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Introduction 

 

The economic crises that have taken place all over the world since the early stages of modern 

age and industrial development, have left enough evidence of the threats that come with a 

mishandling of the finance and economy of nations1. Since the crises that have taken place in 

the 19th century to those that have happened just a couple of years ago, the constant question 

of what should be the role of the State in these difficult episodes, remains; thereupon, during 

the 20th century, diverse theoretical approaches clash in their efforts to face economic crises. In 

one hand, Keynesianism defended a more active role by the State; but in the other hand, the 

Austrian school was way more critical with the idea of active State intervention. Without 

delving in these theoretical discussions, it can be seen that there is no such thing as a single way 

to tackle and understand crises, not to say to establish a specific role that the State must play to 

correct the situation (assuming it should play a role). 

From that context, appears the need to take a specific case to determine the incidence 

and impact of the State role facing these processes, from its governmental and political logic. In 

a particular way, between 1998 and 1999 Colombia experimented what might have been the 

worst economic recession in the country’s history, the crisis was of such magnitude, that it led 

to affectations on both, the financial and the real sector of the economy, therefore, the 

Colombian financial system was heavily threatened and at the same time several 

macroeconomic indicators were affected (unemployment rate in 22% and GDP balance in -

4.2% in 1999) (Dane, 2000). 

One of the main triggers of the crisis was a reversion on external capital flows, due in 

large part because the UPAC2 system offered incentives to allocate resources on house 

purchasing and construction, and in these circumstances, the flow of external capital was 

inefficiently captured by financial institutions to these sectors, nevertheless, it is important to 

 
1 (Reinhart & Rogoff, 2009) conducted a historical review of the different crises that have taken place in various 
countries throughout the world, finding evidence of banking crises in nineteenth-century Europe. 
2 Spanish initials for Constant Purchasing Power Unit, a system that was implemented in Colombia during the 
government of Misael Pastrana Borrero (1970-1974) and that sought to maintain the purchasing power of the 
currency and give opportunity to citizens who will need to take a long mortgage loan term to buy housing. 
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mention that the crisis in Colombia had a major impact due to internal factors, like Perez-Reyna 

argues: 

“At the end of the nineties, the Colombian economy had important macro economical 

unbalances and considerable financial frictions. Following the new responsibilities 

that were acquired in the 1991 Constitution, government spending increased at a 

greater rate than its incomes, and therefore, at the end of the decade the budget deficit 

was high. Additionally, at the start of the decade, the country had an opening of its 

economy that translated into a current account deficit, financed in great part with 

external indebtedness of the private sector.” (2016, p.4). 

 The last gives sights that the crisis occurred in large part from the convergence of 

several factors, the actions undertaken by the government are among those that take more 

prominence. These actions can be resumed on the fiscal deficit that led to the reforms of 91 and 

the opening of the economy started by Cesar Gaviria’s administration. In that context, 

government at that moment had to declare state of economic emergency, thus adopting a series 

of measures that would have different effects for the economy of the country and for society as 

a whole, effects that may be comprehend and valuated from different optics but, that in the end, 

allow to establish what role did the State played and the impact it could had in the framework 

of an economic recession without precedents in the country.  

In this regard, abundant literature has been published that accounts for its causes and 

characteristics and which coincides in placing the first in the dramatic changes that occur in the 

international arena3, in a particular way, the rise of interest rates that boosted an abundant 

outflow of capitals and acted in an special harmful way on the Constant Purchasing Power Unit 

-UPAC- (main mortgage credit instrument in the country), by generating what was known in 

1998 as the UPAC crisis. (Urrutia & Llano, 2012). 

For the interest of this project, less known are the studies that have been published 

about the role played by the policies adopted, back then, by the government of President Andrés 

Pastrana, who, in his speech at the end of 1999, boasted himself of having been able to reduce 

inflation to terms of one digit, and that in a less explicit way, referred to the huge task that await 

 
3 Among these studies, we can highlight (Arias, 2000) and (Arango, 2006 a) in which the crisis is approached mainly 
from the exogenous factors that affected the financial system. 
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him to get the reactivation of the economy by overcoming a crisis that had already transcended 

the purely financial and affected the real sector, as was shown in the previous referred 

indicators of production and employment, in an absolutely worrying situation, without 

antecedents in the economic history of the country. From this premise, the formulation of the 

question that problematizes the development of this project arises: What incidence and impact 

did government measures and policies have on the management to overcome the crisis of the 

late 1990s in Colombia? 

Furthermore, it is important to point that the economic crises are a subject that have 

been little studied by political science, since it is usually treated as a problem that is exclusively 

object of analysis of the economists, nonetheless, nothing is further from reality, since 

recessions and economic crises have causes and effects that are not exclusively limit to macro-

economic analysis. Therefore, this project comes up from a persistent need to obtain a more 

integral perspective of what makes an economic crisis, and this implies putting emphasis in the 

degree of relevance of the government actions, even though, this tends to be usually taken as 

an important factor in terms of the crisis resolution, it is very hard to measure the specific 

effects that resulted from a government intervention, because, is very often, that periods of 

economic recession do not left a clear balance of government management, mainly because 

there is a tendency to give priority in the analysis to other elements such as the behaviour of 

private parties or exogenous factors that may have influenced. 

For political science, the analysis that emerges from here is useful, because when 

entering in dialogue with economics, it is being offer a holistic perspective of one of the main 

functions of the State that is the macroeconomic stability, and in that process, it is also being 

given a sustain of quantitative evidence that pretends that the evaluation and its respective 

analysis be as objective as possible. Hence, there is great hope that the project will contribute 

to a greater understanding of macroeconomic phenomena, as from what happened in practice 

in a specific case in the Colombian economy. With that greater understanding, it is intended that 

with the conclusions derived from this project, many other good contributions will arise by 

providing elements that have an impact on better design of State public policies, this in order 

to improve government management and its relation with the financial well-being of citizens 

and the stability of the economic system as a whole. 
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However, it is also important to mention that the work responds to an imperative need 

for greater dissemination and diffusion of this problematic, since it is not very well-known the 

role that government played in the recession of 1998-1999, at the same time, existing studies 

related to the subject tend to be limited to a narrow circle of experts and specialists that are 

incorporated to diverse government entities, therefore, the project seeks to contribute with an 

integral analysis from the academy that could provide major comprehension elements about 

the crisis. 

Finally, it could be said that the overall objective of this project is to determine the 

impact and incidence of the economic policy applied by the Colombian government during the 

recession of the late 1990s. With that purpose in mind, it is entirely necessary to identify the 

most relevant variables and characteristics that configured the recession, this in order to 

dimension the relevance that the policies adopted had in that particular context, and last but 

not least, it is essential to evaluate the policy and the government actions implemented, in order 

to comply this pledge, the neo-institutional approach will be useful, as this document places 

great stress in the role of institutions and history in the overall economic performance of a 

country,  this with the sole purpose to give a conclusion of the crisis in relation to the economic 

policy, and hoping it will give major insights on the topic treated, particularly, in the fields of 

public management, political economy and public and economic policies. 
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Chapter 1: State of the art of the financial crises 

 

Studies related to financial crises resolution and causes 

There is an extensive literature dealing with the policies that must be adopted in order to solve 

a financial crisis, however, adopting the correct approach to an emerging bank crisis requires a 

clear understanding of what the underlying cause of the crisis is, therefore, it is important to 

acknowledge that the actions taken will have a lasting impact on the ultimate allocation of 

losses in the system, in addition, the longer term implications in the form of moral hazard also 

need to be considered. In this regard, authors such as Laeven (2011) remarks that crisis 

resolution involves inherently complicated coordination problems between debtors and 

creditors, what means that the fate of every agent involved will depend on the actions of many 

others and the general economic outlook. Because of these coordination problems, as well as a 

lack of capital and the importance of the financial system to economic growth, governments 

often take the lead in systemic restructuring, especially of the banking system. Having said that, 

the main policy approaches employed in the resolution phase of recent crises include workouts 

of distressed assets, debt restructuring, distressed assets purchases, and nationalizations and 

recapitalizations of banks, nonetheless, countries usually apply a combination of these 

resolution strategies (Calomiris et al., 2005; Hoelscher & Quintyn, 2003). 

The scope and success of government resolution programs will also depend on a 

country’s initial macroeconomic and institutional conditions, and on the government’s ability 

to alter its economic policy to manage the crisis and reduce its negative impact on the real 

sector (Claessens et al., 2004). In the other hand, approaches related to the causes of the crises 

include Caprio & Klingebiel (1996), affirming that a financial crisis takes place when the past 

due portfolio exceeds most or all the system’s capital, which in turn, produces a total or almost 

total loss of its net worth. In this scenario, the main characteristic of a crisis is the insolvency of 

a considerable number of banking and financial sector institutions, that may extend to 

bankruptcies in other sectors of the economy. This last part is of core importance because the 

recession that is object of analysis in this project was characterized for having notable effects 

in the real sector of the economy. 
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Otherwise, Von Hagen & Ho (2003) point out that financial crises are characterized for 

being situations in which the uncertainty generated around the solvency of the banks provokes 

mass withdrawal of deposits, what in turn creates a heavy need for liquidity support by 

monetary authorities. The systemic insolvency that here is being highlighted, is remarked by 

the Inter-American Development Bank (2004), as materialized in the form of bank runs, rises 

and short duration, or in form of financial strain when a high proportion of banks are insolvent 

but remain open, reason why these crises usually derive in the broke of several private financial 

institutions, the sale of some state-owned financial institutions and the rescue of some private 

financial institutions that lacked liquidity but were not completely insolvent. 

Again, it is important to consider that crises have not common or universal traits, their 

characteristics vary in function of the institutional structure of each country, the policy design 

that is in force, and the degree of incidence of exogenous shocks in each case. In that line, Dell 

Ariccia, Detragiache, & Rajan (2005) propose three indicators to measure its severity: 1. The 

fiscal costs; 2. The proportion of uncollectible portfolio over the total portfolio; and 3. The 

proportion of the assets of insolvent banks over the total assets of the financial system. Of these 

three indicators, the first and the third are especially relevant, since the degree of severity of a 

crisis can be determined form the cost that it entails in fiscal terms for the government and 

again, on the level of insolvency that banks have in relation to the total financial system4. 

Clearly, financial crises are multicausal and each one varies depending in the context in 

which they occur, generally, it is tending to classify its causes into two broad categories, 

macroeconomic and microeconomic. For the purposes of this project, the analysis will focus on 

the first category, that are understood from Aparicio-Smith (2009) as those related to the 

weakness of central indicators of the economy, such as inflation, unemployment, fiscal deficit, 

etc. So, imbalances in these factors cause significant problems for financial institutions, which, 

when are immersed in a complex situation, eventually trigger the crisis. Following that line, 

these causes are particularly significant for emerging economies since it is these that are most 

vulnerable to external shocks and changes in the economic cycle5. With the above in mind, then, 

 
4 Chang & Velasco (1998) argue that bank insolvency is a necessary and sufficient condition for the emergence of 
financial crises in emerging markets, as these are characterized by having a poorly developed financial sector and 
where the largest representation of this is concentrated in the banking system. 
5 Some authors like Arena (2003), point out that there exists a negative relation between the economic shocks that 
are not anticipated and the viability that financial institutions have in a certain country. 
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it is intended to conceptualize the most important macroeconomic factors and their 

relationship with the measures that are the subject of analysis of this work. 

A delimitation of macroeconomic factors and rescue measures taken by governments in 

the context of a financial crisis 

The financial crises can present effects in the real sector depending the severity they reach, 

Honohan (2005 a), states that the magnitude of the effect of the crisis in the real sector will 

depend on the capacity of the economic system to absorb the shocks and, therefore, to resolve 

the crisis. This effect on the real sector has major visibility in the production of the country, that 

is reflected in its Gross Domestic Product, according to Hutchinson & McDill (1999), “The loss 

of production during 61 episodes of crisis in the banking sector worldwide was between 7,3 

and 9,7 percent of the GDP” (p. 3). Therefore, in the context of the crisis, it is of crucial 

importance to take the production indicator into account since it is there where the severity 

and real impact of the financial sector crisis materializes. Otherwise, there is the level of 

employment which tends to be an indicator closely related to production, but that has special 

relevance because through it is that financial crises can end up becoming true social crises, like 

Honohan (2005 b) remarks, given the daunting panorama of financial crises, many companies 

are forced to initiate plans to adjust their expenses, which can lead to a massive cut in the 

payroll of workers, this in turn, have repercussions on a rise in the informal employment rates, 

the level of underemployment, and a loss in the purchasing power of workers. This variable 

(along with the country’s production), constitute the two macroeconomic factors that most 

tend to be affected during an economic crisis, of course, they are not the only ones, but they 

fulfil a central role for the analysis that this project seeks. 

