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Benchmarking Central Banks
in Latin America, 1990-2010

GERMAN Ararco Tosonr*

Abstract
This benchmarking exercise analyzes the effectiveness of central banks in Latin America be-
tween 1900 and 2010, considering the monetary authority’s primary and secondary functions
in the countries in question, after briefly examining the evolution of the work of international
central banks. The relevant indicators are selected, specified, and studied in order to assess
these institutions’ performance: lower inflation, greater credit availability for the private sector,
lower financial intermediation margins, less fluctuation in the real exchange rate, and various
foreign reserve objectives. Objective functions are established that are measured against avail-
able official information. Finally, central banks are ranked according to indicators and selected
objective functions.
Key words: central bank, benchmarking, effectiveness, monetary policy, Latin America,
indicators.
JEL Classification: E58, E63, 1.25, N26.

INTRODUCTION

Benchmarking is a method of analyzing and evaluating business practice that
can provide useful economic information. It is an important means of analyz-
ing a specific process within many companies and organizations, and it also
enables a given organization to compare itself to its counterparts in other mar-
kets or countries. Several analytical variants exist, but generally one begins with a
comparative analysis of results before tackling the processes that explain them.
On the whole, this involves comparing results and identifying performance
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gaps; then an analysis must be made of the processes that explain them, before
defining the actions required to improve an organization’s performance from
a comparative perspective.

Nothing prevents benchmarking from being used to assess the results of how
economic policy in general, or a specific one such as monetary policy, is being
managed. Therefore, it is a viable method of analyzing the performance of
some institutions such as Latin America’s central banks, which essentially share
the objective of achieving low inflation, even though they each have different
additional functions. The basic rules for these institutions are often stipulated
in each country’s constitution and in other specific laws resulting from con-
sensus or majority views on the issue, historical experience, and, of course,
international pressure.

Two essential institutions for any country’s macroeconomic management
are the ministries of economy and/or finance, since they are in charge of fiscal
policy; the central bank is also important due to its handling of monetary and
financial policy and, in addition, in some circumstances, exchange rate policy.
This trilogy of policies under the responsibility of these two institutions is
not the only one, but the three are the most important, although we should
add instruments of direct control' and mechanisms for institutional change
(Kirschen, 1978).> Therefore, macroeconomic stability and economic growth
depend largely, though not exclusively, on the effectiveness of both institutions
in carrying out their respective functions.

This article aims to undertake a benchmarking analysis on the performance
of Latin American central banks to assess their effectiveness in performing their
primary function, as well as some of their secondary objectives. This evalu-
ation is conducted by analyzing specific indicators and a combined objective
function that seeks to study the performance level of the monetary authority
as a whole. Through this analysis, one can establish a ranking that measures
these institutions’ regional performance. In order to achieve these objectives,

L This refers to establishing controls on foreign trade, exchange, and immigration; price and salary controls
or management; and other regulations of the domestic economy.

% Intended to cause aggregate or macroeconomic effects, particularly modifications to subsidy systems,
taxation, credit systems, and systems of direct control that directly affect production conditions, changes
to competitive conditions, modifications in company senior management’s level of influence, changes to
the level of participation of public property in various economic activities, the creation of new national
institutions, and the participation in creating international institutions.
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we must determine the principal and secondary functions of Latin American
central banks. The central banks’ most salient indicators must then be estab-
lished in order to carry out the measurement by indicator and jointly establish
the overall ranking and make our respective comments.

This study consists of three sections and a set of conclusions. The first
section briefly looks at how central banks’ core practices have evolved interna-
tionally in order to define their primary and secondary functions according to
their respective regulatory frameworks. This section defines what will need to be
evaluated. The second section establishes the components of the benchmark-
ing analysis and proposes measurement criteria by principal indicator and as a
whole. And the third section gives the results by indicator, including a combined
evaluation and ranking based on the selected criteria.

However, the proposed benchmarking analysis for central banks does have
limitations: it is an approach that seeks to measure their effectiveness (meeting
objectives) assuming that countries share criteria, something that is not necessar-
ily the case. The evaluation does not set out to assess efficiency. The evaluation
criteria are restricted to the available standard information, avoiding complex
formulae based on each country’s specific policies. The relationship between
inflation and growth is not evaluated in the short, medium, and long terms,
because nowadays these central banks are not explicitly or directly concerned
with economic growth, except in order to maintain price stability. Neither does
the study evaluate responses to particular financial crises, nor internal processes
that explain why one central bank is more or less successful than another, nor the
activities required to improve their performance.

FUNCTIONS OF THE MONETARY AUTHORITY

The debate about central banks’ role, functions, and operating mechanisms glob-
ally has changed over the years. In the 1970s it centered on the suitable growth
of monetary variables; in the 1980s, it was about efforts to reduce inflation.
Since the 1990s, the emphasis has been on increasing central banks’ institutional
independence and on the issue of inflation targets (Bernanke and Mishkin,
1997). Indeed, this latter point —with central banks committing to adopt
price stability as monetary policy’s main objective— is becoming the general
framework because it has the advantage of being more transparent, enhancing
accountability, and offering a longer term perspective. However, much debate
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still surrounds the effectiveness of inflation targets; even though they contrib-
ute to the goal of maintaining and keeping inflation low, many countries have
achieved this same objective without applying this measure. Also, despite being
non-essential, its implementation tends to relax concerns relating to supply-side
shocks on the real results of the economy (Angeriz and Arestis, 2009).

Blinder (2004) indicates that in recent years, central bank procedures have
quietly undergone a silent revolution. This can be explained firstly by greater
transparency in operations and in information transmitted to the markets, a
sign of increasingly open societies; secondly, by the fact that individual deci-
sion-makers have gradually been replaced by committees who make collective
decisions, thus ensuring a better risk assessment; and thirdly, because of the
changing relationship with markets: whereas before markets simply received
instructions, now they are now being listened to, and their advice is even being
heard. Although it is positive that more information is being gathered, central
bankers must remain on guard and not forget that although a committee’s deci-
sion is better than an individual’s, this so-called herd behavior does not offer
any guarantees. We must parse all the available information to find which is
appropriate and useful for decision-making. Finally, the monetary authorities
must not renounce their role as leaders of financial markets, since monetary
policy is a public policy and as such pertains to the state. A synthesis of former
standard practices of central banks faced with the international financial crisis
can be read in Ball (1999) and in Clarida, Gali, and Gertler (1999).

