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Abstract

This report synthesizes the papers and presentations made at the
Kellogg Institute conference on "Debt Adjustment in Latin America: Is the
Crisis Over?® on April 16, 1985. The paper argues that 1) the debt crisis
is far from over as long run solutions to the crisis have not been enacted,
and 2) IMF-style stabilization efforts made in response to the crisis have
largely failed, suggesting some flaws in the IMF approach.

Resumen

Este trabajo sintetiza los ensayos y presentaciones de la conferencia
del Kellogg Institute sobre "Ajuste de la Deuda en América Latina: LEsta
Terminada la Crisis?" llevada a cabo el 16 de abril de 1985. FEI trabajo
sostiene que 1) la crisis de la deuda esta lejos de ser superada ya que no se
ha encontrado soluciones de largo plazo; y 2) los esfuerzos de
estabilizacién al estilo FMI han fracasado, lo cual sugiere algunas fallas en
el enfoque del FMI.






INTRODUCTION

The international rec=ssion of tho early 1930s and the
attendant deot crisis in Latin America in 1992-1933 certain-
ly ran< in many scholars' books as the most significant, ¢
not most painful events in Latin American economic history
since World WHar I, The inability »f Latin American econo-
mies to meet soaring debt-servicing requirements made itself
known with the Mexican default of Aujust 1982, Soon after-
Aards the cutoff of additional bank credit for Latin America
e@xacerbated the situation for other debtors in precarious
financial positionsy leading to debt crises for other large
debtors such as Argentina and ?razil.

Initial 2mergency measures were taken on a case-by-case
basis to avoid the <collapse of the international banking
system and to avoid the soectre of full-fledged "default."
In additions traditional IMF stabilization policies were im-
nlemented in a number of countriesy often as a pferequisite
for receiving IMF help in arrangina dabt rescheduling.

After the crises of 1982, late 1983 and 1984 saw a wel-
come turnaround in the debt-servicing canacity of many Latin
American economies, as many a country achieved a significant
surplus in the current accounte browth rates also turned
42akly positives tentatively inficating the end of the nor-
rid recession of the past couple yearse Hencey it apoears
to many thats, under the aegis of IMF stabilization policyy

Latin america has adjusted satisfactnarily to both the savars



international recession of the aarly 1980s and the concommi-
tant dedbt crisise flaverthelesse nany questions remain:
Ahat wWeras tne origins of the crisis? Hod much o0f the racent
improvements in Latin America are due to the success of I"F
ctabiliza*ion policys and how much to the world recovarvy and
tha axolosion of the UsS. trade deficit? And if IMF stabi-
lization has been so succassfuly why {s the economic recov-
ary in Latin America s»o weak? “xactly what are the pros-
pects for continued and more vigorous growth?

To answer these auestionss the Helen Kellogs Institute
for International Studies at the University of ~Notre Dame
invited a number of prominent scholars to a conferance on
Anril lbhy 1985 entitled "Debt Adjustment in Latin America:
Is the <Crisis Jver?® Papers presented at the conference
4ealt not only with country or region studies (Central Amer-
icay Peruy Chiley Argentinay Colombiay and Mexico) but also
with the rationale behind IMF stabilization policies and the
oroblemsy both in theory and nracticey with such policiese

This paper draws on the research papers and presenta-
tions made in conjunction with the conference to bring out
new insights into the dent crisis and stabilization nolicy
in Latin America. In shorts conference particioants argued
that 1) IMF style stabilization efforts in the face of re-
cession and external imbalance often 4o not worke and in the
crocess exact high social costssd 2) economic recovery at the

sresent time 1s aquite wWeake and the vulnerability to future



downturns in the interna*ional econowy doe2s not rule out fu-
ture debt crises; and 3) the international recession was not
tha only cause of the debt crisisy as nolicy mistakes--some-
times because of misjuided econo~ic theory, sonetimes ba-
cause of political pressures--contrihuted significantly to
the debt crisis erupting in 1932-1993. In sums the temporary
resnite in the debt crisis is no reason for complacencys, as
medium and long-run solutions to the problem have not bheen
enactede.

This paper is structured in the following mannere The
first section provides a quick synopsis of the origins of
the debt crisiss The second section consists of an overview
and critique of IMF stabilization theorye Within this sec~-
ond section a discussion of "dollarizations” a phenomenon
that is maxing IMF policies backfiray, is also presentads
This orasentation of IMF stabilization theory and its weak-
nesses provides a useful framework for analyzing the success
and failure of 2conomies to adjust to the debt crisise The
third section offers illustrative country studies of stabi-
lization policy in the wake of the 1international recession
and debt crisise! Finallyy a brief saction summarizing the

main tnemes of the country studies concludes the DaApPEere

— - —— — ———— - ——— -

! Th2 countrv studies on Zhile and Argentina largely fo-
cus on statilization efforts in the 1973-33 periody beforse
the IMF came on the scenes Howevery since neo-conservative
stabilization efforts 1in both countries during this period
had implicit IMF approvaly the experience of Chile and Ar-
32ntina in 1973-83 is jillustrative oaf the conseguancas of
followina IMF stabhilization policiese.



I. Origlas of the Crisis

To sain a rroper oersoective on the debt crisise 2
lonj-run view of Latin American devalopment since world War
IT is necessarye? In particulary the structural changes oc-
curring in the region's economies sheds much light on the
emergent financial gap that required financing (dept) in tHe
1970s and earliere In the 194)sy increasing food consumpticn
led to a trade imbalance in foodstuffs; with the import sub-
stitution of the 1950sy the trade inbalance wis found with
respect to raw materialse In most of Latin America the matu-
ration of industrialization did not resolve the problemy as
nontraditional exports were unable to pay for the intermedi-
ate import bille H+Hencey Latin America has traditiomally had
currant account deficits that had to be "paid for™ with cap-
ital inflowse In the 1970s excess world liquidity was the
rule of the days facilitating the financing of Latin Ameri-
ca's trace imbalance at historicially low real interest
ratese

The fundamental cause of the debt crisis 1is rooted in
the fact that this "basic transfer™ of capital from the rest
of the world to Latin America (LeAs) turned negative in the
early 1930se3 That isy LeAs began exportings rather than im-

———————————— - —— -

2 This saction 1is based on comments »ny Professor Rose-
nary Thorn at the conferencees

3 This explanation of the cause of the debt crisis 2m-
phasizes external factorse. It should not be forgotteny how-
AVery that it was internal forces that generated the demand
for foreian debt; this point comes out clearly in the coun-
try studies presznted in section thrae. ‘



portinis financial capitale The oradblan was exacarbatea by
the suddanpess of the shifty, as well as the fact that many
of the pavments on tae lnans made to LeAse came dye in the
2arly 193059 at a time when ch2ap new financial capital to
roll over the dabt was not forthcominge

What were the causes of the reversal of caoital flows?

