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Abstract

This article analyzes the most representative international financial crises in Colombia since
1990: the Asian crisis of 1997 and the Sub-Prime crisis of 2008 in the United States. Likewise,
the impacts and their effects on national production in some Latin American countries are
indicated. Finally, it is shown how financial literacy cushions the negative effects on small and
medium-sized enterprises (SMEs), which are of vital importance in the economy for its
contribution to GDP and the generation of formal jobs.
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Introduction

Economies have periods of growth,
expansion and boom, as well as periods of
slowdown and crisis, which occur over time
as part of what in economics are called
business cycles, which depend on internal
and external factors, political, social, natural
and demographic (Samuelson, 1967).
Among the main causes for which the
economies of the countries, both emerging
and developed, are affected and present
falls in national production as measured by
the Gross Domestic Product (GDP), it has to
do with what happens to the financial
system and its crises, which are expanding
rapidly given the degree of globalization
and openness not only of an economic and
commercial type but also of a cultural and
technological type (Larrain and Sachs
2002).

The functioning of financial markets has
been of great importance in explaining the
falls in real activity, since in the last 200
years approximately 300 financial crises
have occurred, the most critical being that of
1930, also known as the “Great Depression”
and that of 2008 or “Crisis subprime”,
(Machinea, 2009). This author also
identifies the instability of the financial
system as the main cause of financial crises.

In the development of this article, we
present what happened in Asia at the end of
the last century in Asian countries such as
Malaysia, Korea, Indonesia, Thailand,
among others, and that affected several
countries, reaching as far as Latin America,
including Colombia where they lived a very
strong economic recession (Cepal, 1998).
Likewise, the mortgage or subprime crisis
that broke out in 2008 in the United States
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is presented and expanded worldwide
(Titelman, Pérez, and Pineda, 2009) and had
strong impacts on the Colombian economy
(Ocampo, 2009).

From the lessons left in the last 22 years,
SMEs in Colombia and other Latin American
countries should be able to make the best
decisions in economic and financial matters,
for which a certain degree of financial
literacy and economic knowledge. In
accordance with the above, it is desired to
show what the effects of the said crises were
atthe macroeconomic level in Colombia and
on the economic results of SMEs.

Methodology

This article is a literature review on what
happened in the aforementioned financial
crises, which had strong consequences on
the dynamics of the Colombian economy
and on that of other Latin American
countries, in order to identify the factors
that make these economies in the presence
of these crises and what their effects are on
small and medium-sized companies, which
can use financial literacy as a tool to cushion
the strong effects of these crises.

According to Guirao, Olmedo and Ferrer
(2008), review articles “is a type of scientific
article that without being original collects
the most relevant information on a specific
topic”. In that order of ideas, first of all,
inquiries are made about crises as part of a
country's economic cycle, what is a crisis in
the financial system and how it affects the
general performance of a country or group
of countries, that at a theoretical level, to At
an empirical level, the causes, development

and consequences of the two crises studied
in this document are analyzed taking as a
specific case what happened in Colombia.

As an additional analysis tool to the
documentary review, it is presented
through a table and a graph which were the
effects of the said crises in other Latin
American economies, where it can be seen
that the impact was generalized given the
high interconnection of the markets and
economies globally.

This research shows how even in Colombia
and in other Latin American countries there
are shortcomings in financial literacy issues,
at the level of the general population, but
also in people who are in charge of the
administration and finances of small and
medium-sized companies. Given this
limitation of knowledge in this important
area, financial literacy is proposed as a tool
for SMEs to face financial crises and sustain
themselves in the market over time, since
many of them are born, but in less than five
years are already out of the market.

Results

Stylized facts of the financial crises of 1997
and 2008 and framework

In Latin America, the financial crises of Asia
in 1997 and that of the United Statesin 2008
have been the most important in terms of
their negative effect on the economies of
Latin America, as shown in Figure and Table
1, after these crises the annual variation in
GDP reflects slowdowns and in some cases
falls in this important indicator of economic
activity:
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GOP growthrate: Colombia GOP growth rate: United States.

Fig. 1: Variation% of real GDP by country, own elaboration with World Bank data
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Table 1: Annual% change in real GDP, own elaboration with World Bank data
Country 1995 1996 2000 (2001 (2002 |2003 2004 {2005 {2006 |2007 2011 (2012
Argentina (28)| 55 (08| (44 (109)| 88| 90| 89| 80| 90 60| (1,0)
Brazil 441 21 44| 14 31| 11| 58| 32| 40| 61 401 19
Chile 89| 68 53| 33| 31| 41| 72| 57| 63| 49 61| 53
Colombia 52| 21 29| 1,7| 25| 39| 53| 47| 68| 68 741 39
Ecuador 23| 17 11 40| 41| 27| 82| 53| 44| 22 79| 56
Mexico (63)| 638 49( (04 (00] 14| 39| 23| 45| 23 37| 36
Peru 74| 28 27| 06| 55| 42| 50| 63| 75| 85 63| 61
Paraguay 68| L6 (23| (08 (00)] 43| 41| 21| 48| 54 421(05)
Uruguay (14)| 56 (1,9 38| (27| 08| 50| 75| 41| 65 52| 35
United States 27| 38 41| 10] 17| 291 38| 35| 29| 19 16| 22
Venezuela, RB 401 (0,2) 371 34| (89)](7.8) 183|103 99| 838 421 56

