Hasan Comert isAssistant Professor inthe
Middle East Technical University, Ankara
Turkey and Esra Nur Ugurlu is a Master
Student of Economicsat Universitéof Paris
13, Paris, France.

Email for correspondence:
hcomert@metu.edu.tr.
esraugurlu@edu.univ-parisl3.fr

THE IDEAsWORKING PAPER SERIES [

Paper no. 03/2015

Thelmpactsof the2008 Global Financial Crisis
on Developing Countries: Thecaseof the 15
most affected countries

Hasan Comert
ad
EsraNur Ugurlu

Abstract

Benefiting from an event analysis, we investigate
the transmission mechanism through which the
recent global crisisimpacted the 15 wor st affected
countries and the reasons behind the weak
performances of these countries. The overall
evidence showsthat the trade channel wasthe most
important mechanism in the transmission of the
crisis from advanced economies to developing
countries. Therole of the financial channel varied
in different countries. Some countries encountered
massive financial reversals; some others
experienced different degrees of financial stops. In
general, the most affected countriesin our sample
are the ones that experienced both financial
reversals and a dramatic decline in their exports.
Almost all these countries experienced spectacular
growth performances during 2002-2008, but they
also accumulated significant vulnerabilities, that
were mainly related to the structural problems of
their integration into the world economy.

JEL Clasdsfication
O 570; O 10; G 02; F 320; F 100

Key Words
Comparative Country Studies, Developing Countries,
Financia Crises, Financia Hows, Trade



THE IDEAS WORKING PAPER SERIES I 0/2015

Thelmpactsof the2008 Global Financial Crisison Developing Countries:
The case of the 15 most affected countriest
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1. Introduction

Thefinancid crissthat originated inthe US subprime mortgage market in 2007 to 2008 spread quickly to
therest of theworld and becameaglobal crisisaffecting both real economic and financial activitiesin
virtually al countriesin theworld. There hasbeen agrowing literature on theimpacts of thecrisison
different economies. Among these studies, the popul ar perception regarding devel oping countriesisthat
they weathered the crisisrelatively well. Although this point iswidely recognized in theliterature?, the
heterogeneity among devel oping countriesin their ability to copewiththecrisisisoften disregarded. Inthis
vein, some countriesexperienced significant dowdowns comparableto, or evenlarger than, thosein
advanced economies. There have been someattemptsto explain the heterogeneous effects of thecrisison
different devel oping countries.> However, theexisting literature on cross country differencesislimited and
failsto draw consi stent conclusions. Many of them do not pay enough attention to the country selection
procedures and country specificfactors. Furthermore, these studies, ingenerd, focus solely on econometric
anaysis. Although econometric methods may be useful for different purposes, it may a so downplay the
complex process of theeventsleadingtothecriss.

Inthisstudy, wefocuson 15 countriesthat were affected by the crisismost severely. Thesecountriesare
Armenia, Botswana, Bulgaria, Croatia, Hungary, Kuwait, Latvia, Lithuania, Mexico, MoldovaParaguay,
Russia, Romania, Turkey and Ukraine. Wetilize an event analysi sin order to capture the dynamic process
behind therd atively bad performance of thesecountries. Our amistwofold: first, weexplorethetransmission
mechanismsthrough whichthe recent global crisisaffected these countries. Second, weattempt to reveal
the common characteristics of these countriesthat madethem morevulnerableto thecrisis®’
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Thereisalways somearbitrarinessin selecting aset of countries on which comparable and meaningful
research can be conducted. Here, weattempt to overcomethisproblem by only focusing onrelatively big
countriesthat were hit hardest by the crisisinterms of GDPgrowth. Tothisend, all countrieswerefirst
ranked according to the IM F specification interms of GDP growth ratesin 2009.2 Then 15 relatively big
countrieswith thelowest growth rateswere sl ected. Sincevery small economiesexperience very frequent
fluctuations, we excluded somevery small idand countries such as Grenada, M ontenegro, Antiguaand
Barbuda, The Bahamas, Samoa, Solomon Idands, Trinidad and Tobago, S Kittsand Nevis, M adagascar
and Barbadosfrom our sample.® Inthisway, weare ableto focus on countrieswith significant economic
scaleand popul ation size'.

Themainfindingsof thisstudy areasfollows. Firg, the overal evidence showsthat thetrade channel was
themost important mechanismin thetransmission of the crisisfrom advanced economiesto the countries
under investigation. The degree of openness, the geographical concentration and thecomposition of export
products wereimportant factors contributing to the deterioration of the export performancesin these
countries. Countriesthat we sdlected were particul arly affected by the contraction ingloba demand because
of limited trade partnersand productsthat they export. More specificaly, they faced very sharp contraction
inther export growthssincethey either produced manufactured goodswith highincomed agticity, exporting
them to the US or the European markets, which werethe epicentersof thecriss, or they were commodity
exporters. Second, theroleof thefinancid channe varied in different countries. Some countriesencountered
massivefinancial reversalswhile others experienced varying degrees of financial stops. Ingenera, as
expected, the most affected countriesin our set arethe onesthat experienced both adramatic declinein
their exportsand financia reversals. Third, although the countries under investigation experienced high
growthratesbeforethecriss, they a so accumul ated significant vulnerabilitiesin the same period, which
weremainly related to thestructura problemsof theintegration of these countriesinto theworld economy.
Inthisvein, many of thesevulnerabilitieswerere ated to massivefinancia flows, whichwent handin hand
with exchangerate appreciation, decreasing competitiveness, domestic (especialy private sector debt)
and foreign indebtedness, and high current account deficits. Fourth, the majority of countries under
investigation wereeither unwilling or constrained intheir ability to conduct countercyclica monetary and
fiscal policies. Intermsof monetary policies, early and significant reductionsin policy rates were not

redized. Intermsof fisca measures, therewaslimited fisca spaceand, inthecaseof thetrangtion countries
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tryingtojointhe EU, entry requirementslimited theability of these countriesto take countercyclica measures.
Asaresult, these countries could not mitigate the effects of the crisisby using expansionary policies.

Theorganization of therest of the paper isasfollows. In the second section, the general performance of
countriesinthe pre-crisisperiod isdiscussed. Thethird sectionfocuseson theimpact of thecrissonthe 15
selected countries. Thefourth sectioninvestigatesthe policiestaken by the countriesunder investigationin
responsetothecrisis. Thelast section concludes.

2. Performancesof thedeveloping countriesprior totheglobal crisis

After getting over thegloba downturnin 2001, devel oping countriesasagroup entered the new millennium
inamuch better economic environment than they didin the previoustwo decades and experienced historically
high rates of growth. From 2002 until 2007, developing countriesgrew onaverageat 7.16 per cent. Inthis
sense, theoverall performance of these countrieswas better than the advanced countries (Table 1.1).

Table 1.1: GDP growth of different group of countries before and during the crisis
(per centage change)

1%3&2321 2%322327 2008 2009
World 315 448 269 0.38
Advanced Economies 277 260 01 -343
European Union 231 253 058 -441
Emerging M ar ket and Developing Economies 385 7.16 584 309
Central and Eastern Europe 185 570 316 -361
Commonwealth of Independent Sates -161 760 534 -6.44
DevelopingAsia 719 922 732 7.70
LatinAmericaand the Caribbean 282 4082 423 122
MiddleEast and North Africa 434 6.24 504 299
Low Income 280 536 549 523
L ower Middlelncome 341 6.69 448 499
Middlelncome 388 6.82 556 310
Upper Middlelncome 403 6.86 587 256
High Income 250 269 036 -356

Source: IMF, WEO, October 2013 and World Development Indicators (WDI)



THE IDEAS WORKING PAPER SERIES I 0/2015

Although almost all devel oping countries experienced positive GDP growth ratesduring thisperiod, it
masksthevastly different growth patterns of individual economiesover thelast several decades. For
example, countriesfrom deve opingAs aand the Commonwed th of Independent States (CIS)™ experienced
thelargest output increase. On theother hand, growth rateswerelower in Central and Eastern European
countries (CEE)* and morevolatilein Latin America, the Middle East and Sub Saharan Africaregions
(Tablel.1).

Some changesin economic policiesin developing countriesmight have played arolein the accel eration of
growthinthe pre-crisis period. However, theexceptiona growth performance of countrieswass gnificant
related to the positive global outlook after 2001.% In general, the growth was fuelled by amix of four
ingredients: 1) highgloba demand, 2) exceptiond financing, 3) highcommodity pricesand, 4) for aggnificant
number of countries, largeflowsof remittancesmainly resulting from the consumption and property bubbles
inthe advanced economies (Griffith-Jonesand Ocampo, 2009). In other words, policiesimplementedin
advanced economies created afavorableenvironment for all countriesin trade activities, financial flows
and commodity pricesuntil the outbreak of thefinancia criss.

After 2001, advanced economiesstarted to pursueexpansonary monetary policies. Inthe US, policymakers
decided to usemonetary expansionin order to minimizethedepth and theduration of thecrissarising from
the bursting of the US high tech bubblein 2000 and the September 11 attacks of 2001. In Japan and in
Europethe Central Banks brought theinterest rates down to unusually low levelsin order to break out of
deflationary spirals. Moreimportantly, financia innovationsand many other ingtitutiona changestaking
placeintheUS and advanced countriesenabled financid firmsin the center to expand their baance sheets
amost limitlessly (Comert, 2013). Givenincreased financid openness, financia account liberalization and
ease of conducting financia activities, financia capita started toflow into emerging market countrieswith
higher returns. In thisprocess, dueto significantly improved risk gppetite, the Spreads between theemerging
market debt instrumentsand advanced countriesdecreased, which resulted inasharp declinein the cost of
external financing for devel oping countries (Akyiiz, 2012). In other words, many devel oping countries
were ableto take advantage of abundant and cheap borrowing opportunitiesfrom therest of theworld.

