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ABSTRACT

This paper contributes to the understanding of subordinate financialization in emerging
and developing economies bgtting outa novel coreperiphery frameworkhat

elucidateghe place of Latin America in the global architecture of finambes

framewok builds onthe centreperiphery financial model of uneven regional credit and
economic growth, originally proposed by Victo@aick andSheilaDow in 1988. In the

era of deregulated financial flows and markased credit, the coqmeriphery
relationshiphas become a thrdevel hierarchical system, in which Latin American
nations occupy a subordinate platbe key driver®f this structural shiftvithin these
nations have beeheliberalization of cros®order financial flows and investmetite
deregulation of banking, arideadoption ofprivatepension systemg hese drivei®
adoption can be traced to both push and pull factors: specifically, recurrent financial
crises requiringgxternal intervention (especially by the International Monetary Fund
(IMF)), and the possibility of engaging with thieancial instruments and megabanks
driving the globalization of financ®articipating in this hierarchical system has required
importing elements of thénancial architecturéhatevolved inthe 1980s iradvanced
economiesand has also argualilye e pened t hi s regionbds financ
vulnerability.

Keywords: Latin America, markebased credit, corperiphery model,
financial deregulation, banking systems
JEL Codes:E15, G10,N26

1. Introduction

What is the place admerging capitalist economies (ECHsjhe global architecture of finarz&his
paperanswers this question bgframingthe centreperipheryintra-national modebf Victoria Chick
and Sheila Dovgo as taapturethe international corperiphery structure of finance in the
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contemporary perigdocusing on a case study of Latin Amerid&/hile the transformation of
emergingcapi tali st economiesod (ECEs) financi al ma
deepened their connections with global markets, it has also reinforced their subordinate place in
global financeln the era of deregulated financial flows and ne&bdased credit, theentre-
peripheryenvisioned by Chick and Dow can be reconfigured tigeelevel hierarchicatore

periphery arrangement

This paper contributes to the literature oa thternational dimension of financializati{®onizzi,

2013 Bortz and Kaltenbrunne017) building on the suggestive analysisKgitenbrunner and
Painceira (2018)f how marketased credit has replaced bddsed loan making as a platform for
consumer credit in BraziRelyingprimarily on insights from Pogkeynesian economics and from
the Latin American structuralist tradition, weake three contributions that build on this insight into
the changing domestic structure of financial intermediation in emerging capitalist eco(l6Gkey

First, weadapt the financiatentreperiphery frameworlof Chick and Dow (1988), which

demonstrated how, in a hierarchically organized financial system, fluctuations in the availability of
liquidity and credit over the business cycle would contribute to unevéalspavelopment: in boom
times, credit growth would be concentrated in centre areas, leaving peripheral areas mere credit
constrained; and in periods of systemic credit crunch, the latter areas would be liquidity starved. We
adapt this model to the contporary global financial system, focusing on the hierarchical structures
that control global flows of money and credit. In effect, Latin America has become a subordinate
component of a threlevel hierarchical global system in which financial flows depemd global

financial cycle (Borio, 2012) driven as much by surges of confidence and fear among global
investors as on the business cycle.

Second, we identify three key drivers of this structural shift in Latin American financial
intermediationopeningmarkets to overseas financial flows and investnagriegulatig banking

and adoptingprivate pension systemshird, we show that efforts to modernizenake

60 gl obat e aidinahomirmarkets and instruments in Latin America involve the importati

into Latin American economies of key elements of the financial architecture as that has evolved in
advanced economiés.

We proceed as follows. Section 2 summarizes the dbak centreperiphery financial framework,
including its extension by Dow tihe ECE context, and explores its links with the emerging

literature on subordinate financialization. Sectioris@scribe three core drivers of structural
transformation in Latin American finance: the opening of domestic financial markets to interinationa
flows and investment (section 3); banking deregulation processes in Latin America and the United
States, which led to a shift from bahksed to marketased lending (section 4); the shift to private
pension funds, which enhanced the role of institutioneestors (section 5)Section 6 suggests

! The choice of Latin America is dictated by three considamatifirst, it consists almost entirely of nations

defined as middikencome by the World Bank, many with long histories of prixsgetor cros®order
borrowing; second, it provided the home soi83 for
draw; third, the Latin American debt crisis provided the leading example of a systemibamessfinancial

crisis when Chick and Dow (1988) and Dow (1995) were published.

