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				Abstract

				We estimate the effect of reserve requirements (RR) on production and employment in Costa Rica using local projections with an instrumental variable. Our instrumental variable for RR is constructed using a narrative approach, which involves classifying changes in reserve requirements as endogenous or exogenous. Additionally, we propose two robustness exercises. In the first exercise, we randomly reclassify a percentage of changes originally classified as endogenous as exogenous, and vice versa. We repeat this process 1000 times using Monte Carlo simulations. In the second exercise, we estimate the changes in RR that can be predicted using a linear probability model. The changes found to be predictable are reclassified as endogenous, and the model was re-estimated. We find that a 1 percentage point increase in reserve requirements reduces production by 1.56% after one year, while reducing employment by 1.34%.

				Keywords: Central Bank, monetary policy, reserve requirements, GDP, narrative approach, business cycle, CAUSAL effects, endogeneity. 

				JEL classification: E32, E52, E58, F41.

				Resumen

				Estimamos el efecto del encaje legal en la producción y el empleo en Costa Rica a partir de proyecciones locales con variable instrumental. Nuestra variable instrumental para el encaje legal se construyó utilizando un enfoque narrativo, que implica clasificar los cambios en los encajes legales como endógenos o exógenos. Además, proponemos dos ejercicios de robustez. En el primero, reclasificamos aleatoriamente un porcentaje de los cambios que originalmente se clasificaron endógenos como exógenos y viceversa. Repetimos este proceso 1000 veces utilizando simulaciones de Monte Carlo. En el segundo, estimamos los cambios en los encajes legales que podrían preverse utilizando un modelo de probabilidad lineal. Los cambios que se encontraron previsibles se reclasificaron como 
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				endógenos y se volvió a estimar el modelo. Encontramos que un incremento de 1 punto porcentual en el encaje legal reduce la producción en 1.56% después de un año, mientras que reduce el empleo en 1.34%.

				Palabras clave: política monetaria, requisitos de reserva, enfoque narrativo, ciclo económico, efectos causales, endogeneidad.

				Clasificación JEL: E32, E52, E58, F41.

				Introduction

				The Central Bank of Costa Rica (BCCR) is responsible for conducting monetary policy in the country, and it uses the Reserve Requirement (RR, hereafter) as one of its policy instruments (Muñoz Salas, 2018). The use of RR is motivated by the fact that a single instrument, such as the monetary policy rate, may not be sufficient to achieve both price and financial stability objectives (Brei & Moreno, 2019). In small open economies, RR can complement the interest rate tool (Hoffmann & Löffler, 2014). Despite the fact that reserve requirements decreased in many developed economies between 1990 and 2006, in several emerging economies in Latin America, reserve requirements remain high (Montoro & Moreno, 2011). Costa Rica is no exception, as reserve requirements continue to be elevated and are currently used as a tool by the Central Bank.

				According to the provisions of the Organic Law of the Central Bank of Costa Rica (BCCR), commercial banks and financial institutions are required to hold a percentage of deposits, known as reserve requirements (Asamblea Legislativa de la República de Costa Rica, 1995). While reserve requirements were previously differentiated by type of deposit, they are now distinguished based on domestic and foreign currency, following changes introduced by the law.

				According to the Organic Law of the central bank, the main objective of the institution is to maintain the internal and external stability of the national currency (Asamblea Legislativa de la República de Costa Rica, 1995). Given that reserve requirements represent a percentage of deposits that financial institutions must maintain as reserves, they directly impact the liquidity of the economy. In fact, changes in RR may have effects on macroeconomic indicators such as inflation, growth and employment (Crespo Cuaresma et al., 2019). Therefore, our objective is to estimate the effects of RR on economic growth and private employment in Costa Rica. 

				Most studies of RR are focused on estimating its effects on domestic credit (Alper et al., 2018; B. Barroso et al., 2017; Blanco Barroso et al., 2020; Becker et al., 2021; Cerutti et al., 2015; Dassatti Camors et al., 2019; Gambacorta & Murcia, 2020; Kim & Mehrotra, 2022; Rocabado Palomeque & Ortega Landívar, 2016; Tovar et al., 2012; Yang & Yi, 2020). Other authors, such as Çelik and Oğuş Binatlı (2022) estimate the effects of changes in reserve requirements on variables such as credit, price level, unemployment rate and volatility in the exchange rate. The main findings of this literature indicate an inverse relationship between reserve requirements and credit growth. This is an expected result, as an increase in RR raises banks’ funding costs, which in turn leads to higher interest rates. The methods used to estimate the effects include Vector Autoregressive (VAR) models and panel data.

