 

on industrial production is stronger in countries where the interest rate channel is more 

more 
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Este artículo emplea información de la industria manufacturera y los subsectores que 

-

misión de la política monetaria en Brasil, Chile, Colombia, México y Perú, los cinco 

sobre la producción industrial es mayor en los países donde el canal de tasa de interés 

relacionados con el papel de las rigideces de precios en las diferencias en el impacto de 
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T  transmis-

sion channels has been a subject of  great interest in recent decades, both in 

 

SVAR

the study found that Mexico and Peru are the countries where total production 

is more 

channel in monetary transmission in these countries compared to Chile and 

importance of  the interest rate channel, and the resulting ones in the impact 

to the same monetary policy, they must exhibit differences affecting the oper-

and attribute differences to structural characteristics affecting the transmission 
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series of  sectoral production or appropriate indicators of  monetary policy, as a 

-

 

-

industry in general and its subsectors, allowing for utilizing the monetary policy 

being estimated using only one indicator as an instrument of  monetary policy 

ADL -

ed increases in the monetary policy interest rate generate larger decreases in 

-

ADL 

If  channels operate as predicted, the subsectors producing capital goods and 
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-

-

-

effect of  monetary policy to differences in industrial structure, while section 5 

-

SVAR models for each 

 

-
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-

effects being manifested in the mining, manufacturing, wholesale, retail, and 

-

tary policy had a heterogeneous impact on net sales in eight large sectors of  the 

-

differences among sectors, suggesting that the interest rate and exchange rate 
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-

SVAR to obtain a 

policy and a considerable asymmetry between the two phases of  the economic 

SVAR 

the response of  different industrial sectors to the same history of  monetary 

VAR) 

DSGE

DSGE models relax the standard symmetry assumptions, allowing companies in 

authors concluded that the sectors reacting most strongly to monetary policy 

SVAR

behind different sectoral responses, which in this case were the price rigidities 

DSGE models are computationally demanding 

due to the high number of  parameters and simultaneous solution of  a large 

 

of  particular sectoral characteristics underlying the transmission of  monetary 
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sectoral effects of  monetary policy is the estimation of  a SVAR model for each 

-

iable in each sectoral SVAR

ADL

manufacturing industry and then for industrial subsectors, using the same history 

subsectors according to the 

rigidity is calculated for each subsector to identify its impact on the operation 

is measured using the regression:

24

1 1

n

t p t p q t q t
p q

Y Y S u− −
= =

Δ = α + β Δ + Φ +∑ ∑

Y is the total manufacturing production index and S are monetary 

ADL

of  those models is that they do not control for other factors affecting industrial 

-

SVAR -
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for each country, and their selection was always based on the optimum number 

-

Φ1 S
product growth after two months is Φ1 + (Φ2 + β1Φ1)

industrial production index calculated monthly by the national statistical insti-

ADF

1 -

dex, data were obtained without seasonal adjustment, which was later performed using the Census 



 Industrial structure and transmission of monetary policy        111

Table 1
-Fisher unit root test of industrial production

Series
Brazil Chile Colombia

Level Level Level

Log of industrial 
production index

–2.39 –5.54*** –2.41 –15.9*** –2.08 –16.0***

Series

Mexico Peru

Level Level

Log of industrial 
production index

–1.24 –3.7*** –1.73 –6.03***

Source: Own estimates. 

SVAR -

oil prices, EMBI

Peru where monetary policy remained stable for most of  the analysed period, 

especially in the last months and after the strong downward adjustments in 

2

2 

SVAR -
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Figure 1
Monetary policy shocks in Latin American countries, 2003-2013

