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Capital inflows have been accelerating 
 Substantial growth of the absolute level of private capital inflows into LatAm in recent years 

 Nonetheless relative to the economy size they don’t seem bigger than in previous episodes but the 
weight of Foreign Direct Investment (FDI) seems to be decreasing 

LatAm Private Capital Inflows, Net 
Source: IIF, own calculations **LatAm: Arg, Bra, Chi, Col, Per and Ven. 
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International Equity Flows  
(Holdings, Indexed to Jan-04=100) 
Source: BBVA Research and EPFR  

International Bond Flows  
(Holdings, Indexed to Jan-04=100) 
Source: BBVA Research and EPFR  
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With global liquidity drawn into LatAm 

 Latam has shown increased ability to attract capital flows against the backdrop of greater 
international liquidity 

• Equity markets have rewarded Latam over other emerging markets (in particular the Brazilian 
rally stands out, driven by the economy's scale and the diversified nature of its listed 
companies) 

• Fixed income investment inflows have been higher in nations with deeper markets 
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Is it a flood of hot money? 

 Although equity investment (FDI + portfolio investment) has been growing steadily the bulk of the 
growth of private capital flows after 2008 is coming from non-equity investment components 

 The growth of debt from other private creditors seems to account for the bulk of the non-equity 
private capital inflows net growth 
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Are there regional asymmetries? 

 Brazil’s contribution to the regional capital private inflows is overwhelming both on an absolute and 
relative basis 

 On a relative basis to its economies’ size Peru and Colombia also stand out in the last few years 
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LatAm Private Capital Inflows, Net 
Growth Average 2007-2010 vs 2000-2006 
Source: IIF, Own Calculations 
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Capital flows – rational for policy action 
 The IMF Articles of Agreement explicitly allow members to act upon its capital flows: 

• Members may exercise such controls as are necessary to regulate international capital 
movements, but no member may exercise these controls in a manner which will restrict 
payments for current transactions or which will unduly delay transfers of funds in settlement of 
commitments […] Article IV – Section 3. Controls of capital transfers 

 Nonetheless the consensus over capital controls use seems to be one of last resort 

 Its use seems justifiable to regain control over the other two elements of policy (exchange rate and 
price level) once they’ve achieved their equilibrium levels 

 

 

 

 

 

 Note – we adopt a broad definition of capital controls as any policy action intended to act upon the 
capital account transactions 
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Macroeconomic 

Stability 

• Asset price bubbles and fear of hot money 

• Sectorial credit booms 

• Foreign-exchange denominated credit growth (with no natural hedge) 

• Intertemporal trade – trade consumption today for consumption in the future 

Financial 
Stability 

• Regain control over monetary policy (if sterilization possibilities have been 
exhausted and it does not want to accumulate further reserves) 

• Mundell’s incompatible trinity (exchange rate and price level vs free capital 
movements)  

Policy 

Autonomy 

• Pressure over the exchange rate 

• Possibility of overshooting 

• Loss of competitiveness by the tradable sector 

• Inflation and economic overheating 

Capital inflows – rational for policy action 
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FX 
Intervention 

and Reserves 
Buid-Up 

Capital inflows – policy toolkit review 

Macro 
Prudential 
Measures 

• Spot and derivatives markets’ intervention –  discretionary and preannounced 

intervention programs 

• FX options auctions 

• Direct dealing with state owned companies 

• Issuance of bonds denominated in local currency but paid in foreign currency 

• Limits on banks’ net foreign currency position (usually a proportion of their capital base) 

• Limits on banks’ net / gross foreign exchange derivatives positions (usually a proportion 

of their capital base) 

• OTC derivatives regulatory registration 

• Higher reserve requirements on banks’ liabilities to nonresidents than on residents (e.g. 

nonresidents’ local currency bank deposits vs residents’ deposit) 

• Unremunerated mandatory reserve requirements 

• Taxes on flows 

• Minimum investment periods 

• Compulsory conversion into local currency of exports proceeds 

Capital 
Controls 
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FX interventions 