Analyzing the data of the percentage growth
of the GDP for the chosen countries, it can be
inferred that the United States always had
growth, except when the real estate bubble
burst in 2008 where the GDP fell 0.1% and
2.5% in 2008 and 2009 respectively, a
phenomenon that was not observed in other
years of the study period contemplated
here. When observing the figures, it is also
evident that countries such as Argentina,
Paraguay, Uruguay and Venezuela, present
shorter cycles where the fall in production
is more frequent taking into account their
particular economic, commercial and
political structure, however all of them also
coincide in to have a phase of economic
recession after the crisis of the Asian
countries and the real estate crisis except
Uruguay, which by the end of the 2000s
came with high economic dynamics and did
not suffer significant impacts on its
economy.

In the face of the crisis in the Asian
countries, Brazil and Mexico presented a
slowdown in economic growth, but no drop
in GDP, contrary to the great impact of the
2008 mortgage crisis, since their production
fell by 0.1% and 5.3% respectively, the great
impact in Mexico given its proximity to the
country where the crisis was born. In the
case of Chile, in both crises its economic
growth was affected, since for 1999 its
economy decreased by 0.04% and in 2009
by 1.6%. Ecuador, like Colombia, presented
a drop in production with the Asian crisis of

4.7% and a slowdown in productive activity
after the collapse of the mortgage and
financial market in the United States, in
2009 its growth was 0.6%, showing a
slowed economy.

In Peru, the impact of the Asian crisis came
in 98 and not in 99 since for that year GDP
fell by 0.4, this result was also due to
internal factors concerning mining and the
phenomenon of children (Erdmann, Schulz,
Richter and Rodriguez, 2008). For 2009, the
year in which the subprime crisis hit most
Latin American countries, production
growth reached a level of 1.1%, showing
signs of a slowdown in the Inca economy.

It can be concluded that the international
financial crises of 97 and 2008 had a
heterogeneous impact on countries in Latin
America, since in some there were drops in
production and in others not, however, the
negative change in dynamics was evidence
in almost all.

1997 Asian crisis and 2008 subprime
crisis

The Asian crisis originated from ".. The
exhaustion of the Asian Miracle and the
problems of moral hazard", the first refers
to the extraordinary economic growth of
these nations decades ago, and the second
to the opportunistic behavior of financial
entities which acted in a manner that their
benefits were increasing while the interests
of the users of the said financial services
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were left behind (Clavijo, 2000). Esquivel
and Larrain (1999) maintain that this
financial-exchange crisis that occurred in
Asian countries spread to Latin America,
affecting the purchasing power of these
countries

Regarding the crisis of 2008, Ferguson
(2010) affirms that this crisis was conceived
from the end of the 20th century, more
specifically from the 1970s, when little by
little the legislative power of this country
began to deregulate the financial system
and the transactions led to out on this. All
this led to financial institutions making a
series of risky investments that made savers
lose their investments. At that time, loans
were affordable to the entire public,
especially mortgages that financed up to
99% of the nominal value of housing, with
which house prices tripled, creating a
bubble that, after the crisis, burst and left
thousands of homeless Americans.

The interconnection of institutions that
offer financial services caused this crisis to
spread rapidly and widely throughout the
world, partly because of the so-called
"financial innovation" as cited by Uribe
(2011). Belda (2008) points out that the
failure to pay these mortgages in the
summer of 2007 was what triggered the
crisis. This mortgage market underwent
changes regarding its regulation in the
nineties, with which there was a decrease in
the supervision of the said loans and gave
rise to moral hazard. Something that also
favored the increase in subprime loans was
financial innovations when mortgage and
commercial banks merged, the latter took
the opportunity to expand with the benefit
of not being subject to rigorous surveillance.

The undervaluation of risk, issued by risk
rating agencies, played a role in this crisis,
since they gave arating of AAA to some risky
investments. In the end, these rating
agencies justified their opinion as an
opinion that did not involve a numerical and
qualitative methodology of rigor. The crisis
erupted and several financial entities went
bankrupt, including Lehman Brothers and

Merril Lynch, and the Federal Reserve had
to intervene by injecting millions of dollars
into the financial system, so that its negative
impacts would not be as dire as those of the
Great Depression of 1929 Ferguson (2010).

