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    F O R E W O R D  

 
This document has been drafted by the Permanent 

Secretariat at the request of the Government of 

Ecuador, as a contribution to the Third Technical 

Meeting of the Community of Latin American and 

Caribbean States (CELAC), scheduled to be held in 

October 2012, and also to the Meeting of Ministers of 

Economy and Finance, which the regional organization 

is scheduled to convene in December 2012. 

 

It is part of the Final Report on the Regional Meeting: 

Analysis and Proposals for Strengthening the Regional 

Financial Architecture and Monetary and Financial 

Cooperation in Latin America and the Caribbean, 

which took place in Caracas, Venezuela, on 27 and 28 

February 2012. This is an update of the earlier version 

introduced by the Permanent Secretariat of SELA 

(SP/RRAPCAFRMFALC/DT No. 2/ Rev. 1). 

 

Following the first introductory chapter, this paper 

includes in its second chapter an analysis of the main 

elements of the world economic juncture during the 

first eight months of 2012, underscoring the global 

economic downfall and continued financial and 

monetary problems at the international level, as well as 

the response generated in the main international 

forums. 

 

The third chapter refers to the situation in Latin America 

and the Caribbean in light of the persisting world crisis, 

and channels of regional transmission, as well as the 

responses generated. Progress made by fledging 

monetary and financial cooperation mechanisms in 

Latin America and the Caribbean is also stressed. 

 

Finally, conclusions and recommendations are 

introduced, as well as a set of elements that mat 

advance the regional financial and monetary 

architecture, the basis for the creation of a Regional 

Development Bank, a Regional Contingency Fund, and 

a Regional Monetary Area.  

 

The Permanent Secretariat expresses its 

acknowledgment and gratitude to Dr. Jaime Estay, for 

his dedication in preparing this paper. 
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I INTRODUCTION 

 

A study prepared by the Permanent Secretariat of SELA entitled “Status of the 

reform of the international monetary and financial architecture and the progresses 

towards a regional monetary and financial architecture for Latin America and the 

Caribbean” (SP/RRAPCAFRCMFALC/DT N° 2/Rev.), dated February 2012, precedes this 

work. This update of the economic scene ranges from January to July 2012 with particular 

emphasis on the monetary and financial arena both at the international and regional 

levels. 

 

In all its three chapters, the document makes a review of the decline experienced in the 

recent international economic behaviour and the performance of different domestic 

economies, as well as measures proposed or taken in different areas to overcome this 

new stage of the crisis that began some four years ago. Special emphasis is made on the 

financial aspects and actions adopted, as well as on the review of this situation from the 

perspective of Latin America and the Caribbean, through the identification of regional 

components as well as the possible effects of the international situation on the region, in 

particular, the European crisis. Several initiatives are suggested regarding the need to 

move forward on the construction of a regional monetary and financial architecture as a 

prerequisite for Latin American and Caribbean countries to gain autonomy in the face of 

international havoc, and free themselves from the uncertainties, problems, and recurring 

crisis it has yield during so many years. 

 

II. JANUARY-AUGUST 2012: THE CONTINUED WORLD CRISIS, PROBLEMS OF THE 

INTERNATIONAL MONETARY AND FINANCIAL ORDER AND ABSENCE OF 

MULTILATERAL SOLUTIONS 

 

1. Current world economic downfall 

Within the framework of a continued crisis that began in 2008, there has been a 

growing decline in the global economic situation in recent years, the centre of which can 

be found in Europe but its consequences have echoed throughout the world. 

 

While a light improvement was experienced during the first quarter of 2012, the economic 

situation suffered a setback in the following months, in such a way that recent accounts 

from different organizations acknowledged the current decline and the change it 

represents compared to the first months of the year. 

 

This change, occurred throughout 2012, is evident when comparing, for example, the 

following initial paragraphs of the latest editions of the IMF report World Economic 

Outlook, issued in April 2012 and July 2012: 

 

“After suffering a major setback during 2011, global prospects are gradually 

strengthening again, but downside risks remain elevated. Improved activity in the 

United States during the second half of 2011 and better policies in the euro area in 

response to its deepening economic crisis have reduced the threat of a sharp global 

slowdown. Accordingly, weak recovery will likely resume in the major advanced 

economies, and activity is expected to remain relatively solid in most emerging and 

developing economies.” [IMF, 2012a: XV] 

 

“In the past three months, the global recovery, which was not strong to start with, has 

shown signs of further weakness. Financial market and sovereign stress in the euro area 

periphery have ratcheted up, close to end-2011 levels. Growth in a number of major 

emerging market economies has been lower than forecast.” [IMF, 2012b: 5] 
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Likewise, the IMF July 2012 Update, in its Global Financial Stability Report, describes the 

change in circumstances as follows: 

 
“Bold policy actions at the end of 2011 by European policymakers bought precious 

time to repair bank and sovereign balance sheets. The European Central Bank’s 

(ECB’s) three-year long-term refinancing operations (LTRO) eased funding strains, and 

led to a broad rally across asset markets. This rally proved short-lived, however, amid 

growing unease about the strength of the global economy […]. Continued policy 

uncertainty after the Greek elections in early May added to pressures. Risk aversion 

increased sharply, amid mounting fears about the potential exit of Greece from the 

euro area, and rising concerns about the health of the Spanish banking system.” 

 

“Market conditions worsened significantly in May and June, with measures of financial 

market stress reverting to, and in some cases surpassing, the levels seen during the 

worst period in November last year. Volatilities in major equity and foreign exchange 

markets surged to highs for 2012, and most equity markets saw their early 2012 gains 

erased.” [IMF, 2012c: 1] 

 

On the other hand, the Annual Report by the Bank for International Settlements, issued in 

June 2012, referred to recent decline in the following terms: 

 

“In the advanced economies, the first months of 2011 seemed to offer the beginnings 

of a self-sustaining recovery, a promise that turned out to be a false dawn. The pattern 

appears to be repeating itself in 2012, with early signs of strength gradually fading.” 

[BIS, 2012: IX] 

 

 “The world is now five years on from the outbreak of the financial crisis, yet the global 

economy is still unbalanced and seemingly becoming more so as interacting 

weaknesses continue to amplify each other.” [BIS, 2012: 1]   

 

 “[…] sustainable economic growth remained elusive, and economic activity fell in the 

second quarter. In April and May, a number of economic indicators for the United 

States were weaker than expected and employment growth slowed again. Indicators 

of activity in China weakened significantly from the start of 2012, although this partly 

reflected a response to measures aimed at bringing growth down to more sustainable 

levels. Output growth also slowed markedly in Brazil and India, notably in the 

agricultural and manufacturing sectors. In the euro area, output appeared to be 

contracting again in the second quarter of 2012.” [BIS, 2012: 22] 

 

With regards to production levels, Chart I illustrates the decline in recent months as 

indicated by GDP growth rates for countries and groups pertaining to the Organization for 

Economic Cooperation and Development (OECD). The Chart indicates that rates have 

been under the half percentage point in the first two quarters of 2012, and that growth in 

the euro area was -0.3 % in the last quarter of 2011 and zero in the first quarter of 2012, 

with absolute falls in countries of this zone included in that Chart (Spain, Greece, and 

Italy). 

 

http://www.oecd.org/
http://www.oecd.org/
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CHART N° I 

Quarterly performance of GDP 

 

 
 

Furthermore, according to recent data from the Statistical Office of the European Union 

[2012], during the second semester of 2012 – in comparison with the previous year – the 

GDP dropped 0.2 % in the European Union and 0.4 % in the euro area, with an absolute 

decrease in 10 of the 27 EU member countries of -6.2 % in Greece, - 2.5 % in Italy, -3.3 % in 

Portugal, and –2.4 % in Cyprus. 

 

Those absolute falls in the economic activity in Europe and its current decline in the world 

economic activity in 2012 has been accompanied by a downfall in Foreign Direct 

Investment (FDI) flows and international trade. 

 

As regards FDI flows, the preface of UNCTAD’s World Investment Report 2012, issued in 

July, begins by stating that “Prospects for foreign direct investment (FDI) continue to be 

fraught with risks and uncertainties.”[UNCTAD, 2012: III], and the first chapter of the report 

states that “the fragility of the world economy, with growth tempered by the debt crisis 

and further financial market volatility, will have an impact on flows. Both cross-border 

M&As and greenfield investments slipped in the last quarter of 2011 and the first five 

months of 2012.” [UNCTAD, 2012: 2].  

 

The recent drop in FDI flows can be observed in the following Chart, which shows that 

even prior to that fall (the third quarter of 2011), flows were below levels reached at the 

end of 2007. 
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CHART II 

UNCTAD’s quarterly index of global FDI  

 

 
 

With respect to international trade, the WTO Report on the topic, published in July 2012, 

indicates that “In 2011, world trade experienced a strong slowdown in 2011 owing to 

natural disasters, financial uncertainty, and civil unrest.” [WTO, 2012: 16]. As indicated in 

Chart III ---based on a different source--- developed countries experienced a sustained 

decrease in exports in 2011 and the first five months of 2012, while developing countries 

tended to recover during those five months. 

 

CHART III 

Monthly performance of exports  

(Index, December 2008 = 100) 

 

 
 

Simultaneously to GDP, world trade and FDI performance, an economic downfall has 

been detected by other indicators such as unemployment, stock indexes, and fiscal 

indicators. 

 

As for unemployment, the ILO’s most recent World of Work Report published in April 2012 

introduced the following assessment for 2011: 
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“Over the past year, labour markets have been affected by the slowdown in global 

growth. This is all the more problematic because labour markets had not fully 

recovered from the global crisis that erupted in 2008: there is still a deficit of around 

50 million jobs in comparison to the pre-crisis situation. It is unlikely that the world 

economy will grow at a sufficient pace over the next couple of years to both close the 

existing jobs deficit and provide employment for the over 80 million people expected 

to enter the labour market during this period.” [ILO, 2012a: VII] 

 

A month later, in a document prepared by ILO and other international organizations for 

the G-20 meeting of June 2012, the status of employment in G20 countries was addressed 

in the following terms: 

 

“Almost four years since the onset of the global financial and economic crisis, 

unemployment and underemployment remain stubbornly high in many G20 countries, 

and many workers remain trapped in low paid, often informal, jobs with little social 

protection. Job creation has been anaemic in many countries, too slow to fully 

reabsorb the mass of unemployed and underemployed or, particularly in some 

emerging market economies, to keep pace with labour force growth and the 

pressures of rural-urban migration.” [IL, OECD, IMF and World Bank, 2012: 1] 

 

In this regard, Chart IV reveals that in the first five months of 2012 unemployment rates in 

OECD countries and the United States was close to 8%, while rates in the euro area 

reached 11%, with 15% in Portugal, 22% in Greece, and 25% in Spain. 

 

CHART IV 

Unemployment rates  

 

 
 

In Europe and the rest of the world, the issue of youth unemployment was particularly 

severe. According to the May 2012 ILO report, unemployment rates for people over 25 

years of age reached 4.5% in 2011 and 4.7% (estimates) in 2012, while rates for young 

people aged from 15 to 24 years totalled 12.6% and 12.7%, respectively [ILO, 2012b: 43]. 

The report continued by indicating: “Discouraged by high youth unemployment rates, 

many young people have given up the job search altogether, or decided to postpone it 

and continue their stay in the education system. If the unemployment rate is adjusted for 

the drop-out induced by the economic crisis, the global youth unemployment rate for 

2011 would rise from 12.6 to 13.6 percent.” [ILO, 2012b: 7] 
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As regards stock market indexes, the following charts show the behaviour of the four main 

indexes in 2012. Significant fluctuations have been reported from January to July of this 

year, specially a drop suffered in May when the Dow Jones decreased by 8% and the 

other three indexes by 10%. As for the Nikkei index, the decline started before that date. If 

April and May were included in calculations, the fall for the two-month period would be 

19.1%. In addition, recovery after May has been slower than that of the remaining three 

indexes reflected in the chart. 

 

CHART V      CHART VI 

U.S.: Dow Jones Index     U.S.: Nasdaq Index  

 

    
 

 

CHART VII      CHART VIII 

United Kingdom: Financial Times Index  Japan: Nikkei Index 

 

    
 

With respect to fiscal indicators, Table 1 includes figures on fiscal balance and 

government debt for the main industrialized economies. The Table shows the high levels – 

in terms of GDP percentage – of fiscal deficits and central government debt for 

developed countries, as well as existing differences within that group of countries and 

between that group and the emerging and low-income economies. 

 

On the one hand, the Table indicates that from 2008 to 2012 estimates, fiscal deficit and 

general government debt in both average emerging economies and low-income 
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countries are substantially smaller than those in advanced economies, and such gap 

expanded during the period reflected in the Table. 

 

TABLE 1 

Fiscal Indicators 2008-2012 

(GDP percentage) 

 

  2008 2009 2010 2011* 2012& 

General Fiscal Balance           

Developed economies -3.5 -8.8 -7.6 -6.5 -5.8 

 - United States -6.7 -13 -10.5 -9.6 -8.2 

 - Japan -4.1 -10.4 -9.4 -10.1 -9.9 

 - United Kingdom -5.0 -10.4 -9.9 -8.6 -8.1 

 - Euro area -2.1 -6.4 -6.2 -4.1 -3.2 

   France -3.3 -7.6 -7.1 -5.2 -4.5 

   Greece -12.2 -15.6 -10.5 -9.2 -7 

   Ireland -7.3 -14 -31.2 -13.1 -8.3 

   Italy -2.7 -5.4 -4.5 -3.9 -2.6 

   Portugal -3.7 -10.2 -9.8 -4.2 -4.5 

   Spain -4.5 -11.2 -9.3 -4.2 -4.5 

Emerging economies 0.2 -4.5 -3.3 -1.7 -1.9 

Low-income countries -1.0 -4.0 -2.7 -2.4 -3.0 

General government gross 

debt           

Developed economies 81.6 95.6 101.5 105.6 110 

 - United States 76.1 89.9 98.4 102.8 106.7 

 - Japan 191.8 210.2 215.3 229.9 234.5 

 - United Kingdom 52.5 68.4 75.1 82.3 88.6 

 - Euro area 70.2 80 85.8 88.1 91.4 

   France 68.3 79.2 82.4 86.1 88.2 

   Greece 112.6 129 144.5 165.4 162.6 

   Ireland 44.2 65.1 92.5 108.2 117.6 

   Italy 105.8 116.1 118.7 120.1 125.8 

   Portugal 71.6 83.1 93.3 107.8 114.4 

   Spain 401.2 53.9 61.2 68.5 90.3 

Emerging Economies 33.3 35.4 40.1 36.4 34.2 

Low-income countries 40.8 42.5 40.2 39.3 41.6 

* Estimates & Forecasts 

Source: IMF [2012d: 2] 

 

On the other hand, even though both indicators for the group of advanced economies 

are conspicuously high, there are significant differences among the countries in the Table. 