However, in terms of the traditional division between positive and norma-
tive economics, the recent international financial crisis is affecting how central
bank’s functions are defined. Borio (2011) points out the many doubts and few
certainties surrounding its role. As well as needing to safeguard price stability,
it cannot abdicate its responsibility for creating financial stability and raising a
greater awareness of the global dimensions of its duties. Beyond that, however,
no agreement exists about how far monetary policy must go to incorporate
considerations of financial stability, both in the increase of risks and in the
materialization of financial difficulties that threaten the independence of
central banks. In a similar vein, Eichengreen ez a/. (2011) point out that central
banks must go beyond their traditional emphasis on achieving low inflation in
order to adopt the explicit objective of ensuring financial stability. Therefore,
macroprudential tools must be used, together with monetary policy, to achieve
this goal. These authors also call for the creation of an international monetary
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policy committee, composed of representatives of the main central banks, to
submit regular reports to world leaders on the global consequences of these
institutions’ various policies. Furthermore, they clearly state that monetary policy
is only one element of the political response, which cannot be effective unless
other policies (such as the fiscal, structural regulation of the financial sector)
work together.

Despite these discussions, Latin America’s central banks maintain the tradi-
tional mandates established since the 1980s and 1990s, and despite the fact that
more recently the US. Federal Reserve and the central banks of Japan and
Switzerland are applying expansive monetary policies to avoid deflation and the
real appreciation of their respective currencies. In this regard, all the political
constitutions of Latin American countries explicitly refer to their monetary
authorities, except for that of Costa Rica, which makes monetary and credit
regulation subject to its Legislative Assembly with the opinion of the corre-
sponding agency (see Table 1). In El Salvador, it is the monetary authority’s
obligation to provide information about its activities to the legislative assembly.
Argentina and Uruguay essentially just establish the type of institution and
basic functions of the central bank. In other countries, such as Bolivia, Brazil,
Chile, Colombia, Guatemala, Ecuador, Honduras, Paraguay, Peru, the Dominican
Republic, and Mexico, the main functions are described in greater detail. In the
case of Venezuela, the central bank is assigned the exclusive and obligatory role
of controlling the national government’s monetary affairs.’

Apart from in Brazil, every respective organic law indicates that the monetary
authority’s main role is to uphold the value of the national currency and to
ensure its stability and buying power. In the Dominican Republic and Uruguay,
monetary policy is described as being relevant for national development and
as a contributor to growth and job-creation objectives, respectively. In Chile,
it has different objectives, including that of contributing to the operation of
the domestic and international payments system. In Costa Rica and Venezuela,
the aim is to ensure the national currency’s domestic and international stabil-
ity. Honduras refers to maintaining its currency’s domestic and international
value and enhancing the operation of its payments system. Paraguay not only
seeks price stability but also to improve the effectiveness and stability of the
financial system. Brazil is an interesting case, because it includes the formula-

3 This study does not analyze the evolution of these functions over time.
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tion, implementation, monitoring, and control of monetary policy, currency,
and credit. Finally, Guatemala seeks to encourage monetary, exchange rate, and
credit conditions that promote general price stability.

The various countries’ organic laws stipulate the monetary authorities’ prin-
cipal and secondary functions (see Table 1), such as regulating the amount of
money and credit, as well as setting monetary, financial, and banking standards.
This also includes the supervision of the financial and payment system, such as
in Brazil, a country which, along with Chile, Colombia, Costa Rica, Ecuador,
Guatemala, Mexico, Nicaragua, Peru, and Venezuela, particularly focuses on
the design and administration of exchange rate policy and the management of
foreign reserves, although this function is shared by all monetary authorities.

In Latin America, all central banks are autonomous except for Brazil, where
it remains linked to the Ministry of Finance, despite the fact that it cannot loan
money to the public treasury. In every other country the central bank is autono-
mous, autarkic, or a privileged institution dedicated to public service, such as in
Honduras. In most cases it falls under the control of the political Constitution,
its respective organic law, and norms as established by its Board of Directors.

BENCHMARKING, VARIABLES, AND COMBINED ANALYSIS

Benchmarking is a systematic and continuous process to evaluate products, ser-
vices, and work processes of organizations acknowledged as representing best
practices, in order to make organizational improvements (Spendolini, 1994).
Other authors consider it a methodology and rigorous means of identifying,
based on a comparative analysis, the key areas in which an organization must
make improvements and excel. Its relevance applies to all companies and or-
ganizations because they must all be directed with a strategic and competitive
vision (Valls, 1999).

Spendolini (1994) refers to at least three major types of benchmarking analy-
sis: 1) internal, to compare similar activities across different locations, operating
units, and countries; 2) competitive, to evaluate direct competitors who sell to the
same client base, and 3) functional, to analyze organizations recognized as leaders
in terms of their products, services, and processes. The benchmarking analysis
process has five stages: selecting the object of the benchmarking; forming a
team; defining resources and partners for the process; compiling and analyzing
information; and, finally, identifying possible improvements to products and
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processes (Spendolini, 1994). Watson (1995) establishes four stages: determin-
ing what to compare and against whom; carrying out primary and secondary
research; analyzing information, including the identification of performance
gaps; and finally, adapting, improving, and implementing best practice.

No bibliography exists on the evaluation of central banks. However, Ochoa
and Schmidt-Hebbel (2006) make an international comparative analysis for
Chile’s central bank, evaluating both its efficiency and its transparency, including
the communication of information about how it manages foreign reserves, the
quality of reports on monetary policy, and the production and dissemination of
research papers. The efficiency of monetary policy circumscribes how results
are assessed, based on four indicators: 1) deviation of inflation from objective
or target levels; 2) evaluation of the contribution of the product’s stability policy
by correlating the deviation from the benchmark interest rate (deviation of the
interest rate and its average value or tendency) and the product gap (difference
between the effective Gross Domestic Product [GDpP| and a measurement of
full employment or its tendency); 3) analysis of monetary policy’s contribu-
tion to reducing the combined volatility both of the product and of inflation,
and 4) the monetary authority’s contribution to macroeconomic performance,
in accordance with the qualitative surveys drawn up by the World Economic
Forum and the Institute for Management Development.

After analyzing the functions of Latin America’s monetary authorities and the
availability of information, five indicators were chosen to evaluate the perfor-
mance of the aforementioned institutions: low inflation, greater availability of
credit for the private sector, lower financial intermediation margins, less variation
in the real exchange rate, and accumulation of foreign reserves in accordance
with two criteria specified below. The most important of these variables that
appears in the current regulations involves the lowest possible inflation, except
in the case of Brazil. No comparison is made between the effective and the
target inflation rate, because only six countries operate using this system (Roger,
2010): Brazil, Chile, and Colombia (since 1999), Mexico (since 2001), Peru (since
2002), and Guatemala (since 2005). Neither is there standardized information
about the levels of debt issued by the various central banks.

Table 2 shows that the selected indicators are explicitly based on the legisla-
tion of the different countries in question, although in other cases this reference
is only implicit. Strictly speaking, all monetary authorities with the exception of
Brazil could be evaluated in terms of seeking lower inflation, achieving a greater
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availability of credit, and pursuing lower financial intermediation margins. Fewer
regulations show up for indicators of real exchange rate stability and of foreign
reserve levels, but they are part of current practice in most Latin American
central banks. In this study, we have applied broad criteria, because excluding
these variables would rule out a more complete assessment of the compared
performance of these institutions. If it were to be rigorous, the study would
have to adhere solely to the contents of the respective norms.