−1.2

−0.8

−0.4

0.0

0.4

0.8

1.2

D
ec

-0
2

Ju
n

-0
3

D
ec

-0
3

Ju
n

-0
4

D
ec

-0
4

Ju
n

-0
5

D
ec

-0
5

Ju
n

-0
6

D
ec

-0
6

Ju
n

-0
7

D
ec

-0
7

Ju
n

-0
8

D
ec

-0
8

Ju
n

-0
9

D
ec

-0
9

Ju
n

-1
0

D
ec

-1
0

Ju
n

-1
1

D
ec

-1
1

Ju
n

-1
2

D
ec

-1
2

Ju
n

-1
3

Brazil SD = 0.36

−1.2

−0.8

−0.4

0.0

0.4

0.8

1.2

D
ec

-0
2

Ju
n

-0
3

D
ec

-0
3

Ju
n

-0
4

D
ec

-0
4

Ju
n

-0
5

D
ec

-0
5

Ju
n

-0
6

D
ec

-0
6

Ju
n

-0
7

D
ec

-0
7

Ju
n

-0
8

D
ec

-0
8

Ju
n

-0
9

D
ec

-0
9

Ju
n

-1
0

D
ec

-1
0

Ju
n

-1
1

D
ec

-1
1

Ju
n

-1
2

D
ec

-1
2

Ju
n

-1
3

Chile SD = 0.22

−1.2

−0.8

−0.4

0

0.4

0.8

1.2

D
ec

-0
2

Ju
n

-0
3

D
ec

-0
3

Ju
n

-0
4

D
ec

-0
4

Ju
n

-0
5

D
ec

-0
5

Ju
n

-0
6

D
ec

-0
6

Ju
n

-0
7

D
ec

-0
7

Ju
n

-0
8

D
ec

-0
8

Ju
n

-0
9

D
ec

-0
9

Ju
n

-1
0

D
ec

-1
0

Ju
n

-1
1

D
ec

-1
1

Ju
n

-1
2

D
ec

-1
2

Ju
n

-1
3

Colombia SD = 0.18

−1.2

−0.8

−0.4

0.0

0.4

0.8

1.2

Ju
n

-0
5

D
ec

-0
5

Ju
n

-0
6

D
ec

-0
6

Ju
n

-0
7

D
ec

-0
7

Ju
n

-0
8

D
ec

-0
8

Ju
n

-0
9

D
ec

-0
9

Ju
n

-1
0

D
ec

-1
0

Ju
n

-1
1

D
ec

-1
1

Ju
n

-1
2

D
ec

-1
2

Ju
n

-1
3

Mexico SD = 0.11

−1.2

−0.8

−0.4

0.0

0.4

0.8

1.2

Ju
n

-0
3

D
ec

-0
3

Ju
n

-0
4

D
ec

-0
4

Ju
n

-0
5

D
ec

-0
5

Ju
n

-0
6

D
ec

-0
6

Ju
n

-0
7

D
ec

-0
7

Ju
n

-0
8

D
ec

-0
8

Ju
n

-0
9

D
ec

-0
9

Ju
n

-1
0

D
ec

-1
0

Ju
n

-1
1

D
ec

-1
1

Ju
n

-1
2

D
ec

-1
2

Ju
n

-1
3

Peru SD = 0.12

Source: Quintero (2015).

methodology was adopted in this study, since data on the expectations about the mentioned macro-
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-

OLS

3

4
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Figure 2
Impact of a positive shock of 1% in interest rate

on industrial production in Latin American countries
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Source: Own estimates.

period across countries, changes the magnitude of  impacts in some countries 
5

5

the SVAR 
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Figure 3
Impact of a positive shock of 1% in interest rate on industrial production

in Latin American countries (base model vs. alternative models)
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traditionally the most popular in literature, and one of  the reasons is because it 
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increase in the monetary policy interest rate increases the interest rate that the 

the real interest rate on loans also increases, generating an increase in the cost 

of  capital and decreasing the demand for goods, especially capital and durable 

are mainly staple goods whose demand is less elastic and should be less affect-

-

tors to establish the role of  the interest rate channel in explaining differences 

produced: non-durable consumer goods, durable consumer goods, intermediate 

DANE

-

ture across Chile, Colombia and Peru, with a high share of  intermediate and 
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Table 2

