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The post-pandemic era 

has set policy challenges 

for governments.

This report presents “The 

Three-Little-Pigs” Index to 

evaluate the liquidity 

situation of LAC economies, 

concluding that whereas the 

majority of countries are well 

prepared for higher global 

interest rates others are in a 

delicate situation.

Latin America and the Caribbean

(LAC) has been the most affected

region during the COVID-19

pandemic. In spite of the fact that the

recovery has been faster than originally

expected due to a favorable context of

external factors, the gap between

projected and actual growth still needs

to be closed by means of structural

reforms. Likewise, Russia’s invasion to

Ukraine has increased the uncertainty

around the world, leading to many

trade disturbances as well as a boom in

some commodity prices.

Additionally, an unprecedented

increase in money supply given by a

major monetary emission by Central

Banks and well-functioning credit

markets generated the highest

inflation rate ever recorded in 40

years in most of the advanced

economies. To fight against that, the

usual recipe for the Central Banks is to

raise interest rates. The twofold

setback of higher financing costs

and a possible capital outflow could

be dangerous for LAC countries.

STRAW, WOOD AND BRICK: LATIN AMERICA 
IN THE CONTEXT OF GLOBAL INFLATION



Latin America and the Caribbean has been the most affected

region by the COVID-19 pandemic. It underwent both the

strictest lockdown measures and the deepest economic

activity contraction.

However, in 2021 LAC economies experienced a 

significant growth, due to both statistical drag and 

favorable external factors. 

The CERES External Factors Index (CEFI) measures the context

LAC is facing in terms of global economic outlook and shows

how they are expected to perform under such

circumstances.1

During 2021 and the first quarter of 2022 the external

factors were favorable for the region.2 This was explained

by low international interest rates and mainly by high

commodity price.

1 See CERES – ATLAS´ Center for Latin America (CLA) (2021). Tailwinds in the Short Run Coupled with Long Run Challenges, Latin America Macro Vista Regional Report, Montevideo – Washington DC, October 2021.
2 CEFI values greater than zero define a favorable context and values less than zero unfavorable context. The CEFI of 2021 and the first quarter of 2022 is on average 44.   

2008-2011 2019-2021

Starting point 

above historical 

average

Variation
(Jan-2008/Dec-2011)

Starting point 

above historical 

average

Variation 
(Dec-2019/Dec-2021)

Food 45.5% 9.4% 28.6% 57.9%

Oil 69.4% 4.2% 24.9% 90.4%

Metals 87.8% 11.0% 33.2% 57.5%

Source: World Bank.

Note: To calculate the historical average, values are taken since January 1980.

Commodity Prices 

The surge in commodity prices between 2019 and 2022 was 

stronger than the observed between 2008 and 2011 but the 

initial level in 2019 were well below the ones observed in 2008. 

LAC ECONOMIC OUTLOOK:
THE AFTERMATH OF THE PANDEMIC 



Gross Domestic Product (GDP)

during COVID-19 Crisis
Real terms, 2019 = 100

Gross Domestic Product (GDP) 

during Global Financial Crisis
Real terms, 2008 = 100

Beyond the differences

between the 2008 Global 

Financial Crisis and the COVID-19 

shock in terms of origin, dynamics 

and recovery, both crisis left a 

growth gap between what was 

expected before the crisis and 

what happened. 

These existing gaps are quite 

similar. For the COVID-19 

episode is -6.7, while it was 

-6.4 for the 2008 Global 

Financial Crisis.  

Source: International Monetary Fund (IMF) - World Economic Outlook (WEO).

Note: The computed gap is the variation between the projected and actual economic activity for the last year of the period considered. This measure does not consider the sum 

of the gap in the entire period.
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LAC ECONOMIC OUTLOOK:
THE AFTERMATH OF THE PANDEMIC 

Despite the large COVID-19 

fiscal stimulus and financial support

a significant growth gap 

persists in the region 
compared to what was projected 

before the pandemic. 



2022-2019 Variation

Oct-19 

forecast

Oct-21 

forecast 
Gap

A B C = B-A

Emerging and Developing Asia 17.9% 6.5% -11.4

Sub-Saharan Africa 14.4% 5.8% -8.6

Middle East and Central Asia 11.0% 2.8% -8.2

Latin America and the Caribbean 8.5% 1.7% -6.7

Emerging and Developing Europe 9.4% 6.9% -2.5

Advanced Economies 6.3% 4.9% -1.4

Source: International Monetary Fund (IMF) - World Economic Outlook (WEO).

Real GDP Forecast Gaps by Region

2011-2008 Variation

Apr-08 

forecast

Oct-10 

forecast 
Gap

A B C = B-A

Emerging and Developing Europe 15.7% -0.2% -15.9

Middle East and Central Asia 21.6% 12.3% -9.3

Advanced Economies 9.1% 0.3% -8.8

Emerging and Developing Asia 23.2% 15.4% -7.9

Latin America and the Caribbean 14.1% 7.7% -6.4

Sub-Saharan Africa 18.1% 13.5% -4.6

LAC ECONOMIC OUTLOOK:
THE AFTERMATH OF THE PANDEMIC 

Emerging and Developing Asia, 

which could be considered a 

winner in the case of the 

2008 financial crisis, 

suffered a greater setback

this time around.