TABLE 2
Selected indicators applicable for each monetary authority

Accumulation of
. Lower More credit prer ﬁnz.m;ial Les lvariation fqreign reserves
Countries nflati available for ~ intermediation in real in accordance
inflation private sector margin exchange rate with specific
criteria

Argentina
Bolivia

ANERN
QO

Brazil
Chile
Colombia

AN NI NN
AN
AN

Costa Rica

AN N N N N NN

AN

Ecuador
Dominican
Republic
El Salvador
Guatemala

AN NS

Honduras

AN NI NN

AN

Mexico
Nicaragua
Paraguay
Peru
Uruguay
Venezuela

v

v - v -

AV N N NNV Y U U N U

AN NI N

AN

Source: Compiled by author based on each country’s regulatory framework.

For inflation, two average price indexes were chosen based on December-De-
cember figures. This produced the average annual inflation rate for the analysis
petiod. The formulation of the index relating to this (IRT), which is useful to
compare the inflationary performance of Latin America’s various economies,
is noted as an equation [1] using the standard formula of the human develop-
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ment indicators (HDI).* The numerator for each year comprises the difference
between the selected country’s effective inflation, minus the lowest inflation
observed in the group of economies being analyzed. The denominator includes
the entire sample range, comprising the difference between the maximum and
minimum inflation of the comparison group. Unlike the HDI, the best value is
the one closest to zero; the worst is that closest to one.

neffective - Tcminimum
RIn= - [1]

maximum minimum

The second indicator to be considered is the financial intermediation margin
(fim), understood as the difference between annual average asset rates (Ir) and
average borrowing rates for the same petiod (br) of the equation [2]. Then if
inflation is subtracted from both variables, the expression remains unchanged.
In equation [3] the financial intermediation margin index (fimIR) is shown as
a similar expression to equation [1], in which the lower value for the index is
best and a value of one corresponds to the economy with the highest financial
intermediation margin.

fim=Ir—br 2]

ﬁmeﬁecfive - ﬁmminimum

fim

fimIR = [3]

maximum ﬁmminimum

Real exchange rate stability is the third indicator. In some countries, but not
in others, this is considered a policy objective. In the case of the former, the
monetary authority was advised to help maintain its stability, neither raising
nor lowering the rate in order to avoid harming international commercial and
financial operations. A simple means of measuring the real bilateral exchange
rate was proposed, because a multilateral measurement would require detailed
information that is unavailable. The real exchange rate (rer) is determined by
the effective average exchange rate over the period (aer), the United States’
foreign inflation (,) and domestic inflation (T;) according to equation [4]. If

# United Nations Development Program (PNUD). Human Develgpment Report 2007-2008.



Tiree 83

domestic inflation is greater than foreign inflation, supposing constant exchange
rate parity, the national currency appreciates in value, causing a negative trade
balance and reducing the country’s competitiveness. Also, domestic inflation
could neutralize a nominal depreciation in the national currency.

T
aer (1 + 10“())
rer = —————— (4]

1+ T
100

To evaluate the variability of the real exchange rate, a simple criterion has been
applied for the percentage deviations of the real exchange rate (rerd) regarding
the average of the period under analysis, shown in equation [5]. This index is
then used to determine the relative index of the percentage deviations of the real
exchange rate (rerRI) as a similar expression to the equation [1], where the lower
value for the index is best, while the value one relates to the economy with greater
percentage deviations in the real exchange rate. It should be noted that in the
equation [0], all deviations are being considered in absolute terms, since the aim
is to minimize the positive and negative variations of the real exchange rate.

rer

rerd = —-1{100 5
Xirer >l
n
rerRI = ‘rerdeﬁfective - ‘rerdminimum [6]
‘rerdmaximum - ‘rerdmmimum |

The fourth indicator to be considered is the domestic credit provided to the
private sector by the banking system, which consolidates the information of
the monetary outlook, including the central and commercial banks. Most mon-
etary authorities must seek suitable levels of liquidity for the financial system to
help boost the performance of the productive apparatus. In this case, whoever
provides the best levels of credit to the private sector in terms of GDP scores
highest.
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The construction of the index on private sector credit (pscRI) is noted as
an equation [7] that uses the standard formula shown above. For each year, the
numerator comprises the difference between the credit level in relation to
the selected country’s effective GDp, minus the credit level in relation to the low-
est GDP of the selected group of countries. The denominator refers to the entire
range of the sample that comprises the difference between the credit level with
regard to the maximum and minimum GDP of the comparison group.

psc et psc N
——___ effective — ——______ minimum
pscRI = (;s[z P G}i IC) [7]
GDP maximum — ﬁ minimum

The monetary authorities” accumulation of foreign reserves is the last indicator
taken into consideration. This is a controversial issue, since it is not set out as
an explicit objective in many countries, though obviously the level of foreign
reserves is an indicator of the country’s solvency and can be used to evaluate
the ability to fulfill daily commitments involved in foreign trade and service and
capital accounts. Similarly to the availability of domestic credit in the banking
system’s private sector, reserves must be understood in the context of each
country’s GDP.

We propose two options: in the first, the foreign reserves index rewards
whoever accumulated more reserves in terms of Gpp (frRI;) of equation [8].
The more foreign reserves the better; in the second, another index is created on
foreign reserves in terms of GpP (frRly) with an optimum value equivalent to
15% of the same indicator, according to Chilean authorities (mr, 2011), derived
from the 10% proposed by Jeanne and Ranci¢re (2000) for 34 middle-income
economies in the period 1980-2003. In this case, the closer to the optimum
amount, the higher the ranking, whereas being below (with insufficient foreign
reserves) or above the optimum amount (with surplus reserves that can produce
greater maintenance costs and less availability of domestic credit) lowers the rank-
ing. A recent discussion of this issue can be read in Alarco (2011).

ff f?’
effective — —_____ minimum
FRI, = GfIrDP G?rp 8

GDP GDP
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In order to obtain the second indicator on foreign reserves, the target value of
15% (0.15) must be subtracted and all the other components expressed as an
absolute value. A smaller difference between optimal effective reserves minus
the minimum reserves makes for a higher ranking. On the other hand, with a
larger difference of the numerator, we move away from the optimum levels by
default and by exceeding the optimum levels, as expressed in equation [9].

effective — 015‘ - L minimun — 015‘
GDP

fr
GDP

maximum — 015‘ - fr
GDP

fi’RI2:‘

i minimun — 015‘
GDP

On the basis of the above formulae, we compare results for five indicators that
evaluate the presence of lower inflation, lower financial intermediation margins,
less variability of the real exchange rate, great availability of credit for the pri-
vate sector from the banking sector, and an accumulation of foreign reserves
in two different ways: through the maximization and less deviation from the
target value. A target function is proposed —a linear one in this case— that
integrates the above indicators in a single one with specific weighting factors.
Inflation is supposed to be the most important indicator with a weighting of
50%, while the other four have a weighting of 12.5%.> The highest ranking is
obtained when the value of the weighted indicator is zero; the lowest when it
is one. However, there are some variables where the best value is one, in which
case the following formula must be applied in addition: 1 —V;. Equations [10]
and [11] relate to the objective function considering the two variants relating
to foreign reserves.