 Regarding rescue measures or the policies adopted to remedy the crisis, it is important 

to mention authors such as Hogarth et al.(2003), that point out that the necessity of applying 

measures that reduce the effects of the crisis on confidence in the financial system or the 

payment system of the economy, respond to an imperative to prevent the spread of the crisis, 

that is, its potential aggravation. For this reason, the measures adopted should tend to minimize 

the costs of a possible redesign of the financial sector and its viability in the medium and long 

term, in line with the above, Del Villar et al. (1997), argue that action must be taken in 

accordance with the principles of truthfulness, fairness, minimization of financial market 

distortions and minimization of the fiscal cost of the measures. Considering the above, the 
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literature details that usually are taken as rescue measures: the intervention and liquidation of 

entities, the support to financial entities and the reforms to the legal framework and 

supervision of the system. Below, the livelihood of each of the rescue measures adopted is 

presented in greater detail. 

 In first place, the intervention and liquidation of entities is based on the theory of lower 

cost6, this seeks to end the insolvency of the financial system and strive for its stability, however, 

for these settlement processes to be effective and not lead to more problems, it is necessary 

that these be carried out in an orderly, expeditious and transparent manner, seeking that 

depositors receive the largest proportion of their deposits in the shortest possible time. In that 

same argument, are found authors such as Enoch et al. (2002), pointing out that costs and 

difficulties of banking restructuring programs depend on the immediacy in which the measures 

are taken. In a general way, liquidation or intervention of State-owned financial entities 

constitutes one of the main measures that has been taken around the world to overcome the 

crises, nevertheless, it is not always the best alternative because many times it fails to solve the 

underlying problem. In that line, Goldstein & Turner (1996) argue that although the general 

objective of these measures is to make state banks operate more as commercial enterprises, the 

result is rather diffuse, because the same internal culture of the banks shows a strong resistance 

to change, and even in those cases where a full privatization is chosen, the new owners may not 

necessarily incorporate different practices but perpetuate the dynamics that already took 

place; therefore, it is understood that the intervention and liquidation of entities is not sufficient 

and in many cases it is not even desirable, as it does not ensure a resolution of the problem and 

can potentially magnify the damages. 

 Secondly, the support to financial institutions is another important rescue measure, at 

this point, different types of support can be identified depending on their objective and 

characteristics. In first place, there is the way of recapitalization and expansion of deposit 

insurance, whose main purpose is to return people’s trust to the financial system and avoid 

bank runs that put at risk the savings that have been deposited in the system. In second place, 

there is the partial or total capitalization route of a financial entity in a state of insolvency, this 

route is intended to avoid a general bankruptcy of the financial sector and an effect on the 

 
6 The theory of lower cost holds that an entity is liquidated when the costs of a restructuring program are higher 
than its closing costs. In this situation, governments proceed to declare bankruptcy of the entity and, in countries 
where the system exists, to pay deposit insurance. 
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payment system. Emergency credits also constitute an important channel of action, likewise, as 

Amieva & Urriza (2000) point out, emergency loans granted by central banks are another 

remedy for a recession, with them it seeks to improve the liquidity position of financial 

institutions. Moreover, there are the programs of purchase and sale of portfolio and the 

management of unproductive assets, which constitute another action framework; Hoelscher 

(1998) in his study about banking restructuration in Kazakhstan, points out that in view that 

many times governments choose to acquire the unproductive portfolio, it becomes necessary 

to create “collector” companies that specialize in the management of these types of assets, 

which, through their management, free financial institutions from carrying this burden and 

thereby allow them to concentrate their efforts on developing new business opportunities and 

restoring the trust of their depositors. 

 The third major rescue measure is the reforms to the legal framework and supervision 

of the system, at this point, the relaxation of legal restrictions on capitalization requirements, 

accounting or tax obligations of financial institutions are found. Durán & Mayorga (1998) argue 

that these policies are aimed at reducing efforts for capitalization and financial ordering of 

entities, at the same time, they argue that these measures may be adequate to solve liquidity 

problems in the short term but they may not be an effective solution at all to solvency problems. 

In fact, these authors point out that the relaxation of legal restrictions can exacerbate the crisis 

and increase its resolution costs. Other components in this rescue measure include the 

strengthening of supervisory authorities, and keeping the regulatory framework updated so 

that the financial system is less vulnerable to changes in the uncertainty of the economic 

environment. This component is widely treated by authors such as Arnone et al. (2007), where 

they emphasize that the purpose of this type of institutional efforts is for supervisory entities 

to carry out their activities in an independent, responsible and transparent manner. This 

implies that supervisory bodies should gradually have greater autonomy, powers and 

resources, and at the same time, there should be rules that oblige financial institutions to 

provide more and better information; the prohibition of risky actions is also an important 

factor, as it seeks to reduce the environment of uncertainty and speculation within the financial 

system. 
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A framework of analysis of the governmental institutions designed to face the crisis and 

its relation to the neo-institutional approach 

The 1999 crisis in Colombia certainly presented new dares and challenges for the instruments 

and institutions of the Colombian government, however, it was not the first economic crisis that 

the country went through, so many organizations had already been explicitly designed with the 

task of strengthening and ensure the proper functioning of the financial system. In that sense, 

the country has a financial security network, which is an institutional arrangement that groups 

the functions of regulator, supervisor, last stance lender and deposit insurer of the financial 

system. So, in it, many of the measures that were discussed previously from the theory 

converge; Prado (2008) argues that the supervision model chosen in Latin America gives 

priority to the position of a specialized entity (dependent on the executive) and not the central 

bank, as is the case in many European countries. 

 Demaestri & Guerrero (2002, p. 4) cited by Naranjo & Osambela (2003, p. 163) mentions 

that the financial security network is responsible for preserving consumer protection, the 

efficiency of the financial system and the stability of the payment system, in general terms, its 

functions are aimed at reducing the probability of occurrence of financial crises, minimize the 

costs of facing them and neutralize the impact they could have on fiscal accounts and economic 

growth. With regard to Colombia, the financial system security network is made up of four 

institutions: the Financial Superintendence (as supervisor), the Ministry of Finance and Public 

Credit (as regulator), the Bank of the Republic (as the last lender instance) and the Financial 

Institution Guarantee Fund (as insurer of public deposits). The superintendence fulfils the 

important role of rationalizing the risk exposure of financial institutions under its control, all in 

order to avoid possible imbalances that trigger a crisis. The Ministry of Finance and Public 

Credit is responsible for financing (from the national budget), the expenses that arise from the 

restructuring of the financial sector, in case a systemic crisis is triggered and this when the 

resources of the fund deposit insurance are insufficient. 

 Within the safety net, the Bank of the Republic fulfils two specific functions: i) to tend 

for the liquidity of the system and to grant credits in cases of transitory illiquidity caused by 

massive withdrawal of deposits, and ii) to guarantee the functioning of the payment system, 

preventing any type of events that may lead to circumstances of financial fragility. Finally, the 

Fund is the institution that must ensure the protection of depositors when financial institutions 
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have solvency problems, this function is fulfilled through the programs of patrimonial 

strengthening of the entities, or in case of bankruptcy of these, through the expedited payment 

of deposit insurance to the general public7. 

 This framework poses a key starting point for the analysis that this project will seek, at 

first sight, the Financial Security Network is the most important institutional mechanism to 

address situations of financial unbalance that are presented in the economy. In that sense, it is 

important to understand where their design came from and what are its main objectives, 

because it is from this structure that the actions will be articulated in order to overcome the 

crisis. Following that line, the theoretical approach in which this crisis will be analysed, is frame 

in the effects that the actions of the institutions has in the overall performance of the economy, 

thereby, the neo-institutional approach is heavily related with the project purpose8. 

 According to the neo-institutional approach, institutions are the limitations devised by 

man that shape human interaction and structure incentives in the exchange, be it political, 

social or economic, in that sense, institutions define and limit the set of choices of individuals 

(North, 1990 a, p. 14). Having said that, institutions play a major role in the way individuals 

behave and take decisions that have social, political, and economic consequences. Therefore, 

the way institutions are set are a key issue since it could intervene in the routes of action in 

which the crisis is solved. Another important element, is that the main function of the 

institutions is to reduce uncertainty, but this does not mean that they are static, on the contrary, 

they are constantly evolving, altering the frame of reference for elections (North, 1990 b, p. 17). 

This last part is central because the Financial Security Network is made to reduce the 

uncertainty that both customers and financial entities have in the overall working of the system. 

Clearly, after the crisis of 1999 many of these institutions must be reformed to make them more 

effective and less prone to errors committed in the process of overcoming the crisis, this is a 

key element from the perspective of this approach, as the rules of the game embodied by the 

institutions are fundamental factors to understand economic performance, having said this, it 

could be supposed that the changes made in the financial system had a direct impact in the 

overall economic performance that still lasts today. 

 
7 See Fogafin (1986). 
8 Nobel-Prize Economist Douglas North is widely known for his approach of the effects of institutions (both formal 
and informal) in the performance and development of the economy. 
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 However, it is worth highlighting that one of the main contributions given by this 

approach, is the complete understanding of the dynamics surrounding economic history, this 

since the neo-institutional approach poses great emphasis in the way in which social 

organizations and historical changes trace a pathway of economic development that is largely 

based on how things resulted in the past. Douglas North define the core of this approach as 

some sort of dynamic theory that accounts for the institutional change that is at the bottom of 

historical change, from this perspective, neo-institutionalism is a fervent detractor of many 

aspects given by the economic orthodoxy, among them, the notion of a limited rationality of the 

agents, that consist in the assumption that these possess incomplete information (and they are 

not able to get enough), that it is also costly to get additional information, and finally, that even 

with a nice amount of information, the mental models of the agents could be operating in a 

wrong way regarding reality, therefore, optimal economical decisions can only be made in 

institutional environments that are conductive to wealth creation. Therefore, governments that 

prevent market deepening or that allow high inflation are generating misinformation that leads 

many agents to make wrong decisions about their financial behaviour, which is closely related 

to the assumption of asymmetric information present in society, this idea can be sum in the fact 

that information in itself is expensive and that the agent can never have any certainty about 

when he has collected enough of it to make good decisions. 

Briefly, it could be said that the neo-institutional framework became the centre of the 

analysis because the policies that were adopted by the different government institutions, 

conditioned the way agents (people, companies, banks, politicians, foreign investors, etc.) took 

decisions and in that process, affected the way in which economy develop in the coming years, 

this is central, as the relation between institutions and history is more important that it is 

usually realized, indeed one of the greatest weaknesses of the economic orthodoxy is its 

ahistoricism, and precisely, one of the purposes of this document, is to present the reader the 

link between institutional changes in history and the pathway of economic development they 

generate, for instance, the Constitutional reform and the economic policies followed at the 

beginning of the decade, will constitute the starting point of analysis in this document. 
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Chapter 2: Background of the crisis in Colombia 

 

Some common traits in a financial crisis 

This chapter seeks to introduce the reader to the main elements, both internal and external, 

that gave rise to the 1998 crisis in Colombia. With this purpose in mind, it is prudent first to 

consider which traits have led to what happened in 1998 is considered a crisis, thereupon, it is 

taken the guidelines of the studies of Minsky (1978) which were popularized by Kindleberger 

& Laffargue (1982) where it is point out these main characteristics for the background analysis 

of an economic crisis: i) the financial sector has important elements of fragility, caused by 

market imperfections, by the effect of economic cycles and by the speculative activities of 

numerous agents; and ii) through history financial crises present some common traits, whose 

identification facilitates their study and analysis. The last part gives a framework of analysis in 

order to begin to understand the different factors that led to the financial recession and 

subsequent economic crisis of that time, in that sense, the following part seeks to expose some 

of the elements that increase the fragility of the financial sector, and that could be the basis for 

understanding how the country reached the daunting panorama of 1998. 

