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ABSTRACT 
This paper analyzes the relationship between financial integration, economic policy and 
growth in different emerging economies from Asia, Latin America and Europe between 1990 
and 2011. The context in which belongs is the upward role of emerging markets, financial 
globalization and capital account liberalization. It investigates what features and economic 
policy patterns are present in countries where, as from the financial integration process, had 
better economic performance and greater growth, to test the hypothesis that countries who 
implemented a slow and gradual integration strategy performed better. To do so, the paper is 
divided by three parts. The first one presents the theoretical and empirical debate on financial 
integration, as well as heterodox policy propositions to a better and stable growth rate in a 
globalized world. The second shows the financial integration evolution and the different 
integration patterns in the selected regions. The last part, and certainly not least important, is 
composed by a policy regime analysis. The final conclusion of the paper corroborates with the 
keynesian theory criticism regarding the capital account liberalization, the disruptive nature of 
the capital flows and suggests the implementation of capital controls as a stabilizing 
instrument of the exchange rate, as well as the accumulation of foreign reserves. 
KEY WORDS: Financial integration; Capital flows; Capital Controls.  
 
 

INTRODUCTION 
 
As of the end of the Bretton Woods system it has been established a greater capital flow 
volatility that shifted the economic dynamics mainly for capital appreciation, rather than the 
production and commercialization of goods, and which strongly supports the neoliberal order. 
But it was from 1990 that the liberalizing efforts reach emerging markets more sharply.  

Emerging countries start to, under the conditions imposed by loans from the International 
Monetary Fund, implement neoliberal structural reforms, fitting the desirable features of the 
international financial market and placing themselves in hostages roles in the boom and bust 
cycles dynamics of international flows, losing as a result, the autonomy of economic policies.  

That said, this paper investigates what features and economic policy patterns are present 
in countries where, from the financial integration process, had better economic performance 
and greater growth, to test the hypothesis that countries that have implemented a slow and 
gradual integration strategy performed better by not being intensively affected by with the 
volatility of capital flows. To test this hypothesis, the paper uses the historical-deductive 
method, through  integration and liberalization indicators, to consider whether there are 
different patterns between the three regions of selected emerging countries, Latin America, 
Asia and Europe. The study of the topic is justified by the need of emerging countries to 
formulate policies to achieve a more stable growth and offer new development strategies that 
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can keep themselves away from the stop-and-go growth, characteristic of the last decades in 
many countries, particularly Latin Americans.  

The analysis was divided into three parts. The first examines the theoretical framework 
about the financial liberalization and integration, focusing on the debate between the 
neoclassical thought, which stands for the benefits of liberalizing the capital account, and the 
post-Keynesian theory, who criticize this process based essentially on the disruptive nature of 
capital flows and the economic policies’ autonomy loss that this entails. The section also 
presents the empirical debate on the relation between liberalization and economic growth and 
economic policy proposition from a heterodox point of view. The second part contains a 
historical analysis of the selected emerging countries’ regions, starting from the review of the 
capital flows evolution and  the financial resources cycles to these countries, and then 
analyzes the patterns in which the regional groups have become integrated, as well as studies 
some characteristics, as trade, regional cooperation and external liabilities of each selected 
country. The last, and third part, compares the different economic policy regimes. The paper 
ends with some concluding remarks.  
 

 
1 – FINANCIAL INTEGRATION ON DEBATE  

 
The capital account liberalization is widely supported by neoclassical theory. According 

to this school of thought, only through the free movement of international resources there 
might be better allocation of resources and as a result, economic growth and global welfare 
(VINER, 1947; Prasad et al. 2003; Fisher, 1998; COOPER , 1998). The precursor of this 
thought in the postwar period was Viner (1947), arguing that the capitals flows was the result 
of efficient currency movements from a country with lower marginal production of capital to 
another, with bigger value of marginal productivity of capital , equalizing them and allowing 
maximization of the use of this scarce resource, increasing the global income. 

According to neoclassicals, the benefits of financial liberalization would be the same to 
liberalize trade, in other words, to use capital controls the allocation of resources would be 
distorted, leading to the misallocation. This view assumes that growth in developing countries 
is reduced by the low level of domestic savings, so that such countries would benefit from the 
foreign capital inflow, which would increase the capital stock and long-term growth in these 
countries (PAULA et al., 2009). 

Prasad et. al. (2003) divides the financial integration benefits on direct and indirect. Direct 
factors are: (i) increases in domestic savings as the global savings are more efficiently 
allocated, (ii) costs and risks reductions the cost of capital and risk due to the diversification 
of the asset portfolio of international actors; (iii) transfer of technology know-how and 
administrative proceedings arising from the foreign direct investment of large companies; (iv) 
the development of the financial system, driven by increased liquidity and also by capital 
inflows and foreign banks. 

Indirect channels would be: (i) promoting the specialization, resulting from increased 
productivity due to better risk management; (ii) incentives for better economic policies since 
the financial integration has a disciplinary role in which investors can reallocate their 
resources to any sign of economic policies changes, punishing inefficient policies that could 
jeopardize the national stability; (iii) and increased capital inflows resulting from better 
policies, being the liberalization process itself a sign of financial progress (Prasad et al., 
2003.). 

Cooper (1998, p. 12) points out that there are four reasons that show that capital account 
convertibility can be an advantage. The first is the already mentioned allocation maximization 
and the second refers to private property respect. The agents should be able to allocate their 
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own resources in the assets they want without any restriction. The inability to control the 
movement of capital efficiently is the third reason. The attempt to restrict capital can make the 
agentes who try to circumvent the law, take advantage over those who comply. The fourth 
reason is established from the possibility of discretionary regulatory policies, under which 
national authorities may, to favor certain agents or segments, approve exceptions to the rules. 
This leads to favoritism and corruption. 

Ariyoshi et. al. (2000), in a International Monetary Fund (IMF) report, argues that the 
attempt to establish capital controls, ie prevent the capital to freely flow into your nation, 
tends to be a way to fill a servant gap by the difference in interest rates between the this 
nation  and the international interest. However, for the author, with this attempt not only 
capital inflows would be contained, as there would be capital flight, generating instability and 
growth difficulties. 

In the Brazilian academic discussion the financial liberalization was mainly defended by 
Persio Arida. To Arida (2003), the full convertibility would make possible the reduction of 
the high interest rates imposed by the Brazilian government. According to the author, the risk 
of capital controls implementation generates exchange rate depreciation and the need to 
maintain high interest rates to attract capital. With restricted convertibility would exist a 
greater premium for "administrative or currency rationing risk". If the obstacles to the free 
movement of capital were removed, the interest rate would have room to be lower. 

In the other side of this debate is the heterodox thought, mainly represented by 
Keynesians economists. They reject the neoclassical assumptions and argue that unrestricted 
capital flows has a destabilizing and disruptive character, especially for emerging economies. 
According to Davidson (1999), the Keynesian theory holds that financial liberalization does 
not allow the government to have sufficient autonomy to implement necessary economic 
measures to respond to national problems. And to rescue that autonomy, it would be 
necessary the adoption of capital control measures. 

According to the Mundell-Fleming model, there is no way to manage together the full 
capital mobility, fixed exchange rate and the economic policies autonomy. That is by the fact 
that an autonomous economic policy, such as a domestic interest rate get higher than the 
international to contain a demand inflation, capital mobility would allow a great inflow of 
international capital, which would have to be sterilized by national authority to maintain the 
fixed exchange rate. The attempt to excessive sterilization would be "like trying to empty the 
ocean with a glass of water." Therefore, the national authority would have to choose between 
letting the exchange rate float freely or abdicate its monetary policy autonomy, a result known 
as the "impossible trinity" (Carvalho et. al., 2007). 