The growth of exports and improvementsin current account balancesin the Global South were also
significantly affected by the developmentsin the advanced countries. The high US consumption and
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corresponding current account defi cits gained momentum inthe 2000sas USfinancid ingtitutionsgenerated
massive chesgp credits. The growing externd deficit of the USled toimprovementsin the current accounts
of itstrade partners, the mgj ority of which were devel oping countriesfrom the Global South.** Inthisway,
the US acted asalocomotivefor therapid expansion of export growth in developing countries. Although
smaller in sizewhen compared to the US, the European Union and the UK were a so running current
account deficitsinthe pre crisisperiod. Furthermore, the high growth performance of Chinaand India
together with some other BRIC countriessuch asBrazil generated extrademand for many raw materials
and goodsof other devel oping countries. In rel ation to these devel opments, improvementsin the current
account balances of devel oping countrieswerefurther enhanced by risesin commodity prices®

Countries in the South also enjoyed a rapid growth of workers’ remittances. In middle income and upper
middleincome countriesremittancesamounted to 1.93 and 1.10 per cent of GDPrespectively. Theincrease
inremittances particularly in India, Mexico, Indonesia, Chinaand Moldovabrought about considerable
improvementsin the current account bal ances.

Although pogitiveshocksfrom advanced economiesplayed amgor rolein shaping thegrowth performances
of many of these countries, some macroeconomic policiesmay a so have had apositiveimpact onthis
process (Bibow, 2010). Many country governmentsin the South conducted macroeconomic reforms
mainly ailmed at reducing inflation and strengthening their public finance positionsand financia marketsin
the beginning of the 2000s'. Overall, many devel oping countriesachieved lower inflation rates, better
public debt indicatorsand, in some cases, hedlthier banking systemsrelativeto thosein the80sand 90s.
However, interestingly, thesewere not independent of the positiveglobal outlook andthemassivefinancia
flowsto theemerging market countries. Domestic currency appreciation improved thedebt to GDPratio
inmany casesdueto thefact that an important part of total debt in devel oping countriesisdenominatedin
foreign currencieswhereas GDPismeasuredinloca currency!’. Highfinancia flowsgoinghandin hand
withloca currency appreciation may asoimprovethe ba ance sheets of financid ingtitutionsby decreasing
thevalueof foreign liabilitiesin domestic currency. Moreover, apositiveglobal outlook stimulating high
growth may increasetax revenues, which may contributeto theimprovement in public balancein devel oping
countries. Last but not |east, currency appreciationsrelated to high financial flows served asanchorsto
inflation in many devel oping countries (Benlial per and Comert, 2014).
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Overdl, thanksto globa outlook and some policy measures, whilethe Globa South enjoyed high growth
ratesand some paositive macroeconomic trends, important vulnerabilities started to beformedin this period
aswell. Aswewill discussinthefollowing sections, thispattern isvery apparent in the countriesin our set.

2.1. Performancesof developing countriesin 2009

Thefinancial crisisthat began in the advanced countriesin 2008 spread all around the world through
different channels. In thisenvironment, the Globa South could not sustainits high growth performances.
However, overall, the South was affected at varying degrees by the crisis. In Table 1.2, the 15 most
affected countriesarelisted. It isobserved that growth ratesin these countriesfell significantly in 2009
compared to the previousyears. Also, their economic performance wasway |ower than both theworld
average (-0.3 per cent) and the developing economies’ average (3.1 per cent). In our sample, four countries
experienced amorethan 14 per cent declineintheir GDPin 2009 and the other 11 countrieswerefaced

with negative growth ratesranging from about 4 per cent to 8 per cent.

Table 1.2: Countries most severely affected by the global crisis
2002-06aver age 2007 2008 2009
Latvia 899 96 -3.27 -17.72
Lithuania 801 979 291 -14.84
Ukraine 744 76 23 -14.8
Armenia 1332 1374 6.A4 -14.15
Botswvana 518 868 390 -784
Russia 7.03 853 524 -78
Kuwait 974 599 248 -1.07
Croatia 471 5.06 208 6H
Hungary 420 011 089 -6.76
Romania 6.16 6.31 734 -6.57
Maddova 6.80 299 78 -6
Bulgaria 595 644 6.19 547
Turkey 721 466 065 -4.82
Mexico 276 313 121 452
Paraguay 383 5422 6.35 -3.96
Developing Countries 6.86 8701 587 31
World 431 5.348 2705 0381

Source: IMF, WEO, October 2013



THE IDEAS WORKING PAPER SERIES I 0/2015

Althoughal countriesunder investigation were hit very hard by thetrade channdl, theroleof thefinancia
channel variedin different countries(Table 1.3). Some countries experienced massivefinancia reversds,
others experienced different degrees of financid sudden stops. A part from Romania, which encountered
about 15 per cent in export shock, al countriesin our sample experienced morethan 20 per cent in export
shock. Although financial flowsto al countriesdecreased, only four countriesin our sample experienced
unexpected financia reversals. In general, as expected, the most affected countries were the onesthat
experienced both adramatic declineintheir exportsand financia reversas. However, our andysisinthis
section also supportstheideathat, unlike the experiencesin the 80s and 90s, even some of the worst
affected countriesin our sampledid not experiencefinancial reversalsduringtherecent crisis.

Table 1.3: The magnitude of trade and financial shock
TradeChannd Financial Channel
Export of Goods | Export of Goods Financial Financial Financial

Countries (% Growth) (% Growth Account/GDP Account/GDP | Account/GDP

(aver age 2006-08) in 2009) (average2002-08) | (aver age 2005-08) in 2009
Latvia 2412 -2258 1357 2028 -6.97
Lithuania 2765 -31.35 797 0231 -7.09
Ukraine 2563 -41.23 719 931
Armenia 387 -3267 741 16.48%
Russia 2499 -36.27 021 230
Kuwait 2430 -3740 -3861 -25.17
Croatia 17.06 -2560 920 1182 10.44%
Hungary 282 -24.56 821 1044 275
Romania 4162 -1581 853 148 084
Moadova 1139 -21.18 1449 015
Mexico 10.86 2121 14 174
Bulgaria 2420 2121 1692 3101 546
Turkey 2153 -212 731 166
Botswvana 296 -2847 4 112
Paraguay 2604 -20.28 293 017
M 2118 -21.02 - -
UMI 2142 -21.26 - -
pocensl - 25 1

Source: IMF, WEO, October 2013 and WB, WDI
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Thefifteen countriescan be groupedin different waysfor different purposes. For example, these countries
can bedivided into two subgroups by focusing on commodity exporters and non commaodity exporters.
They can then be grouped according to the magnitude of their trade and financia shocks. Althoughwewill
refer to thesedistinctionsin our discussions, since the Eastern Bloc (transition countries) dominate our
sample, we will divide these countries into two groups, namely “transition countries’ and “others’®. Inthis
sense, Armenia, Bulgaria, Croatia, Hungary, LatviaLithuania, Moldova, Ukraine, Russaand Romaniaare
inthefirst group of countries. These economieshave historical smilarities. After sharingasimilar economic
system for decades, they hastily moved to amarket based economic system at the beginning of the 1990s.
For these countries, Russiaand Europe have been very important as exports markets and sources of
remittances. The second set of countriesincludesKuwait, Turkey, Mexico Botswanaand Paraguay. As
can easily be seen, Mexico and Turkey arere atively big upper middieincome countriesthat have had
strong tieswith theepicenters (USand Europe) of thecriss. Kuwait, Botswanaand Paraguay arecommodity
exporter countries.

3. Transition economies

Intheyears preceding thecrisis, the transition economies under consideration encountered unabated
capital and output growth. Latvia, Lithuania, Armenia, Ukraineand Russiagrew by morethantheaverage
of developing countries. In particul ar, the Baltic States (Latviaand Lithuania) grew at very high rates
(approximately 7.5 per cent between 2002 and 2008). Romania, Moldovaand Bulgariagrew at an average
phasewith other CIS countries.

Apart from Russia, who has had current account surpluses, these economies, from the beginning of the
decade to 2008, enjoyed strong financia inflows from the rest of the world (Table 1.3). Table 1.4
demonstratesthat, asagenera rule, thegrowth of domestic credit to the private sector washigher inthe
CIS countriesthan theworld averagesfor upper middleincome. Credit growth reached morethan 200
per cent in Lithuania, Romania, Bulgariaand Ukraine. It wasmorethan 100 per cent for Armenia, Latvia
and Russia. Eventhecredit growth in Croatiaand Bulgaria, which waslessthan 100 per cent, wasway
beyond theworld and upper middleincomeaverages.In connection with largefinancial inflowsand rapid
credit growth, therewasarapid risein consumption. Investment and asset pricesin somecountries (especidly
intheBdtic States) d soincreased. For instance, in Latviatota investment aspercentage of GDPincreased
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to approximately 40 per cent of GDPfrom itslevel of 25 per centin 2002. Similarly, in Lithuaniathe
investment to GDP ratio increased from 20 per cent in 2002 to 31 per cent in 2007. The growth in
consumption and investment expenditureswere higher inthese countriesthan therest of theworld averages
(Table1.4)*

Furthermore, asdescribedinamonthly bulletin of the ECB (July, 2010), wedlth effects? arisngfromrising
asset pricesincreased domestic demand. Combined with expansionary fiscal policiesimplemented by
several countries such asRomaniaand the Balti ¢ states, macroeconomic policy aso contributed to high