 Following the framework of analysis previously exposed, Montenegro (1983) highlights 

the main events that led to the foremost referent prior to the crisis of the late nineties, this 

referent is the crisis of the eighties. In his study, the following aspects are remarked: in the first 

place, the significant hits in terms of supply and demand that the Colombian economy received 

since the mid-1970s, in that regard, external demand for coffee and narcotics boosted the rest 

of the economy for a considerable period of time. This boost, is what Montenegro calls a 

displacement of the economy9 that mainly affects the vision of the principal actors in the state 

of the economy, therefore, as an effect, speculation and the reallocation of capital resources are 

encouraged, this naturally leads to a significant acceleration of economic activity, with which 

there are also significant expansions in the monetary and credit volume (increased demand to 

support a new economic outlook). This process of financial expansion has the consequence that 

the number and forms of intermediation multiply, while increasing indebtedness by the real 

 
9 The so-called shifts in the economy can occur due to the discovery of some precious metal, the significant increase 
in the price of an export good, among others. (Montenegro, 1983, p. 53). 
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sector, then the end of the expansion and the subsequent deterioration of the financial sector 

leads to a “negative displacement”, with which the end of the prosperity begins10, at this stage 

the external sector is characterized by being contractionary and therefore causes a reduction 

in the liquidity of the economy; with this, interest rates tend to increase and credit aversion 

begins to generalize, the effects of this will soon become effective in the real sector. 

 The previous diagnosis allows to find the common factors that can precipitate a 

recession in the financial system and an eventual crisis in the real sector. For the 1998 crisis, 

the antecedents can be traced back to the end of the eighties, where the Colombian economy 

was way better compared to those of other Latin American countries11, starting from this point, 

at the beginning of the 1990s, the belief that the economy could improve further if policies were 

applied to increase efficiency, began to spread. These policies would eventually be proposed in 

the Washington Consensus, where economist John Williamson will sum the new agenda to 

follow in ten points (Williamson, 1990). This new agenda will constitute the recipe book of 

neoliberal policies that were applied in various Latin American countries during the nineties, 

in the case of Colombia, the process takes shape and momentum with the economic opening 

initiated by President César Gaviria Trujillo, this process of economic opening occurred 

simultaneously with a fiscal deficit of the government at that time, situation that will led authors 

like Echavarría (2001) to hypothesize that economic openness is essentially incompatible with 

strong fiscal expansion, this argument will be dealt with more detail later, after having exposed 

the main characteristics that derived from the implantation of the neoliberal model in the 

country and the political reforms of the ‘91 Constitution. 

The package of reforms (1990-1995) 

The main reforms carried out can be summarized in the following stages, in the first place, it 

was implemented the process of trade liberalization of 1990, that was accompanied by 

packages of reforms in the labour field and in the foreign investment regime. Beginning the 

third quarter of 1990, the government decided to accelerate the process of economic opening 

where 97% of the tariff positions were in free trade regime, later, there were established only 

 
10 This phase is characterized by a general fall in prices (deflation) and in the quantity of exports, factors that 
previously had given rise to the expansionary phase of the economy. 
11 During the "lost decade", the Colombian economy grew at one of the highest rates in the hemisphere, reaching a 
value of about three times greater than the average for the region, so that growth was maintained at 4.6% per year, 
thus emulating an enviable stability similar to that of the OECD countries. 
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four tariffs levels: 0% for inputs, raw materials, intermediate and capital goods not produced 

in the country; 5% for inputs, raw materials, intermediate and capital goods with national 

production; 15% for goods of final consumption; the import surcharge was reduced to 8%. The 

unweighted average tariff was reduced to 14.8%, including the surcharge; and the weighted 

tariff was reduced to 12.6%, that is, the average effective protection went from 44% to 24.8%. 

The last figures show how far the trade and foreign investment policy was taken at the 

beginning of the decade, in the coming years, the policy was mean only to deepen even more 

(Nájar, 2006, p. 88). After this, the financial and exchange front underwent reforms in 1991, to 

begin with, at that moment the country there had a foreign exchange regime12, but with the 

future imbalances presented, it was forced to change later to a free floating exchange rate 

regime13.  On the other hand, the pension and health systems were also reformed in 1993 with 

the famous law 100, that presented the creation of the integral social security system, in which 

there were going to be establish a set of new institutions to make the system work, some of 

them are the Health Promoting Entities (EPS); the Health Care Services Institutions (IPS); the 

Severance Funds; the Pension Fund Management Companies; and the Labour Risk Managers 

(ARL). Additionally, the most important privatizations and concessions were carried out 

between 1991 and 199414, the Bank of the Republic acquires greater autonomy and 

independence in 1992, adopting more and more instruments to control the inflation directly 

and also liberalizing the exchange rate regime, and finally, the tax reforms would 

simultaneously accompany the marked process of fiscal decentralization that the country is 

going through until 1995 (Ramírez, 2000). 

 Despite all the package named above, it seems that the reforms in Colombia were rather 

shallow, a conclusion shared by authors such as Lora & Barrera (1999) and the Economic 

 
12 It is a system used to control the value of the exchange rate (relation between local and foreign currency), the 
system works from the establishment of minimums and maximums within which the exchange rate must be found. 
It is regulated by the purchase or sale of dollars made by the Central Bank depending on the abundance or shortage 
that exists of the foreign currency in the national market. 
13 It is a type of exchange regime in which the value of the currency is fixed by the market without intervention of 
the monetary authorities (central banks). 
14 The constitutional change of 1991 favoured the reform of the State by approving its lower interference in the 
market. It can be said that this political event accelerated the entire process that had been brewing since the 1980s. 
At the end of 1991, the Government issued, based on extraordinary powers, the Decree-Law that dismantled part of 
the State and made room for the private sector from 1992. (Hernández, 2004). See Law 37/93; Law 80/93; Law 
100/93; Law 105/93; Law 142/94; Law 143/94; Law 226/95; Law 448/98. 
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Freedom Index of the Fraser Institute15, implying that although Colombia applied a good 

package of reforms, these did not have the reach that others in the world or even in the region 

had, reason why some authors suggest that Colombia rather chose to be a "gradual reformer". 

From this perspective, the economic collapse of the late 1990s was more the product of poor 

macroeconomic management (particularly fiscal and exchange rate), which was carried out 

simultaneously with reforms such as economic opening, limiting its support and undermining 

its scope. As Echavarría (2001 a) points out: “Economic opening with explosive spending and 

revaluation can be worse than non-opening" (p. 89), in the same way, it is pointed out that the 

Samper Government in the mid-nineties never supported the reforms promoted by the 

Washington Consensus, and in this sense, the result was a package started by Gaviria, but 

hampered and even affected by the Ernesto Samper administration. 

 Based on the above, it is possible that the crisis that is taking place at the end of the 

century is largely due to the tripartite relationship between opening, revaluation, and spending 

measures. In this sense, the following is intended to explain this hypothesis, in order to shed 

more light and depth on the factors that shaped the anteroom and subsequent development of 

the crisis, with this objective in mind, it is prudent to first consider the situation of Colombia's 

trade and fiscal policy during the five-year period prior to the crisis. 

Economic outlook of Colombia just before the crisis 

To begin with, it should be noted that although liberalization in Colombia was important, its 

tariff levels did not differ much from those of other groups of countries in the region or in Asia16. 

The graph 1 shows the percentage of average tariff in Colombia from 1985 to 1997, it is possible 

to observe that there was an overall downward trend during the period, this implies that the 

liberalization was in accordance with the levels seen in the region, it was not an indiscriminate 

opening but it was not irrelevant either, for which reason the economic opening reforms 

implemented in the nineties surely kept great fidelity to the measures proposed by Williamson. 

 

 
15 The economic freedom index is made up of the following analysis variables: I) Size of the government; II) Structure 
of the economy and use of markets; III) Monetary policy and price stability; IV) Freedom to use foreign currency; V) 
Legal structure and property rights; VI) International trade and VII) Freedom to operate in financial markets. 
16 For Colombia, the average tariff fell from 33% in the 1980s to 11.7% in 1997 (resulting similar to the figures for 
Venezuela and Ecuador, the other two countries that signed the Andean Common External Tariff in 1993). 
(Echavarría & Guerrero, 2000). 
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Graph 1: Average tariff (%) in Colombia (1985-1997) 

 

Source: Fraser Institute, Economic Freedom, 2000. 

Nevertheless, the spending policy followed by the country after ‘91 complicated the course of 

the reforms and is probably the clearest antecedent to the crisis that would take place in ‘98. 

Because at this time the greatest expansion of public spending in the history of the country 

would be recorded, given that the share of central government consumption in total 

consumption grew slowly between 1970 (11.3%) and 1990 (13.6% ), but it shot up in the 

nineties17. The graph 2 presents the central government consumption in relation to the total 

consumption from 1970 to 1997, here it can be seen that in the whole period, there was a steady 

upward trend that was way more pronounced since 1990, and that reach a peak of 19,4% in 

1997), increasing almost seven points in only seven years. This strong expansion of spending 

was (as mentioned above), one of the main triggers of the crisis, since it did not allow an orderly 

opening of the economy and caused the exchange rate to be revalued, this expansion of 

spending was largely consequence of the political reforms of 1991, where in the framework of 

 
17 Fraser Institute; Economic Freedom 2000 and Fedesarrollo calculations. 
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the decentralization process, an increasing percentage of the central government revenue 

would be ordered to be transferred to the regions18. 

Graph 2: Central government consumption in total consumption (%) (1970-1997) 

 

Source: Fedesarrollo, 1997. 

Regarding the revaluation, it can be said that the real rate begins to erode after the peak reached 

in 1991, reaching a level of 20 points in full crisis in 1998. As it is shown in graph 3, exchange 

rate plummeted from an 11,5% in 1991 to -8% in 1999. Some authors like Edwards (1998) 

point out that the revaluation was the result of the balance of modernizing reforms, of the influx 

of international capital attracted by the greater future profits. Cárdenas (1996) complements 

the thesis arguing that the expectations generated by current and future oil bonanzas also play 

a preponderant role. In that line, liberalization and opening-up reforms are central, as they 

resulted in an unprecedented inflow of foreign capital into the country, which in the long run, 

together with the expectations generated, would end up re-evaluating the real exchange rate 

drastically, thus deepening the crisis once foreign investment decreases. 

 
18 Government transfers went from 36.5% in 1993 to 46.5% in 2002. (DNP, 2002). 
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Graph 3: Real exchange rate (% of GDP) (1986-1999) 

 

Source: Bank of the Republic and National Planning Department, 2000. 

Up to this point, it has been mentioned the main internal factors that may have triggered the 

crisis, nonetheless, it would be a huge mistake to leave behind the external factors that could 

also had an impact on the subsequent development of the crisis. In this sense, the literature will 

point out the main two external shocks that Colombia and the Latin American economies 

suffered in 1998. Argáez (2019) points out that the first one was the deterioration in the terms 

of trade19, while the second was the declaration of moratorium on Russia's external debt, an 

event that abruptly changed the expectations of investors, causing a large part of this sector to 

withdraw investments from the economies most prone to currency or financial crises, being 

Colombia one of them20. 

 Having said that, the 1997 Asian crisis produced a kind of domino effect that ended up 

reaching the American continent. In the Colombian case, the important macroeconomic 

 
19 As a consequence of the crisis unleashed in Asia in 1997, international commodity prices fell to historically low 
levels. (Argáez, 2019, p. 150). 
20 Additional report of the board of directors to the Congress of the Republic, Bank of the Republic. (1999, p. 13). 
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imbalances in terms of government spending and the entry of foreign capital, were the perfect 

breeding ground for the undermining in investor confidence due to the deterioration in the 

terms of trade, which would trigger the financial recession, that will eventually force the private 

sector to offset production and increase unemployment, thus transforming itself into a major 

economic crisis. Here is important to point, that the main causes of the Asian crisis were 

financial systems with a deficient regulation scheme, also there were significant currency 

imbalances in the Asian economies at that moment, this situation caused a bad allocation of 

resources derived from several years of capital inflows (Edison et al., 1998). To a certain extent, 

the fall in the terms of exchange and the reversal of the capital flows, were the two necessary 

elements to force the country to enter into an agreement with the International Monetary Fund, 

all of this, in order to regain the confidence of the international markets in the national economy 

(Kalmanovitz, 2004).  

These circumstances made it clear that the exogenous effects ended up being decisive 

when aggravating the crisis in the country, since both the reversal in capital flows and the sharp 

fall in terms of trade were elements that emerged from the collateral effects that existed in Asia, 

Russia, and later in Latin America with Brazil (Badel, 2002). Within this framework, the 

objective inflation scheme and the floating exchange rate regime acquired special relevance as 

instruments to solve some aspects of the recession. 