“irsty real interest rataes jumoad dranatically in the
1973-1322 perind. from a 1% real rate in 1979 to a3, in
1932, Not only did the cost of new loans increasey but old

loans with floating interest rates increased debt-servicing
costs drasticallye. Seconds the world recession took the
pottom out of commodity prices and exnort earningsy lessen-
ing the region's ability to nay. Thirdy international con-
fidence was shocked after the Mexican crisis of August 1932,
drying up new sources of Jaht financinge.

Of particular interest in analyzing the origins of the
dent crisis is an examination of tne role of UeSe economic
policve* As an antecedant to 3 discussion of this tonicy it

is well to note that much of the debht acquired by Latin

America was denominated in dollarse Ahy did LeAs contract
loans in dollarsy instead of & weijhted baskat of for=2ign
currencies? This is perhaps even more surprising in light

of the fact that UeSe interest rates were higher at the time
than thonse of other countriese However, the desira to ac-
quire dollar-ienominated debt was not so illogical when nane

* This discussion is nased on comments made by Laureance
whitahead at the conferencee



considers that the dollar was thought 0f 3s a wWweak cdrrency
for much of the 1970s. Witn tho installation of Paul
Voleker 13 Fedaral @aservs Thairman in 1979, the acvent of
aonetarism in the Ue3e was inaugurated and the aay of the
cheany inflated dollar was destined to ende The tight mone-
tary policy of volckar succeededy resulting in high interest
ratesy a decrease in inflations and appreciation of the dol-
lare And while the tigntening of U.Se. credit was meant to
cut off credit demand in the UeSese bv weak domestic borrow-
arsy the end result of the policy hit the weakest borrowers
outside the UesSe--particularlys Latin American nationse

The cruclal role of the UeSe in the debt crisis is also
illustrated by the reaction of UeSe monetary policy to the
spectra of a world financial system crash after the Mexican
debacle of August 1932, Monetary ©policy eased in August
1982, as the crisis threatened disaster for the U.S banking
systems UeSe growth in the 1932-84 neriod has also been in-
strunental in improving the trade balance of LeAs Not only
2as UeSe real growth exceeded Europe'sy but the percentage
of debtor country exports bound for the UeSe (45%) has in-
creased in the past two years (uo from 42%). Unfortunatelyy
the UeSe import bonanza is not likelv to continuaes The UeSe
trade deficit has increased to politically and economically
unsustainable levelsy reaching 3123 billlon in 1984 2and 2
oredicted £150 nillion for 198%. The UJeSe may likely react

to sectoral opressures with nrotectionismn;j alraady soma in



Congress are advocating a 20% trade dutye The passag= of
such legislation would surely cayga confrontation bpetween
LeAe and the UeSer as LeAse can rightly claim that it cannot
pay off the Japt without exportings Hencey the ability of
Lede to service its deht is gujte denandant on LUeSe sconomic
policys doth at the macro and micro (s2ctoral) levels,

While L.As export growtn picked up considerably in 1984
ind 2arly 1935, one may wonder *how much this is really a
consequence of UeSe economic Irowthe Could it not also be
jue to the proper adjustment of the aconomies to IMF stabi-
lization oolicy? defor= reviewing country experiencess a
review of [MF stabilization theory and the problems with
this theory ares now outlined.

Il. IME Stabjlization in Latln America: Iheory and Critigue

In any discussion of IMF stanilization theoryy a dis-
tinction must be made between the "traditional orthodox ap-
oroach"” rracticed in the 19%ds and 1970s and the "moneatary
aoproach ta the balance of payments® espoused by the IMF in
the 1920s.3 Under both approachesy, the common theoretical
theme is that external imnalance (balance of payments diffi-
culties) reflect internal inbalances (such as budget defi-
cits and excess demand). Combining the elasticities ap-

proach with this absorntion focusy the traditional IMF

- e Lo - - —————— - — -

> This section is based on Patricio Meller's presanta-
tion at the conference and his napers "&L Rol del FMI en
America Latinas" to be published as 3 Kellogg Institute
working paner,



program calls for 1) 3 reducztion of the fiscal deficit and
>} restoration of international comosetitiveness throuah ex-
chanje rate Jevaluatione With the monetary approich of the
19905, target indicators are tied to 1) changes in high-oow-
erad money (including reserves) and 2} the fiscal daficits
The rationale for the IMF's traditional stabilization
schame can he found with a sinpl=2 manipulation of national
accounting identitiese. The basic identity of the nationatl

accounts states that

Y= 2 + 1 +#6 +«+ X - M (1)

where Y=3NPy C is consumptions I is investmentsy & government
spaendingy X exportse and M inaportse Internal demand is
aqual to the sum of C+Itsy and can ba represented as 4y "ab-
sorotion® of the natinnal economy.

Assyre for the sake of simplification that the trade

5alanca (X-M) equals the current account balancey iefes
there are no unilateral transfersy there is no income fron
foreign investmenty atce Assuming thiss and taking b as

X-M, where 5 represents the current accoun* balance, it can

ha s3aid that

Y - A = ¢ (2)

Wwhen apsorotion equals incomes that isy when the country 1is
not "spending beyond its means" (Y-4=), then tne external

account is in balance (3=0)a 1f absorotion exceeds income



(Y-A<Q)y then 3 is less than © (M - X < 0), implying a defij-
cit in the current account.,. From these national accounting
identities, the I4F has appended a theory of causalityy sua-
4estiny that the cause of tne extarnal deficit (2 < 0) is
rooted in internal impalancey where absorption (C+I1+3) ox—
ceeds income. Hence one can see the focus on reducing in-
ternal demand through readuction of the budget daficity in
3ddition to increasing the relative orice of tradeables
through devaluation.

