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The Latin American Shadow Regulatory Committee, known as CLAAF for its Spanish
acronym, warns today in its biannual statement that despite positive policies and
safeguards, the region is facing external and local risks that could affect its economic and
financial outlook. Specifically, although the region’s exposure to financial risk is much
more complex now than it was in the 1980s and 90s, the region is still vulnerable to hikes
ininterest rates, volatility in short-term capital markets, and uncertainty about its level of
indebtedness to China. Brazil’s fiscal problems, growing since the Lehman’s crisis, are
especially troublesome and could damage the region’s economy if not contained. CLAAF
therefore recommends that the IMF stand ready to support adjustments in Brazil. Such
IMF support could determine whether Latin America rebounds or returns to the crises of
the 1980s.

More details from our report follow below.

Sources of contagion are more complex

Relative to the 1980s and 1990s, when large hikes in international interest rates played a
central role in Latin America’s financial crises, the sources of external financial contagion
are now more complex:

e The US Fed’sincrease in interest rates will most likely be small and gradual, but
even modest increases may lead to significant rises in sovereign risk premium
across Latin America.

e Short-term capital flow volatility has increased, complicating risk management
for banks. While no full-fledged banking crisis has taken place, numerous credit-
rating downgrades have occurred.

e Both traditional (international capital markets) and the recently new,
nontraditional (bilateral agreements with China) sources of external funding to
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