Nassif (2011) adds that even by adopting a floating exchange rate regime the dilemma of 
national authorities is not extinguished. According to him, with a floating exchange rate 
system and full capital mobility, speculative capital flows go into developing countries in 
search of yield on interest arbitrage operations, appreciating currency (depreciating only in 
capital flight times) and turning the balance of payments imbalance. To avoid the constant 
appreciation, the government would need to make a currency sterilization and accumulate 
reserves – which if performed excessively can create bubbles in asset prices and credit. 

The loss of economic autonomy also make harder the recovery of economies in crisis. To 
deal with a crisis, the standard prescription used by central banks is to cut interest rates and 
increase spending to stimulate the economy by increasing aggregate demand and investment. 
However, countries with a higher degree of financial openness have extreme difficulty of 
implementing such a strategy. When a crisis breaks out, capital flight the country and the 
government has no choice but to raise interest rates trying to stop the outflows. This rise in 
interest rate has devastating effects on fiscal policy, especially in countries with high levels of 
short-term debt, just as is the case in many developing countries (Stiglitz et. al. 2006). 
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According to Ocampo (2013) economies that are integrated with global capital markets 
normally operate in a regime that the author calls the "Balance of Payments dominance". In 
this system, the positive and negative external shocks are determined by short-term 
macroeconomic dynamics and the balance of payments is more vulnerable to shocks, through 
trade or the external financing cost. External financing may be affected by the variation of the 
risks and spreads that can generate procyclical changes in domestic interest rates. Through 
both (trade and capital account) may occur pressures on the exchange rate, appreciating it in 
boom times, and depreciating it in times of crisis. This situation makes the implementation of 
any countercyclical policy difficult, which demonstrates once again, the loss of national 
autonomy. 

As noted before, one of the main arguments in favor of financial liberalization is based on 
the efficient markets hypothesis, which would bring greater economic prosperity with the best 
allocation of resources. For Rodrik (1998), with the existence of asymmetric information, this 
assumption is not valid. The author argues that good markets are different from financial 
markets, and that the benefits of the integration of the first would not be replicated in the 
second because there is asymmetric information, incompleteness of contingent markets and 
bounded rationality. 
Therefore, the theoretical debate is mainly between the neoclassical argument that opening 
the capital account allows better allocation of global funds which is accompanied by other 
direct and indirect benefits and the heterodox replica that discredits the allocative argument 
assuming the existence of asymmetric information and unbounded rationality. In addition, the 
heterodox argues that financial liberalization does not allow autonomy to economic 
authorities, as well a have a destabilizing	and disruptive character to national economies.	

 
1.1 – The Empirical Debate  

  
The empirical debates on financial integration does not lead to a final conclusion on the 

influence of financial liberalization on economic growth. Most investigations conclude that 
there is not sufficient evidence to prove the theoretical benefits argued by the full 
convertibility defenders, while others specify some predetermined contexts in which 
liberalization leads to bigger growth. The hard time proving the benefits arises, according to 
Prasad et. al. (2003), because the indirect way in which the benefits are transmitted, making 
the econometric estimation difficult. Meanwhile, Henry (2006), attributes the failure to 
empirically prove the benefits of liberalization to professional eagerness to find growth rates 
at steady state, that is, the tendency to seek benefits of liberalization in the short term. 

One of the few empirical studies that show a positive relationship between capital account 
liberalization and economic growth to gain notoriety is Quinn (1997), through a cross-section 
analysis for 64 countries between 1950-1995. Edwards (2008) also attempts to strengthen the 
classical argument, but with the opposite direction, showing that countries that do not have 
open capital account has no better economic performance than the financially integrated, and 
so there would not be a reason to stop the liberalization process.  

However, among the main studies that investigate the relationship, the majority find no 
robust correlation which allows accepting the neoclassical argument. Through different 
analytical methods like cross-section (LANE and MILESI-FERRETI, 1995), GMM (EDISON 
et. Al. 2002), partial scatter (RODRIK, 1998) and dynamic model on panel data 
(DAMASCENO, 2012), the authors claim that there is not sufficient evidence to corroborate 
the theory that financial integration would stimulate growth. 

As the debate evolved, the empirical efforts began to focus on  countries institutional 
differences and the benefits of the liberalization and its relationship with growth. Examples of 
this focus is the research of Klein (2005), which tried to identify if the institutional quality 
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affects the relationship founding that in 18 of 71 countries the relation is positive, and 
Eicheengreen et. al. (2009), which concluded that the positive effects of capital account 
liberalization depends on thresholds, as the level of financial and economic development of a 
country, and argue that countries should achieve a high institutional level before promoting 
financial openness. 

Paula et al. (2009) argues that the empirical findings presented in the debate can lead to 
three conclusions: the first is about the danger of liberalizing the capital account prematurely, 
that could compromise the development of the financial system, leading to vulnerability and 
instability of the national economy. The second conclusion relates to the advanced stage in 
which developed countries removed the restrictions on the capital movement, which shows 
that the demanding that developing countries accelerate this process is unfair. The third 
conclusion is that one should achieve minimum development levels before the liberalization 
process happens.  

 
 

1.2 –  Economic Policy In A Globalized World 
 

By the end of the 1990s the failure of oriented liberalization and market policies had 
already appear. According to UNCTAD (2012), the balance of payments disequilibrium after 
a decade of reforms were even sharper and emerging economies were even more dependent 
on international resources. Thus, to secure sustainable and stable growth, it is important to 
propose economic policies that ensure national policy autonomy and competitiveness in 
international markets. 

The keynesian theory proposal, concerning the exchange rate policy and financial 
integration, is based on two fundamental aspects: The implementation of a competitive 
exchange rate and the use of capital controls to reduce vulnerabilities and ensure autonomy of 
economic policy. Ferrari-Filho (2008) argues, that besides the competitive exchange rate 
level, ensure its stability and restricting capital mobility is fundamental once the latter "turn 
emerging countries hostages of moods and short-term accumulation of the capital logic" . 
Therefore, stability is indispensable to guarantee the pursuit of macroeconomic objectives. 
And to ensure such stability, the author suggests something like a crawling peg regime, that 
would work for both capital mobility or restricted capital flow. (FERRARI-FILHO, 2008, p. 
2) 

Sicsú (2009) also defends that the exchange rate policy with competitive exchange rates 
promotes investment and industrialization, mainly through the production and export of 
manufactured goods. Following this strategy, it is possible to obtain trade surpluses and thus 
accumulate non-volatile reserves, protecting the economy against currency crises once, 
according to the author, as the rate is already undervalued, the chances that it devalues even 
more are reduced. Sicsú (2009) suggests a floating exchange rate regime, however, with a 
Central Bank active role buying or selling reserves to maintain the exchange rate at the 
desired level and to reduce its volatility. 

The exchange rate policy effectiveness depends on the national monetary authorities to 
maintain a stable exchange rate. As already mentioned, capital controls are an essential part in 
this goal. According to Ocampo (2013), the regulations on capital account operate in two 
main ways. The first is by reducing the vulnerability of the most volatile flows, which 
pressure the balance of payments and the exchange rate. And the second way is through 
increased monetary autonomy and the possibility of implementing countercyclical policies. 

Just like the other authors, Ocampo (2013) states that emerging countries suffering from 
balance of payments dominance, as exposed above, shall decide that the macroeconomic goal 
that should be abandoned, as the existence of the impossible trinity, is the capital account 
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liberalization. Monetary authorities should enhance the intervention instruments in the 
economy, given that the individual instruments have limited character. To the author, the cost 
of rejecting the use of state intervention tools in economies with balance of payments 
dominance is really high, due to the constant need to manage external shocks without creating 
new instabilities. 