Machinea (2009) points out that the
instability of the financial system was the
main cause of this financial crisis and that
three factors influenced its great
magnitude: firstly, the large size of the
international financial system, which
according to this author exceeds the GDP of
developed  countries, secondly the
interconnection and globalization of
financial institutions worldwide and lastly
the penumbra regarding the information
that financial institutions manage in the
midst of their operation that knows no
limits regarding their earnings and the
product portfolio it offers. Chor and Manova
(2012) point out that those companies with
external sources of financing were seriously
affected at the time of the crisis, since that
moment they did not have financing.

Palomo and Sanchis (2010) show that even
old-age pensions were affected since their
profitability decreased and their volume
also fell as a consequence of the increase in
unemployment and informality and the
evasion of the payment of this social
contribution, as a consequence of the fall in
world GDP growth. Zurdo and Palacio
(2010) find that at the corporate level, many
firms to avoid bankruptcies are
restructured or merged with others, which
can lead to the dismissal of employees and
thus improve financial ratios. Titelman,
Pérez, and Pineda (2009) indicate that the
effects of this crisis were generalized,
profound and long-lasting, and from one
country to another they depended on the
degree of openness to international trade
and the global financial market,
macroeconomic and general conditions, and
policies carried out by the economic
authority.
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Colombia case

In Colombia, the first crisis began to slow
down the growth of the economy and the
worst moment was experienced in 1999
when production fell by 4.2%, the lowest in
many years. This Asian financial crisis
beganin 1997 and spread to many countries
in the world, including Colombia. Johnson,
Boone, Breach and Friedman (2000) found
that the Asian crisis of 1997 and 1998 was
mainly due to macroeconomic reasons and
the way the financial market worked at that
time and, citing Krugman, he says that it was
a consequence of the formation of bubbles
in the price of assets. They also maintain
that in this crisis there was loss of
confidence on the part of national and
foreign investors from emerging countries,
which aggravated the problem since there
was a massive outflow of capital from these
nations.

According to Uribe (2011), the conditions
for this economic crisis have been in place
since the early nineties where there was
also a financial opening that caused a
decrease in domestic savings, high
indebtedness, both private and public. By
the time the impacts of this Asian crisis
arrived in Colombia, mortgage credit was no
longer a State monopoly and instead other
entities that also granted this type of credit
had entered the market, which were now of
the “subprime” type, so that this market was
exposed to credit and liquidity risk.

In addition to the -4.2% drop in GDP, there
was an increase in unemployment, which
was close to 19%. In the face of this crisis,
the economic authorities of Colombia
requested financing from the Multilateral
Bank, the World Bank and the International
Monetary Fund, according to Clavijo (2000),
which cushioned the negative effects of the
crisis, along with the help that it received at
that time the country of the so-called "Plan
Colombia", which sought to eradicate illicit
crops, among other things, but which
brought with it serious problems such as the
violation of human rights (Chomsky, 2000).

After the recession of 99, the Colombian
economy had a recovery and even a high
growth of 6.8% for the years of 2006 and
2007, especially marked by high aggregate
demand. Already in 2008, given this
situation and with great inflationary
pressure, the Banco de la Reptblica began to
raise interest rates, this plus what happened
in the United States led the economy to a
slowdown in growth, and for that year
growth was 3.3 %, the following year 2009
was where the impact of what happened in
the United States was felt the most since
growth was 1.2%. Although growth for
2009 was not negative, after the 1999 crisis
it was the smallest expansion in the
economy in the reference period.

Regarding the subprime crisis, Banco de la
Republica (2009) affirms that several
factors caused a slowdown in economic
activity in our country, but the one that was
increased by the decrease in remittances
sent from abroad to Colombia, accompanied
by a decrease in exports as a result of lower
external demand for our products,
determining factors in the crisis in the real
sector of the economy. For his part, Uribe
(2011) maintains that the role of financial
institutions is of vital importance and that
the lack of transparency affects the well-
being of investors and, in general, the
macroeconomic stability of a nation.

Importance of Financial literacy in SMEs

Alvarez and Abreu (2008) point out that for
a small or medium-sized company, financial
strategies are of vital importance when it
comes to obtaining good economic results
and avoiding unfavorable results; in the
same way, it is also essential to cover
financially in the face of constant
fluctuations in the currency, the instability
of interest rates and the constant
movements of the stock markets, in order to
be able to leverage strong financial
movements. This is in order to minimize the
impact that SMEs may suffer from in
emerging countries and especially in the
Colombian economy. To say that a company
is a micro, small or medium company in
Colombia according to Law 590 of 2000, one
must consider the number of employees and
the total value of their assets.
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Table 2: Classification of companies according to their

size according to law 590 of 2000

Employees

Micro

E<10

Small

11<E<50

Medium

51<E<200

According to Banco de la Republica in
September 2009, the international financial
crisis of 2008 had an impact on companies
and their finances since, given the scarcity
of resources in international markets, there
was a recomposition of the debt, which
generated higher interest payments and a
lower profitability that went from 6.9% to
6.7%. This report quotes ANDI, and says
that some companies endured this situation
with financial and administrative education
strategies such as optimizing their costs,
seeking new  marketing strategies,
innovations and the development of new
products, among others.

