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1. FMIMANTIENE PREVISIGNRECUPERACION ECRINEA

El Fondo Monetario Internacional (FMI) mantuvo el lunes su proyeccién de una recuperaciéon
economica global para inicios del 2010, pero alertdé que su prediccion esta sujeta a numerosos
riesgosy que todavia se debe trabajar mucho para sanear los balances de los bancos.

El director gerente del FMI, Dominique Strai&shn, también advirti6 que los paises de
economias emergentes como México, Colombia y Polonia enfrentan enormes brechas de
financianiento que, si no se resuelven, podrian ponerlos en riesgo de incumplimiento de pagos
y repercutir en las economias regional y global.

EnfatizO que esto no se debia a politicas incorrectas en aquellas naciones, sino mas bien a la
sequia de los ingresos dapitales debido a la crisis.

Con respecto al panorama econdémico global, Stidaka sostuvo que €l prevé que comience

el repunte en el otofio boreal de este afio. "El 2009 ya esta dado y cualquier cosa que hagamos
en términos de politica econdémica, lagadf en términos de crecimiento y empleo seran
malas”, dijo en un discurso en la Conferencia de Montreal, un evento anual.

"Todavia pensamos, como lo hemos dicho por meses, que el escenario mas creible es que la
recuperacion tendrd lugar en el primer semesdel 2010, con el punto de inflexion en
septiembre, octubre, empezando el crecimiento a fines de este afo y luego realmente el primer
trimestre positivo como el primero o el segundo del 2010", dijo.

Pero dijo que la proyeccion del FMI es condicional @ lgs paises implementen las "politicas
correctas" y advirtié que el mayor riesgo a su panorama es que las naciones tarden mucho para
sanear los activos toxicos de sus sistemas bancarios.

A través de las numerosas crisis financieras que ha tenido quetanéieFMI en su historia,

hay una constante que siempre ha requerido para que tenga lugar una recuperacion, dijo.
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"Nunca hay recuperacion hasta que se complete el saneamiento de la hoja de balance del
sector financiero", declaroé.

Finalmente, sefialé qua trisis econdmica en las naciones mas pobres del mundo facilmente
podria conducir a disturbios sociales, inestabilidad politica e incluso la guerra, o que también
se derramaria a la economia global por mas que esos paises normalmente tienen poca
influenda en los mercados financieros.

Fuente: Revista  América Economia, disponible en el sitio  Web:
http://www.americaeconomia.com

2. PARA LAS ARMAS NO HZRISIS

Pese al bajon economico, el gasto militar sigue viento en popa en la regién. No hay interés en
coordnar la inversibn comun en armas para ahorrar.

Ricardo Soto Vasquez

En realidad, para las Naciones Unidas, es facil identificar los paises que fabrican armas y
equipos bélicos, y por ende le seria facil controlar su produccién y venta.

Pero lamentablementégs paises productores de armas y equipos bélicos tienen un doble
discurso, porque en las deliberaciones, en las Nacionas Unidas, dicen una cosa, pero en sus
paises, hacen otra.

Se deberia establecer un mejor control sobre la produccion de cada falarozadeentos y

de equipo bélico y establecer un reglamento que limite su venta, estableciendo las condiciones
bajo las cuales pueden venderlas y el pais comprador, debe justificar y probar la necesidad de
la compra que necesita hacer.

Supongamos que a un @ le bajan el sueldo y, en paralelo, decide gastar sus ahorros en
mejorar la infraestructura de su casa. Cuando nos reunimos con €l se queja de lo riesgoso de la
situacién. Le recordamos entonces que hace ya unos afios que viene renovando con
entusiasmo s coleccion de armas, y le sugerimos que no gaste mas en ellas, por ahora.
Nuestro amigo se molesta: las necesita para protegerse de sus vecinos siempre inestables o
belicosos, alega. Le retrucamos que sus vecinos también se estan quedando sin trabajo y si
ahorros. jCon mayor razon!, se exalta, y sale directo a la armeria, que esta en otro barrio, a
proveerse de mas armas.

Exageraciones mas, comparaciones menos, eésta es la situaciéon de América Latina hoy en dia:
pese a enfrentar la crisis economica glaidls grande desde 1929, excepto Argentina, la
totalidad de los paises medianos y grandes mantiene o expande sus gastos militares, que ya
venian creciendo con rapidez en los afios previos. Vista esta realidad, ¢no tendria mas sentido
conversar con los "veans" para moderar en comun la inversion militar o, por altimo, ponerse

de acuerdo para crear una armeria dentro del barrio, de manera que ese dinero quedase en la
region?

“La region se encuentra atrapada en este juego de suma cero. Ningun pais esté dispuest
reducir sustantivamente sus niveles de gasto militar, salvo quizas el caso de Argentina”,
diagnostica Claudio Fuentes, director de ICSO (U. Diego Portales) en Chile. Frente a ello,
dice, "la Unica solucion es la basqueda de acuerdos multilateralesegismales de reduccion

de gasto. Aquello implicaria un paso anterior: establecer politicas efectivas de transparencia en
los gastos asociadas a acuerdos de limitacion y reduccion”.
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El problema es que "iniciativas como desminado de fronteras, elimindeidieterminados

tipos de armas, y establecimiento de medidas de control y monitoreo son cectraiesia

en este sentido”, pero "Brasil, que es el principal actor en América del Sur, no ha jugado un rol
central en promover este tipo de politicas".

Segln Juan Toklatidn, especialista en Asuntos Internacionales de la Universidad de San
Andrés, en Argentina, el punto es que "Brasil quiere jugar en las grandes ligas" y antes que
una reduccion de gastos regional, su planteo estratégico "es que la regiévegingalmente,

en torno a la industria militar brasilefia: es el objetivo de toda potencia regional emergente”.