				There are relatively few studies on its effects on output growth and employment. Glocker and Towbin (2015) examined the effects of RR on different macroeconomic variables, such as inflation, unemployment, and production. They compared the macroeconomic effects of interest rate and reserve requirement shocks by estimating a structural VAR model for Brazil. They found that a tightening of monetary policy resulted in a decline in credit. Crespo Cuaresma et al. (2019) explored the effect of RR on medium- to long-run credit and GDP growth. They found a negative relation between RR and credit. Furthermore, the effect of RR on GDP growth is not robust to the different specifications of the regressions considered. Alam et al. (2019) found that an average effect across 
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				63 countries is that all macroprudential policies impact on different macroeconomic variables, like houses prices, household credit growth and GDP growth. Their impact on these variables is weaker and not statistically significant. More recently, Rojas et al. (2022) estimated the causal effects of RR on economic activity and found a negative relationship between both variables. Their results are significant and robust.

				In the study of empirical macroeconomics, the dynamic interrelation among economic variables is crucial yet controversial (Dritsaki & Adamopoulos, 2005). One of the main issues in estimating the effects of the RR is the double causal relationship between macroeconomic variables. For instance, changes in the RR may have effects on output growth, but it could also be argued that the changes made by the monetary authority in the RR respond to movements in growth (perhaps indirectly, to respond to inflation expectations). To address this endogeneity issue, we follow the methodology proposed by Rojas et al. (2022), who refer to Romer and Romer (2010) and Stock and Watson (2018) for their identification strategy. On one hand, Romer and Romer (2010) propose identifying endogenous and exogenous changes to the business cycle through a narrative approach. On the other hand, Stock and Watson (2018) suggest using exogenous changes, identified through narratives, as an instrumental variable.

				Our main findings confirm an inverse relationship between reserve requirements and the real variables we studied, namely economic growth and private employment. In particular, our findings indicate that a 1-percentage point (p.p.) increase in RR reduces output by 1.56% after one year. Similarly, a 1 p.p. increase in RR reduces private employment by 1.34% after one year. These results are consistent even when we run robustness tests for the narrative approach method, which confirmed the inverse relationship between RR and real variables.

				The results of this study are relevant because they can be used as input for decision-making by the monetary authority. By having a better perspective of the effects generated by the changes in the policy instruments used to conduct the country’s monetary policy in Costa Rica, policymakers can make more informed decisions. Furthermore, this study contributes to the existing literature on the effects of reserve requirements, which is currently scarce. Furthermore, to contribute with the direction of the effects, we estimate the magnitude of these effects. It should be emphasized that we explore the effects of changes in RRs but do not examine their interaction with the various monetary policy instruments, such as RRs and the central bank’s interest rate policy. 

				The remainder of this document is structured as follows. In the second section, we describe the data we used and explain how we constructed our measure for reserve requirements. In the third section, we explain how we constructed the narratives and provide a description of the estimated regressions. The fourth section shows the main results. In the fifth section, we present the robustness tests proposed for the narrative approach. Finally, the sixth and seventh sections present the discussion of the results and the final considerations, respectively.

				Data

				We used data from two main sources for this study. For employment, we constructed a quarterly series using the method proposed by Denton (1971) which involves creating a monthly or quarterly series based on an annual reference series. In our case, we utilized a quarterly series of formal employment from the Costa Rican Social Security Fund, and annual household survey data from the National Institute of Statistics and Censuses. Our approach involves converting the household survey data into quarterly data, assuming that total employment follows a similar trend to formal employment. Additionally, we incorporated growth and inflation forecasts from the World Economic Outlook (WEO). Finally, for the other economic series, we used data from the Central Bank of Costa Rica. The data we utilize is quarterly and covers the period from 1990 to 2019. We 
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				opted for quarterly data because changes in the RR are typically implemented gradually over several days in a row, all motivated by the same reason.

				Description of Reserve Requirements 

				Figure 1 illustrates the RR in both national and foreign currency. The graph shows two distinct periods: (i) a period from 1990 to the fourth quarter of 2005, during which there were changes in the legal reserve requirements, and (ii) a period from 2006 to the second quarter of 2019, during which no changes in the legal reserve requirements were made. As a result, this study only considers the first period.

				Figure 1. RR in local and foreign currency

			

		

		
			
				Source: Author’s calculation.

