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A Data details
This Section provides details of the variables used in our analysis.
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Table A2: Definition of variables in the SVAR

Variable Symbol Definition

U.S. VARIABLES

EPU Index epuus U.S.-EPU
TFP growth ∆tfpus Growth rate of U.S.-TFP
Output gap ŷust Monthly linear interpolation of U.S.-GDPGAP
Inflation rate πust Annualized percentage changes between months t´ 1 and t of

U.S.-CPE
Policy rate iust Average of U.S.-SFFR1, U.S.-SFFR2 and U.S.-SFFR3
Term premium tpust Difference between U.S.-10yTY and U.S.-10yTY
Cost of external finance efpust Difference between the U.S.-BAA and U.S.-10yTY

MEXICAN VARIABLES

Output gap ŷmx
t Log difference between MX-GDP and a monthly linear

interpolation of MX-GDPPOT
Inflation rate πmx

t Annualized percentage changes between months t´ 1 and t of
MX-CPI

Policy rate imx
t MX-R

Depreciation of the nominal ∆smx
t Percent changes between months t´ 1 and t of MX-FX

exchange rate
Term premium tpmx

t Difference between the MX-10yTY and MX-2yTY
Country-interest-rate spread embimx

t MX-EMBI

Note: All variables, unless otherwise stated, are available at a monthly frequency.
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B Additional Tables and Figures
This Section contains extended tables the IRFs of the productivity and cost-push shock of the
baseline extimation.
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Table B1: Forecast error variance decomposition for U.S. variables in detail

Shock epuust ∆tfpust ŷust πust iust tpust efpust

6 MONTHS HORIZON

Productivity 3.0 89.7 16.0 1.9 3.3 6.3 5.6
Cost-push 1.4 2.2 18.3 12.3 9.2 17.0 6.5
Econ. policy uncertainty 89.0 2.2 14.0 1.8 22.9 1.5 17.1
Aggregate demand 1.6 2.7 40.6 22.6 12.8 12.8 20.1
Financial 2.8 1.0 6.9 16.2 28.3 21.0 31.3
Monetary policy, type I 1.0 1.0 1.7 21.1 11.6 17.0 5.7
Monetary policy, type II 1.1 1.2 2.4 24.1 11.8 24.3 13.9

1 YEAR HORIZON

Productivity 5.5 78.5 12.5 2.4 5.1 5.6 6.3
Cost-push 2.6 3.8 10.6 12.6 10.7 16.2 8.8
Econ. policy uncertainty 80.5 3.1 17.6 2.2 26.8 5.0 18.8
Aggregate demand 2.8 5.7 35.0 22.2 13.0 15.3 18.1
Financial 5.2 4.4 15.5 16.5 28.1 24.3 31.4
Monetary policy, type I 1.5 2.5 3.5 20.7 5.9 13.9 5.4
Monetary policy, type II 1.9 2.1 5.4 23.5 10.3 19.7 11.3

3 YEARS HORIZON

Productivity 7.6 68.0 11.5 3.0 10.1 9.5 7.5
Cost-push 4.2 7.5 7.8 12.6 9.6 11.5 10.6
Econ. policy uncertainty 66.1 3.8 20.4 3.5 32.9 16.8 20.0
Aggregate demand 6.7 6.5 27.0 21.8 13.0 17.2 16.6
Financial 9.5 6.6 20.0 16.9 24.4 23.6 28.6
Monetary policy, type I 2.4 3.5 5.4 19.7 3.6 8.5 5.7
Monetary policy, type II 3.5 4.0 7.9 22.5 6.5 12.9 10.9

LONG RUN

Productivity 8.5 65.1 11.4 3.5 11.4 9.9 8.1
Cost-push 5.1 7.7 8.4 12.4 8.9 11.1 10.6
Econ. policy uncertainty 57.6 4.8 20.8 4.9 31.6 18.0 20.6
Aggregate demand 8.9 6.9 24.0 21.4 14.3 16.9 16.5
Financial 11.4 7.2 18.9 17.0 21.8 22.1 27.1
Monetary policy, type I 3.4 3.8 6.6 18.9 4.6 8.7 6.0
Monetary policy, type II 5.1 4.5 9.8 21.7 7.4 13.2 11.1

Note: Each entry corresponds to the mean contribution of the shock category listed in the rows to the forecast error
variance decomposition of the variables listed in the columns. The distribution of all identified models corresponds to
the set tAk,1u

5,000
k“1 .
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Table B2: Forecast error variance decomposition for Mexican variables in detail

