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Outline

ÁAfter the fall, LAC stands tall
ü LAC fared better in this crisis in comparative terms

ü Why?

ÁLAC recovering in a multi-polar world
ü A heterogeneous rebound

ÁChallenges for LAC going forward
ü An uncertain and complex global context

ü Short-run: currency appreciation pressures

ü Longer-run: it is mostly about growth
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LAC fared better compared to other regions and its own past

After the fall, LAC stands tall
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[!/Ωǎ нллф ŜŎƻƴƻƳƛŎ ŘƻǿƴǘǳǊƴ ǿŀǎ ƭŜǎǎ ŘǊŀƳŀǘƛŎ ǘƘŀƴ 
that of other regions
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Note: Growth collapse is defined as the difference between the GDP growth rate in 2009 vis-à-vis growth in 2007.  ECA refers to Eastern Europe and Central Asia countries. East Asian Tigers 
are Hong Kong,China; Indonesia; Korea,Republicof; Malaysia; Singapore; Taiwan,China; and Thailand. OECD refers to OECD-member countries. LAC refers to countries in Latin America and 
the Caribbean. SSA refers to Sub-Saharan Africa countries. MENA makes reference to Middle East and North African countries. Datacomes from Consensus Forecast as of December 2009 for 
countries that have not published 2009 growth figures yet. Source: Bloomberg, IMF International Financial Statistics (IFS) and Consensus Forecasts.



9ȄŎƭǳŘƛƴƎ aŜȄƛŎƻΣ ŀ ǊŜƎƛƻƴŀƭ ƻǳǘƭƛŜǊΣ [!/Ωǎ D5t ǿƻǳƭŘ 
have hardly contracted in 2009

5{ƻǳǊŎŜΥ .ƭƻƻƳōŜǊƎΦ ²Ŝ ǳǎŜŘ /ƻƴǎŜƴǎǳǎ CƻǊŜŎŀǎǘ ŀǎ ƻŦ 5ŜŎΦ нллф ŦƻǊ ǘƘŜ ŎƻǳƴǘǊƛŜǎ ǘƘŀǘ ŘƛŘƴΩǘ ǇǳōƭƛǎƘŜŘ ǘƘŜ нллф ƎǊƻǿǘƘ ȅŜǘ όǘƘe latest 
2009 forecast for Consensus).
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For many LAC countries, the collapse in growth in 2009 
was from relatively high rates

6Source: Consensus Forecasts (Dec. 2009) , Bloomberg, and IMF Regional Economic Outlook for Oct 2009. 

Á 9-10million Latin Americans fell into poverty in 2009, whereas 60 million people 
in LAC moved out of poverty during 2002-2008



Consistent with a comparatively milder recession in 2009, 
LAC also experiences a milder rise in unemployment
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Note: Previous recession periods are: Argentina (1998.Q4 ς2002.Q2); Brazil (1997.Q4 ς1998.Q2); Chile (1998.Q3 ς1999.Q4); Colombia (1998.Q3 ς1999.Q4); and Mexico 
(1995.Q1 ς1996.Q1). Current recession periods are: Argentina (2008.Q3 ς2009.Q2); Brazil (2008.Q4 ς2009.Q2); Chile (2008.Q3 ς2009.Q3); Colombia (2008.Q3 ς
2009.Q2); and Mexico (2008.Q2 ς2009.Q2). Source: LCRCE Staff calculations based on National Statistical Institutes data.

Á 3.5 million Latin Americans joined the ranks of the unemployed in 2009

Á [!/Ωǎ ŜŎƻƴƻƳƛŎŀƭƭȅ ŀŎǘƛǾŜ ǇƻǇǳƭŀǘƛƻƴ ƛƴ нллф ǿŀǎ ŀōƻǳǘ нтн Ƴƛƭƭƛƻƴ



Excepting Colombia, the sensitivity of unemployment to 
ŜŎƻƴƻƳƛŎ ŀŎǘƛǾƛǘȅ ǿŀǎ ǘƘŀƴ ƛƴ ǇǊŜǾƛƻǳǎ ŘƻǿƴǘǳǊƴǎΧ
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2009.Q2); and Mexico (2008.Q2 ς2009.Q2). Source: LCRCE Staff calculations based on National Statistical Institutes data.