GDP growth ratesin these countries.®

Table 1.4 Investments, consumption and credit growth
The Growth of Annual Total Growth of hh Growth
Domestic Credit Per centage Investment annual consumption of total
to Private Sector | Growth of Final (% of GDP) expenditure investment
(% of GDP) Consumption in 2009 in 2009
from 2002 to 2007 Expenditure
2002 2007 2002 2007
Latvia 172 6.1 128 | 25728 | 39959 -24.08 -3A
Lithuania 2n 46 103 | 20340 | 31231 -17.82 57
Hungary # ) 6.8 -15 | 24670 | 22433
Romania 244 37 96 22002 | 30975 -6.55 -23
Croatia L 6.8 6.1 26072 | 34093 -2325
Bulgaria 225 32 71 19681 | 34.093 -7.68 -17
Russia 115 76 169 | 20035 | 25360
Ukraine 229 47 134 | 20191 | 28210 -16.03 -28
Armenia 100.36 792 1650 | 1815 | 3816 -19.88 -38
Maddova 14 75 109 | 21661 | 38106 -45 -23
(2006)
UMI Countries 8 20 71
MI Countries un 23 76
peveloping 24921 | 2949
World 7 24 34 21970 | 24563

Source; IMF, WEOQ, October 2013 and WDI

Note: Domestic credit to private sector refersto financial resources made avail able to the private sector through
loans, purchases of non equity securities, trade credits and other accounts receivable that establish aclaim for
repayment. Somecellsareleft blank because the datawas not availablefor these aggregates. Hungary experienced
negative growth in 2007. For this reason, consumption datafor Hungary is negative in 2007.
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However, asmentioned before, the high growth took place along with anincreasein monetary/financia
vulnerabilities. Asforeign capita continuedtoflow in, real gppreciation of exchangeratesand credit growth
accelerated. Asaresult, consumption expenditures, some of which fed imports, increased and current
account deficitsworsened. The current account deficit of Bulgaria, Latvia, Moldova, Lithuania, Romania,
Croatia, Armeniaand Ukraine reached enormousamounts: 25.2 per cent, 22.4 per cent, 15.2 per cent,
14.4 per cent, 13.42 per cent, 7.3 per cent, 6.4 per cent and 3.7 per cent respectively (Table 1.5). In other
words, these countriesaccumul ated liabilitiesto be paid to therest of theworldin thefuture, which made
them highly dependent onfinancia flows®

Table 1.5%: Inflation, real exchange rate and current account

Table5 Inflation REER /REER Index CA Balance (% of GDP)

2002 2007 2002 2007 2002 2007
Latvia 195 101 -29 6.6 -6.66 -22.44
Lithuania 034 582 28 3 515 -14.47
Hungary 526 793 845 100.2 -6.99 -1.27
Romania 25 483 823 1116 -333 -1342
Croatia 167 287 0.8 97 -1.2 -1.26
Bulgaria 58 757 758 911 -2.37 -25.2
Russia 15.78 9 65.1 91.8 843 548
Ukraine 0.75 128 1023 115 748 -3.69
Armenia 1071 455 94.18 124 -6.228 -6.401
Mddova 521 124 7 874 -1.19 -15.24
Kuwait 0.797 547 11.18 36.79
Mexico 5037 397 1114 90.12 -1.883 -1.368
Turkey 5134 876 -0.269 5838
Botswana 8026 708 383 1511
Paraguay 1051 813 110 1262 9808 5606
Emerging M arkets 711 781 -112 -3.73

Source: IMF, WEQ, October 2013 for Inflation, CA deficit, Eurostat REER and REER Index

Note: Since the REER index datawas not available for Latviaand Lithuania, REER datafrom the Eurostat are
given for these two countries. In the remaining countries, the REER index was used. Data was not available for
cellsthat have been left blank.

10
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The high current account deficits and dependency on financia flowswereimportant factors, but these
werenot theonly vulnerabilities. Inmany of the countriesthat weinvestigate here, total debt was denominated
primarily inforeign currency (from euro to yen), making corporate and househol d borrowers, and hence
creditor banks, vul nerableto adepreciation of the exchangerate (Berglof et a, 2009). Another significant
characterigtic of thedebt Sructurewasre ated to the high levelsof debt accumulation by the private sector.
Table 1.6 demondtratesthat private debt/GDPratioincreased significantly inal countries, whereas, except
for Hungary, government debt/ GDPratio decreased in countriesfor which dataareavailable. In other
words, a though these countriesenjoyed improvementsin their public balances, they continued to accumul ate
debt indifferent forms.

Inadditionto thefinancid flows, high commodity priceswereanother driver of growthin Russia, Ukraine
and Armeni&’. These countriesproduced arel atively narrow spectrum of industria products compared to
other countriesinthisgroup. For example, Russiaand Ukraine based their exportson mainly the oil and
steel industriesrespectively. Armeniasallsmainly meta sand some precious mineras. Since commodity
priceswererising prior tothecriss, thesethree countries benefited from rising pricesand the concomitant
riseinexport revenues. Asaresult, Russiain particular was ableto achieve current account surpluses. In
fact, it wasthe only country with current account surplusin thisgroup of countries.

Thesituation in Moldovawas dightly different to other countriesin the set. The country based itsgrowth
performance prior to the crissmainly onitsexportsto Russiaand on remittances of workerslivingin
Russia Themain export commoditiesof Moldovawereagricultura products. When Russaenteredintoa
political and economic crisis because of the Russia-Georgiawar and banned M oldovan wineexports, the
country faced hugedifficulties. Therefore, theeconomic environment in M oldovahad dready deteriorated
prior tothecriss.

11
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Table 1.6: Debt structure
Private Debt General Gov GrossDebt External Debt Socks
(% of GDP) (% of GDP) (% of GDP)
2002 2007 2002 2007 2002 2007
Latvia 512 123 136 91
Lithuania 298 779 22 168
Hungary 655 1398 559 67 2370 6544
Romania 309 66.8 249 128 1291 2341
Croatia 64.2 1173 A7 328
Bulgaria 328 1373 524 172 6.95 3250
Russia 40.30 8511
Ukraine 3353 1231 6.45 2760
Armenia 38105 14.249 1509 1084
Mddova 66.19 2515 20.35 26.29
Kuwait 32333 11832
Botswana 42951 37562 453 439
Turkey 4 39.907 1343 1960
Botswana 831 8212
Paraguay 538445 19.325 738 413
Developing Countries 5149 3461

Source: IMF, WEO, October 2013 General Gov. Gross Debt, Eurostat for private debt add WB for External Debt
Stocks/GDP and REER Index

Note: External debt stocks/GDP data is obtained by dividing ‘External debt stocks, private nonguaranteed’ to

GDP (current USD).

To sumup, it would not be mid eading to statethat, a though these countrieswereexperiencing their golden
ageintermsof growth performancefrom 2002 to 2007 and 2008, important vul nerabilities, whichwere
mainly related to the structural problemsin theintegration of these countriesinto theworld economy,
emerged inthe same period.

3.1 Tradechann€

Astherecession degpened in advanced countries during the second half of 2008, the economiesin our
samplewereserioudy affected by the contraction in global trade dueto their high dependence on advanced
country marketsfor their exports.

12
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Theoverwhelming mgjority of the countrieshaveavery hightradeto GDPratio. Inthissense, thetradeto
GDPratiosin 12 of the 15 countries were considerably higher than the middleincome, upper middle
incomeand world averages. Given the high degree of openness (Figure 1.1), thetrade channel iscrucia in
explaining theimpact of the crisson thetransition economies. In generd, thetrade channel played arole
duringtherecent crisisin the upper middleincome countriesthrough two mechanisms. Firgtly, thedemand
for goods and services plummeted in 2008. Immediately thereafter, the prices of commodities began to
fdl.

Figure 1.1: Trade openness (X+IM)/GDP
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Source: WB, WDI, 2008 data was used

Asthegloba economy enteredinto arecessionary period, thedeclinein globa demand was accompanied
by adrop in commodity prices. For example, after reaching apeak of $133 per barrd in July 2008, the
priceof ail fell by morethan 70 per cent to an average of $39 per barrel in February 2009. Similar declines
wereobserved inthe prices of meta products such as copper.®

Thedeclinein global demand affected dl thetrangition countries, whereasthe declinein commodity prices
mainly hit commodity exporting countries (Ukraine, Russaand Armenia). Overal, both effectsimplied that
exporter countries sold their goods and servicesat lower prices. Asaresult, as Table 1.3 demonstrates, al
countries experienced asharp declinein the growth of exports of goodsin 2009 compared to the pre-
crisisperiod. Themagnitude of the export shock thetransition economies experienced varied from about
15 per cent to 40 per cent. As expected, commodity exportersArmenia, Russiaand Ukrainewerefaced

13
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by amorethan 30 per cent declinein their exports. In other words, the trade shock hitting the Russian,

Ukraineand Armenian economieswas cong derably larger than that of other upper middleincome countries.

Although globa turmoil affected dl export activitiesregardlessof thefind destination of exports, geographica
concentration played asignificant rolefor al of the countriesthat we discuss. For example, the strong
dependence of thetransition countries on other European countries and the interdependence between
these countriessignificantly contributed to the deterioration of export growth inthese economies, especialy
asmany of these economies have had strong tieswith the Russian economy.

Itisobserved that EU countries constitute the mgjority share of export partners of the countriesin this
sample® (WTO). For instance, the share of EU countriesintotal exportsreaches 70 per cent in Romania.
In Ukraineand M oldovathe shareisbel ow 50 per cent (25 per cent and 47 per cent respectively, but this
ratioistill quitehigh). However, these countrieshave strong trade rel i onswith Russia, which experienced
asharp declineinitsGDP Althoughit isdifficult to reach aconclusive verdict, the contagion effect might
have been weaker if these countries had diversified trading routes prior tothecrisis.

