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Macro effect of devaluations

I Large literature in intal macro studies effects of large devaluations
I Burstein, Eichenbaum, Rebelo (2005, 2007)

I Idea: devaluations are such large events that they trump other noise
in the data, so comparing before/after helps get at causal effect
I eg, compute passthrough to price i after t periods with ∆Pit

∆Et
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Fig. 1.—Exchange rates and prices in large devaluations

Table 1 shows that there is substantial comovement between the prices
of imports and exports and the nominal exchange rate. In Argentina,
Brazil, and Mexico, this comovement is present at all the horizons we
consider. For Korea and Thailand, the comovement is stronger in the
first few months after the devaluation. Figure 1 plots the time series for
the cumulative logarithmic change of the trade-weighted nominal ex-
change rate, import prices, and export prices. Figure 1 makes clear that
relative PPP is a reasonable description of the behavior of prices of pure
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Where this paper fits

I Previous literature documents effects on prices:

I Aggregate prices, eg Burstein et al, Burstein-Gopinath

I Prices faced by different consumers: Cravino Levchenko for Mexico3490 THE AMERICAN ECONOMIC REVIEW NOVEMBER 2017

high-income household. The low-income household is de!ned as one that has 
across-goods expenditure shares   ω  g  h   of a household in the bottom income decile, 
and on top of that consumes the cheaper varieties within each  g . The  high-income 
household has   ω  g  h  s of the top income decile, and within each  g  consumes the more 
expensive varieties.

As discussed in Section IIC, the indices    P ˆ    g, t  h    cannot be computed for all product 
categories. We proceed as above, and compute the Combined price index under the 
two limiting assumptions from the previous section. In particular, in the conservative 
version there is no Within effect in categories where it cannot be directly measured:

(11)    P ˆ    t  h  =   ∑ 
g∈ G  M  

     ω  g  h    P ˆ    g, t  h   +   ∑ 
g∈ G  U  

     ω  g  h    P ˆ    g, t    ,

while in the liberal version the Within effect is equally strong in the unmeasured 
categories as it is in measured ones:

(12)    P ˆ     t  h  =   ∑ 
g∈ G  M  

     ω  g  h    P ˆ    g, t  h   +   ∑ 
g∈ G  U  

     ω  g  h    P ˆ    g, t      ∑ g∈ G  M          ω  g  h    P ˆ    g, t  h  
  __________   ∑ g∈ G  M          ω  g  h    P ˆ    g, t      .

Figure 3 plots the month-to-month evolution of the Combined price index under 
the two alternative assumptions, computed when the high-income household con-
sumes varieties priced above the median, and the poor household below the median 
within each product category. Note that the price indices for the two households are 
very close to each other before the October 1994 devaluation, after which they start 
to diverge.

The corresponding price indices are reported in Table 3. The difference in in"a-
tion faced by high- and low-income households is startling. According to the most 
conservative index, if we split varieties according to median prices, the change in 
price two years after the devaluation was 34 percentage points higher for the poorest 

Figure 3. The Combined Price Indices

Notes: This !gure plots the Combined price indices. The conservative price indices are de!ned in (11), and the lib-
eral indices in (12). The Combined indices are depicted for consumers that buy the varieties priced above and below 
the median price within each product category.

Source: Authors’ calculations
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I Conclusion from this lit: devaluations accentuate real C inequality

I Some debate: Borusyak and Jaravel (2018) for US

I This paper: what about nominal incomes? real income inequality?
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Findings

I Look at:

I Aggregate data (incl Gini) for 8 years around 19 large devaluations

I Administrative micro-data for 15 years around Argentina 2001 dev

I A: Completely overturns the conventional wisdom!

Figure 4 – Moments of the Distribution of Labor Income

1998 2000 2002 2004 2006

�30

�20

�10

0

10

20

30

Time

lo
g-

p
oi

nt
s
⇥

10
0

A- Percentiles

P10 P25 P50
P75 P90

1998 2000 2002 2004 200638

40

42

44

46

48

50

52

54

Time

B- Gini coe�cient

1998 2000 2002 2004 2006

80

90

100

110

Time

lo
g-

p
oi

nt
s
⇥

10
0

C- Interquartile Range

1998 2000 2002 2004 200660

70

80

90

Time

D- Standard Deviation

Notes: The figure plots moments of the distribution of monthly real income from January 1997 to December

2006. Panel A plots the percentiles of the log income distribution (⇥ 100) normalized by their average during

2001. We use Px to denote the x-th percentile of the distribution. Panels B, C, and D plot the Gini coe�cient,

the interquartile range (P75� P25), and the standard deviation for the same period. Recession periods are

in gray, and monthly devaluations larger than 30% are marked with dotted black lines.

the drop in real income faster than high-income workers. Second, we decompose the variance

of conditional income growth into between-sector, between-firm, and between-worker compo-

nents. We find that the between-firm component is the main contributor to the heterogeneous

recovery. Third, we explore three mechanisms that generate the observed di↵erences in sensi-

tivity to the nominal exchange rate. Based on the relevance of the between-firm component,

we examine the role of labor mobility across firms in compressing the income distribution.

Given the slower recovery of the between-worker components at the top, we explore the role

of di↵erent income floors set by unions. Given the large change in relative prices induced

by the devaluation, we analyze how much of the inequality decline can be explained by the

17
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My take on the paper

I Important paper! First to look at this in administrative EE data.

