Chapter 7 )
Regional Governance and Macroeconomic e
Crisis Management in Latin America
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Abstract This chapter analyses the governance institutions in Latin America, i.e.
norms, instruments and mechanisms designed to deal with macroeconomic and
financial crisis management, and their use during the financial crisis which started
in 2008 in the USA and reached the region mostly towards the mid-2010s. It argues
that Latin American regional institutions never prioritized the harmonization or the
development of common macroeconomic policies or mechanisms to deal with
financial crises, and the few multilateral initiatives created were not successful.

Introduction

As the 2008 financial crisis evolved, the governments of most countries in the world
assessed its potential impact on their domestic stability and adjusted their macro-
economic policies accordingly, complementing or substituting for with various lev-
els of success. Some regions, such as Europe, have had or developed regional
governance structures to deal with the crisis collectively, member-states measures
given the existence of common regional arrangements, as discussed in several chap-
ters of this volume. In Latin America, most regional organizations did not have or
did not develop such structures, and the management of the crisis was handled
mainly at the domestic level; the reactions by Argentina, Brazil and Mexico, for
instance, are analysed by Lins in Chap. 11 of this volume.

The absence or weakness of common regional structures to deal with external
financial crises in Latin America is quite puzzling given that, at the one hand, the
region has been fertile for the establishment of regional institutions and structures
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of governance over the years, as discussed by Bricefio-Ruiz and Ribeiro Hoffmann
in Chap. 18, and, on the other hand, it has been particularly vulnerable to global
macroeconomic instability and financial crisis such as in the 1980s and 1990s. This
chapter does not explore the reasons for the lack of more robust regional frame-
works to respond to financial crisis; rather, it analyses if and how the (few) existing
governance institutions played a role in the management of the 2008 crisis (Martins
2017; Kacef and Monti 2010). We argue that, despite the existence of a myriad of
regional institutions, the level of cooperation among their member-states and their
capacity to act in crisis situations has been extremely limited. It is worth mentioning
that most Latin American organizations have norms, instruments and mechanisms
in the social areas which were or could have been used to control the damages of
macroeconomic instability by compensating for the lost in jobs, revenues and rights,
either temporarily or permanently (Medeiros 2016). This chapter does not delve
into these governance structures, but we acknowledge their relevance as policy
instruments to deal with macroeconomic and financial crisis from a broader
perspective.

The chapter is structured in three sections, covering, firstly, the governance struc-
tures set by the main regional organizations active during and since 2008 such as
Mercosur, UNASUR, ALBA, the Pacific Alliance and CELAC, and secondly, other
multilateral institutions such the Corporaciéon Andina de Fomento (CAF) and the
Fondo Latinoamericano de Reservas (FLAR), followed by the concluding remarks.

Regional Governance and Economic Crisis Management
in Latin America by Regional Organizations

Despite the enormous variance in terms of issue areas covered and priorities, cur-
rently existing regional organizations have practically no norms, instruments and
mechanisms to promote the harmonization, cooperation and integration in macro-
economic and financial matters. By the time the 2008 crisis burst, the main organi-
zations active in the region were the key organizations created during the so-called
first and second waves of regionalism, i.e. Mercosur, the Andean Community
(CAN), the Central American Common Market (CACM) and the Caribbean
Common Market (CARICOM), and ALBA, created in 2004 by Cuba and Venezuela
to promote a counter-model of regional integration based on the twenty-first Century
Socialism. In 2008, UNASUR was created, and soon after, the Pacific Alliance and
CELAC (in 2011 and 2012, respectively). UNASUR and CELAC are exemplar of
the regional trend in this period, which became to be known as “post-liberal” or
“post-hegemonic”, given the lack of consensus on free markets as the main motor of
regional integration. The Pacific Alliance, instead, must be seen as a reaction to the
twenty-first Century Socialism and a regrouping by free-trade countries in the
Andean region and Chile. The return to a pro-market approach also led to the cre-
ation of Prosur in 2019, but it is too soon to include this organization in the analysis.
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From among organizations, Mercosur and the Pacific Alliance have adopted a
more liberal approach to development, even if Mercosur changed over time, as dis-
cussed in the already mentioned Chap. 18. UNASUR and CELAC were conceived
as broad organizations, covering economic, social and cultural areas, but given their
size of membership and diversity of policy preferences of their member-states, they
have had a less coherent profile in their economic/development initiatives. One
would expect that, independent their of more liberal or more developmentalist pro-
files, these organizations and their member-states would have an interest in creating
buffers against global level instability and external shocks, but this has not been the
case. Several reasons are pointed out in the literature, such as asymmetries of
domestic macroeconomic indicators, lack of interdependence, political choices and
ideologies, but the objective of this chapter is not to explore the causes but rather to
map the existing mechanisms and to what extent they were used following the crisis.