Type of good
Brazil Chile Colombia Mexico Peru

Weight Weight Weight Weight Weight 

Non-durable
consumption

C10 13.65 C151 13.80 C151 2.93 C311 22.27 C151 13.08

C11 3.40 C152 3.19 C152 2.95 C312 5.11 C152 1.27

C12 0.97 C153 2.39 C153 3.32 C315 2.76 C153 2.40

C14 2.03 C154 6.81 C154 6.05 C316 0.85 C154 8.00

C15 1.98 C155 9.18 C155 1.72 C323 0.81 C155 5.46

C18 4.74 C160 0.83 C157 2.83 C160 0.25

C20B 1.77 C181 1.56 C158 4.11 C180 9.35

C192 0.64 C159 7.75 C192 1.85

C221 1.84 C160 0.53 C220 2.99

C222 0.41 C180 4.22

C192 0.53

C220 3.07

Subtotal 28.54 Subtotal 40.65 Subtotal 40.01 Subtotal 31.80 Subtotal 44.65

Durable
consumption

C31 2.25 C293 0.68 C193 0.19 C337 1.35 C293 0.66

C315 0.12 C293 0.64 C339 2.27 C361 3.41

C361 0.87 C361 0.81 C369 3.96

C369 0.60 C369 0.72

Subtotal 2.25 Subtotal 2.27 Subtotal 2.36 Subtotal 3.62 Subtotal 8.03

Intermediate

C13 3.17 C171 0.78 C156 2.39 C313 0.82 C171 3.23

C16 1.32 C172 0.27 C172 2.54 C314 0.63 C172 0.24

C17 4.18 C173 0.33 C174 0.64 C321 0.95 C173 2.83

C19 8.36 C191 0.25 C175 1.39 C322 2.01 C191 0.30

C20C 7.84 C202 2.21 C191 0.35 C324 4.28 C201 0.55
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Table 2, continuation …

Type of good
Brazil Chile Colombia Mexico Peru

Weight Weight Weight Weight Weight 

Intermediate

C21 3.66 C210 9.96 C200 0.40 C325 13.25 C202 0.18

C22 4.13 C232 3.66 C210 5.07 C326 2.72 C210 1.41

C23 4.09 C241 8.69 C2321 7.84 C327 5.61 C230 5.47

C24 6.24 C242 7.43 C2322 0.52 C331 7.24 C241 8.03

C251 0.77 C241 3.73 C251 0.69

C252 2.89 C242 10.07 C252 2.47

C261 0.89 C251 0.71 C261 0.79

C269 5.15 C252 3.96 C269 4.48

C271 2.39 C261 0.89 C270 8.36

C272 2.41 C2691 0.68

C2699 4.46

C271 2.62

C272 0.66

Subtotal 42.99 Subtotal 48.08 Subtotal 48.92 Subtotal 37.51 Subtotal 39.03

Capital

C25 3.75 C201 3.42 C280 1.90 C332 3.48 C280 4.31

C26 4.81 C281 0.98 C291 0.53 C333 3.25 C291 0.84

C27 2.76 C289 2.17 C292 0.45 C334 4.43 C292 0.17

C28 6.10 C291 0.48 C310 1.30 C335 3.24 C311 0.35

C29 7.37 C292 0.67 C320 0.16 C336 12.68 C312 0.22

C30 1.46 C311 0.11 C330 0.19 C313 0.33

C312 0.33 C341 2.82 C314 0.20

C331 0.21 C342 0.27 C340 1.62

C341 0.45 C343 0.52 C350 0.17

C343 0.16 C350 0.56

Subtotal 26.25 Subtotal 8.98 Subtotal 8.70 Subtotal 27.08 Subtotal 8.21

Source: Own estimates based on data from national statistics institutes in Brazil, Chile, Colombia, Mexico and Peru.
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Figure 4
Impact of a positive shock of 1% in interest rate on industrial production
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in Colombia, since the capital goods and durable consumer goods subsec-
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durable consumer goods respond for most of  the period, while capital goods 

-

 

durable consumer goods compared to non-durable consumption and interme-

used production index data for all industrial subsectors simultaneously in a time 

