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The crisis and Latin America

Historically , when the U.S. sneezes, Latin America catches cold

Effect of US Recessions on Latin American growth

(Median for Region) 
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Current account channel: trade and remittances

Remittances (%, annual growth) 

Source: OECD Development Centre based on World Bank, March 2009

Latin American Exports (by destination)

Source: OECD Development Centre based on WITS data, 2008
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Current account channel: Commodity prices

Terms of trade gainsfrom 2003 through 2008 (%)Commodities Exports (% of total exports)

The crisis and Latin America

Source: OECD Development Centre based on WITS 2008.
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Source: OECD Development Centre based on JP Morgan, 2009.Source: OECD Development Centre based on National Statistics and WITS, 2009.



Current account channel: Chinese trade has declined sharply in recent months

Source:  OECD Development Centre, based on national sources and Thomson, 2009
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The financial crisis and Latin America

Financial channel: foreign banks in local markets

Structure of Mexican banks (% of total assets) Market share of Foreign Banks in local banking systems 
(% of total assets)

Source: OECD Development Centre based on WITS data, 2008

0%

10%

20%

30%

40%

50%

60%

70%

80%

90%

M
e
x
ic

o

C
h
ile

V
e
n
e
z
u
e
la

 

B
ra

z
il

A
rg

e
n
ti
n
a

C
o
lo

m
b
ia

P
e
ru

Source: OECD Development Centre based on National Sources and Credit Suisse, 2008

20%

24%

15%

20%

11%

5%
5%Mexican Banks 

BBVA

Santander

Citibank

HSBC

Scotiabank

Other Foreign 

Source: OECD Development Centre based on National Sources and Credit Suisse, 2008



GDP growth forecasts are on the downside 
for 2009

Differences among regions and countries

GDP forecasts for 2009 and 2010 (% annual growth)

Source: OECD Development Centre, based on Consensus Forecasts, 2009Source: OECD Development Centre, based on Consensus Forecasts, 2009
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The impact is worsening...

Equity market (basis 100 = April.08)Industrial production (% y-o-y) 

Source: OECD Development Centre, based on Thomson Datastream, 2009Source: OECD Development Centre, based on Thomson Datastream, 2009
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Χōǳǘ ςat least for the public sector ς
sensitivity is lower now than in the past

{ƻǾŜǊŜƛƎƴ ōƻƴŘ ǎǇǊŜŀŘǎ ŀƴŘ άƎƭƻōŀƭ Ǌƛǎƪ ŀǾŜǊǎƛƻƴέ

Source: OECD Development Centre based on Thomson Datastream, 2009

Spreads are now much less sensitive to external shocks

The VIX index (CBOE Volatility Index) is the implied volatility of S&P500 index options.

EMBI G loba l L a tAm vs. VIX  (1998-2004)
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Sovereign bond ratings continue to be 
favourable in the region  

Source: OECD Development Centre based on Avendano, Gaillard and Nieto Parra 
(2009 forthcoming)

Perception of agencies with respect to fundamentals differs among countries 

Mexic o (S &P 's )

0

2

4

6

8

10

12

14

1
9

9
3

1
9

9
4

1
9

9
5

1
9

9
6

1
9

9
7

1
9

9
8

1
9

9
9

2
0

0
0

2
0

0
1

2
0

0
2

2
0

0
3

2
0

0
4

2
0

0
5

2
0

0
6

2
0

0
7

Obs erved

P redicted

B B B -

B B

B +

B -

C C C

C

B B B +
P eru (S &P 's )

0

2

4

6

8

10

12

1
9

9
3

1
9

9
4

1
9

9
5

1
9

9
6

1
9

9
7

1
9

9
8

1
9

9
9

2
0

0
0

2
0

0
1

2
0

0
2

2
0

0
3

2
0

0
4

2
0

0
5

2
0

0
6

2
0

0
7

Obs erved

P redicted

B B B -

B B

B +

B -

C C C

C



Why such confidence? 
Public debt management has improved 

Source: OECD Development Centre calculations based on World 
Bank and Consensus Forecast, 2009.