Advanced Economies 

outperformed the 

rest of the world 

in terms of the revision to 

pre-shock economic 

performance, mainly due to a 

better policy toolbox. 



2022-2019 Variation

Oct-19 forecast Oct-21 forecast Gap

A B C = B - A

Argentina 2.4% -0.8% -3.2

Bolivia 11.6% -0.5% -12.1

Brazil 6.9% 2.5% -4.4

Chile 9.8% 7.1% -2.7

Colombia 11.6% 4.1% -7.4

Costa Rica 8.5% 3.2% -5.4

Dominican Republic 16.0% 7.8% -8.2

Ecuador 4.9% -1.8% -6.7

El Salvador 6.9% 3.9% -2.9

Guatemala 11.3% 8.6% -2.7

Honduras 11.3% -0.4% -11.7

Mexico 5.4% 1.3% -4.1

Nicaragua -0.5% 6.5% 7.0

Panama 17.4% -3.6% -21.0

Paraguay 12.8% 7.9% -4.9

Peru 12.1% 2.4% -9.7

Uruguay 7.5% 0.2% -7.3

Source: International Monetary Fund (IMF) - World Economic Outlook (WEO).

Real GDP Forecast Gaps in LAC

LAC ECONOMIC OUTLOOK:
THE AFTERMATH OF THE PANDEMIC 

All LAC countries presented a 

negative gap because of the COVID-19 crisis, 

except for Nicaragua.

Bigger gaps do not seem to be associated to 

specific LAC subregions, 

suggesting that differences in policies were 

greater determinants of the recovery. 

Nonetheless, output gaps exhibited

no correlation with Oxford University's Lockdown 

Stringency Index for 2020. 

To accelerate recovery and close the growth gap, LAC countries 

must urgently implement a structural reform agenda to improve 

competitiveness and boost economic activity through private 

investment. 



Food Net Exporters Food Net Importers

Colombia*

Oil Net 

Exporters

Argentina* Ecuador*

Brazil* Trinidad and Tobago

Venezuela

Chile*

Costa Rica

Dominican Republic

Oil Net 

Importers

Bolivia El Salvador

Nicaragua Guatemala

Paraguay Honduras

Uruguay Jamaica

Mexico

Panama

Peru*

Source: National data.

Note: * indicates net exporter countries of metals and/or minerals.

1 Difference in inflation between December 2019 and February 2022.
2 Markets are currently pricing 250 basis points of interest-rate hikes for 2022, the highest record for a single year since 1994. See Bloomberg (April 2022): “Markets Bet on Sharpest Pace of Fed Tightening Since 1994”

NET COMMODITY EXPORTERS 
AND IMPORTERS IN LAC 

The Russia-Ukraine war generated a sharp rise in many of the
commodity’s prices that both countries produce, due to potential
world supply problems. The existing heterogeneities across LAC
countries imply different impacts in terms of individual terms of trade.

As well, the growth of input costs, together with a new rise in
transportation prices, will translate into an increase in consumer
prices. Also, in a context of high international and local inflation, an
alarm is raised as to how consumption will react. In particular, the
situation would worsen in low income households, where food
represents a higher proportion of total expenditure.

The current war added to the tightening that exist with respect to
monetary policy. In fact, traders expect the US Federal Reserve to
implement the most aggressive monetary policy tightening in the last
three decades.2

It is important to analyze the

inflationary acceleration in LAC countries

with respect to their inflation prior to the pandemic.1

The countries that have exceeded the

median inflationary acceleration (3%) 

were Brazil (+10.4), Dominican Republic (+6.9) and El Salvador (+6.4). 



UK Japan Euro Area USA

2008-2011 2019-2021 2008-2011 2019-2021 2008-2011 2019-2021 2008-2011 2019-2021

Credita -5.2% 1.4% -4.6% 13.3% -7.3% 12.9% -12.7% -2.0%

Monetary 

Baseb
21.7% 17.8% 31.2% 28.1% 26.3% 92.0% 215.4% 87.2%

Money 

Supplyc
6.5% 31.3% 8.7% 21.8% 21.9% 25.9% 28.7% 40.5%

Inflationary 

Accelerationd
1.2% 3.5% -0.9% 0.0% -1.2% 3.6% -0.5% 4.8%

Government 

Expendituree
1.9% 17.1% 8.9% 15.8% 1.4% 11.3% 2.5% 16.0%

Source: Bank for International Settlements (BIS), Bank of England (BoE), Bank of Japan (BOJ), European Central Bank (ECB), Federal Reserve (FED), Federal Reserve Economic Data (FRED), International 

Monetary Fund (IMF) - World Economic Outlook (WEO).

