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. Su.co rdmaclon _ contrlbucmn a una adecuada gestlon macroeconomica

Antecedentes

La variada gama de estrategias de desarrollo y cursos de politica econémica practicados en la regién
después de la segunda guerra mundial con el propdsito de superar las ‘trampas’ del subdesarrollo, tuvo
dos conspicuos denominadores comunes: (i) el acentuado grado de discrecionalidad con que fueron
disefiadas, implementadas, revisadas y posteriormente substituidas por otras que mdis tarde
experimentarian similar ciclo de vida; (ii) la inexistencia de evaluacién de resultados de dichas estrategias
y cursos de politica (complementada por una correspondiente inexigibilidad de responsabilidad puiblica a
sus responsables intelectuales y autores materiales). Mientras que en relacién a esto Gltimo aun no se
observan progresos suficientes, respecto a lo primero se vienen registrando cambios importantes que
conviene registrar y analizar.

Los costos econémicos y sociales acumulados tras décadas de intentos por transformar equilibrios
de bajo nivel en otros de alto nivel (a los que deben sumarse los costos de las politicas de estabilizacién y
ajuste que se hicieron necesarias para corregir los desequilibrios derivados de dichos intentos) tuvieron
una importante y tal vez previsible consecuencia: una drastica reduccién del espacio de legitimidad con
que previamente contaron las politicas discrecionarias y una creciente adhesién al uso de reglas en la
conduccién de las politicas macroeconémicas. Dicha realidad se ha visto reforzada adicionalmente por la
gradual pérdida de autonomia de las autoridades econémicas domésticas para disefiar e implementar
politicas piblicas con independencia del entorno internacional. La construccién de nuevas y sélidas
reputaciones de credibilidad --asi como la reconstitucién de las debilitadas por anteriores excesos de
discrecién-- hoy parece buscarse de manera creciente a través de la gradual reduccién de los limites de lo
posible para:

(1) las_autoridades monetarias , mediante reglas como las de Taylor (relativa a la tasa de interés
nominal); McCallum (relativas a la tasa de crecimiento de la base monetaria o de otros agregados
monetarios, en la tradicion de Friedman y Meltzer); o bien mediante la fijacién de ‘metas
inflacionarias” (como en los casos de Chile, Brasil y México); llegdndose a reglas duras como las
requeridas por una caja de convertibilidad (Argentina), o la “dolarizacién” oficial de la economia
(Panama4 y Ecuador);

las autoridades fiscales , mediante reglas relativas al nivel mdximo anual de diversos indicadores del
déficit pdblico (Argentina; Brasil, Ecuador; Perd; Maastricht), o al nivel minimo del superivit
presupuestario estructural (Chile); o bien, respecto a la relacién entre la tasa de crecimiento real del gasto
publico primario y la tasa de variacion real del PIB (Argentina; Perd); o también, respecto a la variacién
anual de la deuda piblica (Argentina), o a la proporcién de dicho pasivo en relacién al PIB (Brasil,
Maastricht); o a limites al endeudamiento que no esté dirigido a la formacién de capital (Argentina); o
aun, mediante la fijacién de metas fiscales pluri-anuales con mecanismos obligatorios de ajuste caso no
sean cumplidas; o también, mediante reglas de creacién y utilizacién de fondos generales de estabilizacién
macroecondmica (Argentina; Ecuador, Peri ), como también, de fondos especiales para estabilizacién de
precios de commodities [como los fondos del cobre y del petréleo en Chile; o el fondo del petréleo en
Venezuela; o el fondo del café en Colombia; entre otros].

Posibles focos de discusién

Revisar los tipos de reglas que los paises de la regién vienen adoptando para conducir sus politicas fiscal,
monetaria y cambiaria; discutir si la reduccién del espacio de decisiones discrecionarias ha venido

i




acompafiada por mayores niveles de exigibilidad de responsabilidades y resultados; evaluar los objetivos
de los fondos de estabilizacién (generales y especificos) y su coordinacién con el resto de las reglas
fiscales y monetarias; analizar la consistencia interna de diversas reglas adoptadas por un mismo pais y la
efectiva contribucién de éstas a una adecuada coordinacién y gestion macroecondémica que lleve en
consideracién la cobertura de riesgos fiscales y la sostenibilidad intertemporal de las politicas.

Antecedentes

La creacién y entrada en operacién del euro, a partir del 1 de enero de 1999, fue un evento de profundo
significado para el futuro de los mercados econémico-financieros internacionales y, muy probablemente
también para nuestra regién. Esto dltimo en razén de los estrechos lazos comerciales, productivos y
financieros que América Latina y el Caribe mantienen con Europa. Al mismo tiempo, el complejo y largo
proceso de discusiones técnicas y politicas que condujo a la creacién del euro representa una experiencia
capaz de iluminar numerosos aspectos de las discusiones en torno de procesos de integracién subregional
como el Mercosur, Pacto Andino, Mercado Comiin Centroamericano, Caricom, y Alca.

Es por cierto prematuro tratar de alcanzar conclusiones respecto a los probables efectos directos e
indirectos que la creacién del euro puedan llegar a tener sobre los mercados y economias de nuestra
region. En realidad, el principal impacto de la creacion de la moneda europea tunica debera sentirse en los
propios paises de la zona euro, aunque cabe esperar que otros paises --con enlaces comerciales o
financieros con Europa-- también sientan sus efectos. Dicha influencia dependerd de la capacidad del
euro —-medio y largo plazo-- para ganar espacio en las transacciones internacionales, lo que en gran
medida serd funcién del éxito de la politica monetaria del Banco Central Europeo y del cumplimiento de
las metas fiscales adoptadas en los programas de estabilidad y convergencia conocidos como Pacto de
Estabilidad y Crecimiento. En el corto plazo, sin embargo, las vicisitudes del euro durante sus primeros
dos afios de vida, en términos de volatilidad y tendencia, pueden generar aprehension en las economias de
nuestra regién por la considerable vulnerabilidad de éstas a choques externos. De hecho, tal condicién
aumenté sensiblemente durante los Wltimos afios, en parte, debido a las reformas estructurales iniciadas
por la mayoria de los paises de la regién después de la crisis de la deuda en 1982 (ej. reforma arancelaria,
desregulacién bancaria, liberalizacién financiera y privatizaciones), y en parte también, debido a la
creciente movilidad de los capitales internacionales. La combinacién de ambos factores viene limitando
los grados de libertad de las autoridades econémicas domésticas para disefiar sus politicas y usar
instrumentos de asignacién, distribucién y estabilizacién macro-econémica. Asf es que ante una reduccién
en el grado de autonomia de las autoridades econdmicas, los resultados de su gestién dependen cada vez
mas de la coyuntura internacional

Por otro lado, el largo proceso recorrido por las economias europeas antes de converger hacia una
moneda comiin es una experiencia tnica en la historia econémica contemporinea. A lo largo de un
proceso de creciente apertura comercial y de liberalizacién de los movimientos de capital, el euro
representa la culminacién de un proceso que se inicié con tentativas de coordinacién de las politicas
cambiarias en respuesta a crisis externas y abarcé la compatibilizacién de las politicas monetarias,
armonizacién tributaria y convergencia de las metas fiscales. Este proceso ha sido marcado por numerosas
dificultades técnicas y problemas institucionales que los técnicos y politicos de los paises miembros
debieron enfrentar y resolver. Esta experiencia conforma un valioso acervo de conocimientos y practicas
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que merecen ser aprovechadas en favor del perfeccionamiento de los mencionados procesos de integracién
sub-regional de América Latina y el Caribe.