άhǊƛƎƛƴŀƭ {ƛƴ LƴŘŜȄέExternal Public Debt in Latin America (% of GDP)

Source: OECD Development Centre calculations based on Dealogic, 2009.
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Domestic markets for debt are not new

Source: OECD Development Centre based on Flandreau and Zumer (2004) and 
Flores (2008)

Service of gold denominated debt over total debt service (%)Domestic debt over total debt (%)

Source: OECD Development Centre based on Flandreau and Zumer (2004) and Flores (2008) 
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Capital markets differentiate between countries and with 
respect to past sovereign debt crises

aŀǊƪŜǘǎ Řƻ ƴƻǘ ŀǇǇŜŀǊ ǘƻ ōŜ ŀƴǘƛŎƛǇŀǘƛƴƎ ŀ ŎǊƛǎƛǎ ŦƻǊ ΨŎǊŜŘƛōƭŜΩ ŎƻǳƴǘǊƛŜǎ

EMBI sovereign bond and US HY spreads (bp)

Source: OECD Development Centre based on Thomson Datastream, 2009
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Refinancing costs, central banks and capital markets

In some countries the cost of the debt is back to pre-crisis levels

Yields (bp).  Public external debt (EMBI spread + US 10 year Gov. Bond) and Public domestic debt (Yield 10 years)

Source: OECD Development Centre based on Thomson Datastream and Bloomberg, 2009
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Partially supported by a reduction of interest rates in Latin 
America and in US 

Interest rates (%) Inflation (% y-o-y) 

Source: OECD Development Centre, based on Thomson Datastream, 2009Source: OECD Development Centre, based on Thomson Datastream, 2009

Room for monetary stimulus in some Latin American countries 
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Foreign exchange rate volatility remains an issue

Source: OECD Development Centre based on Thomson Datastream, 2009

However foreign exchange risk is still present
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Refinancing risks exist in a context of illiquidity in 
international markets  

Source: OECD Development Centre based on Dealogic, 2009.

Corporate Bond High-Yield Issuance (US$ mill.)Global Issuance (US$ mill.)

Source: OECD Development Centre based on Dealogic, 2009.

Thisis aboveall true for the Latincorporates(Externalmaturities reach$32bn in 2009)
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5ŜƳƻŎǊŀǘƛŎ /ƻƴǎƻƭƛŘŀǘƛƻƴ ƛƴ [ŀǘƛƴ !ƳŜǊƛŎŀΥ 9ȄǇŜǊǘǎΩ ŀƴŘ /ƛǘƛȊŜƴǎΩ ±ƛŜǿǎ

Sources: BTI Index (2008) and Latinobarómetro (2007).

Political context: democratic consolidation
and elections 

Source: OECD Development Centre based on Nieto Parra and Santiso (2008)

Number of presidential elections in Latin America

The Latin American countries covered are Argentina, Brazil, Chile, Colombia, 
Ecuador, Mexico, Peru and Venezuela. For elections with a second (run-off) round, 
the date of the final round is used.

0

1

2

3

4

5

6

7

1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012



Capital Markets, Democracy
and the Cost of Debt 

There are clear links between political processes, particularly elections, and instability in the debt 
and currency markets

Source:  Nieto Parra and Santiso (2008a), based on Datastream database.

The political cycle and capital markets

Real Exchange Rates around Elections
Correlation Between Exchange Rate and 

Sovereign- bond Spreads During Elections



Capital Markets, Democracy
and the Cost of Debt 

Source:  Nieto Parra and Santiso (2008a), based on Datastream database.
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Capital Markets, Democracy

and the Cost of Debt

Bank recommendations are downgraded prior to elections, but tend to move positively again 
once the uncertainty has passed

Source:  Nieto Parra and Santiso (2008a), based on Datastream database.

The political cycle and capital markets

Investment-Bank recommendations 

around elections

Brazil 2002 and 2006: 

From Lula Pretato Lula de Mel



Capital Markets, Democracy
and the Cost of Debt 

¢ƘŜ ƳŀǊƪŜǘΩǎ ŦŜŀǊǎ ƘŀǾŜ ǎƻƳŜ ƧǳǎǘƛŦƛŎŀǘƛƻƴΥ ŜƭŜŎǘƛƻƴǎ ŀǊŜ ƛƴŘŜŜŘ ŀǎǎƻŎƛŀǘŜŘ ǿƛǘƘ ŦƛǎŎŀƭ Ǿƻƭŀǘƛƭƛǘȅ

Note: The impact of elections on fiscal policy is calculated as the difference between the fiscal variable (as 
percentage of GDP) during the election year and non-election years.

