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The Assessment of the Impact of the Coordination
between Fiscal and Monetary Policies on Economic
Objectives: Using an Empirical Model

Abstract

The objective of this study is to estimate an empirical model using
pooled data for five industrialized countries to assess the impact of
the coordination between monetary and fiscal policies on
macroeconomic targets. Those countries are characterized with the
existence of the institutional coordinating arrangements required for
the success of the coordination between the two policies and the
long history of implementing the stabilization policies.
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* Herman Bennett and Norman Loayza, “Policy Biases When the Monetary and Fiscal Authorities Have
Different Objectives”, Central Bank of Chile, Working Paper No. 66, March 2000.
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* World Bank, “World Development Indicators (WDI)”, Different Issues.
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® Thorsten Beck, and others, “ New Tools in Comparative Political Economy: The Database of Political
Institutions”, World Bank Policy Research, Working Paper 2283, February 2000.

7 Alex Cukierman, Steven B. Webb and Bilin Neyapti, “ Measuring the Independence of central Banks
and Its Effects on Policy Outcomes”, The World Bank Economic Review, Vol.6 , No0.3,1992,pp. 353-
398.
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Sample: 1975 2005

Balanced sample

(Huas¥) ald

Table(1): Descriptive statistics for each variable

PDRATIO? RR? MFP? GDPR? GDV? INF? INFV? TRADE? DS? GROECD MIT?

Mean -5.068036 0.727333 0.964000 2.771533 0.051667 5.536933 0.540200 44.29853  20.33540 2.430667  0.860000
Median -4.745237 1.180000 1.000000 3.085000 0.200000 3.380000 0.250000 48.15000  20.90000 2.396667  1.000000
Maximum 5.387025 7.500000 2.000000 7.800000 4.200000 27.03000 17.66000 84.50000 25.56000 2.745000  2.000000
Minimum -14.99469 -13.37000 0.200000  -3.900000 -6.000000 -0.600000 -4.400000 16.15000 12.90000  2.200000  0.000000
Std. Dev. 3.809877 3.412637 0.541472 2.178815 1.772949 4.894408 2.247956 16.42105 3.124383  0.207595  0.685712
Skewness -0.093211 -1.218848 0.130179  -0.636671  -0.842641 1.519388 3.362788  -0.100663 -0.327269 0.517438  0.184559
Kurtosis 2.728445 5.798015 1.649029 3.286339 4.537753 5.347977 24.93345 2.168525 2.086596 1.884373  2.128551
Jarque-Bera 0.678095 86.07030 11.83069 10.64619 32.53035 92.16976 3289.436 4.574261 7.892048 14.47244 5.597943
Probability 0.712449 0.000000 0.002698 0.004878 0.000000 0.000000 0.000000 0.101557  0.019331  0.000720  0.060873
Sum -760.2055 109.1000 144.6000 415.7300 7.750000 830.5400 81.03000 6644.780  3050.310 364.6000  129.0000
Sum Sq. Dev. 2162.759 1735.268 43.68560 707.3379 468.3589 3569.329 752.9427 40177.97 1454.504 6.421267 70.06000
Observations 150 150 150 150 150 150 150 150 150 150 150
Cross sections 5 5 5 5 5 5 5 5 5 5 5




Table(2): Estimation output for PDRATIO?

Dependent Variable: PDRATIO?

Method: Pooled EGLS (Cross-section SUR)

Sample: 1975 2005

Included observations: 30

Cross-sections included: 5

Total pool (balanced) observations: 150

Linear estimation after one-step weighting matrix

Cross-section SUR (PCSE) standard errors & covariance (no d.f.
correction)

Variable Coefficient Std. Error t-Statistic Prob.
Cc -3.507914 4.225607 -0.830156 0.4079
MFP? 0.702199 0.236097 2.974198 0.0035
GDPR? -0.212449 0.138992 -1.528494 0.1287
GDV? 0.254862 0.164842 1.546097 0.1244
INF? -0.670469 0.086720 -7.731426 0.0000
INFV? 0.543881 0.117797 4.617100 0.0000
TRADE? -0.092230 0.027960 -3.298672 0.0012
GROECD -3.071119 1.671428 -1.837423 0.0683
DS? 0.655329 0.076344 8.583932 0.0000
Fixed Effects (Cross)
UK--C 2.121185
Nz--C 0.626405
AUST--C 0.276548
USA--C -1.358231
CAN--C -1.665908

Effects Specification

Cross-section fixed (dummy variables)

Weighted Statistics

R-squared 0.625212 Mean dependent var -1.128588
Adjusted R-squared 0.592384 S.D. dependent var 1.700256
S.E. of regression 0.961134 Sum squared resid 126.5576
F-statistic 19.04500 Durbin-Watson stat 0.819068
Prob(F-statistic) 0.000000

Unweighted Statistics

R-squared -2.151474 Mean dependent var -5.068036
Sum squared resid 1064.183 Durbin-Watson stat 0.494882




Table(3): Estimation output for PDRATIO? with MIT?

correction)
Variable

C
MFP?
MIT?
GDPR?
GDV?
INF?
INFV?
TRADE?
GROECD
DS?