Sin embargo, el resto de los paises, nuevamente con la excepcion de Argentina y, algo, de
Colombia, no parecen ver ventaja alguna, ni de aharrde autonomia, en la pretension
brasilefia. Cada una de sus FF.AA. viven ensimismadas en sus propios suefios. O pesadillas.
En el caso de Peru, por ejemplo, las FF.AA., "desde el punto de vista de los equipos, estan
atrasadas, en una situacion precari&e d-ernando Rospigliosi, ex ministro del Interior y
analista internacional, en Lima. Y agrega que, "desde el punto de vista de los cambios
institucionales, se estancaron, siguen siendo tradicionalistas, conservadoras y poco
meritocraticas". Para colmo, lelenestar econdmico reciente del pais "no impacté mucho, por

la pérdida de poder politico de los militares. Por ejemplo, los sueldos siguen siendo
paupérrimos".

Los militares chilenos, por su parte, al decir de Toklatian, "son los que tienen la meglar mira
estratégica en la region: quieren consolidar su posicion en el mundo andino. Buscan una
proyeccion en el Pacifico y la Antartica, aunque sea limitada". En Chile, mas alla de doctrinas,
dice Fuentes, otros factores impactan en mantener el gasto aitei &smo, dado que, "en
términos relativos, los sueldos de las FF.AA. han ido reduciéndose con el tiempo", ello hizo
gue el gobierno estuviese preocupado por "incrementar los sueldos, particularmente en areas
sensibles como los pilotos e ingenieros quérestigrando al sector privado”.

Por su parte, dice Rosendo Fraga, titular del Centro de Estudios para una Nueva Mayoria, en
Buenos Aires, tanto Colombia y Venezuela no poseen interés en coordinar gastos militares. En
el caso del segundo, "desde el puntovidéa politico e ideoldgico, Chavez esta proyectando

un nuevo modelo, en el cual las Fuerzas Armadas pasan a formar parte de proyecto politico
estatal, aunque este proyecto también incluye milicias armadas en paralelo”.

En cuanto a México, parece que seamina a seguir el modelo de Colombia, donde las
FF.AA., bajo control civil, se han convertido en herramienta para evitar el derrumbe estatal
frente a la delincuencia organizada. Y, se sabe, con el techo de casa crujiendo no se ahorra en
gastos. Incluscse aceptan donaciones. Hace pocas semanas, por ejemplo, en lo que constituye
un hito, el Departamento de Defensa de EE.UU. incluyé a México en la lista de otros fondos
que tiene bajo la seccidén "1033", que corresponden a la "Ley de Autorizacion de lsaDefen
Nacional" destinada a financiar programas para combatir al narcotréfico.

Luego de recordar que México "nunca tuvo gastos militares onerosos", Toklatian dice que en
sus FF.AA., "la novedad es mas bien la resignacion en convertirse en gendarmes en la luch
contra las drogas".

Rospigliosi estima queal igual que en Colombiaeste cambio de objetivo de las FF.AA.
mexicanas preanuncia fracasos. "No creo que tengan éxito. No se trata s6lo de poder de fuego.
La corrupcion es un arma decisiva del narcotraficghi las FF.AA. pueden sucumbir.
Tampoco tienen capacidad de investigacion, como tiene la policia”, dice. Reconoce, no



Pagina4 de22

obstante, que "en México la corrupcion policial era tan profunda y el poder de fuego del
narcotrafico habia crecido tanto, que no lesdguotra opcion”.

Aun con este panorama poco alentador, las FF.AA. podrian impulsar cambios en sus
capacidades. "La modernizacion de las organizaciones militares requiere bajos recursos”,
explica Rosendo Fraga, "pero es muy resistida por el espiritu &ticocy corporativo que

suelen tener las Fuerzas Armadas. En cambio, el reequipamiento "requiere mas recursos, pero
genera menos resistencias. Una disminucion de los recursos afecta mas el reequipamiento que
la modernizacion de las organizaciones".

Un ejenplo de que se pueden hacer avances importantes en tiempos de vacas flacas son las
FF.AA. argentinas: precisamente, "en el ultimo mes, Argentina ha reducido en $ 304 millones
(US$ 83 millones) el gasto de funcionamiento, lo cual implica reducirlo a menasriad,

siendo el caso extremo en la region”, dice Fraga. En tanto, Fuentes indica que en el pais de la
pampa humeda "las politicas de reforma legal son significativas. Aunque el problema alli es
que algunas iniciativas legales no han tenido el mismmelato en su implementacién. Pero,

desde el punto de vista normativo, es uno de los paises que mas han avanzado".

Chile, dice, comienza a modernizarse en este sentido: "La propuesta de reforma del Ministerio
de Defensa de Chile es significativa y marcarahito en la historia de la estructura de la
defensa, aunque esta pendiente su aprobacion en el Congreso”, pero, "en general, existe muy
poco avance de reforma en la region".

Mas alla de ello, el tema del ahorro es cada vez mas complejo. Segun FasrfesAA. se

ocupan ahora de mas tareas que antes: "En la mayoria de los casos se da una mezcla de
funciones de los cuatro dmbitos (améifico de drogas, defensa tradicional, desarrollo, y
operaciones de paz)". Y el que mucho abarca, mucho se niegaa.aho

Fuente: Revista  América Economia, disponible en el sitio  Web:
http://www.americaeconomia.com

3. BMAUGURA UNA PRONTAISA DE LA CRISISFMAMERICAATINA

Latinoamérica es una de las regiones que mas rapidamente podria superar sus dificultades
econonicas, producto de la crisis global, en vista de los soélidos fundamentos de sus
econom2as, que | a colocan en mejor posici - -n

Pese a que la regién se ha visto impactada y su prevision de crecimiento econémico para el
2009 ha declinadd una contraccion estimada de 0.7% del Pl8sta tiene una mayor
capacidad para emerger airosa de sus retos econémicos, retomar la senda del crecimiento y
continuar siendo atractiva para la inversion extranjera, sefiald6 Augusto dedaetonomista

en jefe para América Latina y el Caribe de la institucién multilateral.