24 24

, , ,
1 1 1

n

qi t i p i t p q t q t q i i t
p q q

− − −
= = =

Δ = α + β Δ + Φ + Φ ∗ +∑ ∑ ∑

Y is the manufacturing subsector production, S is the monetary policy 

Dummy-

dynamic models when T > N
Dummycapdur 
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qΦ

effect on total industrial production, due to the structure of  the regression 

the difference in response between the two sectoral types after q months is 

qΦ  but also by the effect transmitted by βp

Figure 5

on industrial production of capital and durable consumption goods
relative to other subsectors
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countries, the channel still operates but its importance is less clear compared 

In a context of  price rigidities, in principle the transmission of  monetary policy 

-

A measure of price rigidity

In most empirical studies of  price rigidities, measures of  frequency and size 

-

we use producer prices indices to calculate a measure of  price rigidities originally 
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et al.

Ss 
where the price of  a product i 
in period t – 1, pi,t–1

*
itp

inaction sit, which depends on the costs incurred to adjust prices, the costs 

*
, 1 , 1

*

i t i t it it
it

it

p if p p s
p

p

− −
⎧ − <⎪

= ⎨
⎪⎩

-

to current price is greater or smaller than si pit may remain 

price *
, 1i t itp p− − , is small, or if  the range of  inaction, sit

c

et al.

et al. 

PR

/ PIPR P= Δ σ

of  price adjustments, PΔ , is a good estimate of  the inaction range s

6 -

et al
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PR σPI

 

min

max min

OV V
RV

V V

−
=

−

RV OV Vmin and Vmax 

and sectoral impacts of monetary policy

of  price rigidities, PR

24 24

, , ,
1 1 1

n

PRqi t i p i t p q t q t q i i t
p q q

Y Y S S PR u− − −
= = =

Δ = α + β Δ + Φ + Φ +∑ ∑ ∑

PR is the indicator of  price rigidities, Y is the manufacturing subsector 

production, and S

PR
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-

pliers were calculated based on the parameters PRqΦ  and the βp associated with 

t

-

Figure 6
Impact of a positive shock of 1% in interest rate on industrial production

of industrial subsectors as a function of levels of price rigidities
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subsectors are more extreme, price rigidities are mostly clearly determining mon-

etary transmission, since the sectors with most rigid prices are clearly the most 

 

-

By estimating an ADL model it was found that in all countries an unexpected 

most of  the time, while Brazil is the only country where industrial production 

a new ADL

channel theory, subsectors producing capital and consumer durables goods pres-

that the interest rate channel is crucial to the transmission of  monetary policy 
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Chile, there are no major differences in the response of  industrial subsectors to 

-

-

a measure of  price rigidities calculated from information on producer price 

et al.

price rigidities affect monetary transmission as predicted only in Mexico and 

Colombia, the countries where the interest rate channel has a greater impact 

-

the monetary policy among subsectors, demonstrating that economic structure 

goods, in addition to their expected effects on long-term economic growth 

-

minant role of  economic structure in the transmission of  monetary policy and 

of  a monetary unit, and therefore the establishment of  a common monetary 

different economic structures, and for this reason regional differential effects 

of  the monetary policy are expected, a factor that should also be considered by 

national and regional economic authorities when considering the coordination 
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our analysis to all sectors contributing to total production, which would require 

-

The monetary transmission in Pakistan. A sectoral 

analysis [MPRA

Fixed Effects Regression Models

International Journal of  Business and Economics

Journal of  Economic Perspectives

International Economic Review, 

The Quarterly Journal of  Economics

-

OECD European Economic Review, 

Price rigidity in the 

euro area - An assessment -

pean Commission 

The industrial impact of  monetary policy shocks: 

Some stylised facts 
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Industry effects of  monetary policy in Germany 

[ZEI -

Southern Economic Journal, 

Measuring the effects of  monetary policy using market expectations 

The channels of  monetary transmission: Lessons for monetary policy 

[NBER

The Economic Journal

Ensayos 

sobre Política Económica

Monetary policy and sectoral shocks: Did the 

FED react properly to the high-tech crisis? [NBER

Regional Studies

-

American Economic Review

American Eco-

nomic Review

-

Journal of  Economic Perspectives
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