Besides the use of capital controls, one of the main instruments has been a significant 
increase in foreign reserves, properly sterilized. “The essential advantage of active foreign 
exchange reserve management is that it allows, within certain limits, to simultaneously 
control interest and exchange rates	(Ocampo, 2013, p. 19). Also according to Ocampo (2013), 
foreign exchange reserves accumulations create a certain “self-insurance" allowing 
macroeconomic policies during crises. The reserves are also important to mitigate the capital 
flows effects on the exchange rate, reducing the imbalances in the production of tradable 
goods. 
 Summing up, given the financial dynamics of capital and currency flows, emerging 
economies should adopt strategies opposed to the Washington Consensus 3. Heterodox 
economists argue that the national strategies must give priority to a competitive exchange 
rate, allowing the rise of investment and strength of the industry, and so generating  
employment and income growth. Besides, the authorities should focus on reducing the 
economic financial vulnerability, which becomes possible by the smaller capital account 
liberalization (and consequently, the capital flows lower volatility) and through reserve 
accumulation. 
 
 
2 - CAPITAL FLOWS AND FINANCIAL INTEGRATION IN EMERGING 

MARKETS 
 

The financial globalization has intensified surprisingly in the 1990s, creating balance of 
payments disequilibrium and unstable economic growth, as well as international capital 
expansion and retraction cycles into foreign savings recipient countries. However, capital 
flows, mainly directed to emerging countries, was not received by the same economic policy 
response in different regions. These regional differences are mainly from the different 
patterns, as well as the intensity level, of financial integration taken up by the various 
countries and which where, at certain level, responsible for the uneven economic performance 
over the past decades. Thus, this section briefly shows the evolution of capital flows in recent 
decades to, then, study the characteristics of the financial liberalization process of selected 
countries in Asia, Latin America and Europe. 

 
2.1 – Capital Flows Evolution And The Internarnational Institutions 

Recommendations  
 
Capital flows aiming at emerging and developing economies are not exclusive of  the 

recent decades financial globalization. Before the First World War, the so called  developing 
countries, Argentina, Australia and Canada, received large foreign direct investment flows 
and private loans. These investments were extinguished between the wars, giving place to 
interstate loans to finance public and external deficits. (CAMARA and SALAMANCA, 2005) 

																																																								
3 The term "Washington Consensus" was drafted by economist John Williamson in the paper “What Washington 
means by policy reform” (1990), written shortly after the meeting of leaders and economists from developed 
countries. The ten topics cited by the author are policy instruments by not goals or results. To better 
understanding of all topics read Williamson (1990). 
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Since the 1970s, the funds was private again. With the great international liquidity arising 
from "petrodollars", international banks guaranteed large amounts of capital by very low 
interest rates, which led to the strong foreign exchange flow towards the emerging and 
developing countries. Countries that have benefited the most were those who went through an 
industrialization process aimed towards the domestic market, such as Brazil and the Import 
Substitution Process (PSI). Since then financial globalization has escalated. According to 
Paula et al. (2012), this process had as main factors: (i) the development of euro-dollar 
foreign exchange markets, which led to the financial markets deregulation; (ii) the 
abandonment of Bretton Woods; (iii) technological advancement, which facilitated the trade 
and data processing; (iv) and the wave of financial deregulation and neoliberal policies 
incentives initiated in the United Kingdom and the United States. 

In the 1980s, the second oil crisis close the emerging countries funding cycle. Rising in 
interest rates imposed by creditor countries have caused a escalation in the debtor countries 
foreign liabilities, leading to the so-called debt crisis. The reduction of capital flows was even 
higher in regions where it already happened a long period  of low growth and macroeconomic 
instability, as the example of Latin America (CUNHA, 2013). The most affected regions, 
suffering with severe restrictions on international currencies and critical foreign debts, turned 
to the International Monetary Fund to support, which in return, demanded the adoption of 
economic adjustment policies. 

As Bastos et al (2006) shows, some adjustments and neoliberal reforms had already been 
recommended by the United States Department of the Treasury in the second half of the 
1980s. However, these reforms did not have sufficient magnitude to increase investor interest 
in emerging countries. Fund holders showed to be uncomfortable with the absence of 
multilateral regimes that guaranteed the free withdrawal conditions of theirs investments and 
yield. And so was born a strong pressure from several countries with  developed financial 
services and capital markets, supporting the  capital account liberalization, position made 
clear in the Organization for Economic Cooperation and Development (OECD) by the end of 
the 1980s, extended to the multilateral agenda of trade established by the World Trade 
Organization (WTO). 

The efforts towards this pressure on emerging and developing countries, especially on the 
Latin American countries, were even more obvious with the "recommendations" of the 
Washington Consensus, that was a result of a meeting of several World Bank economists 
leaders and representatives of the developed countries in which was suggested a set of actions 
that would lead to growth  in developing countries. Among these recommendations were the 
liberalization of foreign direct investment (FDI) inflows, public companies privatization and 
deregulation of the economy. The capital account liberalization was not included in the 
original proposals, but later became part of multilateral institutions recommendations like the 
World Bank’s.  

To Palley (2009), the agreement marked a neoliberal agenda supremacy period, which had 
as its basic principle the rigid pursue of low inflation rates over the full employment 
commitment. This had major consequences weakening workers position and increasing the 
power of elites through the great power of the financial markets. This strategy was practically 
imposed by international organizations to the largely indebted emerging countries. The 
International Monetary Fund (IMF) and World Bank (WB), taking advantage of a debt crisis 
of Latin American countries (mostly), demanded, as loans conditionalities, the 
implementation of neo-liberal agenda. To Bresser-Pereira and Nakano (2004), developed 
countries was sending a clear message to countries in debt, since the debt crisis of the 1980s. 
This message would have the purpose of encouraging indebted countries to control their 
household bills and open to integration financial, to seek economic growth through foreign 
savings.  
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So, the  resumption of the foreign capital flows in the late 1980s, is due to three factors: i) 
the adoption of neoliberal reforms imposed from the conditionality of IMF bailouts; ii) the 
Brady Plan4, which renegotiated and securitized the external debt of the heavily indebted 
countries, mainly the Latin Americans; and iii) macroeconomic stabilization. Emerging 
countries constituted then a favorable environment for foreign investment, especially by 
creating new investment opportunities offered by public enterprises privatization (CUNHA, 
2013). 

After that there was a big rise in foreign direct investment inflows and portfolio 
investments. According to Camara and Salamanca (2005), the net capital flows directed to 
developing countries increased from US$ 20 billion in 1986 to an annual average of US$ 204 
billion between 1993 and 1996, and reduced to $ 130 billion a year between 1998 and 2002. 
By that it is noticeable a big financial integration acceleration in emerging and developing 
countries. 

The early years of the 1990s provided a successful example for the liberalizing reforms 
proposed by the "Washington Consensus". Countries came out of debt crisis of the “lost 
decade” and managed to reduce inflation, and even get briefly back the growth. However, did 
not take long to appear the financial problems of the "casino economy"5 based on speculation. 
(CAMARA and SALAMANCA, 2005). 

The crises in emerging countries began in 1994 in Mexico, followed by the Russian crisis 
(1995), Asian (1997), Brazilian (1999) and in Argentina (2002). The main feature of these 
crises were speculative attacks on the national currency and banking crises. According to 
Prates (2002), these crises were the result of monetary and financial asymmetry of the post-
globalization monetary system, which presented an intrinsic instability and a center-periphery 
nature. This characteristic caused a greater vulnerability to volatile capital flows. 

Between 2003 and 2007, until the global financial crisis outbreak, the economy 
experienced an exceptionally large expansion cycle, which meant a capital flows redirection 
to emerging countries. According to Cunha (2011), the global cycle of expansion was mainly 
due to high growth associated with low inflation, the recovery of growth and regional 
dynamism in countries that have suffered from low levels of income expansion in the 1980s 
and 1990s and the national accounts improvement that were previously in financial fragility 
and external vulnerability. This cycle of expansion was leveraged by the growing demand 
from China that, by expanding its production of manufacturing, became a very strong buyer in 
energy segments, food and raw materials. 