Durante una presentacién de sus proyecciones para la region en la sede de la institucién, de la
Torre vincul - el Areboteo de Aai@mdos paodijoat i na
gue era un convencido de que |l a regi-n se b

ARTodo depende de qu® tan r8pido se recupere
rebote en el crecimiento en base a que la region ha hechoubiarea de no endeudarse y
ahorrar en | as ®pocas de bonanzaodo, sostuvo e

El experto enfatizé que la leccion més importante de esta crisis es que, esta vez, Ameérica

Latina es menos vulnerable a sus efectos nocivos, comparada tanto con spgsagoocomo
con otras regiones emergentes.
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AOCrisis6 ya no es m8s una igxaplaibc-a des olca abar
tiene un significado distinto y menos destru

Indicé, sin embargo, que aunque Latinoamérica ha evitado una trésisiéra sistémica, no
podréa evitar una recesion.

Las razones son los multiples canales de transmision de la crisis: los costos financieros, los
precios de las materias primas, las remesas y la demanda externa, todos los cuales han sufrido
impactos signitativos.

Por ejemplo, el
costo del
financiamiento 1,
internacional para*’
las empresas | |
latinoamericanas
se ha duplicado ¢
en los dltimos *]
meses, mientras | |
que el precio de .-
las materias
primas cay0 haste
un 50% desde st
pico del 2008.
Esto tiene un
efecto
significativo en
glna ;g(?/:)énd(ion;jae ,-\."W-I'Zf’(ii-] Latina y el Caribe gel Banco Munaial,

actividad econémica y el 90% de su poblacién reside en paises que se benefician con altos
precios de |l os oO6commodities?o, seg¥%un de | a Tc
representan del 10% al 20% del e$p nacional en algunas naciones caribefias y
centroamericanas.

De la Torre se muestra optimista, sin embargo, en torno a las perspectivas a mediano plazo.

Las medidas contraciclicas adoptadas por muchas economias regionales que incluyen
multimillonarios pguetes de estimulo fiscaen Perd, Brasil, México y Chile, entre otros
servirdn para amortiguar el impacto de la crisis tanto en lo econémico como en lo social,
segun el experto. Y en aquellos paises donde no existe la capacidad de implementar planes de
estimulo-- Centroamérica y el Caribe, por ejemplas multilaterales jugaran un importante

rol de apuntalamiento econémico, agrego.

Adicionalmente, la flexibilidad cambiaria en la regidén permitira mantener relativamente alta la
actividad econdmica domi#sa y hacer mas atractivo el valor de los activos nacionales para
los inversionistas extranjeros.

AfDe manera que cuando el mundo empiece a re
fluya hacia Am®rica Latinao, indic- de | a To

Fuente Seccion de Hticias del Banco Mundial. Articulo disponible en el sitio Web>
http://web.worldbank.org/

Crecimiento reciente y proyecciones para 2009

ritmo de crecimiento real del PIB anualizado, en %

o 2006 o 2007 2008 m2009 |

Argenting Brani Chile Colomixa Mexico Pery LAC

wsde marzo ael Ej(:a‘)!?‘,. de CEPAL y Banco Mundial.

sado en estimaciones de |a unidaa de
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4. THE GLOBAL CRISIS ANDTINAMERICAFINANCIAL IMPACT ARNDLICY RESPONSESR
ALEJANDRJARA RAMONVIORENO ANGAMILCE TOVAR

The financial impact of the globalisis on Latin America has in some respects besrs
severe than in previous crises. This reflects in part the development of ddmestimarkets
and improved net balance sheet positions of the economies, whiclpéoiod have allowed
gross capital inbw reversals to be partially offset by reductiongyinss capital outflows. In
addition, policy responses have helped to ease both exséemhalomestic financial conditions.
Nevertheless, considerable risks remain due torigeing economic downturn.

The financial effects on Latin America of the global crisis which begaanmmer 2007 were
initially limited but intensified after the bankruptcy béhman Brothers in mi&eptember
2008. Global deleveraging in theternational banking system and dimireshinvestor risk
appetite resulted ifalling demand for emerging market assets and a sharp depreciation in the

currencies of emerging market economies (EMEs). Gross capital infleveysed and
financing conditions tightened, reducing liquidity in foreigrchange and domestic money
markets, and raising bond yields in botternational and local currencies.

Episodes of financial stresseanot unknown in Latin Americh However, some features
distinguish the current episode from the crises of the lat@sl@9 the Asian crisis) or the
Argentine and Brazilian episodes in the early 2000srst, the shock originated in the
financial sector of advanced economies ratiwn in Latin America or another emerging
market region. Second, tisegnificant reductia of Latin American public external debt gave
governmentsnore leeway to play a stabilising role for private markets, where external debt
had remained high. Finally, new kinds of vulnerabilities have surfaced, nzssdbgiated with
financial innovation ath integration rather than witmacroeconomic imbalances or banking
sector weaknesses.

Policy responses have also differed this time around, as they sosgmath the flow of both
external and domestic financing. Central banks tetdps to provide liqdity in foreign
exchange and domestic money markets faeditate the extension of credit. To supplement

their foreign reserves, Braziind Mexico agreed to open a currency swap line with the US
Federal Reserv@ore recently, Colombia and Mexico havegdut access to t he

established Flexible Credit Line (FCL). Finally, central banks have been aladofui a
countercyclical monetary policy stance, thanks to flexible excheaaigeregimes, a limited
exchange rate pasisrough to inflation andhie greatecredibility built up by policymakers.