Fiscal deficits as GDP percentage ranged from 2.6% in Italy to 9.9% in Japan, while 

government gross debt figures as GDP percentage varied from 88% in France to 162% in 

Greece, and 234% in Japan. 
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Finally, in briefly depicting the decline in the world economy and taking into account 

what has been analyzed in this document, it is important to stress that as the year 2012 

progresses projections of the economic activity have been revised downward for the 

year as a whole, which clearly points to accentuated signs of downfall and to the weak 

forecasting capacity of dedicated multilateral institutions, such as the World Bank and the 

IMF. 

 

On the one hand, Chart IX includes forecasts for 2012 made by the World Bank in its half-

yearly report Global Economic Prospects. It is possible to see that from June 2010 to June 

2012, for example, such projections halved with regards to GDP growth in developed 

countries (from 2.7% to 1.4%), while in the euro area they fell from 1.8% to 0.3%. 

 

CHART IX 

World Bank forecasts for 2012 GDP growth 

 

 
 

On the other hand, Chart X includes forecasts for 2012 GDP growth in the euro area and 

some of its countries, which the IMF has included in its regular World Economic Outlook. 

The Chart shows that from April 2011 to July 2012 prospects fell from 1.7% to -0.5% in the 

euro area, from 1.3% to -1.9% in Italy, and from 1.5% to –1.5% in Spain. 
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CHART X 

IMF forecasts for 2012 GDP growth in Europe 

 

 
 

2. Action in presence of an intensified crisis 

During the first eight months of 2012, amid the indicated stagnation and recession, 

the European Union (EU) moved on to define and apply different initiatives that would 

help in dealing with the crisis, and introduced a long-term reform. A description of several 

of those initiatives, such as the European Financial Supervisory Framework, the Euro Plus 

Pact, and the European Stability Mechanism (ESM), was made by SELA [2012], preceded 

the present work. Therefore, a mere introduction of more recent events will be made. 

 

It is worth mentioning that on 2 February 2012 the ESM was made official, with 700 billion 

Euros in authorized capital and, pursuant to the decision made by the Eurogroup on 30 

March 2012, 80 billion Euros will be released during its first two years of activities.  

 

In addition, on 2 March 2012 the European Council undersigned the Treaty on Stability, 

Coordination and Governance in the Economic and Monetary Union, also known as the 

Fiscal Treaty that had been agreed to by the European Council on 9 December 2011. 

 

Said Fiscal Treaty, which is in process of ratification to be effective on 1 January 2013, 

includes a total of 16 articles comprehensive of the following: I. Purpose and Scope; II. 

Consistency and Relationship with the law of the Union; III. Fiscal Compact; IV. Economic 

Policy Coordination and Convergence; V. Governance of the Euro Zone; VI. General and 

Final Provisions. 

 

The Treaty’s main issue has been included in Title III “Fiscal Compact” that establishes the 

following:  

 

a) “The budgetary position of the general government of a Contracting Party shall be 

balanced or in surplus;  

b) The rule under point (a) shall be deemed to be respected if the annual structural 

balance of the general government is at its country-specific medium-term 

objective, as defined in the revised Stability and Growth Pact, with a lower limit of a 

structural deficit of 0.5 % of the gross domestic product at market prices. The 
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Contracting Parties shall ensure rapid convergence towards their respective 

medium-term objective. The time-frame for such convergence will be proposed by 

the European Commission taking into consideration country-specific sustainability 

risks. Progress towards, and respect of, the medium-term objective shall be 

evaluated on the basis of an overall assessment with the structural balance as a 

reference, including an analysis of expenditure net of discretionary revenue 

measures, in line with the revised Stability and Growth Pact; 

c) the Contracting Parties may temporarily deviate from their respective medium-term 

objective or the adjustment path towards it only in exceptional circumstances, as 

defined in point (b) of paragraph 3;   

d) where the ratio of the general government debt to gross domestic product at 

market prices is significantly below 60 % and where risks in terms of long-term 

sustainability of public finances are low, the lower limit of the medium-term objective 

specified under point (b) can reach a structural deficit of at most 1,0 % of the gross 

domestic product at market prices;   

e) in the event of significant observed deviations from the medium-term objective or 

the adjustment path towards it, a correction mechanism shall be triggered 

automatically. The mechanism shall include the obligation of the Contracting 

Party concerned to implement measures to correct the deviations over a defined 

period of time.” [European Council, 2012a: 11 and12] 

 

In addition to the above, the Treaty establishes in article 8 that if the European 

Commission deems a country is breaching the norm on deficit reduction, the matter “will 

be brought to the Court of Justice of the European Union” by the Commission or any 

other contracting party, and “in both cases the judgment of the Court of Justice shall be 

binding on the parties to the proceedings, which shall take the necessary measures to 

comply with the judgment within a period to be decided by the Court of Justice.”  If 

measures are not complied with, financial sanctions may apply, and the sanctioned party 

“having to pay a lump sum or a penalty payment appropriate in the circumstances and 

that shall not exceed 0.1 % of its gross domestic product.” [European Council, 2012a: 16] 

 

With regards to the European Stability Mechanism and the Fiscal Treaty, it is worth 

remembering that both have been severely criticized, the latter in particular, for having 

permanently adopted the above indicated norms by superseding any national legislative 

decision that may tried to change it; which grants the European Commission direct power 

over state economic policies. This has led several social groups to demand that the Treaty 

be adopted or not via referendum, which has already being the case in Ireland, on 31 

May 2012. 

 

Three months later, with the signing of the Treaty in March 2012, the European Council 

meeting of 28 and 29 June 2012 decided to establish a “Treaty on Growth and 

Employment”, with a consistent action framework at national level for the EU and Euro 

area “resorting to all leverages, instruments, and policies in our reach”, which included 

that “120 billion Euros (equivalent to 1% of the GNI) would be allocated to support rapid 

effect growth measures.”  [European Council, 2012b] 

 

In the same European Council meeting of June 2012, the Council President introduced a 

report titled “Towards a Genuine Economic and Monetary Union”, which “sets out a vision 

for the future of the Economic and Monetary Union and how it can best contribute to 

growth, jobs and stability.” [European Council President, 2012]. “The report proposes to 

move, over the next decade, towards a stronger EMU architecture, based on integrated 

frameworks for the financial sector, for budgetary matters, and for economic policy.” And 

proposes “a vision for a stable and prosperous EMU based on four essential building 
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blocks: an integrated financial framework; an integrated budgetary framework; an 

integrated economic policy framework; and, ensuring the necessary democratic 

legitimacy and accountability of decision-making within the EMU.” The Council agreed to 

draft a “roadmap” to achieve the proposal, and to consider it in future meetings. 

 

On the other hand, on 29 June, the Eurozone Summit Declaration was issued, which 

introduces the need of a “single supervisory mechanism” for banks in the Eurozone, 

adding that “When an effective single supervisory mechanism is established, involving the 

ECB, for banks in the Euro area the ESM could, following a regular decision, have the 

possibility to recapitalize banks directly.” [Heads of State of the Eurozone, 2012]. This 

implies the creation of a European Bank Supervisor, which will follow with flexible rescue 

funds to allow for a direct injection of these into banks from the Euro area without having 

to increase public debt in recipient countries. 

 

Also within the European scope, it is worth pointing out that on 20 July the Eurogroup 

approved an assistance programme for the recapitalization of the Spanish financial 

sector, as indicated in the terms of the Financial Assistance Agreement and 

Memorandum of Understanding.  

 

 The Agreement establishes that “the principal amounts of the Financial Assistance 

shall not exceed EUR 100,000,000,000”, and, among other aspects, it establishes that 

the assistance program will have a duration of 18 months, ending December 2013, 

and that as of July 2012 an amount of up to 30 billion Euros will be available. Likewise, 

the conditions under which each bank must perform in order to receive the assistance 

are established in the Agreement, as well as the conditions of compliance by the 

entire Spanish banking system notoriously increasing the competence of the Bank of 

Spain in matters related to sanctions, licenses, and supervisory procedures. [Various, 

2012a] 

 In the Memorandum of Understanding, a road map for the recapitalization and 

restructuring of banks has been set up, which begins with a “bank-by-bank stress test, 

with regard to the 14 banking groups comprising 90% of the Spanish banking system”,  

banks will be classified into four groups according to capital shortfalls, focusing on 

recapitalization measures and restructuring into two groups: “banks already owned by 

the Fund for Orderly Bank Restructuring” and “banks with capital shortfalls identified 

by the Stress Test and unable to meet those capital shortfalls privately without having 

recourse to State aid.” 

 The Memorandum defines a set of diverse conditions to be met, for which stringent 

supervision will be undertaken. To this end, the first paragraph indicates: 

“Given the nature of the financial support provided to Spain, conditionality will be 

financial-sector specific and will include both bank-specific conditionality in line with 

State aid rules and horizontal conditionality. In parallel, Spain will have to comply 

fully with its commitments and obligations under the Excessive Deficit Procedure 

(EDP) and the recommendations to address macroeconomic imbalances within the 

framework of the European Semester. Progress in meeting these obligations under 

the relevant EU procedures will be closely monitored in parallel with the regular 

review of program implementation.” 

 

In addition, the chapter titled “Program Monitoring” establishes that “The European 

Commission, in liaison with the ECB and EBA, will verify at regular intervals that the 

policy conditions attached to the financial assistance are fulfilled, through missions 

and regular reporting by the Spanish authorities, on a quarterly basis.”, adding 
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further on that “The European Commission in liaison with the ECB and EBA will be 

granted the right to conduct on-site inspections in any beneficiary financial 

institutions in order to monitor compliance with the conditions.” Also, that “In 

parallel, the Council should review on a regular basis the economic policies 

implemented by Spain under the Macroeconomic Imbalances procedure as well as 

under the Excessive Deficit Procedure. The Memorandum closes with an Annex titled 

“Conditionality”, which introduced and scheduled 32 actions to be undertaken 

within the 18 month duration period of the Assistance Programme. [Various, 2012b] 

 

With regards to the United States, a recent event worth reviewing is the uncertainty and 

negative prospects associated to the so called “fiscal edge” in which public finances 

may drop in 2013. In accordance with the Congressional Agreement of August 2011, a 

series of tax increases and public spending reductions will come into place automatically 

at the beginning of 2013, which, should it occur, implies a fiscal adjustment of close to 4 % 

of the GDP, representing a high cost for economic activities and employment, which 

could even generate recession. 

 

Although such a situation such can be avoided through a Congressional agreement that 

may include a new postponement or attenuating and progressive fiscal adjustment, the 

electoral atmosphere of today in the United States seems to indicate that such 

agreement is unlikely and the uncertainty generated by it may have a negative effect 

over expectations on spending and investment.  

 

Simultaneous to the situations in Europe and the United States, a new G20 Summit took 

place recently, the seventh of such summits since the group’s Heads of State and 

Governments started to meet in 2008.  From the meeting, which took place in Los 

Cabos, Mexico, 18 and 19 June 2012, three main documents emerged: the “G20 

Leaders Declaration”, the “Los Cabos Growth and Jobs Action Plan,” and the “Policy 

Commitments by G20 Members”. 

 

The G20 Leaders Declaration comprehends 85 points dedicated to the following themes: 

Supporting economic stabilization and the global recovery, Employment and Social 

Protection; Trade; Strengthening the international financial architecture; Reforming the 

financial sector and fostering financial inclusion; Enhancing food security and addressing 

commodity price volatility; Meeting the Challenges of Development; Promoting longer-

term prosperity through inclusive green growth; Intensifying the fight against corruption; 

Other paragraphs; Conclusion  [G20 Leaders, 2012a] 

 

The topic “Strengthening the international financial architecture” (Declaration No. 33 to 

35), positively assesses the commitment to increase IMF resources, and reaffirms the 

commitment to full implementation of the IMF Quota and Governance Reform. It 

convenes that “the current surveillance framework should be significantly enhanced”. 

 

 Acknowledgement of progress made by the Financial Stability Board (FSB) in different 

areas of responsibility for strengthening financial stability: the Basel capital and 

liquidity framework; the framework for global systemically important financial 

institutions (G-SIFIs), resolution regimes, over-the-counter (OTC) derivatives reforms, 

shadow banking, and compensation practices.” With regards to several of these 

aspects, the Declaration instructs the Ministers of Finance and Central Bank Governors 

of the Group Member Countries to review the drafted recommendations and asks 

countries to apply adopted agreements according to dates and timetables. 

 Endorsement to the “recommendations and the revised FSB Charter for placing the 

FSB on an enduring organizational footing, with legal personality, strengthened 
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governance, greater financial autonomy and enhanced capacity to coordinate the 

development and implementation of financial regulatory policies, while maintaining 

strong links with the BIS.” 

 “Calls for accelerated progress by national authorities and standard setting bodies in 

ending the mechanistic reliance on credit ratings and encourage steps that would 

enhance transparency of and competition among credit rating agencies.” 

 They reiterate their commitment to “strengthen transparency and comprehensive 

exchange of information” in tax areas, asking the countries to “fully comply with the 

standard and implement the recommendations identified …in particular the 13 

jurisdictions whose framework does not allow them to qualify to phase 2 at this stage.” 

 Acknowledgement of progress achieved by the Global Partnership for Financial 

Inclusion
1
 and the support to different initiatives aimed at improving access and use of 

financial services for the population, such as the Finance Programme for Small and 

Medium-Sized Enterprises (SME), the “G20 Financial Inclusion Peer Learning 

Programme”, an increase in financial education, financial consumer protection 

agenda, and access to women and youth to financial services and education. 

