


 “We are better prepared this time (thanks to 
good policies)” But, are we? Were policies 
(and what policies) good? 

 A paradox: financial conditions are indeed 
better, but this has not helped because the 
trade vulnerability is high 

 So, the severity of the shock indicates that, 
for Latin America, this is a trade crisis, 
not a financial crisis. 

THE FUNDAMENTAL ISSUES 



 This implies that the export engine is not 
enough. Should Latin America look back at 
the domestic/regional market? At industrial 
policies? At broader State intervention? 

 Has the margin for counter-cyclical 
economic policies helped? 

  Possible reversal of several positive recent 
social trends. Employment is the weakest 
link. 

THE FUNDAMENTAL ISSUES 



  A spectacular boom, essentially of external 
origin… 

  … though on the back of overall poor growth 
after structural reforms. 

  Poverty levels declined by 10 percentage 
points. 

  This was facilitated by a positive trend in 
income distribution. 

  Labor market conditions also improved, but 
their long-term trend is problematic. 

WHERE DO WE COME FROM? 







POVERTY DECLINED SHARPLY 
DURING THE BOOM… 



… HELPED BY FAVORABLE TRENDS 
IN INCOME DISTRIBUTION 



 Remittances have declined                    
… and strongly so since the second 
quarter of 2009 

 Financial conditions have deteriorated … 
…but less so than during previous crises 

 The trade shock (in volume and price 
terms) is severe 

THE TRANSMISION OF THE 
CRISIS 













RESERVE LOSSES WERE MINIMAL, 
EVEN AT THE WORST OF THE CRISIS 











BRIGHT (OR LESS DARK) SPOTS IN 
EXPORT PERFOMANCE 

1.  Exports to China fell 4% vs. 31% to the 
world. They increased in the case of 
MERCOSUR 

2.  Central American exports fell less, due to 
more limited price cuts (12 vs. 25%). 

3.  Intra-regional trade in Central America falls 
less (13%) than in MERCOSUR and the 
Andean Community (34% in both cases) 

4.  Service exports fell less than goods exports 



  What is the margin for counter-cyclical 
policies, both fiscal and monetary? 

  What international support do they need? 

  In what ways do they depend on the 
intensity and duration of the crisis? 

THE MARGIN FOR COUNTER-
CYCLICAL POLICIES: 

The debate 



  Public sector balances were generally healthy 
… but public sector spending increased 
rapidly in most countries 

  Monetary an credit policy did not neutralize 
the boom 

  Latin America spent the commodity price 
boom 

  The best legacy: high levels of foreign 
exchange reserves as the result of massive 
interventions in foreign exchange markets. 

COUNTER-CYCLICAL POLICIES:  
The boom 



  Latin America avoided the contractionary 
policies typical of previous crises… 

  … but true counter-cyclical policies have 
been moderate, and have depended on 
monetary/credit more than on fiscal policies 
(with some exceptions)  

  But this has not avoided the recession or 
strong slowdown. 

COUNTER-CYCLICAL POLICIES: 
The crisis 















THE SITUATION WAS EFFECTIVELY 
HEALTHIER AT THE END OF THE BOOM 





  Despite the broader margins for 
counter-cyclical policies, growth was 
strongly hit 

  Poor short-term growth comes on top 
on poor long-term performance in most 
countries 

  The most troublesome feature is trade 
performance and prospects 















   Has Latin America lost the growth engine? Is the 
orthodox export-led strategy over? 

   Will some for of inward-looking orientation work? 
  A pure inward-looking strategy would work for very 

few countries (Brazil, perhaps Argentina and 
Colombia) 

  Integration would work, but politics does not help 

   The alternative would be a more aggressive export 
diversification strategy: 
  More ambitious production and technological policies 
  Reorientation towards hacia Asia (China), but this 

also requires export diversification. 

THE ALTERNATIVES  
FOR LATIN AMERICA 



  The most clear: deterioration in the labor market, on 
top of overall poor record. Mexico and Colombia 
look at particularly vulnerable. 

  Possible reversal of positive poverty and income 
distribution trends 

  Asymmetries in the performance of social indicators 
through the business cycle 

  Policy trends: 
  Social spending is likely to be less pro-cyclical than in the 

past 
  Conditional cash transfers are in place in several countries, 

which can be used with counter-cyclical purposes… 
  … but we still lack an automatic stabilizer to manage the 

social effects of crises.  
  Employment has to be at the center. 