The objections to the IMF oprogram found in the Latin
American literature are numerouse. To begin withy the IMF
analysis of the cause of external imbalance almost always
singles out 2xcess acsorpotion (excess demand) as the cul-
prity with the fiscal deficit wusually being the root prob-
lem, No analysis is done with respect to hgw the deficit
cam2 abouty which l2ads to serious errors in their interpre-
tation of the cause of the external imbalance. For example,
AOW can excess demand be said to characterize an economy
with 15% unemployment and excess industrial capacity? This
is exactly the kind of macroeconomic conditions ona finds in
Latin American economies in tha wike of the international
recession of 1982, Furthermorey the IMF does not take into
account the fact that the fiscal deficits can come about by
falling tax revenues 3s a result of recessiones HYencesy the
amohasis on the fiscal deficit as the driving force in ex-

ternal and internal imbalance is mislaeadinge
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Syrtnermoresy th= short-run tinpact aof I+F policies 4if-
fFars more in onractice than in thecrys, Sor exampley davilua-
tian is often contractinnary rather than 2xpansionarvye In
1ddi<iony the nonetary contraction tha IMF often prescrines
{with a viaw to low2ring inflaticn) raisas interest ratesy
5003tina the cost-push component of inflation through higher
working capital costse “In tor of a simultaneous reduction
in the fiscal taficite this monetary contraction and devalu-
ation can olunge the economy intc a deep recessione Henceay
the I%F program is not only recessionarye but can also add
to inflatione

Whil> disegquilibria in the world economy (such as trade
deficits in less develooed countries (LDCs]) indicate a need
for some kind of adjustmenty tha IMCS?s prescription for ex-
ternal imhalancas puts an unfair burden on LOCse. Ahy do
countries with Jdeficits in the current account necessarily
have to adijust? Why cainnot the suronlus country adjust, for
axample, through an expansion of exports? In the same veiny
why do the costs of stabilization policy within LOTs have to
fall on the poor? For examnley IMF packages often involve
waje cantrols and devaluations which decrease real wajesy as
4025 the reduction of subsidies for consumption goods such

as foodstuffse Alsoes the reduction of the public sector in-

19

cre2ases unemploymente. There is no reaason w~hy the burdzn of
adjustment cannot be shared more widelyy ee3ey through high-

sr taxes on capital or on high-income individualse
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Another serious flaw with Ivg stabilization wolicies is
their myoric focus on snort-run adjustmenty often to the 1te-
triment of long-run rerformancees TH2 IME'5 tine horizon for
3chieving external balance is without a doubt ton short; re-
Views are now made on a Juarter-bv-guarter vasise as opposed
to the vyearly assessments common in the 1950s and 17595,
Furthermore, the long-run consequences of the policies tdaken
to achieve these short-run goals 3re not taken into accoiunt
by the IMF, For examoley tha destructive effects of [MF-
sponscred recessions on cantial accumulation are not consid-
erad, Hences  IMF policies desiigned to rastore the condi-
tions for healthy economic growth may in fact debilitate the
economy's ability to yrow.

TAusy IMF stabilization policies are often inconsistant
with the long-run goals of stabilization and macro-econonic
4djustments This inconsistency problem plagues IMF policies
in *he short-run as well. Tha typical IvF packate calls for
simultaneous achievement of external and internal balance.
Recent exparience shows that both cannot be achievad Simyl-
taneously! 4drazil's economic record in 1933 provides a qo004
examples While the IMF stabilization packaga involved an
inflation goal of 3T s inflation instead more than doubled
to 211%, On the other nandy 8razil surpassed the IMF goal
on export growth for the same yeare For many it is anpvaront
that tne opolicies taken to achieve external balance (real

deoreciation) also significantly added to inflationary pres-
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ures in zrazile. HoWe thane can the IMF claim its packages

i

ar> anle to simultaneously acnieve internal and external
ecuilibrium ?

A new shenomenon tnat deservaes special mention in any
{iscussion of the efficacy of IMS stabilization policy is
dollarizatione® That ise the substitution of dollars for lo-
cal curraency by economic agents is contributing to the paor-
versa impact of orthodox IMF-style stabilization effortse.
Take Perus for example. DOollarization has increased dramat-
ically in the past & vearss as dollar deoosits as a percent-
age of total deposits increased from approximately 15% in
1931 to 50% in 1984. Counting extarnally-held depositse the
figure is orodably closer to 77%. Dollarization is also
found in Chiles Uruguay and Brazil to a certain degree.
Nithin a dollarized economy operating under a flexible ex-
chanje rate regimey tiaght monetary oollicy is ineffective as
an anti-inflationary tools and even stagflationary in its
impacte The key mechanism that briﬁqs this about 1is *the
agnintended devaluation and ensuina cost-push inflation that
accompanies tight monetary policve In theoryy tignt mone-
tary policy should reduce the 4emand for cradity leading to
lower investments lower aggregate demand, and hence lower
inflatione In a dollarized =conomy, howeversy things are not
that simplea. In Perus for examplay, when tne Central 3ank
reduces credit in soles (tight nonetary nolicy)y firms ani

5 This discussion is drawn from the presentation of Pro-
fassoar Paul McNalis at the dent conferances
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invastors se2king credit Ao not nacessarily cancel ‘tnaijr
spending nlansy but instead seak inllar-denominated creqit
from alternative sourcase This results in an  increass in
the demand for dollarse which under a flaexible exchange rate
regire incresses the value of the dollar relative to the
sola. This devaluation of the sole Increases the price in
soles of imcorted inputss, as these imports i35t often sa
paid for in dollarse. Thase higher input prices are passed
along as higher final-g00d Pricesy so *that the net resul®t of
the tight monatary policy is to increasa the cost-push com-
ponent of inflatione Furthermore, the inflation set off by
credit tightening in soles may lead to a self-sustaining in-
flationary soiraly given flexihle exchange rates or a gov-
ernment pclicy that attempts to maintain the official ex-
¢hange rate close to the "market"” rate. Thusy allowing the
"mar<et" to Jdetermine the exchante rata, or using governmant
policy to accomodate market movementsy contributes to thao
kKind of devaluation ind 1inflation explosions witnessed in
Paru. This implies that governnent intervention in the ox-
chanje market, always abhorred by the IMF, may he necessary
to truly "stabilize” the @xchange rates A comparison of *the
recent experience of Ffcuador and Peruy indicates that Ecuado-
rian intervention has been hoth effective and necessary in
orirjing order to the 2xchanja rate market,

III. Country Studies: Adjustment to International Recession

and the Debt Crisis
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ceru

A useful way to analyze the stadilization experienc2 of
seru’? from 1972 to 1935 is in the context of the following
four qusstions: 1)Could the bproblems actually encountered
have been avoided with better policy? 2) How much of the =2c-
sanamic rroblems of Paru today are actually due to the tant
crisis and debt ©per se? 3) How successful has IMF-style
stabilization policy bheen? 4) What are the prospects for
substantial economic racovery?