In this point, it can be seen that the antecedents were largely conditioned by poor 

macroeconomic management during the entire decade prior to the outbreak of the crisis, 

modernization reforms remained halfway during the Ernesto Samper administration (1994-

1998), which was more concerned in imposing its “social model” than the “neoliberal reforms”, 

when perhaps the best path would have been a social policy aimed at protecting certain sectors 

in the transition while gradually deepening the reforms Rodrik (1998). It can be concluded that 

the crisis is fundamentally caused by an absence of incentives for growth to be led and produced 

by the private sector, furthermore, the government did not have a responsible fiscal policy and 

also occupied a preponderant place in the economy compared with the rest of the world, during 

the anteroom of the crisis, the public spending grew at a similar proportion in which private 

inversion fell. At the same time, the expectations generated around key sectors of the economy 

resulted in investment bubbles, that would only need an external shock to burst and cause the 

economic collapse that is subject of study in this paper. 
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Chapter 3: Development of the 1998 crisis 

 

Speculative bubble in the mortgage sector and chaos in the financial system 

This chapter presents the main events that took place during the crisis; in this perspective, it is 

intended to give a brief exposition of these from the study carried out by Arango (2006 b). First, 

it is important to talk about the events that occurred in the mortgage and construction sector 

at that time, here it is necessary to examine how the dynamics of some variables related to 

mortgage credit affected the financial system, particularly the Savings and Housing 

Corporations. To begin with, it should be noted that the main mortgage credit instrument, the 

Constant Purchasing Power Unit, was an index that traditionally was below inflation, however, 

from 1994 the index became higher and thus created an increase in debts. During that year, it 

was decided to modify the calculation of the UPAC with the aim of covering the market risk of 

the intermediaries, reason why it was articulated at the fixed term deposit rate (DTF by its 

Spanish initials). This adjustment would soon present an imbalance, as user’s incomes would 

grow at the level of inflation and their debts at the rate of the DTF. 

 From this framework, it is observed that the increase of UPAC above inflation by 4.8, 

1.7, 0.5, 6.5, and 7.5 percentage points in the years 95, 96, 97, 98 and 99, respectively, meant an 

increase in debts above the debtor’s ability to pay and an increase in the proportion owed of 

the value of each property. The following graph shows the situation described: 
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Graph 4: Difference between UPAC and Inflation (percentage points) (1986-1999) 

 

Source: Bank of the Republic. Information System, 1999. 

Additionally, is the fact that real estate prices, due to the decrease in aggregate demand, 

fell by more than 27% in real terms between 1995 and 1999 (Uribe & Vargas, 2002 a). The 

situation reached the point that, in the end, many debts exceeded the same value of the real 

estate, which is why the debtors stopped paying their obligations and handed over the assets 

as payment. In view of this situation, in 1999, the Government facilitated the delivery of real 

estate as payment, without this generating negative reports at the Credit Unions. Besides that, 

the country experienced a credit boom between 1991 and 1997, in this period, total loans grew 

from 29.1% to 43.9% of GDP, deposits also expanded rapidly in the first part of the decade, 

going from 25% of GDP to 39.8% of GDP in the same period analysed. The behaviours described 

in the credit and in the deposit during that period are observed in the graph below: 
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Graph 5: Total credits and deposits in the financial system (% of GDP) (1990-2001) 

 

Source: Banking Superintendency and Bank of the Republic, 2001. 

 In the context of the crisis, the credit boom, the increasing deterioration in the solvency 

and liquidity of the financial system, and the sharp contraction of economic growth, caused 

losses in the financial system of USD $ 2,514 million and a loss of equity of 31.1 %. Furthermore, 

during this turbulent period, the drop in solvency rates was notable, largely related to the 

increase in past-due loans and non-performing assets, which reached historically high levels in 

this period. 

 The foregoing exposes one of the main elements of vulnerability for the financial system 

and the economy in general, since as Uribe & Vargas (2002 b) points out: "Rapid credit 

expansion rates are associated with a deterioration in the quality of credit allocation, thus 

increasing the vulnerability of the economy” (p. 32). Nevertheless, the expansion of credit and 

the speculative bubble in the mortgage sector were only the tip of the iceberg, since 

simultaneously, between 1997 and 1999, there was a change of direction in the capital flows 

and also a sharp decrease in the terms of trade, all of this, were factors that induced an abrupt 

correction in the total spending and in the current account deficit. This change of direction in 
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capital flows, initially affected the financial system with a reduction in liquidity, and thereby 

contributed to increasing the cost of capital, in other words, an upward trend in interest rates 

was established, which, together with the economic slowdown, caused (as previously noted) a 

decrease in the quality of loans and even more importantly, in the solvency rates. 

The crisis of the CAVs and the public financial entities 

The blow to the financial sector caused by the previously mentioned circumstances, especially 

affected the Savings and Housing Corporations (CAVs) and state-owned banks. The 

liberalization reforms that took place at the beginning of the decade changed the institutional 

dispositions regarding the CAVs, after the reforms, the quasi-monopoly they used to had in 

savings deposits was eliminated21, as well as the restrictions on the loan portfolio, and in the 

portfolio of other intermediaries. Along these lines, it should be noted that these corporations 

played a leading role in the expansion of credit and the speculative bubble in the construction 

sector, however, by 1997 the growth of the CAV credits had slowed down, the past-due portfolio 

for its part had accelerated since 1995. With the reversal in capital flows, total spending 

weakened as real estate prices plummeted, falling more than 27% in real terms between 1995 

and 199722. From this, and with the increasing unemployment and the increase in interest rates, 

many debtors were induced to default on the payment of their debts, and consequently, to give 

their properties to the CAVs. Up to this point, the literature will point out that the CAV 

experience was a great example of a financial subsector whose structure and regulation, after 

liberalization, was essentially incompatible with the notably more volatile economic landscape 

that followed the increase in size and variety of international capital flows. 

 The other sector notably affected by the deterioration of the financial system were the 

state-owned banks; during the crisis, their performance showed a much more pronounced 

deterioration than in private sector entities. This behaviour is partly explained by the 

inadequate allocation and monitoring of its portfolio of assets, which led to an increase in its 

labour and administrative costs23, apart from this, many public entities underestimated the 

 
21 The reforms implemented contemplated authorizing the entry of other intermediaries to offer savings deposits at 
market rates. See Zuleta (1997). 
22 See Avella (1998). 
23 Uribe & Vargas (2002 c) point out that the inefficiency of public financial entities was due in large part to the same 
incentives that the managers of these banks had, which led them, not to maximize their profits but to increase the 
size of their loan portfolio; the result of this was, according to the authors, high operational costs (in excessive 
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liquidity risk that thus established a high dependence on short-term obligations, so that a large 

part of public financial entities did not take advantage of the positive macroeconomic context 

that existed before 1997 to strengthen their wealth24. By mid-1998, liquidity problems 

increased, deposits fell due to the lack of confidence of institutional investors and the general 

public, mainly because there was observed a rapid deterioration in the solvency conditions of 

these entities. In that regard, public financial institutions were significantly more affected 

compared to the rest of the system, because the contraction of liquidity and the accumulation 

of losses plummeted the general loan levels in these entities. 

Failures in the regulatory and supervisory system 

Up to this point, the dynamics that occurred within the financial system have been exposed, 

which resulted in the recession and eventual crisis that the country faced at the end of the last 

century, particularly, the expansion of credit and the speculative bubble in the mortgage and 

construction sector were addressed, likewise, the important deteriorations in some entities of 

the system such as the Savings and Housing Corporations and the State financial entities were 

discussed. However, until now, the other dynamic of great importance have not been presented, 

this dynamic is the one that concerns the regulatory and supervisory framework; in this point 

can be seen that its failings played an important role in making the crisis evolve as it did. In this 

sense, the main flaws in the regulatory and supervisory framework in the context of the crisis 

are presented below. 

 In the first place, there were important flaws regarding the existing regulation of the 

CAVs, particularly, there were problems related to the low capital requirements and the 

insufficiency in the provisions regime, as well as the absence of regulations regarding the 

treatment of changes in collateral prices, and the minimum capital requirements to cover the 

ubiquitous interest rate risk. In the second place, public banks had a fairly lenient regulation 

and supervision scheme, to say the least, to the point that the then Banking Superintendency 

accepted management plans to replace the capital requirements of these entities; in the same 

way, in many cases, public banks were allowed to operate for a long time without reporting 

their financial statements. Finally, it is also good to point out that supervision against 

 
number of employees or branches) and an inadequate allocation of credits, granting resources to agents or projects 
with a higher marginal risk, or that were more sensitive to changes in the economic context. 
24 See Minhacienda (2001). 
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intermediaries that granted consumer loans was not adequate, in many cases, these entities 

were financial cooperatives that were not subject to the regulatory requirements that were 

applied to the formal financial sector, regarding this, its supervision was not carried out by the 

Banking Superintendency itself, but by a different agency with less management and control 

capacity. 

 In their study, Carrasquilla & Arbeláez (2000 a) summarize the divergence in terms of 

damage between public and private entities, as well as the deterioration in their portfolio and 

equity, noting that: 

“In the decline phase, there is a huge asymmetry between what happens in private 

entities and what happens in public entities. This asymmetry can be seen in the 

following figures: while deposits grow at similar rates throughout the period, the 

quality of the portfolio deteriorates much more markedly in public entities. In public 

banks, the past due portfolio (including write-offs) reaches 35% of the total, while in 

private banks, 13%. On the other hand, between 1998 and 1999 public entities lose 

more than all of their initial assets, while private entities lose less than 10% of their 

initial assets” (p. 10). 

In sum, it can be seen how the crisis especially affected the public financial sector, 

regarding this, the crisis would lead to the sale of large entities that had partial or total 

participation of the State, some of these cases are the sale of Banco Ganadero to BBVA, another 

case is Banco Granahorrar, which went bankrupt, was intervened and then sold to the same 

Spanish group. The case of Bancafé is also meaningful, it was intervened by Fogafin and then 

sold to Grupo Bolívar at the head of Banco Davivienda. 
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Chapter 4: The Government economic policies 

 

Competing interests on the way to an institutional arrangement 

The stage set to the development of the crisis, aroused different perspectives and approaches 

related to the conception of the problem in which the economy was involved, and also, about 

the conception of the solution needed and desired. From this outlook, several sectors in society 

emphasized the old dilemma between the search for individual prosperity, and the search for 

collective justice, hence, leaning towards one aspect or another, will necessarily result in a 

different and unique set of policies. This situation would constitute the very starting point of a 

series of discussions, negotiations, agreements, and finally arrangements that were carried out 

in order to solve the crisis, and, that in the light of the discussion, constitutes the importance of 

politics related to the policies defined. 

First of all, it is important to consider that the difficult situation that the country was 

facing two decades ago, made clear the important structural fractures that were present in the 

Colombian economic system, and, of course,  it also made clear how difficult it is to reconcile 

the notions of efficiency and equity in economic policy decisions. The toughness of the process 

will be reflected on the goals pursued by each one of the decision-making bodies, which clearly 

differed to the point that it seemed unlikely to find a solution favourable to the different 

interests. In one hand, the Board of Directors of the Bank of the Republic, were more concerned 

in alleviating the effects of the crisis inside the international financial markets, mainly caused 

by the dismantling of the exchange band system and the increase of two percentage points in 

the interest rate, and of one in the repo rate. On the other hand, the Government was facing 

great pressure by regional powers to deepen the decentralization process boosted by the 91’ 

Constitution, which imply that there was a huge inability to reduce the central government 

spending, a situation that eventually led to exacerbate the growing economic instability. At the 

same time, the Constitutional Court focused primely in the social effect that will result from the 

mortgage crisis, as this would mean that thousands of families will lose their housing to the 

Savings and Housing Corporations. 
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The episode that manifested this competing interests in all its glory, was the decisions 

that the Constitutional Court took in order to solve the debtor’s problems25, these decisions 

were largely against the conditions defined by the Board of Directors of the Bank of the 

Republic, and contributed in showing the ineffectiveness of the Government to inflict real 

control over spending and over the harmful character of the decisions made by the Court 

regarding macroeconomic stability. In the end, the institutional arrangement established a 

middle point between the welfare of the economy and the wellness of the people. 