With regards to the “Los Cabos Growth and Jobs Action Plan”, priorities were defined as 

follows [G20 Leaders, 2012b]: 

 

“We have agreed that, in light of what are perceived to be the most significant risks, 

our policy actions should focus on: 

  

 Addressing decisively the sovereign debt and banking crisis in the Euro Area. The 

Euro Area authorities have taken a number of relevant and critical actions that 

have helped to stabilize the situation, however, significant risks remain and further 

action is required. 

 Ensuring financial stability, including dealing with the potential impacts of 

deleveraging. 

 Boosting demand and economic growth, and reducing persistently high and rising 

unemployment in many advanced economies, especially among young people. 

 Ensuring the pace of fiscal consolidation in advanced economies is appropriate to 

support the recovery, taking country-specific circumstances into account and, in 

line with the Toronto Commitments, addressing concerns about medium-term 

fiscal sustainability. 

 Dealing with the possibility that geo-political risks might lead to a supply-induced 

sustained spike in oil prices, in an environment of limited spare capacity and 

modest inventories.   

 Ensuring emerging markets maintain a strong and sustainable growth path that 

contributes to the global recovery and quality job creation. 

 Resisting protectionism and keeping markets open.” 

 

Later on, the Plan identifies a set of actions grouped in two theme areas: 

 

 Addressing short-term Risks, Restoring Confidence, and Promoting Growth,  actions 

aimed at: G20 members in the Euro area taking measures to “safeguard the 

integrity and stability of said area, improve to safeguard the integrity and stability 

of the area, improve the functioning of financial markets and break the feedback 

                                                
1 Created by the G20 during the Korea Summit on November 2010. Its predecesor was the Expert Group on 

Financial Inclusion” created in the Pittsburgh Summit of 2009. 
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loop between sovereigns and banks.”; promote fiscal sustainability and improving 

policy credibility; monetary policies focused on maintaining price stability, and 

support of global economic recovery; sustained impulse of institutional reforms in 

the financial sector; “should economic conditions deteriorate significantly further,  

Argentina,  Australia, Brazil, Canada, China,  Germany,  Korea, Russia and  the US 

stand ready to coordinate and implement additional measures to support 

demand, taking into account national circumstances and commitments.”; that 

Emerging markets will adjust their macroeconomic policies  to support domestic 

demand, while ensuring price stability.” Undertake, when and where appropriate, 

additional measures given that “geopolitical risks might lead to a supply-side 

induced spike in oil prices, in an environment of limited spare capacity and 

modest inventories”; and, “minimize the negative spillovers on other countries of 

policies implemented for domestic purposes.” 

 Strengthening the Medium-term Foundations for Growth, for which the actions 

defined are mostly:  advanced economies ensure that their fiscal finances are on 

a sustainable track; intensify efforts to rebalance global demand, through 

increasing national savings in countries with current account deficits and demand 

in countries with current account surpluses; and, compliance with commitments 

made in  Cannes regarding global demand boost and support, fostering job 

creation, contributing to global balance, and increasing potential growth in G20 

countries. 

Regarding the document “Policy Commitments by G20 Members”, for each G20 member 

country, a set of “Fiscal Policy” commitments”, “Monetary and Exchange rate policies”, 

“Financial Sector policy”, and “Structural Reforms” is introduced, defining for each one 

the objectives and the progress achieved to date. [G20 Leaders, 2012c] 

 

Finally, it is interesting to mention the world crisis has been recently discussed by the BRICS 

Group (Brazil, Russia, India, China and South Africa), on 29 March 2012 during their Fourth 

BRICS Summit, in New Delhi, under the theme "BRICS Partnership for Global Stability, 

Security and Prosperity". The Summit closed with a statement of 50 points, of which the 

following are worth underscoring herein [BRICS, 2012]: 

 

After the summit, the group unveiled a 50-paragraph Declaration, which emphasized the 

following issues [BRICS, 2012]: 

 

 With regards to the global crisis and the situation in developed economies.  

“We are concerned over the current global economic situation. While the BRICS 

recovered relatively quickly from the global crisis, growth prospects worldwide have 

again got dampened by market instability especially in the euro zone. The build-up 

of sovereign debt and concerns over medium to long-term fiscal adjustment in 

advanced countries are creating an uncertain environment for global growth.” 

 “We believe that it is critical for advanced economies to adopt responsible 

macroeconomic and financial policies, avoid creating excessive global liquidity and 

undertake structural reforms to lift growth that create jobs.” 

 Regarding today’s international financial architecture. 

We recognize the importance of the global financial architecture in maintaining the 

stability and integrity of the global monetary and financial system. We therefore call 

for a more representative international financial architecture, with an increase in the 

voice and representation of developing countries and the establishment and 
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improvement of a just international monetary system that can serve the interests of 

all countries and support the development of emerging and developing economies.  

“…We are, however, concerned at the slow pace of quota and governance 

reforms in the IMF. We see an urgent need to implement, as agreed, the 2010 

Governance and Quota Reform before the 2012 IMF/World Bank Annual Meeting, 

as well as the comprehensive review of the quota formula to better reflect 

economic weights and enhance the voice and representation of emerging market 

and developing countries by January 2013, followed by the completion of the next 

general quota review by January 2014.” 

“…the new World Bank leadership must commit to transform the Bank into a 

multilateral institution that truly reflects the vision of all its members, including the 

governance structure that reflects current economic and political reality. Moreover, 

the nature of the Bank must shift from an institution that essentially mediates North-

South cooperation to an institution that promotes equal partnership with all countries 

as a way to deal with development issues and to overcome an obsolete donor- 

recipient dichotomy.” 

 With regards to monetary and financial cooperation initiatives among the BRICS: 

“We welcome the outcomes of the second Meeting of BRICS Trade Ministers held in 

New Delhi on 28 March 2012. We support the regular consultations amongst our 

Trade Ministers and consider taking suitable measures to facilitate further 

consolidation of our trade and economic ties. We welcome the conclusion of the 

Master Agreement on Extending Credit Facility in Local Currency under BRICS 

Interbank Cooperation Mechanism and the Multilateral Letter of Credit Confirmation 

Facility Agreement between our EXIM/Development Banks…”  

“We welcome the setting up of BRICS Exchange Alliance, a joint initiative of related 

BRICS securities exchanges.” Said initiative comprehends the interrelations of the 

main BRICS security exchanges and will offer investors an Index based on trade 

derivatives of domestic currencies, which would allow investors within the five 

member countries to invest in each other’s progress, expand their offer of individual 

interchange, offer international reserves, and facilitate greater liquidity, while 

strengthening efforts to deepen financial integration through certain market 

mechanisms.” 

“We have considered the possibility of setting up a new Development Bank for 

mobilizing resources for infrastructure and sustainable development projects in BRICS 

and other emerging economies and developing countries, to supplement the 

existing efforts of multilateral and regional financial institutions for global growth and 

development. We direct our Finance Ministers to examine the feasibility and viability 

of such an initiative, set up a joint working group for further study, and report back to 

us by the next Summit.” 

In short, BRICS’s conclusion and questioning of international financial and monetary 

problems, as well as monitoring certain themes exposed in the final documentation 

introduced at the G20 Summit in Los Cabos, would indicate that the G20 maintains basic 

lines of action in dealing with the crisis, defined and applied in the different meetings held 

since 2008 and onward that, consequently, the debate’s main aspects agreed to in Los 

Cabos refers to compliance and follow up of the different commitments made by 

member countries, and groups of countries as well as the assignments made to 

international financial institutions and other instances such as the Council for Financial 

Stability and the Global Association for Financial Inclusion. 
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In this connection, the document by the SELA Permanent Secretariat [2012], dated 

February 2012, identified – in part confirming what the G20 had agreed on according to 

the recommendations made during the “Conference on the financial and global 

economic crisis, and its effects on development” held in June 2009--- some of the main 

omissions and weaknesses found in the line action adopted by the G20, specially with 

regards to the developing countries perspectives among these the countries of Latin 

America and the Caribbean. 

 

In this paper, such omissions and weaknesses are related to topics such as: The lack of 

creation o recovery of areas, so that developing countries may spur their own internal 

policies in light of global monetary and financial problems, and to stand against the 

absence of boundaries for international capitals; the absence of reform of an 

international financial architecture that can attend to the dimension of problems 

demanding solutions; and, in particular, the absence of an entirely new definition for the 

IMF, which has been clearly buttressed with capital increases; and the continuance of the 

monetary base of the international economy, and with it the role of the dollar in spite of 

the evident need to change said base and, thus, stop the international monetary system 

from fuelling global problems and imbalances. 

 

All of the above has been clearly established in 2012 and, consequently, the multilateral 

policies and actions taken owing to a global crisis and to international monetary and 

financial problems are far less than adequate in view of present circumstances, all of 

which reaffirms the need to generate strategies, policies and institutions within the Latin-

American and Caribbean area much needed to procure a haven against the havoc 

that today defines the international economy. 

 

 

III. LATIN AMERICA AND THE CARIBBEAN IN FACE OF THE PERSISTENT WORLD CRISIS AND 

THE INTERNATIONAL MONETARY AND FINANCIAL (DIS)ORDER  

 

1. Recent situation of the economies of the region  

The general context described in the previous section was characterized by a 

downward trend in world production, a deteriorating performance of trade and foreign 

investment, the resilience of high unemployment rates in major developed economies, 

and a sharp deterioration of fiscal indicators in said economies. Under these 

circumstances, the countries of Latin America and the Caribbean have been feeling the 

impacts of an unstable scenario with increasing degrees of uncertainty, which is reflected 

in the downward trend in GDP growth for the whole region, as seen in Table 2, which 

shows a declining performance of this indicator. 
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TABLE 2 

GDP growth in Latin America and the Caribbean, compared to other countries and 

regions 

(Annual growth rates) 

 

Country or Region / Year 2010 2011 2012* 

Latin America and the 

Caribbean 

6.2 4.5 3.4 

World GDP 5.3 3.9 3.5 

Advanced Economies 3.2 1.6 1.4 

United States 3.0 1.7 2.0 

Euro area 1.9 1.5 -0.3 

United Kingdom 2.1 0.7 0.2 

Japan 4.4 -0.7 2.4 

Canada 3.2 2.4 2.1 

China 10.4 9.2 8.0 

India 10.8 7.1 6.1 

* Projections 
 

Source: IMF [2012b]] 

 

This Table shows that the GDP growth in Latin America and the Caribbean for 2012 will be 

lower than in 2011, and significantly lower than in 2010. The table also shows that 

production growth in the region could end up below world average levels, which did not 

happen in the previous two years, and that the downward trend of global economic 

activity is very much widespread, including China, where a decrease in growth levels 

could affect the overall volumes of trade and particularly exports from Latin American 

countries. This issue will be analysed later on. 

 

The downward trend of GDP growth rates in the region, and the corresponding 

downward adjustments in the projections of this indicator, have been widespread in such 

a manner that, as seen in Table 3, various agencies in charge of issuing forecasts about 

the future behaviour of the world economy and the economies of the region, agree on 

the downward trend in GDP growth rates in Latin American and Caribbean. 

 

TABLE 3 

GDP figures and growth forecasts  

for Latin America and the Caribbean 

 

Source Date of 

publication 

2011 2012 

UN/DESA [2012] July 2012 4.3% 3.7% 

IMF [2012b] July 2012 4.5% 3.4% 

World Bank [2012] June 2012 4.3% 3.5% 

ECLAC [2012a] June 2012 4.3% 3.7% 

 

This table shows this year’s forecasts by the UN Department of Economic and Social 

Affairs, the International Monetary Fund, the World Bank and ECLAC, based on reports 

published in mid-2012, which anticipate a slowdown in GDP growth of the economies of 

Latin America and the Caribbean compared to their performance in 2011. The decline 

ranges between just over half a percentage point and over one percentage point, which 

would place the regional growth in 2012 in a range between approximately 3.4 and 3.7 

percent, compared to the increase between 4.3 and 4.5 percent in 2011. 
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Regarding the performance of the economy in the recent period, Table 4 shows with 

quarterly figures the downward trend in the growth of economic activity in 2011 and into 

the first quarter of 2012, for a group of selected Latin American countries representing a 

significant percentage of the regional GDP. The table shows that the decline in the 

growth rates of the economic activity for the first quarter of 2012 is particularly sharp in 

Brazil, while in Paraguay the quarterly rate of this indicator drops to negative figures. For all 

of the 11 countries, the trend towards a progressive slowdown in the performance of this 

indicator continues. 

 

TABLE 4 

Latin America and the Caribbean (selected countries) 

Index of Economic Activities, 2011 - 2012 

(Quarterly percentage changes in GDP compared to the same period last year) 

 

 2011-I 2011-II 2011-III 2011-IV 2012-I 

Argentina 9.9 9.1 9.3 7.3 4.8 

Bolivia 5.7 4.4 5.4 5.5 5.1 

Brazil 4.2 3.3 2.1 1.4 0.8 

Chile 9.9 6.6 4.8 4.2 5.6 

Costa Rica 2.0 3.8 4.9 5.8 8.0 

Guatemala 4.8 4.1 3.3 4.6 3.3 

Mexico 4.8 3.4 4.6 4.2 4.6 

Panama 6.9 9.1 7.7 10.3 9.2 

Paraguay 5.6 4.1 2.5 2.4 -3.1 

Peru 8.6 6.9 6.6 5.6 6.0 

Venezuela 4.8 2.6 4.4 4.9 5.6 

Latin America* 5.5 4.2 4.2 3.6 3.3 

Weighted average of the selected countries, representing 

around 88% of regional GDP, expressed in 2005 dollars. 

Source: based on ECLAC [2012a, 18] 
 

A similar situation occurs with the growth of industrial activity for the countries of the 

region shown in Table 5. As seen in this table, this indicator shows a significant decline, 

which is particularly evident if we compare its behaviour in the first quarter of 2012 to the 

performance in Q1-2011. For the first three months of 2012, noteworthy are the negative 

behaviour in the quarterly change in industrial activity in countries such as Brazil, Peru and 

Uruguay, as well as low levels of growth in Argentina, Colombia, El Salvador and 

Venezuela. 