Before addressing guestion 1, it would be helpful to
look at Peruvian economic developmen® in long-run perspac-
tives Paru's chronic current account problems in the post~
war era led to a persistent need for cipital inflowse. Pric-
ing nolicy discriminating against aqriculture led to a n2ed
for food imports in the 1950sy and noorly minaged import
substituting industrialization in the 1950s and 1960s lea to
2 deficit in the raw materials balance. The nilitary Jov-
ernment that arrived in 1948 did get some successful export-
ing projects off the ground, but failed to resolve the fun-
jamental weaknesses of the Peruvian economy--poor income
distributiony and a weak industrial bourqgeoisie incapaole of

fgniting sustained capital accumulation and growthe

7 This section is based on the presentation made by Pro-
fessor Rosemary Thorp at the conferencey and her conferance
mavery “Peruvian Adjustment Policies 1973-385: The Effects of
32 Prolonged Crisise”
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The financial gao of the early 17703 was financed ~ith
the cheap international bank credit available 3t this tima,
sermitting an exnansion of imports, dafensay opublic invests-
a«nty 3n1 consunption. Sverexpansion and the TPZC o0il price

hik

']

s of 1973-1574 ensuedy leading to the need to aZ3ust in
1776 The atfjustment attemnt of 1975-1973 had disastraus
consequencess as per caoita GNP fell by 9% and inflation ac-
celerated from 17% in 1574 to 58% by 1973,

In answering question.oney whether or not the dent cri-
sis could have heen avoideds we pick up the story in 1979.
Corresponding with the prospect of democracy and high honas
for the future in 19737, there was a dramatic improvement in
the terms of trade and export orospects. For =2xamplea, the
axnort nrice index soared 73% bhetween 1973 and 13730,

Zuring tnis transitional period from military to civil-
isn ruley an economic t2am led by Silva uets iqnplen=nted
soma modsarately conservative aconomic policiese In particu-
lary impoft policy was liberalizedy a move usually chearod
by tne TMF, Tt was reasoned that expaniing imdorts and re-
1qcing tariffs would out 3 dampber on inflatione Countar to
an IMF-anoroved strategys controlled prices were not raised
in line with inflation: susrsidias were also increas=i,.
ficher export orices allowed tha 2xchanqge rate to aporeci-
atey continuing the trend toward overvaluatione
Alth the election of B2laundie in 1987y 2conomy policy

~#as Jirected in an aven more orthodox and ideclogical fash-
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ion by Manuel Ylloa until DNDecemner 1232 Further imoort
liberalization was oursuecd, 15 oy December 1931 virtually
all imnport categories were exenot from nontariff barrierse
iverage tariffs decreaset from 4%% in 1972 to 335 in 133C
and to 22 in 1931, Restrictive monetary and fiscal poli-
cies were also implementedy along with financial reform
aime1 at increasing the real intara:st rate and hence sav-
ingse Jasicallyey Peru used the breathing space offer«d bv
the more favoriable external environment of 1973-1383 to re-
duc=2 "distortions" in the economy and op2n uo the economy to
international competitione.

The subsequent <crisis of the 1980s revealed that the
room for maineuver given by the improved external environment
in 1973-1930 was sadly sguandered by Perue Instead of using
the creathing room to make lona-run structural changesy thea
new wealth was larjely wasted on imoorts. This import lic-
sralization greatly harmed domestic industrys which was una-
ble to cope with the competition from cheap importse In
this sense much of the crisis of 1933-1985 could have been
avoiaedy as bad policy In the 1376-1982 period did nothing
to prenare the economy to adjust to adverse or aven npormal
intarnational economic conditionse.

1332 saw a precipitous droo in commndity pbrices and tha
dramatic rise of real interest ratess Natural disasters af-
fecting e2xports such as fishmeal also rocked the economy in

1983. The flow of bank credit to Peru evaporated after the
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Mexican dafault, despite some 0f *he 2arly repayment of +ha
devt durinag the previous YO3IrSe 3JP growth slowed to led7
in 1737,

Paru's attemoted adjustment to intersl and external ai-
sequiliorium in 1933 followed the prescrinption of the IMF:
Reduce aggregate demand. Aggrevate demand did indeed fall
sharoly in 1733, yet adjustment was not forthcominge. Whila
ortnodox stanilization policies issume inflation anuy extar-
nal disequilihrium are caused Sy excess demandsy Paru in 19382
certainly showed no signs of thise The government budget
deficity while still in the red, was tending toward a sur-
nluse. “xc2s5 industrial capacity (as a consequence of tha
flood of imoorts) was also prevalant. Beyond thisy ghe tra-
1itional measures taken to cure inflation were hecoming in-
creisingly inaffective. Monetary policy apneared to be im-
potent as an anti-inflationary weapony due to the
"monatization” ophenomenon described earlier. Inflation
zoomed from 35% in early 1933 to 129% by mid-yaary fallinyg
to 11335 by mid-1984.

It is clear that traditional staonilization theory laads
to an incorrect diagnosis of the causes of inflation 1in
Parue Inflation seems more a function of costs than excess
1ggreqgate demande. As most costs are affectad by jovernment
policy (import costsy wagess, controlled pricesy financial
costsly government policy affects inflation directlysy rather

than indirectly through 1its inpact on aggregate demand.
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4encnay measuras taiken to reduyce agiregite demand which 31lso

increase the cost component of sroduction tend to be inrla-

tionarye

The oositive ispect of stavilization »nolicy in
1923-1755 wis the reduction of ivports achievade Nevartha-
12539y the high cost in tarms >f lost 50P and 2mployment

vas nause to the suggestion that the draconian rejuction

—

3
in aggreqgate demand witnessed in the period was the most ef-
ficacious means to achieve this reduction in importse.