2 This analysis of trends in Latin American finance uses a stylized porthagagnores key institutional

differences in domestic financial structures and in their degree of opening tdordss financial flows and
investment. The justification of this approach is our focus on using Latin American experience as the basis of
acoreperiphery approach that may be applicable to other ECEs.

’Banks engadasied 66 hamldétng when they back | oans wit
markets, or sell loans they have made as securities that are bought in the marketcfi¢gscprarasts with

traditional bankbased lending, in which banks back loans primarily with their own deposits.



some modifications in the ChidBRow centreperiphery framework that permit a better fit with the
contemporary context of Latin American and global finance. Section 7 examines how the changes in
Latin Americd s f i nanci al structures have reinforcec
generated new sources of vulnerability and financial fragility. Section 8 briefly concludes.

2. The Chick-Dow centreperiphery framework

Working from PostKeynesiampremises, Victoria Chick and Sheila Dow wrote a series of studies
between 1986 and 1990 proposing cepegphery models of financial development. Dow (1990)
provides a convenient starting point. This study on the basis of Canadian experience thatgberip
regions are systematically disadvantaged in financial markets. Financial expertise as well as the large
banks 6 -baatndk nfomanci al firmsdéd headquarters offi
or | arge banksd br mlsenicesanfpéripheral areap. Banks iindhe ceftre Imaaen c
more immediate access to national and global money markets, and provide credit to the most
dynamic firms; peripheral banks face more modest credit demand and lend a portion of their reserves
throuch the interbank market to banks in the centre. When the downturn comes and liquidity
preference takes over from animal spirits, reserves and liquidity are centralized even further. Over
time, the financial system contributes to a widening regional growwithed

Chick (1986) explored how banking systems at
restrict or enhance savings mobilization, money creation, and the financing of production and
investment. Chick and Dow (1988) subsequently develapedre elaborate model, which envisions

five stages of banking development in a ceptdphery setting. In the first two stages, investment

is constrained by savings and banksd® modest c.
fourth stagean interbank market emerges and the central bank takes on thedeladtresort role;

this permits interegional transfers of reserves and the more rapid expansion of credit, especially in

the centre, since the central bank provides a backstop lighatity preference spikes in the

downtur n. I n the fifth st dafjimg,actibtiasrbécente indepeadent,t ¢
and credit supply is even more responsive to demand in the upturn. Banks in the periphery are
themselves more able ¢oeate credit for local investment.

This paper purposely describes banking relations at a general level, which the authors note could be
applied to intrenational regional differences or to the dualist analysis of advanced and developing
economies in degmdency theory. Following an extended discussion of the epetighery

frameworks of Baran (1957) and Cardoso and Faletto (1979), Chick and Dow observe that while
dependency theory has focused on trade and foreign investment, a financial framework can
demonstrate how Omonetary factors reinforce thi
(1995) in turn explores how the cenperiphery financial framework can explicitly addréss

dependence of peripheral countries on core countries for capitaledit.She notes that since

countries rely on foreign credit to increase their rate of capital formattehare dependeptimary

goods and lowevel manufactured products that are sold in volatile markets, they facelamdm
cycles iniwhiolwsdbé&rge direct i nexpostshordahand al t
withdrawal of inward investmeait | e a dn unggnt rteaed fobborrowing to finance the balance of
payments deficit @ow, 1995, p. 5)

One aspect of dependency is thdvanced economiedonep o s sess t he O0sophi st
system that can create credit to finance inve:
(Dow, 1995, pp.®). Citing Minsky (1982), she argues th
Obanking system i s atibid,mp. 6wl underdaveloped emtgreanko f e v o0 |