O,=0.5RIw + 0.125fimRI + 0.125rerRI

10
+0.125(1 — pscRI) + 0.125(1 — frRI,) [10]

O,= 0.5RIn + 0.125fimRI + 0.125rerRI 1)
+0.125(1 — pscRI) + 0.125(1 - frRI,)

® 1In fact, the weightings could change, but lower inflation is clearly the main assessment criteria for Latin
American central banks.
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The calculation of the above indexes requires standardized information on
an international level and data was primarily sourced from the International
Monetary Fund (ivF). For the first indicator, the annual average consumer price
index was considered, using data from the wur’s World Economic Outlook (WEO)
database, which then gave the annual average inflation. The second indicator
relates to the banking system’s financial intermediation margins, sourced from
the w¥’s International Financial Statistics (ivs). The average active interest rate for the
private sector is known as the lending rate. In some countries, other benchmark
indicators are considered by default, such as in Costa Rica, where it is known as
the Comm. lending rate, and in Guatemala, the Maxcimum comm. BK lending rate. The
average borrowing rate for the private sector is known as the deposit rate. Where it
does not exist, such as Brazil, Ecuador, Mexico, and Uruguay, the term #me
deposit rate is used. In Guatemala it is referred to as the maxinum deposit rate.

The third indicator relates to the index on the real exchange rate and for that
purpose it was necessary to consider the annual average nominal exchange rate of
each country per U.S. dollar, using 1rs data. The aforementioned information was
used for the national average inflation, and the United States’ GDp deflater, using
data from the Bureau of Economic Analysis (BEA) National Economic Accounts.

Information from the final credit balances at the end of each 1rs fiscal year
was needed to construct the indicator on the banking system’s domestic credit
for the private sector. This variable used the series resulting from the consoli-
dated financial statements of the central bank and banking institutions formed
as depository corporations. This information is expressed in each country’s national
currency, which was converted to dollars at the exchange rate at the end of the
period. To calculate this indicator, data was needed from each country’s nominal
GDP in dollars, provided by the World Bank’s World Data Bank, which includes
the World Development Indicators (WpI) database.

Finally, the monetary authority’s information on foreign reserves is used for
foreign reserve indexes, comprising the portfolio of international assets and
liabilities and gold valued at 35 spr/ounce (SDR stands for Special Drawing
Rights). This information is provided in sDR and is converted into dollars at
the exchange rate of each currency at the end of the period provided by the
1rs. The aforementioned nominal GDP in dollars is the other variable needed to
calculate this indicator.

All of the above information relates to the 1990-2010 period, processed an-
nually. However, for purposes of clarity, the information relating to 1990-1999
is grouped together. Unfortunately, information for all the countries during the
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period analyzed is incomplete. Financial margins correspond to 1997-2010; the
real exchange rate, to 1995-2010; and the domestic credit made available by the
banking system for the private sector, to 2001-2010. Obviously, in the case of some
countries and for particular years, this information needed to be complemented
with sources that were essentially national and in some cases international.

RESULTS BY CRITERION AND INTEGRAL ANALYSIS

Tackling inflation is the most important objective for Latin American central
banks. Table 3 shows the evolution of average inflation for 1990-2010, show-
ing annual values, except for 1990-1999, in which the information is presented
as an average for the entire period.® During the 1990s, all countries struggled
with inflation, in particular Brazil, Venezuela, Peru, Uruguay, and Ecuador.
Some were affected to a certain extent: Argentina, Colombia, Costa Rica,
Honduras, Mexico, Nicaragua, and Paraguay. The least affected were Bolivia,
Chile, El Salvador, Guatemala, and the Dominican Republic. In the first ten
years of the twenty-first century, inflation rates have been markedly lower than
during the previous decade. The countries with the highest inflation rates were
Venezuela, Ecuadot,” the Dominican Republic, and Costa Rica. Those ranking
in the middle were Argentina, Bolivia, Brazil, Colombia, Guatemala, Honduras,
Mexico, Nicaragua, Paraguay, and Uruguay. The countries with the lowest infla-
tion rates were Peru, Chile, and El Salvador.

Table 4 shows the results of applying equation [1] from the previous section.
The results fluctuate between zero and one, with zero referring to the economy
with the lowest annual average inflation compared to the other countries in
the sample. The value one refers to the country with the highest inflation dur-
ing the year or during the 1990-1999 period. Interestingly, the best performing
countries in terms of inflation were El Salvador from 1990 to 1999, Argentina
from 2000 to 2001, Peru in 2002, El Salvador in 2003, Chile in 2004, Peru from
2005 to 2007, Mexico in 2008, and El Salvador from 2009 to 2010. Brazil ranked
lowest between 1990 and 1999, Ecuador in 2000 and 2001, Argentina in 2002,
Venezuela in 2003, the Dominican Republic in 2004, and Venezuela again be-
tween 2005 and 2010.

¢ The equation ¢ V" is applied on the indices of average annual inflation.
i

7 Notable on account of being a dollarized economy.
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The results shown in Table 4 give the ranking for each year, with each economy
able to be evaluated in comparative terms. A country’s higher ranking may
equally be the result of its actions or the deteriorating conditions of the other
countries it is being compared against. A lower ranking may also be the result
of the specific country’s failed policies and external circumstances in the specific
country and the improvement of other countries. If ranking highly, countries
must continue apace with the other members of the group in order to preserve
their position.

TABLE 5
Country ranking by average annual inflation index

Country 1990-1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010

Argentina 8 1 1 17 12 5 15 15 14 8 13 15
Bolivia 2 5 2 2 4 6 9 7 13 15 7 5
Brazil 17 8 10 11 14 10 11 6 3 2 10 10
Chile 3 3 4 4 3 1 3 3 5 9 3 2
Colombia 12 2 13 8 8 9 8 8 7 4 9 4
Costa Rica 7 4 15 12 11 15 16 16 15 14 15 12
ggﬁ&f‘“ 4 10 14 7 16 17 5 12 8 11 2 13
Ecuador 13 17 17 14 10 2 2 2 2 7 11 6
El Salvador 1 2 5 3 1 7 6 5 6 5 1 1
Guatemala 5 7 12 10 7 1 13 11 9 12 4 7
Honduras 9 5 9 9 9 12 12 9 10 13 16 9
Mexico 10 3 8 6 5 8 4 4 4 1 12 8
Nicaragua 11* 9 7 5 6 13 14 13 16 16 8 11
Paraguay 6 1 11 13 13 4 10 14 12 10 5 9
Peru 15 4 3 1 2 3 1 1 1 3 6 3
Uruguay 14 6 6 15 15 14 7 10 11 6 14 14
Venezuela 16 6 16 16 17 16 17 17 17 17 17 16

Note: */ Refers to the period between 1995 and 1999.
Source: Compiled by author based on 1MF international financial statistics.