That expansion cycle ended with the 2008 global financial crisis outbreak. However, 
unlike the financial crises in the 1990s, the global financial crisis had its epicenter in the US 
subprime mortgage market, which was at that time characterized by high risks and inflated 
prices. The crisis had not hit emerging countries until, in mid-September 2008, takes on a 
systemic character (historically marked by the bankruptcy of Lehman Brothers investment 
bank). The transmission channels of the contagion effect were many, however, what excels is 
the fall of commodity prices, the rise of profit repatriated to the country`s bases of 
multinational companies, decline of foreign direct investment, the flight of portfolio 
investment and the interruption of credit lines and international loans. (CINTRA And 
PRATES, 2011). 

The down cycle movement of capital between the countries was relatively brief. This 
shortage was prevalent until the reaction of the developed countries governments, which have 

																																																								
4 The 1989’s Brady Plan, which is a reference to the secretary of the US Treasury Nicholas Brady at the time, 
was built to restructure the Latin American countries external debt by the issue of indebted country government 
bonds to reduce the debt burden or to deduction of interest amount. 
5 Expression from the Keynes’ General Theory.  
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adopted counter-cyclical policies, injecting money in the economy and reducing interest rates, 
which increased international liquidity and featured a new cycle of capital flows expansion. 

In short,  from the 1990s on an intense process of financial liberalization could be seen. 
Nonetheless, the liberal reforms imposed to the emerging countries a context where growth 
rates of their economies were strongly associated with capital flows and the growth cycles of 
the world economy, featuring an environment of extreme volatility of macroeconomic 
variables. This context is not, however, the same for the various emerging economies. Despite 
the fact that liberalization has generated instability in most countries that have opened the 
capital account, it is possible to identify different patterns of financial integration, which are 
characterized by the types of investment received, openness and external integration levels, 
and which generate different responses of national economies to global instability . The 
following section explores the financial integration patterns of emerging countries into three 
distinct blocks: Asia, Latin America and Europe. 

 
2.2 – Financial Integration Patterns 
 
One of the main indicators used in this section, to point and compare the trend of financial 

liberalization, was proposed by the designers and creators of the database presented in Lane 
and Milesi-Ferretti (2007) 6 . The International Financial Integration index, IFIGDP, is 
composed by the sum of foreign assets and liabilities stock and divided by the GDP of the 
country, as follows: 

 
𝐼𝐹𝐼𝐺𝐷𝑃!" =  (!"!"!!"!")

!"#!"
       (1) 

 
That indicator is used by several researchers 7  on global financial integration and 

globalization. However, according Biancarelli (2008), even though this indicator is the most 
commonly used, it is not very effective when used without complementary indicators, to 
measure the different strategies or financial integration patterns. This happens because, as the 
sum of foreign assets and liabilities are confronted with GDP, the largest economies seem to 
be the least integrated. 

The suggested complementary indicator is the financial liberalization indicator for the 
current trade, IFITrade. This indicator "is explicitly concerned with identifying what could be 
called as preferred way of insertion in the global economy”, that is, the size of financial 
integration relatively with the trade integration" (BIANCARELLI, 2008, p. 149). This 
indicator helps to identify the economies that have integrated financially in detriment of the 
trade integration and the ones who made it altogether. The indicator was construct by dividing 
the sum of foreign assets and liabilities stocks and the sum of exports and imports of the 
country concerned: 

 
𝐼𝐹𝐼𝑇𝑟𝑎𝑑𝑒!" =  (!"!"!!"!")

!!"!!!"
     (2) 

 

																																																								
6 The Lane and Milesi-Ferretti (2007) database, extended and updated from 1970 to 2011, is a set of data that 
include foreign assets and liabilities. These data are divided into four categories, they are: Portfolio (equity 
portfolio); Foreign direct investment (FDI); Debt (debt); and financial derivatives (financial derivatives), as well  
as reserves, excluding gold. The database also has several series such as GDP (GDP), nominal exchange rate 
(end of period and average), among others. To access the database, Article of the authors and the explanatory 
texts, please visit: http://www.philiplane.org/EWN.html 
7 These include: Biancarelli (2008); Carneiro (2007); Damasceno (2012); Hagen and Siedschalg (2008); 
Eicheengren; Gullapali and Panizza (2009).	
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Graph 1 shows the average (1990-2011) of the two indicators for selected countries in 
three regions, namely Asia, Latin America and Europe: 
 

Graph 1 : IFIGDP x IFITrade, average (1990-2011). 

Source: Own Elaboration from Lane e Milesi-Ferreti (2007) database; Word Bank. 
Note: Data from: *1991;  **1992; ***1993; ****1994 

 
 
The examination of the two indicators show that there are a clear patterns of regional 

financial integration. Latin American countries are placed mostly in the right side of the 
graph, showing great financial integration with respect to foreign trade, while the most of 
Asian countries, is in the lower left of the chart, showing low financial integration in both 
indicators. Like in the case of Latin American countries, one can not see a pattern for 
European countries examining the integration by GDP index, however, the latter demonstrate 
a commercial integration more than proportional to the financial than the first. 

 
2.2.1 –Financial Integration in Emerging Asia 
 
Asia in recent years has produced experiences that fit as global financial integration case  

of success, mainly due to its fast growth, but also due to lower vulnerability to global crises 
and macroeconomic responses that differ from multilateral organizations recommendations. 
This favorable performance was due mainly to the productive regional integration begun in 
the 1980s. 

After the appreciation of the Japanese currency, the yen, due to the Plaza Accord8 in 1985, 
the Japanese government began to shift the industrial and production centers for various East 
Asian countries. These countries, known as "Tigers" (Korea, Taiwan, Singapore and Hong 
Kong), received large foreign direct investment (FDI) in the Japanese financial system, 
creating then a industrialized productive dynamic extremely strong and based the economic 

																																																								
8 The Plaza Accord, named after the Plaza Hotel in New York City  where it occurred on September 22, 1985, 
was an event in which countries pledged to allow the dollar to depreciate against the currencies of Japan and 
Germany. According to Belluzo (2005), with the agreement, the United States hoped to turn the tendency of 
dollar overvaluation that generated huge budget and in trade accounts deficits. 
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growth engine in exports of manufactured goods to the United States. A similar movement 
happened when, through to US pressure, there was the appreciation of the currencies of the 
"Tigers", which moved its industries and investments to countries like Thailand, Malaysia, 
Indonesia and the Philippines, renewing the integration conditions and movement of capital 
and regional division of labor in Asia. This shifting in productive structure of investment and 
industrial centers became known in academic discussions as "Flying Geese", because it 
resembles the way how geese fly, having a lead goose, absorbing, at first, the capital intensive 
exports of the country`s newly regionally integrated, and later absorbing exports with 
technological content. (Medeiros, 1997) 

The analyzed Emerging Asia - Thailand, Malaysia, Indonesia, Philippines (which forms 
the ASEAN - 4) as well as India, China and Pakistan - have increased in recent decades the 
financial liberalization in relation to GDP. This trend was clear to the Asian crisis of 1997-
1998, when then some of these countries have reversed the integration trend to insure against 
the instability of the global financial system. 

Previous to the crisis, Thailand, Malaysia, Indonesia and the Philippines have maintained 
a constant financial liberalization, both in regard to foreign direct investment and the inflows 
of speculative capital - which can be portfolio or short-term debt9. The debt crisis in Latin 
America in the 1980s, had restricted not only locally capital flows, as for most emerging 
markets. With low domestic savings, the countries of ASEAN-4 began to deregulate its 
capital accounts for, as advised from international institutions, maintain growth through 
foreign savings. (PARK and BAE, 2002). 

