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Abstract

This paper investigates the differences in macroeconomic dynamics that occurred during instabilities in the

Brazilian financial market from 2000 to 2015. In this regard, we introduced the Brazil Financial Stress Index

as a proxy for financial stress, and investigated its interaction with real activity, inflation and monetary policy

using a Markov-switching VAR model. We could verify distinct economic reactions during stressful periods.

Furthermore, our results demonstrate that appropriate policies for some countries in normal times, such as an

expansionary monetary policy, can worsen the scenario in an adverse situation, indicating that a government

might deepen a financial crisis if policy-makers implements a policy used successfully during a regime that is

economically and behaviorally dissimilar from tense states.
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