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After the 1994 Peso crisis in Mexico, Latin American countries started to reform their financial system and privatize the banking sector by introducing foreign banks. The Latin American experience shows clearly that presence of foreign banks in the financial sector is positively related to efficiency and financial stability. In order to realize more efficiency, however, Latin American countries need to overcome several problems. Compared with East Asia, Latin America failed to reap enough efficiency by liberalizing the banking industries to the foreign banks. This paper looks at the political and economic factors that explain why Latin America and East Asia are different in this regard.

