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This conference could be a

moment for recollections

of a financial crisis in which | was an actor
» How strongly the rich countries got together

» How biased in their favor the World Bank and
MF have been

» How the Brazilians and the Argentineans got
together

» How aggressively James Baker reacted in
September 1987 to the Brazilian proposal on
the securitization of the debt.

» How, 18 months later, this proposal became,
letter by letter, the Brady Plan.




But, instead, | will discuss some

often ignored issues

» The 1980s’ stagnation was the outcome of a
major financial crisis, not of the exhaustion of
the import substitution model.

» The over borrowing involved was not
consequence of populism, but of the tendency to
the cyclical and chronic overvaluation of the Latin
American currencies.

» This cyclical tendency is consequence of the
growth cum foreign savings policy.

» Such policy is much more on the interest of rich

countries than of developing countries.



Tendency to the cyclical and chronic
overappreciation of the exchange rate




Lat

in American countries go from

sudden stop to sudden stop
» In the late 1970s, a wave of foreign

ind

ebtedness,

-in the 1980s, financial crises
» In the early 1990s, a new wave of foreign

ind

ebtedness,

—-in the late 1990s and early 2000s, crises
» In the mid 2000s new indebtedness,

post

out the surge in commodity prices is
ooning the financial crises (while

deinc

ustrializing or stoping industrialization).
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Some day Latin Amerian countries will learn
that they don’t grow with foreign savings

» That the best form of coping with the foreign
constraint is to manage the exchange rate.

» That foreign savings don’t add to domestic
savings but usually involve a high rate of
substitution of foreign for domestic savings.

» That foreign indebtedness:

—first, increases consumption rather than
invest

—-second, creates financial fragility and
dependence.

-third, leads to financial crises.




1.

Managing the exchange rate

involves two things

If the country faces the Dutch disease,
to act on the value of the exchange rate to
make competitive the business enterprises
utilizing technology in the world state of the
art, by imposing a tax on exports

In any case,
to act on supply and demand of foreign
money to limit the fluctuation of the market
exchange rate around the exchange rate
value, by buying and selling reserves and
controlling capital inflows.
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