“The tempmropdhree yd i s used herein to redperipberngder
refer to the intranational ¢egional) setting.



mar ket s, t h ereatinglbaivitigssvil bedanfeeodand more resepamstrained. This
suggests that advancedc o n o0 mi ewdll 8ysténmticéll\s oerlendover the cycle, agredictedby
Mi ns ky 6 s fability aypathesssHer analysis eatly explainstherecentLatin American
debt crisisthe onset of crisis triggefgjuidity preference consideratiotisatlead advanced
economi esd banks t,witheapitahfldht amplifying tbermitidgslroeckd i n g

While Dow (1995) uses Andre Gunder Frank (1978) as one of her sources, she does not take up his
assertion that capitalist accumulation generates both development and underdevelopment. The
Chick-Dow framework is compatible with thisidea, inthah e centr eds concentr
and then its monopolization of liquidity during crises is integral to financial processes. But Dow does
not trace this to a characteristic intrinsic to capitalism, as does Frank.

The ChickDow framework focuseon the role of finance in the broader economy, not taking into
account the more pervasive adoption of financial motives, institutions, and practices in capitalism as

a whole, which is now t er meéidanc@lfizationpnocegsarenow at i o
understood to be ndimear, to take more variegated forms in ECEs than in advanced economies
(Becker et al, 2010; Bonizzi, 2013), and to be interlinked in these economiesrwitural

economic subordinatiofBonizzi et al., 2020)T h e tsubordimaté financializatidn has been
proposed to descrilibe hierarchical nature of the global monetary and financial sy&emzzi et

al., 2020) Latin American economiés i n ¢ integaakn imtogglobal financial systensas

proceeded without altering theiniformly inferior positions in the global currency hierarchy

(Andrade and Prates, 2013; Kaltenbrunner, 2015)

This leads to a question parallel to that raised by Frank and other dependency theorists about
capitalism: whether the subordinate position of ECEs in financialization processes is intrinsic to the
very operation of global financial processes, or insteptesents a flawed implementation of

financial policies. As noted, Dow (1995) does not address it. Before we propose a tentative answer,
the next three sections summarize some aspects of recent institutional development in Latin
American financial systems.

3. The liberalization and opening of Latin American financial markets

Beginning in the 1970s, many Latin American nations have adopted structural financial reforms
opening their markets to foreign ownership and competition, deregulating bankingamudi

markets, and marke&tetermined exchange rates. These changes, together with monetarist
macroeconomic approaches to economic stabilization, align with a development strategy consistently
encouraged by the International Monetary Fund (IMF) and thed/Bank (Katz, 2001).

Liberalization and opening policies have sometimes been freely adopted by governments in power.
Authoritarian governments in Chile and Uruguay implemented these reforms in ti® sl

(Foxley, 1983). Democratically elected goveemts have implemented such policies as well; for
example, the Macri governmentodéds removal of <ca
2018).In turn, hese policies havasobeen externally imposed as disciplinary measu@Esin the

reform programmes the IMF implementeuthe wake of the 1982 Latin American debt crisend
sometimes been adopted due to external promiassyhen t he 6secondd Washi |
promised that opening capital accambuld attract foreign savings amtrease economic growth
(BressetPereira and Varela, 2004). Altogether, Mexico, Argentina, Colombia, Costa Rica and

Brazil, among othersadopted such reforms in the late 1980s and early 1990s (Katz, 2001).