				From the period 1990 to 1998, both series represent a simple average of reserve requirements by deposit type. The Organic Law of the Asamblea Legislativa de la República de Costa Rica (1995) established that reserves would be equal by deposit type, allowing a reasonable time to comply with the mandate. By March 1998, the process was completed, and reserve requirements became equal by currency. 

				The correlation coefficient between local and foreign currency reserve requirements is 0.70, indicating a high correlation and suggesting that the two variables tend to move together. Changes in RR on domestic and foreign currency reflect policy decisions. In CR, presumably one factor is the level of dollarization and the impact of differential RR on that level. Therefore, we opted to work with an aggregate series for reserve requirements. However, employing a simple average as 
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				a measure of the legal reserve is not the optimal approach, as it fails to consider the weighting of deposits. For example, the legal reserve for short-term deposits may be higher than that for long-term deposits. Therefore, we opted to employ a weighted measure of RR with constant weights, as demonstrated below.

				Effective reserve requirement

				We have constructed a metric for effective RR, proposed by Rojas et al. (2022), which takes into account the type of RR by currency and deposits. To account for the possibility of deposits being endogenous to the cycle, we calculated a weighted average of the RRs using a constant weight for the deposits, as shown in equation 1:
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				The idea is to create an aggregate series that includes both types of reserve requirements, either by currency or maturity of the deposits. We use an aggregate series that includes reserve requirements in both domestic and foreign currency for two reasons. Firstly, the changes in legal reserves in both currencies have moved in the same direction, meaning there is no change where the reserve requirement in national currency is in the opposite direction to the reserve requirement in foreign currency. Secondly, there are too few changes in foreign currency RRs alone to estimate their effects accurately.

				Figure 2. Effective constant RRs
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				Source: Author’s calculation.
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				Figure 2 shows the effective RRs with constant weights, and we can identify three distinct periods: (i) pre-liberalization, (ii) liberalization, and (iii) post-liberalization. During the liberalization period, there were changes made to modernize the financial system, such as the opening of exchange offices and reductions in the RR (Banco Central de Costa Rica [BCCR], 1997).

				Method

				The method used to estimate the effects of RRs on production and employment in the private sector is the Local Projections with Instrumental Variable approach. On one hand, Jordà (2005) proposed local projections method, which has the advantage of not restricting the form of the impulse response function. This means that it is less sensitive to incorrect specifications, unlike a SVAR. Additionally, it does not require all variables to enter all equations, allowing for a more parsimonious specification. Another advantage of this method is that the variables in the regression model do not need to have the same order of integration (or be cointegrated) as the variables on the right-hand side (Restrepo-Angel et al., 2020). On the other hand, Romer and Romer (2010) proposed a narrative approach to constructing a new measure of exogenous shocks for estimating the effects of fiscal policy. However, the narrative approach may still have an endogeneity component. To address these issues, we propose using the narrative approach to construct an instrumental variable for the RRs and estimating local projections using this instrument, following Stock and Watson (2018).

				Narrative Approach

				The instrumental variable is constructed using the narrative approach, which involves categorizing changes in legal reserves into two broad categories based on the motivation for the change: endogenous or exogenous. Endogenous changes are those made in response to factors that may affect output growth in the near future, while exogenous changes respond to any other reason (Romer & Romer, 2010), such as the period of financial liberalization. To carry out the analysis of the narratives, we use official documents from the Central Bank, such as annual reports and macroeconomic programs. We also reviewed news reports, but found little relevant information.

				Next, we provide examples of how endogenous and exogenous changes are classified based on the narratives.

				Endogenous change: The monetary policy implemented by the Central Bank in 1995 was characterized by being highly restrictive. This was an effort by the authorities to counteract inflationary pressures present in the economy, resulting from high monetary expansion that occurred in 1994, due to the closure and liquidation of the Anglo-Costa Rican Bank, and to neutralize the negative effects of the persistence of the fiscal deficit and to strengthen the external position of the national currency. In November 1994, it was agreed to gradually increase reserve requirements for immediate demand liabilities, from 36% to 43%, and for obligations with terms of less than one hundred and eighty days, from 17% to 30% (BCCR, 1996).

				Exogenous change: The Organic Law of the BCCR stipulated in Article 65 that the maximum value of legal reserves should be 15%. It also states that the minimum reserve percentage established by the Board of Directors will apply to all types of deposits and institutions (Asamblea Legislativa de la República de Costa Rica, 1995). In January 1996, the Central Bank initiated a gradual reduction in legal reserves in accordance with the provisions of the Organic Law. It also continued with the modernization and restructuring of the state’s commercial banks (BCCR, 1997).