India and China experienced much slower integration processes than the  ASEAN- 4 
countries. Since the external shocks of the 1980s and the balance of payments crisis in 1991, 
India has gone through some economic reforms. Some of these reforms were directed towards 
capital account liberalization, to meet accepted obligations of Article VII of the IMF in 1994, 
however, the policies were directed to favor capital flows of direct investments and 
investments in portfolio. The main objective was to reduce dependence on short-term debt 
flows, focusing on long-term capital. To do so, first restrictions and controls on long-term 
flows were relaxed, followed then by the partial reduction of restrictions on derivatives, debt 
and asset outflows (ARIYOSHI et al., 2000). Despite the gradual integration, the net external 
liabilities in India grew very little, featuring India in the 1990s as extremely restrictive to 
capital flows. 

China had, since the beginning of the 1990s, political intentions to liberalize for 
international capital, however, the authorities remained alert to the international situations. In 
1996, the country had taken significant steps towards financial integration. In July, the 
government freed the purchase of foreign currency by international capital companies and by 
end of the same year accepted the obligations of Article VII of the IMF presenting a plan for 
the capital account liberalization. It seemed clear that the next move would be the full 
convertibility of RMB (ARIYOSHI et al., 2000) 

Nonetheless, before the process could be speeded up, the Asian crisis, as well as in other 
countries in the region, imposed a warning on growth based on foreign savings, especially 
short-term capital. The Asian crisis began in Thailand in 1997 to then spread to Indonesia, 
Malaysia and the Philippines in the second half of that year. The huge current account 

																																																								
9 	Other than the 5th Payment Balance Manual (BPM5, International Monetary Fund) proposes, which 
subdivides the "portfolio investments" between equity and debt assets (including here securities and money 
market instruments), and accounts "other investments " as loans and deposits and trade credits, the database of 
Lane and Milesi-Ferretti (2007), presents the investment portfolio only as share assets and liabilities, integrating  
the debt assets (debt securities), the bank loans, deposits and other debt instruments, in the "debt" account. 
Therefore, to analyze the composition of foreign liabilities and assets of the country, one have to take into 
account that, apart from portfolio investments, some of the debt, are also short-term.	
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deficits, which intensified from 1993 and 1994 in Thailand, started to generate mistrust 
among international investors about the financing sustainability, leading to a sudden stop in 
capital inflows and a herd effect on the external liabilities of the country, as well as 
speculative attacks on the local currency, which have spread to other Asian countries 
(PRATES, 2002). 

The other two major countries in the region, India and China, were not heavily affected 
due to its still early stage of financial integration. As well as Pakistan, which despite having 
started the process of financial liberalization along to the beginning of the reforms, was not 
yet a major destination for international capital flows, despite a financial liberalization index 
relative to GDP higher than India in the 1990s. 

During the Asian crisis, Malaysia became a case of success and an example of the capital 
controls importance, as well as in keeping the autonomy of national economic policy. In 
1997-1998, the national authorities were against the suggestions of the economic mainstream 
and, by extension, the aid package and IMF recommendations - raising interest rates to stem 
the outflow of capital. Confronted with attacks on the Malaysian currency, the government 
maintained low interest rates and imposed capital controls in order to reduce the riggit 
offshore market and stop the capital flight. The results very satisfactory, were achieved 
because, according Sicsú and Carvalho (2006), there were no exceptions to the rules of capital 
controls, reducing the ability to be circumvented by financial agents and due to transparency 
and domain of Malaysia’s Central Bank. 

When, under the consequences of financial crises, Asian countries changed their financial 
liberalization patterns features, with the exception of India and Pakistan. Since then, even 
increasing the sum of foreign assets and liabilities in line with the movement of other 
emerging countries, the emerging Asian changed his liabilities compositions and began to 
integrate and cooperate regionally. 

Even before the Asian crisis, there were efforts to regional integration and trade 
cooperation, boosted after the crisis by China's rise. According to Cunha (2011), the crisis 
enhanced the institutional dimension of integration among Asian countries, as well as the 
reduction instruments for external vulnerabilities, as "the homogenization of certain 
regulatory standards, the need to establish alternative sources of funding and application 
surpluses produced in the region etc. "(CUNHA, 2011, p. 43). 

Then, Asian countries began to prioritize to maintain current account surpluses. In this 
regard, China stands out, going from a surplus of 2% of GDP in 2003, at the beginning of this 
expansion cycle to 11% of GDP in 2007, when then the cycle was completed by the crisis of 
2008. Dooley et al (2003), characterizes this pattern of integration as the "trade account", ie 
countries with large volumes of exports, competitive exchange rates, constant current account 
surpluses, the use of capital controls, reserve accumulation and productive external 
investment inflow predominance. The opposite happens in India and Pakistan that, from the 
beginning of the century, accelerated the process of financial liberalization and showed 
constant current account déficits, and the use of foreign savings. 

There were also created regional financial institutions to protect against foreign exchange 
restrictions and attacks on financial markets. The Chiang Mai Initiative, the result of an 
annual meeting of the Asian Development Bank, expanded an arrangement of bilateral 
currency swaps and repurchase agreements, in order to relieve member countries temporary 
currencies shortages such as the ASEAN-4, China , Korea and Japan. It was established, in 
addition, the initiative of the Asian Securities Markets, which unified their accounting 
standards and established new bases for the financial markets functioning. (CUNHA, 2011) 
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Carneiro (2007) adds another peculiarity of foreign capital inflows in the Asian markets. 
Opposed to what happens in Latin America, there is a greenfield10 foreign direct investment 
predominance in emerging Asia, which allows greater productivity, normal of these 
investments. 

Summing up, some conclusions about the Asian financial liberalization patterns can be 
made. The group composed by Malaysia, Indonesia, Thailand and the Philippines imposed a 
intense rhythm of global financial integration in the early years of the 1990s. This trend, 
however, was interrupted by the Asian crisis, when the group started to maintain a trend of 
convertibility relatively lower compared to the trade integration flows. This new environment 
was possible mainly due to the large production and trade regional integration, similar to the 
successful cooperation in the 1980s, between Japan and the Asian "tigers". However, this 
integration had China as the new production center, who kept, throughout the studied period, 
a gradual and slow global financial integration trend, ensuring its reduced vulnerability by an 
exceptional increase of its international reserves and growing current account surpluses. 
Countries like India and Pakistan, turned to the opposite direction, maintained a lower global 
financial integration pace during the 1990s and deepened this process in the 2000s. This shift 
on integration trend was mainly driven by the need of the current account financing, which 
start to decline in the early twenty-first century. 

 
2.2.2 Financial Integration In Latin America 
 
Financial integration of Latin American countries is mainly a structural reforms result 

made to stabilize eht economy in the 1980s from the debt crisis. Since then, significant 
changes occurred in the regional economies, given that, in most cases, the reforms were 
directed towards the  deregulation and state reduction guided by the neoliberal ideology.  This 
movement had strength from, primarily, the already mentioned "Washington Consensus", that 
despite gathering recommendations for economic policies in emerging countries, were 
especially directed to Latin America. 

Among the reforms responsible for the volunteers financial flows coming back to Latin 
America are the restructuring of external debt and unilateral trade and financial openness, 
performed globally in the 1980s and 1990s, predominantly in Latin America - Mexico and 
Chile in 1985 , Bolivia in 1986, Brazil in 1988, Argentina and Venezuela in 1989 and 1990 in 
Peru and Colombia - and the securitization of debt by US Treasury bonds issues, represented 
by the Brady Plan (Medeiros, 1997). 

However, the Latin American countries have different degrees of financial integration, 
both as regards the indicator to GDP, as for the index that measures the integration compared 
to the trade, as can be seen in Figure 1. The region has some differences between countries, 
with the largest of which is represented by Mexico and Argentina. The first presents a 
financial integration extremely low when compared to the trade, even similar to the Asian 
indicators, while the second presents the highest index among all countries analyzed in this 
paper. 

