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Letter from the Chair 

Dear Delegates, 

Welcome to the Economic and Finance Council! I am Zhi Xin Li, and I will be serving as your 
chair for the duration of this conference. The ECOFIN committee is primarily focused on 
maintaining the stability of the economy worldwide. The topic for this conference: “Combatting 
Hyperinflation and Recession in Latin America”, deals with the ongoing economic turmoil in 
Latin America, which has remained unsolved for decades.  
 

I was born and raised in Hong Kong, and went to local 
secondary schools. Outside of academics and MUN, I enjoy 
playing different sports, including squash, badminton, etc. A 
fun fact about me is that I’ve travelled to 12 countries in the 
last 12 years! I am currently a sophomore at Stanford 
University. I spent my first year exploring a myriad of 
different subjects at Stanford, taking classes on subjects 
ranging from feminism to volcanoes.  

Model United Nations has been one of my main activities 
since Grade 7. Throughout the years, I have participated in 
16 conferences in 4 different countries, as a delegate, a chair, 
and an organizer. MUN has not only allowed me to grow as 
a delegate, but it has also been crucial in shaping my 

personal growth throughout my teenage years.  

My advice to delegates is this: Even if you are not the most confident speaker in the room, do not 
doubt yourself. We are all here to learn, and even if your speech is not as polished as you want it 
to be, or you are not able to stand your ground/ negotiate resolution details with other delegates, 
view your performance as work in progress -- throughout the duration of the conference, you can 
try, try and try again. If you do that, I can almost guarantee that you will emerge as a much 
stronger and competent delegate by the end. For competent delegates, remember to be humble 
and listen to other people. Experience is important, but not everything, and there are always 
suggestions from other delegates that can help you improve your arguments or solutions so that 
they become impeccable. That said, feel free to email me at zhixinli@stanford.edu if you have 
any questions about anything.  
Sincerely, 
Zhi Xin Li  

mailto:zhixinli@stanford.edu
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Background and History  

Economic Recessions in Latin America 

Hyperinflation refers to the phenomena of very rapid and uncontrolled inflation in the 

economy. It is a common phenomenon that exists when severe recessions hit Latin America. 

Hyperinflation makes livelihoods of national citizens very difficult because it makes basic goods 

unaffordable. For national citizens holding domestic currencies, it also means that their wealth 

dramatically decreases because the currencies that they hold essentially become worthless. 

Because each Latin American country is different, even though most of them suffer from the 

same problem, a one-size-fits-all approach might not be applicable to this problem. 

History of foreign loans and debts (60s and 70s) 

Oil crisis of the 1970s: 

In the 1960s and 1970s, Latin American countries, such as Brazil, Argentina and Mexico, 

borrowed heavily from public banks to fund industrialisation and other infrastructure programs. 

In the 1970s, countries would also start lending from private banks. Because these countries had 

a booming economy in the 1960s, a lot of the banks believed that these countries’ economies 

would continue to expand, and hence lent the countries a large sum of money.  

In the 1970s,  an Arab oil embargo from the Organisation of the Petroleum Exporting 

Countries (OPEC) was imposed on countries who were seen to support Israel. Arab nations were 

allies of Palestine, and would therefore protest any efforts to help Israel because any efforts to 

help Israel would harm Palestine. (Britannica, 2020) Because of the Arab oil embargo,  there was 

a shortage in oil supply, causing the oil prices to rise rapidly, greatly increasing the cost for 

industrialisation and building infrastructure. In response, the Latin American countries borrowed 
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even more money from the banks to cover the increase in costs. The Latin American countries 

continued to hold a positive outlook for their economies,  and believed that they could pay back 

their debt when the economy improved. According to the Federal Reserve of History, “Latin 

American borrowing from US commercial banks and other creditors increased dramatically 

during the 1970s. At the end of 1970, total outstanding debt from all sources totaled only $29 

billion, but by the end of 1978, that number had skyrocketed to $159 billion. By 1982, the debt 

level reached $327 billion”. This shows the dramatic increase in Latin American debt brought 

about by the oil crisis of 70s. (Sims and Romeo, 2020) 

The increase in oil prices worldwide caused production prices to rise in both developing 

and developed countries, causing inflation. While the tactic for developing countries in Latin 

America was to borrow money to deal with the oil crisis in the short-term, developed countries 

(including the US and European countries) mainly decided to try and increase interest rates to 

lower inflation rates on their own. When interest rates rise in developed countries, aggregate 

demand of the economy decreases, which should alleviate inflation rates in developed countries.  