Posibles focos de discusién

Identificacién y taxonomia de los principales canales de transmisién y posibles efectos de la creacién del
euro en las politicas monetarias, cambiarias y financieras de América Latina y el Caribe. Anilisis de los
efectos de la volatilidad y tendencia del euro --en relacién al délar y otras monedas—para dichas politicas.
La experiencia europea en relacién a la fijacién de metas, procedimientos y reglas fiscales comunes en los
programas de estabilidad (para paises miembros) y de convergencia (para paises no miembros).
Requerimientos de comportamiento fiscal para la integracién econémica y monetaria. Lecciones de la
experiencia europea.

Antecedentes

En los ultimos quince afios, la estructura de los sistemas tributarios ha ido amolddndose a la influencia
simultdnea y reciproca de factores domésticos e internacionales, experimentando una uniformizacién sin
precedentes, especialmente en el mundo en desarrollo, la que no ha sido acompafiada por una
correspondiente equiparacién de las capacidades de gestion de las administraciones tributarias. Factores
externos como la tendencia a la apertura comercial, el rol de la inversién extranjera directa, la creciente
participacién de las empresas transnacionales en la vida econémica nacional, asi como, la ampliacién de
diversos esquemas de integracién subregional, entre otros, han contribuido a aumentar la importancia
estratégica de los aspectos internacionales de la tributacién. Sin embargo, el actual proceso de
globalizacidén, a diferencia del observado a fines del siglo XIX, se apoya en los notables progresos
registrados en materia de tecnologias de la informacién, desregulacién de los mercados financieros e
importantes innovaciones de caricter institucional incorporadas al marco juridico-regulatorio de dichos
mercados, posibilitado la creacién de un sinniimero de nuevas opciones e instrumentos de financiamiento
y promovido una fuerte integracién de los sistemas financieros de todo el orbe, determinando asi una
mucho mayor mobilidad del factor capital respecto del factor trabajo

Como resultado se ha establecido una fuerte competencia entre paises por mantener y atraer el
ahorro y la inversién extranjera. Ante la dificultad de gravar al capital y sus rendimientos los paises han
reaccionado ajustando sus sistemas tributarios de manera generalmente pasiva. La tendencia mundial ha
sido incrementar los impuestos al consumo y las contribuciones a la seguridad social, reduciendo los
correspondientes al comercio exterior y la renta. De esta forma, las politicas tributarias --incluyendo las
de paises desarrollados-- han tendido a: (i) no retener ingresos en la fuente por concepto de intereses
(debido al temor de una posible migracién del ahorro interno y de las empresas multinacionales a otras
Jjurisdicciones); (ii) reconocer ventajas tributarias a la repatriacién de los rendimientos de las inversiones
de sus corporaciones en el exterior. Consecuentemente, se ha puesto en tela de juicio el futuro del
impuesto a la renta a nivel personal y sobre todo a nivel corporativo, como fuente sustantiva de ingresos
fiscales. Adicionalmente, han comenzado a proliferar en todo el orbe zonas libres de tributacién al capital,
tanto para la produccién de bienes como para la provisién de servicios internacionales, y se han legislado
sistemas promocionales a la inversién en mas de 125 paises buscando atraer la localizacién de la IED
dentro de sus respectivos territorios nacionales. Uno de los instrumentos mas importantes para una mayor
efectividad en el control y para una asignacién mas justa de la renta entre jurisdicciones tributarias
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nacionales, es la legislacién referente a precios de transferencia. En los ultimos 5 afios, cuatro paises
latinoamericanos han introducido normativas respecto a esta materia, las que merecen una comparacién
con las directivas establecidas a este respecto por la OCDE. Finalmente, es relevante analizar y discutir
las ultimas definiciones y decisiones de la OCDE para la determinacién de paraisos fiscales y regimenes
tributarios preferenciales dafiinos, la forma de combatirlos y restringir su expansién. Este movimiento
hacia acciones multilaterales abre una fuerte interrogante sobre las diferentes posibilidades de
institucionalizar la cooperacién internacional a nivel de politica y administracién tributaria asi como de
los instrumentos apropiados para la determinacién de cuando la competencia tributaria internacional es
desleal y los mecanismos para restringirla.

Posibles focos de discusion

Son las normas y los mecanismos propuestos por la OCDE apropiados para la asignacién de rentas entre
diferentes jurisdicciones y su implementacién practica? Cudles son los criterios objetivos para definir un
régimen tributario preferencial como dafiino o desleal y cudles son las formas para restringirlos
considerando otros tipos de tratos preferenciales, como ser, comerciales o financieros? En caso de ser
pertinente a los efectos de controlar la competencia tributaria internacional desleal, es viable una
organizacién mundial impositiva con fines de cooperacién administrativa y coordinacién de politica
tributaria?

Antecedentes

En los tltimos seis afios, los conflictos econémico-comerciales entre gobiernos nacionales experimentaron
una ostensible escalada. Ello puede ser atribuido, en primer lugar, a una baja relacién costo/beneficio del
mecanismo para solucién de controversias incorporado a la nueva institucionalidad de la OMC, y en
segundo lugar, a la ampliacién aprobada durante la ronda Uruguay de las dreas en que un pais puede
iniciar pedidos de consulta o bien, la formacién de un panel (dichas nuevas dreas incluyen agricultura,
textiles y vestimentas, derechos de propiedad intelectual vinculados al comercio, servicios, estindares
técnicos, y barreras no arancelarias, entre otras). Si a lo anterior se agrega que la llamada Agenda del
Milenio, a ser negociada en algiin momento aun indefinido, contiene una lista de temas politicamente muy
complejos (como las relaciones entre comercio y medio ambiente, normas laborales, inversién extrajera
directa, regulacién de competencia, procedimientos, y comercio electrénico), no parece aventurado
anticipar que el mencionado actual grado de conflictividad comercial corre serios riesgos de acentuarse en
los préximos afios.

El punto de partida y preocupacién subyacente de esta sesién es, precisamente, la conexién de
este dltimo escenario con los grados de libertad que a futuro podran tener las autoridades domésticas de la
regién para disefiar su politica fiscal. Esto se coloca en virtud de que los conflictos comerciales entre
naciones, a pesar de sus multiples posibles causas, parece que se vinculan cada vez mis frecuentemente al
manejo que los gobiernos hacen de la capacidad que tienen para aplicar impuestos y conceder subsidios,
quiera sea a través del mecanismo directo y explicito de la politica presupuestaria, o bien, a través de
instrumentos que actian de manera indirecta o implicita, pero que tienen efectos equivalentes a los
anteriores y que son propios de la politica cuasi-fiscal.



Es sabido que el éxito alcanzado por sucesivas rondas del GATT en materia de reduccién de
barreras arancelarias no significé el fin del proteccionismo, sino la transformacién de sus procedimientos
y manifestaciones. En realidad, aunque el uso discrecional de estructuras arancelarias con valor medio
elevado y amplia variancia haya perdido vigencia, atin hoy existen numerosas economias —generalmente
pequefias y con estructuras productivas poco diversificadas, frecuentemente concentradas en actividades
extractivas y/o agro-pecuarias, con bajo coeficiente de apertura comercial pero al mismo tiempo
exportadoras de productos primarios-- que financian parte importante del gasto publico con la recaudacién
de aranceles y tasas aduaneras relativas a operaciones de comercio exterior (con lo que, en dichos paises,
el objetivo de liberalizacién comercial choca con el de recaudacién fiscal). En economias industriales
maduras y en las economias de mayor tamafio en AL (en que la estrategia de substitucién de
importaciones y de bisqueda de soluciones autdrquicas fue siendo abandonada en favor de una orientacién
exportadora combinada con creciente apertura comercial e integracién a la economia mundial), terminé
por consolidarse un nuevo modelo de proteccionismo cuya expresion fiscal son las medidas
compensatorias, de salvaguardia y  antidumping, a las que se sumaron politicas de promocién de
exportaciones disefiadas con base en subsidios directos (incluidos en el presupuesto) e indirectos (que
hacen parte de la politica cuasi-fiscal y que se manifiestan en variadas modalidades de incentivos
tributarios y lineas de créditos ‘blandos” a la produccién y/o exportacién; garantias publicas; compras
gubernamentales; leyes de concesiones publicas; acceso a divisas en condiciones mas favorables que las
de mercado; subsidios cruzados a través de tarifas y precios piblicos, etc.).