Shock ŷmx
t πmx

t imx
t ∆smx

t embimx
t tpmx

t

6 MONTHS HORIZON

Mexican and non-U.S. shocks 53.1 80.2 84.8 56.8 25.0 61.0
All U.S. shocks 46.9 19.8 15.2 43.2 75.0 39.0

Productivity 1.9 3.9 2.6 2.3 3.7 5.1
Cost-push 5.8 3.1 2.1 2.8 4.8 4.5
Econ. policy uncertainty 2.6 2.5 1.9 10.8 15.0 1.7
Aggregate demand 22.9 2.8 3.5 8.8 15.8 10.3
Financial 4.6 3.2 2.2 7.2 18.0 6.0
Monetary policy, type I 4.9 1.7 1.3 5.8 8.0 8.6
Monetary policy, type II 4.0 2.6 1.6 5.5 9.6 2.8

1 YEAR HORIZON

Mexican and non-U.S. shocks 34.7 75.6 70.6 55.3 20.2 47.1
All U.S. shocks 65.3 24.4 29.4 44.7 79.8 52.9

Productivity 2.8 4.4 3.8 3.0 4.0 4.2
Cost-push 5.9 4.3 3.4 3.2 9.8 5.4
Econ. policy uncertainty 5.8 3.0 4.3 10.6 14.8 2.6
Aggregate demand 26.1 3.5 8.0 8.8 13.9 19.1
Financial 11.3 3.8 4.9 7.5 20.9 10.2
Monetary policy, type I 7.9 2.0 2.0 5.9 7.9 7.8
Monetary policy, type II 5.5 3.4 3.0 5.6 8.5 3.5

3 YEARS HORIZON

Mexican and non-U.S. shocks 21.5 65.4 46.9 53.1 16.3 30.1
All U.S. shocks 78.5 34.6 53.1 46.9 83.7 69.9

Productivity 3.9 4.8 5.3 3.6 5.2 5.2
Cost-push 13.8 5.9 6.1 4.1 16.6 8.1
Econ. policy uncertainty 9.1 4.5 9.5 10.4 12.9 8.3
Aggregate demand 18.3 5.8 11.9 9.1 13.6 18.8
Financial 18.0 6.4 10.8 7.8 18.6 16.1
Monetary policy, type I 8.6 2.8 3.6 5.9 7.5 7.6
Monetary policy, type II 6.8 4.5 6.0 6.0 9.4 5.8

LONG RUN

Mexican and non-U.S. shocks 18.6 53.9 35.0 50.0 14.0 25.2
All U.S. shocks 81.4 46.1 65.0 50.0 86.0 74.8

Productivity 5.1 5.6 6.0 3.9 6.1 6.1
Cost-push 13.8 7.3 9.1 4.9 15.7 9.6
Econ. policy uncertainty 11.0 8.0 13.2 11.0 14.4 10.9
Aggregate demand 17.5 7.3 12.0 9.4 13.9 17.2
Financial 16.8 8.6 12.4 8.2 17.2 15.9
Monetary policy, type I 8.8 3.7 5.0 6.1 8.1 7.9
Monetary policy, type II 8.4 5.6 7.4 6.5 10.6 7.2

Note: Each entry corresponds to the mean contribution of the shock category listed in the rows to the forecast error
variance decomposition of the variables listed in the columns. The distribution of all identified models corresponds to
the set tAk,1u

5,000
k“1 .
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Figure B1: Impulse responses to a U.S. productivity shock

Note: The x-axis denotes months after the shock, while the y-axis are percent points away from the long-run equilib-
rium value of a variable. The uncertainty band cover 68% of the distribution, and the continuous line is the median of
the distribution. The IRF correspond to a 1 standard deviation innovation.

Figure B2: Impulse responses to a U.S. cost-push shock

Note: The x-axis denotes months after the shock, while the y-axis are percent points away from the long-run equilib-
rium value of a variable. The uncertainty band covers 68% of the distribution, and the solid line is the median of the
distribution. The IRFs correspond to a 1 standard deviation innovation.
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C Dissecting US monetary policy shocks
In this section, we compare selected median responses to two different strategies to identify mon-
etary policy shocks in the U.S. In Figure C1, the continuum black line represents the IRFs to a
generic monetary policy shock (i.e., one which increases the U.S. policy rate but decreases U.S.
economic activity and inflation - the latter is not shown in the figure). Notably, in this identification
the response of the U.S. term premium is very close to zero, a result that is at odds with the actual
behavior of financial markets. Indeed, one would expect that these markets adjust asset prices to
new information about the economic outlook as soon as this information becomes available. That
does not seem to happen in the “Only one Mon. Pol.” identification strategy.