 

TABLE 5 

Latin America and the Caribbean (selected countries) 

Indexes of Industrial Activity 

 
 2011-I 2011-II 2011-III 2011-IV 2012-I 

Argentina  9.3 8.4 5.7 3.4 2.3 

Bolivia 2.3 2.9 4.1 5.3 4.5 

Brazil 2.7 0.5 -0.1 -2.3 -3.1 

Chile 14.4 7.5 4.4 2.0 3.7 

Colombia 5.9 3.5 6.1 4.1 1.1 

Costa Rica -3.3 2.0 7.5 9.3 15.0 

El Salvador 0.7 1.4 2.4 2.2 1.7 

Mexico 5.4 3.4 3.5 3.2 4.6 
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Nicaragua 6.6 4.4 5.3 7.6 6.2 

Peru 12.1 6.0 3.7 1.0 -0.9 

Uruguay 6.5 4.0 4.5 -11.8 -4.5 

Venezuela 8.4 1.6 2.5 3.3 0.7 
Source: Based on ECLAC [2012a, 20] 

 

The complex and uncertain scenario arising from the current problems in the global 

economy, together with increasingly less predictable behaviour and increasingly unstable 

financial markets have affected, albeit in different manners, the monetary and financial 

aspects of the economies of the region. This has caused substantial fluctuations and 

recurrent falls in the major stock markets, as well as a continuous and sustained 

devaluation of local currencies compared to the dollar. 

 

With regard to the major stock markets in Latin America, it should be noted that the 

Bovespa index of the Sao Paulo Stock Exchange, the largest stock exchange in the 

region, has had an oscillating behaviour in the period January-July 2012 (see Chart XI), 

with a clear upward trend the first two and a half months of the year, and a sharp decline 

in the following quarter, ending the last day of July with a cumulative decline of 2.9 

percent from the first day of 2012. 

 

CHART XI 

Brazil: Bovespa Index 

 

 
 

With regard to Argentina, the Merval Index of the Buenos Aires Stock Exchange has 

performed similar to Brazil's Bovespa Index. This means that throughout 2012, and as seen 

in Chart XII, there has also been a downward trend in the behaviour of this important 

South American market. The Merval Index, which started the year at 2568.2 points, ended 

the last day of July with a cumulative decline for the first seven months of 2012 of 6.5 

percent, with no sufficient indication at the local, regional or global level to suggest that 

the index will close the annual cycle reversing the negative numbers shown thus far. 
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CHART XII 

Argentina: Merval Index 

 

 
 

Regarding the Price and Quotation Index (IPC) of the Mexican Stock Exchange, it should 

be noted that after a negative performance throughout 2011, when it ended with a 

cumulative total of -5.0 percent, it has had a positive balance in 2012, albeit within a 

context characterized by the presence of strong fluctuations, which have been in line 

with the behaviour of the Dow Jones of the New York Stock Exchange. As a result, in late 

July 2012 the IPC shows a cumulative growth of 9.0 percent compared to the level at 

which it closed the first day of the year. (See Chart XIII) 

 

CHART XIII 

Mexico: Price and Quotation Index  
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With respect to the evolution of the major foreign exchange markets, it is worth noting the 

ongoing process of devaluation of the relevant currencies against the dollar. Regarding 

the behaviour of the Brazilian currency, Chart XIV shows that the Brazilian real, after being 

exchanged in early February 2012 at around 1.7 per dollar, the second half of May 

reached 2.1 per dollar, and while in the following months the real remained within a 

smaller fluctuation band, the truth is that the Brazilian currency stands over two per dollar, 

which implies a cumulative devaluation of the currency, between the first of January and 

the last day of July, of 9.7 percent. 

 

CHART XIV 

Brazil: real/dollar exchange rate  

 

 
 

 

A similar case has been the situation with Argentina's currency, which, as seen in Chart 

XV, has shown a gradual but steady decline against the dollar this year. The Argentine 

peso, which was exchanged earlier this year at 4.29 per U.S. dollar, has been devaluating 

steadily, to 4.58 pesos per dollar in late July. The clear devaluating trend of Argentina's 

currency has placed the accumulated devaluation of the peso against the dollar so far in 

2012 at around 6.5 percent, which would show the increased capacity of this economy to 

cope with the high degree of uncertainty in the financial and monetary system 

worldwide. 
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CHART XV 

Argentina: peso/dollar exchange rate 

 

 
 

In the case of the Mexican peso, it is worth mentioning that this currency has shown an 

oscillating behaviour throughout the year, although, as seen in Chart XVI, as part of a 

clear trend characterized by the devaluation that currency. The Mexican peso, which in 

early February stood at 12.66 per dollar, showed a sharp devaluation in May, breaking the 

14-peso barrier. Since June, the peso began to recover gradually its value, slowing the 

devaluation, but without regaining the level it showed earlier this year, in a context of a 

new president, with the subsequent tensions in the behaviour of the different economic 

actors. 

 

CHART XVI 

Mexico: peso/dollar exchange rate  
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2. Transmission channels and reactions to the crisis in Latin America  

 

a) Transmission channels of the crisis to the region  

The deterioration of the world economy has been impacting an increasingly larger 

number of areas of international economic relations, thus reproducing and diversifying 

the various transmission channels of the problems and originating in the countries of the 

eurozone, to the rest of the world and therefore also to Latin America and the Caribbean. 

 

The downward forecast for the countries of the region, due to the uncertain and complex 

global context, could worsen in the short term if the tensions and conflicts from the 

Eurozone deteriorate and expand to the rest of the world economy. In this regard, a 

recent World Bank report shows the magnitude of the possible impacts if the structural 

and macroeconomic policies are not put in place. In the opinion of this agency, these 

policies would allow the economies in that region to overcome the problems associated 

with serious fiscal imbalances and declining growth rates. As it warned about the 

potential risk that tensions from the Eurozone could pose to other countries and regions, 

the World Bank presented two scenarios to illustrate the dimension of the possible impacts 

of the eventual deterioration of the European crisis. [World Bank (2012B] 

 

In the first scenario, there is a possibility of a relatively orderly crisis affecting one or two 

small economies of the Eurozone with a severe credit crunch and difficulties in access to 

financing from the private sector in these economies, until the GDP of the directly 

affected countries shows a significant decrease. In this scenario, the World Bank estimates 

that the global GDP of the Eurozone could fall by 1.6 percent in 2012, 1.1 percent in the 

rest of the high-income countries, and around 1.4 percent for Latin America and the 

Caribbean. (See Table 6) 

 

In the second crisis scenario forecast by the World Bank, it is assumed that the credit 

freeze is extended to two major economies of the Eurozone (equivalent to about 30 

percent of Eurozone’s GDP), resulting in sharp declines in GDP and imports of those 

economies. In this case, the implications for the global financial system would be much 

larger, and the world GDP could suffer a 2-percent fall for 2012 and a 4.5-percent fall for 

2013, while for Latin America such a scenario result in a fall of 1.7 percent of the regional 

GDP in 2012, and 3.8 percent for 2013. 

 

TABLE 6 

Potential risks of the tensions in the Eurozone 

(GDP decline) 

 

Possible scenarios/year 2012 2013 2014 

A relatively orderly crisis in some small 

countries of the Eurozone 

   

World -1.2 -1.0 -0.5 

High-income countries -1.2 -1.0 -0.5 

Developing countries -1.2 -0.9 -0.4 

Latin America and the Caribbean -1.4 -1.1 -0.5 

Chaotic crisis involving many countries     

World -2.0 -4.5 -3.7 

High-income countries -2.1 -4.7 -3.9 

Developing countries -1.8 -4.0 -3.2 

Latin America and the Caribbean -1.7 -3.8 -2.7 

 

Source: World Bank [2012b: 19] 
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Regardless of whether any of these two scenarios for Europe is realized or not, and 

whether the effect on the rest of the world is similar to what was predicted in any of these 

scenarios, it is clear that so far in 2012 a marked deterioration of the economies of the 

Eurozone is clearly underway, and that this deterioration will impact the LAC region, both 

through its direct links with the region, and indirectly to the extent that the deterioration in 

Europe will have an impact on third economies with which the region has economic ties. 

 

With this in mind, it is interesting to identify some of the main transmission channels of 

deterioration of the international and European scenario to countries of the region, such 

as international trade, foreign direct investment (FDI) and some financial elements, 

migration and remittances and tourism, all of which have a distinct presence in the 

various Latin American and Caribbean economies, depending on the degree and type 

of insertion of each of them into the world economy, and on the specific forms of linkage 

with the Eurozone. 

 

With regard to international trade, Chart XVII shows a breakdown by destination of exports 

of goods of the region for the period 2000-2011. It shows that during this period important 

changes have occurred: first, participation of developed countries has dropped from 77 

percent to 60 percent, and on the other hand, the participation of “other countries” – i.e. 

excluding developing countries within the region and China – has increased from 4.2 

percent to 10 percent and, most importantly, China's participation rose from 1.1 percent 

to 9.4 percent. 

 

CHART XVII 

Breakdown by destination of exports of goods  

 

 
 

In particular, regarding the export of goods from the region to the Eurozone, Chart XVIII 

shows for the same period 2000-2011 the percentages they represent, both in total exports 

from Latin America and the Caribbean, and exports from South America, the Caribbean, 

Central America and Mexico. While for the whole region the share of exports to the 

Eurozone tended to increase from 2000 to 2008 (up from 9.5 percent to 12.2 percent), it 

then decreased so that by 2011 the share was 10.7 percent. The figure shows that the 
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situation is quite different for the groups and countries in the region considered in the 

analysis. 

 

Indeed, both for the Caribbean and South America the importance of the Eurozone as a 

destination of exports is larger than the regional average and significantly larger 

compared to Central America and particularly Mexico. Thus, in 2011 the Eurozone 

received 14.2 percent of exports of goods from South America (a percentage that 

reached 17.4 in 2003) and 12.8 percent of Caribbean exports of goods. Therefore, the 

exports of these two regions are most likely to be impacted by the crisis in the Eurozone. 

 

CHART XVIII 

Exports to the Eurozone, 

as % of total exports 

 

 
 

Bearing in mind the forecasts mentioned at the beginning of this text, regarding a 

slowdown of the China’s economy growth, the following graph shows the percentages of 

exports to that country in total exports for the same groups and countries analysed in the 

previous graph. 

 

In addition to the significant growth that China has had for all exports from the region, 

Chart XIX shows that this growth has been particularly important in the case of South 

America, for which China's share as destination of its total exports rose from less than 2 

percent in 2000 to almost 14 percent in 2011, increasing the volume of such exports more 

than 26 times during that period. 
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CHART XIX 

Exports to China as % of total exports of goods  

 

 
 

With respect to foreign direct investment and other financial issues, as we will see, the ties 

of Latin America and the Caribbean with Europe in this area are stronger than in the 

commercial sector, and therefore the degrees of exposure to the deterioration of the 

Eurozone are higher. 

 

With regard to FDI, Chart XX shows the percentages of the composition by source of 

income of FDI to Latin America for 2000 and 2011. The two lower portions of each bar 

correspond to the participation of the Netherlands2 and Spain in the totals that entered 

the region. We observe that the joint participation of both countries in these totals went 

from 16 percent in 2000 to 35 percent in 2011, and if we add the United Kingdom, the 

participation of European countries reaches 39 percent in the last of those years. 

 

                                                
2 It is necessary to bear in mind the following warning made by the source of Figure XX (and Table 7, which will 

be mentioned below), with respect to amounts of FDI allocated to the Netherlands: “... a particularly sensitive 

aspect of FDI between the European Union and the region relates to the Netherlands, where there are different 

rules that make this country an attractive location as a platform for investment in third countries for multinational 

corporations”. ECLAC [2012B: 97]  
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CHART XX 

Composition by origin of FDI entering 

Latin America and the Caribbean  

 

 
 

A similar scenario can be seen in Table 7, which shows information about the leading 

investors for six countries in the region. According to this table, for Argentina, Brazil and 

Colombia in 2011, direct investment from Europe accounted for the vast majority of 

incoming flows, which was not the case of Chile, Ecuador and Mexico, where most of the 

investment comes from countries outside Europe, like the United States, Canada or 

Japan. 

 

TABLE 7 

Some countries in Latin America: Net FDI income  

by country of origin, 2011 a 

(million dollars and percentages) 

Country  
Million 

US$ 
% Country 

Million 

US$ 
% 

ARGENTINA   COLOMBIA   

Brazil  1678 23.7 Netherlands 810 24.7 

Chile  1290 18.2 Spain 733 22.4 

United States 1179 16.7 Panama  650 19.9 

Spain 1176 16.6 United States 507 15.5 

Switzerland  748 10.6 
United 

Kingdom  
390 11.9 

Germany  548 7.7 Anguilla  184 5.6 

Luxembourg 245 3.5 Total 3274 100.0 

Netherlands  208 2.9 ECUADOR    

Total 7072 100.0 Canada  188 57.5 

BRAZIL    China  59 18.0 

Netherlands 17908 35.3 Spain 27 8.3 

Spain  9779 19.3 Venezuela  15 4.6 
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Japan  7387 14.5 Chile  13 4.0 

United States 5572 11.0 Panama  13 4.0 

France  4383 8.6 Mexico 12 3.7 

United Kingdom 3315 6.5 Total 327 100.0 

Luxembourg  2452 4.8 MEXICO    

Total 50796 100.0 United States 10699 60.2 

CHILE c   Spain 2911 16.4 

Japan  1360 37.8 Netherlands 1306 7.3 

Canada  1180 32.8 Switzerland 1229 6.9 

Spain  795 22.1 Canada  668 3.8 

United States 210 5.8 Japan  665 3.7 

Netherlands 54 1.5 Brazil  299 1.7 

Total 3599 100.0 Total 17777 100.0 

a only information on main investors. 

b According to data from Central Bank of the Republic of Argentina. 

& figures for 2010. 

c Foreign direct investment corresponds to the investment made under 

decree-law 600. 
 