Starting with Mercosur, despite many achievements in setting norms and stan-
dards, and establishing structures of governance in issue areas such as trade, migra-
tion and education, the regulation of services and capital has been a fiasco. The
Protocol of Montevideo to foster the integration of financial services, concluded in
1997, entered into force in Brazil and Uruguay in 2019, but it did not play a role so
far. Mercosur has actually a bad record in fostering cooperation in macroeconomic
and financial matters; the unilateral decision in Brazil to devaluate its currency, the
real, without discussing with Mercosur member-states, in 1999, following the con-
tagion of the Asian crisis of 1997, has left a shadow in the region (Bouzas et al.
2002, p. 17-19). When the international liquidity crunch came in 2008, Mercosur
countries responded to the crisis according to their domestic priorities, and as a
consequence, no common policies were set nor were any specific common interests
discussed. Countercyclical policies were effective in Mercosur countries, as all four
member-states combined monetary and fiscal policies in order to avoid a heavier fall
in consumption and investment than that which the decline in external demand
would have originally imposed on their economies. Like in most countries around
the world, quite traditional instruments were used: expansion of liquidity, tax
exemptions and stimulus to specific sectors and expansion of credit by state-owned
financial institutions. Mercosur countries were free from rigid exchange rate poli-
cies, even if to very different degrees. A great virtue of the floating exchange rate
regime is precisely its ability to absorb external shocks and thus allow the domestic
economy to accommodate to the new global situation. This was an important ele-
ment of the varied reactions of Mercosur countries to the crisis. The four member-
countries’ exchange rates depreciated in the initial moments of the crisis, but this
was followed by quick monetary accommodation. The exception in this case was
Argentina who, as a matter of deliberate policy, allowed the peso to continue to
depreciate even after the worst period of the crisis had passed. Monetary measures
were all devoted to the expansion of liquidity and the reduction of interest rates. In
Brazil, federal banks pursed an aggressive increase in the availability of credit
through several different instruments according to their specific jobs. Foreign
exchange and trade policies were also dictated by the need to protect companies
from the shortage in international credit lines. Independently of their relative
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success, the point is that Mercosur member-states did not use the organization as a
platform for discussion, coordination or the development of a common approach to
handle the crisis.

UNASUR has provided space for a critical discussion about global financial
architecture given its more developmentalist profile during the peak days of the “left
turn.” Meanwhile, Venezuela and Brazil supported the creation of a Bank of the
South as an alternative source for the financing of infrastructure to the Bretton
Woods institutions and the Inter-American Development Bank (IDB), such as the
case of the New Development Bank (NDB) proposed by the BRICS countries in
2014. The Constitutive Act establishing the Bank of the South was signed by Brazil,
Bolivia, Argentina, Ecuador, Uruguay, Paraguay and Venezuela in 2007, and the
Constitutional Agreement was approved in 2009. The expectation was that it would
have a capital of USD 7 bi from the founding members with contributions from
Brazil, Argentina and Venezuela (USD 2 bi each), Ecuador and Uruguay (USD 400
mi each), Bolivia and Paraguay (USD 100 mi each), but, unlike the NDB, it was
never capitalized, and the project was suspended with the paralysation of Unasur
(Calixtre and Barros 2010; Palestini 2016).

ALBA openly promoted a non-capitalist model of regional integration, rejecting
free trade and key principles of the capitalist system such as private property and
intellectual property. In addition to the oil regime and the creation of Petrocaribe,
one of the most ambitious economic initiatives was the creation of a common cur-
rency, the Sucre, but to be used mainly as a mechanism of compensation for trade.
Cusack argued that although trade via Sucre “grew rapidly from 2010 to 2012,
rather than being balanced, this boom consisted largely of Venezuelan imports from
Ecuador (...) And beyond 2012, it also became clear that the system was facilitating
forms of corruption” (Cusack 2018, p. 127). Benzi (2017, p. 110) also argued that
Sucre was undermined by corruption. Venezuela was a partner in 98% of Sucre
trade, and the Venezuelan-Ecuador relationship alone accounted for 89% of Sucre
trade (Cusack 2018, p. 129). Exchange between Cuba and Ecuador, for example,
represented just 5.5% of Sucre Trade in 2016 (Cusack 2018, p. 130). Apart from
Sucre, ALBA did not develop any mechanism that could be used to design a com-
mon approach to handle with the financial crisis.