The aggregate effect of these reforms is mudiatkel. There is no systematic evidence that

The sole reference to 6capitalismd in this essay
development of monetary and financial relations are a prerequisite for capitalist growth.



liberalization andnarketopening policiefhiave increasedapital inflowsor improved results for
growth or poverty (Ferreiro et al, 20@3. What these policies have done ihadd the countries
implementingte m éunder the supervision of |1 FIsd& (Ber

Despite its ambiguous aggregate effects, this surge toward opening and liberalization has clearly
shifted the balance between state and market. The state in economies implementod@as is

no longer a guarantor of welfare, but an enabler. Opening access to global financial markets offers
new investment opportunities for resident wealth holders, while also allowingesmtents to obtain
assets and offer financial services dstiwally (de Carvalho et al., 2009). This shift toward an
individualist (neoliberal) philosophy was already evident in the structural reforms implemented by
Chile after 1973 (Foxley, 1983). In particular, the privatization of pension systems, via tiencreat

of Administradoras de Fondos de Pension, favoured individual capitalisation over intergenerational
solidarity and state support in retirement pr
pension reforms, in turn, had a cascade effect, engiogréhe adoption of individual capitalisation
systems elsewhere in Latin America: Peru (1993), Argentina and Colombia (1994), Uruguay (1996),
Bolivia and Mexico (1997), El Salvador (1998), and Costa Rica and Panama (2000). Multiple
benefits were attributketo these privateunded systems.

The same empty promises that had been made for opening the way to foreign savings were used to
justify savings accumul ation for pension pl an:
6fundsdé6 avVveaintamlue ttow Bapport real i nvest ment ,
and Guevara, 2019, p. 3).

Accompanying pension reforms were 1980s and 1990s deregulations of Latin American banking
systems, accompanied pyivatization and mergers. This widespread remaking of banking involved
0the | iberalization of interest rates, the at:
services, largscale privatization of stat@wned banks and the facilitation eftry for foreign

b a n(HesCarvalho et al., 2009, p. 868ut as with markebpening and pension reform in Latin

America, there is no clear evidence that bank deregulation has improved growth or reduced

inequality.

Despite the absence afyadiscernible aggregate real impacts of this regwae commitment to
liberalization and markeapening,it hasprofoundly alteedthe roles of the different component
parts of Latin American financial structures, as well as changing the way theseafistmictures
work and their external links with global finance.

4. Latin American bank deregulation and foreign-bank entry in context

Banking deregulation in the 1990s substantially intensified competitive pressures on banks in
emerging economiegclud i ng &6t he establi shment of-owmmedw i nst
banks and a | arge i ncr ea gHawkingand Mihaljekp20@lspe8Bnce o f
Privatisation programmesl1%8oted i Meguiflaa | edi: s iMe |
that newly privatised banks could behave imprudently in theepoesof ineffective regulation. That

case led to takeovers of these privatized institutions by foreign banks, with the result that 82 percent
of bankingsector assets were in foreign hands (Haber, 2005).

And indeed, mergers and acquisitions (M&As) haayetl the key role in financial consolidation.
Facilitated by the lifting of product and geographic restrictions (Goddard et al., 2012), M&As were
seen as a means of improving efficiencyhankas 0
financialinstitutions and the geographical locations of financial institutions have started to break

d o w(Hawkins and Mihaljek, 2001, p..3)\ wave of financial M:As has occurred in Latin

America, many across national borders and/or involving foreign &alek and Rosengren, 2000;

de Carvalho et al., 2009; Williams, 2012; Alarco, 2018; Diez et al., 201L.Aygentina(de Carvalho
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et al., 2009and Chile, foreign banks typically entered the market via dsosder M&A rather than
starting from scratch

Figure 1. Bank Customer Deposits to Total Loans, Latin America (%), 2010-2018
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Note: Includes Argentina, Bolivia, Brazil, Colombia, Ecuador, Mexico, Paraguay, Peru and
Uruguay. Chile is not included. Source: IMF’s Financial Soundness Indicators.