 
Source: Based on ECLAC figures [2012b: 75 and 76] 

 

The same source of Table 7 shows the following analysis regarding the European share of 

FDI income to the region:3 

 

“Over the past decade, the European Union spent an average $30 billion per year in 

foreign direct investment in Latin America and the Caribbean, accounting for about 

40% of total FDI in the region, and making the European Union the principal investor in 

Latin America and the Caribbean”. [ECLAC, 2012th: 83] 

 

In relation to the distribution of European FDI among countries of the region, the following 

chart shows the high concentration of such investment in small number of countries for 

two five-year periods considered here. It shows that for the period 2006-2010 Brazil 

received 53 percent of the regional total, and if we add the share of FDI flowing into 

Argentina, Chile and Colombia, we see that South America received nearly three-

quarters of that total. 

 

                                                
3 Also noteworthy is that FDI flows from Latin America to the European Union have been growing in recent years; 

therefore, a possible decline of these flows may represent a transmission mechanism of the European crisis to the 

region. In this regard, ECLAC [2012B: 126-127] presents the following assessment of these FDI flows, “In recent 

years investments in translatino companies in the European Union have experienced significant growth. While 

between 2006 and 2009 these fluctuated around $2-2.5 billion annually, in 2010 they reached a record $12 billion 

[...]. Thus, in just half a decade the region has invested over $20 billion in European Union countries. This is 

explained largely by Brazilian investments, which accounted for about 71% of Latin American investment in the 

European Union between 2006 and 2010, followed by Colombia (18%) and Chile (11%). In aggregate, 13% of the 

investments of transnational corporations of Brazil, Chile and Colombia between 2006 and 2010 targeted the 

European Union [...], while the main destinations were North America (29%) and Latin America itself (28%). 

“The investments in the countries of the region have a different degree of orientation towards the European 

Union. Brazil has the greatest preference for investment in Europe, with 16% of the total between 2006 and 2010 

[...]. Its investments have targeted mainly the Netherlands, Portugal and France. In the case of Chilean and 

Colombian firms, investment in Europe accounted for only 8% and 5%, respectively, during the same period. The 

official statistical information indicates that Chile’s investments are concentrated in Spain, while Colombia has 

made significant investments in the UK.” 
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CHART XXI  

Composition by destination of European FDI  

to Latin America and the Caribbean  

 

 
 

With respect to some financial aspects, it is interesting to note the presence of foreign 

banks, especially European banks, in Latin America and the Caribbean, with the 

subsequent possibility of transmitting to the region the serious problems that some of them 

are facing in the context of the current stage of the global crisis. 

 

In this regard, the IDB Macroeconomic Report of Latin America and the Caribbean 2012 

dwells upon this issue in the following terms: 

 

“In the context of the current global economic problems, an additional source of 

potential vulnerability in Latin America and the Caribbean is the role of foreign banks 

in the region and particularly European banks. Foreign banks control most of the 

market shares in various financial markets in Latin America, and are important through 

various mechanisms. They lend directly to the region from abroad, they are 

intermediaries of funding to the region, and participate in the development of 

syndicated loans, and in the placement, underwriting and trading of financial 

operations, as well as channelling FDI and other capital flows.” [IDB, 2012: 55]  

 

In this regard, noteworthy is the significant presence that foreign banks have acquired 

in the region, which grew very significantly during the 1990s and the beginning of the 

following decade. In this regard, Chart XXII shows that participation of these banks in 

the assets of the banking industry for the average Latin American country increased 

from just over 10 percent in 1995 to over 35 percent in 2005, after the which it has 

declined slightly, with cases such as Argentina, Peru and Uruguay, in which foreign 

participation has surpassed 50 percent, with a significant decline for Argentina, and 

the case of Mexico where, in 2010, participation of foreign banks remains above 70 

percent. 
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CHART XXII 

Selected Latin American countries: Participation of foreign banks 

in total assets of the industry, 1995-2010 

(percentages) 

 

 
 

Table 8 shows information regarding the assets of the seven major foreign banks with 

operations in Latin America. It is observed, firstly, that such assets are concentrated in 

Brazil and Mexico, with 43.9 percent and 31.5 percent of the region's total respectively, 

followed by Chile and Argentina and, on the other hand, that the largest assets belong to 

two Spanish banks, Santander and BBVA, which account for over 51 percent of total 

assets of foreign banks in the region. If we add HSBC, nearly two thirds of the total belong 

to banks of the European Union, with subsequent uncertainties about the impact that the 

European crisis will have on those banks and their operations in Latin America. 

 

TABLE 8  

Assets of the major foreign banks with operations  

in Latin America, by country, June 2011 

(in hundreds of millions of dollars and percentages) 

 

 Santander BBVA HSBC Citigroup Scotiabank 
Deutsche 

Bank 
Itaú Others Total % 

 Brazil    2 706    ...    907    322    ...    150    ...    953    5 038   
 

43,9   

 Mexico    677    959    423    970    180    144    ...    262    3 614   
 

31,5   

 Chile    525    161    26    ...    117    30    77    14    949    8,3   

 Argentina    100    78    59    44    ...    ...    15    58    353    3,1   

 Colombia    39    130    13    41    ...    ...    ...    111    333    2,9   

Venezuela    154    129    ...    10    ...    ...    ...    31    324    2,8   

 Panama    ...    21    108    10    16    ...    ...    145    301    2,6   

 Peru    ...    144    12    15    103    ...    ...    0    275    2,4   

 Uruguay    45    25    9    13    ...    ...    22    26    141    1,2   

 El Salvador    ...    ...    19    21    18    ...    ...    0    58    0,5   
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 Santander BBVA HSBC Citigroup Scotiabank 
Deutsche 

Bank 
Itaú Others Total % 

 Costa Rica    ...    ...    14    ...    20    ...    ...    23    58    0,5   

 Honduras    ...    ...    12    ...    ...    ...    ...    0    12    0,1   

Dominican R.    ...    ...    ...    ...    12    ...    ...    0    12    0,1   

 Guatemala    ...    ...    ...    10    ...    ...    ...    0    10    0,1   

 Others    ...    ...    ...    ...    ...    ...    ...    0    11    0,0   

 Total    4 246    1647    1 602    1 456    466    324   114    1 623    11 478    100   

 ( %)    37,0    14,3    14,0    12,7    4,1    2,8   1,0    14,1    100    

  

Source: ECLAC [2012b: 183] 

 

Migration from Latin America and the Caribbean to the rest of the world, and especially 

remittances which entered the region resulting from this migration, are clearly one of the 

transmission channels of the global and European crisis to the economies of Latin America 

and the Caribbean. Of course there is the real possibility that the deterioration of the 

economic downturn in countries where migrants live and work will lead to the reduction 

of remittances sent by them to their families in Latin America and the Caribbean. In fact, 

these remittances have been experiencing a downward behaviour in line with the 

decline in global economic activity and the current difficulties in the economies of the 

Eurozone and the U.S. 

 

Table 9 shows that by 2010 the number of migrants from the 33 countries of the region was 

more than thirty million and a half, of which more than ten million are South Americans, 

nearly four million Central Americans, nearly twelve million are Mexicans and little more 

than five million from the Caribbean. Of those, more than thirty million migrants, about 

two thirds, nearly two and a half million, reside in the United States, while migrants in the 

Eurozone exceed three million six hundred thousand, and represent twelve percent of all 

migrants of the region. 

 

TABLE 9 

Migrants from the 33 countries of Latin America and the Caribbean, 

in the Eurozone and the United States, 2010 

 

 Germany Spain France Italy 

Total 

Eurozone 

United 

States 

Other 

countries World 

Number of 

people 

        

South America 97,833 2,266,714 96,913 298,611 3,141,565 2,610,056 4,278,070 10,029,691 

Central 

America 5288 61,634 4893 11085 88854 2,802,701 865,275 3,756,830 

Mexico 14,208 48,483 7,245 4,572 81,655 11,635,995 141,586 11,859,236 

Caribbean 23763 240132 46482 44710 375388 3,419,498 1,257,843 5,052,729 

Total 33 

countries  141,092 2,616,963 155,533 358,978 3,687,462 20,468,250 6,542,774 30,698,486 

Percentages                 

South America 1.0 22.6 1.0 3.0 31.3 26.0 42.7 100 

Central 

America 0.1 1.6 0.1 0.3 2.4 74.6 23.0 100 

Mexico 0.1 0.4 0.1 0.1 0.7 98.1 1.2 100 

Caribbean 0.5 4.8 0.9 0.9 7.4 67.7 24.9 100 

Total 33 

countries  0.5 8.5 0.5 1.2 12.0 66.7 21.3 100 

 

Source: World Bank Database on Migration and Remittances. 
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As can also be seen in the Table, migrants from Latin America and the Caribbean 

countries are differentially distributed. While Mexican migrants are concentrated in more 

than 98 percent in the United States, South Americans are more equally distributed, both 

in countries of the Eurozone, with 31.3 percent of the total, and in other countries, 

especially in South America itself, with 42.7 percent, and in the United States, which 

accounts for 26 percent of South American migrants. With regard to Central America, the 

main destination for migrants from this region is the United States, with nearly 75 percent, 

while only 2.4 percent are living and working in the countries of the Eurozone. As for 

migrants from the Caribbean countries, they also choose the U.S. as their main 

destination, with 67.7 percent, followed by other destinations, such as Mexico, and 7.4 

percent migrate to Eurozone countries. 

 

The total amount of remittances Latin American and Caribbean migrants send to their 

home countries has decreased in recent years following the global crisis and instability 

scenario, particularly in the U.S. and more recently in the countries of the Eurozone. Table 

10 shows that while in 2008 the amount of foreign currency entering the region reached 

$64 billion, by 2009 this figure decreased by $7 billion to $57 billion, and remained at that 

level in 2010, due largely to the mortgage crisis that hit the construction industry in the 

United States. In 2011, the amount of remittances entering the countries of Latin America 

and the Caribbean still failed to reach 2008 levels, despite the fact that for all developing 

countries that amount showed a clear upward trend, rising from $308 billion in 2009 to 

$332 billion in 2010 and $372 billion for the year 2011. 

 

TABLE 10 

Remittance flows to developing countries 

(In millions of dollars and growth rates) 

 

 

 
Source: World Bank [2012a: 3] 

 

Thus, besides the absolute decline in remittances entering the countries of Latin America 

and the Caribbean in recent years, we have also seen that remittance inflows to the 

region represent each year a smaller percentage of the volume of remittances globally. 

While in 2008 the $64 billion which entered Latin America and the Caribbean accounted 

for 14 percent of global remittance flows, estimated at $457 billion, for the year 2011 the 

$62 billion that flowed into the region accounted only for 12.3 percent of global 

remittances, which were estimated at an amount in excess of $501 billion. 

 

Thus, besides the absolute decline in remittances entering the countries of Latin America 

and the Caribbean in recent years, we have also seen that remittance inflows to the 

region represent each year a smaller percentage of the volume of remittances globally. 

While in 2008 the $64 billion which entered Latin America and the Caribbean accounted 

 2008 2009 2010 2011e 2012p 

World  457 429 453 501 533 

To all developing countries 324 308 332 372 399 

To Latin America and the Caribbean  64 57 57 62 66 

LatAm share in world total 14 % 13.2% 12.5% 12.3% 12.3 

In growth rates      

World 16.1 -6.3 5.7 10.5 6.4 

To all developing countries 16.5 -4.8 7.7 12.1 7,2 

To Latin America and the Caribbean  2.2 -11.9 0.9 7.7 7.6 

e= estimate f=forecast 
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for 14 percent of global remittance flows, estimated at $457 billion, for the year 2011 the 

$62 billion that flowed into the region accounted only for 12.3 percent of global 

remittances, which were estimated at an amount in excess of $501 billion. 

 

In regard to the countries of origin of remittances flowing into Latin America and the 

Caribbean, Table 11 shows that the United States is the largest source, with little over $41 

billion of the $58 billion entering the region in 2010. As a result, monies coming from the 

United States accounted for 71.3 percent of that total. In second place are the 

remittances coming from the Eurozone countries, exceeding $6.1 billion. Within this group, 

we must emphasize the remittances from Spain, accounting for more than $4.3 billion, 

and where the severe employment crisis will most likely affect the volumes of remittances 

coming from that country. 

 

TABLE 11 

Remittances received by Latin American and the Caribbean countries, 2010 

 
 South 

America Mexico 

Central 

America Caribbean 

Total 

LAC 

In millions dollars      

Germany 198 27 19 30 274 

Spain 3601 92 218 429 4340 

France 169 14 20 65 268 

Italy 646 9 35 79 769 

Eurozone 5011 155 310 643 6119 

United States 4514 22147 9964 4850 41475 

Other countries 6575 270 2002 1699 10546 

World 16100 22572 12276 7192 58140 

In % of the total received           

Germany 1.2 0.1 0.2 0.4 0.5 

Spain 22.4 0.4 1.8 6 7.5 

France 1 0.1 0.2 0.9 0.5 

Italy 4 0 0.3 1.1 1.3 

Eurozone 31.1 0.7 2.5 8.9 10.5 

United States 28 98.1 81.2 67.4 71.3 

Other countries 40.8 1.2 16.3 23.6 18.1 

World 100 100 100 100 100 

 
Source: World Bank Database on Migration and Remittances 

 

Chart XXIII shows a synthesis of both the diversity of situations in the different countries of 

the region regarding remittance income, and of the great importance of such income for 

a number of these countries. We observe that for 14 of the 24 countries in the study, 

remittances income in 2010 accounted for more than 5 percent of GDP and half of them 

represented more than 10 percent, with the extreme cases of El Salvador, Jamaica and 

Honduras, where remittances account for more than 15 percent of their GDP. 
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CHART 23 

Latin America and Caribbean countries with remittance incomes 

accounting for over 1% of their GDP, 2010 

 

 
 

International tourism is the last element worth analyzing in this review of the transmission 

channels of the crisis to the region. Table 12 shows figures for 2009-2011 of international 

tourists and international tourism-driven revenues for the world, Latin America and the 

Caribbean, and countries and groups of countries in the region: South America, Central 

America, Mexico and the Caribbean. 