Source:  Nieto Parra and Santiso (2009, forthcoming)

Are Capital-market Jitters around Elections Justified?
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Capital Markets, Democracy

and the Cost of Debt

Across Latin America, considerable variation in electoral fiscal expansion

Note: The impact of elections on fiscal policy is calculated as the difference between the fiscal variable (as 
percentage of GDP) during the election year and non-election years.

Source:  Nieto Parra and Santiso (2009, forthcoming)

Are Capital-market Jitters around Elections Justified?

Impact of Elections on Fiscal Policy, 1990-2006 (% of GDP)



Is Latin American Democracy Maturing In the eyes of 
the Capital Markets?

The election effect has been much less marked since 2006 than before partially supported by 
higher primary surplus due to high GDP growth rather than spending restraint. There has 
been no decrease in non-credible policy pronouncements.

Note: The impact of 2005 and 2006 elections on fiscal policy is calculated as the difference between the fiscal 
variable (as a proportion of GDP) during the election year and prior non-election years.

Source: Nieto Parra and Santiso (2009, forthcoming)

Impact of Presidential Elections on Fiscal Variables (% of GDP)

2006 saw elections in all large Latin America countries other than Argentina



 

Country Gini 
index 
2003 

Poverty 
headcount 

2003 

Income per  
capita 
growth 
2003-07 

Change in 
poverty 

(pps) 
2003-07 /1 

Change in 
poverty due 
to growth /2 

Residual 
/1 - /2 
(pps) 

Argentina 0.58 45.40 19.53 -24.40 -6.22 -18.18 

Bolivia 0.61 63.90 8.62 -9.90 -2.95 -6.95 

Brazil 0.62 38.70 9.15 -8.40 -1.80 -6.60 

Chile 0.55 18.70 16.62 -5.00 -2.64 -2.36 

Costa Rica 0.49 20.30 18.10 -1.70 -4.60 2.90 

Dominican Republic 0.54 47.10 16.34 -2.60 -7.13 4.53 

Ecuador 0.51 49.00 19.73 -10.20 -10.42 0.22 

Guatemala 0.54 60.20 5.37 -5.40 -2.88 -2.52 

Honduras 0.59 74.80 16.84 -5.90 -8.28 2.38 

Mexico 0.51 39.40 8.70 -7.70 -3.67 -4.03 

Panama 0.56 25.30 20.42 -6.60 -4.08 -2.52 

Peru 0.51 54.70 22.22 -10.20 -13.67 3.47 

Uruguay 0.46 15.40 16.39 2.70 -3.81 6.51 

Venezuela 0.50 48.60 13.33 -20.10 -7.56 -12.54 

Average 0.54 42.96 15.10 -8.24 -5.69 -2.55 

Median 0.54 46.25 16.50 -7.15 -4.34 -2.44 

Will gains be reversed by the crisis?

Inequalityand poverty: changes duringǘƘŜ ōƻƻƳΧ



Will gains be reversed by the crisis?

Inequalityand poverty: changes duringǘƘŜ ōƻƻƳΧ



Fiscal policy does little to reduce inequality in Latin America
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Inequality before taxes and transfers

While taxes and transfers reduce 
the inequality by 19 Ginipoints 
in Europe, the difference is less 

than two Ginipoints in Latin 
America 

Taxes, transfers and income inequality

Source: OECD Development Centre (2008), based on Euromod (2008) for OECD countries and Goñi et al. (2008) for Latin America. 



Public spending on education and performance in PISA
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Notes: 
a) Public spending is calculated as average of available data since 2000.  

b) Countries performance average on the PISA science scale

{ƻǳǊŎŜΥ h9/5 5ŜǾŜƭƻǇƳŜƴǘ /ŜƴǘǊŜ нллу ōŀǎŜŘ ƻƴ tL{! нллс {ŎƛŜƴŎŜ /ƻƳǇŜǘŜƴŎŜǎ ŦƻǊ ¢ƻƳƻǊǊƻǿΩǎ ²ƻǊƭŘ ŀƴŘ h9/5 ŀƴŘ ¦b9{/h ²ƻǊƭŘ 
Educational Indicators, UNESCO's Institute of Statistics database. 

Education spending per 
pupil is still five times 
lower in Latin America 
than in OECD countries... 
But quality is as big a 
problem as quantity

Public spending: Quantity - and quality 



Average performance on PISA and equity of educational systems 

Public expenditureand equity
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Based on the 
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