Fig. 2. Banks Share of Total Financial Assets
(%), 2002-2020
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How financial M&As have affected financial outcomes is disputed. Some empirical evidence
suggests that more efficient institutions tend to have high market shares in more concentrated
markets both in bankin@gVilliams, 2012)and pension fund@\gostini et al., 204). Chortareas et al.
(2011) show that bigger Latin American banks in Brazil, Argentina, and Chile have indeed enjoyed
higherthannormal profits. However, de Carvalho et al. (2009) raise conceaihsajbid increases in
market concentration in the wake of the M&A wave are increasing profitability via higher interest
marginsi that is, monopoly pricing. For Chortareas et al. (2011), rising concentration raises the
likelihood of financial crises. Tabak al. (2013), too, point out that the emergence of systematically
important banks in Latin America can decrease systemic stability, as well as adversely affecting
small er banksd performance.

Domestic banks are, in any case, contending with entry bygfeosvned banks. In general, the

banks expanding into Latin American markets have beebitpto-fail (TBTF) megabanks whose
profits derive less from lending than from the fees they derive from supplying a global platform for
marketbased lending and rigledging(Cerpa Vielma et al., 2019Correa et al. (2012) show that

foreignrownedbankshave spread markbta s ed | endi ng practices in ¢ttt
well as earning abovaverage profitsThis isconsistent with patterns observed globally for middle
income countries: dos Santos (2013) has shown

lendingper seGtaredmost clearly in the US, and spread to mididieome economies mopelled
by thecompetitive, marketiriven actions of banks, enterprises, and households, as well as by
technological and financial innovatiagiglos Santos, 2013, p.317)

This finding concurs witlB o n i z z i ObservatidrotHat¥greign banks frequently spread

6fi nanci al intesaetongmies. &ae inaursien of foreign banks into Latin America,

like the adoption of markdiased pnsions, represents another fagioshing Latin America from a
bankbased to a markdtased system of credit provision. The increasing prominence of market
based | ending and o f-barkiagna&tigitiés is demoostrated lnyehe ¢vidence n o |
in Figurel, which shows that customdepositto-loan ratios have decreased in Latin America in the
20102018 periordAt t he same ti me, Figure 2 shows how &
decreasing in the 20€2020 period in Argentina, Brazil, @& and Mexicodue to the higher growth

in other financial institutions and pension funds and life insurance comgRGESA, 2021)

These developments in Latin American banking must be viewed in the context of developments in
the core of global finance, | imited here to t
finance was achieved in several drastic steps: a Hraseld ralti-step deregulation of commercial

banks, beginning in 1980; regulatory permission for a laogde banking M&A wave (Dymski,

1999); large US banks replacing lost loan customers in the late 1970s by making massive loans to
regions benefitting from expliing commodity prices, particularly Latin Ameri@@erpa Vielma et

al,, 2019)US policyma ker s6 rescue of those banks amidst
crisis; and the policy measures that estabtisecuritization as the new form of credit provision and
shadow banks as the core suppliers of credit.

A key step was US regul atocedt@deshamlas i @an1 o@f o«
measure dictated by the neaeltdown of US money maeks two years after the 1982 Latin

American debt crisis (loannou et al., 2019). The creation of Brady bonds in 1989 simultaneously
contributed to these banksdé recapitalizati on,
created global securite s t hat woul d serve as gl obal monito
behavioré. The TBTF US banks recuperated from
for bundling, selling, and servicing the mortgdgpcked securities market. The hugeangion of

this market, necessitated by the meltdown of US savings and loan institutions, facilitated TBTF
bankso6 shibbasedincanear d f ee



Marketbased lending expanded further as market outlets for riskier securities emerged. Large banks
built loan-originationto-securities platforms, packaged and sold aggressive consumer loans

(including subprime mortgages), and developed facilities for hedging and paakiog in risk

(Dymski, 2010). The removal of all barriers betweemmercial banking, invément banking and
insurancdacilitated the global growth of financialisation, as US TBTF banks and their competitors
from other advanced economies expanded by innovation and expansion into new market areas
(Cerpa Vidma et al., 2019dos Santos, 20).3Thesdnnovations and extrentsnkcompetition

enlarged the scale and scope of globalised financial markets, extending theinteaulddle

income countrigsas dos Santos (2018ptes.