Core elements of the measures implemented 

Once the prelude to the crisis have been exposed, it is important to explain the most important 

policies adopted to solve the situation in which the country had found itself. Oriented towards 

this purpose, this section presents the reader with the main features and characteristics of the 

most important policies in the outcome of the 1999 economic and financial crisis. To begin with, 

the document Conpes 3181 of the year 2002 entitled “Macroeconomic Balance 1998-2002; 

Outlook for 2003”26; presents an important overview of what happened, but also, of what was 

implemented on different fronts to carry out a gradual reactivation of the economy. In this 

sense, this Conpes document presents a series of elements that are observed in the literature27, 

and that serve as a starting point to introduce the measures that were taken by the government 

of that time. Among these elements, it is highlighted the importance of the Central Bank as a 

lender of last resort (liquidity support in the short term); the need for restructuring, 

consolidation and capitalization supports only for viable entities (those that are not, must be 

liquidated); and finally, the idea that the costs of the crisis should be shared by the system's 

borrowers, the shareholders of the credit institutions, the employees (in the event of the 

liquidation of entities), the government, depositors and savers of the system. The document 

also indicates that, usually, two phases can be distinguished in the recovery process. In the first 

phase, emergency measures such as liquidity loans are used; in the second, it is opted for 

measures aimed at restoring the solvency of the system. 

 

 
25 See Constitutional Court Ruling C-122/99. 
26 (Consejo Nacional de Política Económica y Social (CONPES), 2002). 
27 See Bonilla (1999) and Parra & Salazar (2000). 



29 
 

The declaration of economic emergency (Decree 2331) 

Broadly speaking, the government sought to face the crisis through three important 

initiatives; the first of these was the declaration of economic emergency (Decree 2331 of the 

Ministry of Finance)28, with this measure, the aim was to mitigate the default of the portfolio of 

mortgage credit debtors, therefore, the measure contemplated providing relief plans through 

Fogafin, with this, it was intended to contribute to contain the deterioration that the indicators 

of the entities specialized in this types of credits were presenting. 

 The first stage of the mitigation phase included the establishment of credits for the 

debtors with rates more favourable than those existing in the market, likewise, for the non-

defaulter debtors, the relief involved a decrease in the monthly fee, while for the defaulter 

debtors a loan restructuring was offered, all in order to prevent the loss of their home. 

Regarding the second stage, there were created other relief plans by the Decree 688 of 199929, 

which essentially consisted of an automatic reduction of interest rates for non-defaulter 

debtors, whereas, to defaulter debtors, they were offered credits with favourable interest rates 

in order to restore their capacity of payment, and thereby, it allowed them to access the benefit 

of automatic reduction of interest rates contemplated in the Decree. In addition to the previous 

relief plans, the different credit establishments were ordered to accept, on a mandatory basis, 

the properties delivered by the debtors in the form of a payment in kind, thus cancelling all the 

amounts that were owed to the financial institutions. Therefore, the loss (difference between 

the value of the property and the value of the debt) would be compensated to the intermediaries 

through a loan from Fogafin. Finally, the Emergency Decree also contemplated that Fogafin 

would acquire insurance for social interest mortgage credit debtors, in order to cover the 

payment of one or more instalments if they were to lose their job. 

 Another important pillar contained within the Decree was the lines of financing for the 

sanitation and capitalization of public and private intermediaries. As for private companies, 

their guidelines were reflected in Resolutions 006 and 011 of 1999 (and later 006 of 2001 for 

mortgage banks). These capitalization lines sought to solve the financial situation of the entities 

that were considered viable and that required government support to achieve their 

strengthening. These lines of financing allowed to grant loans to the shareholders of the credit 

 
28 (Ministerio de Hacienda y Crédito Público, 1998). 
29 (Ministerio de Justicia y del Derecho, 1999). 
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establishments for capitalization; nonetheless, these loans had conditions like: a prior 

consolidation of the financial balances, a capitalization of the entity that have to reach a 

solvency ratio of 10%, and finally, the adoption of a performance agreement or plan. 

Subsequently, complementary measures were implemented in order to grant liquidity to the 

entities that had accessed these resources, of these measures the following stand out: the 

granting of guarantee capital and liquidity operations through the purchase of bonds. Similar 

measures were also implemented for the mortgage credit sector, in view of the slow recovery 

that it was presenting and its importance within the financial sector. 

 The supports made to public banks mainly sought to clean up and restructure the 

entities that were viable with the aim of privatizing them, while at the same time, it was 

intended to dismantle or liquidate those entities that were not viable at all (guaranteeing the 

protection of public savings in them). The general strategy consisted of: carrying out a 

consolidation of the balance sheets following the same guidelines established for private 

banking, at the same time, it was hoped to carry out the necessary equity strengthening in order 

to achieve an adequate solvency margin, and finally, it was foreseen the launch of a process of 

restructuring and opening of sale of the selected entities. 

 It is of great importance to indicate the source of resources for the financing of all the 

sanitation and patrimonial strengthening programs, in this sense, it must be said that the 

National Government assumed a large part of the costs, this through the issuance of Fogafin 

Bonds that were backed by the future commitments of the General Budget of the Nation. 

Another important source of financing for these programs was the Financial Transaction Tax 

or GMF (by its initials in Spanish), this tax was established by the previously mentioned Decree 

2331, with the specific purpose of "preserving the stability and solvency of the system and, in 

this way, protecting its users"30. However, the “two per thousand” tax, as it was commonly 

known, changed in nature with the passage of time, one of the most important changes that the 

tax went through was given by the ruling of the Constitutional Court of March of 199931; in that 

judgement, the Court did not consider the private financial sector as one of those materially 

affected by the crisis. However, more changes would continue to be made to the tax. First, the 

Development Plan extended its validity for one more year until December 31 of 2000, and 

 
30 Decree 2331 of 1998, Chapter V, Art. 29. 
31 Judgement C-136 of March 4, 1999. 
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second, it was also decided to diversify its destination, thus a large part of the tax collection 

would be used to finance social investment, more specifically, the expenses associated with the 

measures adopted for the reconstruction and rehabilitation of the coffee axis after the 

earthquake suffered. This tax has undergone constant changes both in its rate and in its 

coverage, and despite the tax was conceived at the beginning in an exceptional and temporary 

way, it stills survives today, better known as the "four per thousand" tax. 

 Up to this point, one of the main rescue measures implemented by the Government has 

been presented; the sanitation and capitalization programs were perhaps the most 

controversial measures, but in some way, it also were the ones that had the greatest impact. 

The specific data of these measures is presented below. 

Table 1: Amount of capitalization of Private and Public Banking by Fogafin. (in thousands 

of millions of pesos). 

Private entities Public entities 
Entity Amount Date Entity Amount Date 

Colpatria 269,6 29.08.99 BanAgrario 150 30.06.99 
Banco Unión 32,7 30.07.99 BanEstado 1240 08.99-12.99 
Banco Sup. 69 26.07.99 Bancafé 1530 09.99-10.99 

Coltefinanciera 39,7 29.09.99 BCH 1590,1 07.99-03.00 
Interbanco 58,6 21.09.99 IFI 100 08.99 

Banco Crédito 75 28.12.99 Granahorrar 579 08.99-01.00 
Others 55,2 11.99-02.00 FES 90 09.99 
Total 600 Total 5279,1 

 

Source: Fogafin, 2000. 

Reforms in the house financing scheme (Law 546) 

The second great set of measures, contemplated attacking the weaknesses evidenced in the 

UPAC system during the crisis period, so, it was decided to establish a new scheme for the 

financing of housing, the previously mentioned Law 546 of 1999 or Law of Housing32 

established this new scheme. It can be counted among the main objectives of this law: first, to 

protect the assets of families represented in housing; second, to protect and promote the 

savings destined to financing and housing construction; third, to develop long-term housing 

 
32 (Secretaría del Senado, 1999b). 
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financing mechanisms; and fourth, to ensure that the granting of loans and their attention 

consult the debtor’s ability to pay. In order to meet these objectives, the law established the 

following guidelines: i) introduce a new unit of account, the unit of real value or UVR (by its 

Spanish initials) tied to inflation, to replace the UPAC tied to interest rates; ii) introduce control 

over interest rates on loans; and iii) introduce new instruments for housing financing (bonds 

and securitization of the mortgage portfolio), this in order to solve the problem of matching 

between short-term deposits with long-term loans. 

 According to Carrasquilla & Arbeláez (2000 b); other fundamental aspects of the Law 

included first, the creation of the Higher Housing Council, which was an advisory body to the 

Government in this area. Secondly, the Law also ordered the creation of the Reserve Fund for 

the Stabilization of the Mortgage Portfolio, this in order to facilitate the financing of housing in 

UVR, that fund would be covered with: a) 50% of the remuneration of the reserve of credit 

establishments; b) a contribution of 150 thousands of millions of pesos that will come from the 

profits of the Bank of the Republic; and c) those from credits contracted for this purpose, among 

others. These funds would serve to cover the market risk given by the differential between 

interest rates and inflation in the process of changing the denomination of UPAC to UVR credits. 

Financial and banking regulation reform (Law 510) 

Finally, there is the third front on which the Government decided to act to solve the crisis, this 

front was related to the framework in banking regulation. To begin with, it is worth mentioning 

the financial reform that was carried out with Law 510 of 199933; at this point, it should be 

noted that one of the main components of this Law was to raise the minimum capital 

requirements for the constitution and operation of financial entities. Apart from this, the Law 

also contemplated: i) the introduction of additional causals for taking possession of an entity; 

ii) the flexibilization of the intervention regime; iii) expansion of banking operations 

(securitization); and iv) setting the rules for trading futures, options and other derivative 

instruments through the stock exchanges, the futures and options exchanges, and the 

agricultural product exchanges. Following this line, the Banking Superintendency focused its 

efforts on modernizing the regulatory schemes, fundamentally on the management of market 

and credit risks; thus, being through External Circular 011 of 200234 of the Banking 

 
33 (Secretaría del Senado, 1999a). 
34 (Superintendencia Bancaria de Colombia, 2002). 
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Superintendency, that was established that all supervised entities must have a Credit Risk 

Management System (SARC by its Spanish initials). These systems should have the following 

components: i) clear risk management policies; ii) an adequate organizational structure; iii) 

appropriate methodologies and processes for risk management; and iv) suitable infrastructure 

and human capital, as well as a general audit process. Within the same Circular, entities were 

also ordered to make two types of provisions: general and specific. The specific provisions must 

adequately reflect the risk of credit operations and the expected net loss in the event of default 

by the debtor. 

 In summary and in conclusion, the policies sought to increase the resources necessary 

to solve the loss of liquidity and solvency of the system, these resources were increased mainly 

through the famous Tax on Financial Transactions, as well as the bonds issued by Fogafin, 

among others. At the same time, the policies sought to reform the system that had given rise to 

the crisis, on the one hand, to the mortgage sector and its Constant Purchasing Power Unit 

(UPAC by its Spanish initials), and on the other hand, to the banking sector with its normative 

related to credit issuance and the reserve ratio. Of course, there were other measures on other 

fronts, such as the transition from the exchange rate band to the floating rate regime, however, 

for the purposes of this work, the aforementioned policies are the object of analysis, in view of 

their impact on the financial sector and on citizens in general, and also, in view of the role and 

influence that the government of that time had on them. 
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Chapter 5: Impact and policy analysis 

 

This chapter aims to give the reader a brief overview of the impact and incidence that the 

policies implemented had on various macroeconomic indicators before, during and after the 

crisis. In this sense, it is presented a quantitative analysis that allows to measure the severity of 

the crisis and the relevance of the proposed solutions. So, first, the methodology and approach 

used will be presented, then the systematization and composition of the chosen variables will 

be exposed in order to describe the data obtained for the analysis. Once this is done, the aim is 

to present the interrelation that exists between the different variables using time series and 

matrix dispersion graphs; this in order to provide a graphic view that contributes to the 

analysis, which will be completed by exposing correlation coefficients and regression models. 

The data used in this chapter comes from various public and private entities at the national and 

international level, and their treatment was done using the Stata 14 software. 