Posibles focos de discusion

(Qué relacién guardan los conflictos comerciales enfrentados por los paises de la regién con sus
decisiones de politica fiscal (presupuestaria y cuasi-fiscal) ? ; qué tipo de restricciones coloca el Acuerdo
sobre Subsidios y Medidas Compensatorias al futuro manejo de la politica fiscal de nuestros paises ? ;
cudles son los limites al uso de subsidios (directos e indirectos, explicito e implicitos) en apoyo de la
competitividad internacional de nuestras exportaciones?.

Antecedentes

Los desarrollos registrados por las modernas tecnologias de la informacién (TI), complementados por una
creciente aplicacién de tales innovaciones en numerosos sectores de actividad, vienen siendo percibidos
como importante fuente potencial de aceleracién del crecimiento econémico y aumentos permanentes en
la productividad total de factores. Si bien es cierto que experiencias en tal sentido se encuentran por
ahora limitadas a un reducido nimero de piases tecnolégicamente avanzados, y aunque la literatura
especializada manifieste dudas respecto al real significado de lo que se ha convencionado llamar la ‘nueva
economia’, la revolucién digital en curso viene despertando fuertes expectativas en nuestra regién, tanto
en la esfera del sector privado como en el ambito del sector piiblico. Ello se manifiesta en el gradual
surgimiento de numerosas modalidades de e-mercados (expresidn ésta con la que se podria intentar
sintetizar una gran variedad de conceptos, tales como e-comercio, e-banca, e-negocios, e-gestién, e-tc),
y también, en un creciente interés por implementar diversas variantes de e-gobierno (cuya versién mas
simple consiste en colocar datos e informaciones relativas al sector piblico en una pagina web, pero cuyas
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variantes mds sofisticadas llegar a incluir complejas y dindmicas interacciones entre agentes piblicos y
privados), al que se vinculan conceptos tales como e-democracia, e-ciudadania, e-gobernabilidad, entre
otros.

Los objetivos del e-gobierno son miiltiples y corresponden a diversas dimensiones. Entre ellos
cabe destacar: (i) reducir costos fijos y variables en la produccién y provisién de bienes piblicos; (ii)
disminuir variados costos de transaccion enfrentados por las personas fisicas (en cuanto ciudadanos con
derechos y obligaciones politicas; consumidores de bienes y servicios privados sujetos a regulacién
publica; beneficiarios de programas de transferencias o subsidios gubernamentales; consumidores de
bienes y servicios piiblicos; clientes de diversas agencias estatales; funcionarios puiblicos; etc.) y por las
empresas (en cuanto proveedoras de bienes y servicios privados al sector gobierno; consumidoras de
bienes y servicios publicos; agentes regulados por agencias del Estado; constructoras y/u operadoras de
obras de infraestructura; contribuyentes; etc.); (iii) simplificar procesos y procedimientos internos en
agencias estatales pertenecientes a diferentes niveles de gobierno; (iv) promover una mayor cooperacién y
mejor coordinacién inter-gubernamental con miras a elevar la eficiencia, eficacia, productividad y calidad
de la gestién de los programas de recaudacién, transferencia y gasto piiblico; (v) aumentar la transparencia
de las instituciones y politicas publicas, asi como elevar la responsabilidad de las clases tecno-burocratica
y politica del Estado, con base en la evaluacién de los resultados de su gestién; (vi) universalizar y
democratizar el acceso ciudadano a todo tipo de informacién y conocimiento, contribuyendo a un mayor
consumo de tales bienes piblicos globales, con el propésito estratégico de facilitar la socializacion,
inclusién y participacion ciudadana en procesos de eleccién colectiva cuyas decisiones afectan los
intereses y destinos de la comunidad; (vii) construir ¢ implantar un nuevo paradigma cultural de
funcionamiento del sector piiblico, donde las relaciones entre éste y la sociedad civil se apoyan
crecientemente en las posibilidades ofrecidas por las TI, y donde las tareas de modernizacién y reforma
del Estado.

Posibles focos de discusion

Revisién de experiencias nacionales de G2G (operaciones intra o entre-agencias de uno o més niveles de
gobierno); G2P (operaciones entre agencias de cualquier nivel de gobierno y sus proveedores en sentido
lato); G2C (operaciones entre agencias gubernamentales y ciudadanos en sentido lato); costos y
beneficios; avances y resultados alcanzados; principales dificultades a superar [ausencia de una politica de
Estado; insuficiente volumen de recursos materiales, financieros y humanos; disparidad de acceso;
insuficiente convergencia e integracién de redes informiticas; inadecuacién de marcos legal y regulatorio;
actitudes y comportamientos]; aspectos comunes y especificos del e-gobierno en paises con organizacién
politica federal o unitaria; posible futuro del e-gobierno en los paises de la regién.

% Carlos Lerda

Coordinador
XIII Seminario Regional de Politica Fiscal
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Disertacién Inaugural: “ Developing countries’ anti-cyclical policies in a globalized world”

The volatility and contagion characteristic of international financial markets, which have
dominated emerging economies during the 1990s, have long historical roots.! Indeed, from the mid-1970s
to the end of the 1980s, Latin America and other regions in the developing world experienced a long
boom-bust cycle, the most severe of its kind since that of the 1920s and 1930s. The shortening but also the
intensity of boom-bust cycles have been distinctive features of the recent decade. The latter is reflected, in
the words of the Chairman of the Federal Reserve Board, in the fact that the “size of the breakdowns and
required official finance to counter them is of a different order of magnitude than in the past”.?

Viewed from the perspective of developing countries, the essential feature of instability is the
succession of periods of intense capital inflows, in which financial risks significantly increase, facilitated
and sometimes enhanced by pro-cyclical domestic macroeconomic policies, and the latter phase of
adjustment, in which not only are these risks are exposed but also the pro-cyclical character of the
measures adopted to “restore confidence” amplify the flow (economic activity) and stock (portfolio)
effects of adjustment processes. An essential part of the solutions to these problems lies in strengthening
the institutional framework to prevent and manage financial crises at the global level.> This paper looks,
however, at the role of developing countries’ domestic policies in managing the pro-cyclical effects of
externally generated boom-bust cycles. It draws from an extensive recent literature on the subject * and
from the experience of Latin America in the 1990s.” It is divided in seven sections. The first two look at
the international asymmetries that lie behind and the specific macroeconomics of boom-bust cycles in the
developing world. The following sections look at the exchange rate regime, liability policies, prudential
regulation and supervision, and fiscal stabilization. The final section draws some conclusions.

I INTERNATIONAL MACROECONOMIC AND FINANCIAL ASYMMETRIES

The dynamics of boom-bust cycles is deeply rooted in the operation of financial markets, a point
that has been extensively recognized in the literature, but also in some basic asymmetries which
characterize the world economy. These asymmetries have largely (though not exclusively) center-
periphery dimensions. The first of them is basically macroeconomic. Put succinctly, whereas the center
economies —particularly the largest economies among them-- are “business cycle makers”, the developing
countries (the “periphery”, in this simple framework) are “business cycle takers”. This reflects the fact
that, broadly speaking, the center generates the global shocks (in terms of economic activity, financial
flows, commodity prices and the instability of the exchange rate of major currencies), to which developing
countries respond.