Table 5 shows how much each individual country’s ranking changes over time.
During the analysis period, especially between 2000 and 2010, Argentina is first
as well as last in the inflation ranking, Bolivia, Brazil, Ecuador and Peru manage
to climb to first or second place in the inflation rankings. Very few economies
hold their position over time. Chile is one country that has maintained a high
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ranking since 1990, and Peru since 2000. Venezuela, followed by Costa Rica,
occupies the last position between 2000 and 2010. In 2010, Honduras and
Paraguay tie for ninth place.

Table 6 shows the differential between the banking system’s lending and
borrowing rates as reported by the mvir. In this case, a higher value means a less
favorable situation, since the differential is the result of high lending rates,
low borrowing rates or the combination of both. In Latin America, the coun-
tries with the longest tradition of high margins are Brazil, Paraguay, and Peru,
while for the analysis period Chile, El Salvador, Mexico, and Argentina have the
lowest intermediation margins. Notably, countries such as Bolivia, Colombia,
Guatemala, and, to a lesser extent, Honduras, show decreasing financial inter-
mediation margins. Costa Rica, Nicaragua, the Dominican Republic, Uruguay,
and Venezuela do not show any clear tendency with their fluctuating margins.

The country rankings are shown in Table 7. This information could be
obtained directly from the table above, but this relative index is used for an
aggregate analysis, where the value zero indicates the highest position; one is
the lowest. As mentioned above, Argentina achieves the top position at the
beginning of the period analyzed, 2005-2006, and in 2010. Chile ranks second
throughout the entire period, except in 1998, 2009, and 2010. It is followed by
El Salvador and Mexico. Brazil is at the other extreme, in 17" place, behind
Paraguay, Peru, Bolivia, Costa Rica, Honduras, and Guatemala. Venezuela, in a
mid-ranking position, moved to the upper positions between 2009 and 2010.
Colombia, Ecuador, Nicaragua, the Dominican Republic, and Uruguay are all
in middle-ranking positions.

Processing the exchange rate stability is more complex than the previous
indicators. Firstly, the real exchange rate is estimated for each of the countries
analyzed, considering the United States” domestic and foreign inflation. Then,
the percentage deviations from the average during the period analyzed are
calculated. Finally the relative index between the effective value and maximum
and minimum deviation is applied. Since the information is handled in terms
of absolute values, the best positions are nearest to zero and the worst nearest
to one.
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TABLE 7
Country ranking by the banking system’s
financial intermediation margins

(percentages)
Year 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010
Argentina 1 1 1 1 12 12 8 3 1 1 2 9 2 1
Bolivia 15 15 14 15 11 11 4 7 13 10 14 11 11 11
Brazil 17 17 17 17 17 16 17 17 17 17 17 17 17 17
Chile 2 3 2 3 2 2 2 2 2 2 1 4 6 2
Colombia 5 3 4 6 4 5 8 8 7 10 7 7 7
Costa Rica 8 6 11 13 14 13 13 13 13 14 6 14 14 14
Eeoﬁt‘;‘l‘fca“ 5 4 7 9 7 7 12 12 12 13 13 13 12 8
Ecuador 13 7 6 6 9 6 9 3 6
El Salvador 3 2 4 2 1 1 1 1 1 3 3 1 4 5
Guatemala 11 10 12 10 10 g§ 11 11 11 12 11 9 9
Honduras 10 12 8 11 8 6 9 10 10 11 12 10 1 12
Mexico 4 9 13 7 3 3 3 4 4 4 4 3 5 4
Nicaragua 6 8 5 5 5 10 10 9 9 8 8 6 8 13

Paraguay 12 13 9 12 13 14 16 16 16 16 16 16 16 16
Peru 14 14 15 14 15 15 14 15 15 15 15 15 15 15
Uruguay 16 16 16 16 16 17 15 14 14 9 7 12 13 10
Venezuela 7 11 10 8 4 5 7 6 6 5 5 5 1 3

Source: Compiled by the author based on 1mMr international financial statistics.

Table 8 shows the top results for the real exchange rate calculated between
1995 and 2010. It is hard to draw general conclusions, since each country has
its own dynamic. However, a first group of countries stands out, where the
real exchange rate shows a quadratic function. In the first years under analysis
it is low, and then rises in the middle years, before decreasing again. This is
the case of Bolivia, Brazil, Chile, Colombia, Paraguay, Peru, and Uruguay. A
second group has an increasing real exchange rate: Costa Rica, Nicaragua, the
Dominican Republic, and Venezuela. The third group refers to a real exchange
rate with less variation, such as Ecuador, El Salvador, Guatemala, Honduras,
and Mexico.



*SOTSIYL)S [RIDURUY [EUOHRUISIUI ANI UO paseq 1oyine ayy £q papidwo)) :201mog
“UOT)eZLIR[[OP S,AWOU0D3 3} 0} aNP SI djex aJuePxa ur d3ued Juedoyrudis s, 10pendy /, 910N

0¢ L'l L'l 6’1 0¢ 6’1 91 €1 01 L0 90 €0 B[oNZaUSA
06l €'1¢ 86l €'7C yee (474 0°4¢ |74 06l el 811 6L Aendnin
8¢ 0¢ 8¢ 4 19 ¥e ¥e ge 9¢ ge ¥e 9T ned
099¢y CTP88YV L/LV0V €164V 860€S €469 V688G VaPLG €99CS TVI6E€ T8ICE  04€CT AenZereg
¥'0C 861 a9l 'zl 991 8¢l r'al 9Y1 0¥l 6ClL et L8 engderedIN
44! 0¢ct 801 801 601 801 [ ot €6 06 8'8 L9 OODXON
'8l gLl €L1 '8l a8l 6'L1 €L1 g9l gal 671 Lel 901 SeinpuoHy
8L 18 69 Vi Vi [ 9L L4 Vi gz gz 09 efewsens
L8 8'8 €8 9'8 L8 9'8 9'8 8'8 A 9'8 A 78 TOpeA[eS T
0T 0T 60 0T 0T 0T 0T 60 60 L0 S0 v L »10peNOy
0ge 8'¢¢E 0ce € 0ce [ 98¢ Lve 081 6'Gl 94l 8¢l orqnday uedtunwoq
08 99¢s TWLY €98V 9L 6ty O0T0F  T'CLE 6FEE €T0E  8€8C 6'90¢ BONY B3s0D)
9€L81 9860C CT6L81 1/4C0C 94T 0€8CC GCGSC 6'€PLC 8C6EC 08LZIC 0¢€s61 96801 BIquIo[o)
0805 999¢ T'levy  T'qls  96cs €199 €009 0489 T1€89 6979  60¢S 0cey °[UD
L'l 6’1 8’1 6’1 [ ¥e 8¢ LT LT [ L'l 'l [fze1g
69 69 a9 Vi 6L 6L 8L 9L [/ L9 09 09 elalog
9¢ g€ 0¢ 6C 8¢ LT 6C 9¢C q¢ 01 01 01 eunuadry