 

The table shows that during these three years, Latin America and the Caribbean received 

8 percent of the world's international tourists, while the region's share in total tourism 

revenue was lower, and also decreasing: 6.8 percent in 2009, 6.6 percent in 2010 and 6.4 

percent in 2011. 

 

Among the countries and groups reviewed in the table, South America concentrates the 

highest percentage of tourists in the region (32.9 percent of the total) and ranks second in 

tourism revenue (34.8 percent), while the Caribbean has the highest revenue share (36.3 

percent) and ranks third in number of tourists (26.6 percent). Mexico holds the second 

largest share in number of tourists (29.9 percent of the region’s total). 

 

TABLE 12 

Recent volumes of international tourism  

 

 2009 2010 2011 
2011/10 

(%) 

2011 share 

in LAC 

International tourist arrivals (thousands) 

World 883000 940000 983000 4.6   

Latin America and the 

Caribbean 71002 74815 78299   100 

LAC/WORLD 8.0 8.0 8.0     

South America 21426 23561 25765 9.4 32.9 
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Central America 7640 7940 8320 4.8 10.6 

Mexico 22346 23290 23403 0.5 29.9 

Caribbean 19590 20024 20811 3.9 26.6 

International Tourism Revenues (thousands of dollars) 

World 853000 927000 1030000 11.1   

Latin America and the 

Caribbean 58174 61484 65867 7.1 100 

LAC/WORLD 6.8 6.6 6.4     

South America 18475 20081 22923 14.2 34.8 

Central America 6003 6676 7174 7.5 10.9 

Mexico 11513 11992 11869 -1.0 18.0 

Caribbean 22183 22735 23901 5.1 36.3 
 

Source: WTO [2012: 6, 10 y 13] 

 

However, in terms of the relative importance of the tourism industry to the various Latin 

American and Caribbean economies, this industry is far more significant for Caribbean 

countries than for the rest of the region. This makes them particularly vulnerable to 

declines in tourism that may result from global economic downturn, as happened in 2009, 

when the decline in tourism revenue was the main factor of the negative GDP rates 

recorded in several of these countries. 

 

In this regard, Table 13 shows the contribution of tourism to GDP, employment and total 

exports in Latin America and the Caribbean. We can observe that in the case of 

Caribbean countries, the tourism industry contributes about 14 percent of GDP, 14.5 

percent of exports and 12.1 percent of employment4. All these figures are significantly 

higher than those of Latin America and, even in the case of GDP and exports, these are 

the highest numbers of the 11 regions of the world presented by the source of Table 13 

(the World Travel and Tourism Council) in its global analysis on tourism and travel. 

 

TABLE 13 

Importance of tourism in the economic activity, 2011 

 

 Latin America  Caribbean 

Total contribution to GDP 8.6 13.9 

Contribution to total exports 4.4 14.5 

Total contribution to employment 7.7 12.1 
 

Source: WTTC [2012] 

 

b) The responses of the governments of Latin America and the Caribbean 

 

After identifying the present monetary-financial problems worldwide, as well as the 

major imbalances prevailing in the international economy as a whole, and the 

transmission channels of the global and European problems to the region, it should be 

noted that all the countries of Latin America and the Caribbean have launched a series 

of macroeconomic policies to cope with the most harmful effects arising from the 

scenario described in the previous chapters. 

                                                
4 It should be noted that, while high, these percentages increase substantially for specific countries of the 

Caribbean. Thus, for instance, according to the same source of Table 13, for 2011 the contribution of tourism to 

GDP 74.9 percent in Antigua and Barbuda, 66.6 percent in Aruba and 46.2 percent in Bahamas. 
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While monetary and financial problems and risks arising from tensions in the Eurozone 

have impacted the stock markets and the behaviour of the exchange rate in most 

countries of the region, the most profound and lasting impacts are those occurred in the 

real economy of Latin American and Caribbean nations, which have been affected 

through the different transmission channels. Decrease in overall regional output growth, 

decline in the dynamism of trade flows, uncertainty about the future levels of foreign 

direct investment, uncertain behaviour of remittance flows–which have failed to reach 

their pre-crisis levels—, fluctuating behaviour in tourism revenues caused by variations in 

international tourist arrivals, erratic performance–with steep rises and sharp falls—in the 

price of raw materials and foodstuffs, are some of the mechanisms through which the 

economies of Latin America and the Caribbean have been suffering the effects of a 

complex international scenario with high degrees of risk and uncertainty, not to mention 

the current slowdown of the Chinese economy. 

 

In this context, it is important to note that the factors we have identified have impacted 

the countries of the region in different degrees, based on the different realities in the 

respective national scenarios, as well as how countries have acted to process external 

shocks, in order to reduce, or at least delay the transmission of these effects coming from 

abroad. 

 

The scenarios described above identify and define the realities of each country of the 

region, and it is essential to take them into account because they determine both the 

type of transmission channels and mechanisms that could affect the region the most, as 

well as the type of strategies and actions that will have to be put in place to address 

these transmission mechanisms. In this regard, it is necessary to consider the following 

aspects: the geographic characteristics and population of each country, whether is on 

the continent or is an island country, the composition of its production structure, be it 

specialized in agricultural, industrial or service activities; their levels of inter-sectoral 

development and integration, the degree of maturity in the creation and articulation of 

their domestic market, the nature and formation of states and their corresponding degree 

of political autonomy, the concentration of income and the actual capacity of 

governments to promote distributive policies; the amount, volume and composition of 

exports and imports; the diversification of markets of origin and destination of their trade; 

the magnitude of their migrant population and the importance of remittance flows for 

each of the economies of the region; whether they are net exporters or net importers of 

oil, or net exporters or importers of unprocessed raw materials and food; the degree of 

structure and consolidation of the banking and financial system in each country; their 

surplus or deficit in public finances; the amount, composition and location of international 

reserves and assets of each nation; the degree of exposure and vulnerability of their 

external debts and commitments; and their total debt to GDP ratio; of the amounts of 

exports in relation to the GDP, the percentage of total government revenue as a share of 

GDP, and the share of government spending as well as share of GDP, among others. 

 

Based on these elements, and on the multiple combinations of them for each national 

situation, we can conclude that the governments of the countries of Latin America and 

the Caribbean have been implementing – since the first impacts of the global crisis 2008 

first appeared, and most recently, in 2012, in the context of the new phase of this crisis – a 

wide array of macroeconomic policies, with actions on the monetary and financial fields, 

fiscal policies, exchange rate and foreign trade policies, labour and social policies, as well 

as sectoral policies in areas such as housing, tourism and industry, among others, in order 
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to reduce levels of vulnerability and exposure of their economies to external shocks, as 

well as to strengthen the foundations on which they can project and sustain their growth. 5 
 

With respect to the measures on monetary and financial policies, most recently, countries 

such as Argentina, Bolivia, Colombia, El Salvador, Guatemala, Dominican Republic, 

Barbados, Trinidad and Tobago, and Grenada have been implementing measures such 

as reducing bank reserves, coupled in several cases with programmes to provide liquidity 

in domestic currency. In turn, as part of the measures in the monetary and financial field, 

Brazil, Costa Rica, Cuba, Haiti, Mexico, Barbados, Jamaica and Trinidad Tobago, have 

implemented changes in the exchange rate policy in their respective countries. 

 

As regards fiscal policy, the main countercyclical instruments implemented in Bolivia, 

Brazil, Colombia, Haiti, Panama, Barbados, Belize and Guyana, among others, include the 

reduction of taxes through incentives such as deductions and exemptions, as well as 

encouraging different groups and economic actors by increasing subsidies and tax 

breaks. Similarly, Argentina, Costa Rica, Ecuador, Paraguay and the Dominican Republic 

have been increasing or anticipating spending. 

 

As to the exchange rate and foreign trade policy, apart from constant monitoring and 

tracking the evolution of the world economy, and ongoing tensions, conflicts and 

contradictions, Argentina, Bolivia and Colombia have – at different times – provided 

foreign currency liquidity. Also, Argentina, Bolivia, Brazil, Ecuador, Paraguay, Belize and 

Trinidad and Tobago agreed to implement measures such as increased tariffs or restricting 

imports. Also in the framework of trade measures, Ecuador, Mexico, Paraguay, Dominican 

Republic and Barbados recently applied a strategy of lowering tariffs, while Brazil, 

Colombia, Costa Rica, Ecuador and Suriname uphold funding and stimulus policies to 

their exporters. 

 

Regarding sectoral policies, and the expenditure side, the measures implemented by 

countries in the region have been covering a wide range of actions. Bolivia, Colombia, 

Ecuador, Guatemala, Mexico, Paraguay, Peru, Barbados, Guyana and St. Lucia have not 

abandoned their policies of supporting housing programs. Argentina, Brazil, Ecuador, St. 

Vincent, Haiti, Paraguay and Barbados have reinforced their strategy to support small 

and medium enterprises (SMEs). Guatemala, Barbados, Trinidad and Tobago, and St. 

Lucia have advanced their policy for promoting the tourism industry as a major source of 

foreign currency for these countries, while Bolivia, Colombia, Costa Rica, St. Vincent, 

Guatemala, Paraguay, Peru, Suriname and Trinidad and Tobago bolstered their sectoral 

policies in the industrial sector. 

 

In terms of labour and social policy, the governments of the countries of Latin America 

and the Caribbean continued to implement a broad and diversified labour strategy 

based on aspects such as the defence of production and employment, funding of 

scholarships and incentives for technical training, creation and/or expansion of 

unemployment insurance, defence of salaries and wages, and employment benefits. 

These actions were put in place to varying degrees in Bolivia, Brazil, Colombia, 

Guatemala, Mexico, Paraguay, Peru, Venezuela, Guyana, Jamaica and Dominica. Social 

policies have been applied permanently in all the countries of Latin America and the 

Caribbean, covering a wide range of areas such as consumer subsidies, and in this 

regard, subsidies to the prices of fuel and gasoline, food subsidies, subsidies for public 

transport fares, subsidies to utilities, such as water, gas and electricity, and general 

benefits regarding prices of goods and services offered by the public sector. 

                                                
5 The following analysis of the policies implemented by governments of the region is based on ECLAC [2012]. 
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Noteworthy is the fact that a number of countries in the region have not only maintained 

but expanded (coverage) and deepened (benefits granted) the conditional cash 

transfer programmes for low-income families who are living in poverty and extreme 

poverty. These programmes, which are part of a social security network established by the 

respective State – in many cases with technical and financial assistance from the World 

Bank – provide financial resources to poor families. In exchange, they need to assume a 

series of commitments for their children regarding education, health and nutrition. The 

programmes reach over 21 million households, which accounts for about one hundred 

million people in the region. 

 

Programmes such as Bolsa Familia in Brazil, Oportunidades in Mexico, and Familias en 

Acción in Colombia, to name a few, have not only managed to continue despite the 

global crisis but, largely because of the existence of that threatening crisis, they have 

become one of pillars of social policy of the governments of the countries in the region, 

some of which have not only increased funds allocated to these programs but have even 

announced and launched new programmes, such as Brasil sin Miseria, announced in 

June 2011 by the government of Brazil, which just over a year after being launched has 

benefited more than 700,000 families in extreme poverty in this South American country. 

There is also the Brasil Cariñoso Plan which targets children under six. 

 

The different reactions, and corresponding measures to address the crisis have covered 

virtually the entire spectrum of possibilities, ranging from clearly monetarist actions, to 

some arguably Keynesian measures, including all in-between options and adopting even 

some or others in different stages of the global crisis, based on strategic areas and sectors 

that need protection or coverage, as well as the activities and economic actors which 

must be supported and stimulated due to their dynamic and multiplying effects in their 

respective economies. 

 

3. Performance of recent monetary and financial cooperation mechanisms in the 

region: SML and SUCRE  

 

To conclude this chapter, in this section attention will be focused on recent 

developments in two of the monetary and financial cooperation mechanisms which have 

been created in recent years: the Local Currency Payment System between Argentina 

and Brazil (SML) and the Regional Clearance Unitary System (SUCRE).6 

 

a) The Local Currency Payment System (SML) 

One of the components of the New Regional Financial Architecture which has 

recently been launched in Latin America and the Caribbean is the Local Currency 

Payment System, implemented between Argentina and Brazil, a computerized payment 

mechanism which facilitates operations between the two countries by utilizing the 

Argentine peso and the Brazilian real, thus contributing to a reduction in the use of 

currencies for commercial exchange, to a gradual replacement, and to the construction 

of a regional monetary space between both nations through the application of their own 

financial mechanisms and instruments.  

 

As a manifestation of the development of new low-cost financial instruments, the SML 

makes it possible to incorporate small and medium-sized enterprises, as well as other 

economic entities, into the foreign trade circuits, thus permitting Argentine and Brazilian 

                                                
6 All matters concerning the Bank of the South and the Bank of ALBA, despite the fact that they clearly 

correspond to recent financial cooperation initiatives in the region, are not dealt with in the text, following the 

guidelines received with regard to its contents. 
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importers and exporters to effect payments and collections for trade and services in their 

respective currencies, without this implying that the banks authorized by the Central Banks 

of Argentina and Brazil may charge a commission in order to operate this system. 

Consequently, the SML constitutes an initiative in the area of regional financial 

cooperation that permits increasing cash flow for the exchange between both countries, 

thus promoting a faster flow of goods and services and providing support for the 

integration process within the South American region. 

 

Having started to function in October 2008, precisely during the first stages of the global 

economic and financial crisis which shook the international monetary and financial 

system, the SML has managed to gradually increase the number of operations which take 

place every day by means of this financial mechanism. It has also gradually augmented 

significantly the value of the operations carried out monthly by millions of pesos/reales, as 

a result of the progressive acceptance and credibility of the various agents in this 

payment system that facilitates transactions, simplifies administrative procedures and 

reduces financial costs. 

 

The most recent developments in the behaviour of the Local Currency Payment System 

between Argentina and Brazil can be seen in the following charts. The first shows the 

number of operations and the value in millions of reales of Brazilian exports to Argentina, 

and it is possible to appreciate clearly an upward trend: from 200 operations carried out 

monthly in February 2010 through the SML, there are more than 600 monthly operations in 

the month of July 2012. The amounts of such operations, stated in millions of reales, have 

gone up from a little over 75 million in February 2010 to almost 200 million for the month of 

July 2012. 