This asymmetry is closely associated to the fact that the center economies’ national currencies
(now regional in the case of most members of the European Union) are also international currencies. This
gives them some degrees of freedom in terms of the use of national monetary policies to manage domestic
business cycles, although certainly at the possible cost of exchange rate fluctuations in the current world
of floating exchange rates among major currencies; the degrees of freedom are obviously greater for the
country that has the major international currency (the United States) and more limited for the rest of the
industrialized economies. Through the effects of monetary policies on economic activity and the exchange
rates, the center economies generate externalities to the rest of the world that are not internalized by policy

!/ See, for example, in relation to Latin America, Bacha and Dfaz-Alejandro (1982).

2/ Greenspan (1998).

3/ There is an extensive literature on these issues. See, for example, Eatwell and Taylor (2000), Eichengreen (1999) and Ocampo
(19992, 1999b).

4 Among the many recent contributions to the analysis of this issue, see CEPAL/ECLAC (19982, Part Three; 2000a, Ch. 8),
Ffrench-Davis (1999), Furman and Stiglitz (1998), Helleiner (1997), Ocampo (1999b, ch. 5) and World Bank (1998), chapter 3.

5/ Latin America’s experience is regularly analyzed in ECLAC’s economic surveys. See, for example, CEPAL/ECLAC (1999) on
the effects of the Asian crisis.
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makers. These externalities are strongly felt in the developing world, which must adjust to them but lack
the degrees of freedom that the ability to supply international currencies provides. Again, putting it
succinctly, whereas the center is made of “policy making” economies (again, with variations among
them), the periphery is largely “policy taking”.

Indeed, developing countries are expected to behave in ways that generate ‘“credibility” to
financial markets, which implies, in particular, that they are expected to adopt pro-cyclical (austerity)
policies during crises. This generates, in turn, economic and political economy pressures to also adopt pro-
cyclical policies during booms. Non—financial agents and financial intermediaries resist restrictions which
authorities may impose on their ability to spend or lend during booms, whereas authorities are only happy
to have some breathing space after a period of austerity. Expressed in another way, not only are the
incentives to adjust absent during booms, but the drastic application of austerity rules during crises distorts
the incentives which economic agents and authorities face throughout the business cycle (why should you
also adjust during booms?).

Viewed in historical terms, whereas the move away from the gold standard since the 1930s freed
international-currency-issuing countries from adhering to the “rules of the game”, adherence to those rules
continued to be to a large extent a major feature of the periphery. “Depression economics”, as one author
has recently called it,° has been present all along in the non-interational-currency-issuing countries. Its
effects during crises have certainly been more sanguine in the last quarter of the twentieth century, due to
the coincidence of slower growth at the center and larger but volatile international capital flows. The latter
lifted, indeed, constraints on spending during booms, but only to make them more intense during the
subsequent bust. Although access to multilateral financing in the post-war period may have helped to
smooth out adjustment during crises, the counterpart of such financing has been, in any case, strict
adherence to the “rules of the game”.

The sharp distinction between “business cycle/policy takers™ and “business cycle/policy makers”
certainly goes a long way to summarize major features of the international economy today. However, it
should be qualified in three important ways. First of all, to the extent that there are domestic policy
alternatives, developing countries are not entirely “policy takers”. This paper is precisely focused on such
anti-cyclical policy alternatives. This does not eliminate, however, the basic assertion that current
incentives in the world order push them in the opposite direction, towards pro-cyclical policies. Moreover,
if authorities do indeed adopt such pro-cyclical policies, they help to amplify the world business cycles,
and to that extent they are “business cycle makers”. Finally, different developing countries have different
degrees of access to international financial safety nets, depending on private assessments of
creditworthiness (subject to error), international political and/or economic clout, and the corresponding
access to private or official financing. This implies that those who have a more limited access (the poorest
and the smallest countries) may face a disproportionate need for pro-cyclical domestic policy response to
external shocks.

The basic macroeconomic asymmetries between “business cycle/policy makers” and “business
cycle/policy takers” have as counterparts basic asymmetries in financial markets. Four must be singled
out: (a) between the size of developing countries’ domestic financial markets and the size of the
speculative pressures they may face; (b) the nature of the currencies in which external debt is
denominated, which generates significant currency mismatches between assets and liabilities; (c)
significant difference in the maturities supplied by domestic and international financial institutions, which
implies that there would be significant maturity mismatches for debtors unable to access international
markets (e.g., small and medium-size firms) and currency mismatches for those that can; and (d) the

¢ Krugman (1999).
7/ See, on this, the very interesting remarks of the Council on Foreign Relations Task Force (1999), ch. IIL
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thinness of domestic financial (particularly security) markets, which reduces the liquidity of financial
instruments. Viewed as a whole, this implies that domestic financial markets in the developing world are
significantly more “incomplete” that international financial markets, indicating that some financial
intermediation must necessarily be done through international markets. It also implies that integration into
international financial markets is integration between unequal partners.®

The associated risks can only be partly covered (e.g., currency risks of large non-financial
intermediaries®) or partly corrected by domestic policy actions. Indeed, some of the policy actions that
emerging economies can adopt to prevent risks merely reflect (or reproduce) rather than correct the basic
asymmetries in financial systems. For example, domestic financial risks in the developing world have a
large macroeconomic component, particularly those associated to fluctuations of exchange and interest
rates. This could be managed by adopting stronger prudential regulations of domestic financial activities
than minimum international (Basle) standards (see Section V below). However, this raises the costs of
financial intermediation and probably restricts the development of new financial services, thus shifting
financial asymmetries to another level, indeed increasing the incentives to use international financial
intermediation. The same can be said of moving to a currency board regime or giving up the national
currency altogether. While these moves certainly reduce or eliminate currency risks, they may merely shift
the underlying risks to other areas. Particularly, they could make economic activity more volatile, given
the additional restrictions on the adoption of anti-cyclical policies. We will return to this in Section III
below. In a very deep sense, developing countries face country rather than currency risks; the latter are, in
a sense, a mere manifestation of the former, which under certain conditions can generate additional
difficulties (an overvalued exchange rate in an adjustable peg system, or outright monetary and financial
mismanagement).

IL THE MACROECONOMICS OF BOOM-BUST CYCLES

The association between capital flows —and, more particularly, the net resource transfer—and
economic growth has been a strong feature of Latin America in the 1990s (and, for that matter, of the past
quarter century), as the panel A in Figure 1 indicates. This fact highlights the central role played by the
mechanisms by which externally-generated boom-bust cycles are transmitted in the “business cycle/policy
taking” countries.

These mechanisms are well known. The boom encourages an increase in public and private
spending, which will inevitably lead to an adjustment whose severity will bear a direct relationship to how
excessive spending levels were, as reflected in accumulated liabilities, and to the degree of mistrust
generated among market agents. Thus, temporary public sector revenues and readily accessible external
credit during booms generate an expansion of public sector spending, which will be followed by a severe
adjustment later on, when those conditions are no longer present. A private lending cycle is generated by
shifts in the availability of external financing and the cyclical patterns of international interest rates and
spreads; availability and spreads are associated, in turn, to significant asymmetries in risk evaluation
during booms and crises. Private-sector debt overhangs accumulated during the boom will subsequently
trigger a sharp contraction in lending, usually accompanied by deterioration in bank portfolios.

