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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
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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.

E MB I G loba l L a tAm vs. VIX  (1998-2004)
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E MB I G loba l L a tAm vs. VIX  (2005-2009)
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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.

Externaldebt is falling and countriescanincreasinglyborrow abroadin localcurrency
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Presidential and Legislative elections in Latin America

Source: OECD Development Centre 2009, based on IFES (Election Guide)

Political context: democratic consolidation
and elections 

Presidential elections in Latin America Legislative elections in Latin America



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



Latin America Fiscal Performance ςRecent improvements

Fiscal policy volatility

Revenues and expenditures in Latin America

Fiscal policy measures
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Finance database for Latin America, and OECD General Government Accounts data 
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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. 



Tax (and non-tax) revenues in Latin America and OECD countries
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OECD-Latin American tax gap: lower levels, different sources
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A Stark Contrast: Latin America and Finland

Tax revenues in Latin America: Why so low?

Taxpayer distribution by income bracketIncome tax paid per head by income brackets
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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 expenditure and equity
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¡Gracias! 

Merci beaucoup !
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