Methodological approach and design 

Exposed the above, it is appropriate to present the methodological approach and design used, 

in this way, the proposed methodological approach for this analysis is quantitative, this, in view 

of the objective of measuring the impact of some elements of government policies on the 

macroeconomic indicators in the context of the crisis. Apart from this, it is good to also mention 

that this approach is very useful as it allows to approach the analysis from the generalities and 

not from the particularities. This is of great importance as the analysis to be carried out seeks 

to identify patterns and variations that occur while maintaining certain conditions. On the other 

hand, this approach is quite useful to identify explanatory trends, since quantitative research 

tries to determine the strength of association or correlation between the variables, the 

generalization and objectification of the results through a sample to make inferences about a 

population of which the whole sample comes from (Sampieri et al., 1998, p. 42), having said 

that, it is worth highlighting the usefulness of the association and correlation factor between 

the variables, taking into account that the purpose is to determine the impact and incidence of 

government policies, the association between the different variables will allow dimensioning 

and understanding the influence or non-influence that each of the elements exerts within the 

proposed methodological design. 
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 By the latter, it is understood that the type of quantitative analysis to be followed is 

descriptive in nature, since it seeks to interpret the data obtained within a specific time frame, 

in the same way, the analysis has an interrelational character, in the sense that, as previously 

mentioned, it aims to relate the information to determine the incidence of policies on the global 

evolution of the crisis through correlation studies. Once the selected approach and the 

justification behind this choice have been presented, it is now convenient to present the 

mechanisms for gathering and systematizing the data, which is essentially the methodological 

design. To present this point, it is necessary to first talk about the particularities that 

characterize the crisis object of analysis in this work, because although there have been other 

financial crises of considerable severity (for example the crisis of 1982-1986), the crisis of 1999 

was known for the effects that financial imbalances had on the real sector of the economy, 

therefore, it is appropriate to use a correlation analysis model that allows establishing and 

explaining the degree, in which some variables (representing policies economic)35, affected the 

main indicators of the real sector of the economy (production and employment)36. So, by using 

databases from different entities of the national and international order, it is intended to 

provide a graphic and substantive analysis of the evolution of the crisis in each of its stages and 

at the same time, to show how the Government policies influenced in the general performance 

of the economy; all the data collected for this section comprises the period from 1991 to 2011, 

the range of years was chosen in order to present the reader the prelude and sequel to the crisis, 

being this the economic opening of the early 1990s and the economic recovery that would 

follow approximately until 2011. 

 

 

 

 

 

 
35 See (Amieva & Urriza, 2000; Arnone et al., 2007; Del Villar et al., 1997; Durán & Mayorga, 1998; Hoelscher, 1998; 
Hoggarth et al., 2003). 
36 See (Honohan, 2005; Hutchinson & McDill, 1999). 
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Statistical description of the variables used37 

- Dependent variables 

Table 2: Basic statistics of the dependent variables 

 

Source: Own elaboration based on World Bank and International Labour Organization data.  

Graph 6: Histograms of the dependent variables 

 

Source: Own elaboration based on World Bank and International Labour Organization data. 

Graph 7: Box diagrams of the dependent variables 

 

Source: Own elaboration based on World Bank and International Labour Organization data. 

 
37 For the complete systematization of each of the variables, see Annexes 1, 2 and 3. 
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The table and the previous graphs allow to observe the composition and distribution of 

the dependent variables used in the analysis. The first table shows some basic statistics such as 

the mean, the standard deviation, and the minimum and maximum. As can be seen, the 

minimum of the growth variable (-4,204015) corresponds to the largest drop in GDP at the 

zenith of the crisis in 1999, at the same time, the maximum in the unemployment variable 

(20,52) corresponds to the highest value reached by this also in 1999. Continuing with the 

exposed data, the average growth stood at 3,58 and the unemployment average at 12,45 during 

the entire period analysed (1991-2011). 

Otherwise, the histogram charts show the composition of the variables separating the 

frequency in each of the ranges that are part of it, accordingly, most of the observations of the 

growth variable are in the range 2-4, and for the unemployment variable in the range 11-14, 

thus coinciding with the means shown in the table of basic statistics, in addition, it can be seen 

that there are small biases in the histograms, for the case of growth it can be said that there is 

a slight bias of the data to the right, while for unemployment the bias of the data is slight to the 

left. Finally, the box diagrams show the distribution of the data indicating their maximums, 

minimums, and concentration ranges. In these diagrams, some non-typical values or outliers 

can be seen indicating the previously mentioned high points reached by these indicators during 

1999. In growth there is a point or outlier close to -5 and in unemployment the outlier is located 

close to a little more than 20, thus coinciding with the values mentioned above. 
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- Independent and control variables 

Table 3: Basic statistics of the independent and control variables 

 

Source: Own elaboration based on Banrep, Minhacienda, DIAN, DNP and DANE data. 

Graph 8: Box diagrams of the independent and control variables 

 

Source: Own elaboration based on Banrep, Minhacienda, DIAN, DNP and DANE data. 
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 Regarding the independent and control variables, it is important to mention first that 

there are four variables that have null values at their minimum levels (gmf_tax, reserve, uvr and 

upac), this is because they were variables that did not record observations in a range within the 

period of years included. The case of the Tax on Financial Transactions (gmf_tax) and that of 

the bank reserve ratio (reserve), have only registered observations since 1999, this being the 

year in which they were regulated through the regulations set forth in previous chapters. In the 

case of the upac and uvr variables, the change occurs with the new century, as the upac variable 

only registers observations until 1999 since in 2000 it was replaced by the uvr. 

 As for the other statistics observed in the table, it is worth highlighting some important 

data starting with the fiscal_balance variable, which presents a mean of -9.549,629, indicating 

that on average the Central Government fiscal deficit was located at just over 9,5k million pesos. 

Whereas the trade_balance variable presents a mean of 125.2685, which means that on average 

during the analysed range of years the country had a slightly favourable trade balance. As for 

the variable tax_gmf, there is a maximum of 5.069.606, a value that corresponds to the highest 

amount reached by the tax in one year (2011) during the period analysed, at the same time, and 

taking into account the numerous modifications that have been carried out at its rate until 2003, 

the value of the collection increases exponentially once the crisis ends. The reserve requirement 

variable has a similar behaviour, maintaining sustained growth until the last year analysed. 

Finally, the inflation variable shows an average of 12,43401, which indicates that the 

percentage of annual variation of inflation remained at a value close to 13% during those 20 

years. 

 Finally, the box diagrams show the distribution of each of the variables and allow 

comparisons between each other, at this point, the standardized values of the variables were 

used, this in order to eliminate the difference between the units of measurement between each 

and also with the purpose to measure their variation based on their mean and standard 

deviations, rather than in their absolute values. Thus, some atypical variations can be 

evidenced, as is the case of the import and export variables, which present values far from the 

rest of their observations, this is probably due to the abrupt changes they suffered during the 

economic disaster. On the other hand, it can also be observed that the variable mortgage_ unit 

presents an atypical variation of great magnitude that is equated with that of the variable upac. 

This is explained by the fact that the mortgage_unit variable is the consolidation of the two 
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mortgage credit schemes that were analysed, this is the upac and the uvr, so that, by the last 

year of its validity, the upac had reached a value of Colombian pesos (15.577,04) extremely 

high, therefore, with the establishment of the uvr, which in its first year would have a low value 

(109,3521) in contrast to its predecessor, a huge variation in the observations would occur that 

it would be registered in the overall distribution of the variable, exemplified by an outlier of 

more than two standard deviations from its mean. 

Graphical relation of the variables 

Graph 9: Relational time series of the dependent variables 

 

Source: Own elaboration based on World Bank and International Labour Organization data. 

 This time series shows the relation between the two dependent variables on the 

analysis, their values are standardized to present a more accurately measure of the variation 

that each observation reports. At this point, it is noteworthy first, a brief moment of economic 

stability in 97 just before the crisis erupted, it can also be seen that the economic growth was 

not very pronounced despite the economic opening in the beginning of the decade, likewise, the 

crisis can be seen clearly exposed with the gap between both variables in the middle of the 



41 
 

graph, consequently, it can be seen how the recovery begins in 2002 and how the economic 

growth in 2004 was already higher to the level of unemployment. Finally, a brief relapse can be 

observed in 2008, probably as a result of the crisis the world was facing at that time. 

Graph 10: Relational time series between dependent and independent variables 

 

 

Source: Own elaboration based on World Bank, International Labour Organization, Banrep, 

Minhacienda, DIAN, DNP and DANE data.  

The time series previously exposed allow to observe the relation between the two 

dependent variables analysed and the main independent variables used to measure economic 

policies. The upper part shows the relation of the growth variable with the variables gmf_tax; 

mortgage_unit; and reserve. In this part, it can be seen how the relation tends to be proportional 

in the case of the tax and the reserve, this means that the observations of both variables 

increased in line with the growth variable; this trend continues until 2008 when the 

relationship loses strength, during this year the tax values remained stable, showing no positive 

variations. 
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On the other hand, for the mortgage_unit variable, the exponential increase before 1999 

is clearly observed, since as discussed in previous sections, the upac inflation exceeded the 

variation of inflation right before the crisis; after 1999 the uvr would maintain a significantly 

lower value and would remain constant and stable in the following 10 years, while the growth 

variable grew steadily. The lower part, relates the unemployment variable with the 

independent variables previously mentioned, at this point, it is observed that the relation tends 

to be inversely proportional, which implies that as the variation of the economic policy 

variables increased, the values of the observations in the unemployment variable decreased, 

for the mortgage unit, once the value was stabilized by the uvr, the unemployment variable 

continued to register a sustained decrease. 

Right below is the matrix dispersion graph between the dependent and the independent 

variables, the graph shows the correlation of the data through its dispersion, the red trend line 

helps to see this relation or non-relation more clearly depending on the case. Keeping with the 

previous analysis, it can be seen that the growth variable is positively related to the gmf_tax and 

reserve variables, but its relation with the mortgage_unit variable is negative or inversely 

proportional, that is, while the country's economic growth increased, the amount of housing 

finance scheme decreased considerably. In the case of the unemployment variable, the relations 

are in the opposite direction, being negative for the gmf_tax and reserve variables and positive 

for the mortgage_unit variable. 
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Graph 11: Dispersion matrix between dependent and independent variables 

 

Source: Own elaboration based on World Bank, International Labour Organization, Banrep, 

Minhacienda, DIAN, DNP and DANE data. 

Graph 12: Dispersion matrix between dependent and control variables 

 

Source: Own elaboration based on World Bank, International Labour Organization, Banrep, 

Minhacienda, DIAN, DNP and DANE data. 
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The dispersion matrix between the dependent and control variables (those that can 

influence the dependent variables but are not the centre of the analysis), shows the degree of 

relation that exists between each of its variations, and as can be seen, in the vast majority of 

cases the correlation is null and therefore the red trend line is expressed horizontally, thus 

implying the absence of both a negative and positive relation. Nonetheless, there are some sets 

of relations that resulted in quite significant correlations coefficients, this is the case of the 

unemployment variable and the trm variable (representative market rate by its Spanish 

initials), since as can be seen in the matrix, the relation of both is proportional, which means, 

that variations in variable "y" increase and so do variations in variable "x". Taking into account 

that the values used in the matrix are standardized, it can be affirmed that on average during 

the period analysed, unemployment increased in the same way that the value of the US currency 

against the peso did, otherwise, it can be said that a higher unemployment rate also coincided 

with a more devalued national currency, at least during the 20 years analysed. 

In other matters, it is worth highlighting the relation between the unemployment 

variable and the inflation variable; in this point, it is well known that some decades ago William 

Phillips concluded that there is a negative correlation between the rate of unemployment and 

the wage variation in the British economy. In the 20 years analysed in this exercise, it can be 

seen that Phillips’s postulates are confirmed, since the relationship between the variable 

unemployment and inflation is inversely proportional or negative, this broadly means that, 

while the variable "y" increases, the variable "x" decreases; in other words, while the 

unemployment increases, the inflation decreases (and vice versa). These control variables, as 

mentioned before, are not the centre of the analysis because they do not precisely represent the 

policies designed to solve the conjuncture, but what they really do is reflect the other aspects 

of the state of the economy that can help to understand the behaviour of the dependent 

variables that are of interest in this study, this being the case, it is very likely that in the case of 

unemployment, this has begun to decrease once a more stable monetary and exchange rate 

policy was established, among other things. 
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Multivariate regression models 

Table 4: Multivariate regression 

 

Source: Own elaboration based on World Bank, International Labour Organization, Banrep, 

Minhacienda, DIAN, DNP and DANE data. 