However, an increase in interest rates in the developed countries (such as the US and 

European countries) caused worsened exchange rates between Latin American currencies and 

commonly-used currencies such as the US Dollar and Euro for Latin American countries. Latin 

American countries lost purchasing power, which meant imports became more and more 

expensive, which could also lead to an increase in inflation because of increases in production 

costs. In response, they chose to borrow more money and increase their debt even more.  
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The increase in interest rates would also mean that domestic currencies of Latin 

American countries are worth less worldwide, essentially decreasing the amount of money in 

terms of US Dollars or Euros that the countries have. This also increased the debt of the Latin 

American countries.  

1980s Debt Crisis:  

 The first signs that showed Latin America was in a debt crisis surfaced in 1982. Mexico 

declared that it could not finance its loans and defaulted on its debt. As a result, most banks that 

lent money Latin American countries realised that the countries might not be able to pay back 

their loans. Banks stopped lending to Latin American countries, and demanded that the Latin 

American countries pay back their outstanding debt immediately -- in hopes that the countries 

would not be able to default on their loans before paying the banks. Latin American debt 

involved billions of dollars, which meant that the Latin American countries (who were already in 

financial turmoil) would not be able to deliver on the demands from the banks.  

International Monetary Fund:  

 In addition to demanding that Latin American pay back their loans immediately, banks 

that lent money to Latin American countries also seeked help from the International Monetary 

Fund(IMF). The IMF could help banks restructure their debt, in order to prevent financial strife 

worldwide. The IMF stepped in to provide loans for Latin America’s unpaid debt. In essence, the 

IMF paid the banks the amount the countries owed the banks, so that the banks would not be in 

financial crisis.  

Free-market Capitalism 
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 When reforming Latin American countries, the IMF stressed the role of market forces, 

advocating for a free-market capitalism approach. Reforms targeted areas such as “international 

trade, the financial sector, the tax system, and state enterprises.” International trade was 

emphasised, and government regulations on the financial sector were kept to a minimal, tax rates 

decreased, and state enterprises became private.  

 Arguably, reforms such as lowering tax rates would only hurt inflation rates Latin 

American countries. Lowering tax rates would likely increase the aggregate demand of the 

economy, which would only exacerbate inflation and not lower it.  

  

Austerity plans by the International Monetary Fund 

 As a condition for the loans provided by the IMF, Latin American countries had to 

implement a series of austerity measures. Austerity measures are usually aimed at reducing the 

spending of the Government, which would leave more money for paying back their loans. Some 

examples of austerity measures include reducing investment in government infrastructure and 

eliminating fuel subsidies.  

 Austerity measures are culprits to recessions in Latin American countries. When there are 

two or more quarters of negative economic growth, a recession occurs. Reducing investment in 

government infrastructure would decrease the aggregate demand of the economy, which would 

decrease the productive output of the economy. As a result, austerity measures normally lead to 

recessions. 
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 Measures such as eliminating fuel subsidies would increase the cost of production. This 

would translate to inflation in the economy, which would only exacerbate the original inflation 

rates.  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Past Solutions 

Raising interest rates 

 Latin American countries have attempted to curb hyperinflation in Latin America by 

increasing interest rates. Increasing interest rates will change the exchange rates between Latin 

American currencies and other currencies to favour Latin American countries, which would 

increase the purchasing power for Latin American countries. An increase in interest rates would 

lower the price of imports for the country, decreasing the cost of production for Latin American 

countries, which will hopefully decrease the price of products, and therefore curb inflation.  

 For countries that rely heavily on international trade, an increase in interest rates may not 

necessarily benefit them. The increase in interest rates would make the value of the domestic 

currency of Latin American countries increase in comparison to other countries’ currencies. Price 

of exports would appear to increase. Hence, there might be a decrease in net exports, which 

would decrease the aggregate demand of the economy. The decrease in aggregate demand of the 

economy would decrease productive output of the economy, which will exacerbate recessions in 

the economy.  