The Pacific Alliance was created in 2011 by Chile, Colombia, Mexico and Peru,
and its priorities are to foster trade liberalization and establish investment partner-
ships with Asia, especially China. An innovative initiative in the area of macroeco-
nomics was the creation of the Latin American Integrated Market (MILA), an
agreement initially made between the Santiago Stock Exchange, the Colombia
Stock Exchange and the Lima Stock Exchange, later joined by Mexico in 2014 to
establish a regional market allowing for gains in scale by the trading of stock shares
in each of the national markets.! Martins (2017, p.110) argues that by 2015 MILA
had not achieved the expected results; the impact of its creation in terms of
correlation, risk and profitability was marginal and in terms of volume negotiated

https://mercadomila.com/en/who-we-are/our-history/
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negative. Even if MILA’s record improved since then, this mechanism was not rel-
evant in terms of managing the impact of the 2008 crisis.

Finally, CELAC priorities have not included (macro)economic matters either.
Moreover, as Sanahuja argues (Caetano and Sanahuja 2019, p. 31), CELAC can be
well defined as another example of summit diplomacy in the region, where presi-
dents have a key say but little interest in institutionalizing common approaches.
That said, CELAC has received technical support by CEPAL and SELAC to foster
harmonization and the consolidation of regional trade and investment markets
(Vadell 2018, p.16), but this process has been hindered by the extreme divergence
among its member-states. As highlighted by Bonilla and Jaramillo (2013), CELAC
included countries which had very different approaches to trade and macroeco-
nomic policies at the time of its creation, from the (neo)liberal Chile and Peru to
(twenty-first century) socialists Venezuela and Cuba, and also countries from the
Caribbean, which have also great variation of insertion in the global trade and finan-
cial markets. For that reason, it has also been deeply affected by the polarization
around the Venezuelan crisis, and its last Presidential Summit took place in 2017, in
Punta Cana, Dominican Republic, when only 11 from the 22 presidents were pres-
ent.? CELAC has also promoted Ministerial Summits, but the last took place in
2015. The third ministerial summit foreseen to take place in 2017 was cancelled.
Macroeconomic dialogue was not a priority even during the good times of CELAC,?
but this channel was the most appropriate to foster cooperation with the EU
(Ghymers discusses a proposal to strengthen this dialogue in Chap. 22 of this vol-
ume). In fact, in addition to its role within the region, CELAC has been a platform
for the region to dialogue and cooperate multilaterally with partners such as the EU
and China. The EU has given special attention to CELAC given its preference to
structure its bi-regional relations in formal agreement frameworks. EU-LAC
bi-regional relations include Special Partnerships with Brazil and Mexico, bilateral
dialogue and/or agreements with individual countries and sub-regions such as the
Andean Community, Central American Common Market and Mercosur.*

2http://observatorio.repri.org/artigos/celac-a-retorica-da-integracao/; http://observatorio.repri.org/
artigos/celac-de-la-convergencia-a-la-paralisis/;http://revistafal.com/
la-celac-en-el-nuevo-escenario-regional/

3The Plan of Action approved in 2013 established eight priorities: science, research, innovation
and technology; sustainable development; climate change; regional integration and interconnectiv-
ity; social cohesion; migration; education; and labor, drugs, gender, investments and entrepreneur-
ship; and the Action plan approved in 2015 added higher education and citizenship security. https://
www.consilium.europa.eu/media/24235/read-the-assessment-of-programmes-and-actions.pdf.
See as well http://alcuenet.eu/policy.php

*The EU and LAC countries have created a think tank to forward studies about the bi-regional

relations, located in Hamburg. https://eulacfoundation.org/en. Veja também https://eeas.europa.eu/
delegations/brazil/48562/rela%C3%A7%C3%B5es-ue-celac_pt
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Other Multilateral Mechanisms to Manage Economic Crisis
in Latin America

A matter of great importance in the debate between nations and as with multilateral
institutions since the 1990s emerging economies’ financial crises, the struggle to
maintain global financial stability has given rise to a series of regional initiatives.
The global financial crisis outbreak (2007-2009) reinforced the concern with mar-
ket stability and brought to the floor the concept of global safety nets (Ocampo
2006; Fritz and Miihlich 2019). Since the establishment of the Chiang Mai Initiative
in response to the impacts of the 1997 Asian crisis, a number of collaborative initia-
tives between regional partners have taken shape.