Regarding the optimization of costs, Gdmez
(2011) presents the case of children's
clothing in Bucaramanga, which are small
companies and concludes that most of these
companies did not have a modern system to
take their costs into account, but they
applied some strategies to minimize them,
such as taking advantage of the experience
of each worker that is obtained after a
certain period of time in which they have
worked in that work and taking advantage
of technological advances to increase
production.

The strategies for cost control and
minimization are mainly focused on the
good performance of human resources
through the experience curve, increases in
production levels and the technology
applied to processes. Most of these
organizations lack cutting-edge tools,
although they have specialized machines.
One of the strengths is that reflected in the
knowledge of human resources expressed
in high-quality artisan production, with
innovative designs, elements that become
added value to compete in the market with
differentiated products.

In an empirical study, Restrepo (2005)
observes that, despite the modernization

and the transition to technology carried out
by SMEs, they are not yet within their
priorities and sometimes they lack
resources in terms of information systems,
mining data, commercial creativity.

Whatever the strategy used by companies,
any positive or negative result affects their
finances and economic results, so financial
literacy is very important for the proper
management of resources. According to
Garcia, Grifoni, Lopez and Mejia (2013),
financial literacy is a tool that in times of
economic growth can improve finances if
the financial markets are used when they
have favorable conditions, in the opposite of
crisisitis also possible to cushion the effects
of the fall in production and the worst
conditions in the financial markets.

However, in the Colombian business reality,
what is observed is a lack of business
financial literacy in SMEs, in the special
report on Financial Stability published in
May 2019 by Banco de la Republica, it is
evident that the majority of companies in
Colombia are is financed through the
acquisition of bank credit (in Colombia and
abroad), with Financial Leasing and
Factoring, through credit with the
reinvestment providers of the profits and /
or through the own resources that are not
derived from the profits. Among the
companies that use national bank credit as
the first option, many use microcredits as a
form of financing, which presents problems
of over-indebtedness and the portfolio of
the entities that provide this service has
deteriorated and in general the perceived
economic prospects are not the same.

Currently, given the recognition that
financial literacy has been given as a
requirement for SMEs to have better results,
programs have been implemented that seek
to train companies in these topics, free of
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charge, trainings by banks and entities of
the financial system, through booklets and
virtual programs. Asobancaria (2017)
states that financial literacy is very
important for SMEs, since among the
reasons for bankruptcy of this type of
companies is the low level of financial
matters that SMEs have.

Regarding the issue of financial crises and
the stability and survival of SMEs, Medina
(2015) points out that financial crises are
often the result of a lack of solid knowledge
regarding the services and products that
different financial institutions offer to
investors and clients, being financial
literacy a tool to improve decision making.
Likewise, the author points out that the lack
of education in SMEs causes them to have to
leverage through their own resources or
other non-formal sources, which increases
the degree of financial exclusion for these
companies. For his part, Soto (2016) points
out that financial literacy allows companies
to be able to face financial crises and to
know the risks they may be exposed to.

Conclusions

The crises studied here had strong effects
on the economic dynamics of Colombia and
the Latin American countries that were
taken as a reference, given the influence that
financial markets have on real activity, not
only of their countries but of those with
which it has commercial and financial
relationships. The documentary review
shows that, in Colombia after the fall and
slowdown in production measured through
the percentage change in GDP, after the
financial crises of 97 and 2008 respectively,
it brought other consequences at the
macroeconomic level such as inflation,
indebtedness, instability in the financial
system, volatility in the exchange rate,
among others, which internally accentuated
the effects of the crisis.

It was also evident that the crises, apart
from affecting the Colombian economy as a
whole, negatively impacted the most
vulnerable companies, which are the
smallest, since they have limited
information and of the people who manage

the business and make the financial
decisions of the company do not have a
sufficient level of financial literacy.

This reflects on how limited financial
literacy can lead to the effects of external
factors such as international financial crises,
affecting smaller companies in the country
compared to others with technical tools at
their fingertips. Taking into account the
importance of financial literacy,
governments and private entities have
chosen to offer free programs, so that
people of all ages and educational levels can
learn some of the main concepts contained
in this term, however, it is evident that At
the national and international level so far
they are of little scope and that there is a
need to formulate more programs that are
focused on SMEs and that are tailored to
their needs since most of these are oriented
to the issue of personal finances that are the
foundation of financial culture.
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