ΧŜǾŜƴ ǘƘƻǳƎƘ realwages did not decline this time around, 
reflecting downward nominal rigidity and low inflation 

9Note: The graph depicts the evolution of quarterly average male real wages for the whole economy (all sectors) and the CPI indexaround recession periods for Argentina and Brazil. For 
Mexico, wage data refers to average compensation per employee in the manufacturing sector. Source: LCRCE calculations for Argentina based on EncuestaPermanente de Hogares(EPH) 
and EncuestaPermanente Continua de Hogares(EPHC) and for Brazil based on PesquisaMensal de Emprego(PME). For Mexico, Bancode México and INEGI.
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ΧŜǾŜƴ ǘƘƻǳƎƘ realwages did not decline this time around
(cont.)

10Note: The graph depicts the evolution of quarterly average male real wages for the whole economy (all sectors) and the CPI indexaround recession periods for Argentina. For Uruguay, 
median wages are graphed. Source: LCRCE calculations for Argentina based on EncuestaPermanente de Hogares(EPH) and EncuestaPermanente Continua de Hogares(EPHC), and for 
Uruguay, INE, and IFS
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Surprisingly, informality did not rise during the 2009 
downturn, except in Colombia

11
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because the information for that specific country is not available.  Source: International Labor Organization.



Unemployment tendedto rise more for males than 
females and the gender gap in LFP actually narrowed
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Mexico 1995

Argentina 1980 Argentina 1995

Brazil 1985 Brazil 1995

Chile 1980 Colombia 1998

Colombia 1982 Ecuador 1996, 1998

Ecuador 1980 Honduras 1999

Mexico 1981 Jamaica 1996

Peru 1983 Nicaragua 2000

Uruguay 1981 Paraguay 1995

Peru 1999

Banking Crises in LAC Countries

1980-1985 1995-2000 2008-2009

LAC comes out of this crisis without significant systemic 
damage ςthe dog that did not  bark

13The table shows the start year of banking crises .  Source: Laevenand Valencia (2008) and Reinhart and Rogoff(2008)

The global crisis bruised [!/Ωǎ άƛƴŎƻƳŜ ǎǘŀǘŜƳŜƴǘέ 
but it did not impairƛǘΩǎ άōŀƭŀƴŎŜ ǎƘŜŜǘέ



Reason 1: improved macro-ŦƛƴŀƴŎƛŀƭ άƛƳƳǳƴŜ ǎȅǎǘŜƳέ
The domestic factors that used to magnify external shocks (currencies, fiscal, 

banking) in the past, this time cushioned the shock 

Reason 2: safer international financial integration
Reason 3: timely multilateral and bilateral response
Reason 4: the China connection

After the fall, LAC stands tall ςWhy?

14



The region has moved to more robust monetary policy 
ŦǊŀƳŜǿƻǊƪǎ ƳŀƴŀƎŜŘ ōȅ ŎǊŜŘƛōƭŜ ŎŜƴǘǊŀƭ ōŀƴƪǎΧ

15Source:  Bloomberg
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ΧǾƛǊǘǳƻǳǎƭȅ ƛƴǘŜǊŀŎǘƛƴƎ ǿƛǘƘ ǊŜŘǳŎŜŘ ŎǳǊǊŜƴŎȅ mismatches 

16Sources:  Gozziet al (2009), Reinhart, Rogoffand Savastano(2003), IFS.
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While far from perfect, fiscal processes have become more 
viable, even if they remain pro-cyclical (excepting Chile)

17

Fiscal Policy Reaction Function:  Model with 2003 break in output gap and government debt

Method: Instrumental Variables

Actual Cyclically-adjusted

Primary Government Primary Primary Government Primary

Balance Revenues Expenditure Balance Revenues Expenditure

I. All LAC Countries (17)

Output gap, 1990-2003 -0.109486 -0.066482 0.209820** 0.001678 0.081457 0.249023**

Output gap, 2003-2008 -0.10535 -0.060685 0.211770* 0.004452 0.088687 0.251989**

Govt Debt, 1990-2003 0.006994 -0.005468 -0.009512* 0.007275 -0.005738 -0.008646

Govt Debt, 2003-2008 0.020370*** 0.002222 -0.012584 0.024904*** 0.006603 -0.012623