UK--C
Nz--C
AUST--C
USA--C
CAN--C

R-squared
S.E. of regression

F-statistic
Prob(F-statistic)

R-squared

Fixed Effects (Cross)

Adjusted R-squared

Sum squared resid

Dependent Variable: PDRATIO?
Method: Pooled EGLS (Cross-section SUR)
Sample: 1975 2005
Included observations: 30
Cross-sections included: 5
Total pool (balanced) observations: 150
Linear estimation after one-step weighting matrix

Cross-section SUR (PCSE) standard errors & covariance (no d.f.

Coefficient

-2.852079
-1.626569
2.216823
-0.116813
0.125013
-0.588612
0.485602
-0.082812
-3.523128
0.636737

1.679210
0.215709
0.538885
-0.371975
-2.061829

Std. Error

4.386141
0.687263
0.666311
0.138400
0.162570
0.094751
0.124694
0.028536
1.761048
0.076211

Effects Specification

Cross-section fixed (dummy variables)

Weighted Statistics
Mean dependent var
S.D. dependent var
Sum squared resid
Durbin-Watson stat

0.657533
0.624798
0.974374
20.08608
0.000000

Unweighted Statistics
Mean dependent var
Durbin-Watson stat

-1.556239
963.7699

t-Statistic

-0.650248
-2.366734
3.327010
-0.844026
0.768978
-6.212175
3.894335
-2.902014
-2.000586
8.354920

Prob.

0.5166
0.0194
0.0011
0.4001
0.4432
0.0000
0.0002
0.0043
0.0474
0.0000

-1.380202
1.623158
129.1190
0.827664

-5.068036
0.542358




Table(4):Estimation output for RR?

correction)
Variable

C
MFP?
GDPR?
GDV?
INF?
INFV?
TRADE?
GROECD
DS?

UK--C
Nz--C
AUST--C
USA--C
CAN--C

R-squared
S.E. of regression

F-statistic
Prob(F-statistic)

R-squared

Fixed Effects (Cross)

Adjusted R-squared

Sum squared resid

Dependent Variable: RR?
Method: Pooled EGLS (Cross-section SUR)
Sample: 1975 2005
Included observations: 31
Cross-sections included: 5
Total pool (balanced) observations: 155
Linear estimation after one-step weighting matrix

Cross-section SUR (PCSE) standard errors & covariance (no d.f.

Coefficient

2.549278
0.218206
0.106220
-0.146292
-0.405901
-0.192950
-0.134902
1.208147
0.156114

0.878009
1.093481
-1.321335
-2.253746
1.603590

Std. Error

4.547258
0.206725
0.111481
0.138726
0.071168
0.085462
0.021026
1.625348
0.090488

Effects Specification

Cross-section fixed (dummy variables)

Weighted Statistics
Mean dependent var
S.D. dependent var
Sum squared resid
Durbin-Watson stat

0.702157
0.676987
1.003747
27.89673
0.000000

Unweighted Statistics
Mean dependent var
Durbin-Watson stat

-0.536799
738.1861

t-Statistic

0.560619
1.055537
0.952807
-1.054542
-5.703443
-2.257716
-6.415971
0.743316
1.725249

Prob.

0.5759
0.2930
0.3423
0.2934
0.0000
0.0255
0.0000
0.4585
0.0867

0.619348
1.697655
143.0660
1.064932

0.829032
0.614244




Table(5):Estimation output for RR? with MIT?

Dependent Variable: RR?
Method: Pooled EGLS (Cross-section SUR)

Sample: 1975 2005

Included observations: 31
Cross-sections included: 5
Total pool (balanced) observations: 155

Linear estimation after one-step weighting matrix

Cross-section SUR (PCSE) standard errors & covariance (no d.f.

correction)
Variable

C
MFP?
MIT?
GDPR?
GDV?
INF?
INFV?
TRADE?
GROECD
DS?

Fixed Effects (Cross)

UK--C
Nz--C
AUST--C
USA--C
CAN--C

Coefficient

3.193244
1.920219
-1.741864
0.052155
-0.089074
-0.517846
-0.106589
-0.129304
1.008733
0.166440

1.154089
1.373905
-1.400947
-2.786936
1.659889

Std. Error

4.174428
0.691808
0.624823
0.112659
0.142547
0.076925
0.091928
0.022600
1.502094
0.095444

Effects Specification

Cross-section fixed (dummy variables)

R-squared

Adjusted R-squared

S.E. of regression
F-statistic
Prob(F-statistic)

R-squared

Sum squared resid

Weighted Statistics
Mean dependent var
S.D. dependent var
Sum squared resid
Durbin-Watson stat

0.692524
0.664175
1.000952
24.42861
0.000000

Unweighted Statistics
Mean dependent var
Durbin-Watson stat

-0.495535
687.1170

t-Statistic

0.764954
2.775652
-2.787771
0.462945
-0.624874
-6.731809
-1.159484
-5.721332
0.671551
1.743852

Prob.

0.4456
0.0063
0.0060
0.6441
0.5331
0.0000
0.2482
0.0000
0.5030
0.0834

0.576308
1.696663
141.2686
1.012559

0.829032
0.642064




