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IHew Einancial CrISES are seen in Ecenemic Theory,
State!Vs. Market Dichotemy.

[NISI PapEr presents a crtical eview el the: explanatienstoaiinancial CrHses and
I particular therapplications te) the: case: Gif Argenting: as it has, spannedithe
WhelE SCOPE! GitnteiauenaiNmecre=EconomIc ieraure

Veraeriorpeleye tiiabmiaikers dre aIways [PEITeCt, ds Y oU acelses BUL We doVIeleve.
erelare ay iistalices Gisgoverentianureras Well &l tidt, o/ tieviiole;
GoVeIIITIEIENUENs aEl- BIggE Probleri thianiake s /et Etie a evelopig World.

J7,

(Rogoff, 2002, Open Letter to Joseph Stiglitz)

. Elrst Generation Moedels (Krugman,, 1979)

. Second Generation Models (Obstield, 1996)

. Third Generation Moedels (Krugmean,, 1999)

. Originall Sinl (Eichengrren et al, 2003)

. Sudden Stop Theory (Calve et al., 2002)

. Milmsky/ s Einanciall Eragility Hypothesis(Minsky,1992)
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Viaipstream Vietivatieons, Assessimenis; andPolicy, Propesals
Related to Financial Crises — Three Generations of Models

1 ViacresEconemic Incensistency between Moenetary and Eiscall Pelicy,

Krueger (2002), Mussa (2002), Graham and Massen (2002)
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Macre-Econemic lncensistency between Monetary andlEiscall Policy

Krueger (2002), Mussa (2002), Graham and Massen (2002)

But evidences Priiman/expenditure dees not Shew Incresingl patiend,
rAtHER IS tHENRENEST PRy IMERNLS thARSHeW: 2 IRCHEASING PALLET]

0O Government non interest expenditure

O Interest Payments (%6o0f tot Expenditure) ‘
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2. SEConGGEneratenvodels
=seliFuliling expectaions anc FHeardine enaVioliE CoRtagion eects
ReubIMN(2004); Kaminsky(Z2003)

@ Current account balance (% of GDP) Current Accolni: deficit associated With
real appreciation off the eEXchange: rate
iuelling loss off competitveness; and
recession

Contagionreifiect firemneighhourand/
e wWithrsimila fitindamentals couRthy,
(B B re]))

BUt eVidence:

e clirent account shews:an
INCERSIStENPAERN

ContagienreHicCCONEIenS are P Lo
thercrisis (Brazl devaluauen)
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S, lhind GenerationVieaelsi—Iwin Crses
Blejer (2002), Mondine(2002) Instiiutienaliweaknesses In the financial markets
WhHICH Interact With therculrency, market and generates; the crisis. Einancial
IRSUILULIGAS arernet asi prudential as they snouldisersince they expect to he
paled eut by the CentraliBank and/er thetliVE actingl asiiender of Iast reseuice

BUt evidence:

1. Deminguez-lesar (2005) Balance sheets o financial
INSttUtIoNSs donot Shew,: currency: mismatches buit dollar
deneminatedileans wenit terheusehoelds and companies
WHICKHIWERE earning i peses. e rnskawas transferred to

the private Ren Banking Sector
2. Arza ((2005) shews how: balance sheets preoplems are; In
fact, In the corporate sector
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Alternative Perspectives on Einancial Crises
Cases ol Endogenous Fragilities

1. Sudden Steps Theory: Severe capitall flow reversals. The step eccurs with hikes in
Interest rates. = A sudden,, syrichironised and wWidespread nerease in interest rates: as “o/g
players in the cenral capiital maikessiarer susject tera iguiaity/ crunch=
(Calverand ialvii 20045 pe)

] Figure: 13 Credit risk Stabdard & Poor
Argentina —=—USA Argentina
Foreign Currency Long Term Deb
RATING EFFECTIVE
B- 01/06/2005
SD 06/11/2001
cC 30/10/2001
CCC+ 09/10/2001
B- 12/07/2001
B 06/06/2001
B 08/05/2001
B+ 26/03/2001
BB- 19/03/2001
BB- 14/11/2000
BB 01/11/2000
1994 1996 1998 2000 2002 BB 072/04/1997
BB- 25/08/1993 Neutral
Source: 5&F
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Alternative Perspectives on Einancial Crises
Cases off Endegenous Eragilities

2. Orginal SinE Difffculity/ off thercoun Ry Lo I9Gr oW IS GVWA
currency

A case off missing mearket

Less oiff conitrel ever merRetary pelicy in case afi fixed exchange
rate and fulli-fimancialiintegration

Iherespoensinity el the Converubilittavw (eVvernvalliaben o 4056)

JjG! ik thie! CURFERECY, 16)a coURtR/ WHICh ST Ret the man commercial partner
ISIREVEN 2 geed Idea

6 Keep the pegiwhen the main commercial partner (Brazil) devaluesis
gevastang
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Alternative Perspectives on Einancial Crises
Cases off Endegenous Eragilities

S, nhe EinancialrEragility/ Hypothesis

When anrecenemic URITIS IR a speculative pesition| its cashlrecelpits are
lower than interest payments. With anjexternal shock the uRitis then
lorced to) hoerrew: simply, te) pay. e interests en eutstanding debit. This can
e explaiedioy arcomBINetien Off tie el ayiiaiiIcs: Gl capiial/st:
ECoromy and a systeri orptervernnon and regulations: 1S Intended te
“Keep. e econey CReraung Witiihp reasonan/ernounas: (Minskys, 1992;

)

Hewever, this legici CANNOI be autematically/applied te’ a severeign
country as it woeuld neglect the pelitical aspects of the formation and
aCLion Gif GeVErNMENRLS:
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MISsIng elemenitsi and preblems assecliated with the “cenventicnal
lIiteratuire: hoth Orthedex andiiHeterod e

Distrbuitenalfiimplicatiens (1-e. moenRetan/ pPoliCIeS)

fhe Relation hetween| Einance and the Real Ecenemy.
Political factoers
Maere-Micre: separationk: ol example privatizatien

fiherele ofi the Convertibility Caw,
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The Need to Consider Conflicts

Intra-Capital Confiicts
e exchange rate BECOMES anlinstrument to: mediate: BEtWEen| the Interests: of;

IoreIgn creditorsianel demestic; capitalists (Withinks, albread) Devalbauen: Vs:
DollaIIsSALeN

J

Inter-Class; Conflicts
JhE exchange ate Is antinstrument to, mediate betweena glohall dimensiontand a

domestic reality and Senves o) accommodate the Interest e aninternauenal capital
Whichr accumulates glehally but attacks, lanour natienally as conaitiens: of
exploiiations arerdefinedinatienally  (i.e. State intervention)
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