Qaqarding ®sru's prospacts for recoverysy the picture is
not orighte. dhile reducing aggregate demand is not stabi-
lizingy neitner would a Xeynesian-style spending spree bring
any reliefe. The bottlanecks in the economy at this presant
time would prevent any substantial increase in aggregate ile-
mand from s2tting the stage for a »orolonjged economy r2cov-
arve

Chile

The Chilean experience® with adjustment and the debdt
crisis can also be framed within the four aquestions used for
the Peruvian casee Pegarding whether or not the crisis of
the past years could have been avoided with better policys
it iz important to note that as late as 1973 Chile was seen
as the shining examnple of coarrect econonic sollcy by multi-

lateral institutions such as the World Banke. One would have

8 This s=ction is ~has2d on comnments made by Laurance
Whi*ehead at the conferencee.
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expected the "Chicago Boys" to Aargue that the reforms made
in tre aconomy since 1373 ton fashion a "free market® economy
gave Chile the wherewithall to withstand an international
crisis and adjust accordingly. Howevaeary the events gf
1922-1345 axposed the agregious policy erroars of the regims
sinc2 197%,  and made clear that the international recession
ind the debt problem per se were not the chief cause of the
economic hardshio suffered in Chile since 1982, Rathers it
4as the doamatism of policymakers, inspired by the Chicago
schools that exacerbated an unfavorable situation and made
it disastrouse. In this sense much of the crisis in Chile
Has bean self-induced and not a oroduct of the collapse of
international financing and the debt crisis after 19822,

That Chile's comparatively worse fortunes were not
sclely caused by the downturn in the international aconomy
is evinced by 3ela salassas who shows that Chile sufferad
only an "averade" shock vis-3-vis the rest of Latin Amarica
from the international recession of the early 1940s. Chi-
le's self-induced injuries stem mainly from 1) the impact of
financial liberalization and ?) 2xchanje rate policysy wunier
the dogmatic aoplication of the monetary approach tc the
palance of payments. With respect to 1)y the aftermath of
financial liberalization and the attendant crisis in trou-
sled financial institutions led to the government taking
over 6T% of bank assets in 1933, as the private financial

systam virtually collansed. The i—pact of this financial
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collapse on the sconomy is Adocum=antai elsawhere, but l=zave
it ts say that this crisis was clearly predictable; only the
unswerving faith in the =»fficiency of unraegulated financial
markats nrevented a more timely and less drastic interven-
tione

Pagardin] a2xchange rate policys the decision to tix the
neso at 3% per dollar in June 1979 mnarked the inplementation
of *ne monatary approach to the oalance of paymentse. While
differing from traditional stabilization policys the non=2-
tary aporoach maintains a belief in tne flexibility of pric-
as gnd the efficacy of aqgregate demand changes to affect
internal and external imbalance. Jnder this approachy the
money supply is left endogenouss with variations in interna-
tional reserves changing the money supplye A deficit in the
currant account should be self-corr2ctinjs as the subsegu=2nt

outflod of reserves should reduce the money supply and

acgrecate demande. Real exchange rate overvaluation is pre-
ventad by flexiple pricesa With a balanced fiscal buigrt,
the economy should be self-regulatinag and, furthermoresy

should exparience little or no inflatione

1t was orecisaly on this assumption of orice flaxibili-
ty that the manetary 3pproacnh stumbled in Thilee As shown
in other researchy the exchangje rate became seriously over-
valuedy with 4dire conseguencess. Underlyiny the consumer 2u-
shoria of cheio import pricesy a flood of dedt was contract-

ed in dollars by domestic agents taking advantage of tha
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overvaluesd 2es50e? Tha axtent of intarnational indentedness
w315 nasxk=21 in Cnilz bv the fact that +the majority of it was
incurred by private 3gents, unlike the situation in the rest of
Latin America. Cnila's debt-service to export ratio looxed
quite jood until 1982, if orivats dadbt 1Is not included.

One might wonder why Chilean oolicymakers dogmatically
stucx W#ith their free-market policies until the point of ec-
onomic ruine The best answer to this is socio-political:
dogmatisa was necessary for the Pinochet regime to restore
the confidence of asset holders shaken by the Allende gov-
ernment, The religiously dogmatic aporoach of the "Chicago
Soys" assured domestic and international capitale Ironical-
lys foreign cavitalists were more impressed with this dogma
than domestic capitalists in 1980-1981y a3 evinced by the
realatively weak levels of private domestic investment an+
the high level of capital flighte

The prosoa2cts for Chile are grime Jebt-serviciny rat-
ios are extremely highy with little room for imports to fuel
capital formation. Trade surpluses have been difficult to
achieveay aven in liqht of the booT in JeSe imports. Unfor-
tunately, achieving large trade suroluses has become a ore-
requisite for receiving additional foreign credite. The re-
pression of tha Pinochet rejime and the concomnitant

political instability of Chile do not make it a good bet for

- - ————— . ———— o ——— —

? As many in Chile learnedy however, the subsidy to dol-
lar-denoninated debt ended as soon as exchange rate overval-
uation was corrected.
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nrivata bankersSe Hoanca, aven the current W~eak recovery in
“nila is quite fragile and liabla to considerabslae downsida
riske

Argentina

The vicissitudes of Argentinian stabilization policy in
1979-1383 occurred more in response to the endogenous policy
cycla unique to Argentina than to the deot crisis per 52410
The cycle wusually involves 3 ‘“repressed” stajgey aimed at
lowaering inflationy where key relative prices are distortady
inflation 70es 4owne and internal and external disequilibria
start to bHuild upe. This 1is followed by an "unloosening”
stage where ralative prices are freed and allowed to find
their equiliburium levelss with the negative side affect of
a reignition of inflation at higher levels than befores Cy-
cles of M"repression” and "unloosening" occurread in
1961-1962y 1959-1970, 1971-1973, and 1973-197%. The cycle
0f 1979-1983 will now be outlined in more detéil.

Unigque to the cycle of 1373-1933 was the neoconserva-
tive experiment with the monetary aoproach to the balance of
payments started in late 1978. Ahile certainly not predict-
ad by its advocatess adherence to the new aooroach led to
serious disortions in *the economys, due principally to the
overvaluation of the exchange rate. Starting in December
1972 the rate of devaluation was preannounced for the next 2

———— ——————— —————— o ——

10 This section is pased on Guido di Tella's papery "Ar-
gentina's fecent Inflationary Cycles™ a3 ovarticipant paper at
the debt conferences
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monthsy with the firm belief that the rate of domestic in-
flation would hence be esgual to the rate of crawl plus in-
ternational inflation. The faith <sharsd by their Srethran
volicymakers in Chile about the flexibility of oprices and
the convergence of Jlomestic an- international orices was
found misplacady as domestic inflation outraced the rate »f
crawls tnis led to overvaluationes Additionally, Argentinarts
lack of fiscal discipline ran counter to the monetiry 3p-
proachy further contributing to internal and external imba-
lance,