In Mexico, financial openness is only part of the domestic financial system reform. In 
1989, the Stock Market Act created the “Fondo Neutro”, which enlarged the access of foreign 
investors to the Mexican stock market. But the main financial liberalization instrument  in 

																																																								
10 According to Carneiro (2007), investments in greenfield are those that extend the productive capacity of the 
sectors increasing their structures and technological standard, concentrating the productive capacity in new 
sectors linked to global chains. Foreign direct investments to mergers and acquisitions (M & As), with expresses 
a patrimonial nature, are mainly targeted at traditional industries, and recurrent cases do not emphasize 
productive investment by obtaining some kind of monopoly on services, cases of some privatization of public 
companies. 
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Mexico in the 1990s was the opening of the government securities market in which, from then 
on, the “Cetes” became the main bond traded between financial intermediaries and foreign 
investors (FREITAS and PRATES , 1998). However, along the increase in capital flows, 
Mexico, through the negotiation of NAFTA and trade relationship with the United States, 
greatly increased the flow of trade, which reduced considerably the IFITrade. 

Medeiros (1997) warns, however, that trade relations and regional integration between the 
US and Mexico, differ from Asian experiences. The NAFTA agreement was originally a 
showcase for productive integration in the region. In the early 1990s Mexico began to attract a 
very large private investment amount and shifted the core of the export sector to the metal 
mechanics and electronics, increasing his productions manufacturing and its exports to the US 
automakers but also its imports with tariff reductions, for transnational companies located in 
northern Mexico. These companies, which have a high import component, led to generation 
of constant trade deficits. The result of this regional integration was, for the Latin American 
country, a decline in the industry, the services and a non-integrated agriculture. 

In the 1990s in Argentina, the financial liberalization was the main pillar to sustain the 
monetary stabilization program implemented by President Carlos Menen. In 1991, the 
government implemented the Convertibility Plan that established a fixed exchange rate 
regime with monetary convertibility (currency board). This plan legalized what was already 
practice since the previous decade, dollarization, as a economic agents defense mechanism for 
hyperinflation. However, to do so, it was necessary to completely remove the capital inflows 
barriers, once in this regime the monetary base is defined by the change in international 
reserves. In 1991, the government performed the capital markets deregulation, removing the 
stocks transactions taxes and allowing the bonds and assets issued by companies and banks in 
foreign currency. (FREITAS and PRATES, 1998) 

Financial liberalization in Brazil, in the 1990s, was mostly marked by significant inflow 
of investment portfolio and short-term. The government, through the CC5s accounts, 
increased foreigners freedom to invest in fixed-income funds, privatization funds, as well as 
eased the repatriation of these investments. According to Sicsú (2006), that was the most 
compelling act of financial liberalization on the Brazilian economy. Much like to Brazilian 
ways, in the 1990s, Colombia`s debt flows expanded and the current account balance was 
reduced. 

Just as in the Asian region, Latin America has suffered several crisis in the 1990s. The 
speculative crisis in Mexico in 1994, Brazil in 1999 and Argentina in 2002, characterized by 
capital flows reversal and speculative attacks on currencies, caused the countries to fail on 
keeping the exchange rate management and to increase the interest. According to Prates 
(2002), the Latin American crisis differed in morphology, intensity and economic 
management terms given the different financial integration achieved earlier - characterized in 
Mexico and Brazil as a financial liberalization to sustain the anti-inflationary reforms and 
Argentina as means to implementation of the currency board. These characteristics explain 
the lower intensity of the Mexican crisis and also the greater severity of the crisis in 
Argentina. 

Chile, similarly to Malaysia, is a prime case study in the efficient capital controls 
implementation. According to Cordero and Monteciono (2010), to perform the the reforms by 
the end of the 1980s - which had the objective of reducing inflation and promote export 
growth - the government promoted a gradual capital account and trade liberalization, as well 
as public enterprises and social security privatization. After that, speculative capital increased 
its inflows, appreciated the exchange rate and undermined exports. In an attempt to prevent 
this trend progression, the Chilean government established the Non-remunerated Reserve 
Deposits (URR), implemented in 1991. Interestingly enough, the Chilean government was 
aware of the financial markets dynamics and its tendency of attempting to circumvent 
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speculative capital inflow controls, manipulating them so that seemed productive. To suppress 
these actions, the authorities have included the possible speculative IEDs in the scope of URR 
(ARIYOSHI et al., 2000). 

Capital controls for short-term investments remained very strict until 1998, which, 
according to Bastos et. al. (2006), allowed the least contamination from the Asians 
especulative crisis when compared to the other emerging countries. Also allowed the external 
liabilities maturity lengthen, best exchange rate control and the preservation of the economic 
policy autonomy.  

Dooley et. al. (2003) characterizes Latin America, in the 1990s, as a “Capital Account” 
region, which contrasts with the “Trade Account”, already mentioned in the previous 
subsection. To the authors, the characteristics that led to this were the concern of foreign 
investors with the risk/return relation of national assets –  which focused investments in short-
term assets –, and the low accumulation of international reserves, increasing the fragility 
financial, appreciating the exchange rate and increasing imports. 

According to Carneiro analysis (2007, p. 33), the region implemented had an 
"financialized"  external integration type, in which foreign direct investment were intended to 
select countries (Mexico, Brazil and Chile), and even in these countries, FDI were 
predominantly of Mergers and Acquisitions, with a patrimonial basis and without great 
intentions on changing local production structures. 

In the case of Peru and Chile, the liberalization process was constant, however, 
accompanied by a gradual improvement in the current account balance. A similar result 
happens in Venezuela, where liberalization was predominant in assets and liabilities debt, but 
with a significant increase in commodities exports. The pattern presented by the economy of 
Colombia shows an extremely "financialized" trend as there is a combination of worsening 
current account balances and increased liberalization, from 2000, demonstrated the increase 
of the sum of foreign assets and liabilities, featuring a trade deficit financing by foreign 
investments scheme. 

The trend presented by Mexico confirms the findings of Medeiros (1997), that the 
integration between the US and Latin American countries attended the overflow concerns of 
US capital to the detriment of the Mexican economy. This pattern differs from that presented 
by the Asian region which provided industrial development and regional growth. 

 
2.2.3 Financial Integration In Europe Emerging 
 
European emerging countries suffer from large fiscal imbalances and high inflation in the 

1980s and early 1990s, which had lead away most of the international capital. However, after 
macroeconomic indicators improvement at the end of the decade, the voluntary flows return 
to be allocated to the region. 

At the beginning of the transition to market economy, countries in the European region 
had closed capital accounts. The higher intensity of financial liberalization and international 
insertion process began from intentions to join the European Union and was specific to each 
emerging country. Between 2004 and 2007, twelve countries of Central and Eastern Europe 
have joined the European Union, they are: Poland, Hungary, Czech Republic, Estonia, 
Cyprus, Lithuania, Latvia, Malta, Slovenia, Slovakia, Bulgaria and Romania. (IFF, 2014) 

The first convertibility step in the region was between 1994 and 1996, which aimed to 
meet the terms of Article VIII of the IMF members obligations, and was even deeper in 
Poland and Hungary, that aspired also a seat in the OECD in 1993 (HAGEN and 
SIEDSCHALAG, 2008). 

The degree of financial integration between the european emerging countries in the 1990s, 
were very similar. All the studied countries had a external and liabilities assets ratio in 
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relation to national Gross Domestic Product close to one. This situation changed in the 2000s, 
when countries have a liberalizing turn. In the early period of transition to market economies, 
the nations had their external liabilities predominantly made up of external debt, with large 
inflows of loans and saturated investments in Western Europe. However, according to 
Iwulska et. al. (2012), from the capital account opening on, inflows have become of foreign 
direct investment and acquisition, leveraged mainly by the entry of foreign banks to the 
domestic financial markets. 

