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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 Export Exposure to the US
(Median for Region) B United States (change in average output gap during recessions)
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Source: OECD Development Centre, based on Thomson Datastream, 2009

The impact is worsening...
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X 0 dzét least for the public sector ¢
sensitivity is lower now than in the past

Spreads are now much less sensitive to external shocks
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Source: OECD Development Centre based on Thomson Datastream, 2009

The VIX index (CBOE Volatility Index) is the implied volatility of S&P500 index options.
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Why such confidence?
Public debt management has improved

Externaldebt is falling and countriescanincreasinglyborrow abroadin local currency

External Public Debt in Latin America (% of GDP) GhNAIAYIlIE {AY LYRSEG®
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Political context: democratic consolidation
and elections

Presidential and Legislative elections in Latin America

Presidential elections in Latin America Legislative elections in Latin America
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Source: OECD Development Centre 2009, based on IFES (Election Guide) _
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Capital Markets, Democracy
and the Cost of Debt

The political cycle and capital markets

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

: Correlation Between Exchange Rate and
Real Exchange Rates around Elections : . :
Sovereigabond Spreads During Elections
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Source: Nieto Parra and Santiso (2008a), based on Datastream database.
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Capital Markets, Democracy
and the Cost of Debt
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Portfolio allocation to bonds (%, right axis) Portfolio allocation to bonds (%, right axis)

Banks'recommendations (1 overweight, 0: neutral , -1 underweight)
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Capital Markets, Democracy
and the Cost of Debt
The political cycle and capital markets

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

InvestmemntBank recommendations Brazil 2002 and 2006:
around elections FromLula Pretato Lula de Mel
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Capital Markets, Democracy
and the Cost of Debt

Are Capitaimarket Jitters around Elections Justified?
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Impact of Elections on Fiscal Policy, 192006 (% of GDP)
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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-afgttion years.

Source: Nieto Parra and Santiso (2009, forthcoming) _
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Capital Markets, Democracy
and the Cost of Debt

Are Capitailmarket Jitters around Elections Justified?

Across Latin America, considerable variation in electoral fiscal expansion

Impact of Elections on Fiscal Policy, 192006 (% of GDP)
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Source: Nieto Parra and Santiso (2009, forthcoming)
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Is Latin American Democracy Maturing In the eyes of
the Capital Markets?

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

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 netredible policy pronouncements.

Impact of Presidential Elections on Fiscal Variables (% of GDP)
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i aragua
Honduras

Ecuador
Colombia
Micaragua
Wenezuela

o
T
=
ra
b
c
=

=

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 prioetemtion years.
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Source: Nieto Parra and Santiso (2009, forthcoming)
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Revenues and expenditures in Latin America

Latin America Fiscal PerformangeRecent improvements

Fiscal policy measures Fiscal policy volatility
Latin America OECD Latin America OECD
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Taxes, transfers and income inequality

Fiscal policy does little to reduce inequality in Latin America
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Source: OECD Development Centre (2008), based on Euromod (2008) for OECD countries and Gofii et al. (2008) for Latin America.
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OECD-Latin American tax gap: lower levels, different sources

Tax (and norax) revenues in Latin America and OECD countries

OECD Latin America
% of total revenues % of total revenues
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m Nontax revenuec Direct taxes .
m Nontax revenuec Direct taxes

Indirect taxes oSSscC Indirect taxes gssc

= Other/unclassified m Other/unclassified

SourceOECD Development Centre 2008, based on the ECLAC ILPES Public Finance
database, OECD Development Centre Latin American Revenue Statistics Database, the
OECD Revenue Statistics database and OECD General Government Accounts data

Latin America m OECD = OECD AmerieRacific
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Notes:

a) Where possible, coverage corresponds to general government, otherwise the statistics are restri

central government.

b) The Latin American countries covered are Argentina, Brazil, Chile, Colombia, Costa Rica, El Sal
Guatemala, Mexico, Peru and Venezuela.
c) OECD AmeridRacific comprises Australia, Canada, Japan, Korea, Mexico, New Zealand and Unit

States.

Source OECD Revenue Statistics database for OECD countries and OECD Development Centr

for Latin America.
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Tax revenues in Latin America: Why so low?

A Stark Contrast: Latin America and Finland

Income tax paid per head by income brackets Taxpayer distribution by income bracket
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Argentina = Brazil Colombia Chile —a—Finland
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Public spending: Quantity - and quality

Public spending on education and performance in PISA
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But quality is as big a
problem as quantity
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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
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Public expenditure and equity

Average performance on PISA and equity of educational systems
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