The monatary approach seemed to be providing costless
stabilization in 19795 real GDP grew by Tel%s real wages by
1241%y the trada Dbdalance was positive by 1lel billion dol-
larssy and inflation was down to 110% from 176% the nravious
Y2are The situation worsened in 1730y howevery as the in-
dustrial sector stagnated under the impact of the overvalue{
7250 In 1981-1983 the inevitanla "unloosenini” staje oc-
curreda This stabilization attempt was made all the more
difficult by the debt nroblems and incredible capital fliqght
that occurred in 1979-1921., Arcentina®s debt problems were
largely self-inducedy with the bizarre effects of financial
reform plaving a leading role. With real interest rates of
over 30% crevailing for a whiley there were strong incen-
tives for foreign capital inflow in 1979. As evidenca of
the fact that Argentina was truly living on borrowed time in

1979, it is well to note that tne fiscal deficit for that
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year was financed in larce vcart (37%) with foreign dacte
Rajarding caoital flighty the record indicates that effec-
tive control of this would have siganificantly eased Argenti-
na's osroclemse From 1976 to 1933 Argantina received 53 bil-
lion dollars in exports and 35 nillion dollars of capital
inflow (debt)e Yf these fundse 43 2illion went to imoortsy
12 billion for interast paymentsy and a staggering 20 bil-
lion for remittances (capital flight)e As in fhiley the ov-
ervaluation of the exchange rate in 1930-1981 jave stqgnifi-
cant impatus to capital flight, as confidence in the ability
to maintain the overvalued exchinge rate was weak amonast
financial asset holderse

The unloosening of 1981-1983 took full arip in 1982y
with real devaluations control cn fiscal expenditure and 2
raduction of GJP by 6%, and a trade surplus of 23 billion
dollars} as the usual consequence of unlooseningy inflation
accelerated.

Ay esarly 1983 the distortions in the Argentinian econo-
my had been wiped awave The chronic inability of policymak-
ers to control the the budget deficity howevery started 2
new round of distortions as the vear srojressed; the deficit
climbed to 16% of GOP in 1383y an all-time highe This lack
of fiscal control should not be s2en as policymaker incomnpe-
tencey but as symptomatic of the inability of the Argentini-
an state to aroitrate a satisfactory Wsocial contract" be-

twean the diverse aqgriculturaly industrialy constructiony
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an4 lavor :srouvs pressuring tha Iovarnmant, Indeedy Araon-
tinian stabilizatinn sxperienco indicates *hat successfuyl
lons-run stahilization will only occur if a social contract
betwren fighting factions is astabrlishaed, Fxchanze ratea
270licy must avoid distorting the real axchange ratesy as much
to promote export 3rowth as to avoid subsidizing canital
fFlight.

Mexico

Mexico prasents an interesting casa, as It has been
heralded by the IMF as a case of "successful" stabilization
undar *the aegis of IMF-apnrovad policies. policiesst! How-
avers a closer look at Mexico's adjustment to the debt cri-
sis suyjests that this country adopted rather heterodox
measdra2s to deal with its stabilization wroblemss. In a3dd4i-
tiony the long-run success of Mexico's adjustment efforts is
in dJoubty 2s the current recovery is based upon larjer fis-
c2l deficitsy as ooposed to export arowthe. Let us look at
the situation in more detail.

The petrolaum boom of the late 1970< left Mexico ox-
tremaly desandant on vetroleun 2xports for foreign exchange
2Arningss oy 1981 oil accounted for /6% of exportse. rur-
thermorey non-oetroleum exports were stajsnant and iapor*s
2xplodeds tripling in dollar value between 1975 and 1531,
Ironicallyy theny the boom era was Associated with high d4af-

- e - —— - ———————— -

11 This section is based on the conference papar of Jaime
Dos 2ntitlef "Notas Sobre cndaeudamianto vy Proceso da Ajusteae
20 MExich 197A=44e"
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icits in the current account and the need to contract dadt.
~uyrthermores firms increasinaly engajed in dollar-denominat-
ad d4ent  financingy in raspons? ta nigh domestic interest
rataes and positive expectations about the course of the ax-
chanje rataes Dollar debt as a dercentage of total debt sky-
rocketed ¥from  33% in 1978 to 63% in 1931, International
credit abounded for Mexicos as opank loans increased by 335
in 1379,y 3%, in 1980s and 34% in 1931.

The neavv reliance on petroleum and primary product ex-
sortss as well as the dramatic increase in real interest
ratesy augured difficult times ahead for Mexico in 1981 when
the international economy went in%to a recessionary phasee
Tha onor prospects for export 2arnings triggered adverse =2x-
change rate expactations and larqe amounts of capital
fliaghte Further aggravating the oproblem was the circum-
s+tance that by 1932 fully half of 311 external debt owed to
hanka2rse 27 billion dollarss was due in the next yeare. The
pullout »f creditors and continuing capital flight in 1932
srecipitated the «crisis of August 1932 and the arrival of
tha TMF on the scenae

The stabilization policy adopted by Mexico in 1932-1933
contained hoth orthodox and heterndox neasures. OJn the tra-
4itional sidey a reduction of the fiscal deficity monetary
restrictiony and exchange rate devaluation were implementady
3s well as waje constrainte Rather unorthodox me2asures taken

by Mexico include nationalization of the banking systems 2x-



27

tension of imoort «controls tc almost all importsy and the
creation of dual exchinga miarketn.

Adiustment was piinful, 2s 50P oner capita fell 3% in
1982 and 2% in 1933, The external account improvedy but not
vecays2 of  the favorabdble growth of exoorts, rathery tha
sharp fall in imports (due to the large decrease in internal
demand}) w~as the cause of the improvement.

The lack of dynamism in export growth lends doubt to
the assumption that Mexico is now on a self-sustaininag
growth paths as the export =axnansion of 1983 aponeared to
fizzle out in mid-1984. Tn facte the real fuel for Mexico's
1% per capita growth in 1984 was more expansionary fiscal
policysy as govarnment consumption increased 7%, Regarding
exnort growthy one of the chief factors weakening export
prosoects in 1984 wis the tendency ‘oward overvaluation of
the naso. dver half of the 1international comnetitiveness
g3ined by the maxidevaluation of 1982 Was eaten away Hy
1934,

The tradeoff Mexico has faced with inflation and export
performance is illustrative of tne "consistency oproblem"
discussed earlier regarding IvF oolicy goalse That isy Max-
ico has had to trade off success with inflation (down from
100% in 1982 to 60% in 1384) for deteriorating export per-
formance, Contrary to IMF theorys Mexicoy like Srazil and
Argentinay has not been able to simultansously achieve ax-
ternal balance (increased exports via devaluation) and lower

inflation (internal balance).
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Fuyrtner reason far opessimism 31hout Maxico is that tha
aconomy is still relatively denendent on imported capni*al
voodsy 50 that any expansion of the Jfomestic economy is
soundi to generate balance of naymant pressurese. Unfortu-
natelys fMexico demonstrates that significant real devalua-
tion (the peso was davalued 600% in nominal terms in 1932)
is not enough to generate self-sustaining export-led growth.