 

CHART XXIV 

Exports from Brazil to Argentina under the SML  
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In turn, imports made by Brazil from Argentina within the framework of the SML, Chart XXV 

shows that these have also manifested a rising trend, although in a more erratic scenario, 

due to the oscillating behaviour both in the number of operations that actually occur 

monthly by means of this payment system, as well as in the value in millions of reales 

involved in such operations. 

 

CHART 25 

Imports by Brazil from Argentina under the SML 

 

 
 

Chart XXV also shows the markedly lower number of monthly operations, and a lower 

value in the amount of exchanges made by Brazilian importers, when compared with the 

notably higher number of monthly operations effected and the amounts traded by 

Argentine importers, who tend to use, to a much larger extent, the Payment System.  

 

This asymmetry in the use of the SML, which corresponds in some way to other 

asymmetries that exist within the framework of the relations between both countries, 

constitutes one of the deficiencies which should be overcome in the consolidation and 

improvement process of this important financial instrument. It is one of the first tangible 

results of the New Regional Financial Architecture currently in effect, which should be 

diversified, extended and studied in greater depth, if the countries of the region are to 

achieve a greater degree of monetary-financial autonomy and sovereignty in a complex 

and changing international scenario, and where there is an ever-increasing questioning, 

in various ambits, of the monetary and financial (dis)order which has prevailed to date, 

despite the notoriously damaging effects on a good number of countries and regions. 

 

b) The Regional Clearance Unitary System (SUCRE) 

Another innovative element aimed at the construction of a New Regional 

Financial Architecture is the design and implementation of the Regional Clearance 

Unitary System (SUCRE), as an example of the articulation of an effective regional 

response to monetary matters, that permits mitigating risks vis-à-vis future financial crises, 

in a scenario characterized by the uncertainty of global markets, and the corresponding 

restriction of access to credits derived from the permanence and prolonged duration of 

such uncertainty. In these circumstances, the SUCRE appears as a mechanism allowing 
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for higher levels of autonomy and independence of financial markets, reducing external 

vulnerability and making it possible to operate with lower degrees of conditionality.  

 

The Regional Clearance Unitary System is one of the most noteworthy examples of the 

advances achieved in the process of constructing a regional monetary space, based on 

the creation of a novel system of payments, which facilitates the establishment of an 

exchange zone for reciprocal payments. Supported by a Central Compensation 

Chamber of Payments, as well as by the creation of a Common Account Unit, called 

“sucre,” from the moment it went into effect in January 2010, the System has been 

increasingly accepted by the various economic entities of the member countries, such as 

small, medium-sized and large companies, co-ops and different producer associations, 

that envisage in this mechanism the possibility of expediting transactions and operations 

among these countries and, at the same time, of decreasing exchange and 

administrative costs, thus facilitating the production and exchange process, and 

incorporating new agents in exchanges with non-member countries. 

 

In the consolidation process of regional monetary and financial sovereignty, the SUCRE 

has gradually been contributing, albeit still on a minor scale, to dispensing with U.S. 

currency for transactions carried out on a regional level, thus aiming at the consolidation 

of a monetary zone in which, based on a basket of local currencies, a unit of account is 

used for the payment of imports, providing in this way greater liquidity in trade and 

decreasing the time for effecting payments. In this regard, Table 14 shows the 

composition of the currency basket of the sucre, as well as the variations which have 

occurred in its value, based on the modifications of the exchange rate of the currencies 

included therein. 

 

TABLE 14 

SUCRE. Variations in exchange rates during 2011 

 

 Bolivia Cuba Ecuador Venezuela Full 

Basket 

Period  bolivianos 

per dollar 

convertible 

pesos per dollar 

dollar 

per 

dollar 

bolivars 

per dollar 

dollars 

per sucres 

01-01-11 7,04 0,9259 1,00 4,30 1,25030 

07-01-11 7.03 0,9259 1,00 4,30 1,25034 

15-02-11 7,02 0,9259 1,00 4,30 1,25042 

14-03-11 7,00 1,0000 1,00 4,30 1,25059 

15-03-11 7,00 1,0000 1,00 4,30 1,25059 

11-04-11 6,99 1,0000 1,00 4,30 1,25068 

07-06-11 6,98 1,0000 1,00 4,30 1,25076 

20-07-11 6,97 1,0000 1,00 4,30 1,25085 

01-11-11 6,96 1,0000 1,00 4,30 1,25093 

 
Source: Executive Secretariat of CMR/SUCRE [2012: 16] 

 

As part of its most recent performance, it should be pointed out that during 2011 the 

SUCRE achieved substantial growth, significantly multiplying both the number of 

operations as well as the volume of merchandise and services exchanged, and the 

amount of the operations made, in comparison with the year 2010. 

 

Thus, and according to the 2011 Management Report of the SUCRE Monetary Council, 

during that year a total of 431 payment operations were completed using this regional 
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financial cooperation mechanism, implying a total of 216.131.679 sucres, equivalent to 

approximately 270 million dollars. As can be seen in Chart XXVI, this figure is in marked 

contrast with the six operations for the amount of 10.107.642 sucres, equivalent to a little 

over 12 and-a-half million dollars, made over 2010, the first year the System was 

implemented. [Executive Secretariat of the CMR/SUCRE, 2012] 

 

CHART XXVI 

Operations performed under the Regional Clearance Unitary System 

 

 
 

As regards payments made for imports under SUCRE, Table 15 shows that Venezuela 

concentrated about five-sixths of its total imports, for an amount in excess of 180 million 

sucres of a total of 216 million. In second place, Ecuador effected payments for a little 

over 34.5 million sucres, equivalent to 15.9 percent of total imports, whereas Bolivia and 

Cuba had a clearly marginal participation, with only 0.39 percent and 0.006 percent, 

respectively, of total amounts imported. 

 

TABLE 15 

SUCRE: Imports carried out through the system 

 

Importing  

country 

Value 

in sucres 

% of 

total 

Venezuela 180773,151 83.6 

Ecuador 34505,528 15.9 

Bolivia 840,820 0.39 

Cuba 12,181 0.006 

Total 216131,679 100.0 
 

Source: Executive Secretariat of the CMR/SUCRE [2012]  

 

On the other hand, as regards the amount of exports carried out through the System, 

Table 16 indicates that Ecuador has been the country with the highest percentage of 

amounts exported, with 81.4 percent of the total, followed by Venezuela, with 15.1 

percent of total exports, Bolivia with barely 2.6 percent, and Cuba with a little less than 
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one percent. It is thus evident that a significant part of the commercial operations made 

using the Regional Clearance Unitary System take place bilaterally between Ecuador and 

Venezuela; consequently, an additional challenge of this mechanism of the New 

Regional Financial Architecture consists in diversifying operations and increasing volumes 

and amounts of same among the group of member countries. Lastly, it should be pointed 

out that some of the main products exchanged through the SUCRE are raw tuna fish, 

granular urea, sodium citrate, vehicles, crude palm oil, citric acid, rice and portable 

appliances. 

 

TABLE 16 

SUCRE: Exports carried out through the system 

 

Exporting 

country 

Value in 

sucres 

% of 

total 

Ecuador 175947,698 81.4 

Venezuela 32551,313 15.1 

Bolivia 5550,262 2.6 

Cuba 2082,408 0.9 

Total 216131,679 100.0 
 

Source: Executive Secretariat of the CMR/SUCRE [2012]  

 

The president of the Executive Board of the Regional Monetary Council has stated that 

during the first five months of 2012, a total of 628 operations have taken place amounting 

to 220 million sucres, surpassing by far total operations made in 2011. He estimates that 

toward the latter part of 2012, commercial exchange using this system will reach 750 

million sucres, equivalent to approximately 940 million dollars, as a manifestation of the 

sustained and increasing trust of the various sectors in the application of this payment 

compensation mechanism. [Tovar, 2012] 

 

 

IV. ASSESSMENT OF THE SITUATION AND PROPOSALS FOR ACTION  

 

 Throughout this text, some of the main elements, from the beginning of 2012 to 

date, in the recent functioning of the global economy, international economic relations, 

and Latin American and Caribbean economies have been identified. Similarly, certain 

measures that have been taken at those various levels with regard to such functioning 

were pointed out, introducing two types of emphasis as regards the identification: on the 

one hand, highlighting financial aspects and their corresponding measures, and, on the 

other, focusing attention on those trends and actions, the review of which is more 

pertinent from the point of view of Latin America and the Caribbean. 

 

As is evident from the follow-up in the first part of the text, the global scenario clearly 

continues to be influenced by the crisis which exploded more than four years ago in the 

U.S. real estate sector and spread to other areas and other countries, quickly 

encompassing the global economy as a whole. Since then, there have been stages of 

sharp decline and of relative recovery, but it is clear that all this has occurred as part of 

the scenario of deterioration present since 2008, and that the conditions necessary to 

emerge from the crisis have not been generated. 

 

Within the context of a continuous crisis, since the latter part of 2011, problems have 

concentrated in the eurozone, where those problems have been assumed as a 

“sovereign debt crisis.” As a result, priority has been granted to correcting imbalances in 

public finances and to decreasing governmental debts, by applying Draconian measures 
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in order to reduce government spending – as well as establishing binding commitments 

reflected at a constitutional level, so as to maintain a balance in the future with regard to 

income – that are placing the weight of the adjustment on the salaries of governmental 

workers, pension systems, levels of employment, resources targeted for education, and, in 

general, on a new and very severe reduction of what still survived of the Welfare State. 

 

In this way, in the face of a global economic crisis, the causes of which can clearly be 

traced to the extreme liberalization processes of the markets and, in particular, to the 

complete freedom of action enjoyed by large capitals which in the countries and on an 

international level circulate within the financial sphere, an initial reply was the 

governmental bailout of many of those capitals – that is, a sort of “statization” of losses – 

and, in second place, given the increase in public spending and the deficit caused in 

good measure by the bailout, the priority assigned to the reduction of expenses and to 

the balancing of public finances, with measures that in reality profoundly affect the 

majority of the population, bringing about a sort of “socialization” of the losses previously 

statified. 

 

That balance, necessarily critical, of the direction which the measures to confront the 

crisis have taken in developed countries, is also present with regard to agreements and 

actions defined at the multilateral level. In this ambit, as is well known, the fundamental 

aspects of the measures taken in view of the crisis have been defined by the G-20. Within 

this group not only the internal policies to be followed by its member countries have been 

agreed upon, but also the guidelines for the IMF, the World Bank, the Financial Stability 

Council – formerly Forum – and the Bank for International Settlements, as well as the 

parameters within which topics such as the following have been treated: The minor 

changes in the operations of the IFI and particularly of the IMF, which encompass almost 

exclusively the quota system and the government structure, and are accompanied by 

the financial reinforcement of such institutions; the regulatory framework for financial 

institutions of systemic importance; a shared framework for institutional reforms in the 

financial sector; the definition of common norms to manage bankruptcy (“resolution”) of 

financial entities; the regulation of the parallel banking system; the modification of the 

treatment of OTC derivatives; the treatment of “uncooperative jurisdictions”; the 

regulation of credit rating agencies; and the implementation of Basel III, among others. 

 

Since 2008 and up to the present, the definition of those topics, the agreements regarding 

actions to be taken with regard to such agreements, and the monitoring of compliance 

with these, has been the substantial part of how the G-20 has approached the problems 

of the international financial scenario and the institutional structure on which that 

scenario is based. But all this falls notably short in face of the magnitude of the problems 

to be solved in that scenario, and to a large extent leaves intact the profound causes 

that have provoked not only the crisis which began more than four years ago, but also a 

sort of systemic functioning which has prevailed for several decades and within which 

crises such as the current one are inevitable as long as those causes are not dealt with. 

 

The substantial recovery of spaces and capabilities to define policies in the different 

countries and, in particular, in developing countries, the need for an in-depth reform of 

the general orientation, objectives, instruments and criteria for action of the IFI, the urgent 

redefinition of the bases of the international monetary system, the implementation of a 

rigorous control over financial markets and speculative capitals which have multiplied in 

those countries, the curbing of “financialization,” thus ensuring that, in general, credit will 

be at the service of production and not the reverse, are all topics that are not on the 

tepid reform agenda currently defined, and in which nothing indicates that some or all of 

these topics will be incorporated in the foreseeable future. 
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All that has been said previously – that is, both the structural problems in the international 

monetary and financial system, as well as the notorious inadequacy of the measures 

taken to confront them – has not changed so far this year (2012). Far from it. In the 

scenario described in this text, that is, the continuation of the crisis and the concentration 

of its effects on the eurozone, both the measures that are being imposed on the 

European economies, as well as the actions that are being defined and applied as 

regards the international economy, clearly point to a repetition of such inadequacies, 

accompanied by the creation of “adjustment scenarios” which, to a large extent, recall 

the worst of the prescriptions applied in Latin America and the Caribbean during the 

maelstrom of the 1980s. 

 

In view of this, and even though it is imperative that the governments of developing 

countries continue to demand a real change in the operations of the international 

monetary and financial system and in the structure that serves as its foundation, the 

inevitable conclusion is that this change is not being assumed and much less processed 

and that, consequently, the international scenario will continue to be fraught with 

uncertainties, with unsolved problems, and with recurrent declines in levels of activity, with 

the consequent damage to countries such as those of Latin America and the Caribbean, 

which will continue receiving recessionary pressures from that scenario. And if a 

deliberate effort is not made on the part of the international community, such pressures 

will continue to be completely out of their control. 

 

Thus, in view of the global crisis that has lingered for several years and of its recent 

manifestations, as well as of the serious problems in the operations of the international 

monetary and financial system and of how little is being done on a multilateral level to 

confront these problems, it is evident that there is a need to advance in the establishment 

and consolidation of a regional financial structure in Latin America and the Caribbean 

that will protect, if only partially, the economies of the region from the impacts derived 

from both the uncertain and unstable behaviour of the global economy, but also, 

basically, from the imbalances and problems of all types that exist in the international 

monetary and financial field and that are not really being addressed. 

