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Objective

Evaluate the ability of a small, open, 

neoclassical model driven by 

permanent and transitory productivity 

shocks (the RBC model) to explain 

business cycle fluctuations in emerging 

countries.

Motivation

• Papers advocating the ability of the 

RBC model to explain aggregate 

fluctuations in EC use short data 

samples to estimate the underlying 

driving processes.

• This is problematic if non-stationary 

shocks are to play a significant role.

Our Contribution

• Use of a long data set for the 

estimation of the parameters defining 

the stochastic processes of permanent 

and temporary productivity shocks. 

• Data: Argentina 1913-2005

Conclusions:

• The RBC model does a poor job at explaining Argentine business cycles. In particular:

• Consumption is less volatile than output

• Investment is half as volatile as in the data.

• The trade balance is many times as volatile as 

observed in the data.

• The model misses the sign of the ACF of output up to 

fourth order.

• The model predicts an ACF of the trade balance close to 

unity and significantly away from its empirical counterpart.

• This paper is a joint test of the model structure (the neoclassical model) and the underlying driving forces 

(permanent and transitory productivity shocks). Future research should explore modifications along these two 

dimensions.

Main Results