Colombia

The economic hardships of the international recession
and debt crisis have not bean nearly as profound in Colom-
5ial'2 as in the rest of Latin Americie Neverthelessy recent
economic performance has been worse than in any time in the
sast 30 yearse Let us now take a closer look at Colom»aian
stabilization policy from 1987 to 1934.

In the late 1970s and 1980s Colombia®'s economy per-—
formed welly spurred on by high coffee oprices and illz2gal
4rug traffice. Much of the exchange earnings of this time
~ere "saved"™ in the form of international reservesy, "steri-
lizing" the inpact of the export boom on aggregate demand.
Hences the average yearly growth rate of 5.7% for 1375-1779
was only average by historical standards.

1930-1982 saw a turn in policy for the wors2. In light
of the expected downturn in coffee pricesy government spend-
iny was increased to avoid recessions At the same timey

—— e —————— —————— . —— — -

12 T4is section is based on /the confesence saper by Jos®
Antonio Jcampos "Crisis y Polfitica Zcondmica en Coloabias
1730=-R44"
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howavery imoort liberalization was D2jdne As in the case of
Peruy Chiley and Arqgentinay, this ill-timed import libarali-
zation turned out to be one of the principal causes of fo-
loabia's extarnal oronlems in the following years.

The sharp fall in coffee prices and the cutoff of ori-
vate caoital flows 3fter the “axican crisis in 1932 made
manaying the external sector in Zolombia more difficult than
before. Policy resobonse to the fall in coffee prices was
perverse; instead of devaluing so as to increase non-coffesn
exportsy the Colombian prso was allowed to aporeciate. Je-
tween 1977 and 1982y the ©peso anpreciated 10-13% in real
termse tvan worsay imports continued ta flood the country.,.
Apparently, policymaxers felt that the large 3amount of in-
tarnational reserves jarnered in ths 1979s gave them consid-
2rable room for maneuvery so much so that nejative trade
balances and wmounting foreiqn debt wore not considered a
nroblems

3v 1982 the external account w3s in serious trouola,
threatening a large drop 1in international reservese. After
the Venezuelan devaluation of February 1933y voolicy toock on
a NeWw Urgencye Zxchange controls were tizhtenedy 50 as to
slow down capital flight, Import controls were reinforcede.
Regardiny the canital markets in 3eneraly howevery action
was not so swift or correct. In facty in 1983 215 million
dollars of foreign commercial credit was securedy an unnec-

essarily large amount in view of the financing neceds of the
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countrye Puhliec enterprises wa2re also encourajed to coan-
tract d2oty and commercial cr2Zit was expandad.

The rnle on the fiscal deficit in the «crisis is curi-
OUS Thre low income elasticity of the Colombian tax system
cantrinutzd to figher deficlts in tha 1930sy as tne doficit
increasac to Tel: of 5DP by 1932 and 9% in 1983, Fiscal ex-
sansion in 1533 was undertaken to reinflate the econoays as
the monatary contraction caused by the loss of international
reserves was slowing down the economye Credit expansion was
1lso a significant factor in the economic racovery of 1933,
as the governnent debt was largely financed by money cre-
atione This method of financing the deficit took the place
of the external credit which had been used in pdrevious years
to cover fiscal red inke As in the case of Mexicos these
axpansionary fiscal policies had a favorable 1impact on
aggregate growths in comparison with the 50P jrowth of 1.0%
in 1782¢ G0? arew by 3.0% in 1933, One could hardly call
this good ﬁolicy' howevery as tha fiscal deficits were very
high by historical standards and obviously unsustainaole.

1984 saw a new Finance Minister and new policy joalse
Inst2ad of focusing on reactivation of the aconomy and re-
ducing inflationy policy was now oriented toward further im-
provements in the external accounte Concurring with the or-
thodox TuF interpretation of the cause of external
imbalancey the fiscal deficit was now to be attacked--even

3t thes cost of recessione The fiscal deficit was cut from
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7% of 5LP in 1933 to 7-Te5% in 1934, and is projaected tn ne,
at mosty 4uS% in 1935, This nelt tightening was dons in
hoces of reattracting foreign bank capnital to Colombias thus
fary howaver, the rasults are no* Oramisinge as no naw crad-
it is forthcominge

>iven the goals of fiscal austerity for 1985, Jrowth
prossects are not favorable. As in Mexicosy exports have not
serformed well enouah to he the catalyst in an orthodox ex-
port-led yrowth strategy.

Ceptral America

The smaller Latin American nations of Central America
reviewad here (Suatemalae Micaraqguay E1 Salvadory and Hondu-
ras) nave had a slightly diffarent experience ~ith stabili-
zation policy than their southern neighborse!3 “4acroecononic
adjustment for Central Amsrica (CeAs) has traditionally been
more successful than for much of Latin America. The region
had little exoerience with IMF-sponsored stabilization prior
to the 1980sy giving policymakers more of a creative edge in
dealing with macro adjustment. Hencey the kind of an-
tren;hed pressure aroups that stifle IMF stabilization e¢-
fForts in Peru or Argentina are absent; this means that re-
ductions in aggregate demand have usually led to deep cuts

in real wages and real incomes, so that adjustment is pain-

' This section is drawn from Victor “ulmer-Thomas‘®s con-
ference paper entitled “The Balance of Payments Crisis and
Adjustment Programmes In Central Americas™ 2as well as his
commants made at the confarencee.
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ful Hut aguicke

13577 narks the beaginning of the crisis in Central Amer-
icae Coffee prices fell from ftheir 1975 peaky o0il orices
incraas2dy and international interest rates soarede. Capital
€ligh*t also increasedy especially in Nicaragua in anticipa-
tion of the fall of Somoza. It should be emphasizedy how-
avery that caoital fliagnt was a oroblem for all the other
countries in the rejgion as welly oplaving perhaps the wmost
important part of all in the region's economic difficultiese.