 

Developing a regional financial architecture becomes more urgent if we bear in mind 

that the responses, or attempts to respond, on the part of those in charge of monitoring 

and regulating the performance of the institutions of the previous international financial 

structure, formed mainly by the IMF and the World Bank, more than contributing to the 

search for solutions that will begin to allow correcting some of the structural problems that 

are at the root of the unstable operations that prevail in the finances and in the 

international monetary ambit, have limited themselves to implementing partial or 

inadequate actions that only serve to temporarily mitigate or cover some of the most 

evident manifestations of the disorder that those institutions have helped to generate. 

 

As a matter of fact, according to what both the development of the global economy, as 

well as what has occurred in recent years in the countries of the region, there is no doubt 

that the creation of the conditions that Latin America and the Caribbean require in the 

monetary and financial ambit to reduce the impacts of an intrinsically unstable 

international monetary system, and to meet the needs for development with a greater 

degree of autonomy and sovereignty, must be the result of a concerted effort that 

involves all the countries of the region. 

 

Besides the main components present in the international scenario, that have been 

pressing for the creation of various initiatives in different regions or in groups of countries 

without geographical proximity – such as the BRICS – one would have to add the 
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favourable scenario which exists in Latin America and the Caribbean in connection with 

the consolidation of an alternative strategy in the monetary and financial ambit, if it is 

taken into account that three basic factors are combined: in first place, the presence of 

adequate economic and political conditions in the quest for common positions; in 

second place, the existence of a new institutional structure for the integration that has 

been taking place in recent years; and, in third place, the fact that the first components 

that form part of the regional financial architecture have already been put in motion and 

correspond closely with the new institutionality underway. 

 

With regard to the adequate economic and political scenario which exists in Latin 

America in recent years, it should be noted that the economies of the region have shown 

an improved performance in their main macroeconomic indicators in comparison with 

many developed countries, including higher growth rates of their GNP, balanced public 

finances, foreign accounts at manageable levels, significant reserve amounts, and, in 

general, an economic scenario in which, to date, the global deterioration has not been 

felt in full force. To this, one should add a set of measures and actions that have been 

implemented which form part of countercyclical policies that have made it possible to 

reduce the impacts coming from abroad on the real economy and, consequently, on the 

standards of living of the population of Latin America and the Caribbean. 

 

As for the new institutional architecture for integration, the startup and consolidation of 

recently-created mechanisms – such as the Bolivarian Alliance for the Peoples of the 

Americas (ALBA), the Union of South American Nations (UNASUR) and, particularly, the 

formal start of the Community of Latin American and Caribbean States (CELAC) – is 

showing more than evident signs of the presence of a renewed impetus in the search for 

joint strategies at the regional and subregional levels to confront, collectively, the most 

urgent challenges stemming from both the international environment as well as internal 

development needs. 

 

With reference to the new regional financial architecture, there is no doubt that it has 

firmly taken its first steps with the implementation of new instruments, such as the Regional 

Clearance Unitary System (SUCRE), which became effective in January 2008, the Local 

Currency Payment System between Argentina and Brazil (SML), which began to operate 

in October 2009, the ALBA Bank (BALBA), which initiated operations in September 2009, 

and the creation of the Bank of the South, whose founding agreement was signed in 

September 2009, and should finally commence operations shortly, once all formal 

requirements for its coming into force have been complied with. 

 

The aforementioned components – whose existence should be duly recognized and 

valued – point to the possibility of consolidating a genuine alternative in the regional 

monetary and financial ambit, which constitutes not only an economic need of the first 

order, but also a political and strategic requirement, expressed in various mandates and 

statements issued at the Summits attended by the Heads of States and Government of all 

the countries of Latin America and the Caribbean. 

 

With regard to the above, it should be recalled that in the Cancun Declaration, issued at 

the Unity Summit on 23 February 2010, the Latin American and Caribbean leaders 

agreed to develop a work programme focusing on a set of areas and lines of action on 

a priority basis. The program includes aspects relating to cooperation among the 

regional and sub-regional integration mechanisms, and where the finance ministers have 

been asked to prepare a strategy for the gradual construction of a regional and sub-

regional architecture that includes: a multilateral and voluntary system of payments 

beginning with the revitalization and expansion of existing experiences in the region, 
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including payment mechanisms in local currencies; the evaluation of existing 

experiences with a common currency; the strengthening or development of regional 

mechanisms for the stabilization of the balance of payments; the integration of financial 

markets at the regional and sub-regional levels with appropriate mechanisms for 

supervision, regulation and transparency; the strengthening and creation of financial 

institutions or funds to support development and integration projects for the region, 

including the coordination of such funds and institutions; and the cooperation among 

local and regional development banks [Heads of State and Government of Latin 

America and the Caribbean; 2010]. 

 

Subsequent to that meeting, the presidents of the Latin American and Caribbean 

countries gathered on 2 and 3 December 2011, in Caracas, for the formal constitution of 

CELAC. They endorsed this commitment, incorporating it into the Caracas Action Plan, 

wherein they again highlighted the need to strengthen and deepen the integration 

processes in the regional, sub-regional and bilateral ambits, so as to ensure the creation 

of a Latin American and Caribbean space. They also decided to continue the strategy 

for the design of a new regional financial architecture, strengthening regional and sub-

regional mechanisms, and acknowledging the advances of the financial and regional 

systems for payment compensation, credits and transitory financing [Heads of State and 

Government of Latin America and the Caribbean; 2011]. 

 

Based on these decisions, which express the broad collective will of Latin American and 

Caribbean governments to build a regional financial architecture, that there is so much 

insistence on the imperious need to make the most of the immense amount of  existing 

material, redoubling the efforts which to date have been deployed, so as to consolidate, 

within a reasonably short time, the multilateral monetary-financial cooperation institutions 

that the economic and social development of the countries of the region demands. 

 

As has been proposed in previous documents of the Permanent Secretariat of SELA 

([2009], [2010], [2011] and [2012]), the structure of the New Regional Financial 

Architecture should be sustained on three pillars: a Regional Development Bank, a 

Regional Contingency Fund, and a Regional Monetary Space. 

 

The Regional Development Bank. Its purpose would be to go beyond the institutions of this 

type which already exist in the region, although taking advantage, of course, of the 

experience which they have accumulated, and promoting, if possible, a gradual process 

of convergence among them, not with the idea of merging them but of defining 

common operating priorities and criteria that correspond with the type of development 

banks that the region needs today.  

 

In this regard, it is necessary to bear in mind the heterogeneity which exists among those 

institutions (such as the IDB, CAF–Development Bank of Latin America, the Central 

American Bank for Economic Integration (CABEI), the Financial Fund for the Development 

of the River Plate Basin (FONPLATA), the Caribbean Development Bank, the Caribbean 

Fund, and the Bank of the South), which is apparent not only in the magnitude of the 

resources managed, but also in aspects such as makeup of the membership of the 

partner or shareholder countries, share of the members in the capital of each one of 

these institutions, distribution of voting power, amounts of credit to which each country 

has access based on the amount of capital contributed, types of conditions which each 

institution applies, etc. 

 

In this regard, it would be advisable to critically review the operations of each of these 

institutions, as well as their guiding principles. The information obtained should be used to 
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attempt to reduce the fragmentation of operating  norms and criteria and, at the same 

time, to complement them – or integrate some, if appropriate – with a new type of 

Regional Development Bank, whose resources, shareholding structure, and criteria for 

granting credits are directly linked with the needs derived from the local development of 

the member countries, with the priorities established for the advancement of the new 

integration mechanisms – and in particular CELAC – and with the demands that might 

arise from the other components of the Regional Financial Architecture. 

 

Reasons abound – as do experiences – for proposing that this Regional Development 

Bank should be genuinely Latin American and Caribbean, thus ensuring that its general 

operating guidelines will respond to the priorities of the region. Evidently, the following 

general guidelines should also be included: 

 

 The Bank’s operations should be clearly aimed at a search for environmental 

sustainability and respect for the communities and the territories which these inhabit. 

This should be expressed across the board in all projects for which the Bank provides 

financing. 

 The Bank should be an instrument for advancing in achieving regional food and 

energy sovereignty; and the international geo-political and economic situation makes 

it imperative to place these goals at a high level of priority. 

 The Bank’s operations and the projects it finances should contribute to reducing 

disparities of all types that exist currently throughout the region, so as to foster that 

reduction as an indispensable condition for improving the material living conditions of 

those sectors of the population where it is most urgent. As part of that search for the 

reduction of disparities, the Bank should also incorporate priorities associated with 

gender equity and with care for vulnerable groups and minorities. 

 The granting of loans by the Bank should be based on relevant technical-financial 

criteria, and not on criteria of a political nature, thus eliminating the conditionalities 

that at times have been applied by the IFI to the credits granted to Latin American 

and Caribbean countries. 

 

The Regional Contingency Fund (FRC), Its need has been more than demonstrated, 

given the already long and bitter experience which the countries of the region have had 

in their relationship with the IFI, not only due to the conditions with which they 

accompany the granting of the resources, but also because of the insufficiency and 

delay with which these have been awarded. In view of this, it is imperative that a 

regional mechanism be created which, in any case, will allow assigning a 

complementary nature to the resources provided by the IMF.  

 

To the above, one must add the high levels of uncertainty and volatility in the financial 

and exchange markets, which give rise to a scenario in which the probability of 

speculative attacks is always latent, as is the need to have to face, at any given moment, 

problems of liquidity and balance of payments. On the other hand, the possibilities of 

obtaining sufficient, timely and unconditioned support from the IMF are, to say the least, 

doubtful. 

 

Although one of the current functions of the Latin American Reserve Fund (FLAR) is to offer 

support to the member countries when faced with problems derived from imbalances of 

the external sector, and it is in the process of increasing its subscribed capital from 2,344 

million dollars to more than 3,000 million dollars, the truth is that the international situation 

requires much higher amounts to achieve a true “financial armour.” That is why –
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complementing the FLAR, or integrating it, if appropriate – the Regional Contingency 

Fund should be established as the second pillar of the New Regional Financial 

Architecture. 

 

The FRC would back up its operations on principles such as a sufficient amount of 

available resources, quick and timely actions, conditionality based only on technical 

aspects and low operating expenses. Its scope of operations could cover not only the 

granting of resources for balance of payment and liquidity problems, but also to support 

the restructuring of foreign public debt processes. Furthermore, in addition to the FRC, it 

should establish a reciprocal credit mechanism among the central banks of the region.  

 

If one keeps in mind the large volume of international reserves, totalling almost 800 billion 

dollars, which the governments of Latin America and the Caribbean have accumulated 

and in large part deposited abroad, the constitution of the FRC could rely on the use of a 

part of those resources, thus allowing that another part be freed to be channelled toward 

any of the multiple productive uses in the region that are awaiting financing in order to 

materialize. 7 

 

As for the Regional Monetary Space (EMR), it constitutes the third of the pillars of the New 

Regional Financial Architecture, and its progressive creation is fully justified in view of the 

abiding presence caused by a system that continues to be based on the dollar, and 

given the fact that it does not appear that significant changes will occur in the framework 

of the agenda that currently controls multilateral actions.  

 

Concerning this pillar, it is important to stress that there have been recent experiences in 

the region from which it could learn, such as the SML and the SUCRE, as well as others 

which have been in existence for quite some time, among which are the Reciprocal 

Payment and Credit Agreement of ALADI and the Eastern Caribbean Monetary Unit, 

which has been functioning with the Eastern Caribbean dollar for decades. Although they 

are different instruments, not only due to their seniority, but also because of their 

objectives and modalities of use, a critical review of all of them can enrich the design of 

the EMR, as could a review of other monetary cooperation experiences that are being 

promoted outside the region. 

 

That Regional Monetary Space, during an initial stage, could consist of a payment 

compensation mechanism, which of itself would permit reducing the use of currency in 

commercial exchanges among the countries of the region and would require the 

creation of a Regional Compensation Chamber. During a second stage, the advance 

toward the EMR should include the introduction of a Standard Unit of Account which 

would allow processing trade balances in said unit, also avoiding the use of currency for 

those balances, with the understanding that the Unit of Account would act as a virtual 

currency for recording trade exchanges. 

 

To the advantages derived from the above, in addition to the reduction in the use of 

currency for intraregional trade and the consequent gain in autonomy due to the 

utilization of their own payment mechanisms, the use of which is not subject to possible 

currency liquidity problems, one would have to add that trade operations would be 

expedited and the administrative costs associated with those operations would be 

                                                
7 In addition to the amount of 797 billion dollars, that according to ECLAC [2012: 81] constituted the international 

reserves of the region by March 2012, it would also be advisable to keep in mind the very high amounts that 

Latin American individuals have deposited in tax havens. In this regard, recent research carried out by the Tax 

Justice Network [2012] presented estimates of those deposits, which would be 520 billion dollars for Brazil, 417 

billion dollars for Mexico, 406 billion dollars for Venezuela and 399 billion dollars for Argentina. 
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reduced. Furthermore, through the use of the Common Account Unit, it would be possible 

to incorporate new economic actors that do not usually participate in trade among the 

countries of the region. 

 

It is worth mentioning, however, that the use of a Common Account Unit makes 

economic sense only in a scenario where intra-regional trade flows reach amounts 

significantly in excess of the current ones, and in which, as a result, such exchanges 

represent a substantial percentage of the total trade of the region’s countries. 

Consequently, advancement toward the EMR should be simultaneous with – or even 

precede – strategies and actions for the promotion of commercial ties among Latin 

American and Caribbean countries. There is much to be done as yet with respect to this 

task; in fact it is a goal still pending to be achieved, even in the oldest integration 

mechanisms of the region. 

 

In summary, despite its relevance, the construction of a New Regional Financial 

Architecture is far from becoming a reality through a sort of “natural process”; on the 

contrary, its construction assumes not only the existence of economic and technical 

conditions, but also, first of all, a large dose of political will as well as a generalized 

consciousness regarding the pressing need to construct regionally their own, still 

unexplored, paths on which they must travel if they are to successfully confront a rather 

unfavourable international environment and multiple local demands which have not 

been historically satisfied. 
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