Figure C1: Median impulse responses to three different US monetary policy shocks
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Note: The x-axis denotes months after the shock, while the y-axis are percent points away from the long-run equilib-
rium value of a variable. The solid lines represent the median of the distribution. The IRFs correspond to a 1 standard
deviation innovation.

This result led us to study closely the actual response of the 10-year-to-2-year Treasury bond
spread to monetary policy surprises in the U.S., in a case-by-case basis (see Figures 2 and 3 in the
main text and Appendix F). As described in Section 3.1.1., we found that the U.S. term premium
reacts differently to monetary policy shocks depending on whether bond holders perceive the new
monetary policy stance, and the information with which it is delivered, as positive or negative to
economic outlook. As a result, we decided to distinguish between two monetary policy shocks,
type I and II, depending on the reaction of the U.S. term premium. The median responses cor-
responding to this new identification strategy are shown as the dash blue and red lines in Figure
C1.

More important, the new identification strategy shows that the transmission of U.S. monetary
policy to Mexico seems to depend on whether the term premium of Mexican bonds responds or not

viii



to changes in the Fed funds rate. Accordingly, after a type I shock the term premium in the U.S.
and Mexico co-move, whereas this is not the case after a type II shock. Finally, Figure C2 shows
that the average response of all variables to type I and type II shocks corresponds to the responses
of said variables to the generic monetary policy shock.

Figure C2: Median impulse responses to two different US monetary policy shocks
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Note: The x-axis denotes months after the shock, while the y-axis are percent points away from the long-run equilib-
rium value of a variable. The solid lines represent the median of the distribution. Line red is the average of the median
responses corresponding to type I and type II monetary policy shocks. The IRFs correspond to a 1 standard deviation
innovation.
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D Exogeneity and convergence analysis

D.1 Exogeneity assumption
In our baseline analysis we imposed block exogeneity by setting a tight prior in the block of zeros
of matrices B̃` of our reduced-form VAR (see Section 4.2.1). In this section we provide evidence
that the exogeneity assumption is fulfilled even when we do not impose a tight prior in the said
block of matrices.

For this, we discard the third condition in the definition of the variance H of the prior mean B̃0.
Note that with this specification we recover the traditional Minnesota prior. Then, we estimate the
reduced-form VAR under this prior and analyze the posterior distribution of the coefficients on the
lagged domestic (Mexican) variables in the equations for the foreign (US) variables. Our results
are summarized as follows:

Table D1: Exogeneity evaluation

Coefficients statistically different from zero Confidence interval

2 out of 504 (0.4%) [2,98]
17 out of 504 (3.4%) [16,84]

Note: There are n1 “ 7 foreign variables, n2 “ 6 domestic variables, and p “ 12 lags in our model. Then, the total
number of lagged domestic variables on US variables equations in the VAR is equal to n1 ˆ n2 ˆ p “ 504.

Interestingly, we find that the US policy rate and the external finance premium are explained
by the first lags of the Mexican term premium and the country rate spread, respectively, at a 96%
confidence interval. For the former, this may be due to the fact that the Mexican and US term pre-
mia are highly correlated, while for the latter the Mexican country rate spread and the US external
finance premium are also highly correlated. Nonetheless, the mean of the respective coefficients
are barely above zero (0.0998 and 0.0920, respectively). A similar reasoning applies when we
move to a 68% confidence interval. The average of the mean of the 17 coefficients is -0.0483.
Therefore, our exogeneity assumption is justified.

D.2 Convergence diagnostics
To check that our Gibbs sampler has converged, we have to verify whether the retained (or pos-
terior) draws for the parameters of the reduced-form VAR fluctuate randomly around a stationary
mean. To prove this, we resort to two criteria: (1) the autocorrelation of the parameters posterior
draws, and (2) the Geweke (1991) test.

On the one hand, if convergence was achieved, then the sequence of draws should display little
autocorrelation. On the other hand, Geweke (1991) test evaluates the stationarity of the posterior
draws by comparing the mean of the first 10% of the draws with the last 50% of them. In our case,
we kept 1,000 posterior draws. The z-statistic of this test is asymptotically distributed as Np0, 1q.

The statistics are available for each parameter separately, but we report only summarized statis-
tics in Table D2 for briefness. Low autocorrelation of the posterior draws is indicated by the es-
timated autocorrelations at lag one, which indicates that autocorrelation is quickly decaying with
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lags. Further, values of Geweke’s z-statistic outside p´2, 2q indicate a drifting mean of a series
of parameters. The Min and Max in the second row of the table indicates that there may be some
drifting individual parameters, but this is not a systemic problem, as the median value the statistics
suggests. Hence, the convergence of the Gibbs sampler seems satisfactory.