 Finally, a multivariate regression model was carried out, which seeks to obtain more 

information related to the incidence of each of the variables contained in the analysis. The 

model that is exposed above, yields information of great utility to continue with the objective 

of the study, at first, it can be seen that in the second table in the first column from left to right 

titled as “coef”, are presented the relation coefficients between the dependent variable and each 

one of the independent and control variables, this column expands the information that had 

been previously shown in the matrix dispersion graphs, so, as can be seen above, some variables 

have positive relations, others negative and some have no relation at all. In that sense, it can be 

seen for example that a positive change of one unit in the inflation variable generates a negative 
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variation of -0,597 in the growth dependent variable. Likewise, a change of a positive unit in 

the mortgage_unit variable was related to a positive variation of 0,350 in the unemployment 

variable. In sum, this column presents the values and direction that presents the intervariable 

relations, which is what was exposed graphically in the matrix dispersion. 

 Nevertheless, it is essential to consider the column titled as “P>| t |” as this presents the 

level of significance existing in each interrelation with the independent and control variables, 

in this part, is possible to observe that the majority of variables presents no statistic 

significance, in the case of the variable growth, only the variables reserve and mortgage unit 

are significant to a 90% confidence interval (0.010); for unemployment, the same level of 

significance applied only to three variables (trade balance, reserve and trm). However, it is 

interesting to observe the value found in the last column of the first table form left to right, as 

it corresponds to the “p value” of the two executed models, here, it can be seen that for the 

growth variable it was of 0,0137, while for the unemployment variable it was of 0,0008.  In this 

case, the model presents statistical significance with an alpha level of 0,05, but at the same time, 

as has been explained before, the great majority of independent and control variables present 

no significance at all, this seeming paradox, may have been caused by small sample size, as the 

different tests carried out for normality, homoskedasticity, and error independence show no 

insights of notable defects in the model38. 

 Having said that, one last data of great importance must be considered which is the “R 

squared” (R-sq in the table), in this case, the data must be understood as a percentage. In the 

presented model, the obtained numbers were 0,7769 (78%) for the growth variable and 0,8763 

(88%) for the unemployment variable, these numbers indicate the percentage of the variation 

in the response variable that is explained by the model, therefore, a value close to 0% would 

imply that the model does not explain at all the variability of the response data around its mean, 

on the contrary, a value close to 100% would imply that the model fully explains the variability 

of the response data around its mean. Taking this into account, it can be said that the models 

executed have great strength in relation to the two response or dependent variables, since 

values of 78% and 88% are considerably high, thus concluding that there is a large amount of 

incidence between the variations that were reported. 

 
38 Each one of this tests (with assumptions and interpretations) are presented in annexes 4, 5, 6, 7, 8 and 9. 
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Final considerations of the impact and incidence of policies 

Up to this point, it has been shown that the relation strength of the model with the dependent 

variables is considerably high (78% - 88%), in addition, it has also been observed that both 

models are statistically significant due to their reported “p-values” (0,0137 and 0,0008), despite 

the fact that the great majority of variables was of no statistical significance, what may have 

been caused by the small sample size that was used. Therefore, some appreciations can already 

be drawn from the quantitative exercise carried out and the links it has with the other elements 

worked on throughout the project. In this sense, and in line with the graphs and tables 

presented above, it can be seen that in broad strokes the policies had some impact on the 

macroeconomic indicators of the time, as the model could not explained in all its aspects the 

relations analysed, however, the descriptive graphs and figures, show that it is possible to 

observe how economic growth was in great part driven by the injection of capital and the return 

of liquidity and solvency to the financial institutions, in this point, the Tax on Financial 

Transactions was one of the main sources of capital and, to that extent, it was one of the main 

policies to end the deterioration of the portfolio that occurred during those years, consequently, 

once the solvency of the system improved, the real sector of the economy and the production 

were gradually reactivated. 

 The new banking regulation scheme that resulted from the financial reform also 

presented positive results, in the sense that the levels of capital reserves of financial entities 

stabilized, this not only strengthened the system but also provided greater guarantees for the 

depositors, likewise, the stabilization of reserves could have improved the production 

indicators as it boost the capital flow through new credit movements that were supported by 

the banking reserves and also by the significant recovery in the level of liquidity. Regarding the 

mortgage system, the important role played by the replacement of the upac with the uvr must 

be highlighted, since as it could be seen with the previous numbers and graphs, the new Real 

Value Unit constituted a more stable house financing instrument than the previous Constant 

Purchasing Power Unit, at this point, it can be said that once a more stable financing unit was 

implemented, the growth indicator started to show signs of recovery, the relation in this case 

was negative, thus indicating that as the mortgage financing scheme was strengthened and 

stabilized (reflected in a large drop in the variation), the country's Gross Domestic Product also 

started to grew. 
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 Finally, it is worth considering how unemployment began to decrease in the following 

decade in line with the end of the recession and the gradual reactivation of the real sector of the 

economy. This reduction in the unemployment rate was leveraged by the injection of capital 

that was carried out in order to restructure entities in both the public and private sectors, here, 

both the bonds of the Guarantee Fund and the resources of the Transaction Tax played a 

fundamental role, on the other hand, the declared state of economic emergency forced many 

companies to put in order their financial balances, and those that were on the direct path to 

bankruptcy were intervened and restructured, with that, the level of unemployment, which had 

increased in part due to payroll cuts and closings, was gradually decreasing due to the financial 

consolidation plans imposed in various entities, and also due to the capital injection that was 

carried out for its subsequent recovery. 

 Regarding the control variables, it is worth highlighting the relation that inflation had 

with respect to the other indicators analysed in this section. Following this line, the pronounced 

increase in unemployment that has occurred since the mid-1990s was associated with a fairly 

rigorous inflation targeting policy that was put into practice right after the Constitution of 91’. 

Nonetheless, in the years after the crisis, a more moderate policy was chosen and the aim of this 

policy was to had inflation under control (objective scheme of no more than one digit) while at 

the same time, encourage employment and production, seeking with this to avoid cycles of high 

inflation and unemployment, or even worse, the promotion of the stagflation phenomenon. 

Regarding the exchange rate policy, there is a certain positive relation with the unemployment 

variable, this could be explained mainly by the capital flight that has occurred since 1995, where 

the national currency started to lose its value and the unemployment levels had also 

skyrocketed, it is probably that with less foreign investment in the country, many jobs began to 

disappear in the different sectors of the economy. 
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Conclusions 

 

This work arose at first from the interest of determining the impact of government action in 

times of recession and economic crisis, since certainly, the crisis of the end of the last century 

was unprecedented in the modern economic history of the country, even so, it continues to be 

a subject that has been addressed relatively little and in restricted circles of specialists, for that 

reason, from the beginning, one of the purposes of this work has been to present the reader 

those theoretical and practical components that could be visualized during an economic crisis, 

and also how the Government and the society can face them in order to reduce its costs. Based 

on these premises, the undergraduate work that this document provides shows the complexity 

that characterizes a crisis and why it is necessary for the Government, in the performance of its 

duties, to ensure priority for macroeconomic stability. 

 The analysis carried out shows that recessions and economic crises are multi-causal and 

complex, which is why in many cases, they arise as a result of the convergence of both internal 

and external factors, so that they appear in the way they manifest; which is clearly one of the 

reasons why crises are presented in a differentiated way and, of course, always affected by their 

time and space conditions. Nonetheless, what is clear from the literature presented is that there 

are certain common and trend factors that help to determine the nature and behaviour of crises 

and, therefore, establish the solutions to be applied. 

 For the Colombian crisis of 1999, some patterns that had been occurring in other 

recessions of emerging economies during the same decade were repeated, therefore, a large 

part of the measures that the Government decided to implement were supported by studies 

carried out in other countries where they had already presented some favourable results. At 

the same time, it can be seen the importance that the Government has to play as the articulating 

axis of society for the resolution of economic crises, without denying that the crisis is multi-

causal and complex, the task of the Government significantly helps to correct the behaviours 

and expectations of each one of the actors that are part of the economic system, therefore, after 

what has been stated here, from a neo-institutional perspective it is likely that the costs of the 

crisis have been much higher and the recovery period much slower, if the Government had not 

intervened; this mainly, because without a substantive change in the rules of the game, it is 
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assumed that the behaviour of the actors does not vary either, consequently, it is very likely 

that financial entities would have perpetuated harmful practices for the consumer and for their 

own performance, and in the same way, the public administrations would have keep assets of 

non-viable entities, while widening the deficit due to public spending that is not adequately 

targeted. That is why, much of the interest of this work was oriented to dimension to what 

extent, a change in the rules of the game (laws, decrees and circulars) caused a significant 

incidence or impact on the behaviour of economic actors and with it, a way out of the worrying 

situation in which the country found itself 20 years ago. 

 This incidence or impact of the measures was the central core of the investigation, and 

for this reason, the analysis derived from the statistical models carried out was one of the most 

important elements within the entire exercise; using these models, it was possible to 

empirically and quantitatively demonstrate the degree of relation or incidence that each 

variable had on the elements that had been set as indicators of interest. After the exercise, it 

was observed that there was some sort of influence that was also statistically significant in the 

overall model executed, but unfortunately, not in each one of the response variables, 

circumstance that may have been caused by the small sample used to run the model. This meant 

that capital injection, bank regulation, and mortgage financing policies may have played an 

important role in the outcome of the recession, but it is difficult to establish the degree of this 

role. But not only that, it also meant that the policies left lasting changes both in the country’s 

financial system and in the operation of the Government itself, some of these changes would be 

a considerable reduction in the volume of public financial entities, with this, the number of 

entities dedicated to solidarity and development banking would also be reduced, as a large part 

of these figures went bankrupt or became commercial banks. At the same time, the 

establishment of the Real Value Unit led to a more stable mortgage system that has remained 

that way in the years following the crisis, thus making the formation of a bubble in the mortgage 

sector much more unlikely today. 

Nowadays, the strength and stability of the system is significantly better than it was 20 

years ago; since that episode, the country has worked to strengthen and consolidate the entire 

financial stability and security system. In the present day, it is clear that since that period, 

several lessons have remained, nowadays, there is not only greater regulation for banking 

entities, but there are also greater guarantees for all users and depositors of the system. 
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Likewise, the Government have focused a little more on working with advisory bodies 

specialized in diverse topics of interest (as it was at the time the Higher Housing Council), this 

means that there are greater technical criteria in the management of economic situations, for 

that reason, it is of great importance that the Colombian Government continue working towards 

this path, thus establishing a decision-making process based entirely on technical criteria 

rather than popular criteria. 

However, and despite the fact that the graphs and figures showed presented evidence 

of the impact that the policies might had in the outcome of the recession, it is very well 

acknowledged that the analysis made does not approach all the factors involved in the subject 

analysed, to begin with, the analysis done takes into account data bases that left behind 

different sorts of information, such as informal employment, capital from illegal activities, 

among others. This means that many aspects of the crisis are outside of the formal analysis, and 

therefore, of the ideas concluded here, so, this is worth of mention, as this is one of the aspects 

that presents limitations to the analysis presented. At the same time, the truth is that many of 

this information is out of reach and hardly quantified, even though it makes a great influence in 

the overall evolution of economic, political, and social processes. Having said that, it is 

recommended that future research approach these limitations and try to incorporate them in 

the analysis made, as it will probably provide revealing insights. 

Finally, it is also very important that there is a continuity in topic-related research, as it 

is still very often that institutions, citizens, and companies are not very well prepared to face a 

changing difficult situation, whether it happens in the financial system, the political sphere or 

the health and environmental conditions. As it has been stated before, crisis management 

studies keep being somewhat scarce, so it is highly encouraged that there is done more research 

in a huge field that has not been addressed in all its particularities. It is deeply needed a more 

diffusion and dissemination of these kind of studies, but not only for the studied or specialist 

population but for the common citizen too, as this people also struggle with macroeconomic 

problems, and their behaviour and decisions influence in a great way the possible outcomes of 

this processes. Therefore, it is central that governments invest great efforts in qualifying the 

companies, citizens and public administrators with financial education, planning and crisis 

management and risk, only by doing this there will be more capable people to face these 

challenges, and a lesser probability that these may occur. In this framework, the internal control 
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of private companies and of the government itself play a central role, since officials and clerks 

of all ranks have the responsibility of the adequate functioning of its respective entity, and in 

turn, their performance determines in great part the success or failure of the system as a whole. 