				All the narratives are located in the appendix.
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				Figure 3. Classification of Effective Constant RRs

			

		

		
			
				Note: the figure only shows the reserves in quarters in which there was a change in relation to the previous quarter.

				Source: Author’s calculation.

				After classifying the changes in the RR, we have identified 25 endogenous changes and 18 exogenous changes, totaling 43 changes in the RR that occurred between 1990 and 2020. Figure 3 shows that all the exogenous changes took place during the financial liberalization period, while most of the endogenous changes occurred in the pre- and post-financial liberalization period. The reason why most exogenous changes occurred during the financial liberalization period is that changes in reserve requirements aimed at modernizing the financial system. During this period, a limit was set on the percentage of legal reserves, which were very high in the decades prior to this period. As only one change in the legal reserve was made from 2006 to 2020, classified as endogenous (in June 2019), this period was excluded from the sample.

				Identification strategy for monetary policy rate and exchange rate

				Before estimating the local projections, we created two additional instrumental variables: one for the monetary policy interest rate (IR) and one for the exchange rate (ER). The IR we used corresponds to the passive basic rate (for the period 1993-1996) and the 6-month interest rate of the monetary stabilization bonds (for the period 1996-2005) (Tenorio Chaves, 2008)4. For the ER, we used the series of US dollar buying and selling exchange rates.

				
					
						4  As Tenorio-Chaves (2008) mentions, the policy rate for this period corresponds to the 6-month rate of the monetary stabilization bonds, however, the data for this series are published on the Central Bank´s website since 1996. Therefore, we used the passive basic rate as a proxy for the policy rate. We compare the values of the basic passive rate with the 6-month rate of the monetary stabilization bonds -for some months for 
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				We have adopted the strategy proposed by Romer and Romer (2004), which involves using historical forecast data from the World Economic Outlook (WEO) as the basis for our analysis. Specifically, our dataset includes quarterly forecasts of inflation, GDP growth, and exchange rate depreciation.

				In accordance with Romer and Romer (2004), we regress the change in the policy rate on one lag of the policy rate, inflation, GDP growth, and forecasted values for inflation and growth. We also include changes in the lags and predicted values of these variables. In our case, the residuals of this regression () serve as the instrumental variable for the IR within the framework of local projection regressions (see Rojas et al., 2022). Our regression model is as follows:

				  (2)

				where  represents inflation,  is the logarithm of GDP and  for variable  . The residual, which serves as our instrumental variable, reflects changes in the policy rate that are not made in response to information about future economic developments (Rojas et al., 2022). It’s relevant to note that the selection of variables for inclusion in regression 2 was based on the economic indicators that hold the most significance in the central bank’s policy decisions. These indicators are outlined in the minutes of the meetings of the Board of Directors (BCCR, 2004a, 2004b, 2005).
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				The construction of the instrumental variable for the exchange rate follows a similar strategy to that of the policy rate. During the period under consideration, Costa Rica adopted an exchange rate regime of mini-devaluations, which involved daily adjustments of relatively small magnitudes to the nominal exchange rate. The magnitude of these adjustments was made based on the differential between domestic inflation and that of the main trading partners (BCCR, 2007). The Central Bank’s objective was to maintain stability in the real exchange rate (Herrera & Lizano, 2014).

				We have chosen to eliminate the effects of exchange rate changes on exchange rate lags, as well as internal and external inflation, growth, and expected devaluation forecasts. To achieve this, we estimate the following regression:

					(3)

				where  represents Costa Rican inflation,  is the external inflation (United States), is the expected devaluation of the exchange rate. Similarly, our instrumental variable is  . The residual represents changes in the exchange rate that are not made in response to anticipated economic conditions. As data on expected depreciation is available from 1993 onwards and it’s important to include this variable in the regression, the final data sample covers the period from 1993 to 2006.
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				Local Projections with Instrumental Variable

				The main idea of local projections is to estimate the impulse responses separately for each time period by directly regressing the future outcome against the current covariates (Li et al., 2022). Specifically, we estimate the following regression for each dependent variable (output growth and employment growth in the private sector) and each horizon  :