5. Market-based pensiongnstitutional investors, and the search for yield

The widespread adoption of marketsed pensions has pressured pension fund managers to obtain
returns sufficient to meet their future commitments. And since bonds have persistently returned low
yields in the years since markedsed pension reforms were implemented, leading institutional
investors have sought highgielding assets in diverse global corners: Asia (Lee, 2012), the
European Union (Bonizzi and Churchill, 2017), housing marketsn@ndez and Aalbers, 2016), and
emerging markets more generally (Bonizzi and Guevara, 201Batin America, fund managers of
marketbased pension portfolios have been under no less pressure: the challenge of méeting the
future commitments has been enhanced by the increasing number of individual savings accounts in
the region. They have responded by allocating assets to capital mardete3 shows the rise in

private pension asseftsr six countries in Latin Americal hese assets increased immediately after
deregulations in the 1990s and 2000s, and rose very sharply after the 2008 financialChiges in
Mexico, Colombia and Per(less so in Uruguay and Bolivia)

Fig. 3. Assets under Management, Latin American Pension Fund Administrators
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It should be emphasized that privatized pensions represent just one of several sets of institutional
investors operating in Latin America in the deregulated era: endowments, mutual funds, and
insurance companies and sovereggalth funds also have risimyarket shares there. This shift

from bankbased savings instruments to asset management by institutional investors has an important
implication: clients and not the fund managers bear gains and ldssesand Smullen, 2008This
contrasts with banksd6 guaranteed (i f stodgy)
are under pressure to deliver yield, and leads to Hmashinstabity, as happened with derivatives

tied to mortgages and hedge fundgsandrou and Nesvetailova, 20E5)d more recently with the
leveragedoan market (Wigglesworth, 2019)

Fig. 4. Pension Funds’ Portfolio Investments (US8B), Argentina, Uruguay, Bolivia,
Mexico ,Chile, Peru and Colombia, 1996-2019
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Fig. 6. Wholesale Funding 50 Big Banks by Asset Size (US$B), Argentina, Bolivia, Brazil,
Chile, Colombia, Mexico, Peru and Uruguay (USSM), 1960-2019
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Note: These data represent the volume of wholesale funding in the 2006-2019 period for the 50
largest banks in Latin America by asset size, as recorded for 2019 in the Orbis Bankfocus
database. We exclude figures for 1 Bolivian, Ecuadorian, Panamanian and Guatemalan bank.
Wholesale funding here includes bank deposits, other wholesale deposits, short and long-term
borrowings and debt securities, and repurchase agreements, securities loaned and cash collateral.
Source: Orbis Bankfocus.

Financial deregul at i searchorcetumsirthageldo bwva It ho wanlvle sa fo |
(Fernandez and Aalbers, 201Basresultedinnoftb an ks dé f i nanci al assets s
worldwide (McKinsey, 2018). And superchargedden si on f unds 0 ,sseveraltrandsn g b
in Latin Americal disintermediation from banks, the increased déshis and securitsholdings of
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nontbank financial intermediaries, atfterise of institutional investors have converged and
restrictedba k s 6 e x p a n snstitutionabirivestors @whprising mutual funds, insurance
companies, pension funds and sovereign wealth fula@se consequently become more important
in the provision of credit in Latin America than are ba(lk6§LAC, 2019.

The decline of Dbanks 6 rsedquences. Because endny ofitiesstutignal | 'y h
investors (or their parent firms) with which Latin American firms have established relationships are
based in advanced economies, especially North America and EusdpeAmerican pension funds

have been furir integrated into global cash flows. And since thesttutions acquirenuch of

their funding in shorterm financial markets, which are sensitive to changes in perceptida and

shifts in liquidity preferencéECLAC, 2019) their lending timehorizon has been shortened.