In addition to the degree of opennessand geographica concentration, the composition of export products
was an important factor in the deterioration of export performancesin these countries. Astheanalysis
carried out by Berkmen et d (2009) demonstrates, the countries exporting manufactured goodsto advanced
countrieswere hit hard by the declinein demand compared to countries exporting food. Giventhehigh
income e adticity of the demand for manufactured goods, it isreasonableto concludethat theten countries
that arediscussed in thissection were severdy affected by the cris ssnceindustrid products constitutethe
majority of their exports (except for Armeniaand Russia) (based on WTO data).®

To someextent, in some countriesthedegree of theimportance of thetrade channd wasa soinfluenced by
the choice of exchangerateregimes. Ingenerd, countriesmay |ose competitivenessininternationa markets
if their trading partnersdeva uetheir currencies. Among the countriesthat wediscussin thissection, Latvia
and Lithuaniawere membersof the European Union. Therefore, their currencieswere pegged to the euro.
Since membership of the European Union requiresthe adoption of the euro in due course, these countries
werenot allowed to deva uetheir currencies dueto the Maagtricht criteria (which definethe preconditions
for theadoption of theeuro). Therefore, these countriesfaced atradeoff between maintainingtheir pegand
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their commitment to the Union, and gaining competitivenessin internationa markets. In both countries
national authoritiesdecided to maintain their peg at the cost of reduced competitiveness. For example,
policy makersin Latviadiscredited deval uation because adherence to the euro peg was seen astheonly
reasonablelong term strategy to secure accesstointernational lending facilitiesand investment (Reinert et
a, 2010). Similarly, Lithuaniagave priority to astablefixed exchangeratein order to be ableto beapart
of the euro zone. According to Purfield and Rosenberg (2013), the Baltic countries’ real effective exchange
rates appreciated against the euro while many trading partners’ currencies depreciated, contributing to
reduced competitivenessininternational marketsand further deterioration of export performances.

3.2Financial channd

According to many economists, themgority of devel oping countriesdid not encounter afinancia collapse
duringtherecent crisisrel ativeto thecrisesinthe 1980sand 90s. However, someof thetrangition economies
were among exceptionsthanksto very hasty liberalization, rapid deregulation and strong linkages between
their financial markets and those of European countries. In the period from 2002 to 2007 these policy
initiatives contributed to the buildup of vulnerabilitiesthat lay just below the surface. Aswe previously
gtated, thesignificant shareof creditsinthese countrieswas denominated by foreign currencies, particularly
inthe CEE countriesin our set. Inthe samevein, theloanstakeninforeign currency were central to the
transmission of thefinancia crisisinto the Central and Eastern European (CEE) countries (Sprenger and
Vincentz, 2010)3. Sincethese countrieswerein the processof integration into the euro zone, they ignored
therisksrelated to exchangeratevolatility. Additional ly, many firmsthat borrowed in foreign exchange
beforethe crisishad foreign currency incomes coming from exports. Asaresult, investorsand households
found foreign currency loans manageable. However, theboom in financia marketscameto anendwiththe
globd crisis. With theemergence of aglobd turmoil, borrowing inforeign currency opportunities decreased
asforeign banksreduced their net assets. Asasset holdingswere reduced, credit to these CIS countries
alsodried up*.

Therratio of financia account balance to GDPin the transition countries can be seen in Table 1.3%.
Accordingly, in al countries the ratio decreased compared to the pre crisis period. However, the
importanceof thefinancia channel wasmoresignificant for Latvia, Lithuania, Ukraineand Russa. Inthese
countriesmacroeconomic vul nerabilities such ashigh current account deficits (except for Russia) generated
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adverseexpectationsfor foreign investorsand high vulnerability of the domesticfinancia system (Griffith-
Jones and Ocampo, 2009). Asaresult, rapid withdrawal s of private financial flows occurred. For the
Russian case, the Georgian-Russian war had a ready decreased the appetite of internationa investorsfor
Russian assets. In the remaining countries, areversal of financial flowsdid not occur but they faced a
sudden stop and wereleft with no credit or liquidity®.

Asexplained before, in the transition economiesfinancial flowsalso served to feed domestic demand by
contributing to consumption and investment expendituresin the pre crisis period. Therefore, when
internationd financing opportunitieswerelimited and the cost of externd financingincreased, contractions
in consumption and investment took placethrough adeclinein credit to domestic players(Table 1.4). Totd
investment declined by 57 per cent, 41 per cent , 38 per cent, 34 per cent, 28 per cent, 23 per cent, 23 per
cent and 17 per cent in Lithuania, Moldova, Ukraine, Latvia, Russia, Hungry, Armeniaand Croatia
respectively®*. Additiondly, adeclinein consumption contributed to the sharp declinein domestic demand.

In countriessuch asLatvia, Ukraineand Russ athe banking sector experienced particular stressduetoa
lack of liquidity. Increased foreign ownership of CIS banks, in some cases, turned out to be a source of
fragility asthese bankswithdrew lending to their subsidiariesfrom devel oping and transition countriesin
order to strengthen their very weak positionsin devel oped countries (Griffith-Jonesand Ocampo, 2009).

Asaresult, the balance sheets of financial institutions contracted and governments had to support the
banking sysemwithliquidity injections. For example, in Latvia, Swedish banks, which had strong connections
with the Latvian banking sector, reacted to the crisisearly and severely by withdrawing money from their
Latvian investments. Thisresulted in deterioration of the bal ance sheet of the one of thelargest Latvian
banks, Parex (Dudzifiska, 2011). Similarly, Russaand Ukraine experienced stressintheir banking sectors.
In Ukraine, many bankswereunableto refinanceforeign loansand meet their obligations. Asindividual

depositorstried to withdraw their money, arun on the banks devel oped and abanking crisisemerged
(Shkuraand Peitsch, 2011). In Russiathe effects of the global crisison the banking sector were much
moresevere, with 47 Russian banksfailing after September 2008 (Fidrmuc and Siif3, 2009).

In addition to export revenues and financia inflows, remittances provided another source of incomefrom
advanced economies to upper income CIS countriesin the pre-crisis period. However, as advanced
economiesbecame caught up inthecrigs, remittances provided achanne for thetransmission of thecriss
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to these countries. Among the countriesthat we have focused on, Moldovawas particul arly affected by
thischannel . With thed owdown inthe Russian economy, incomesof Moldavianimmigrantsin Russiafell
sharply and they could not send money back to their familiesat homein Moldova(Figure 1.2).

Figure1.2: Personal remittancesreceived in M oldova (% of GDP)
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4. Other countries

Asdiscussed above, the 15 most affected countries are dominated by thetransition economies, which
were affected by thetrade channel and various degrees of financia flows shocks. Theremaining five
countriesinclude Kuwait, Botswana, Paraguay, Mexico and Turkey. Thefirst three countries can be
considered ascommodity exporterswith current account surpluses. However, Mexico and Turkey are
relatively big upper middleincome countrieswith strongindustrial baseswith arelatively mildand high
current account deficitsrespectively. Although the majority of the countriesinvestigated in this section
experienced cons derabl e sudden stops, aselaborated inthefollowing sections, thetrade channel canbe
cons dered themain channe through which the crisis spreadsinto these countries. Pre-crisisconditionsin
these countrieswererddively better thaninthefirst set of countriesathough the Turkish casedemonsirates
some characteristics of thetransition economies such ashigh current account deficits. After investigating

pre-crisisconditionsin these countries, wewill shift our focusto the transmission mechanisms.
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Mexico and Turkey focused on fixing several traditional sourcesof fragilitiesinthe precrisisperiod.
Mainly, they gave priority to reforming their macroeconomic policy framework. Accordingly, they shifted
to aflexible exchangerate system and adopted an inflation targeting regime asaframework to conduct
monetary policy. Inflation rateswerereduced from 17.3 and 71.28 per cent (average between 1990 and
2002) to4.32 and 12.46 percent (average between 2003 and 2008) in Mexico and Turkey respectively.

In Mexico the more stable macroeconomic environment was reflected in export performance and the
availability of credit; exportsof goodsand servicesincreased by approximately 10 per cent between 2002
and 2008. The current account wasin amoderate deficit position with an average 1.25 per cent deficit
between 2002 and 2008. Inth period financial resources from abroad became more availableto the
economy. Inrelationto this, domestic credit to the private sector (as percentage of GDP) grew by 40.98
per cent from 2002 to 2007 (Table 1.4). Inlinewithincreasing availability of credit, thereweremoderate
increasesin consumption and investment expendituresaswell. Final consumption expendituresincreased
t0 3.82 per cent in 2007 from its negative level of 0.05 per cent in 2002. Asfor investment expenditures,
therewasadight increasein totd investment to GDPratio from 2002 to 2007. However, thelevel stayed
at around 20 per cent, which cannot be cons dered high enough among emerging market countries, especialy
compared to the Asian countries. The Mexican economy did not experience a rapid credit boom
accompanied by high investment and consumptionincreasesbeforethecriss. Itsvulnerability lay inthefact
that the Mexican economy waslimited initsdiversity and was highly dependent on export revenuesand
financial flows coming from the US. Indeed, trade with the US made up 78 per cent of Mexico’s total
trade.

After thecrisisof 2001, Turkey entered into anew economic era. Asaresponseto the crisisof 2001, a
new program under the auspicesof the IMF, which included many structural reforms, wasput in practice
(Comert and Colak, 2014). For instance, new regulations for the banking system were introduced,

privati zation attempts were accel erated, and the Central Bank wasturned into anindependent body and
started toimplement inflation targeting policies. Asaresult of thesereforms, Turkey managed to decrease
thehighinflation ratesthat were prevaent in 1990s, and therewasanimportant declineinthe public debt
to GDPlevelsafter 2002.

