
 

 

 

The Political Challenges of Economic Reforms in Latin America 

Notes 
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4 For a discussion of the stages of reform in the region, see Moisés Naím, "Latin 
America: The Second Stage of Reform," Journal of Democracy, vol. 5, no. 4 (October 
1994).  

5 Regarding the political impact of economic volatility, Ricardo Hausmann, Chief 
Economist at the Inter-American Development Bank, writes: "The many benefits of 
globalization will not compensate for the costs of volatile capitalism quickly enough to 
build, much less sustain, a strong social consensus around the policies that facilitate 
global integration. If volatility remains unchecked, a backlash will build against the 
market-oriented, democratic reforms that are essential to consolidating the remarkable 
political and economic progress of the last decade." See Ricardo Hausmann, "Will 
Volatility Kill Market Democracy?" Foreign Policy (Summer 1997). 
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9 For an excellent review of these issues, see Liliana Rojas-Suarez, ed., Safe and Sound 
Financial Systems: What Works for Latin America (Washington, D.C.: Inter-American 
Development Bank, 1997). For a broad assessment of banking system issues, see 
International Monetary Fund, Toward a Framework for Financial Stability (Washington, 
D.C.: IMF, 1998). 

10 For a discussion of the benefits of and issues surrounding foreign participation in 
Latin American banking systems, see Michael Gavin and Ricardo Hausmann, "Make or 
Buy? Approaches to Financial Market Integration," in Rojas-Suarez, Safe and Sound 
Financial Systems, op. cit., pp. 133—162. 

11 Reformers may be able to counter such nationalist sentiments by arguing that the 
banking sector is crucially important to the growth of the whole economy, and that this 
sector needs to import bank management skills.  

12 Regulatory forbearance means that the superintendent hesitates to intervene in a bank 
that is technically insolvent—perhaps in the (usually false) hope that the bank will be 
able to recover, or perhaps due to political pressure. On the importance of both political 
independence and technical capacity of the superintendent, see Stephan Haggard, Chung 
H. Lee, and Sylvia Maxfield, eds., The Politics of Finance in Developing Countries 
(Ithaca: Cornell University Press, 1993). 

13 These measures are well reflected in the recent legislation in Panama. 

14 In the short run, it may be useful to develop arbitration procedures to which debtors 
and creditors can resort without awaiting resolution through the judicial system. 

15 Such mechanisms should also cover the rules and processes for mergers and 
acquisitions, which are often the best approach for dealing with a bankrupt firm or 
insolvent bank. 

16 Argentina made important and rapid progress in this area during the Tequila crisis in 
1995. 

17 Some argue that excessive risk-taking by bank managers and owners cannot be 
avoided as long as the government stands ready and able to be a lender of last resort. This 
argues in favor of a currency board arrangement, as in Argentina and Estonia, in which 
that government's capacity to lend to the banking system is severely restricted. 

18 On this point, Aristobulo de Juan writes: "Bank crises are great. We all need a good 
banking crisis in order to ignite the engine and to undertake serious banking reforms. 
This may sound like black humor, but, in fact, it is only when a country has a serious 
crisis that its governments reacts thoroughly and addresses key areas as bank 
restructuring and crises resolution." From his article, "Clearing the Decks: Experiences in 
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Development in Latin America and the Caribbean, Banks and Capital Markets: Sound 
Financial Systems for the 21st Century, San Salvador, June 28—30, 1998. 
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proposed reforms, see "Education: The Dynamics of a Public Monopoly," Chapter 4 in 
the IDB, Economic and Social Progress Report 1996, op. cit. 
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"Employment in Latin America," op. cit., 1998, pp. 4—5.  
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and Boris Pleskovic, eds., Annual World Bank Conference on Development Economics 
1995 (Washington, D.C.: The World Bank, 1995). 
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