0roc 600¢ 800¢ £00¢ 900¢ §00¢ 00¢ €00¢ 00¢ L[00¢ 000C  6661-9661 Aiguno)

(xeqrop 'g'N 12d Lousrind s A13unod yoea)
1v4 a8UVYIXI (VI
g HTAV],



Tiree 95

The real exchange rate determines the relative index of the percentage devia-
tions of the real exchange rate. When the values are close to zero, the deviations
from the average are lower, and when the value is one, the deviations are more
pronounced in the entire sample of Latin American countries for each year in
particular. Venezuela’s relative real exchange rate is the most variable, followed
by Argentina and Brazil. At the other extreme, El Salvador has the least varia-
tions in the real exchange rate throughout the entire period analyzed, followed
by Chile, Ecuador, Honduras, Paraguay, and Bolivia.

Table 9 shows the countries’ ranking according to the index on the real
exchange rate’s percentage deviations, confirming which countries have had
the most stable real exchange rate or, conversely, which ones have seen most
variation. The former group of countries includes El Salvador and Chile, as
well as Argentina and Brazil at the start of the first decade of this century. The
following countries are in last place: Venezuela, Argentina, Nicaragua, the Do-
minican Republic, Costa Rica, Uruguay, and Honduras. Other countries such
as Guatemala, Paraguay, and Peru are in middle-ranking positions.

TABLE 9
Country ranking by real exchange rate variability

Country 1995-1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010

Argentina 14 17 17 12 12 12 13 14 15 16 17 16
Bolivia 5 7 3 8 11 10 9 9 8 2 5 4
Brazil 12 4 14 17 17 16 12 7 4 7 3 7
Chile 4 1 12 16 13 9 3 1 2 8 6
Colombia 11 3 10 14 16 13 10 11 6 3 7 1
Costa Rica 10 12 8 7 3 6 11 13 14 14 14 13
Dominican 9 14 15 13 4 11 14 15 16 15 16 15
Republic

Ecuador 16 15 11 1 2 3 5 5 7 6 4 5
El Salvador 1 2 2 3 1 1 1 2 1 5 1 2
Guatemala 2 6 7 6 6 2 2 3 5 4 8 8
Honduras 7 8 1 5 7 7 8§ 10 11 11 9 11
Mexico 6 5 5 2 8 8 6 6 9 10 12 12
Nicaragua 8 9 6 4 5 4 7 8§ 12 13 13 14
Paraguay 13 11 4 15 14 15 16 12 10 1 10 9
Peru 3 10 9 11 10 5 4 4 3 9 2 6
Uruguay 15 13 13 10 15 17 15 16 13 12 11 10
Venezuela 17 16 16 9 9 14 17 17 17 17 15 17

Source: Compiled by the author based on 1mr international financial statistics.
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The banking systems’ monetary and supervisory authorities must aim for higher
levels of financial intermediation, and in particular make more domestic credit
available to the private sector as a percentage of GDP. According to informa-
tion in Table 10, the highest levels in this last measurement are found in Chile,
Brazil, and Costa Rica, and are also significant in Honduras and El Salvador.
At the other extreme, the lowest levels have historically been found in Argen-
tina, followed by Venezuela, Uruguay, the Dominican Republic, Guatemala,
and Peru. Bolivia, Paraguay, Nicaragua, Colombia, Ecuador, and Mexico are in
middle-ranking positions.

TaBLE 10

Banking system’s domestic credit for the private sector
(percentage of Gpp)

Country 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010

Argentina  20.84 14.15 10.75 1037 1125 13.09 1440 12.63 1335 15.10

Bolivia 51.88 48.82 46.84 42.05 3992 3532 3539 3247 34.02 3857
Brazil 29.72 2478 29.81 31.03 3157 3520 4628 3771 5523 56.52
Chile 65.44 66.51 7629 7279 7439 6678 7782 6998 8995 79.54

Colombia  21.77 1878 21.76 24.16 2296 2873 31.78 28.01 3151 30.71
Costa Rica 26.69 28.60 29.84 30.57 3425 3737 46.05 4810 50.10 51.61
Dominican

Republic

Ecuador 27.60 20.75 1890 2148 23.09 23.69 24.60 2549 2428 30.63
El Salvador 40.08 39.58 41.20 41.15 4224 4239 4229 40.79 40.69 40.35
Guatemala 2138 20.63 25.31 26.24 2481 27.66 27.75 26.04 2457 23.89
Honduras 35.66 35.04 3547 3635 3813 4414 5152 51.04 5125 49.30
Mexico 16.01 16.58 1537 1524 16.74 19.69 2210 1731 24.14 25.08
Nicaragua 17.29 19.07 2228 2486 28.63 33.17 3894 39.86 3357 3174
Paraguay 2794 2394 1846 1628 1781 1834 20.69 2046 3137 36.38
Peru 2482 23.00 20.62 19.09 1866 1829 21.92 23.08 2511 2496
Uruguay 48,57 5511 4158 2635 2283 2336 2498 2333 2371 2198
Venezuela 11.56 827 881 10.82 1276 16.93 23.77 21.68 23.88 19.79
Source: Compiled by the author based on 1mr international financial statistics.

31.81 27.69 2896 31.01 20.07 1922 20.77 2030 21.13 2228

Throughout the period analyzed, Chile has ranked highest in terms of levels
of domestic credit offered to the private sector as a percentage of GDP. Also,
according to Table 11, both Argentina and Venezuela rank lowest in Latin
America. Over time, Brazil, Colombia, Costa Rica, Nicaragua, and Mexico have
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improved their position; on the other hand, the relative positions of Bolivia, the
Dominican Republic, and Uruguay have all dropped. The group of countries
that have maintained their relative positions includes Ecuador, El Salvador, Gua-
temala, Honduras, and Peru. Paraguay ranked highest at the start of the period,
dropping in the middle period, before climbing again starting in 2009.

TasLE 11
Country ranking by banking system’s
domestic credit to the private sector

Country 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010

Argentina 14 16 16 17 17 17 17 17 17 17

Bolivia 2 3 2 2 3 5 7 7 6 6
Brazil 6 3 6 2 2
Chile 1 1 1 1 1 1 1 1 1
Colombia 12 14 11 11 10 8 8 8 8 9
Costa Rica 10 6 6 7 5 4 4 3 4 3
Egg&fﬂ 6 7 8 6 12 13 15 15 16 14
Ecuador 9 11 13 12 9 10 11 10 12 10
El Salvador 4 4 4 3 2 3 5 4 5 5
Guatemala 13 12 9 9 8 9 9 9 11 13
Honduras 5 5 5 4 4 2 2 2 3 4
Mexico 16 15 15 15 15 12 13 16 13 11
Nicaragua 15 13 10 10 7 7 6 5 7 8
Paraguay 8 9 14 14 14 14 16 14 9 7
Peru 11 10 12 13 13 15 14 12 10 12
Uruguay 3 2 3 8 11 11 10 11 15 15

Venezuela 17 17 17 16 16 16 12 13 14 16

Source: Compiled by author based on 1Mr international financial statistics.