				
					
						which we have information- (with data from Hernández, 1992) and the differences between the rates are small.
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				  (4)

				where  represents the cumulative response of output growth or employment growth in the private sector at the horizon  The variables , and  are the changes in the effective constant legal reserve requirements, monetary policy rate and exchange rate instrumented by its exogenous counterpart, respectively. Moreover,  and represent the exogenous changes in effective constant legal reserve requirements, monetary policy rate and exchange rate. 
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				The instrumental variables test is discussed below. The results of the first stage suggest that our instruments are relevant. Table 1 in the appendix presents the F-critical values for each horizon  For our three instruments, we obtain high F-critical values, and the partial  values are relatively high, indicating that our instruments are indeed relevant.
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				Following Stock and Watson (2018) for lag-exogeneity to hold, the instruments should be unforecastable by lags of the variables in the model (see Rojas et al., 2022). Table 2 in the appendix shows the F statistics and the of estimating a linear regression of our instrumental variables ( , and ) on one lag of real GDP growth, inflation, and the changes of reserve requirements, monetary policy rate and exchange rate. The regression results show low values for the and not significant F-tests, that indicates, our instruments are not (linearly) forecastable by lags of the variables in the model. That is to say, lag-exogeneity holds for our instruments.
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				Results

				Figure 4 presents the results for our empirical strategy. Figure 4 (Panel A) shows a negative effect of RR changes on economic activity. In particular, one percentage-point increase in RR reduces output by 1.56 % after one year (four quarters). Furthermore, Figure 4 (Panel B) shows a negative effect of RR changes on employment in the private sector by 1.34% after one year.

				Figure 4. Effects of RR on GDP and employment in the private sector
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				Figure 4 shows that the effect of a reduction in reserve requirements is greater on private employment than on output growth. However, it is important to note that these results may not necessarily reflect the real situation in the labor market. In other words, the impact on private employment does not necessarily translate into a proportional increase in private employment in the economy. In fact, Figure 5 illustrates the estimated impact of reserve requirements on formal employment, revealing a decrease of 2.73%. It is possible that formal employment decreases while informal employment increases.

				Figure 5. Effects of RR on formal employment in the private sector
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				Source: Author’s calculation.

				Robustness of narratives

				One criticism of the narrative approach is that the classification of changes in reserve requirements could be subjective. In other words, researchers may have divergent interpretations when categorizing an exogenous or endogenous change in RRs. This concern has also been acknowledged in recent work by Romer and Romer (2023), who emphasize the importance of complementing narrative identification strategies with empirical validation techniques to ensure the robustness of the classifications.

				To test the robustness of our findings, we conduct Monte Carlo simulations to explore changes in our classification. We begin with our original categorization and randomly select N percent of exogenous changes to reclassify as endogenous, and vice versa. We then run local projections using instrumental variables. We repeat this process 1000 times using Monte Carlo simulations and analyze the distribution of the impulse response function. We conducted this experiment for 15% and 20% of changes and present the results in Panel A and B of Figure 6.

				Our findings reveal a negative impact of RR changes on economic activity. Furthermore, the median effect size is similar to the effect shown in Figure 6.
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				Figure 6. Effects of RR on GDP growth (Monte Carlo simulations)
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				Source: Author’s calculation.

				Figure 7. Effects of RR on private employment (Monte Carlo simulations) 
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				Source: Author’s calculation.
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				We can observe that the results of the Monte Carlo exercise continue to show that an increase in reserve requirements has a negative effect on private employment. In panels A and B of Figure 7, we can see that the average effect is close to the 10th percentile. This means that the median response of private employment to changes in reserve requirements is located near the 10th percentile of the responses. In other words, half of the responses are concentrated in a relatively narrow part of the distribution, indicating lower dispersion or variability in the results.

				Given the above, in Figure 8, we re-estimated the Monte Carlo simulations while keeping the change in reserve requirements fixed in the second quarter of 1998. The results show that the average effect remains negative. The reason we consider this change to be endogenous is that it was during this period that reserve requirements started to be equalized by deposit type. In other words, it seems that this change should remain endogenous because it was a decision made by the central bank’s board of directors and was announced in advance. Therefore, it was expected that reserve requirements would be the same regardless of the type of deposit.

				Figure 8. Effects of RR on private employment (Monte Carlo simulations with fixed RR changes)
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				Source: Author’s calculation.