Table D2: Gibbs sampler diagnostics for the baseline model

Criteria Min Median Max

Autocorrelation at lag one ´0.104 0.007 0.146
Geweke test (z-statistic) ´7.877 ´0.777 2.772

Note: The criteria are applied to each parameter of the baseline Reduced-form VAR model for which we employ
20,000 iterations of the Gibbs sampler and retain the last 1,000.

xi



E Robustness checks

Figure E1: Impulse responses to a sudden increase in the U.S. uncertainty using the VIX

Note: The x-axis denotes months after the shock, while the y-axis are percent points away from the long-run equilib-
rium value of a variable. The uncertainty band covers 68% of the distribution, and the continuous line is the median
of the distribution. The IRF correspond to a 1 standard deviation innovation.
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Figure E2: Impulse responses to a sudden increase in the U.S. external finance premium, no re-
strictions on ius
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Note: The x-axis denotes months after the shock, while the y-axis are percent points away from the long-run equilib-
rium value of a variable. The uncertainty band covers 68% of the distribution, and the continuous line is the median
of the distribution. The IRF correspond to a 1 standard deviation innovation.
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Figure E3: Impulse responses to a U.S. type I monetary policy shock following Uhlig (2005)’s
identification strategy

Note: The x-axis denotes months after the shock, while the y-axis are percent points away from the long-run equilib-
rium value of a variable. The uncertainty band cover 68% of the distribution, and the continuous line is the median of
the distribution. The IRF correspond to a 1 standard deviation innovation.

Figure E4: Impulse responses to a U.S. type II monetary policy shock following Uhlig (2005)’s
identification strategy

Note: The x-axis denotes months after the shock, while the y-axis are percent points away from the long-run equilib-
rium value of a variable. The uncertainty band cover 68% of the distribution, and the continuous line is the median of
the distribution. The IRF correspond to a 1 standard deviation innovation.
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Figure E5: Impulse responses to a U.S. type I monetary policy shock following Arias et al. (2019)’s
identification strategy

Note: The x-axis denotes months after the shock, while the y-axis are percent points away from the long-run equilib-
rium value of a variable. The uncertainty band cover 68% of the distribution, and the continuous line is the median of
the distribution. The IRF correspond to a 1 standard deviation innovation.

Figure E6: Impulse responses to a U.S. type II monetary policy shock following Arias et al.
(2019)’s identification strategy

Note: The x-axis denotes months after the shock, while the y-axis are percent points away from the long-run equilib-
rium value of a variable. The uncertainty band cover 68% of the distribution, and the continuous line is the median of
the distribution. The IRF correspond to a 1 standard deviation innovation.
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Table E1: Structural effects of U.S. shocks on U.S. variables, with an extra 0 restriction

Shock epuust`h ∆tfpust`h ŷust`h πust`h iust`h tpust`h efpust`h

RESTRICTIONS ON IMPACT, h “ 0

Econ. policy uncertainty `

Productivity 0 `

Aggregate demand 0 0 `

Cost-push 0 0 ` 0

Monetary policy, type I 0 0 0 ` `

Monetary policy, type II 0 0 0 ` ´

Financial 0 0 0 0 `

RESTRICTIONS AT h “ 6 MONTHS AFTER THE SHOCK

Econ. policy uncertainty

Productivity

Aggregate demand ` ` `

Cost-push ´ `

Monetary policy, type I ´ ´ `

Monetary policy, type II ´ ´ `

Financial ´ `

Note: The sign refers to the impact response of the variable of interest to a structural shock. A ‘`’ (or ‘´’) indicates
that Bxt`h{Bυi,t ą 0 p or ă 0q, where xt`h is the response of the variable of interest h periods after the shock, and
υi,t is the structural shock studied. Blank spaces mean that no restriction is imposed on the variable.
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Figure E7: Impulse responses to a U.S external finance premium shock, with an extra 0 restriction

Note: The x-axis denotes months after the shock, while the y-axis are percent points away from the long-run equilib-
rium value of a variable. The uncertainty band covers 68% of the distribution, and the continuous line is the median
of the distribution. The IRF correspond to a 1 standard deviation innovation.