The rest of the article is structured as follows. In the next sectioanakyse the impact of
global financial shocks on Latin American finana@rkets, comparing the current crisis with
previous shocks ral paying particular attention to capital flows, international bank and
securities financinggxchange rate adjustment and the cost of foreign and domestic currency

financing? In the subsequent section, we focus on the policy respexagsning in particlar
the provision of foreign currency liquidity as well agasures taken to stablise domestic
money and capital markets. Te@enclusion summarises the key policy lessons to be drawn.

1 The analysis that follows focuses mostly on Brazil, Chile, Colombia, Mexico and Peru. There is some
discussion of Argentina and Venezuela, but certain characteristics make their financial systems less comparable
with the other five counmies.

% For a related discussion, see Caruana (2009). For an overview of the impact of the crisis on
the real sector in Latin America, see IADB (2009) and IMF (2009b).
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The financial impact of the crisis in Latin America
External financing dries up

Up to the onset of the financial turmoil in August 2007, Latin Americadxurienced an
unusually benign external environment. A combination of asgtital inflows and current
account surpluses had contributed to signifidangign reserve accoulation (Graph 1, left
hand panel). Gross inflows awodtflows were at record highs, with foreign direct investment
(FDI) as the maisource of external financing [8 (2009), Jara and Tovar (2008

However, gross capital inflows to Latin America begarcaatractsignificantly in the third
quarter of 2008. Over the year as a whole, gpstfolio inflows declined by $7®illion
(Graph 1, centre panef)FDI was morestable, but is expected to fall in 2009. Current account
surpluses have alsteclined otturned to moderate deficits. Several factors have contributed to
the abrupt reversal in gross capital inflows: the increase in internationadvesion, efforts

by financial institutions in developed countries to bdagiidity or shore up their balae
sheets, high currency volatility, the teroié-trade collapse and the derivatives exposure of
some large corporations Brazil and Mexico

One difference in the current situation is that in this decade the regi@ttiasulated large
gross (norreseve) assets invested abroad ($180 billiorebg2007); such assets were almost
non-existent in previous crises (Graphright-hand panel). The partial repatriation of those
assets during 2008 helpeathbilise the external financial position of the regauring the
current crisis. 2008, gross outflows decreased by almost $42 billion and net flows amounted

to $53 billion (Graph 1, fe-hand and righhand panels).

Capital flows in Latin America
In billions of US dollars
Net flows Inflows Outflows
= Reserve accumulation 200 1 Foreign direct investment M 200 200
m Current account [ Porfolio investment ||
150 3 Other investment 150 150
100 || 100 100
50 50 50
0 0| —m 0
o = = _I =5 =
=50 -50 =50
L1 1 ¢ 0 1y 1 | =100 L1 1 ¢ 0 4o | =100 L1 1 ¢ 1 3 ¢ 1 | =100
92 94 95 93 00 02 04 06 D3 92 94 96 93 00 02 04 06 0& G2 94 96 38 00 02 04 06 DA
Source: IMF, Infernational Financial Siafistics; national data. Graph 1

Crossborder bank financing and bond issuance

Crossborder bank financing fell after miBeptember 2008 as internatiornks reduced
new credit and refused to roll over existing loans. This meflected in a sharp decline of
signings of syndicated loans and crbssderfinancing in the region (Graph 2, ldfand and

% Other gross inflows (mainly banking flows) also decreased sharply, especially iy Biagie they fell by
more than $18 billion. As discussed below, however, special factors accounted for much of the decline in Brazil.

* This largely reflected the repatriation of banking flows into the region. Portfolio decisions of

institutional investos may also have played a role. However, some data suggest that
repatriation might not have continued in some countries in 2009.
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centre panels). Crodmrderclaims on Latin America declined by $46 billion in the fourth
quarter, comparedo $56 billion for emerging Europe and $160 billion for Asia and the
Pacific. Inpercentage terms, crebsrder bank claims on Latin America dropped by 40%

on an annuaded basis during the fourth quarter, comparable to contractxpsrienced
during previous crises in the region.

A noteworthy devel opment I s t hoperatioas ale mowg e
local rather than international. For example, in Mexhere is a large foreign bank presence
and most foreign bank credit takes foem of local claims (Graph 2, rigitand panel). By
contrast, earlier in thislecade Latin America had a relatively large share of international
claims. Locally booked claimsn the region tend to be funded locally (ie in th@rowing
country), and could therefore be more stable than (external) crossiioedering (Moreno
and von Kleist (2007), Jara and Tovar (2008¢Guire and Tarashev (2008)hdeed, recent
experience gggests that thehift may have stabilised financing in the region: as noted in the
Highlightssection in this issue, exchange rate adjusted local claims in local currency have

remained relatively stable in many EMEs, including Chile and Mexico, evertesnational
claims have declined sharply.

As for international bond financing, issuance plummeted (Graph 2, leftipanel),
particularly for borrowers in the corporate sector, which haveghaest external refinancing
needs. However, in some countse such ahile and Colombia, there was some continued
issuance of local bonds. Thisdsnsistent with the view that local capital markets may have to
someextenact ed as a fispare tyreo during the
internatonal bond finance (see Box 2 for further discussion).

Debt flows in Latin America

Issuance in Latin America’

Cross-border claims?

Foreign claims® on Mexico

claims in local currency.

" Argentina, Brazil. Chile, Colombia, Mexico and Peru; in bilions of US dollars.
claims in all currencies, by location of borrower; in billions of US dollars.
4 See footnote 3 in McGuire and Tarashev (2008) for a description of how this rate is calculated.
of short-term claims to total international claims. " In local currency.

currencies and foreign currency claims extended by banks' foreign offices on residents of the host country.

® In nilions of US dollars.

Sources: IMF, IFS; Dealogic; BIS debt securities and consolidated and locational banking statistics.