Data for the portfolio investments sfi x  n penhsiom fanslsShown in Figure 4, reveals some
patterna mi dst t hese fundsé search for yield. Al
has not slowed after the 2008 crisis (state investments in Colombia constitute the sole exception).
Pension funds in Peru, Colombia and Chile are diverting theifiopordecisions towards foreign

financial derivatives, includg private equity and fixed income investments, more than investing in

their local companies and the (domestic)state. Moreover, it seems that all economic sectors are
compromised by beinggbhc k ed up by pension fundsd invest mel
dramatically increased their investments infthancial sector after the 2008 crisiseanwhile, the

state sector received a huge boost from pension funds after the ddsigjiray, Argentia, Bolivia

and Mexio . Mexi cobs corporate sector was the only
pension funds.

6. Adapting the Chick-Dow centre-periphery framework to Latin American financial structure

The analysis in sections3Bdemonstratehitat ap eodrcioprheer y 6 f r amewor k car
vehicle for placing Latin American financial structure in the global conkisxadvantage is that it

can provide an overview of the extent of subordinate financialization at the level of financial

structure, thus adding to insights from analyses focusing on financial arithaanial subjects and
individual marketsTo see what adaptations to the Chidw framework might be made, it will be

useful to make an analytical comparison of her descriptitminstitutional circumstances as they

have evolved since then.

Dowbés characteri zati on o-perighery finadciabstmuctealincladestimeo my |
following stylized facts: (apanking systems in peripheral countries (including Latin Aragiace at

lower levels of development and thus have underdeveloped, resersieained creditreating

capabilitiesy(b) lending irside the developing country varies withdiemestic businessycle; (c)

more developed national financial systems will hanare autonomous creeliteation capacity, and

vice versa(d) financialcrises occum developing economiashen exports fall andxternal lending
disappears; (épreign banks are not involved in domestic banking fluctuations.

We examinetheser emi ses i n sequence. Regarding (a), t
Development Database (GFD)( h8k et al ., 2012) does provide
financial development lags that of advanced economies: with the exception of Chile andBtiazil,

bank assets and credit provided by banks to prs@ttor borrowers are substantially lower as shares

of GDP than in Europe. In addition, average Latin American net interest margin and bank overhead
costs are higher than in Europe.

However, the remining premises, (ble), are no longer empirically supported. Using data from the
GFDD and the IMF, Figure 5 depicts the ratio of bank credit to deposits for eight Latin American
economies from 1960 to 2017. If the intrational coreperiphery pattern piposed in the Chiek

Dow framework obtains, data depicting these ratios should be smooth across time, with some
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cyclical fluctuations. It is immediately clear that no such pattern obtains. Instead, these data fluctuate
wildly over time, and do not obey aspmmon businessycle pattern. Spikes occur at different

points in different nations, evidently related to crisis episodes; there is no uniform upward or
downward trend. A r@nt empirical study (Aiolfet al, 2011) affirms this impression; it find that

Latin American business cycle dynamics are idiosyncratic, affected by idiosyncratic local shocks,
global business cycles, and global crises. Figure 5 shows traces of all these factors, without any
synchronization.

Figure 6 depicts wholesale funding totasthe 50 largest Latin American banks in the 22069

period. Broacb ased growth in these totals is evident
shown; after 2013, four of the seven countri e
levels. These data emphasizes the point that Latin American banks are notcesstkaned; they

al so demonstrate t h e-sreatiob Gapakitedareainrdlated to timeodonsestic r e d |
business cyclé which, as noted, is no longer weléfined.

The notion that foreign banks are not involved in domestic banking fluctuations is also contradicted
by these data. As shownsection 4 many foreign banks entered Latin America through M&As in

the last several decades. They are not just lending tedien, but participating in the region as

local financial intermediaries. In Figure 6, 71% of the wholesale funding obtained in Mexico in 2019
was secured by foreignwned banks; in Peru and Chile, 100% and 53%, respectively. However,
only 26% of wholedea funding in Colombia was obtained by foreigwned banks, and even léss
10.7%- in Brazil. These figures demonstrate both the capacity of some Latin American banks to
hold their own in autonomous credit operations, and also the diversity of bankiity actross the
region.
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