 Their results seem to have been be limited in terms of containing the currencies’ appreciation 
(which in any case doesn’t seem to be the CBs’ intention – cf. BIS survey to CBs) 

 Capital inflows along with high commodity prices are putting significant pressure on LATAM 
currencies, and these are expected to persist over the coming years 

 LatAm Foreign Exchange Reserves 
Source: Central Banks, Own Calculations 
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Country 
Daily Average Total Market 

Traded Volume (USD) 
FX Intervention Mechanism 

Argentina (ARS) Spot: 600 Mn 

Forwards & NDFs: 200Mn 

• Spot and local exchange traded futures discretionary 
interbank market intervention 

Brasil (BRL) Spot: 4 Bn 

Forwards & NDFs: 17 Bn 

 Spot and OTC FX swaps discretionary interbank market 
intervention 

Chile (CLP)  Spot: 1.5 Bn 

Forwards & NDFs: 1 Bn 

 USD 12Bn annual purchase program. Previous program 
had been in April 2008 and was suspended after Lehman 

Colombia (COP)  Spot: 1 Bn 

Forwards & NDFs: 700 Mn 

 USD 20Mn daily day purchase program 

 Volatility control measures via USD spot auctions: buy 
or sell USD 200Mn when the central bank fix deviates at 
least 2% from the 10-day moving average. 

México (MXN)  Spot: 15 Bn 

Forwards & NDFs: 1 Bn 

 FX options monthly auctions of US 600 million. 
American USD put options with daily restrike and exercise 
contingent on 20-day moving average. 

Perú (PEN) Spot: 350 Mn 

Forwards & NDFs: 100 Mn 

 Spot and OTC FX swaps discretionary interbank market 
intervention 

FX interventions 

Source: BBVA Estimates 

http://www.google.co.uk/imgres?imgurl=http://www.tofocus.info/images/flags/argentina-flag.gif&imgrefurl=http://www.tofocus.info/flag-of-Argentina.php&h=386&w=600&sz=12&tbnid=G0pGRidOZB8fXM:&tbnh=87&tbnw=135&prev=/images%3Fq%3Dargentina%2Bflag&hl=es&usg=__8Qn4kDG5ijwxkAFdrGqvwnm6Cv8=&ei=cKdpS4XbE42Ptgew0YXXBg&sa=X&oi=image_result&resnum=2&ct=image&ved=0CAwQ9QEwAQ
http://www.google.co.uk/imgres?imgurl=http://www.33ff.com/flags/XL_flags/Brazil_flag.gif&imgrefurl=http://www.33ff.com/flags/worldflags/Brazil_flag.html&h=240&w=360&sz=11&tbnid=Huu-FYu7ppKM1M:&tbnh=81&tbnw=121&prev=/images%3Fq%3Dbrazil%2Bflag&hl=es&usg=__yblWFyHkToD60bQLMEKOuufF1Wg=&ei=nqdpS-H9DI-Ytge2x-neBg&sa=X&oi=image_result&resnum=2&ct=image&ved=0CAwQ9QEwAQ
http://www.google.co.uk/imgres?imgurl=http://wwp.greenwichmeantime.com/time-zone/south-america/chile/images/flag-of-chile.jpg&imgrefurl=http://wwp.greenwichmeantime.com/time-zone/south-america/chile/flag.htm&h=226&w=340&sz=6&tbnid=rWhzfDEY4uEM7M:&tbnh=79&tbnw=119&prev=/images%3Fq%3Dchile%2Bflag&hl=es&usg=__t2VMneu-QKCBUGIslIv3bcg_zgs=&ei=w6dpS4itAcqttgeT0dTsBg&sa=X&oi=image_result&resnum=2&ct=image&ved=0CAwQ9QEwAQ
http://www.google.co.uk/imgres?imgurl=http://daytranslations.com/Documents/ColombiaFlagdaytranslations.gif&imgrefurl=http://daytranslations.com/colombian_flag.aspx&h=788&w=1181&sz=7&tbnid=7i22GOKbSHPz3M:&tbnh=100&tbnw=150&prev=/images%3Fq%3Dcolombia%2Bflag&hl=es&usg=__Jm9_UPUD0W_HijDLu7SSltA11i0=&ei=3qdpS5C3Cc2vtgfqyfHQBg&sa=X&oi=image_result&resnum=2&ct=image&ved=0CAwQ9QEwAQ
http://www.google.co.uk/imgres?imgurl=http://www.33ff.com/flags/XL_flags/Mexico_flag.gif&imgrefurl=http://www.33ff.com/flags/worldflags/Mexico_flag.html&h=240&w=360&sz=9&tbnid=msRK7eszNtEMyM:&tbnh=81&tbnw=121&prev=/images%3Fq%3Dmexico%2Bflag&hl=es&usg=__x-ACvBOWYLg0XzAyiEncREMXP-s=&ei=86dpS67uD8eztgfZoPDdBg&sa=X&oi=image_result&resnum=1&ct=image&ved=0CAoQ9QEwAA
http://www.google.co.uk/imgres?imgurl=http://www.33ff.com/flags/XL_flags/Peru_flag.gif&imgrefurl=http://www.33ff.com/flags/worldflags/Peru_flag.html&h=240&w=360&sz=11&tbnid=37gVL0cvpXcpzM:&tbnh=81&tbnw=121&prev=/images%3Fq%3Dperu%2Bflag&hl=es&usg=__LSGp13VBWFvFUSmt3Yw_NL4MdCI=&ei=AahpS97PFc-Wtgf3-pHQBg&sa=X&oi=image_result&resnum=1&ct=image&ved=0CAoQ9QEwAA
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Capital outflows – rational for policy action 