3 Domestic government debt sec 240 —— Foreign bank participation {Ihs]‘*
[ Domestic corporate debt sec —— Short-term share (lhs)®
[ Gross international bonds g0 120 Rhs:® 400
[ Syndicated loans - - — Local liabilities’
[ Local claims’
o 01 975 = intemational claims® e
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— . [ Africa and Middle East
i
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2 Change in BIS reporting banks' cross-border
® The sum of intemational claims and locally extended

* Ratio
© Cross-border claims in all

Graph 2

® External refinancing needs for the corporate sector in Latin America are estimated at 8% of
GDP. This compares favourably witsia (9%) and emerging Europe (23%). See IMF

(2009a).

cCri
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Currency depreciation

The significant reversal in capital flows, the collapse in commodity prices thad
deterioration of confidence following the Lehman Brothers bankrupticigered sharp
currency @preciations and higher costs of external finaneiogss the region (Graph 3, left
hand panel). Currency dynamics in Brazil dfidxico were particularly volatile, fuelled by
the increased demand for doll@s some large corporations sought to close douak foreign
currencypositions, often incurring largedees as they did sdepreciationrwas not quite as
steep in countries such as Chile, where firms wereerpbsed to such losses, or Colombia,
where firms were constrained by law time risks they auld take in the foreign exchange
derivatives market.

The size of the exchange rate adjustment was very large. Howevefedtures may have
dampened any disruptive effects: (i) the widespread ugkexable exchange rate regimes,
which reduced incentas for speculativattacks; (ii) the limited exchange rate p#s®ugh to
inflation; (iii) lower currency mismatches, as well as the lower levels of dollarisation across
theregion; and (iv) the greater credibility of central banks, which may alsodoatgbuted to
curbing destabilising speculation and limiting the exchange gdssthrough to inflation.
These factors facilitated the policy respondiesussed below.

Higher costs of foreign currency financing

The increase in the cost of external ficiag i usually denominated in US8ollarsi took
several forms. For example, in Peru, thed®§ prime rate ifioreign currency rose relative to
the interbank average interest rate in foreigrmrency (Graph 3, rigktand panel). In Chile,

the spread betweethe USdollar rates implied by the foreign exchange swap market rose
sharply,reaching over 500 basis points above Libor. This reflected disruptions in thedgX
markets. Furthermore, dollaenominated liquidity lines that small banksed to onlendot
exporter clients dried up or became too expensBmeads on Latin American sovereign
external debt widened to a peak®df4 basis points after the Lehman bankruptcy, an increase
of 135%, and haveemained at decaew®gh levels since (Graph 4). The wideg in spreads

Exchange rates and the cost of financing

Exchange rates’ Spreads, in national currency: Spreads, in dollars®
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! Against the US dollar; a rise indicates a depreciation. The wertical line marks the date of the Lehman Brothers bankruptcy on
15 September 2008 (= 100). 2 In basis points. 3 Of the 30-day commercial paper rate to the overnight rate. 4 Of the 20-day
prime rate in national currency to the interbank average interest rate in national currency. ° ©Of 180-day prime deposit rates to peso
swap contracts. ® Of the 90-day prime rate in foreign currency to the interbank average interest rate in foreign cumency. 7 Of

40-day onshore US dollar rates to Libor.

Sources: Cenfral Bank of Chile; Central Reserve Bank of Peru; Bloomberg, Datastream; JPMorgan Chase. Graph 3
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was highly synchronised across emerging markets and appeared to be corwelted
fluctuations in the VIX index, a widely used proxy for risk aversiblowever, country
specific factors also played a role. Spreads widenethti® in Argetina and Venezuela, two
economies which followed heterod@conomic policies during the boom years (Graph 4,
right-hand panel).

Sovereign and corporate spreads for international bonds
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The vertical line marks the date of the Lehman Brothers bankruptcy on 15 September 2008.

Source: JPMargan Chase. Graph 4

Furthermore, as might be expected, countries with lower sovereign rakpgeenced larger
increases in spreads.

Tightening in domestic funding markets

Domestic funding markets were greatly affected by the crisis as welkgkentina, the three
month interbanfovernight spread widened. In Mexicohere were sharp increases in
commercial paper rates, reflecting a drying of financing in that market segment. In Chile,
local peso money markets wesebject to significant pressure, as seen in the widening spread
between primaleposit rates and the implicit interbank term rate in swap contracts (Graph 3,
centre panel).9 In Brazidomestic interest rates for small and medairedbanks increased

as local asset managers moved their deposits to larger bardearch of highequality
deposits. More recently, funding markets haeeained strained, notwithstanding some
reductionsm rates at shorhaturities.
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Government bond yields in local <:urr:a~n~::3a"I

In per cent

Long-term bond yields Long-term to shori-term bond spread
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= Chile = Chile = Peruy
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The wverfical lines mark the daie of the Lehman Brothers bankrupicy on 15 September 2008 and the announcement of derivatives
losses by Mexican corporates on @ October 2008,

! Long-term bonds: for Brazil, eight-year: for Chile, nine-yaar: for Colombia, 11-year: for Mexico, 15-year: for Peru, 10-year. Short-term
bonds: for Brazil and Chile, three-year, for Colombia, Mexico and Peru, one-year.

Source: Bloomberg. Graph &

Longerterm government bond yields also increased for all matu@éde being the main
exception). In Brazil, Colombia and Mexico yields ragbarply, particularly at the long end of
the curve, reflecting the fact thavestors felt more secure in shortlated securities.
However, bond yieldshen fell across the region starting in late 2008, largely in response to
expectations of monetary easing, which were driving the short end of the dimvs,
domestic market intest rates are currently well below the levels thegched ahead of the
Lehman failure (Graph 5, leftand panel). In spite dhese declines, the spreads between
long-term and shotterm bond yield®iave risen (Graph 5, centre and rightd panels).