The financial liberalization overall pattern for the countries of Central and Eastern 
emerging Europe was to try to prioritize non-speculative flows, removing restrictions on FDI 
before the ones on portfolio flows, liberalizing capital inflows and later the outflows and 
liberalizing long-term flows before allowing the short-term flows entrance. However, all the 
countries of emerging Europe still have real estate transactions flows strict controls and some 
specific prudential measures for bank lending and institutional investors flows. (HAGEN and 
SIEDSCHALAG, 2008) 

According to Lane and Milesi-Ferretti (2006), European emerging countries are good 
examples of the potential benefits of regional financial integration. The large capital inflows 
in the form of FDI, which promote technological benefits, helped the financial development 
of the region, helping to reduce the risks of integration itself. However, to the authors, to 
make sure the benefits are concrete, there is a need for trade balance adjust, which is even 
more difficult in countries with currency unions, as in the case of the countries compose the 
European Union. Indeed, some countries in emerging Europe have a tendency of worsening 
results in the current account balance, intensified by the shift of financial liberalization in the 
2000s and also in the low accumulation of foreign exchange reserves in the region. 

Russia and Ukraine, of the Commonwealth of Independent States, unlike the other 
countries studied have made no specific reforms to join the European Union. However, they 
also reformed their economies towards the financial market. According to IFF (2014), the 
Russian integration started from the end of the Soviet Union, however, capital inflows 
remained small given the hyperinflation problems until the mid-1990s, when the situation was 
stabilized. Then, Foreign investments begin to inflows, mainly to government bonds, reducing 
only in the 1998 default. The return to the globalization trend retook its ways in the early 
2000s, when capital flows were attracted by economic growth and great liquidity, caused by 
boom the oil price. 

In short, the Europe emerging countries integration identified pattern is, for the countries 
that were candidates for EU membership, an intense financial liberalization from the 2000s, 
characterized by worsening of current account balances, low accumulation reserves, similar to 
“Current Account” standard already exposed by Dooley et. al. (2003). For Russia, the 
increase in the stock of foreign assets and liabilities was accompanied by an improvement in 
the current account balance, mainly due to the oil price boom and the steady increase in 
foreign exchange reserves. 
 
3 – ECONOMIC POLICY IN THE FINANCIALLY GLOBALIZED WORLD  
 

In recent decades, as this paper noted, the global economy has seen several cycles of ups 
and downs in both global income and capital flows. These cycles generated a lot of instability 
as, particularly in emerging countries with unrestricted capital mobility, they generated herd 
behavior in foreign investment and pressuring some economic responses from local 
governments. However, the outcome of these cycles, both expansion and retraction were 
different in many emerging countries. This section studies the results in terms of growth for 
the regions which were presented the different integration pattern and try to identify, by the 
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analysis of economic regimes and selected countries indicators, whether the neoclassical 
theory can be confirmed.  

Among the analysed countries there is a wide divergence of GDP growth rate, however, 
with the exception of Chile, Mexico and Malaysia, all of them had better average growth rates 
after 2001. This increase is mainly a result of the great Chinese expansion – that generated 
demand, increasing prices of emerging markets products such as commodities –,and the 
relatively brief shortage in international capital flows caused by the global financial crisis of 
2008. 

The selected countries showed regional growth patterns, but also intra-regional 
differences. According to World Bank (2014), the average GDP growth in this Asian nations 
between 1990 and 2000 was 5.63% per year, while in the period 2001-2011, the rate was 
5.80%, showing stability between the two periods. In Latin America these rates were 3.53% 
and 3.94%, respectively, and for emerging Europe were -0.67% and 4.12%, respectively. 

With respect to the exchange rate regime and monetary policy, Latin America is the one 
that presents a well-defined pattern. Most countries - Brazil, Chile, Colombia, Mexico and 
Peru - chose to adopt, after the speculative crises of the 1990s, the floating exchange rate 
regime and inflation targeting. According to Paula et. al. (2013), these two regimes, along 
with the pursuit of fiscal balance, form the tripod of the "New Macroeconomic Consensus". 
These countries were also characterized for financial liberalization degree increase. The 
Argentina, just as Venezuela, that did not adopt the macroeconomic consensus policies, 
adopted a convertibility plan in 1991 but, due to the large depreciation in the 2002 crisis, 
implemented a managed floating regime in order to keep the exchange rate at competitive 
levels. Venezuela adopted a dual exchange rate system, in which established a overvalued 
peso rate to essential import goods, such as food and capital goods, and an undervalued rate 
for imports of manufactured goods such as cars and telephones.  

Asia does not allow a easy pattern identification of monetary regimes. The pattern exists, 
in the other hand, for the exchange regime. With the exception of China, all analyzed 
countries left the currency float between the decades of 1990 and 2000, being the Malaysian 
government the last one to take this option, in 2006. However, Asian countries were able to 
generally maintain a more stable exchange (5.36% on average), when compared to Latin 
American countries (13.34% on average). 

For the European emerging countries the exchange rate regime choice was conducted 
according to the context of regional union. Countries that were candidates for EU membership 
(Bulgaria, Hungary, Latvia and Lithuania), had their monetary policies anchored to the euro 
for much of the 2000s, with the exception of Poland, which began to chase a inflation 
targeting. Ukraine anchored its currency until 2009 and, thereafter, chose to pursue monetary 
targets. Exchange rate regimes vary between fixing the currency to a basket and managed 
float (with 8.19% of volatility on average). Table 2 summarizes the indicators and series that 
help in the analysis: 
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Table 2: Exchange rate and Monetary Policy regimes, Growth rate and integration indicators 
 

Countries Exchange rate 
Regime 

Monetary Policy 
Regime 

Capital 
Account  

Convertib. 

Exch.  
Volat. 

Reserves/ 
GDP (%) 

GDP 
Average 
Growth 

(%) 
1990s average 
2000 average 

Argentina 

1991: Currency 
board  

2003: Floating 
2011:Crawl arrang 

2001: Anchor; 
2005: Monetary 

Target 

High 26,52 6,22 4,04 

Partial 23,75 12,60 4,45 

Brazil Crawling peg             
1999: Adm. Flut. Inflation-targeting 

Partial 569,30 5,31 1,93 
High 17,93 10,12 3,56 

Chile 
Crawling Band 
1999: Floating 

2009:Livre Flut. 
Inflation-targeting 

Partial 7.47 19.50 6,20 

High 11.83 15.64 4,05 

Colombia Crawling Band                
1999: Floating Inflation-targeting 

Partial 18.13 9.02 3,00 
Partial and 

upward 
7.91 10.29 4,32 

Mexico 
Crawling band                
1994: Floating 

2012: Free Float. 
Inflation-targeting 

Partial 14.95 4.84 3,77 
Partial and 

upward 7.15 9.03 2,03 

Peru Floating Inflation-targeting 
Rising 905.87 13.28 3,22 
High  4.39 20.86 5,71 

Venezuela 
Floating 1993: 

Craw. peg e 
adjustable regime 

Anchor 

Partial and 
upward 30.68 14.60 2,57 

Partial and 
downward 

20.44 10.79 3,53 

       

China 
1991: Floating 

1995: Fixed peg        
2007: Craw. Peg 

Monetary Target;     
2003: Monetary 

Target and Anchor 

Restrict 6.27 10.61 9,46 
Restrict, 
upward 2.42 36.02 10,39 

India Fixed Peg            
1995: Floating Various indicators 

Restrict 10.16 4.65 5,59 
Restrict, 
upward 7.13 17.11 7,46 

Indonesia Crawling Peg                          
1997: Floating 

Monetary Target 
2007: Inflation-

targeting 

Partial 22.15 10.71 4,84 
Restrict, 

downward 8.33 13.10 5,35 

Malaysia 
Floating  

1998: Fixed peg  
2006: Floating 

Anchor 
Partial 6.47 29.75 7,39 

Restrict, 
downward 2.94 43.97 4,69 

Pakistan 
Floating;                        

1996: Fixed peg      
2000: Floating 

Various indicators 
Restrict 9.61 1.78 4,00 

Partial and 
upward 5.48 8.50 4,09 

Philippines 
1991: Floating 

1995: Fixed peg 
1997: Floating 

2001: Monetary 
Target 

2003:Inflation-
targeting 

Partial 13.35 9.44 2,90 

Partial and 
upward 5.76 19.69 4,67 

Thailand Fixed to a basket; 
1997: Floating. Inflation-targeting 

Partial 11.90 21.08 5,23 

Restrict, 
downward 5.50 36.72 3,98 
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Table 2: Exchange rate and Monetary Policy regimes, Growth rate and integration indicators 

Countries Exchange rate 
Regime 

Monetary Policy 
Regime 

Capital 
Account  

Convertib. 