Monetary authorities’ foreign reserves as a proportion of GDP can be seen in
Table 12. Most Latin American countries have increased their reserves, in par-
ticular Bolivia, Honduras, Nicaragua, Brazil, Peru, Paraguay, and Uruguay. The
lowest levels can be found in Ecuador, Guatemala, and Venezuela in recent years.
Argentina, Chile, Costa Rica, El Salvador, and Mexico rank in middle positions.
As indicated in the second section of this study, two options are examined: a
ranking based on the maximization of foreign reserves and the least deviation
from a target equivalent to 15% of GDP.
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Table 13 shows the country ranking for the maximization of foreign reserves
in relation to GDP. One is the best value in the index; zero is the worst. In 2000, in
the top positions with the highest reserve levels were Honduras, Chile, Peru,
El Salvador, and Nicaragua. In the bottom positions were the Dominican Re-
public, Brazil, Mexico, Ecuador, and Guatemala. Venezuela, Bolivia, Uruguay,
Paraguay, Colombia, Argentina, and Costa Rica were in the middle of the table.
As might be expected, this situation changed by 2010, with Bolivia, Honduras,
Peru, Nicaragua, and Paraguay in the highest ranking positions. Venezuela
joined Ecuador, Colombia, the Dominican Republic, and Mexico as the lowest
ranking countries.

TaBLE 13
Country ranking by maximization of foreign reserves

Country 1990-1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010

Argentina 13 11 15 8 10 8 7 8 7 7 8 9
Bolivia 10 7 6 11 12 11 8 2 1 1 1 1
Brazil 15 16 14 13 13 15 15 15 9 10 9 8
Chile 2 2 2 2 2 6 9 10 12 8 7 10
Colombia 6 10 8 6 9 9 12 12 13 13 13 13
Costa Rica 8 12 10 10 11 12 10 9 8 9 10 7
ggﬁ&f‘“ 16 17 16 17 17 16 16 16 17 17 15 14
Ecuador 9 14 17 16 16 17 17 17 16 15 17 17
El Salvador 7 4 5 7 8 10 11 11 11 11 11 11
Guatemala 17 13 12 14 15 14 14 13 15 16 16 15
Honduras 1 1 1 1 1 1 1 1 2 2 2 2
Mexico 14 5 13 12 14 13 13 14 14 14 12 12
Nicaragua 11 5 9 5 7 7 6 5 5 5 4 4
Paraguay 5 9 7 4 4 5 3 3 4 6 3 5
Peru 4 3 3 3 6 3 4 4 3 3 6 3
Uruguay 12 8 4 15 5 2 2 7 6 4 5 6
Venezuela 3 6 11 9 3 4 5 6 10 12 14 16

Source: Compiled by author based on mvr international financial statistics and the World Bank’s Da-
tabank database.

Table 14 shows the country ranking, considering that optimum levels of for-
eign reserves must be equal to the pre-established target of 15% of Gpr. These
results are different to the previous ones since they reward central banks that
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have deviated least from the target value. In this index, one is the worst value;
zero is the best. The lower a country’s deviation from the optimum value, the
better; remaining closest to the target value will earn them a higher ranking,
In 2010, Costa Rica, Brazil, Argentina, Chile, and El Salvador were in the
top positions, only slightly below the target value. Bolivia, meanwhile, ranked
lowest despite having accumulated large amounts of foreign reserves. In this
case, over-accumulation is considered an excess that would cause greater op-
portunity and effective costs for the monetary authority. The central banks of
Honduras, Peru, and Nicaragua are also in this position of having excesses,
while Ecuador, Venezuela, and Guatemala were found to be have a shortage
of foreign reserves.

TaBLE 14

Country ranking by foreign reserve deviation
from target value of 15% of Gpp

Country 1990-1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010

Argentina 13 10 14 6 7 6 2 1 3 1 1 3
Bolivia 9 5 4 9 10 10 3 14 17 17 17 17
Brazil 15 16 13 11 11 14 14 13 2 5 2 2
Chile 7 8 8 13 12 2 4 5 8 2 3 4
Colombia 4 9 6 4 6 8 11 10 9 9 7 8
Costa Rica 6 11 9 8 8 11 9 3 1 4 4 1
Egg&fn 16 17 15 16 16 15 15 15 14 15 9 10
Ecuador 8 13 16 15 15 16 16 16 13 12 12 13
El Salvador 5 2 3 5 5 9 10 9 6 6 5 5
Guatemala 17 12 11 12 14 13 13 11 12 14 10 11
Honduras 11 15 17 17 17 17 17 17 16 16 16 16
Mexico 14 14 12 10 13 12 12 12 11 11 6 6
Nicaragua 10 3 7 3 4 1 1 6 7 8 14 14
Paraguay 3 7 5 3 3 7 8 10 3 15 9
Peru 2 1 1 1 5 6 7 15 13 11 15
Uruguay 12 6 1 14 2 7 8 2 4 10 13 7
Venezuela 1 4 10 7 9 4 5 4 5 7 8 12

Source: Compiled by author based on mvr international financial statistics and the World Bank’s Da-
tabank database.

Tables 15 and 16 show the results of the general ranking of central banks,
considering the five indicators in question: inflation, financial intermediation
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margin, real exchange rate variability, availability of credit for the private sector,
and the accumulation of foreign reserves according to the criteria of maximiza-
tion and lowest possible deviation from the target rate of 15% of Gpp. This is
calculated by considering the indices for each variable and the corresponding
weightings.

For the first objective function, Chile’s central bank is the best in Latin
America, in first place for every year in the period analyzed. For the second
objective function, it remains in first place between 2004-2010, before ceding its
top position to El Salvador between 1990 and 1999, in 2000, and in 2002 and
2003. This drop in ranking is mainly due to the Chilean central bank’s excess of
foreign reserves during those years. El Salvador’s central bank comes second,
especially in terms of the second objective function, while in terms of the
first objective function its position is more variable.® In 2009 and 2010, Bolivia
ranks second in the first objective function. Honduras is third in terms of the
first objective function, although it ranks lower when considering that foreign
reserves must be as close as possible to the target value of 15% of GDP.

