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Latin America under siege: are social and 

political tensions rocking the boat?  

While political worries about Latin America were for most of the 

year concentrated on the collapse of Venezuela and the 

changing leadership elsewhere, the later part of 2019 witnessed 

a rapid spread of large and somewhat violent political contest 

across the region, with Ecuador, Bolivia and Chile seeing 

massive demonstrations. 

Beyond the headline noise, our quantitative measures 

highlighted a steady deterioration in the region’s Economic & 

Financial Risk rating since 2014 associated with persistently 

high Political & Governance Risk; the latter show a particularly 

fragile combination of pretty favorable Voice & Accountability 

index with disastrous Control of Corruption. 

As in the past, the scenario is critically dependent on Latin 

American countries’ ability to engineer more rapid and more 

inclusive growth strategies. In the current worldwide cyclical 

slowdown, and considering the massive structural 

impediments to such strategies, the most likely outcome is 

further political polarization and tensions, and more 

widespread “populist” leadership and policies. 

In such a somber perspective, Uruguay and to a lesser extent 

Chile, Colombia and Peru appear more resilient. Conversely, 

Ecuador, Bolivia and to a lesser extent Brazil and Mexico will 

find it more difficult to strike the right balance between 

economic constraints and political or social grievances. 

Steady deterioration in Economic & Financial Risk 

Ratings for the region, with persistently elevated 

Political & Governance Risk Rating 

“In a world aflame with protest, Latin America stands 

out as a raging ten-alarm fire” was the introduction of 

a recent article published in Foreign Affairs1 following 

the rapid rise in political violence across Latin 

America. 

What suddenly went wrong? 

Though our global country risk measures and risk 

premia fully incorporate Political & Governance Risk 

ratings, we find that most political and social tensions 

find their sources in economic and financial 

imbalances. 

In the case of Latin America, this observation showed 

a steady though irregular deterioration in the 

region’s average Economic & Financial Risk rating 

                                                           
1 Why Latin America Was Primed to Explode, Foreign Affairs, 

October 29, 2019 

since 2014, while a rather elevated Political & 

Financial Risk rating has barely nudged, being in 2019 

only modestly below the 2016 peak. 

From this candid but robust perspective, social and 

political tensions were due to occur.  

Latin America  

Economic & Financial Risk and Political Risk Ratings 

Unweighted average for 10 major LatAm countries2 
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Deep structural challenges with critical 

implications on economic growth  

When looking at the determinants of the worsening 

Economic & Financial risk, first and foremost is the 

inability of Latin American countries to engineer 

sustained economic growth when the external 

environment is not massively favorable (strong 

demand for, and high prices of commodities, weak 

US dollar and low interest rates). 

As shown in our Growth Balance, after a “golden 

decade” in the 2000s when the continent was merely 

able to stand right at the “neutral” center of the 

Balance, Latin America moved decisively in the 

higher risk area where insufficient economic 

development is associated with constraints created 

by a large negative external balance. Even in the 

somewhat improved international environment of 

2017-2018, Latin America’s trajectory could not make 

it to the better growth areas of the Balance. 

The logics behind such low growth pattern are well 

known though nuances obviously abound for 

specific countries: insufficient overall investment, 

2 Argentina, Bolivia, Brazil, Chile, Colombia, Ecuador, Mexico, 

Peru, Uruguay, Venezuela 
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insufficient domestic savings, insufficient 

competition and open markets, insufficient spending 

and results on education, burdensome business 

environment. None of these is likely to be adjusted 

very soon, suggesting that the dependence to 

favorable external factors remains critical.  

Latin America Growth Balance 

Weighted average for 10 major LatAm countries 

 
Source: TAC ECONOMICS 

Moreover, even though most Latin American 

currencies are neutrally valued, forex reserves prove 

clearly insufficient for Venezuela, Ecuador and 

Mexico (Bolivia and Chile to a lesser extent) 

suggesting currency pressures if / when their political 

or social situation deteriorates further. In the case of 

dollarized Ecuador, such currency pressures would 

immediately translate into payment issues and / or a 

change in monetary regime: we are certainly not 

there yet, but risks have clearly increased. 

Latin America forex reserves 

Reserves excluding gold (months of imports) 

 
Source: TAC ECONOMICS 

Political equations: common underlying factors 

Each country has its own political architecture, 

history and defining parameters. However, as for 

economic challenges, common factors can be easily 

identified that nurture episodes of heightened 

political and social tensions. 

(1) The first is combination of a rather favorable 

index for Voice & Accountability with a very poor 

Control of Corruption. The former reflects the 

presence of very active civil society 

organizations and the presence of institutional 

checks and balances, but also today the hyper-

connectedness of a large proportion of Latin 

American population and intense use of social 

medias. As long as economic growth and a 

sentiment of economic and social progress is 

present, the high level of corruption appears to 

be somewhat tolerated, but conversely the 

tension and grievance become much more 

acute when economic headwinds become 

stronger.  

LatAm: Components of Political & Governance Risk  

From 0 (lowest risk) to 100 (highest risk) 

Unweighted average for 10 major LatAm countries 

 
Source: TAC ECONOMICS 

(2) The second is the exceptionally high level of 

income inequality in Latin America, once a gain 

a well-documented element in both social and 

economic challenges. 
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Income inequality in Latin America:  

Gini Coefficients, 100 = most unequal 

 
Source: World Bank 

(3) Finally, we have noted a visible, though not 

systematic, deterioration in the Political Stability 

component of our Political & Governance Risk 

rating, with a particularly striking increase for 

Brazil over the past 10 years, followed by Chile 

and Venezuela. This indicator aims at reflecting 

the risk of violent attempts at changing the 

country’s political regime and is therefore much 

more serious than the issue of government or 

even policy stability.  

Conversely, Colombia, Peru and Ecuador have 

seen an improvement in Political Stability, 

though mostly because of reduced armed 

tensions between “rebel movements” and 

governments.  

Major LatAm countries: Change in Political Stability 

index over 10 years  

 

Source: TAC ECONOMICS 

Combining the political observations with our 

economic and financial metrics, we would argue that 

Uruguay remains the only “stronger” point on the 

continent, though Chile, Colombia and Peru are also 

exhibiting stronger resilience factors than the other 

countries.  

Major LatAm countries:  

Economic & Financial Risk, and Political Risk Ratings  

from 0 (lowest risk) to 100 (highest risk) 

 
Source: TAC ECONOMICS 