No. Countries 17 17 17 17 17 17

No. Observations 272 272 272 272 272 272

Standard errors in brackets *** p<0.01, ** p<0.05, * p<0.1

Dependent variable:  Fiscal indicator as % of GDP (FI)

Note: We define the fiscal primary surplus as the general government receipts (including grants received and loan repayments) less non-
interest expenditures, as a percentage of GDP. For Mexico, we use the Budgetary Public Sector. Source: EIU



Following frequent crisis, banking systems in LAC have 
become sounder

18Emerging countries were defined as lower middle income and upper middle income, World Bank Classification. Source: Beck, Demirguc-
Kuntand Levine (2009): Financial Structure Database
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LAC has migrated towards a safer form of integration into 
international financial markets

19
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Flexible and timely provision of liquidity and budget 
support financing from multilaterals

20Note: 2010 numbers projected based on submissions to OPCS. Source: IBRD
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Á Oct-08
ü US Fed opens US$ 120 bn

swap lines with BRA, MEX, 
KOR, and SGP

ü IMF creates short-term 
liquidity facility

Á Apr-09
ü IMF launches FCL

ü FCL agreement with 
Mexico (US$ 47 bn)

Á May-09
ü FCL agreement with 

Colombia (US$ 10.4 bn)



[!/ Ƙŀǎ ŘŜŜǇŜƴŜŘ ƛǘǎ ƭƛƴƪǎ ǘƻ /ƘƛƴŀΧ
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ΧǘƘŜ co-movement of growth between Latin America and 
/Ƙƛƴŀ Ƙŀǎ ōŜŜƴ ƻƴ ǘƘŜ ǊƛǎŜΧ 

22Source: National Authorities. Note: Solid colors reflect correlation values significant at a 10% confidence interval.
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/ƘƛƴŀΩǎ ŎƻƳƳƻŘƛǘȅ-intensive growth is a boon to Latin 
commodity exporters

23

-40% -20% 0% 20% 40% 60% 80% 100% 120% 140%

Honduras

Dom. Rep.

Dominica

Nicaragua

Costa Rica

Guatemala

Panama

Brazil

Uruguay

Mexico

Argentina

Peru

Colombia

Trin. and Tob.

Paraguay

Chile

Ecuador

Bolivia

Cumulative Change in Terms of Trade

2008q4 - 2009q4
2001q4 - 2008q2

Note: The cumulative variation in the terms of trade index is calculated using quarterly data. The blue bars represent the cumulative percentage 
change during the recent commodity price boom up to the peak in 2008q2. The red bars capture the cumulative percentage changein terms of 
trade from its trough in 2008q4 to the most recently available quarter (2009q4).  Source: WDI, DECPG, and HaverAnalytics. 

ÁAbout 97% ƻŦ [!/Ωǎ D5t 
and 93% ƻŦ [!/Ωǎ 
population reside in 
countries that are net 
commodity exporters

ÁAbout half the number of 
countries in LAC are net 
commodity importers and 
are mainly located in 
Central America and the 
Caribbean



Growth engines are being reignited at different pace and 
intensity, with dynamic EMs in the lead

LAC recovering in a multi-polar world economy

24



The world economy is rebounding

25Note: EAP represents East Asia and the Pacific region. Source: Bloomberg, and CPB (Netherlands Bureau for Economic Policy Analysis).
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Sharply contrasting recovery patterns between rich 
countries and dynamic EMs
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26Note: The group of developed countries refers to OECD countries excluding Turkey, Mexico, Republic of Korea, and Central European 
countries. Source: CPB (Netherlands Bureau for Economic Policy Analysis).

ÁEmerging economies 
with strongest recoveries 
include Brazil, China, 
India, Korea, Malaysia, 
Philippines and Thailand

ÁThey represent 52% of 
ŜƳŜǊƎƛƴƎ ŜŎƻƴƻƳƛŜǎΩ D5t 



Growth forecasts for LAC in 2010-2011 are robust, but less 
so than for the East Asian Tigers
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Χ ǿƛǘƘ .ǊŀȊƛƭΣ tŜǊǳΣ /ƘƛƭŜ ŀƴŘ tŀƴŀƳŀ ƭŜŀŘƛƴƎ ǘƘŜ ǇŀŎƪΤ 
and Colombia behind the regional average
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If inflation pressures are surfacing, it is in the EMs

29Source: DECPG
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An uncertain and complex global context

Challenges for LAC going forward
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