Note: (a) Variation of real credit for the selected period; (b) Variation of nominal Monetary Base for the selected period; (c) Variation of the money supply in the selected period; the reference monetary 

aggregate is taken as M1 (given by the emission generated by the Central Bank -monetary base- and the loans the financial institutions provide), except in the case of the United States, where M2 is taken; 

(d) Difference in inflation for the selected period; (e) Variation of real government expenditure for the selected period. 

▪ An abrupt drop in credit 

occurred in 2008, as the crisis 

had its origin in the financial 

markets and several financial 

institutions went bankrupt.

Nevertheless, banks continued 

to operate with a certain 

normality during COVID-19 

crisis.

▪ In all the cases, the combination 

of expansionary policies in 

2020 and 2021 —especially the 

monetary one— generated an 

inflationary acceleration that 

had not been seen in the last 

40 years. 

▪ The fiscal impulses have been 

largely greater in COVID-19 

than in the previous episode.

Variation in Monetary and Fiscal Variables in Advanced Economies

GLOBAL INFLATION 
Despite the similarities in terms of their impact on LAC’s real economy, both crisis have had several differences 



GLOBAL INFLATION AND INTEREST RATES

Dic-19 Jun-20 Mar-22

USA

FED Rate 1.75 0.25 0.50

10-Year Rate 1.92 0.66 2.32

Euro Area      

ECB Rate 0.00 0.00 0.00

10-Year Rate -0.19 -0.45 0.55

UK

Bank of England Rate 0.75 0.10 0.75

10-Year Rate 0.83 0.17 1.61

Japan

Bank of Japan Rate -0.10 -0.10 -0.10

10-Year Rate -0.02 0.03 0.21

Source: Investing, Bank of England (BoE), Bank of Japan (BOJ), European Central Bank (ECB), Federal Reserve (FED) and Federal Reserve 

Economic Data (FRED).

International Interest Rates
The high inflation generates the different Central Banks to

rethink their policies and consider changing them. To fight

against this phenomenon, the probability of increasing

international interest rates rises.

An increase in international rates will potentially generate a

surge in the cost of financing for countries and a possible

outflow of capital from emerging countries. At the same

time, with a reference in history, the debt crisis of the 80's

showed us how emerging countries can be threatened when

the United States suffers inflation problems.1

1 See Financial Times (April 2022): “Is it time to worry about an emerging markets crisis?”.

In all countries considered,

during the pandemic there was a

significant drop in international interest rates, 

and they have already begun to rise. 

The faster these rates rise, 

the worse the outlook 
for LAC countries will be.



“THE THREE-LITTLE-PIGS” INDEX

Source: National data.
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Indicator of vulnerability to external financing cut-off, % of GDPIn view of this possible trouble to deal with LAC countries' short-
term financial requirements, it is critical to analyze the current
state with respect to their existing debt amortizations, fiscal
deficits and their available reserves to repay them.

For this purpose, we developed “The Three-Little-Pigs“ Index,
which shows the financial strengths of each country. The
horizontal axis represents the short-term payments that a country
should make, both in terms of debt and expenditures already
incurred, and the vertical axis the liquidity that the country has to
make such disbursements.

We define three zones that could become an allegory with “The

Three Little Pigs” famous fable:1

▪ “Brick zone”: countries with financial strength (few debts to pay and a high
number of available reserves). They have one and a half times more
international reserves than debts to be repaid.

▪ “Straw zone”: certain financial fragility, a deficient performance on both
indicators (more debts to pay than international reserves).

▪ “Wood zone”: intermediate between these two, countries whose financial
strength may be in doubt.

There are countries in the three areas. These vulnerabilities are
present in some LAC countries, in case of a scenario of bigger rate
hikes. In case an increase in international interest rates
impacts negatively on LAC’s terms of trade, these financial
vulnerabilities may be exacerbated.2

1 The tale is about three pigs who build three houses of different materials and a big bad wolf blows down the first two pigs' houses, made of straw and sticks respectively, but is unable to destroy the third pig's house, made of bricks.
2 The Index is limited by the fact that it only looks at the debt to be paid in one year and does not have a more medium- and long-term perspective of debt sustainability. Therefore, in case that a country’s debt sustainability is threatened, beyond this year, the index cannot detect it.

Brick 

zone

Wood 

zone

Straw 

zone



FINAL REMARKS

▪ LAC has been the region that suffered the most from the COVID-19 pandemic.

▪ The economic growth gap was extremely similar in terms of magnitude in LAC considering COVID-19 and

Global Financial Crises. The financial crisis revealed a significant drop in credit due to its origin, which did

not happen with the COVID-19 episode.

▪ The global inflation leads Central Banks to assume that they will have to promote contractionary policies,

such as rises in interest rates.

▪ Analyzing the strengths of our countries in financial terms, “The Three-Little-Pigs” Index leaves us with the

conclusion that some countries can be in a vulnerable situation in case of a scenario of bigger rate hikes.

▪ A change in the favorable external conditions of LAC countries can be detrimental in terms of the

economic recovery that countries are experiencing.

▪ However, this cannot put aside that LAC countries must urgently implement a structural reform agenda

to improve competitiveness and boost economic activity mainly through private investment.