Although some regional integration initiatives were already present in Latin
America, they did not play a decisive countercyclical role in the most recent crisis.
Rather, national states have conducted their own stimulus policies taking into
account their economic possibilities and political dynamics. Latin America has not
been particularly fertile in establishing regional financial arrangements — RFA. When
compared to the European and even Asian cases, the few initiatives carried out in
Latin America reveal its limited character, both in terms of the extent of participa-
tion and in terms of financial collaboration among its members. To fairly look for all
possible forms of regional coordination in the face of economic crises, long existing
institutions are worth mentioned: the Corporaciéon Andina de Fomento (CAF), the
Fondo Latinoamericano de Reservas (FLAR), the Central American Bank for
Economic Integration (created in 1961), the Caribbean Development Bank (1969)
and the Financial Fund for the Rio de la Plata Basin, FONPLATA (1969) (Garcia
2015). From them, CAF and FLAR - though not bringing together a considerable
number of countries in the region — could have played a more integrative role in the
face of the crisis.

A veteran institution of financial integration, since it was first created in 1968 by
the Andean Group, CAF is formally an Ibero-American development bank.’ It has a
contingent credit line, and its loan program has broadened to several sectors since
the 2000s. However, the characteristics of CAF’s financing lines and projects indi-
cate that it operates mainly as a development bank and less as a regional relief fund,
even considering its support to sovereign debt issuance and its increasing activities
in global markets.

FLAR was created in 1978, by founding members Bolivia, Ecuador, Colombia,
Peru and Venezuela. Its functions are typically those of a liquidity fund aimed at
supporting countries in the face of problems in their balance of payments through
loans and encouraging better management of international reserves, in addition to
fostering financial cooperation between partners. Its institutional structure allows
the fund to easily incorporate new members, and its very objectives could allow it

SCAF was created in 1970. It is owned by the 17 Latin American and the Caribbean countries and
by Spain and Portugal. It has 13 private banks of the region as shareholders. https://www.caf.com/
en/about-caf/who-we-are/
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to turn into a powerful Latin American RFA (Lochagin 2015) should the largest
economies of the region join. This could also enhance the FLAR’s funding
capacities.

Given the limited role of formal regional institutions in the region in combating
the effects of the global recession, it is interesting to look for other actions carried
out jointly by countries in the region to deal with the credit crunch that mastered the
late 2000s in global economy. In the absence of regional institutions with macroeco-
nomic cooperation programs, or multilateral financial arrangements or relief funds,
some Latin American countries could have possibly established bilateral credit lines
or other forms of bailout or mutual aid. The joint issuance of sovereign bonds by
Argentina and Venezuela in 2006 — the Bonos del Sur — is an interesting case of
credibility borrowing between countries. The markets saw this joint issue as a sign
of Argentina’s creditworthiness, which eased the country’s access to debt financing.
Phillips (2013) describes how the three different bonds (two Argentines and one
Venezuelan) were initially issued as a package in the primary market but could be
traded separately in the secondary market. Although there was no formal guarantee
from the Venezuelan government to the Argentine issue, the market evaluated these
bonds differently when compared to other Argentine sovereign bonds with similar
maturity and yield. This was a very particular case that must be analysed in the
perspective of Venezuela’s struggle for greater regional leadership, against the back-
drop of high availability of resources derived from oil and disputing this leadership
with the Brazilian centre-left government.

Concluding Remarks

This chapter has shown that, despite the plurality and achievements of regional
organizations and regional institutions created in Latin America in the past decades,
they have never prioritized cooperation and integration on macroeconomic and
financial matters. The few existing initiatives such as Mercosur’s financial services
protocol, UNASUR’s Bank of the South, ALBA’s common currency Sucre, Pacific
Alliance’s integration of stock exchanges (MILA) and the Fondo Latinoamericano
de Reservas (FLAR) were not used or not effective to buffer the 2008 crisis. Latin
American countries handled the impact of the 2008 crisis mainly at the domestic
level as they lacked viable mechanisms to react collectively.
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