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		The authors examine empirically how domestic structural characteristics related to openness and product- and factor-market flexibility influence the impact that terms-of-trade shocks can have on aggregate output. For this purpose, they apply an econometric methodology based on semi-structural vector auto-regressions to a panel of 90 countries with annual observations for the period 1974-2000. Using this methodology, the authors isolate and standardize the shocks, estimate their impact on GDP, and examine how this impact depends on the domestic conditions outlined above. They find that larger trade openness magnifies the output impact of external shocks, particularly the negative ones, while improvements in labor market flexibility and financial openness reduce their impact. Domestic financial depth has a more nuanced role in stabilizing the economy. It helps reduce the impact of external shocks particularly in environments of high exposure - that is, when trade and financial openness are high, firm entry is unrestricted, and labor markets are rigid. 


	

	

	
		
		


	

	
	

		
		

	
	


	

	
	
	
		
	
	
	

	
	
		
		
			
				
			
		
		Keywords: Pro-Poor Growth and Inequality, Free Trade, Economic Theory & Research, Inequality, Macroeconomic Management

	
	

	
    

    
	

	
	
	

	
	

























    	
	
	
	
   	
	
	
	
	
	            
	















	











    
    










    
    
    
    
















	






	
		Suggested Citation:
		Suggested Citation
	

	
		
			Loayza,  Norman and Raddatz,  Claudio E., The Structural Determinants of External Vulnerability (December 2006). World Bank Policy Research Working Paper No. 4089,  Available at SSRN: https://ssrn.com/abstract=951353
		
	

	

	
	
	

	
		
	

	

	
	
		

	










    
    










    
    
    
    





















	

	


	























	
	

		

		

		
		
		

		
		
			
				
					
						Norman Loayza (Contact Author)

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				World Bank - Research Department  ( email )

			

			
			
				
				
				
					1818 H Street, N.W.
Washington, DC  20433
United States

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Claudio E. Raddatz

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				University of Chile, School of Economics and Business  ( email )

			

			
			
				
				
				
					Diagonal Paraguay 257, Of. 1206
Santiago, R. Metropolitana 7520421
Chile

				

				
			

			
				
				
					HOME PAGE: http://alum.mit.edu/www/craddatz
				

			

		

		
	

	





	

	

	
	
		
	

	

	
	




				
				
				









	
	    












    
    






    
    







    









    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [image: PDF icon]Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    




















	














	
	    







 



	




	







	







































				

				

				
					
						

						
						

						

						
						

					
				

			


			
				
					
						
						
	










	
	    














	
	    














	
	    







	
		Do you have negative results from your research youâ€™d like to share?

		
			

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit Negative Results
                    
                
            

        
    
        
    
		

	



					

				
				
					
					


	












	
	
	








	
		
			Paper statistics

		

	


	
		
		 
			
				Downloads

				      140

			

		
		
		
			Abstract Views

			    3,508

		

		
		 
		
			Rank

			  374,818

		

		
	


	

	
		
			
				       38 References
		

	



	
		PlumX Metrics

		
			
		

		
			
		

	





				


				
				
				
					

    
        
            Related eJournals

        	
                    International Trade eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                International Trade eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                              714

                                    

                                    
                                        PAPERS

                                           27,402

                                    

                                

                                
                            

                        

                    

                
	
                    Development Economics: Macroeconomic Issues in Developing Economies eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Development Economics: Macroeconomic Issues in Developing Economies eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                              609

                                    

                                    
                                        PAPERS

                                           26,330

                                    

                                

                                
                            

                        

                    

                


        
        

    


				


				
					
					

















    
        
            Recommended Papers

            	
                        
                        

                        
                        
                        Coping with Disaster: The Impact of Hurricanes on International Financial Flows, 1970-2002

                        
                            By
                                
                                
                                    
                                    Dean Yang
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Coping with Disaster: The Impact of Hurricanes on International Financial Flows, 1970-2001

                        
                            By
                                
                                
                                    
                                    Dean Yang
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        The Death Toll from Natural Disasters: The Role of Income, Geography and Institutions

                        
                            By
                                
                                
                                    
                                    Matthew E. Kahn
                                    
                                
                            

                        
                        
                    


                    
                        	
                            
                            

                            
                            
                            Are External Shocks Responsible for the Instability of Output in Low-Income Countries?

                            
                                By
                                    
                                    
                                        
                                        Claudio E. Raddatz
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Macroeconomic Implications of Natural Disasters in the Caribbean

                            
                                By
                                    
                                    
                                        
                                        Tobias Rasmussen
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            High Consumption Volatility: The Impact of Natural Disasters?

                            
                                By
                                    
                                    
                                        
                                        Philippe Auffret
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Hurricanes: Intertemporal Trade and Capital Shocks

                            
                                By
                                    
                                    
                                        
                                        John C. Bluedorn
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Natural Disasters in Latin America and the Caribbean: An Overview of Risk

                            
                                By
                                    
                                    
                                        
                                        CÃ©line CharvÃ©riat
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Insuring Public Finances Against Natural Disasters - a Survey of Options and Recent Initiatives

                            
                                By
                                    
                                    
                                        
                                        David Hofman
                                         and 
                                    
                                        
                                        Patricia Brukoff
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            The Economics of Natural Disasters: A Survey

                            
                                By
                                    
                                    
                                        
                                        Eduardo A. Cavallo
                                         and 
                                    
                                        
                                        Ilan Noy
                                        
                                    
                                

                            

                            
                            
                        



            
            
                 
            
        

    

				

			

		


		
				
					Feedback
					
				

			

			


	
		
		Feedback to SSRN

		
			
				
					Feedback
					 (required)
				
				
			

			
				
					Email
					 (required)
				
				
			

			
				Submit
				
			
		

		

		If you need immediate assistance, call 877-SSRNHelp (877 777 6435) in the United States, or +1 212 448 2500 outside of the United States, 8:30AM to 6:00PM U.S. Eastern, Monday - Friday.

	







	

	
	
		
		

	




	
	





  
  

	
	
		
	


	
	
		
			
			
		
	
		
	
		
	
		
			
				
			
			
		
	
		
	
		
	
		
	
		
	
		
	


	
	
	






		
		














	
		
			
				
                    

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit a Paper
                    
                        
                    
                
            

        
    
        
    
					Section 508 Text Only Pages
				

			
			
				SSRN Quick Links 

					SSRN Solutions
	Research Paper Series
	Conference Papers
	Partners in Publishing
	Jobs & Announcements
	Special Topic Hubs


			

			
				SSRN Rankings 

					Top Papers
	Top Authors
	Top Organizations


			

			
				About SSRN 

					Network Directors
	Announcements
	Contact us
	FAQs


			

			
		

			
	
	


		
			
				
			

			
				
					Copyright
					Terms and Conditions
					Privacy Policy
				

				
					All content on this site: Copyright Â© 2023 Elsevier Inc., its licensors, and contributors. All rights are reserved, including those for text and data mining, AI training, and similar technologies. For all open access content, the Creative Commons licensing terms apply.

					We use cookies to help provide and enhance our service and tailor content.

					To learn more, visit
					Cookie Settings.
					
						
							
							This page was processed by aws-apollo-l100 in   0.094 seconds 
						
					
					

				

			

			
				
			

		

	









	
		
		
		
		


    
        
        
        

        
        
                
                
                    
                
            
    

    

    


		






    























    




    








	


		[image:  ]

		
		
		
		
		
		
		
		
		
		
	