Macroeconomic 

Stability 

• Favor long-term vs short-term flows Financial 
Stability 

• Regain control over monetary policy (if sterilization possibilities have been 
exhausted and it does not want to accumulate further reserves) 

Policy 

Autonomy 

• Keep capital in the domestic economy facilitating taxation 

• Permit credit allocation domestically without risking capital flight 

• Preserve savings for domestic use 

• Correct a balance of payments deficit 

 There’s an adverse selection bias attached to capital outflows regulation 

 Most policy-makers and academia have been focused on capital inflows. Is there a room for 
capital controls on outflows? 
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Capital outflows – policy toolkit review 

• Special requirements for repatriation of profits by foreing enterprises operating 

domestically 

• Administrative limits on foreign currency purchase 

• Domestic regulations on the portfolio choice of institutional investors 

Capital Controls 

Pension funds (% GDP) 
Source: BBVA Research, OECD 
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 The growth of savings in general and of pension funds 
in particular in LatAm will pose a growing pressure on 
portfolio investment outflows as these outgrow their 
local markets 

 We already a taste of the potential impact of the 
portfolio investment abroad in 2009 in Chile and its 
impact in the USD liquidity locally 
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A Roadtrip Over 

Past Episodes 
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 Massive inflow of capital stemming from: 

• The consolidation of economic and political reforms in Chile 

• Strong differential between local and foreign interest rates 

A. Chile in the early 1990s 

Private Capital Inflows, Net 
Source: Banco Central de Chile, IIF 
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A. Chile in the early 1990s (cont.) 

 The economic authorities’ reaction: 

• Stage 1 (1989 – 1991): foreign exchange reserves accumulation and sterilization through bond 

emissions by the Central Bank 

• Stage 2 (post March 1991) 

 March 1991: Chilean commercial banks authorized to invest abroad up to 25% of their foreign exchange 

deposits 

 April 1991: exporters allowed to keep 5% of their export proceeds in foreign currency; capital repatriation 

on foreign investments allowed ahead of schedule (minimum of three years was in place) after payment of 

a fee to the Central Bank 

 June 1991: nonremunerated reserve requirement of 20% on all foreign currency denominated credits 

(except those granted to exporters) to be deposited at the Central Bank for a period of one year 

 October 1991: increase of liberalization of capital repatriation 

 March 1992: increase of the fraction exporters were allowed to keep in foreign proceeds from 5% to 10% 