18



THE IDEAS WORKING PAPER SERIES I 0/2015

Similar to other countriesin our set, Turkey a so benefitted from the abundance of globa liquidity inthe
pre-crisis period. For instance, partially thanksto high financial inflows, domestic credit to the private
sector (as percentage of GDP) grew by 103.12 per cent between 2002 and 2007 (Table 1.4). The
bonanzaof financid flows caused acons derable gppreciationintheTurkish lirathat worked asanimplicit
exchangerate peg curbing inflation and improving the balance sheets of economic agents (Benlial per and
Comert, 2014).

Although agroup of academicsand politiciansinterpreted the period after 2002 in Turkey asaprosperous
period (Karagdl, 2012), several structural macroeconomic problems continued to persist. For instance,
investment rates continued to stagnate at around 20 per cent®”. Although exportsrapidly increased prior to
thecriss, because of structura problems(such as high dependence onimportsto produceexport products)
and theappreciation of TL, thecurrent account deficit widened significantly. The current account deficit to
GDP ratio increased from 0.26 per cent in 2002 to 5.53 per cent in 2008 and was 4.02 per cent on
averageduringthisperiod. Inrelaiontothis, aswill beeaborated onin next sections, Turkey had rdatively
low diversfication initsexportsmarkets. Additionally, although theinflation ratewas reduced after 2001,
itwasdill reaivey high giventhegloba disinflation environment®, Last but not theleadt, the unemployment
rateremained at ahigh level, with an average rate between 2002 and 2008 of 9.25 per cent despitethe
apparent economic growth. For thisreason, asubstantial number of economists, such asTelli, Voyvoda
and Yeldan (2006), Yeldan and Ercan (2011), and Sonat and Herr (2013), concluded that the growth that
the Turkish economy experienced after 2002 has been ‘jobless growth’.

Kuwait, Botswanaand Paraguay based their growth performances on high export revenuesfrom high
commodity prices. For instance, the exportsof fuelsand mining products congtituted 94.7 per cent of total
exportsfor Kuwait. Asfor Botswana, the mining sector hasthebiggest sharein GDP®. In Paraguay, the
export sectorsweredivided into threemain sectors, namely agricultural products (58.5 per cent), fuelsand
mining products (31.1 per cent), and manufactures (8.8 per cent) (WTO).

From Table 1.4, we seethat theincreasesin the domestic credit, consumption and investment expenditures
inthe countriesunder investigati on in thissection were much moremoderate compared to thefirst group of
countriesthat were severely affected by both thetrade and financia channels.° Asin the case of other
countries, public debt had been decreasing. Although deteriorationswere observed in somevariables,
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such ascurrent account ba ancesin some countries, the magnitude of deteriorationwas smaller compared
to thetransition economies. Apart from Turkey, none of these countries suffered from significant current
account deficits®. Rather, asmentioned before, it was generaly the limited number of export partnersand
hi gh dependency on commodity pricesthat exacerbated the effects of external shocksin these countries.

Inthe Turkish caseal arge sudden stop™ & so put significant pressure onimportant macroeconomic variables.
4.1 Tradechannd

Asinthecaseof thetrangtion economies, the countriesthat we consder in this section were affected by
thetrade channel through two main mechanisms: 1) thedemand for their goodsfrom advanced countries
plummeted and 2) commaodity pricesdeclined.

AsTablel.3demonstrates, it isevident that the export of goods declined significantly in 2009 compared
totheprecrisisperiod infivecountriesunder investigation. It seemsthat the magnitude of the trade shock
moreor |essdetermined the size of GDP growth reduction among these countries. Export growth declined
in Kuwait, Botswana, Turkey, Mexico and Paraguay by 37.4 per cent, 28.5 per cent, 22.1 per cent, 21.2
per cent and 20.3 per cent respectively. Themagnitude of GDPdeclinewasmoreor lessinthesameorder:
7.8 per cent (Botswana), 7.0 per cent (Kuwait), 4.8 per cent (Turkey), 4.5 per cent (Mexico) and 3.9 per
cent (Paraguay).

Whenwelook at thetrade partners of these countries, it isobserved that European countriesand theUS
havethebiggest shareintotal exportsfrom Turkey and Mexico respectively. The share of exportsto the
European countriesfrom Turkey is 63 per cent®® and the share of exportsto theUSisfromMexicois78
per cent (WTO). Sincediversfication of export partnersishighly concentrated and these partnerswere hit
hard by the crisis, asharp contraction in exports can be easily understood.

If welook at the composition of export productsfrom these countries, it isobserved that manufactured
goods constitute the majority, making up of 70.8 per cent and 72.7 per cent of exportsfor Turkey and
Mexico respectively. Sincetheelasticity of demand for manufactured productsishigh, it followsthat
demand for manufactured goods declined when theincomelevel sin advanced countries deteriorated. For
instance, the car industry, which isavery sizeable export industry in Turkey, was grestly affected by the
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globd criss(Sturgeon et d, 2009). Therefore, thelower externa demand contributed negatively to export
performance and GDP growth in the country. Thelower export prices amplified thedirect impact of a
lower global demand and spread theglobal crisisspecificaly into commodity exporter countries.

Risksregarding high dependency on commodity priceswere pronounced for commodity producer countries
in many studies. For instance, Meyn and K ennan (2009) arguethat Botswanawas among the high risk
countriessince 80 per cent of exportswerederived from mining, and writerssuggest thedirect transition of
declining demand and pricesinto decreased investment and unemployment show up asredlity later on. In
the same study, Kuwait was among the most dependent country exportersintermsof shareof il intotal
exports. Paraguay wasa so partidly vulnerableto the changesin commodity prices. Eventualy, when the
commodity boom cameto ahalt, varying degrees of reductionsin export revenuesand GDP growth rates
occurred inthese countries depending on the degree of theimportance of commodity exportsand other
factorsincluding policy responses. However, asin the case of other commodity producers, these countries
benefited from afast recovery of commodity pricesaswel [,

4.2 Financial chann€

Thetransition economies experienced asignificant declinein net financial flows. Moreover, in Latvia,
Lithuania, Ukraineand Russiaareversa of financia flowsoccurredin 2009. Not surprisingly, thesefour
countriesweremost affected by thecriss.

Asfor the countriesthat arediscussed in this section (Turkey, Mexico, Kuwait, Botswanaand Paraguay),
they also experienced adeclinein net financial flows. However, compared to the shock that advanced
economiesand the countriesin thefirst group faced, the magnitude of thedeclineinfinancia flowswas
relatively small inthese 5 countries.

Figure 1.3 demonstratesfinancia flowsrelativeto GDPfor Turkey, Mexico, Paraguay, Botswanaand
Kuwait. For Turkey net financia flowsreached 7.2 per cent of GDPin 2007 then declined to 1.65 per cent
in 2009. Although thiswas asignificant d owdown leading to adepreciation pressureon theliraand a
declinein domestic credits, Turkey did not experienceareversa of financial flows. Overall, financia
capita continued toflow into Turkey butinsmaller amounts. If wecomparethissituation withthe 1994 and
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2001 crises, itisobviousthat the magnitude and duration of the past financial shocksweremuch higherin
Turkey. Bothin 1994 and 2001 thereversa of net financial flowsoccurred with magnitudes3.26 and 7.43
percent of GDP respectively (Comert and Colak, 2013). When we compare the financial shock that
Mexicofacedin 2009 withitspast crisisexperiences, it isobviousthat themagnitude of thedeclineismuch
smaller compared to the shocksin 1983 and 1995. Similarly, from thefiguresbelow, it isobserved that
Paraguay and Botswanadid not faceafinancid flow shock in2009. Kuwait hastraditionaly been acapita
exporter dueto it historically massive current account surpluses; thisdid not change muchin the recent

criss.

Inrelation to developmentsin financia accounts, in generd, thefinancia systemsof the countriesinthis
group werenot under severepressure. Intheliteraturetheresilience of thefinancia sectorsobservedinthe
maj ority of the devel oping countriesismainly attributed to high reserve policies (Jeanne, 2007), adoption
of theflexible exchangerate regime (Berkmen, Gelos, Rennhack and Wal sh, 2011) and to the strong
ba ance sheet indicatorsin the banking sectors. However, dthough al thesefactors might have played a
role, they do not completely explain theresilience of thefinancial sectors. Asour study shows, only a
handful of countrieswith very poor pre-crisismacroeconomicindicatorsexperienced financia reversals.
Inthissense, we bdlievethat thefinancia sectorsof themgority of countriesin the Globa South werenot
overtly hurt by the crisis because the amount of net financia flowsto these countriesdid not decline
sgnificantly. Furthermore, unlike many previouscrises, sudden sopsor reversasdid not |ast long after the
recent crigs. Asaresult, aseven our sampleconsisting of theworst performing countriesduring the recent
crisisdemonstrates, the duration and the magnitude of thefinancial shocks hitting these countrieswere
relatively mild. Thispartidly explainswhy financia collapsedid not take placeinthemgority of thecountries
inour sample.
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Figure 1.3: Net financial account (% of GDP)
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Note: Datafor Kuwait before 1991 was not available
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5. Policy responses

Devel oping countriesattempted to weether the crisisby using severa policies. Intermsof monetary policy
responses, contrary to past crisis experiences, devel oping countriesin general were able to conduct
countercyclica policiesby dashing policy interest ratesand pumping liquidity to thefinancial markets. In
past crises, governmentsin the Global South wereforced to respond pro cyclically by increasing the
interest ratesin order to prevent capital flight, international reservelossesand currency runs. Duringthe
recent globa crisisthereweredtill risksassoci ated with confidenceand currencies. However, thed owdown
ingrowth and widening interest ratedifferentid sinfavor of emerging market economies suggest that these
economies had theincentive and leeway to cut interest rates (Moreno, 2010). Besidesthis, asexplained
above, sincethefinancia marketsin advanced countrieswereintota disarray, therewerenot many safe
haven assetsor financid markets, which enabled emerging market and other countriesin the Global South

to have some extraroom for the conduct of expansionary monetary policy.*

Countriesinthe South asagroupimproved ther fisca positionsprior tothecrisis. Improved fiscd stances
across the South allowed them to acquire enough fiscal space to design and implement packagesto
counteract the contraction in theworld economy (Cebaloset a, 2013).