8/ CEPAL/ ECLAC (20003, ch. 8); Studart (1996). Hausemann’s (2000) concept of “original sin” captures the second and third of
these asymmetries.

%/ The coverage should be provided by private financial agents, and it is likely to be limited. The government or the central bank
can also provide some of the coverage, and indeed may help to develop a market for such risk-management instruments.
However, they could merely “socialize” the macroeconomic risks involved, potentially increasing the corresponding fiscal and
quasi-fiscal costs (see Section VI below).

Disertacién Inaugural - 7



Disertacién Inaugural: “ Developing countries’ anti-cyclical policies in a globalized world”

Figure 1

LATIN AMERICA: EXTERNAL VOLATILITY AND REAL EXCHANGE RATE
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Poor prudential regulation and supervision of financial systems, and a lack of experience of
financial agents in evaluating risks will lead to a significant underestimation of risks, reinforcing the credit
expansion during the boom. Both conditions are characteristics of periods of rapid financial liberalization.
Nevertheless, even well regulated systems are subject to periodic episodes of euphoria, when risks are
underestimated, as the experience of many industrialized countries indicates. Private-sector borrowing and
spending sprees spur sharp upswings in the prices of certain assets (particularly financial instruments and
real estate). This produces a wealth effect that in turn accentuates the boom in spending, but the reverse
will hold when spending, borrowing and, consequently, asset prices fall. This process is reinforced by the
greater liquidity that characterize fixed assets during periods of financial euphoria —i.e., the fact that

g_SimpIe average ~ * - Median
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buyers are more readily available and thus financial decisions are more easily reversible without incurring
in substantial losses-- and, on the contrary, their reduced liquidity during crises. The use of assets as
collateral will facilitate the boom in private spending and borrowing, but it will then increase the
vulnerability of the financial system during the subsequent downswing, when it becomes clear that the
loans did not have enough backing. Asset prices will then plunge even further as debtors strive to cover
their financial obligations and creditors seek to liquidate the assets received in payment for outstanding
debts.

Capital account booms —as well as high export prices—will also induce an exchange rate
appreciation, and strong pressures on exchange rate and interest rates during the ensuing busts. Exchange
rate fluctuations have, in turn, significant wealth effects in countries with large net external liabilities.
The capital gains generated by appreciation during booms further fuels the spending boom, whereas the
capital losses generated by depreciation have the opposite effect and may weaken domestic financial
intermediaries. This is true even if prudential regulations forbid them from holding currency mismatches
in their portfolio, as the capital losses incurred by non-financial firms with mixed external and domestic
liabilities transforms the currency risks of the former into domestic financial risks. Thus, the wealth
effects of exchange rate variations are certainly pro-cyclical in debtor countries. The income effects may
have similar signs, at least in the short run, as the extensive literature on the contractionary effects of
devaluation indicates.'

The associated macroeconomic volatility is costly in both economic and social terms. In economic
terms, it increases uncertainty, reduces the efficiency of fixed capital investment and leads economic
agents to prefer “defensive” microeconomic strategies that avoid committing fixed capital in the
production process. For all of these reasons, it discourages investment. The higher risk levels faced by
domestic financial system biases lending to shorter maturities, reducing its ability to intermediate the
savings-investment process and generating a lending structure that increases risks (see Section IV). If
severe enough, the domestic financial crisis will generate losses that amount to the equivalent of large
proportions of GDP. Exchange rate appreciation during booms may generate, in turn, “Dutch disease”
effects on tradable sectors, which become permanent if significant learning processes are present.”!

In social terms, there is growing evidence in Latin America of ratchet effects of employment and
poverty (and probably income distribution) through the business cycle.' This is associated to permanent
losses in human capital during crises: children who leave school and never return, workers who lose
labor experience and connections as a result of un- or underemployment, small-sized firms that lose their
assets and goodwill, etc. The recovery that follows may benefit other persons and firms than those who
experienced difficulties during the crisis, thus generating permanent losses for the latter. There may also
be ratchet effects on the quality of public sector services as the result of cycles in spending. Thus, for
example, the loss of human capital and morale and growing disorganization of services during the Latin
American debt crisis of the 1980s was not entirely reversed by recovery in the 1990s.

The most important policy implication of the high costs of externally-generated boom-bust cycles
is that the developing country authorities need to focus their attention on crisis prevention, i.e., on

10/ See, in particular, Cooper (1971), Diaz-Alejandro (1988, ch. 1) and Krugman and Taylor (1978) for classic analyses of this
topic.

Y This is a characteristic of “Dutch disease” effects in their dynamic version. See Krugman (1990, ch. 7) and van Wijnbergen
(1984).

12/ The aggregate unemployment rate of Latin America (and of several individual countries) shows such a pattern: a sharp increase
during the “Tequila” crisis that had not been entirely reversed when the Asian crises hit and increased it again. The evolution of
poverty in the region over the past two decades shows the same pattern: an increase in the 1980s that was not entirely reversed in
the 1990s, despite the fact that by the end of decade per-capita GDP was above the 1980 level. The patterns of poverty in
Argentina and Mexico through crisis and recovery show a similar performance, as reflected in the fact that by 1997 and 1998
poverty was not back to 1994 levels. See CEPAL/ECLAC (20004, ch. 8; 2000b, ch. 1) and Lustig (1999).
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managing booms, since in most cases crises are the inevitable result of poorly managed booms.
Concentration of attention in crisis prevention recognizes, moreover, an obvious fact: that the degrees of
freedom of the authorities may be greater during booms than during crises. The way crises are managed
is not irrelevant, however. In particular, different policy mixes may have quite different effects on
economic activity and employment, on the one hand, and on the domestic financial system, on the other.

The following sections of this paper argue for a mix based on four different sets of policies: (a)
managed exchange rate flexibility cum capital account regulations to provide room for anti-cyclical
monetary and financial policies; (b) strong “liability policies” to improve the debt profiles of the
countries (which include but go beyond capital account regulations); (c) an anti-cyclical management of
prudential regulation and supervision of domestic financial systems; and (d) fiscal stabilization. All
policies have limited effects, given the reduced degrees of freedom that authorities face and the reduced
effectiveness of some instruments in globalized markets. Thus, policy mixes in which these different
elements support each other in their anti-cyclical task are called for. The specific emphasis will vary
depending on the macroeconomic constraints and traditions of each particular country.

IIl. THE EXCHANGE RATE REGIME

In today’s open developing economies, the exchange rate regime is subject to two conflicting
demands, which are not easily reconcilable. These conflicts are closely associated to the more limited
degrees of freedom that authorities face in a world of limited policy instruments and reduced policy
effectiveness.

The first is a demand for stability. It comes from trade, but also from the capital account and from
domestic price stability. With the dismantling of traditional trade policies, the real exchange rate has
become a key determinant of international competitiveness.”> Given the central role that exports play in
the growth process, competitive real exchange rates are essential for sustained economic growth. Indeed,
the structural deterioration in the growth/trade balance trade-off which Latin America experienced in the
1990s with respect to the three decades prior to the debt crisis (see Figure 2) may be explained by the
combination of trade liberalization and the fairly broad real exchange rate appreciation trend which the
region experienced during the past decade (Figure 1).'*

From the point of view of the capital account, a “hard peg” is seen as a useful instrument to avoid
the pro-cyclical wealth effects of exchange rate fluctuations in countries with significant liabilities
denominated in foreign currencies.”” Finally, from the point of view of macroeconomic policy, it is
associated to the need to anchor the price level as part of anti-inflationary programs or, more generally, to
guarantee price stability, in small open economies. It should be emphasized that these two demands for
stability may be inconsistent with that which comes from trade. Thus, an anti-inflationary program or
hard pegs lead many times to overvalued exchange rates that run counter to the objective of international
competitiveness.