I Nicely done, paints consistent picture: poor are more mobile and
have more flexible wages, so benefit more from GDP recovery

I Should sell the importance of looking at real labor income more:

I Are devaluations pro-poor or pro-rich?

I Of course, ultimately we care about C inequality (but need model)

I Rest of discussion:

1. What lessons for modeling?

2. Parallels to US today?
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What lessons for modeling?

I Broad issue for the devaluation literature: what is the shock?

I Devaluations are obviously not random events

I Happen for a reason: typically, unsustainable peg

I Associated with persistent movement in RERs and GDP dynamics

an austerity plan to improve the fiscal position by reducing public spending and increasing

taxes, which further contributed to the recession. In response to this deterioration, there

were large capital flights and a run on the local banking system, which culminated in the

default on Argentina’s external debt, a deposit freeze, and the end of the exchange-rate peg.

Figure 3 – Labor Market Facts after the 2002 Argentinean Devaluation
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Notes: The figure plots four macroeconomic and labor market time series in Argentina for the period

between January 1997 and December 2006. Panel A plots the NER (blue) and inflation (red), and Panel B

plots the real GDP. Panel C shows average real labor income and Panel D total employment from SIPA. All

variables are expressed in log-points ⇥ 100. GDP is computed at quarterly frequency, seasonally adjusted, and

normalized to zero in the first quarter of 2001. Inflation, NER, average real labor income, and employment

are computed at a monthly frequency. Average real labor income and employment are normalized to zero

in the first month of 2001. Recession periods are in gray, and monthly devaluations larger than 30% are

marked with dotted black lines.

After our brief discussion of the macroeconomic context, we now revisit the cross-country

facts in the 2002 Argentinean devaluation. This episode presents dynamics similar to our

cross-country analysis. Figure 3-Panel A shows year-over-year inflation and nominal ex-

change rate growth, and Figure 3-Panel B shows the (log) real quarterly output. Figure

14

I Not the same as a closed-economy shock to money supply, or typical
exogenous rise in the price level!
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Lesson for modeling 1: heterogeneous incidence

I What I think is safe to take away: what this reveals about the
functioning of the labor market

I Heterogeneous incidence of booms across income distribution

I Auclert, Rognlie, Souchier and Straub benchmark model has:

1. Homothetic consumer preferences: equal ∆Pi ’s

2. Equal incidence function: ∆ ln yi = γi∆ ln Y with γi = 1

Depreciations can be contractionary or expansionary

I Extension 1: nonhomothetic preferences calibrated to
Cravino-Levchenko evidence on consumption baskets

I Makes depreciation more contractionary/less expansionary

I Extension 2: unequal incidence calibrated to this paper. Give us γi !

I Will amplify any effect of depreciation
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Lesson for modeling 2: beyond incidence function

I Incidence function is very reduced form and unsatisfactory

I More complex model of labor market needed to capture evidence on
separations, JJ transitions

I In HANK: Gornemann-Kuester-Nakajima, Bardoczy

I In search: Blanco-Drenik-Moser-Zaratiegi, Souchier

I Key question in connecting to these models: is there something
special about movement conditional on depreciation? Or
unconditional response the same?

I Can test this in data!
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Parallels to US today?

I Striking resemblance: Autor, Dube, McGrew recent work from CPS

Regionally adjusted real wage growth in bottom of wage distribution
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of the life-cycle profile) on the x-axis.10 Note that the analysis is conducted using monthly

income data conditional on being employed. Thus, the ranking of workers and the measures

of income growth are not a↵ected by periods of non-employment.

Figure 6 – Average Income Growth Conditional on Average Income in 2000-2001
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Notes: The figure describes average income growth conditional on the percentile of the distribution of

average monthly real income during 2000-2001. The sample is restricted to workers who had at least 6

months of employment during the 2000-2001 period.

The first result is that during the year before the devaluation, the average year-over-year

income growth (�12Yt�12) is close to zero for all percentiles.11 This homogeneous average

growth disappears after the devaluation, and the pattern that emerges across the income

distribution is of a “parallel drop and pivot.” That is, in the year after the devaluation,

there is a parallel drop in real monthly income (�12Yt) of 24% across percentiles, followed

by a pivoting of the cumulative average income growth centered around the highest-income

workers. The gap is quantitatively significant in the short run. After two years (�24Yt), the

average income growth of workers in the 10th percentile of the pre-devaluation distribution

had experienced average cumulative income growth of 17% relative to the month preceding

the devaluation, while the average cumulative growth of those in the 90th percentile was

-17%. Thus, the gap in these two growth rates was 34% and further increased to 49% 4

years after the devaluation.

10Formally, we define the permanent component of income net of the life-cycle profile for worker i as

Ȳ i
t ⌘

23X

m=0

eỹi
t�m ⇥ {N i

t�m = 1}/

"
23X

m=0

eda�m ⇥ {N i
t�m = 1}

#
,

where t corresponds to the month prior to the devaluation, ỹi
t is the log real labor income, da are the

coe�cients of the age dummies in the pooled regression, and N i
t�m is an indicator variable equal to one if

the worker was employed in period t � m and zero otherwise. We scale the age dummies so that the fixed
e↵ect of a 25-year-old worker matches the average labor income of a 25-year-old worker in the regression
sample.

11From here on, we use the notation �zYt ⌘ Yt+z � Yt.
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Concluding thoughts

I Very nice paper!

I Sell the distributional angle more

I Provide moments that can be used as direct inputs into models

I See if labor market patterns are special to depreciations, or hold
more broadly given aggregate movements in real labor income
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