				We performed another exercise to analyze whether the timing of changes is predictable (see Leeper, 1997). To explore this possibility, we estimated a probit model (see Romer & Romer, 1997) with our exogenous RR dummy as the dependent variable (this variable takes the value of zero if the change is endogenous and one if the change is exogenous). The independent variables of the regression correspond to the lags of our model variables: GDP growth, employment, inflation, reserve requirements, monetary policy rate, and exchange rate (we include one lag of each variable). The time at which a change in our exogenous reserve requirement series is considered predictable corresponds to an estimated probability greater than 0.5 for each change.
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				The probit model indicates that the timing of 4 of our reserve requirement changes is predictable. We reclassified these 4 changes, predicted by the model, as endogenous and re-estimated the local projections model with the adjustment in our instrumental variable for the RR. Figure 9 displays the results of rerunning the LP-IV model; an increase in RR reduces GDP growth and employment, albeit to a greater extent than in our main results (see Figure 4).

				Figure 9. Effect of RR on GDP and employment (without predictable exogenous changes)
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				Source: Author’s calculation.

				Conclusions

				Our findings confirm that reserve requirements have a negative impact on real variables, such as GDP growth and private employment. These results are consistent with other studies that demonstrate an inverse relationship between reserve requirements and economic activity (see Rojas et al., 2022 and Glocker & Towbin, 2012).

				It is important to note that the estimated effects of RR are for a period in which Costa Rica had an exchange rate regime of mini-devaluations. In other words, these results may vary under a flexible exchange rate regime. However, we would expect the effects of an increase in RR on production growth to be negative in a scenario where the exchange rate regime is flexible. For instance, Rojas et al. (2022) include countries such as Uruguay, Brazil, and Argentina in their sample and demonstrate an inverse relationship between these two variables. Therefore, in a country like Costa Rica, the effect can also be negative under a flexible exchange rate regime (although the magnitude of the effect may differ). 

				This document contributes to the limited literature on the effects of reserve requirements on real variables. Specifically, it is the first study to estimate the effects of RR using a different 
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				and recent methodology (LP-IV) for the case of Costa Rica, compared to other studies that use traditional methodologies, such as VAR models.

				Moreover, this study presents two useful robustness exercises applicable when using the narrative approach methodology: (i) the Monte Carlo simulations exercise and (ii) the exercise of predicting the timing of exogenous changes. Both experiments demonstrate that the narrative approach method is robust in estimating the effects of RR from the classification of endogenous and exogenous changes.

				disclaimer

				The findings, interpretations, and conclusions expressed in this paper are entirely those of the authors. They do not necessarily represent the views of the World Bank.
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				Appendix

				Table 1. First stage indicators
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				Note: *corresponds to the H horizon.

				Source: Author’s calculation.

				Table 2. Linear predictability of the instruments
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				Source: Author’s calculation.
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ABSTRACT

We estimate the effect of reserve requirements (RR) on production and employment
in Costa Rica using local projections with an instrumental variable. Our instrumental
variable for RR is constructed using a narrative approach, which involves classifying
changes in reserve requirements as endogenous or exogenous. Additionally, we propose
two robustness exercises. In the first exercise, we randomly reclassify a percentage of
changes originally classified as endogenous as exogenous, and vice versa. We repeat this
process 1000 times using Monte Carlo simulations. In the second exercise, we estimate the
changes in RR that can be predicted using a linear probability model. The changes found
to be predictable are reclassified as endogenous, and the model was re-estimated. We find
that a 1 percentage point increase in reserve requirements reduces production by 1.56%
after one year, while reducing employment by 1.34%.

KEYWORDS: CENTRAL BANK, MONETARY POLICY, RESERVE REQUIREMENTS, GDP,
NARRATIVE APPROACH, BUSINESS CYCLE, CAUSAL EFFECTS, ENDOGENEITY.
JEL CLASSIFICATION: E32, E52, E58, F41.

RESUMEN

Estimamos el efecto del encaje legal en la produccion y el empleo en Costa Rica a partir
de proyecciones locales con variable instrumental. Nuestra variable instrumental para
el encaje legal se construy6 utilizando un enfoque narrativo, que implica clasificar los
cambios en los encajes legales como enddgenos o exégenos. Ademas, proponemos dos
ejercicios de robustez. En el primero, reclasificamos aleatoriamente un porcentaje de
los cambios que originalmente se clasificaron endégenos como exdégenos y viceversa.
Repetimos este proceso 1000 veces utilizando simulaciones de Monte Carlo. En el segundo,
estimamos los cambios en los encajes legales que podrian preverse utilizando un modelo
de probabilidad lineal. Los cambios que se encontraron previsibles se reclasificaron como
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