Policy responses and issues

As they entered the current crisis, many Latin American sovereignsetiaded or stabilised
their external debt, but private external borrowing letier increased or remained high.
Central banks thus sought to provide forexginrency liquidity to the private sector, to ensure
both the continued operatiaf foreign exchange markets and the continued availability of
externalfinancing, including trade finance. Central banks also intervened to courtighéet
financial conditionsn domestic funding and credit markets.

Foreign currency liquidity and external financing

Most central banks in the region supplied foreign currency liquidity thrantghvention or
operations in the foreign exchange market, including foreighange smt, repo and swap
transactions. In some cases, reseegeiirements on foreign currency deposits were lowered.

® For example, the Central Reserve Bank of Peru lowered the marginal reserve requirement on foreign currency
from 49% in October to 30% in December 2008. In December, the legal reserve requirenoeeigonctirrency
was lowered from 9.0% to 7.5% and in March 2009 from 6.5% to 6.0%.
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The Central Bankof Brazil set up facilities to provide trade finance and also to help
companiesoll over their foreign debt.

: : : . 1
Central bank intervention in the foreign exchange market
Argentina Brazil Chile
== Exchange rate (Ihs)’ [ Swap market auctions® [ Reserve accumulation
3.7 [ Auctions (rhs) 2| |27 3 Spot markst auctions ol |7o0 programme 05
[ Repo auctions 1 Swa_p
[ Trade finance aucuons
35 1 24 20 500 0.0
33 H_l_\ y—l_’_‘ 0| (21 10| (500 05
31 w‘*"‘\.uzl) LU —| |18 , 0| |400 -0
2-~°'||||||||||||||||—2 1-5|||||| |||||||||-1D 3Uﬂlll||||||||||||||—1-5
2008 2009 2008 2009 2008 2009
Colombia Mexico Peru
[ Options for reserve a(:(:L.lle_Ia:ion‘i [ Res decumulation programme® [ Awuctions
3 Options for volatility control 3 Auctions without a floor'
[ Direct purchase auctions 0.25 [ Auctions with a fioor’ 3.25 2
15 [ Discretionary auction 15
[ Direct sales
2,400 0.00 [ Fed swap 3.00 B 0
T 13 10 v
2,000 _pos| |1 3| |278 2
9 P i 0
1=590|||||||||||||||-U-5D T T 2-5D||||||||||||||||-4
2008 2008 2008 2009 2008 2009
! The figures correspond to the sum of assigned auctions in the month, expressed in US dollars. Positive values indicate a sale of US
dollars.  ? Against the US dollar; an increase indicates a depreciation.  * Met of issuance and redemption of foreign exchange swap
contracts. ¢ Long pesitions of put opticns. % Met of long put and short call options. ® Interventions to slow the pace of reserve
accumulation. " An auction with a floor is a procedure in which the Bank of Mexico auctions a specified amount of dollars on any day
after the currency depreciates by 2% or more. A minimum price (floor) is set at 1.02 times the currency value of the previous day. On 9
March 2009, the Bank of Mexico started to auction a specified amount of dollars without a minimum price {floor).
Sources: Datastream; national data. Graph 6

Foreign exchage market intervention has been an important wayproviding foreign
currency liquidity, although it has generally been scaled back009 as foreign exchange
markets stabilised (Graph 6). There was soamation in intervention tactics. For example,
some countries focused aperations in the spot market, while Brazil and Chile implemented
a largenumber of operations in the swap market. One explanation for the latter fisréign
exchange swap markets are active in Brazil and Chile. Aneitgtanaion is that in contrast

to spot transactions, swaps do not depieteign reserves as they involve the reversal of the
foreign currency sale by tleentral bank at some future date.

Some of the foreign exchange market intervention wasdmmaretionaryto underscore that
central banks were not targeting an exchange rate lekalh past experience has shown can
trigger speculative attacks. For exampteQctober 2008, Mexico adopted a rule according to
which the central banwould auction $400 milliorflowered in March 2009 to $300 million)
on any dayafter the exchange rate depreciated by 2% or more. A minimum price owgsor
set at 1.02 times the average currency value of the previousCdiymbia also followed a

" Foreign currency trade finance in the region has also been supported by international organisations. For
example, between July 2008 and March 2009 the International Einf@dogoration increased trade finance
guarantees in Latin America and the Caribbean by 86% over a year earlier, to $520 million.
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rule in which large exchange rat@vementdriggered auctionsofsoal | ed vol ati | i
options (giving markeparticipants the option to buy foreign currency from the central bank).
This mechanism was triggered in October 2008, and in the first two mon296f

More recently, theCentral Bank of Mexico implemented two importacttianges to its
intervention procedures. The first was to conduct daily auctetiisno price floor (in recent
weeks these have accounted for a large part afldiig auctions), and the second was direct
sales in its foreign exchange marlkgterations.

Though intervention in foreign exchange markets was in some @sexiated with
depletions of foreign exchange reserveas much as 15%ompared to mi2008 levels in

Peru and 7% in Brazil conventional mdicatorssuggest that reserve holdings are still ample

(Table 1). Foreign reserves matin American economies on balance increased in 2008, and

were muchlarger than in 1996, prior to the Asian crisis. Indicators of foreign reskrgeacy

are generallyell above conventional thresholds of 100% (e gne ar 6 s cover) re
shortterm external debt or 250% (threetosbmont hs 6 f or ei gn exchange
imports.