However, themgority of the countriesweandyzein thispaper could not utilizefiscd policy and/or monetary
policy relative to many other devel oping countries. On the one hand, the mgjority of the countriesthat we
consider werelimited in their fiscal responseseither by limited fiscal space or by the Euro zone entry
requirements. On theother hand, themonetary policy responses of these countrieswereeither ineffective
and/or insufficient. Inthis sense, thelack of fiscal policy room and/or thewill to boost economic growth
and ineffective/insufficient monetary policy responses are among the reasons behind the very poor
performance of the countriesin our sample. Asaresult, these countries were not ableto boost domestic

consumption and investment to counter theimpact of thecriss.
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5.1 Monetary policy responses

Analyzing policy responsesin all these countriesis an extensive subject that exceedsthe scope of this
paper. Therefore, inthissection our primary aimisto understand whether therewas an early reaction to the
crissintheform of asignificant cut in policy rates. Thereexisted heterogeneity in theability of developing
countriesto undergo significant reductionsintheir policy rates. In Table 1.7 policy interest ratesare given
for certaintimeperiods. Sincetheam of the paper isto explain the contractionsin the GDP growth rates
in 2009, we only considered the reductionsfrom 2008 to thefirst quarter of 2009.

Anearly and sgnificant reductionin policy ratesdid not take placein any of the countriesthat we consider.
InMoldovaand Turkey policy rateswere cut by morethan 10 per cent; however, the reductions started
when these economieswereaready in deep recession.

Thereare someattemptsto explain thedifferencesin theability of countriesto cut interest rates. In generdl,
theexchangerateregime, inflationary outl ook, fiscal situation and BOP constraintsare seen asthemain
factorsthet created divergencesin policy responses.®Akyiiz (2009) pointsout that the Balance of Payments
(BOP) congraint isanimportant factor in preventing Significant reductionsininterest retesin somedevel oping
countries. In other words, the BOP repercussionsto lower interest rates might prevent some countries
from implementing expansionary monetary policiesduetofear of financia reversals. Furthermore, one of
the obstacl estoimplementing an effective monetary policy would be concernsabout international reserves.
Many studies stressthat the vulnerabilities of devel oping countriesto rapid deteriorationin capital flows
diminished sincemany of these countrieshad far higher levelsof foreign exchangereservesinreationto
previous crisesfinancing needs.*
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Figure 1.4: Total reserves (% of GDP)*
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between 2002 and 2008 was taken

InFigure 1.4 thelevel of reservesinrelationto GDPisgivenfor countriesin our set. Comparing the
existing data with that of the developing countries’ average®, it is observed that thelevel of reserve
accumulation waslower for the mgjority of countriesin our set, except for Bulgariaand Botswana®. We
can concludethat the countriesin our samplemay not have had enough spaceintermsof reserveaccumulation
withwhichto cushion theimpact of thecriss. Under thiscondition, theauthoritiesmay have been avoided
dashing policy ratessignificantly because of afear of financial reversals.
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Table 1.7 :Policy rates
Policy Rate
Latvia Overnight Interbank Rate 2008Q3 2008Q4 2009Q1
43 25 11
Lithuania | Overnight Interbank Rate 2008Q3 2008Q4 2009Q1
46 36 10
Ukraine Discount Rate 2008 2009
120 10 | 120
Armenia REPO Rate 2008 2009
7.75 725 7.75
Russia Refinancing Rate 2008Q3 2008Q4 2009Q1 2009Q2
u 13 13 15
Kuwait Discount Rate 2008Q3 2008Q4 2009Q1 2009Q2
5750 3750 3750 3000
Croatia Lombard Rate
Hungary BaseRate 2008 2009
10 950 | 625
Romania Policy Rate 2008 2009
1025 95 | 8
Madova Key Monetary Rate 2008 2009
160 140 | 50
Mexico Overnight Interbank Rate 2008 2009
825 450
Bulgaria Basel nterest Rate 2008 2009
577 517 | 05
Turkey Overnight rateuntil 2010, 2008 2009
1 Week REPO rateafter 2010 1950 1550 | 90
Botswana Bank Rate 2008 2009
150 150 | 150
Paraguay 14 day Interest Rate
EuroArea | Theinterestrateon main 2008 2009
refinancing oper ations 250 10
United Federal FundsRate 2007 2008 2009
Sates 433 04 013

Sources: Passport database (for overnight interbank rates, Latviaand Lithuania); IMF, IFS (refinancing rate of
Russia, discount rate of Kuwait); Central Bank of Armenia (www.cba.am); National Bank of Ukraine
(www.bank.gov.ua); The Central Bank of Hungary (www.mnb.hu); BancaNationalaa Romaniei (www.bnro.ro);
Bulgarian National Bank (www.bnb.hg); Central Bank of Republic of Turkey (www.tcmb.gov.tr); Bank of Botswana
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(www.bankofbotswana.bw); IMF, International Financial Statistics (for Moldova, Mexico, Euro Areaand United
States)

Note: Since countries use different interest ratesas policy variables, thereisno unity of data sources. Therefore,

we have searched for policy interest rates of all countries individually. For some countries, data was available

quarterly. Wetried to determine the data period in away that give us as much necessary information as possible.

For some countries, only yearly datawas available. For these countries, datais given for 2008 (at the end of the

year), 2009 and 2010 (at the beginning and end of the year). Datawas not available for the cells that have been

left blank
Thetimelinessand the magnitude of thereductionin policy ratesisanimportant i ndicator that showsthe
approaches of various countriesto thecrisis. However, policy measurescan betrandated into recovery in
economic activity if reductionsin policy rates can bereflected to market interest ratesand, inrelation to
this, tored interest rates. In Table 1.8 redl interest rates between 2008 and 2011 are given. When therates
inTable1.7 and 1.8 arecompared, it isobserved that, although policy rateswere cut from 2008 to 2009
indl countries, red interest ratesincreased significantly in thisperiod. Thismight be caused by twofactors.
First, market interest rates might be unresponsiveto the policy rates. Thisphenomenonwould beasign of
thefact that policy interest rate cutswere not trand ated into other market interest rates such aslending
rates. Given thefact that the countriesin our samplefacealot of challengesintermsof theinterest rate
channel, theseresultsare not surprising. Second, some economiesunder investigation such asLatviaand
Lithuaniawere overheating beforethecrisis. Therefore, sharp declinesininflation ratesresulting from
global contractionindemand caused real interest ratestoincrease. For example, inflation decreased from
14.25 per cent to 3.26 per cent, from 11 per cent to 4 per cent, from 12 per cent to O per cent and from
11.9 per cent to 2.5 per cent in Latvia, Lithuania, Moldavia, Bulgariaand Paraguay respectively. Asa
result consumption and theinvestment inducing effects of interest rate cutsdid not work properly inthese

countries.
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Table 1.8: Real interest rates and inflation
Real I nterest Rate (%) Inflation

2008 2009 2010 2011 2008 2009
Latvia 221 1799 1215 -0.05 15.25 326
Lithuania -1.24 1256 383 11.08 416
Ukraine -8.62 6.83 186 141 2520 1590
Armenia 4203 1580 1060 1291 9.01 34
Russia -4.86 1305 295 -6.12 14.10 1165
Kuwait -7.10 30.89 917 -134 6.30 461
Croatia 414 845 1046 657 6.06 237
Hungary 4.65 721 528 558 6.06 421
Romania 047 1252 759 4.36 784 558
Mddova 10.78 1799 475 6.305 1270 0.006
Mexico 255 341 113 005 512 529
Bulgaria 225 6.71 812 544 1195 247
Botswana 712 100 -6.3 52 1262 810
Paraguay 151 5.7 188 6.9 10.15 259
Turkey 1044 6.25

Source: WDI & IMF, WEO 2014

Note: Real interest rate is the lending interest rate adjusted for inflation as measured by the GDP deflator.
Inflation refers to percentage change in consumer prices index

5.2 Fiscal policy responses

One of themainweaknesses of the countriesunder theinvestigationwasthelack of proper fiscal response
tothecrissdueto limited fisca space, among other considerations. In Figure 1.5 fiscd positionsof these
countriesare shown by avery simpleindex. A negative val ueindicatesthat the country had fiscal deficit
prior tothecrigs. Therefore, thesmaller theindex, i.e., smal positiveor negative numbers, thesmaller the
fiscal spacethat acountry can useto respond tothecrisis. Fromthefigureit is observed that thefiscal
gpacewashighly constrainedinthemg ority of countries™™. In countrieswherethemgjority of thegovernment
revenuewas congtituted by high commodity prices(Kuwait, Russia, Botswanaand Paraguay), the situation
wasdifferent. They seemed to haveenough fiscal space.
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Figure 1.5: Fiscal positions before the crisis
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Source: IMF, WEO, October 2013

Note: Fiscal positions of the countriesbeforethe crisisare calculated asfollows: (2005-08 averagefiscal deficit/
gdp)+(2005-08 average government. revenue/gdp)

However, overdl, themaority of the countrieswerenot prepared for thecrisisintermsof fiscal space. In
Table 1.9 fiscal developments after the crisisare demonstrated. It isobserved that, in the majority of
countries, the growth of total government expenditure was lower than the developing countries’ average.
Interestingly, only Paraguay, who had morefiscal spacereativeto others, seemedto utilize considerable
expansionary fiscd palicies. Thismay explainamild GDP declinein Paraguay rel ativeto other countriesin
our set. Besidethis, Romaniaand Turkey a so wereengaged in someexpans onary policiesthough Turkish
fiscal expansionwasinitiated relatively late (Comert and Colak, 2015).
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Table 1.9: Government expenditures

Growth of General General Government Final
Government Total Consumption Expenditure
Expenditure(as% of GDP) (annual % growth)
2008 2009 2008 2009

Latvia 2086 214 153 915
Lithuania 732 18.06 734 -1.88
Ukraine 823 236 11 24
Armenia 082 2840 -185 122
Russia 361 257 34 -06
Kuwait 3420 442
Croatia -330 6.36 024 044
Hungary -2.76 447 107 -063
Romania 459 398 6.84 949
Moadova 2.35 890 1164 -2.86
Mexico 1229 6.12 303 224
Bulgaria 0.66 286 0938 -6.48
Turkey 271 1184 174 777
Botswvana 309 857 498 2%
Paraguay -6.91 2703 35 1367
Emerging M arkets 528 517
UMI 567 6.81
M 6.59 755
Advanced Economies 479 1014
EuroArea 255 863 2.323302 2583143

Source: WB, WDI & IMF, WEO

Note: General government final consumption expenditure (general government consumption) includes all
government current expenditures for purchases of goods and services (including compensation of employees).
It also includes most expenditure on national defense and security, but excludes government military expenditures
that are part of government capital formation.