The lowest ranked central bank throughout the entire period analyzed for
both objective functions is Venezuela—although in some years Ecuador, Brazil,
and Argentina took over this position in the 1990s and in the first five years of
the twenty-first century. No single central bank occupied the second bottom
position in Latin America throughout the entire period: various countries oc-
cupy this spot in specific years. Argentina is in this position two or three times,
depending on the objective function; Costa Rica once or twice; and Brazil,
Bolivia, Nicaragua, and the Dominican Republic at least once. It is interesting to
note that three countries show a clear tendency to improve their position over
time: Brazil, Colombia, and Ecuador in both objective functions. Also, Mexico
and Peru climb the ranking considerably when comparing their performance in
the current decade to the 1990s. However, both countries reach their highest
position between 2007 and 2008 and between 2005 and 2007, respectively, vis-
a-vis the first objective function, with their performance dropping marginally

in recent years. For the other central banks, no clear trend or performance can

be identified.

8 Without taking into account other variables such as contribution to economic growth, issuing domestic
debt, or effectiveness in the face of financial crises, among other issues not included in the analysis.
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TaBLE 15
Country ranking by first objective function (Maximization of foreign reserves)

Country 1990-1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010

Argentina 6 11 12 17 12 10 13 15 16 13 16 16
Bolivia 4 8 2 3 4 4 6 5 7 7 2 2
Brazil 17 15 15 15 15 15 15 10 9 10 11 14
Chile 1 1 1 1 1 1 1 1 1 1 1 1
Colombia 10 6 11 11 11 11 8 8 8 3 7 5
Costa Rica 8 12 13 10 10 12 16 16 12 14 15 11
Dominican 9 14 14 8 16 17 10 13 13 15 14 15
Republic

Ecuador 15 17 17 13 9 5 2 6 5 8 10 7
El Salvador 2 2 4 2 2 3 4 2 3 2 3 3
Guatemala 7 7 10 9 8 9 11 9 10 11 6 8
Honduras 3 3 3 5 3 2 7 4 4 4 5 4
Mexico 13 9 9 7 7 8 5 7 6 6 13 9
Nicaragua 11 4 8 6 6 6 12 12 15 16 8 13
Paraguay 5 10 7 12 13 13 14 14 14 12 9 10
Peru 12 5 5 4 5 7 3 3 2 5 4 6
Uruguay 14 13 6 14 14 14 9 11 11 9 12 12
Venezuela 16 16 16 16 17 16 17 17 17 17 17 17

Source: Compiled by author based on 1mF international financial statistics and the World Bank’s Databank database.

TaBLE 16
Country ranking by first objective function (distance from value target of 15% of Gpr)

Country 1990-1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010

Argentina 7 0 12 17 12 9 12 14 13 12 16 16
Bolivia 4 6 1 2 3 3 6 6 16 15 11 11
Brazil 17 16 15 14 15 15 14 9 6 6 7 9
Chile 2 2 3 4 2 1 1 1 1 1 1 1
Colombia 6 5 11 7 11 10 7 7 7 3 4 3
Costa Rica 5 11 13 9 8 11 16 15 9 13 13 8
Dominican 10 5 14 11 16 17 8 13 12 14 9 15
Republic

Ecuador 15 17 17 13 9 4 3 4 3 5 5 4
Fl Salvador 1 1 2 1 1 2 2 2 2 2 2 2
Guatemala 8 7 9 8 7 7 11 8 8 9 3 6
Honduras 11 12 10 10 10 12 15 11 11 11 14 10
Mexico 13 9 8 6 6 6 5 5 4 4 8 5
Nicaragua 9 3 7 5 5 5 10 12 15 16 10 14
Paraguay 3 8 6 12 13 13 13 16 14 10 12 13
Peru 12 4 4 3 4 8 4 3 5 7 6 7
Uruguay 14 13 5 15 14 14 9 10 10 8 15 12

Venezuela 16 14 16 16 17 16 17 17 17 17 17 17

Source: Compiled by author based on 1mr international financial statistics and the World Bank’s Databank database.
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CONCLUSIONS

Creating indicators to assess the performance of central banking in Latin
America is useful not only in order to understand their effectiveness, but also to
provide tools with which to analyze whether these institutions are helping our
economies grow and develop. A more effective monetary authority is the one
that helps stimulate the business climate by seeking a lower rate of inflation
—its main objective— and contributes to the financial sector offering more
credit to the productive sector both for financing current operations and for
expanding productive capacity. Also, lower financial intermediation margins
bring down costs and increase its contribution. The business environment
will also be improved with fewer fluctuations in the real exchange rate and with
appropriate levels of foreign reserves, which guarantee the country’s solvency
and enable it to honor its foreign trade commitments as well as its services and
capital accounts.

A methodology has been developed to calculate the value of the indicators
and of the objective function using two options. This is an initial approach to
the topic, working with the hypothesis that Latin America’s monetary authori-
ties’ policies are comparable. We have only selected what we consider the most
relevant available data. From our analysis of the respective political constitu-
tions, organic laws, and legal framework, clearly individual circumstances exist
that affect this comparison. We do not examine countries’ particular objectives,
ot their ability to respond, or the effects resulting from the implementation of a
specific monetary policy. For example, the reaction of lending and borrowing
interest rates to adjustments in the reference rate, the effectiveness of increasing
or decreasing the reserve rates for increasing or reducing available liquidity in a
comparative international perspective, which could be done using a macroeco-
nomic model applicable to every country.

In the case of the first indicator for inflation, we chose the simple criterion
of ranking countries based on which one has the lowest inflation. We did not
develop an index to compare their effective rates in relation to their inflation tar-
gets, since this approach is only applied to six countries in the region. Of all the
indicators, only the level of international reserves may be the cause of debate,
since for some countries, maximizing foreign reserves is important, whereas
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others consider that there are optimum levels. In this study, we have trialed a
target level equivalent to 15% of GDP for the entire period analyzed. If a mon-
etary authority has foreign reserves in excess of this level, this creates higher
opportunity and effective costs, while lower levels would entail greater risks.
Clearly, setting a single target for all Latin American countries throughout the
entire period provides an observable criterion.

Individual indicators and objective functions are useful for ranking central
banks according to standard criteria. Performance indicators and objective
functions do not factor in issues involving the monetary authorities’ autonomy
or independence, level of transparency, or operational efficiency, and we do
not look at internal processes that might explain the higher or lower ranking
of one bank compared to another. The analysis is restricted to understanding
the result of each one of the specified indicators.

Calculating the indicators and the ranking based on the objective functions
makes it possible to draw some conclusions about which central banks are more
or less effective, and which ones rank in the middle. The top-ranking group
includes Chile, El Salvador, and Honduras. According to our criteria, Venezuela
ranks lowest, although in some years Ecuador, Brazil, and Argentina take its
place. No single Latin American central bank consistently comes in second low-
est, as this position has been shared by Brazil, Argentina, Bolivia, Costa Rica,
Nicaragua, and the Dominican Republic.

It is interesting to note that three countries show a clear tendency to im-
prove their ranking over time in both objective functions: Brazil, Colombia, and
Ecuador. Also, Mexico and Peru show improvements when comparing their
performance in the current decade to that of the 1990s. However, each of these
countries has fallen in the rankings in recent years. No clear trend or performance
can be observed in relation to the other central banks in the region.
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