 May 1992: further increase of liberalization of capital repatriation (minimum investment period lowered to 

one year); Pension funds (AFPs) became allowed to invest abroad up to 1.5% of their NAV 

 August 1992: increase of the reserve requirement on liabilities in foreign currency to 30%; increase of the 

AFPs foreign investment limit to 3% of their NAV 



Capital Controls & FX Interventions in LatAm / October 5, 2011 

A. Chile in the early 1990s (cont.) 
 The authorities’ goals: 

• slow down the volume of capital flowing into the country 

• tilt its composition towards longer maturities 

• maintain the high differential between domestic and international interest rates in order to fight 
inflation 

• reduce or smooth the exchange rate appreciation 

 Conclusions from Chile’s experience 
are unanimous but a majority of the 
analysis would support: 

• The impact on the exchange rate was 
negligible 

• The impact on the total volume of 
inflows was small and in the short-
term 

• The biggest impact was most likely in 
the composition of the inflows in favor 
of FDI 
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B. The recent Brazilian experience  

Chilean Deja-Vu? 

 From 2009 onwards the Central Bank rate of accumulation of foreign exchange reserves has been 
parabolic 

 The authorities are determined not to see a 2008 redux with massive outflows on global risk-
aversion. 

USD/BRL and Foreign Exchange Reserves 
Fuente: BBVA Research y Bloomberg 
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Monetary Authorities Have Been Active in FX Interventions 

 In order to steam BRL depreciation pressures in 2008 they began offering USD financing lines, 
auctioning swaps (selling USD), selling USD directly in the spot market, offered USD export 
financing lines 

 In 2010 they reinstated the IOF in Oct 2009, raised it twice in the case of fixed income, imposed IOF 
in derivatives margins, raised reserve requirements to banks’ short positions, bought USD via spot 
and forwards, authorized the SWF to buy USD 

FX Intervention Phases Since the Beginning of the Crisis in 2008 
Fuente: BBVA Research y Bloomberg 
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 The economic authorities’ reaction: 

• Stage 1 – Capital controls normalization 

 February 2006: Income tax of 15% cut to 0% for foreign investors in the local fixed income market 

• Stage 2 – Favouring USD depreciation 

 March 2008: Imposed 1.5% IOF tax on foreign capital entering the country for investment in fixed-income 

• Stage 3 – Favouring BRL appreciation 

 September 2008: First FX swap auctions 

 October 2008:  USD spot and futures market sales; March 2008 IOF tax eliminated;  

 December 2008: dollar financing to financial institutions, who on-lend to targeted Brazilian corporations with 

loan payments falling due over a pre-specified period 

 Stage 4 – Favouring USD appreciation 

 October 2009: Imposed 2% IOF tax on foreign capital entering the country for investment in equities and 

fixed-income instruments 

 October 2010: Tax rate on foreign investment in local bonds rises from 2% to 4% and then from 4% to 6%. 

IOF on derivatives margins increased from 0.38% to 6% 

 March 2011: Tax rate on foreign fund inflows related to loans or the issuance of bonds (with average 

maturity up to 360 days) by Brazilian companies is increased to 6% 

 April 2011: Tax rate on foreign fund inflows related to loans or the issuance of bonds (with average maturity 

up to 720 days) by Brazilian companies is increased to 6% 

 

B. The recent Brazilian experience  
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Central Bank USD Transactions vs. 

Financial Flows 
Fuente: BBVA Research y Bloomberg 
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B. The recent Brazilian experience  
Interventions Have Proved to be Effective Only Marginally and Temporary 

IOF More Effective in Equtiies than in Fixed Income 
•Fuente: BBVA Research y Bloomberg 
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This document and its contents do not constitute an offer, invitation or solicitation to purchase or subscribe to any securities or other instruments, or to undertake or divest investments. Neither shall this document nor its contents 

form the basis of any contract, commitment or decision of any kind.  

This document and the information, opinions, estimates and recommendations expressed herein, have been prepared by BBVA, S.A. (hereinafter called "BBVA") to provide its customers with general information as of its date and 

are subject to changes without prior notice. BBVA is not liable for giving notice of such changes or for updating the contents hereof.  