At the same time, foreign reserve adequacy depends in part onchtractestics of the

economy not captured by conventional indicators. &ample, despite comparatively low
reserves and falling export revenu€shi | eé6s f oreign reserves hayv
One explanation is thaboth the government (through its sosign wealth fund) and

households
(through Foreign reserve adequacy’

. Outstanding year-end reserves position
pension funds)
As a percentage of:
have very large In billions of US dollars i
. GDP Short-term external debt” Imports
holdings of
) 96 | 07 | o8 | 09 | 08 | 96 | o7 | 08 | 09 | 96 | 07 | 08 | 09
foreign assets, )
hich h Argentina 18| 44| 44| 44| 14| 60| 200| 279 | 274 | 75| 99| 77| @84
W 'C_ as | grazi 88 | 179 | 193 | 186 | 12 | 111 | 292 | 342 | 329 | 109 | 149 | 111 | 115
contributed to | chile | 17| 23| 24| 14| 201| 8 | 113 | 114 | 89| 38| 40| 47
reassuring Colombia 9| 20| 23| 23| 9| 142| 201 | 390 | 352 | 63| 61| 58| &7
Mexico 19| 8| 94| 84| 9| 60| 256 | 241| 218| 21| 31| 30| 29
markets.
R h Peru 1| 27| 30| 30| 24| 166 | 284 | 248 | 243 | 135 | 137 | 106 | 111
eserves AVE| \enezuela 1| 24| 33| 19| 10| 273 | 347 | 972 | 569 | 125 | 57| 72| 42

also been stable| emo:
in Colombia; in Latin America’ 142 | 397 | 440 | 410 | 13| 145 | 238 | 369 | 300 | 89| 82| 71| 69
this case, Asia® . 246 | 2,327 |2685 (2712 | 40| 284 | 624 | 889 | 908 | 60| 120 | 106 | 120
Southeast Asia 91| 270 | 283 | 280 | 27| 119 | 431 | 500 | 498 | 30| 64| 54| 60

govern_rnent Central Europee 40 124 133 138 17 | 383 177 169 175 49 31 29 33
regulations Other’ 29| 569 | 513 | 465 | 15| 59| 260 | 279 | 254 | 19| 9| 70| 70
limiting Total EME’s® 548 | 3,688 |4,054 (4015 | 22| 188 | 343 | 452 | 429 | 88| 80| 68| 72
domestic US |  For the outstanding year-end position, regional aggregates are the sum of the economies listed; for percentages, simple

. averages. For 2009, latest available data. ? Consolidated cross-border claims to all BIS reporting banks on countries
d0||al‘ Intel‘bank outside the reporting area with a maturity up to one year plus international debt securities outstanding with a maturity of up to

| d one year. ° Argentina, Brazil, Chile, Colombia, Mexico, Peru and Yenezuela. 4 China, Chinese Taipei, India and
oans an Korea. ° Indenesia, Malaysia, the Philippines and Thailand. % The Czech Republic, Hungary and Poland. ° Russia,
1 South Africa and Turkey. ° Sum of the regions listed.
foreign / _ o
Sources: IMF; Thomson Reuters; national data. Table 1

exchange
counterparty risk appear to have playedole. More generally, it has been argued that the
commitment of internationaieserves in response to the crisis has been lower in Latin America
than in somether EMEs (eg Komeand Russia). This could reflect lower perceigedosures

to external refinancing risk or to currency mismatches in LAtnerica.
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External resources have provided significant additional support to Patiarican EMESs
during the current crisis. In Octab@008 large reciprocaturrency arrangements were
established by the central banks of Brazil dekico with the US Federal Reserve, totalling
$30 billion each (thesarrangements will expire on 30 October 2009). More recently, G20
initiatives have incresed resources for international financial institutions. In particulats at
April 2009 summit the G20 called for a tripling of IMF resource$1860 billion, a new SDR
allocation (which would increase the availability fofeign reserves) of $250 bibin, $100
billion of additional lending bymultilateral development banks and the allocation of $250
billion for tradefinancing. In the meantime, as part of its efforts to enhance the scope and
effectiveness of its crisieelated operations, the IMF hasated the FClaimed at countries
with sound fundamentals. Two Latin American econom{@slombia and Mexico, have
obtained access to the FCL. The financing isdoe year, and amounts to $47 billion for
Mexico and $10.5 billion for Colombia.

Stabilisingdomestic markets

As discussed above, the crisis was also associated with tighter firsonaigtions in domestic
markets, and authorities responded with a variefyotity measures. There was no immediate
systematic effort to offset tightéinancing caditions by lowering policy rates. Central banks
delayed loweringrates until late 2008 or early 2009, after much of the initial market
turbulenceollowing the Lehman bankruptcy had subsided. This reflected conticoimgerns
about inflationary pressureand the potential impact of any additionekchange rate
depreciation that

might accompany | Demestic bank credit to the private sector
lower rates. Since| \ominal, suy 2008 = 100

late 2008, — —
however rates| = Argentina w— Colombia

! = Brazil — Peruy
have fallen | — cnie 115 = Venezuela 115
sharply in Brazil, | == Mexico
Chile and 110 110

Colombia as the
focus shifted to
the impact of

105 105

100 100

slowing growth. =

In contrast, in L1 L1 L1 | 9 I R R L1 | 9%

Mexico and Peru Hul02  Sep02 Novi3 Jan09 Mar09 Jul0d  Sep08 MNov03 Jan02  Mar09
Sources: IMF; national data. Graph 7

policy rates have
declined  much
more gradually.

Central banks also modified their operating procedures. Apartifnphementing open market
operations to dampen volatility in shaerm interestates, some central banks also increased
the range of assets accepted edlateral to improve access to shtatm funding (eg
Argentina, Brazil, Mexicand Peru).