Fiveof six CEE countries (Bulgaria, Hungary, Latvia, Lithuaniaand Romania) in our set were already
members of the European Union prior to the crisis and a so candidate countries for the euro zone™.
According to the Maastricht criteria, which define euro zone entry criteria, the public deficitswere not
expected to exceed 3 per cent. Therefore, these countriesfaced atradeoff between their commitment to
the euro and taking countercyclical measures. Asaresult, these countrieshad to adopt fiscal consolidation
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and applied pro cyclical fiscal policiesduring and after thecrisis. Moreover, theIMF and EU financial
support programs, coming with severa conditions, prevented somefrom implementing expans onary fisca
policies. For example, in Latvia, Hungary and Romaniathe requirements of the IMF and EU financia
support programsimposed strict financia consolidation through wide ranging revenue and expenditure
measures from 2009 onward (ECB report, July 2010). Similarly, Bulgariaand Lithuaniaal so adopted
comprehensivefiscal measuresin order to prevent rapid budget deterioration. Asaresult these countries
could not usefiscal policy to tackletheimpact of the crisisand experienced large GDP declines.

6. Conclusion

The 2008 globd crisisthat originated inthe US had apronounced affect throughout theworld. The global
economy contracted by 2.15 per cent in 2009. Although devel oping countries asagroup wegthered the
crisisrelatively well, some countries experienced significant contraction intheir GDP growth rates. Inthis
chapter we have anayzed theimpact of the crisison the 15 countriesthat recorded thelowest GDP growth
ratesin 2009.

Understanding the dynamic process of the crisisisnot an easy task dueto the heterogeneousnature of pre-
crissconditionsand theimportance of different channd sduring the crisisin different countries. However,
itisstill possibleto discern general patterns. The overal evidence showsthat the trade channel wasthe
most important mechanism in thetransmission of the crisisfrom advanced economiesto thecountriesin
our sample. Fluctuationsin commodity pricesand alimited number of export markets, together with high
income el asticity of exports goods, played important rolesinthischannel. Thisimpliesthat export led
growth strategies havetheir own limitationsand are very sensitiveto cyclesin western countries.

Theroleof thefinancia channd variedin different countries. Some countriesencountered massivefinancia
reversalswhile othersexperienced different degrees of financia stops. Ingenera, asexpected, the most
affected countriesin our set arethe onesthat experienced both adramatic declinein their exportsand
financid reversas. Although amost dl these countries experienced spectacular growth performancesfrom
2002 to 2008, they a so accumul ated significant vulnerabilities, which weremainly related to the structura
problemsin theintegration of these countriesto theworld economy, during the sametimeperiod. Inthis

sense, massivefinancia flowsprior to the criseswere responsi blefor the accumulation of considerable
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vulnerabilitiesamong the countriesin our set. Astheincreasi ng recent emphasis on macro prudential
policiesand theadverse effects of portfolio and other flowsto devel oping countriesimplies, devel oping
countriesshoul d take necessary stepsagaingt volatileflows, which arethe sourcesof increasing vulnerabilities
in devel oping countries. Furthermore, those countriesthat wereunwilling or unableto conduct considerable
countercyclical fiscal and monetary policieswere among the most affected ones. Our study suggeststhat
al countriesshould work ontimely and proper fiscal and monetary responsesinstead of being relatively
inactiveintheface of globa shocks.

Overdll, our analysisdemonstratesthat how an economy isintegrated to theworld economyisacrucial
factor in understanding why some countrieswere affected morethan othersby the crisis. Economiesthat
experienced very hasty tradeand financia flowsintegrationwithout muchingtitutiona capacity accumul ated
especially huge vulnerabilities during the ‘great moderation’. Furthermore, those countries with more reliance
on certain export markets and commodity exportsarevery vul nerableto the cyclesin advanced countries.
Therefore, our analysisimpliesthat devel oping countrieswould beless exposed to external shocks by
choosing astrategic integration to the world economy rather than embracing afull fledged neoliberal
agenda.

Notes

1 Aversionof thispaper will appear as achapter inaforthcoming book (Edward Elgar Publisher), The Global South
After the Crisis (edited by Hasan Comert and Rex McKenzie). The names of the authors are in alphabetical order
by authors’ last name. This does not necessarily reflect the relative contribution of the authors.

2 MiddleEast Technical University, hcomert@metu.edu.tr.
8 Université of Paris13, esra.ugurlu@edu.univ-parisl3.fr
4 For example: Ceballos, Didier, Heviaand Schmukler (2013); Eichengreen (2010); Cémert and Colak (2014).

5 Forinstance, the IMF working paper (2009) written by Berkmen, Gelos, Rennhack and Walsh, using cross country
regressions, tries to explain the differences in the impacts across developing countries. They utilize growth
forecast revisions for this purpose. They primarily associate the decline in revisions to financial linkages and,
contrary to our findings, they attach secondary importance to the trade channel. In another study, focusing on
policy responses and recovery period, Didier, Heviaand Schmukler (2011) explore the cross country incidence of
the crisisfor 183 countries. Similarly, Rose and Spiegel (2009) conduct an econometric analysison across section
of 85 countriesto measure the crisisincidence. Contrary to common perceptions, they do not find strong evidence
that associates international linkages with the incidence of the crisis. However, these studies don’t pay enough
attention to country specific factors that may not be easily captured by a panel data econometrics.
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It should be noted that a complete cross country analysis would only be possible if the countries that were least
affected are also analyzed and comparisons between the least and the most affected ones are made. However, that
discussion is beyond the scope of this paper. We are considering comparing the least and the worst affected
countries as a further research agenda.

Apart from some regional studies, there are not many studies focusing on a set of worst affected countries. Many
existing studiesfocuson Central and Eastern European Countries. Bergl6f, Korniyenko, Plekhanov and Zettel meyer
(2009), Kattel (2010), Sprenger and Vincent (2010), ECB Bulletin (July 2010), Aslund (2011) and Bartlett and Prica
(2012) discuss the effects of the crisis on Central and Eastern European countries.

Asaselection criterion, even if we usethe differencein the average GDP growth of countriesfrom 2002 to 2008 and
GDP growth in 2009, the countriesin our set remain mostly intact.

We have eliminated the UAE from the analysis because trade and financial account data were unavailable for this
country.

Since our main focusis on economic factors, therole of other factors such asthe existence of political crisesinthe
growth performance of these countries was also investigated. Among the selected countries only Russia went
through a political crisis (Russia-Georgia War in 2008). Therefore, we mentioned the effect of thiswar on Russia
and other countries in the region such as Ukraine and Moldova in our discussion. With regard to the effects of
natural problems, the effect of drought at the start of the crisis in Paraguay was considered as well, sinceit isa
country highly dependent on agricultural exports, particularly soybeans.

CIS, agroup of aliance countries, refers to former SovietRepublics excluding Baltic States Estonia, Latvia and
Lithuania. Formally, these CIS countries are:Armenia, Azerbaijan,Belarus, Georgia, Kazakhstan, Kyrgyzstan,
Moldova, Russian Federation, Tajikistan, Turkmenistan,Ukraineand Uzbekistan. Georgialeft the group after the
Russian-Georgian War of 2008.

CEE refersto a group of countries including Albania, Bulgaria, Croatia, the Czech Republic, Hungary, Poland,
Romania, the Slovak Republic, Slovenia, Estonia, Latviaand Lithuania. Among these countries, six of them (Bulgaria,
Croatia, Hungary, Latvia, Lithuania, and Romania) arein our set.

Although it has recently become much more obviousthat a positive global outlook was adriving force behind the
overall positive performance of developing countriesfrom 2002 to 2008, many economistsand institutionsincluding
the IMF argued that the performance of the devel oping countriesin this period was the outcome of the improvements
in their policies and ingtitutional structures. For instance, IMF October 2008 World Economic Outlook widely
stresses sound policy choices in developing countries, which enabled them to achieve lower fiscal deficits,
inflation levels and historically high levels of international reserves.

Countrieswith the highest sharesinthe USimportsareasfollows: China (19 per cent), EU (16.7 per cent), Canada
(14 per cent), Mexico (12 per cent) and Japan (6.4 per cent). In other words, devel oping countries have a share of
more than 50 per cent in the US’s total imports.

In the period 2002 to 2008, out of 106 developing countries, 42 countries had surpluses, 52 countries had almost
balance and the rest had considerable deficits in their current accounts.