Prudence suggastad that macroeconomic adjustment start
in 1973, at the time 1international economic conditions
turned less favorablea Insteady as in much of Latin Ameri-
cas debYt was accumulated to delay this needed adjustmente.
From its previously low levels foreign debt aoubled ba2tween
1979 and 1932

why was this adjustment costononed? In =1 Salvador anA
ficarajuasy it was felt that the economy was already adjust-
ing via the civil war in each country; furtherwores conces-
sional financing was available for =2ach of these countriese.
In Cost3 “2icay Suatemalay and Hondurasy the inability to
check the qgrowth of *he broader public sector (especially
decentralized oublic 3jencies) made it impossible to curtail
jomestic demande. The problem was exacerbated in Cost3 Rica
oy the fact that the Carazan presidency of 1378-1982 did not
control the country's Conaresse and hence could never qget 3

revenue-jenerating bill passed.
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The end of the 1a2bt accu-ula*inn phase corrzsoon-ai
4ith the drying up of international reservese This occurrey
3t the end of 1982 in Costa Ricay and 1931 elsewherey 41-
“hough in Suatemala this opattern con*inuad until 193a2, After
this "finance” stage of debt accumulation, adjustment was
attempted within an IYF frameworks, with the exceptions of
Nicaragua and &1 Salvidore As it haopenedy however, T
srograms were abandoned within a very short operiod of time
because of their ineffectiveness. The oproblem with the IMc
solution to axternal disequilibrium--to cut internal de-
mand--is that it works too slowly and is too costly a way to
cut importse Central American nations henceforth opted for
incort-restricting policies disdained by the IMF, such as
import licensing and imoort quotas. These policies were suc-
cessfuly as by 1933 imports were half, in res!? termsy of
their peak levels in 1973,

Jne might wonder, theny why T4F help was henceforth
needed or sought by Central Americae The problem with the
import-restricting policy is that it is noty in and of it-
selfy enough to achieve 1internal andg extarnal equilibriume
Firsty it does not solve the internal disequilibrium oronlem
caused by large fiscal deficitse. secondy a3 Jdaep as the im-
port cuts were (and they seemed the maximum possible)y they
~v2re not deep enough to allow full servicing of tne 4a2pt
tincluding arrears). Thusy by 1932-1983 Hondurasy Guatemala,

ind Costa Rica were adjusting within the quidelines or IWF
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conditionalitys in order to receive I#4F financinge. Nicara-
qua did4 not raceive IME help at this times while -1 Salvador
received help wunder mor= slack conditions,so as to wgalln
tha renime internationallye.

147 stanilization program nquidelines were fulfill:t by

fosta Rica ani Hondurase but in Guatamala things did not 3j0

(R4

50 well. The government-imposed value added tax of 10% me
stiff resistance from the upper <classesy and hence was re-
duced to TX§ hecause of thissy IMF targets for the fiscal
deficit were not mate Even Wwith Costa Rica and Honduras,y it
should be emphasized that most of the required stabilization
in light of the international recession occurred hefore ad-
justment was attempted within the guidelines o% I14F condi-
tionalitye Jne salient lesson of the past years is that the
IME*s emphasis on the budget deficit seems aisolaceds at
least in the Central american contaxt; many countries nhave
Sean able to stabilize without much nrogress on the budiet
4eficite ©One comes back to the auestione theny of wny these
countries chose to deal with IMF conditionalitye. 2eyond the
reasons elucidated earliersy the experience of large debtors
such as Mexico seemed to indicate that the "quid pro quo"™ of
dealing with the IMF was that rescheduling with oprivate
creditors would ensue. Subsequent experiencey howevers has
shown that small debtors such as the Central American na-
tions do not receive such treatmnente. While the default of

Maxico or drazil presages disaster for the international
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vanking systems default by smaljar Tentral American nations
#oull not herald such catastrophe, Hencey even though Hon-
duras comnlied with [4F conditionalityy it was not abdbl:= to
Arrans2 2ny new private fipancee Thusy even thouyh the T4r
has tezsn relatively flexible in the terms of i*ts conditign-
alityy the costs of obtaininy IMF cradit apoesr to outwaiyh
the penefitse

The outlook for Central America is slightly better than
for th2 3nuthern Continent,. ““’ne  important reason for this
is the gquantity of official credits flowing to the arca.
Nicarajui is receiving significant finance from Mexico and
Zastern Zurope? 1983 saw a slight recoveryy and growth in
1984 was also positives. Costa Rica's 3.5% growth in 1386
was the best in 3ll of Latin America. Long run recovery
crucially agepends on export growthe This is made difficult
by the fa;t that the outlook for traditional exports is
quite noori thencey nontraditional exports must take up the

slacke

IYe Conclusion

The experience of the various countries reviewed here
sheds new light on the nature of stabilization policy ani
the role of the debt crisis in the economic difficulties of
the past few yearse Firsty it apoears that many of the dif-
ficulties of 1982-84 were caused by policy mistakes in the
1975-17982 era. Import liberalization, often beloved by the

I1% and multilateral agencies as a means to enhance the com-
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petitivenass of domestic industryy had generally adverse ef-
facts on the current trade Halanc- and encouraicved da2ht,
Zlirtation with the concent 2¢ cantrolling the exchange rat2
a3s a means to bring down inflation nad serious medium term
consaquanc=s on the trade balianc~y while 7iving the appeur-
ance of peing a costless cure for inflatlione Ahile the in-
crease in real interest ratesy intarnitional recessiony ant
shatoff of credit after August 1522 could not be foresean by
policymakers in 1979, injucdicious policies in the 1379-19382
period exacerhated tha situation.

Attemnts 5 adjust within 2 tragitional IMF framework
nmave not been highly successfule. Effective stabilization
afforts nave in almost all cases invalved import controlsye
ylways ahhorred by the IMF., Instead of the fiscal daficit
5eing the main culprit in generatin~s inflations 1t appears
thit exchange rate devaluation (tone to promote exports}) is
far more inflationarye. Hancay the TMF claim that internal
stabpility (low2r inflation) and external equilibrium {via
incraased exports) are compatihle does not seem warrantedt.
Furthermores the long-run strategy implicit in IMF stabili-
zation policy fexport-led growth) has not panned outel* duchH
of the arowth experienced in 1733-1784 was fueled by hijner

HYudget deficitse

14 1ra2il is an exception to this casey at least in 13984,
howevers prelinminary estimates for 17935 show that the axport
hoom 15 coming to a closee.
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Hences it appears that *hoe hurien of the debt crisis
will pe 4pen Latin Arierica for sone time to comes A suc-

cessful long-term strategy for Jrowth and stabdilization has

yat to 22 tevised in the Ibsence of rohbust export growthe
This is the primary challenge to Latin American 2conomists:

to devise short and long-run stabilization policias so as to
achieve na* only stability and qrowth, DUt the provision of
hasic human needs for those who have borne the terribls hu-

man cost of the recent economic crisise
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