Many central banks also relied heavily on lower domestic currency resgugements: in

Peru, for example, marginal reserve requigata werdowered from 25% in September 2008

to 7.5% in December 2008 andto 6% N r c h 200 9. Brazil 6s reser v
lowered significantly frommuch higher levels, and in Colombia reserve requirements were
lowered andnarginal reserve regrements removed.
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Steps were also taken to maintain the flow of credit to offset the possipérment of the
transmission mechanism of monetary policy. For examplenpoove funding conditions in
the commercial paper market, the Mexig@overnment etended guarantees to issuance by
some corporations. Ii©ctober 2008, statewned development banks in Mexico offered
partial guarantees to facilitate the rollover of shimitm domestic debt. Measure®re also
taken to support the operation of banks. Esample, in Brazil,stateowned financial
institutions were authorised to buy shares in banks fatiffigulties. Government institutions
were also authorised to purchase #ssets of local banks (particularly small and -sikd
banks).

The effectivenes of measures to support domestic interbank and credikets may be
assessed in two ways. One is the extent to which intertzdiek at longer maturities have
stabilised. As noted above, spreads of rates atlonger maturities to overnight rates have fallen
from their peaks, suggesting certain degree of normalisation. Another is the growth in
domestic credit to thprivate sector. Here there appear to be wide variations in performance
acrosscountries. Credit has broadly remained on a rising trend inlBRezru andvenezuela

but has flattened in Argentina and Colombia (Graph 7). In contnaShile and Mexico credit
dropped in September 2008 but recovetesteafter, with particularly sharp swings in Chile.
Nevertheless, while eollapse in bank creddf the kind observed in previous crises has so far
beenavoided, the risk remains high that credit will fall sharply due to the ongmagomic
downturn.

Conclusions

The world economy is experiencing a severe economic and financial Despite inital
signs of decoupling, Latin America was strongly affected after Lehman Brothers
bankruptcy, as were other EME regions. Neverthelesg)pared to previous crises, the
disruption to the functioning of domesfiinancial markets has so far been lessesevThe
unprecedented (nonreserye)eign asset accumulation by residents in some countries and the

progress made in developing domestic debt markets (particulaggviernment securities)
appear to have played important roles. Furthernuobcy respmses across the region were
significant, and in many cases preemptNevertheless, new vulnerabilities became apparent,
such as thecorporate foreign currency exposures from derivatives transactions that led to
bankruptcies of leading firms, and whichntabuted to foreign exchange domestic market
instability in Brazil and Mexico.

The recent experience with the crisis offers a number of policy ledsiosts there is a need to
ensure that risks assumed in financial markets areundirstood by magt participants and
policymakers. This could help prevebankruptcies of large and otherwise economically
viable firms and disruption® local funding markets of the kind observed in the region during
the currentrisis.

Second, while local currency boordar ket s coul d pl| aagd effectivelypar e
substitute for foreign currency financing, in Latin America meak is needed to deepen

these markets and to develop a liquid and diversife@stor and issuer base. Financing
problems in the cograte sector alsmdicate that the development of corporate bond markets
remains a priority.

Third, public sector efforts to reduce external vulnerability over the gastde have
enhanced the ability to respond to crises. In particular, the rexesd illustrates the
importance of having large foreign currency resoussaslable to cope with external shocks.
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Central banks have drawn orternational reserves to stabilise foreign exchange markets and
to support thélow of foreign currency financingsreater credibility has also given them some

scope to inject domestic liquidity and lower interest rates countercyclicaltywever, the
crisis has revealed that a stronger public sector coulccaropletely offset private sector
vulnerabilities.

Finally, recent initiatives have significantly increased the amouekternal foreign currency

resources available to EMEs and broken new graomrtbw such resources are provided (eg
through the FrdaeirmadiocRelsecwvredasncy &CLy. &mge men
important question ig’hether these arrangements will be seen as sufficiently large and durable

as toprovide an alternative to costly s@tisurance via reserve accumulatiorEiMES.

Fuente Alejandro Jara, Ramon Morenp Camilo E Tovar son consltores de la Banca
Privada Internacional. Articulo disponible en el sitio Web: http://www.bis.org
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Los valores analizados representan los resultados de encuestasctor grs@do realizadas
por los Banco
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promedio de
crecimiento esperado para 2009 es 1.91%, menor en 0.74% respecto al prondéstico de febrero.
Para 2010, la tasa promedio de crecimiento esperado desciende a un promedio de 3.29%,
0.33% mas ka respecto a las expectativas presentadas el mes fasado.

Por otra parte, las expectativas de inflaciébn para 2009 disminuyeron: el promedio simple de
inflacion esperada es 6.66%, 0.59% mas bajo que el mes pasado. Por su parte, la tasa

8 El promedio no incluye Argentina, Costa Rica y Paraguay porque estos paises no reportaron pronéstico el mes
pasado.
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promedio de infladin esperada para el 2010 es 5.999482% mas baja que las expectativas
reportadas en febrero. Los graficos ilustran la evolucion en el tiempo de las expectativas de
crecimiento e inflacién para 2009 de los paises considerados en el periodo de juni ale 200
marzo de 20009.
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Bolivia en 0.28% k nivel de
4.21%°

Por su parte, la tasa promedio de
crecimiento esperado para 2010
disminuyd de 3.62% a 3.29%.
Comparado con el mes pasado,
las expectativas para 2010
cayeron en Uruguay de 1.72% a
1.11%, en Guatemala en 0.60%
al nivel de 2.70%, en Childe
3.50% a 3.00%, en México en
0.46% al nivel de 1.62%, en
Brasil en 0.39% al nivel de
3.32% y en Peru de 5.70% a
5.50%. La tasa de crecimiento
esperada reportada por Paraguay
fue 3.27%.

Inflacion

° El promedio no incluye Argentina, Costa Rica, Paraguay y Honduras porque los tres primeros paises no
reportaron prondstico de inflacion para 2010 y Honduras no reporté pronéstico de 2010 el mes pasado.

% Honduras, Colombia y Costa Rica no mostraron cambios eaxpestativas de crecimiento debido a que

estos paises tienen encuestas trimestrales. Honduras y Costa Rica publicaron su dltimo reporte en diciembre de
2008 mientras Colombia lo hizo en enero 2009.



