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Impact of the Crisis
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Major Structural Reforms Prior to the
Crisis
> Financial sector reforms

v' Creation of an independent central bank

v Improvement of prudential policies

v Liberalization of entry of new banks




Major Structural Reforms Prior to the
Crisis

> Trade liberalization

> Foreign exchange liberalization




Recovery from the Crisis
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Monetary Policy Reform

> Implemented measured tightening
> Adopted Inflation targeting framework

- Greater transparency and accountability

- Greater policy discipline




Inflation has generally eased over the years

Headline Inflation (%)
1990- 2006
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Financial Sector Reforms

® Pursued the passage of the following laws:
v General Banking Law of 2000
v Special Purpose Vehicle Act of 2002

® Aligned prudential regulations with
International standards




Banks’ NPL ratio has gone down after peaking
in 2001
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Capital Adequacy Ratio has gone up
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Fiscal Consolidation Program

Revenue:
> Increased tax rates
> Broadened tax base

> Implemented efficiency-enhancing administrative
measures

Expenditure

> Adopted a prudent approach to public spending
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Peso has appreciated over the past two years

_ ExchangeRate (1990-2006)

60

55 -
50 -
45 -
40 -
35 -
30 -
25 -

20 -
15 4

10

‘90 '91 '92 '93 '94 '95 '96 '97 '98 '99 '00 'O01 ‘02 '0O3 '04 '05 '06




Buildup In international reserves due In
part to strong foreign exchange inflows
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External Debt-GDP ratio has improved
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Future Challenges and Policy
Directions




Future Challenges: Need to sustain
reforms

> |Investor confidence

> Higher growth

> Poverty reduction
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Future challenges: Need to increase growth IN
bank lending to raise the economy’s productive
potential

_ Loans to GDP ratio (1990-2008)
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Future challenges: Need to deal with capital surges
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» Monetary policy will focus on protecting the inflation
target

» External policy will focus on further strengthening the
external position

» Fiscal consolidation will continue
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