13/ We will not deal here, however, with the literature on the long-run determinants of the real exchange rate. It suffices for our
purposes that nominal exchange rates be relevant in the evolution of real exchange rates through the business cycle. This
characteristic is clearly born out by the experience of Latin America in the 1990s. Thus, in particular, nominal appreciation
pressures (relative to national inflation levels) were strong during the capital booms pre- and post-“Tequila”, and were reflected in
strong real appreciation; during the Asian crisis, nominal devaluations had very limited inflationary effects and, thus, strong real
effects; and the Mexican devaluation of 1994-1995 had also strong real effect, though it was also inflationary. A way of posing
these issues is that access and conditions of external financing are one of the determinants of the real exchange rate, alongside
others (the terms of trade, the fiscal stance, relative productivity trends in tradables vs. non-tradables, etc.), but that the magnitude
of external financing/real exchange rate link is not independent of the exchange rate regime.

14/ This deterioration of the growth/trade balance trade-off seems to be a feature of most of the developing world. See UNCTAD
(1999, Part Two, ch. IV). For Latin America, see CEPAL/ECLAC (20004, ch. 1).

13/ See, for example, Hausmann (2000) and Calvo (2000).
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Figure 2
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The second is a demand for flexibility. It also comes from both the trade and the capital account.
On the trade side, exchange rate flexibility has been traditionally seen as a useful instrument to accelerate
real exchange rate adjustments in the face of external shocks (terms of trade changes, exchange rate
adjustments or growth trade of major trading partners, etc.). Also, boom-bust cycles in international
capital markets generate a demand for flexible macroeconomic variables to absorb, in the short run, the
positive and negative shocks they generate. Given the reduced effectiveness of some traditional policy
instruments in open economies —particularly monetary policy—, the exchange rate plays an essential role
in helping to absorb such shocks. This demand for flexibility explains the fairly broad trends towards
greater exchange rate flexibility that characterizes the world economy since the breakdown of the dollar
standard in the early 1970s. The Argentinean and Ecuadorean cases aside, this has also been the trend in
Latin America in the 1990s and was particularly noticeable during the recent Asian crisis.

The relevance of these conflicting demands is not captured in the call by many analysts to adopt
either of the two polar exchange rate regimes, either a totally flexible exchange rate or a currency board
(or outright dollarization). Indeed, the case for polar regimes is a call to recognize that policy autonomy
is quite limited in today’s world and, thus, that any attempt to manage the conflicting demands on
exchange rate policy should be given up. The “revealed preference” of authorities in the developing
world is, on the contrary, to choose intermediate regimes of managed exchange rate flexibility (such as
crawling pegs and bands, and dirty flotation), in an attempt to reconcile these conflicting demands.'®

Currency boards certainly introduce built-in institutional arrangements that provide for fiscal and
monetary discipline, but they reduce and, in the limit, eliminate the room for stabilizing monetary and
credit policies —both of them necessary to prevent crises and to facilitate recovery in a post-crisis

16/ For recent defenses of intermediate regimes, see CEPAL/ECLAC (2000a), ch. 8, Frankel (1999) and Williamson (2000). For
an interesting review of the recent controversy on exchange rate regimes, see Velasco (2000).
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environment. It thus tends to generate stronger swings in economic activity and asset prices. In other
words, the fiscal and monetary discipline characteristic of this exchange rate regime enhances the pro-
cyclical features of “business cycle/policy taking” economies. Probably as a result of this, these
arrangements are not speculation-proof, as the experience of Argentina in 1994-1995, Hong Kong in
1997 and, for that matter, of the gold standard in the periphery indicates.”” More generally, they are not
free from pro-cyclical, externally-induced pressure on interest rates. In this regime, adjustment to cyclical
or structural overvaluation (if the economy gets “locked” in an overvalued exchange rate during the
transition, or as a result of effective devaluation by major trade partners, or the appreciation of the
currency to which the exchange rate is tied) is painful, as it relies on open deflation to operate. This
process is very slow, as the experience of Argentina during the Asian crisis indicates. Structural
overvaluation in a currency board regime may thus become a bet to low structural rates of growth (mixed
with strong business cycles).

On the other hand, the volatility characteristic of freely floating exchange rate regimes increases
the costs of trade transactions, thus reducing the benefits of international specialization, and may be
subject to adverse “Dutch disease” effects during booms. Moreover, they run the risk of merely
becoming a different way of transmitting boom-bust cycles, through the pro-cyclical wealth and
(possibly) income effects of exchange rate variations outlined in the previous section. Flexibility
certainly deters some short-term flows —particularly portfolio flows and shortterm debt—, but it is
unlikely to smooth out the medium-term capital account cycle. Rather, it could enhance it, as the
significant capital gains and losses associated to real exchange rate cycles may further encourage “self-
fulfilling” booms and busts.

Moreover, anti-cyclical monetary or credit policies under freely floating exchange rate regimes
with open capital accounts enhance cyclical exchange rate fluctuations. Indeed, the key problem faced by
the authorities during booms in economies with open capital accounts is that the capital market exerts
downward pressure on interest rates, appreciation pressure on the exchange rate, or a combination of the
two. In these cases, any attempt by policy-makers to counteract the upward trend in private and public
spending by using contractionary monetary policies will only fuel the trend towards exchange rate
appreciation. During crises, markets push for a mix of devaluation and interest rate hikes. Any attempt to
avoid the latter by expansionary monetary policy will encourage stronger devaluation. Thus, if authorities
consider that the exchange rate fluctuations generated by boom-bust cycles are too strong to start with,
they may be encouraged to use monetary policy to smooth out such fluctuations. Thus, the “monetary
autonomy” features of free floating, in the traditional sense of the term --i.e., the ability to adopt
monetary policies on the basis of domestic factors alone--, may not materialize.

The ability of a flexible exchange rate regime to smooth out the effects of externally-generated
boom-bust cycles thus depends on the capacity to effectively manage an anti-cyclical monetary and credit
policy without enhancing pro-cyclical exchange rate patterns. This is only possible in managed exchange
rate regimes cum capital account regulation. It is only in this case that we can speak of effective, though
certainly limited, “monetary autonomy”. During periods of euphoria, this means that macroeconomic
policies must focus on mitigating upward pressures on private and public sector spending through
contractionary monetary (classical open market operations, sterilized accumulation of international
reserves, and higher reserve or liquidity requirements) or credit (caps on credit growth) policies,
supported by capital account regulations that restrict the additional capital inflows induced by upward
pressures on domestic interest rates. During crises, it means that the ability to effectively use monetary
policy as an expansionary policy tool without generating excessive devaluation may require effective

1/ In the gold standard era, prices were more flexible, but price flexibility tended to generate additional domestic financial risks
during crises (due to the rapid increase in real debts generated by deflation, which may be thought as equivalent today to very
high real interest rates during the crisis). It also generated a strong short-term bias in domestic lending, associated to the need to
reduce nominal portfolios rapidly during periods of contraction of monetary aggregates.
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regulations to avoid capital outflows. To avoid credibility issues and guarantee effectiveness, the basic
mechanisms of capital account regulation should be in place throughout the business cycle, and should be
tightened or loosened depending on the phase of the cycle (see Section IV below).

