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Agenda

• Are financial systems resilient?

• Fostering financial stability: the role of 
prudential and monetary policies.

• The debt boom in the region



Banks’ capital ratios and leverage (2008)

ARG

BOL

BRA

CHLCOL
COS

MEX

PER

URU

VEN

CHI

IND

IDN

KOR

PHI
THA

BEL

FRA

GER

GRE

NET

SPA SWE

AUS

CAN

JAPUSA

5

7

9

11

13

15

17

19

21

23

5 10 15 20 25 30

C
ap

it
l a

d
eq

u
ac

y 
ra

ti
o

 
(T

ir
e2

/R
is

k 
w

ei
gh

te
d

 a
ss

et
s)

Leverage (assets/capital)

Emerging Europe

Latin America

Asia

Advanced economies



Exchange rates

90

100

110

120

130

140

150

160

170

Brazil Chile Colombia Peru Mexico

80

90

100

110

120

130

140

150

160

Brazil Chile Colombia Mexico Peru



Macroprudential policies

• Macroprudential Policies are those that look to limit 
the systematic financial risk. 
Avoiding crisis or smoothing the financial cycle?
How to measure success: No crisis? Credit gap?

• They have a cross-sectional dimension to limit 
contagion, TBTF and amplification, and a temporal 
dimension to limit procyclicality and the accumulation 
of vulnerabilities. 

• Many of them are basically the same as the 
microprudentials, but on the basis of changing the 
regulatory parameters according to the business cycle. 
Others are recalibrations according to the systemic 
relevance of institutions.



Macroprudential policies in emerging markets

• Periods of “excessive capital inflows” and pressures 
on the exchange rate: Exchange rate intervention, 
capital controls and even interest rates set for FS 
reasons. Potential conflict with macroeconomic 
objectives.

• Be careful: Macropudential policies are not an excuse 
to implement any policy (“license to kill”).



Reserve accumulation, capital controls and 
monetary policy

• Dual role: mercantilism and self-insurance.  
Both reasons coincide at times of strong 
currencies.

• Effectiveness on exchange rates is small in 
financially open economies.

• When and how in the context of inflation 
targets and flexible exchange rates?

• Capital controls: do they work?

• Monetary policy. Mexico today



Discussion

• Are they complement or substitute? It depends 
on the objective. Not clear potential for misuse.

• Still the interest rate is the more appropriate for 
MP (specially in emerging markets where capital 
inflows can excecerbate with mP tightening) and 
Macropru and micropru for FS

• Counter-cyclical provisioning: it has some positive 
reviews and has been used in the region (Bolivia, 
Colombia, Peru and Uruguay). 

• How to change parameters, discretionally during 
the business cycle?



Emerging markets debt



Debt in emerging markets

Not only have the volumes increased, as shown in Figure 2, but issuers have continued to favor 

foreign over domestic currency bonds. Here, the most recent data show that domestic-currency-

denominated issues account for roughly 20 percent of the nearly $4 trillion total.

It is important to emphasize that, while these numbers are growing rapidly, the overall quantities 

are still not all that large, given that the initial level of corporate bond issuance was quite limited. 

We see this from Figure 3, which breaks down all emerging market fina nc i al  assets into five  cat-

egories. The nonfina nc i al  corporate bond component is denoted by the white slice in the middle 

of each bar. It accounts for 5.3 percent of the 2013 total. Adding in the stock of fina nc i al -sector  

(including fin

a

nc i al  af fili

a

tes of nonf i nan

c

i al  corporat es) bonds gi ves a total  of 14.8 perc ent.  

But even a category that appears relatively small can be a source of systemic fina nc i al  instability. 

As we have seen in a number of circumstances, amplifica t ion mechanisms can be strong enough 

that even small shocks can have very large effects on the state of the fina nc i al  system, and then on 

the real economy. With that in mind, we ask what risks foreign currency bond issuance by emerg-

ing market economies (EME) corporates may be creating. 

Before we start, however, we should say that for many globally active corporations, including 

those based in EMEs, foreign currency bond issuance is a natural outgrowth of the expansion 

of their international sales, production, and supply chains. When both costs and revenues are 

denominated in foreign currency, it makes sense that treasury operations and capital structures 

also have substantial foreign currency components. So, to the extent foreign currency liabilities 

Figure 3: The Financial Structure of Emerging Market Economies

Note: Billions of U.S. dollars on vertical axis.

Source: Adapted from Figure 1.3 in Buttiglione et al. (2014). Data provided by McKinsey G lobal Institute.
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4. Case Study III
Corporate Bond Issuance in Latin America

Claims of BIS reporting banks on the non-bank Latin American private sector on an ultimate risk 

basis peaked at $690 billion in March 2013 and were down to $610 billion by March 2015—about 

the same level they were in March 2010. However, over the same period, bond issuances of non-

fin

a

nc i al  corporations headquartered in Latin America and the Caribbean (LAC) kept growing. 

As shown in Figure 24, the outstanding stock of external bonds of LAC nonfina nc i al  corporations 

went from $83 billion in March 2010, to $180 billion in March 2013, to $245 billion in March 

2015—an increase by a factor of three in five  years. Before the crisis, most international borrowing 

by local corporations was increasingly fina nc ed by foreign banks. Since then, foreign bank credit 

has stabilized, and international bond issuance has gained prominence so that, at this writing, 

about one-third of total international corporate borrowing is accounted for by bonds.

Figure 24: Outstanding International Bonds and Liabilities 

(LAC Countries, Excluding Offshore Centers)

Note: Bank is consolidated foreign claims and other exposures of reporting banks—ultimate risk basis, non-bank 

private sector (Table 9C). Bonds are international debt securities—nonfin

a

nci al  cor por at ions,  amo unt s out st andi ng 

(Table 12D). Billions of U.S. dollars on vertical axis.

Source: BIS banking and securities statistics.
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