Exch.  
Volat. 

Reserves/ 
GDP (%) 

GDP 
Average 
Growth 

(%) 

 1990s average 
2000s average 

Bulgaria 
1991: Floating; 
1997: Currency 

Board;  
Anchor 

Restrict 177.46 12.83 -1,80 

Partial and 
upward 8.87 31.29 3,94 

Hungary 

Fixed to basket;  
1995:Crawling 

Band  
2008: Floating 

2002: Inflation-
targeting and 

anchor;   
2008: Inflation-

targeting 

Restrict 15.36 17.37 0,02 

High 10.56 22.47 1,96 

Latvia 1992: Floating  
1994:Fix to Basket Anchor Restrict 7.43 11.40 -2,54 

High 6.67 18.31 4,18 

Lithuania 
1992: Floating  
1994: Currency 

Board;  
Anchor 

Restrict 0.68 10.21 -2,72 

Parcial 8.50 16.52 4,75 

Poland 

Crawling Peg and 
Band;  

2000: Floating 
2009:Free Floating 

Inflation-targeting 
Restrict 19.41 9.88 3,86 

Partial and 
upward 10.09 14.95 3,98 

Russia 
1993: Fixed to 

band;  
1998: Floating 

Various indicators 
Restrict 90.55 3.97 -3,55 

High 6.70 23.77 4,87 

Ukraine 

1992: Floating  
1996: Fixed to 

Band;  
1999: Floating;   

2003: Fixed peg;       
2008: Floating 

2003 : Anchor 
2009: Monetary 

Target 

Restrict 352.21 2.87 -7,55 

Partial and 
upward 5.93 17.47 4,61 

Source: Babula e Otker-Robe (2002), AREAER (vários números), Chiin-Ito (2007),  Lane e Milesi-
Ferreti (2007) and World Bank; Own elaboration. 
Notes: Monetary Policy regimes provided by AREAER only from 2001. 
The nominal exchange rate volatility was estimated by the module of the difference between the present 
nominal exchange and last period, and dividing it by last inflation. 
The AREAER presents the de facto exchange rate regimes and monetary policy and, therefore, may 
eventually differ from de jure regimes, which are announced by Central Banks. 
 

 
Asia does not allow a easy pattern identification of monetary regimes. The pattern exists, 

in the other hand, for the exchange regime. With the exception of China, all analyzed 
countries left the currency float between the decades of 1990 and 2000, being the Malaysian 
government the last one to take this option, in 2006. However, Asian countries were able to 
generally maintain a more stable exchange (5.36% on average), when compared to Latin 
American countries (13.34% on average). 

For the European emerging countries the exchange rate regime choice was conducted 
according to the context of regional union. Countries that were candidates for EU membership 
(Bulgaria, Hungary, Latvia and Lithuania), had their monetary policies anchored to the euro 
for much of the 2000s, with the exception of Poland, which began to chase a inflation 
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targeting. Ukraine anchored its currency until 2009 and, thereafter, chose to pursue monetary 
targets. Exchange rate regimes vary between fixing the currency to a basket and managed 
float (with 8.19% of volatility on average). 

Asian countries, especially China, India, Malaysia, and the Philippines, had a depreciation 
trend in the exchange rate in the 1990s and stabilizing in the following decade. The 
undervalued exchange rate maintenance at competitive levels preserves current account 
surpluses constant. Interestingly enough, even under a managed floating exchange rate 
regime, the ASEAN-4 could prevent the exchange rate appreciation. The opposite happened 
with Latin American countries like Brazil, Colombia, Chile and Peru, which devalue their 
currencies in the 1990s, given the difficulties in the balance of payments, but in the 2000s, 
allowed a constant exchange rate overvaluation, deteriorating the manufacturing industry. 
Despite the appreciation, most countries had, until the crisis of 2008, an improvement on the 
position in the current account, this is due to the rise in the Chinese commodities demand, 
which pressured prices and thus improved the terms of trade of Latin American economies, 
especially between 2004 and 2008. 

Despite the different exchange rate regimes and the lower volatility average than Latin 
America, the emerging Europe had a similar exchange rates tendency. Countries such as 
Bulgaria, Lithuania, Poland and Hungary, allowed a large appreciation in the 2000s, while 
Latvia, Ukraine and Russia maintained their stable currencies after the appreciation of the 
1990s. 

One of the main instruments to manage the exchange rate and prevent volatility, result 
from abrupt capital movements, is the use of foreign exchange reserves. The volume of these 
assets increased significantly for the three regions, which allowed some stability, especially in 
the course of  the 2008 financial crisis. However, the region that stands out is the Asian again. 
Comparing the regions by its foreign exchange reserves relative to GDP development, one 
can notice that most Asians reach extremely high levels of this indicator - stand out China, 
Malaysia and Thailand, which have in 2011 almost half their production amount in foreign 
exchange reserves. In contrast, the Latin American countries kept its rates between 5% and 
15%, with the exception of Argentina, which dramatically reduces the amount of foreign 
exchange reserves by GDP, and Peru that increased the ratio. Emerging countries in Europe 
also had an exceptional evolution of international reserves. All selected countries increase the 
relationship between these assets and the national product. 

To sum up, almost all the studied countries increased the overall financial integration, but 
with central differences. These differences are in both, features of the financial integration, as 
productive regional integration showed by Asian countries or short term speculative 
integration as Latin Americans or European countries,  or in economic policy responses to the 
globalized world, as foreign reserve accumulation or Exchange rate regimes.  
 
 
CONCLUDING REMARKS 
 

The financial integration is still an inconclusive issue, either in theory and in empirical 
field. However, there is many concern around it. The big investment funds and international 
organizations efforts towards a financially globalized world makes this very clear. However, 
it is not in emerging countries best interests that liberalization happen suddenly and 
uncontrollably. 

This article concluded that the best way for developing countries to ensure a stable and 
satisfactory growth is through policies that restrict the free movement of resources on its 
borders. 
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Examining the economic policies, mainly from the 2000s, and the financial integration 
patterns, it is possible to draw some conclusions. The first one is that the neoclassical theory - 
which states the positive relationship between financial liberalization and economic growth - 
was not observed in our studies. Even though all the selected countries have increased the 
interaction with the global financial market in terms of flows, some of them kept constant or 
even increased restrictions on the capital movements and experienced a rise in growth, such 
as some Asian countries.  

In the other hand, some regions increased the financial integration indexes and showed 
different levels of growth - as the Latin American and European countries. The second 
conclusion is that maintaining a competitive and stable exchange rates, associated with a 
increased foreign reserves, were recurrent in countries that performed well in terms of growth. 
This context is strongly associated with the Asian growth model, which also had a strong 
regional integration and cooperation scheme and foreign investment long-term composition. 
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