Business cycle symmetry and risk
sharing - the Caribbean as an OCA?
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Policymakers currently questioning nature and type of integration needed
given EU and global difficulties

o “But with the challenges unfolding today globally, we will have to slow the pace a bit and
take a much more realistic perspective of where we have to go in the integration

movement.” - Dr. Denzil Douglas, July 2011

Indicative of need for continuing research aimed at addressing where do we go

as a region




What I do




Previous Literature

Ghartey (2008) examined business cycle symmetry using VECM model
o Isolated supply and demand shocks
o Looked at correlation — low for some countries
o Shocks driving business cycle different

Useful /valiant attempt but
o No OCA perfect — how far?
o Cannot address source of shocks

Builds on prior work by examining bc symmetry from different perspective
o Global, regional and country-specific factors driving each country




Business cycle symmetry - Intuition




Business cycles driven by 3 influences: Global, regional, country-specific

If driving forces similar, then business cycle similar

Degree of similarity given by: % growth driven by common factors

Example: if common influences account for 80% of growth in 2 countries vs. 20% for 2
other countries, first group more similar
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Results 1 — Estimated Factors
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