Other features may support the choice of intermediate regimes, particularly in the smaller
developing countries. First of all, the “law of one price” does not hold even in fairly small economies, as
reflected in the fact that real exchange rate variability is only weakly dependent on the size of the
economies, despite the greater relative weight of foreign trade in the smaller economies. '® Secondly, the
strong dependence of these economies on foreign trade makes profitability in a broader range of
economic activities dependent on the real exchange rate. Thirdly, the stronger dependence of public-
sector finances in these economies on external factors limits the room for anti-cyclical fiscal policies.
Finally, the thinness of exchange rate markets make them subject to stronger volatility under free
floating, and the thinness of domestic capital markets limits the chances for sterilized monetary
operations. Thus, some exchange rate flexibility is useful (first feature) and may be a necessary anti-
cyclical instrument (second and third features), but the thinness of markets eliminates the usefulness of
free floating (fourth feature).

Although intermediate regimes thus provide the only framework for anti-cyclical policies in
“business cycle/policy taking” countries, and thus some degree of “monetary autonomy”, their scope is,
in any case, limited. First, it depends on the effectiveness of capital account regulations as a
macroeconomic policy tool, a point on which we will return below. Second, all intermediate (“dirty”)
options are subject to speculative pressures if they do not generate credibility in markets, and the costs of
defending exchange rate from pressures is very costly in this context. Third, sterilized reserve
accumulation during booms is also costly. Although the additional reserves may provide additional “self-
insurance” during the ensuing crises, sterilization may generate significant quasi-fiscal losses.

The usefulness of this approach also depends on effective incentives for the authorities to behave
in an anti-cyclical fashion. In this regard, the exclusive focus on inflation rate targeting characteristic of
most independent central banks, or the incentives that governments face in post-inflationary
environments, may generate strong “appreciation biases” that lead to asymmetric interventions. In
particular, given the expected effects of the exchange rate on the price level, devaluation during crises is
resisted more than appreciation during booms. Since both features are certainly characteristic of Latin
America, it may explain the longer term trend to stronger currencies which characterized the region in the
1990s, which was only temporarily slowed down by the “Tequila” and Asian crises (see Figure 1, Panel
B).

Available Latin American evidence is difficult to evaluate in the light of incomplete evidence on
certain regimes (particularly, the absence of sustained clean floats—the closest example being Mexico
since the Tequila crisis), frequent regime changes and the aforementioned policy biases. Figure 3 and 4
provide some evidence. Figure 3 indicates that a low degree of real exchange rate volatility has been
characteristic of quite different exchange rate histories, including Argentina’s currency board but also
Costa Rica’s crawling peg (cum highly publically-controlled domestic financial sector) and Peru’s highly
managed float. The highest volatility has been characteristic of Brazil, which tried, unsuccessfully, to
defend an overvalued exchange rate inherited from the Real Plan. El Salvador, with a virtual peg, and
Colombia, which had through most of the decade a system of exchange rate bands, have also experienced
high real exchange rate volatility. On the other hand, there is only weak association between real
exchange rate volatility and GDP volatility, and only a weak negative association between the first of
these variables and GDP growth. Argentina, under the currency board regime, may be thought as an

18/ See, for Latin America and the Caribbean, CEPAL/ECLAC (20002, ch. 11).
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example of lack of exchange rate flexibility generating high GDP volatility (the highest in the region
after Venezuela).

Generally speaking, authorities have found it difficult to undertake anti-cyclical monetary policies
under all regimes. Broadly speaking, interest rate movements follow the external cycle in all countries:
an increase during the Tequila crisis, a reduction during the capital boom that followed, and an increase
during the recent international financial crisis (see Figure 4). The intensity of these cycles varies
according to country and through time. Argentina under the currency board has not been immune to
upward pressures on interest rates during crises —strong during the “Tequila” and somewhat weaker but
repetitive during the recent crisis—and, as indicated, has experienced the strongest business cycle. The
highest interest rates have been characteristic, however, of episodes in which the authorities have used
contractionary monetary policy to avoid or slowdown devaluation pressures in the foreign exchange
market. This is the case of Brazil from late-1997 to early 1999, Chile in the second semester of 1998,
Colombia during most of 1998 and part of 1999, Mexico during the Tequila crisis, and Peru during the
second semester of 1998 and most of 1999. All these episodes were very costly in terms of economic
activity. The parallel movements of exchange and interest rates is striking in some countries, particularly
in Mexico and Peru. True episodes of “monetary autonomy”, in the sense that we have used this term
above, have been rare, but have been more frequent in Chile and Colombia, the two countries that have
used more actively capital account regulations as a complement to exchange rate policy.

Disertacién Inaugural - 14



Disertaci6n Inaugural: “ Developing countries’ anti-cyclical policies in a globalized world”

Figure 3
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Figure 4

DEVALUATION AND DOMESTIC INTEREST RATES
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Iv. LIABILITY POLICIES

The accumulation of risks during booms will depend not only on the magnitude of domestic and
private debts but also on their maturity structure. Capital-account regulations thus have a dual role, as a
macroeconomic policy tool, which provides some room for anti-cyclical monetary policies, and as a
“liability policy”, to improve private sector external debt profiles. More direct liability policies should
also be adopted to improve public sector debt profiles.'

Viewed as a macroeconomic policy tool, capital account regulations are aimed at the direct source
of the boom-bust cycles: unstable capital flows. If they are successful, they will provide some room to
“lean against the wind” during periods of financial euphoria, through the adoption of a contractionary
monetary policy and reduced appreciation pressures. If effective, they will also reduce or eliminate the
quasi-fiscal costs of sterilized foreign exchange accumulation. During crisis, they may also provide
“breathing space” for expansionary monetary policies.

Viewed as a liability policy, capital account regulations recognize the fact that the market
generously rewards sound external debt structures.?® This is because, during times of uncertainty, the
market responds to gross, rather than merely net, financing requirements, which means that the rollover
of short-term liabilities is not financially neutral. Under these circumstances, a time profile that leans
towards longer-term obligations will considerably reduce the level of risk. This indicates that an essential
component of economic policy management during booms should be measures to improve maturity
structures, of both the private and the public sector, and both external and domestic liabilities.

The greatest innovation in this sphere made during the 1990s was unquestionably the
establishment of reserve requirements for foreign-currency liabilities in Chile and Colombia (see Box 1).
The advantage of this system is that it creates a non-discretionary price incentive that penalizes short-
term foreign-currency liabilities more heavily. The corresponding levy is significantly higher than the
level that has been suggested for an international Tobin tax.*!

19/ The emphasis on liabilities rather than balance sheets here recognizes the fact that they are the most important element of
national balance sheet for short-term macroeconomic purposes, together with liquid assets.

207 An excellent recent treatment of this issue is Rodrik and Velasco (1999).

217 See Tobin (1978) and Eichengreen and Wyplosz (1996).
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Box 1
Price-based capital account regulations in Chile and Colombia

Under the Chilean system, established in 1991, all loans were subject to a foreign-currency deposit in the
central bank at a flat rate (that reached a peak value of 30%) for a specified period (initially three months, but
later lengthened to 12). Under the Colombian system, created in 1993, this deposit requirement applied only to
credits with maturities below a specified term (initially 18 months, but this was later lengthened to between three
and five years); the amount to be deposited was inversely proportional to the term of the credit. Because of its
greater complexity, this system was replaced by a simpler one in 1997 that was similar to the Chilean scheme, the
main difference being that the deposit (originally 30% for 18 months) is made in the local currency and is
therefore not protected from devaluation.