Many of these countries took measures to strengthen their financial markets as well.

An appreciation of domestic currency would decrease the debt to GDP ratio by causing an increase in GDP
converted in foreign currency.

We think that the positive record of Armeniainitsfinancial account isresulted fromthe IMF |oan of $540 million.
The decline in net financial account starts after 2009. (Source: interview with the prime minister of Republic of
Armenia, adopted from http://mwww.gov.am/en/interviews/ 1/item/2883/ in 6/24/2014).

Thedeclinein net financia flowsin Croatiastarted after 2009. (Net fin. Acc./GDPratio fell to 2.94%in 2010 from
itsratio of 10.44%in 2009).
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A region based classification is possible as well. Transition economies and Turkey can be investigated in terms
of their proximity to Europe. Mexico, Paraguay, Botswana and Kuwait can be put into the category “others’.

Rapid credit expansion also caused real estate bubbles in some countries that are analyzed in this paper. For
instance, housing bubbles in Baltic States are widely discussed in the literature. According to a study by
Krusinskas (2012), three Baltic states (Latvia, Lithuania and Estonia), two of which are discussed in this paper
(Latvia and Lithuania) experienced housing bubbles as housing prices rose out of proportion with the income
of these countries’ residents. For other countries that we investigated, there are some debates on whether they
experienced a housing bubble or not. For most countries, house price data is unavailable or only became
available for the years following the global crisis. Therefore, given the scope of this paper and ongoing debates
in literature, we cannot firmly assert the existence of housing bubbles in the countries that we analyze.
However, existing literature helps us to conclude that increases in house prices were observed prior to the crisis
in many countries. For further discussion, we can suggest the following studies:

Manookian and Tolasa (2011), ‘Armenia’s Housing Boom Bust Cycle’, retrieved from https://www.imf.org/
external/country/arm/rr/2011/112811.pdf on 8/18/2014.

Abotalaf (2011), ‘Kuwait Economic Report’, retrieved from http://www.capstandards.com/
CSR_KuwaitEconomicReport_Feb2011.pdf on 8/18/2014.

Crowe, Dell’Ariccia, Igan and Rabanal (2012), ‘Policies for Macrofinancial Stability: Managing Real Estate
Booms and Boosts’ retrieved from https://www.imf.org/external/np/seminars/eng/2012/fincrises/pdf/ch12.pdf

Wealth effect refers to the change in consumption expenditures that accompanies a change in perceived wealth.
For example, when asset pricesrise, agentsfeel that the value of their portfolio rises and they feel more comfortable
and secure about their wealth, leading them to consume more out of their wealth.

High GDP growth trend based on financial inflows and increased consumption is emphasized for these countries
by many others. For example the ECB report in July 2010argues that, in the years preceding the crisis, Eastern
European countries grew rapidly at unsustainable rates. In this sense, Dudzifiska (2011) associates high growth
rates observed in Latvia between 2004 and 2007 mainly to substantial inflows of foreign capital, which stimulated
domestic demand. Similarly, Stoicui (2012) maintainsthat the growth in Romaniainthe precrisisperiod ismainly
related to the boom in the domestic consumption of durable goods, which aso induced a large current account
deficit.

Hungary, entered crisisin 2007. For thisreason, consumption datais negative for 2007 on 8/18/2014

The effects of financial inflowsin creating higher levels of external indebtedness can be summarized as follows.
Accordingly, large financial inflowsresulted in rapid credit growth, which fed consumption expenditures and put
upward pressures on asset prices. As rises in asset prices created excess demand pressures, their effects were
tranglated into high inflation and appreciated REERs. Asaresult, in the countries under investigation and in many
other upper middleincome countries, there was decreasing competitivenessin international marketsand, relatedly,
higher Current Account deficits.

Definition of the data: Private nonguaranteed external debt comprises long term external obligations of private
debtors that are not guaranteed for repayment by a public entity. Dataisin current U.S. dollars.

Description of private debt/GDP: The private sector debt is the stock of liabilities held by the sectors’ non-
financial corporations and households and nonprofit institutions serving households. The instruments that are
taken into account to compile private sector debt are securities other than shares, excluding financial derivatives
and loans; that is, no other instruments are added to calculate the private sector debt. Data is presented in

consolidated terms, i.e., data does not take into account transactions within the same sector.

In the Russian case financial flows did not reach the levels of other transition countries. However, since the
Russian economy has been giving current account surpluses, positive financial flows put significant extrapressure
on domestic currency and credit expansion in this country.
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The declinein commodity prices can a so be seen from commodity price indexes. For example, the crude oil price
index fell from 181.87in 2008t0 115.787 in 2009. Similar declineswere observed for the metal s priceindex (169.03,
200810 136.53in 2009) and the agricultural raw material priceindex (113.367, 2008 t0 93.929 in 2009).

Thisisrelated, to alarge extent, to geographical proximity and economic integration provided by the European
Union.

The shares of the manufacturing sector (which is an important subset of industrial products) in total exports are
given as: Bulgaria(48.9 per cent), Croatia(61.3 per cent), Hungary (83.7 per cent), Latvia(57.3 per cent), Lithuania
(54.2 per cent), Romania(77.7 per cent), Armenia(27.2 per cent), Moldova (54 per cent), Ukraine (57.4 per cent) and
Russia (19.3 per cent) (Source: WTO).

The main motive behind the high share of foreign currency credits was lower interest rates that paid for these
credits relative to domestic currency denominated credits.

This has created significant stressin these countries since they ran up dangerously large current account deficits
(except for Russia) and took on substantial international debt (Boorman, 2009). In other words, as our study
demonstrated, the countries with large current account deficits were disproportionately hit by the crisisasforeign
investors deleveraged and capital flows dried up.

Although the analysisof thefinancial channel ishighly complex sincethere are varioustypesof financial instruments
and several ways in which financial intermediaries like international banks or global bond markets operate, the
general picture of the financial channel can be seen by focusing on the devel opments in the financial account.
There are different approaches about which indicator would best describe the impact of financial flows on
economies. Borio and Disyatat (2011) arguethat gross flows are much more important indicatorsfor this purpose.
However, as Comert and Duzcay (2014) argue, although gross flows would be a much more meaningful indicator
for devel oped countries, net flows are still crucial to understanding the pressure on exchange rates, which are the
most important factors for asset prices and reserves in developing countries. Moreover, the difference between
net flows and gross flows are not very significant in many devel oping countries. Therefore, we will focus on net
financial flows in our discussion on developing countries whereas gross flows will be emphasized more in our
discussion on the advanced economies. The trendsin gross and net private flowswill be discussed in some cases
for the purpose of highlighting different risk perceptions of private playersin different periods.

Thedeclineinfinancial flowsinto Croatiastarted after 2009. Although the magnitude of the decline seem low from
thefigure, asharp decline of financial flowsoccurredin Croatiaafter 2009. The net financial account to GDPratio
fell to 2.94 per centin 2010 fromitsratio of 10.44 per cent in 2009.

An ECB hulletin (2010) a so highlightssimilar points.

Financial institutions in advanced countries found themselvesin a very bad situation when asset prices lost their
values and the interbank lending market froze. Therefore, these institutions stopped lending (sudden stop). And
some of them started to call back their lending or withdrew funds from their subsidiariesin developing countries
to strengthen their balance sheets in their headquarters (financial reversal).

This shows that the Turkish economy did not devote enough resources to investment in machinery or technol ogy,
which play important rolesin terms of productivity, capacity utilization and sustai nable growth pathsin developing
countries.

For instance, astudy by Benlialper et al (2015) demonstrates that Turkey had the second highest averageinflation
rate between 2002 and 2007 compared to 25 devel oping countrieswith similar GDP size and economic structure.

The mining sector accounted for 34.7 per cent of GDPin 2011. Source: http://www.afdb.org/fileadmin/uploads/
afdb/Documents/Publi cations/Bostwana%e20Ful | %620PDF%20Country%20Note. pdfretrieved in 20.06.2015.

Even though the credit growth in Turkey can be considered moderate relative to that in countries such as Latvia,
Lithuania, Romania, Bulgaria and Ukraine, on average, the credit growth in this country was higher than that in
other upper middleincome countries.
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4 Botswana, Kuwait and Praguay had large current account surpluses whereas Mexico’s balance was slightly
negative.

42 Sudden stop means a slowdown in financial inflows to a country rather than areversal of financial flows.

4 When we consider the European Union instead of Europe, the exports from Turkey to the European Union was 39
per cent.

4 The recent downturns in commodity prices after 2012 have adversely affected many commodity exporters.
4 For the detail s of this discussion see Comert and Colak (2014).

4 For instance, the ECB report (July 2010) links the limited ability of CEE countries to reduce interest rates to
inflationary pressures, risks about financial stability associated with exchange rate depreciations, the share of
outstanding foreign currency loans to the private sector and to high government debt ratios.

47 See, for example: How Did Emerging Markets Copein the Crisis? (Moghadam, 2010)

48 Developing countries’ average was calculated by taking the average of the data between 2002 and 2008 for
developing countriesthat are among the top 50 countriesin terms of GDP size. These countriesare: China, Nigeria,
Kazakhstan, India, Malaysia, Pakistan, Thailand, Argentina, Philippines, Indonesia, Venezuela, Colombia, Republic
of Korea, Algeria, Egypt, South Africa, Chile, Poland and Brazil

49 Detailed information about calculating this average is given in the note under the figure.
50 Thehigh level of reservesin Botswanais aresult of high mining revenues registered under reserves.
51 It was also lower than the developing countries’ average.

52 Latvia, Lithuaniaand Hungary joined the European Unionin 2004. Romaniaand Bulgaria became membersin 2007.
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