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Outline

The Latin American pre-crisis consensus

Lessons from the global financial crisis

Some implications for Latin America

Based on:
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International Finance, Vol. 13, Issue 1.
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The road to financial development: 

Pre-crisis consensus in Latin America

Pre-crisis consensus ïa response to the ñfinancial repressionò of the 

70s and 80s and the recurrent crises of the 80s and 90s

The pillars of the consensus

Macro stability Č financial stability Č financial development

Let markets breath!ïincluding through intôl financial market integration

Main role of the state: to strengthen the enabling environment

Promotion of market discipline

Capital (skin in the game)

Transparency and accounting/auditing standards; rating agencies

Strict limits on access to the safety net 

Convergence towards the Basel-inspired prudential agenda

Focused on idiosyncratic risks; ignored systemic risk 

More recently: emphasis on broadening financial access

Micro-finance revolution

Repositioning of specialized development banks
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The crisis questioned the pillars of the consensus

Macro stability �±can promote unsustainable financial development!

Let markets breath ïmarket discipline failed miserably

Information and sophistication proved insufficient for markets to self-regulate

Basel prudential agenda �±needs major rethinking

Price history is not enough ïfrom normal distributions to black swans and fat tails

The soundness of the parts does not imply the soundness of the whole

Dividing and diversifying idiosyncratic risk does not necessarily reduce systemic risk

Broadening financial accessïcan increase systemic risk exposure

The developmental role of the state may conflict with its systemic stability role 