 Right now, the country and the world face a health crisis that already has its notable 

economic effects, so today, more than ever, the issue is in force and is of great importance. It is 

very likely that the set of measures that are implemented to get out of this crisis differ from 

those that were used two decades ago, not only because the current crisis is of a different 

nature, but because the country has also changed since 1999. However, what is entirely clear is 

that the discussion of the actions that a government must take in the face of a crisis must always 

be on the table, and that is why, there must be a permanent interdisciplinary approach between 

the Economy, the Political Science, the Public Administration and many other disciplines. 

Because only from an integral vision of the problem can an integral solution be reached; one 

that leads to lower costs for all the actors involved and that also achieves a long-term vision. In 

that sense, the permanent study and dissemination of the crises that society faces makes it more 

likely that in the future there will be better preparation by all the social actors to face them, 

which in turn implies, a greater capacity to adopt a long-term development roadmap for the 

country, for the regions, and for the world. Having said that, it is highly recommended that 

future studies embrace other dimensions that may trigger a crisis, such as health and 

environmental issues, as these are increasingly becoming a central core in the agenda around 

the world; hopefully, there will be a path to be found that allow to harmonize each of these 

dimensions, and in turn, improve the life of generations to come. 
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Annexes 

Annex 1: Systematization of dependent variables 

growth 

Measurement 
Production level of the country in terms of an annual percentage of 
the Gross Domestic Product. 

Definition 

GDP is the sum of the gross value added of all producers residing 
in the economy plus all taxes on products, except any subsidy not 
included in the value of the products. It is calculated without 
making deductions for depreciation of manufactured goods or for 
depletion and degradation of natural resources. 

Variable type and 
unit of measure 

Indicator of the state of the economy (quantitative and 
continuous); percentage (%). 

Indicator Gross domestic product growth, annual percentage. 
Empirical 

description of the 
indicator 

Annual percentage growth rate of GDP at market prices in local 
currency, at constant prices. 

Source 
Data on World Bank national accounts and data files on OECD 
national accounts. 

unemployment 

Measurement 
The country’s unemployment level in terms of an annual 
percentage of the unemployment rate in the economically active 
population. 

Definition 
Unemployment is the proportion of the working population that 
does not have a job but is looking for a job and is available to do it. 

Variable type and 
unit of measure 

Indicator of the state of the economy (quantitative and 
continuous); percentage (%). 

Indicator Unemployment in the total active population, annual percentage. 
Empirical 

description of the 
indicator 

Annual percentage, unemployment rate of the active population. 

Source 
International Labour Organization, ILO statistical database 
(ILOSTAT). 
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Annex 2: Systematization of independent variables 

gmf_tax 

Measurement 
Amount of resources that were raised for the sole purpose of 
injecting liquidity into financial institutions. 

Definition 

The tax on financial movements is a tax that is applied to 
transactions that take place in the national internal financial sector. 
It originated in November 1998 and was initially thought of as a 
transitory tax that in practice has acquired a permanent status. 

Variable type and 
unit of measure 

Economic policy indicator (quantitative and continuous); COP ($). 

Indicator 
Collection by tax on transactions in the national financial system, 
annual figures. 

Empirical 
description of the 

indicator 
Annual collection amount, figures in millions of current pesos. 

Source 
Coordination of Economic Studies. Management Division of 
Operational Analysis. Directorate of National Taxes and Customs. 

mortgage_unit 

Measurement 
Consolidated value of Colombian pesos for a housing unit, it 
merges the estimates by upac until 1999 and from 2000 by uvr. 

Definition 

Both the upac and the uvr are units of account that reflect the 
purchasing power of the currency based on the inflationary 
variation, mortgage loans are calculated around this unit to avoid 
a deterioration in the value of the capital granted. 

Variable type and 
unit of measure 

Economic policy indicator (quantitative and continuous); COP ($). 

Indicator Colombian pesos per mortgage unit, annual average. 
Empirical 

description of the 
indicator 

Annual average, Colombian pesos per unit of value. 

Source Technical Management, Bank of the Republic. 
reserve 

Measurement Annual average of liquid reserves level in billions of pesos. 

Definition 
It is the portion of a bank’s deposits that must be held in liquid 
reserves (in its own coffers or in other financial institutions), and 
therefore cannot be used for investments or loans. 

Variable type and 
unit of measure 

Economic policy indicator (quantitative and continuous); COP ($). 

Indicator Liquid reserves of financial institutions, annual average. 
Empirical 

description of the 
indicator 

Annual average, reserves in billions of pesos. 

Source 
Monetary Policy and Economic Information Department of the 
Bank of the Republic. 
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Annex 3: Systematization of control variables 

fiscal_balance 

Measurement 
Management of government income and expenses during the 
period proposed for analysis. 

Definition 

It is the difference between public income and expenditure in a 
given territory, or, in other words, a fiscal balance is the difference 
between the government’s investment in a community and the 
taxes that that community contributes to the State as a whole. 

Variable type and 
unit of measure 

Economic policy indicator (quantitative and continuous); COP ($). 

Indicator 
Difference between income and expenses of the nation, annual 
figures. 

Empirical 
description of the 

indicator 

Amount of deficit or surplus of national accounts, figures in billions 
of pesos. 

Source 
Open data from Bank of the Republic, with connections from the 
series of the National Planning Department and the Ministry of 
Finance and Public Credit. 

trade_balance 

Measurement 
It represents the direction that trade policy took during the crisis, 
it accounts for the balance between imports and exports during the 
period to be analysed. 

Definition 
The trade balance is the difference between the total exports and 
imports of a country. 

Variable type and 
unit of measure 

Economic policy indicator (quantitative and continuous); USD ($). 

Indicator 
Difference between imports and exports of the nation, annual 
figures. 

Empirical 
description of the 

indicator 
Amount of deficit or surplus in millions of dollars. 

Source 
Joint series of the National Administrative Department of Statistics 
and Directorate of National Taxes and Customs. 

external_debt 

Measurement 
It represents the level of debt contracted by both the public and 
private sectors of the country with foreign entities. 

Definition 
External debt is the sum of the debts that a country has with foreign 
entities. It consists of public debt (that is contracted by the State) 
and private debt (that is contracted by companies and individuals). 

Variable type and 
unit of measure 

Economic policy indicator (quantitative and continuous); COP ($). 

Indicator Aggregate of the nation’s public and private debt, annual figures. 
Empirical 

description of the 
indicator 

Amount of the external debt at the national level in billions of 
pesos. 

Source Ministry of Finance and Public Credit. 
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internal_debt 

Measurement 
The amount of the debt that the State has contracted with citizens 
or companies, which were also taken in national currency. 

Definition 

The internal debt is the sum of all the public debts that a territory 
or State has and in which the citizens themselves are creditors or 
guarantors, these debts are generally generated through loans and 
credits granted in the national currency. 

Variable type and 
unit of measure 

Economic policy indicator (quantitative and continuous); COP ($). 

Indicator Aggregate of internal public debt, annual figures. 
Empirical 

description of the 
indicator 

Amount of internal debt at the national level in billions of pesos. 

Source Ministry of Finance and Public Credit. 
trm 

Measurement 
The amount of Colombian pesos that are equivalent to one US 
dollar. 

Definition 

The representative market exchange rate (TRM) is the amount of 
Colombian pesos per one United States dollar. The TRM is 
calculated based on the operations of buying and selling currencies 
between financial intermediaries that trade in the Colombian 
exchange market, with compliance on the same day when the 
currencies are traded. 

Variable type and 
unit of measure 

Economic policy indicator (quantitative and continuous); COP ($). 

Indicator 
Amount of Colombian pesos equivalent to one US dollar, annual 
average. 

Empirical 
description of the 

indicator 
Annual average, rate in Colombian pesos. 

Source 
Technical Management, Bank of the Republic, and National 
Statistics Department. 

inflation 
Measurement Annual variation of the Consumer Price Index (IPC). 

Definition 
It is a substantial, persistent, and sustained increase in the general 
level of prices over time. 

Variable type and 
unit of measure 

Economic policy indicator (quantitative and continuous); 
percentage (%). 

Indicator Variation of the Consumer Price Index, annual percentage. 
Empirical 

description of the 
indicator 

Annual percentage, consumer price index. 

Source 
Technical Management, Bank of the Republic, and National 
Statistics Department. 
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Annex 4: Szroterer’s test for homoskedasticity (growth variable regression) 

Outcome Assumptions 

 

Ho = model presents 
homoskedasticity 

 
Ha = model presents 

heteroskedasticity 

Interpretation 
The p value associated with the chi2 contrast statistic is greater than 0.05, therefore, there 

is no statistically significant evidence to reject the null hypothesis of homoskedasticity, 
which in turn implies that the model does not present heteroskedasticity. 

 

Annex 5: Szroterer’s test for homoskedasticity (unemployment variable regression) 

Outcome Assumptions 

 

Ho = model presents 
homoskedasticity 

 
Ha = model presents 

heteroskedasticity 

Interpretation 
The p value associated with the chi2 contrast statistic is greater than 0.05, therefore, there 

is no statistically significant evidence to reject the null hypothesis of homoskedasticity, 
which in turn implies that the model does not present heteroskedasticity. 

 

 

                                       

  zinflation        0.47    1   0.4908 #

        ztrm        1.89    1   0.1689 #

zmortgage_~t        2.38    1   0.1232 #

    zreserve        2.04    1   0.1535 #

    zgmf_tax        2.58    1   0.1081 #

zinternal_~t        1.84    1   0.1755 #

zexternal_~t        2.94    1   0.0862 #

ztrade_bal~e        0.18    1   0.6673 #

zfiscal_ba~e        0.30    1   0.5855 #

                                       

    Variable        chi2   df      p 

                                       

                                       

  zinflation        0.29    1   0.5914 #

        ztrm        0.40    1   0.5287 #

zmortgage_~t        0.46    1   0.4993 #

    zreserve        0.19    1   0.6656 #

    zgmf_tax        0.16    1   0.6855 #

zinternal_~t        0.05    1   0.8320 #

zexternal_~t        0.01    1   0.9423 #

ztrade_bal~e        0.35    1   0.5560 #

zfiscal_ba~e        0.43    1   0.5133 #

                                       

    Variable        chi2   df      p 
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Annex 6: Skewness/Kurtosis test for normality (growth variable regression) 

Outcome 

 
Assumptions Interpretation 

Ho = residuals are normally distributed 
 

Ha = residuals are not normally distributed 

The probability value associated with the 
joint test (Prob>chi2) is greater than 0.05, 

therefore, there is no statistically significant 
evidence to reject the null hypothesis of 
normality in the residuals, which in turn 
implies that the model does not present 
abnormality in its residual distribution. 

 

Annex 7: Skewness/Kurtosis test for normality (unemployment variable regression) 

Outcome 

 
Assumptions Interpretation 

Ho = residuals are normally distributed 
 

Ha = residuals are not normally distributed 

The probability value associated with the 
joint test (Prob>chi2) is greater than 0.05, 

therefore, there is no statistically significant 
evidence to reject the null hypothesis of 
normality in the residuals, which in turn 
implies that the model does not present 
abnormality in its residual distribution. 

 

 

 

 

 

 

 

        resl           21     0.4601        0.9471        0.58         0.7494

                                                                             

    Variable          Obs  Pr(Skewness)  Pr(Kurtosis) adj chi2(2)   Prob>chi2

        resl           21     0.5113        0.7266        0.58         0.7479

                                                                             

    Variable          Obs  Pr(Skewness)  Pr(Kurtosis) adj chi2(2)   Prob>chi2
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Annex 8: Error independence (or no autocorrelation) test by Durbin-Watson statistic 

(growth variable regression) 

Outcome 

 
Assumptions Interpretation 

Ho = model presents no autocorrelation 
 

Ha = model presents autocorrelation 

The value of the statistic is between 1 and 3, 
therefore, the null hypothesis is accepted, 

which in turn implies that the assumption of 
non-autocorrelation is indeed fulfilled. 

 

Annex 9: Error independence (or no autocorrelation) test by Durbin-Watson statistic 

(unemployment variable regression) 

Outcome 

 
Assumptions Interpretation 

Ho = model presents no autocorrelation 
 

Ha = model presents autocorrelation 

The value of the statistic is between 1 and 3, 
therefore, the null hypothesis is accepted, 

which in turn implies that the assumption of 
non-autocorrelation is indeed fulfilled. 

 

 

 

 

 

 

 

 

 

 

Durbin-Watson d-statistic( 10,    21) =  1.761281

Durbin-Watson d-statistic( 10,    21) =  2.106183
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