In both cases, the deposit may be replaced by the payment of a sum to the central bank equivalent to the
opportunity cost, which means that it is exactly equivalent to a fixed cost for external borrowing (i.e., a Tobin
tax). This levy is quite high, however, far higher than the level that has been suggested for an international Tobin
tax: about 3% in the Chilean system for one-year loans during booms in the capital market; and an average of
13.6% for one-year loans in Colombia during 1994-1998 and 6.4% for three-year loans. The magnitude of the tax
also tends to fluctuate endogenously as a function of certain macroeconomic variables (the external interest rate,
in the Chilean case; that variable plus the domestic interest rate and devaluation expectations in Colombia). The
management of this tax has been countercyclical, as it has been raised during boom years and lowered, indeed to
zero rate in both countries, during the recent financial crisis.

In both countries, reserve requirements have been complemented by other regulations on capital flows. In
Chile, all investments —including direct and portfolio investments— were subject to a one-year minimum stay
requirement up to May 2000, and there are a number of rules regarding minimum sums and ratings for bond and
ADR issues on the external market as well. In Colombia there are no restrictions on direct investment, but the
operations of portfolio investors in the country and bond or ADR issues made by Colombian firms on foreign
markets are subject to the direct control of the Superintendency of Securities. In Colombia trade loans are exempt
from reserve requirements, but other types of regulations have been used to control this type of borrowing:
minimum payment periods for imports of consumer and intermediate goods, and quantitative limits on the
amount of export credit that is exempt from reserve requirements or eligible for a reduced reserve requirement.

The effectiveness of reserve requirements has been subject to a great deal of controversy.  There
is fairly broad agreement on their effectiveness as a liability policy. In this regard, although there are
many other variables that influence the indicators shown in Figure 5, they tend to confirm the observation
that both countries have an above-average external debt profile. On the other hand, there are greater
controversies about their effectiveness as a macroeconomic policy tool. Indeed, as indicated in the last
section, neither country has been free from pro-cyclical macroeconomic policy patterns. However,
judging from the solid evidence that exists with respect to the sensitivity of capital flows to interest rate
spreads in both countries, reserve requirements do influence the volume of capital flows at given interest
rates. This may reflect the fact that national firms’ access to external funds actually is not independent of
their maturities (in other words, the substitution effect between short- and long-term finance is
imperfect), and that available mechanisms for evading or eluding these requirements are costly.23

2/ For documents which support the effectiveness of these regulations, see Agosin (1998), Agosin and Ffrench-Davis (1999), Le
Fort and Budnevich (1997), Le Fort and Lehman (2000) Cardenas and Barrera (1997), Ocampo and Tovar (1999) and Villar and
Rincén (2000). For an opposite view, see de Gregorio, Edwards and Valdés (2000) and Valdés-Prieto and Soto (1998). There
have also been explicit taxes on foreign-currency borrowing in other countries, notably Brazil. In Colombia, an attempt was made
to set up this kind of system in early 1997, but the Constitutional Court ruled it unconstitutional.

2/ Some of these mechanisms, such as the use of hedging, enable investors to cover some of the effects of these regulations, but
in large part by transferring risks (and, more specifically, the risk associated to long-term financing) to other agents.
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Alternatively, if higher reserve requirements induce new flows through their effect on interest rates, their
ability to affect the latter should be seen as an indication that they are effective as a macroeconomic
policy tool. In Colombia, where these regulations have been modified more extensively over the years,
there is strong evidence that increases in reserve requirements have reduced flows 2 or, alternatively,
have been effective in increasing domestic interest rates.”

Some problems in the management of these regulations have been associated with changes in the
relevant policy parameters. The difficulties experienced in this connection by the two countries have
differed. In Chile, the basic problem has been the variability of the rules pertaining to the exchange rate,
since the upper and lower limits of the exchange rate bands (in pesos per dollar) were changed on
numerous occasions until abandoned in 1998. During capital account booms, this gave rise to a “safe bet”
for agents bringing in capital, since when the exchange rate neared the floor of the band, the probability
that the floor would be adjusted downward was high. In Colombia, the main problem has been the
frequency of the changes in reserve requirements. Changes foreseen by the market have sparked
speculation, thereby diminishing the effectiveness of such measures for some time following the
requirements’ modification. It is interesting to note that in both countries reserve requirements have been
seen as a complement to, rather than as a substitute for, other macroeconomic policies, which have been
certainly superior in Chile. In particular, the expansionary and contractionary phases of monetary policy
have been much more marked in Colombia, and this country’s fiscal position deteriorated through the
decade.

24 Ocampo and Tovar (1999).
25/ villar and Rincén (2000).
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SHORT TERM LIABILITIES TO BANKS
(As percentages of total external bank loans)
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The three basic advantages of this regime are its preventive nature, its simplicity and its non-
discretionary character. Capital account regulations during booms, which have a preventive character, are
certainly preferable to crisis-driven quantitative controls during crises. Indeed, such controls generate
serious credibility issues and may be ineffective, as a tradition of regulation and supervision may be
necessary to make them operative. Indeed, permanent regulation regimes that are tightened or loosened
through the cycle are superior to the alternation of free capital mobility during booms and quantitative
restrictions on outflows during crisises. However, simple quantitative restrictions that rule out certain
forms of indebtedness (e.g., short-term foreign indebtedness, except trade credit lines) may also be simple
and preventive in character, and may be simple to administer in underdeveloped regulatory regimes.

These direct regulations on the capital account can be partly substituted by prudential regulation
and supervision as an alternative to capital account regulations. In particular, higher liquidity (or reserve)
requirements for the financial system’s foreign-currency liabilities can be established. Also, the rating of
domestic lending to firms with substantial foreign liabilities can be reduced and the provisions associated
to such loans increased. The main problem with these options is that they have no effect on the foreign-
currency liabilities of non-financial agents and indeed may encourage them to borrow more abroad.
Accordingly, it needs to be supplemented with other disincentives for external borrowing by those firms,
such as tax provisions applying to foreign-currency liabilities (e.g., allowing only partial deductions for
interest payments abroad), public disclosure of the short-term external liabilities of firms and regulations
requiring rating agencies to give special weight to this factor.?

Price-based capital account regulations may thus be a superior alternative and simpler to
administer than an equivalent system based on prudential regulations plus additional policies aimed at
non-financial firms. Among its virtues, vis-d-vis prudential regulation and supervision, we should also
include the fact that it is price-based (some prudential regulations, such as prohibitions on certain types
of operations, are not) and non-discretionary (on the contrary, prudential supervision tends to be
discretionary in its operation). Indeed, equivalent practices are used by private agents, such as the selling
fees impozied by mutual funds on investments held for a short period, in order to discourage short-term
holdings.

In the case of the public sector, direct control by the Ministry of Finance (in some cases by the central
bank) is the most important liability policy, including control on borrowing by other public-sector agencies
and autonomous sub-national governments.” Public sector debt profiles that lean too far towards short-term
obligations may be manageable during booms, but may become a major destabilizing factor during crises.
This remark is equally valid for external and for domestic public sector liabilities. The most straightforward
reason for this is that residents holding short-term public sector securities have other options besides rolling
over the public sector debt, including capital flight. This is even clearer if foreigners have access to domestic
securities.

Thus, when gross borrowing requirements are high, the interest rate will have to rise in order to make
debt rollovers attractive. Higher interest rates are also immediately reflected in the budget deficit, thereby
rapidly changing the trend in the public-sector debt, as happened in Brazil during the recent crisis (see Figure
6). In addition, rollovers may be viable only if risks of devaluation or future interest rate hikes can be passed
on to the government, generating additional sources of destabilization. Mexico’s widely publicized move to
replace in 1994 peso-denominated securities (Treasury Certificates or Cetes) by dollar-denominated bonds
(Tesobonos), which was one of the crucial factors in the crisis that hit the country late in that year, was no
doubt facilitated by the short-term profile of Cetes.”<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>