Figure E8: Impulse responses to a U.S cost-push shock, with an extra 0 restriction

Note: The x-axis denotes months after the shock, while the y-axis are percent points away from the long-run equilib-
rium value of a variable. The uncertainty band covers 68% of the distribution, and the continuous line is the median
of the distribution. The IRF correspond to a 1 standard deviation innovation.
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Figure E9: Alternative economic activity measures

2
0
0
2

2
0
0
4

2
0
0
6

2
0
0
8

2
0
1
0

2
0
1
2

2
0
1
4

2
0
1
6

2
0
1
8

90

100

110

120

130

140

150

R
ea

l 
G

D
P

le
ve

l 
a

n
d

 t
re

n
d

 e
st

im
a

ti
o

n
s

United States, (2000 = 100)

Level

Baseline's trend

One-side's trend

2
0
0
2

2
0
0
4

2
0
0
6

2
0
0
8

2
0
1
0

2
0
1
2

2
0
1
4

2
0
1
6

2
0
1
8

90

100

110

120

130

140

150
Mexico, (2000 = 100)

2
0
0
2

2
0
0
4

2
0
0
6

2
0
0
8

2
0
1
0

2
0
1
2

2
0
1
4

2
0
1
6

2
0
1
8

-8

-6

-4

-2

0

2

4

6

8

O
u

tp
u

t 
g

a
p

 m
ea

su
re

s

United States

Baseline's gap

One-side's gap

2
0
0
2

2
0
0
4

2
0
0
6

2
0
0
8

2
0
1
0

2
0
1
2

2
0
1
4

2
0
1
6

2
0
1
8

-8

-6

-4

-2

0

2

4

6

8

Mexico

Note: The baseline measures refer to those described in Section 4.1. The one-side measures
are obtained using the formula 100 ˆ

`

ln pGDPtq ´ ln
`

ĞGDP t

˘˘

, where the trend variable
is the fitted value from the time-varying parameter regression ln pGDPtq “ α ` βtt ` εt.
The estimated values of βt correspond to the one-side, Kalman filter value of the Bayesian
estimation of said regression.
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Figure E10: Impulse responses using real GDP in log-levels, selected variables

Note: The x-axis denotes months after the shock, while the y-axis are percent points away from the long-run equilib-
rium value of a variable. The uncertainty band cover 68% of the distribution, and the continuous line is the median of
the distribution. The IRF correspond to a 1 standard deviation innovation.
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Figure E11: Impulse responses using one-sided output gaps, selected variables

Note: The x-axis denotes months after the shock, while the y-axis are percent points away from the long-run equilib-
rium value of a variable. The uncertainty band cover 68% of the distribution, and the continuous line is the median of
the distribution. The IRF correspond to a 1 standard deviation innovation.
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Figure E12: Impulse responses of monetary policy shocks using the S&P 500, selected variables

Note: The x-axis denotes months after the shock, while the y-axis are percent points away from the long-run equilib-
rium value of a variable. The uncertainty band cover 68% of the distribution, and the continuous line is the median of
the distribution. The IRF correspond to a 1 standard deviation innovation.
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F Monetary Surprises
The following table shows the dates of the monetary surprises in the U.S. and the subsequent
immediate decision of Banco de México. It is appreciated that on only 3 occasions Banco de
México followed the same stance of the monetary surprise of the Fed.

Table D1: Monetary Surprises in the U.S.

7 FOMC decision
date

Monetary policy
stance

Type of surprise Banco de México
decision date

Monetary policy
stance in Mexico

1 06-Nov-02 Expansive I 06-Dec-02 Contractive*
2 25-Jun-03 Contractive I 27-Jun-03 No change*
3 18-Sep-07 Expansive II 21-Sep-07 No change*
4 22-Jan-08 Expansive II 15-Feb-08 No change
5 30-Jan-08 Expansive II 15-Feb-08 No change
6 18-Mar-08 Contractive II 18-Apr-08 No change
7 8-Oct-08 Expansive II 17-Oct-08 No change
8 25-Nov-08 Expansive I 28-Nov-08 No change
9 16-Dec-08 Expansive I 16-Jan-09 Expansive
10 18-Mar-09 Expansive I 20-Mar-09 Expansive
11 23-Sep-09 Expansive II 16-Oct-09 No change
12 09-Aug-11 Expansive II 26-Aug-11 No change
13 21-Sep-11 Expansive I 14-Oct-11 No change
14 13-Jun-13 Contractive I 12-Jul-13 No change
15 18-Sep-13 Expansive I 25-Oct-13 Expansive
16 19-Mar-14 Contractive II 25-Apr-14 No change
17 17-Dec-14 Expansive II 29-Jan-15 No change
18 18-Mar-15 Expansive I 26-Mar-15 No change
19 17-Sep-15 Expansive I 21-Sep-15 No change

Note: Up to December 2008, the monetary policy surprises are captured through Kuttner (2001)’s methodology. From
2009 onwards, the surprises are taken from Swanson (2016) and Gupta, Masetti and Rosenblatt (2017). *In these
decisions Banco de México used “el corto” as its instrument of monetary policy.
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