 Hence, depending on the country, there might be a tradeoff between curbing inflation and 

curbing recessions.  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Money printing to curb recessions 

 In an attempt to stimulate the economy, governments such as Ecuador and El Salvador 

have attempted to increase aggregate demand through for example, increasing investments in 

government infrastructure. The hope is that investment in government infrastructure would 

increase both the productive output and productive capacity of the economy, bringing the 

economy out of recession.  

 To finance government spending and finance their debts, governments can choose to 

either seek their money through borrowing (which is no longer an option because banks are very 

unlikely to lend money to them after the previous debt crisis), or print their own money.  

 Printing money is only a temporary solution because with more of a country’s domestic 

currency circulating in the market, the domestic currency will be worth increasing less in 

comparison to other currencies, leading to even more inflation because of an increase in import 

costs.  
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Returning the economy to national control 

One such country which attempted to return its economy to national control was 

Venezuela. Venezuela attempted to return its economy to national control by imposing prices on 

goods, especially on necessities, so that these become affordable for its citizens.  

While returning the economy to national control would forcibly curb inflation, it will not 

curb recessions. Returning the economy to national control will undermine the free-market 

forces, decreasing the confidence that investors have in the market.  

Investments (especially foreign investments) may decrease, which will only decrease 

aggregate demand in an economy, worsening recessions.  
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Pegging domestic currencies to the US Dollar 

Countries such as Argentina have tried pegging their domestic currencies to the US 

Dollar in an attempt to curb inflation. Pegging the domestic currency to the US Dollar essentially 

sets a constant exchange rate between the domestic currency and the US Dollar, preventing any 

fluctuations in exchange rate.  

This would curb inflation, but pegging the domestic currencies to the US Dollar does not 

enable any administration of the monetary policy, which is one of the two policies (monetary 

policy and fiscal policy) which can be used to combat recessions. Since the fiscal policy is less 

feasible given the governments’ indebtedness in Latin American countries, this could severely 

impact countries’ ability to alleviate recessions in the long-run.  



12

Slashing 0s from currencies (Venezuela) 

 In face of hyperinflation in Venezuela, meaning large sustained increases in price levels, 

of up to 32,714 percent, the Government has launched a new policy for citizens to delete five 

zeros from their bank notes in 2018.  

 The Government then launched the policy of cutting five zeros from the currency to solve 

the hyperinflation. This policy emerges in the form of a new currency, which is pegged to a 

cryptocurrency named the petro, in turn backed by petrol.  

 In theory, this policy is feasible. If the five zeros are cut from banknotes, the nominal 

amount of money each banknote represents decreases, automatically decreasing the money 

supply.  

 The decrease in money supply would raise the interest rate, increasing the cost of 

borrowing, consumption expenditure and investments would fall. The aggregate demand would 

fall, which means the price level falls, successfully reducing inflation.  

This policy is effective in the short term. People are confused as to how the calculation of 

the new currency is done, and fear instability of a new currency indirectly backed by an unstable 

production of petrol. This coupled with the increase in interest rate will surely effectively 

decrease the aggregate demand, reducing the price level.  

However, In the long-term, this policy is ineffective, because if the Venezuelan 

Government maintains the same expansionary monetary policy to pay its bills, then it is just a 

matter of time before the currency becomes worthless because of hyperinflation again. Although 

this policy may be able to solve the inflation now, unless the Government decides to abandon its 

expansionary monetary policy, there is no real solution in the long-term.  
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Current Circumstances  

Currently, slowing growth and output contractions continue to plague Latin American 

countries. The ongoing coronavirus pandemic has likely only worsened the situation, because it 

has recessions worldwide. If recessions are worsened, or continue to persist, governments may 

have to adopt solutions traditionally used to curb recessions, such as decreasing exchange rates, 

which would only exacerbate inflation. In this case, hyperinflation and recessions would unlikely 

be  solved in the short-term.  

Questions to Consider: 

! What are solutions that this committee can implement that benefit the countries involved 

as a whole, without specifically targeting certain member countries? 

! What additional solutions should be in place to help specific countries? 

! Why do existing measures backfire? Should we improve existing measures or go in a new 

direction entirely? 
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