Investors who have access to this document should be aware that the securities, instruments or investments to which it refers may not be appropriate for them due to their specific investment goals, financial positions or risk 

profiles, as these have not been taken into account to prepare this report. Therefore, investors should make their own investment decisions considering the said circumstances and obtaining such specialized advice as may be 

necessary.  

The contents of this document is based upon information available to the public that has been obtained from sources considered, in general, to be reliable. However, such information has not been independently verified by BBVA 

and therefore no warranty, either express or implicit, is given regarding its accuracy, integrity or correctness. BBVA accepts no liability of any type for any direct or indirect losses arising from the use of the document or its contents. 

Terms, prices and figures are for information purposes only and not binding and are subject to changes without prior notice. BBVA and its clients shall not be bound until they have both agreed to enter into a transaction and have 

agreed to its material terms. 

Investors should note that the past performance of securities or instruments or the historical results of investments do not guarantee future performance.  

The market prices of securities or instruments or the results of investments could fluctuate against the interests of investors. Investors should be aware that they could even face a loss of their investment.  

Transactions in futures, options and securities or high-yield securities can involve high risks and are not appropriate for every investor. Indeed, in the case of some investments, the potential losses may exceed the amount of initial 

investment and, in such circumstances, investors may be required to pay more money to support those losses. Thus, before undertaking any transaction with these instruments, investors should be aware of their operation, as well 

as the rights, liabilities and risks implied by the same and the underlying stocks. Investors should also be aware that secondary markets for the said instruments may be limited or even not exist.  

BBVA or any of its affiliates, as well as their respective executives and employees, may have a position in any of the securities or instruments referred to, directly or indirectly, in this document, or in any other related thereto; they 

may trade for their own account or for third-party account in those securities, provide consulting or other services to the issuer of the aforementioned securities or instruments or to companies related thereto or to their 

shareholders, executives or employees, or may have interests or perform transactions in those securities or instruments or related investments before or after the publication of this document, to the extent permitted by the 

applicable law.  

BBVA or any of its affiliates´ salespeople, traders, and other professionals may provide oral or written market commentary or trading strategies to its clients that reflect opinions that are contrary to the opinions expressed herein. 

Furthermore, BBVA or any of its affiliates' proprietary trading and investing businesses may make investment decisions that are inconsistent with the recommendations expressed herein. No part of this document may be (i) copied, 

photocopied or duplicated by any other form or means (ii) redistributed or (iii) quoted, without the prior written consent of BBVA.  

No part of this report may be copied, conveyed, distributed or furnished to any person or entity in any country (or persons or entities in the same) in which its distribution is prohibited by law. Failure to comply with these restrictions 

may breach the laws of the relevant jurisdiction.  

This document is provided in the United Kingdom solely to those persons to whom it may be addressed according to the Financial Services and Markets Act 2000 (Financial Promotion) Order 2001 and it is not to be directly or 

indirectly delivered to or distributed among any other type of persons or entities. In particular, this document is only aimed at and can be delivered to the following persons or entities (i) those outside the United Kingdom (ii) those 

with expertise regarding investments as mentioned under Section 19(5) of Order 2001, (iii) high net worth entities and any other person or entity under Section 49(1) of Order 2001 to whom the contents hereof can be legally 

revealed.  

No part of this report may be copied, conveyed or distributed into the United States of America or furnished to any person or entity in the United States or any US person. The failure to comply with these restrictions may breach the 

laws of the US.  

The remuneration system concerning the analyst/s author/s of this document is based on multiple criteria, including the revenues obtained by BBVA and, indirectly, the results of BBVA Group in the fiscal year, which, in turn, 

include the results generated by the investment banking business; nevertheless, they do not receive any remuneration based on revenues from any specific transaction in investment banking.  

BBVA and the rest of entities in the BBVA Group which are not members of the New York Stock Exchange or the National Association of Securities Dealers, Inc., are not subject to the rules of disclosure affecting such members.  
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