
Contents 

Page 

Preface vii 

I Introduction I 

II Role of Banks in Developing Countries 4 
Overview of Financial Structure in Latin America 4 
Unique Features of Banks in Developing Countries 8 
Measuring the Franchise Value of the Bank in Developing Economies 9 
Central Bank and Franchise Value of Banking System 10 

III Franchise Value of Banks and Resolution of 
Banking Crises: 1982-90 12 

Evaluating Banks' Strength at the Onset of the Debt Crisis 12 
Macroeconomic Environment and the Franchise Value of 

Banking Systems 15 
How the Systems Responded to Immediate Crisis: 1982-85 17 
Crisis Resolution: 1985-90 21 

Chile and Colombia 21 
Argentina, Mexico, and Peru 22 

State of the Banking Systems at the Beginning of the 1990s 25 

IV New Banking Crisis in Latin America: 1994-95 35 
Mexico ~ 36 

Evaluating the Banking Franchise , 36 
Restructuring the Banking System 38 

Argentina 39 
Evaluating Banks 39 , 
Rescuing Banks 41 

Comparison of Franchise Value in Mexico and Argentina on 
the Eve of the Crisis 41 

V Long-Term Challenges to Franchise Value of Banks 43 
Sterilization and Franchise Value of Banking System 45 
Strength of the Franchise and the Impact of Sterilization 46 
Capital Inflow Challenge and Franchise Value of Banks: 

Some Empirical Evidence 47 
Capital Market Threat to Banking Franchise Value 49 

VI Financial Soundness and Macroeconomic Stability: 
A Bank Balance Sheet Approach — 55 

Bank-Intermediated System Facing Significant btjllarizationy 56 \ 
Monetary Base Fully Backed by Foreign Exchange Reserves 57 -



Monetary Base Partially Backed by Foreign Exchange Reserves 60 
A More Diversified Financial System 61 \ 

Lack of Confidence in Exchange Rate Policy 61 
Lack of Confidence in Both Exchange Rate Policy and 

Soundness of Banking System 62 j 
Results 62 

Appendix. Mechanics of a Speculative Attack on a Sound, 
Dollarized Banking System 64 

References 66 


