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■  Summary 
• In 13 of the 16 Latin American and Caribbean sovereigns 

rated by Fitch Ratings, elections will be held in the eighteen 
months from October 2005 through April 2007. Electoral 
contests remain wide open, with weakened political parties 
and the possibility of outsiders competing in presidential 
contests not uncommon. 

• Fitch’s base case for the elections is for a continuity of macro 
policies, though gradualism on structural reform is expected 
post-election. On the other hand, the impulse to populism, 
toward “quick fixes” that would address the region’s woeful 
wealth disparity and poverty, remains strong.   

• A poll by Latinobarometro showed that while 61% of Latins 
polled supported democracy in 1996, 57% supported it in 
2002.  In 2002, nearly 45% of those supporting democracy 
said they would support a non-democratic regime that could 
solve the nation’s economic problems.  

• Annual GDP growth in the 10 years to 2005 for Fitch-rated 
sovereigns in Latin America averaged 2.7%, slower than any 
other emerging market region, suggesting that Latin 
electorates may have a limit to their patience.   

• Fitch has scored sovereigns on political risk and put Latin 
American countries into three groups referring to low political 
risk (Chile, Uruguay, Costa Rica and Aruba), medium risk 
(Mexico, Argentina, Brazil, Panama, El Salvador, Peru, 
Suriname and the Dominican Republic) and high risk 
countries (Venezuela, Colombia, Ecuador and Bolivia). 

• The most likely election outcome in Brazil, which goes to the 
polls in October 2006, is either a second Lula term or a 
PSDB-led government, either one adhering to current macro 
policies. Should such a scenario obtain in the context of 
continued strong balance of payments performance and 
progress on structural reform, a ratings upgrade could take 
place.  Yet a populist president seeking a policy departure 
(e.g. the PMDB’s Garotinho or a heterodox Lula) has become 
more probable due to the ongoing corruption investigations. 

• If a new government in Mexico, which goes to the polls in 
July 2006, can muster sufficient support to pass tax and 
energy reforms, then Mexico’s sovereign ratings could be 
upgraded. With a more populist government, the ratings could 
be vulnerable if the fiscal purse is loosened dramatically. 

• President Kirchner is likely to be strengthened as a result of 
the October 2005 congressional elections in Argentina. 
Movement of the foreign currency issuer rating out of default 
and a move up the rating scale for non-defaulted bonds require 
a coherent plan to deal with holdouts and a credible financing 
program with the IFI’s, and for further improvement, 
structural reforms to public finances, monetary policy and 
utility tariff-setting.  These initiatives appear unlikely in the 
near term.  
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■  Introduction 
In 13 of the 16 Latin American and Caribbean 
sovereigns rated by Fitch Ratings, elections will be 
held in the eighteen months from October 2005 
through April 2007, either at the legislative or 
presidential levels, but usually at both.  Beginning 
with congressional elections in Argentina next 
month, followed by full national elections in Chile 
in December and ending with a presidential 
election in Argentina in April 2007, hundreds of 
millions of Latin American and Caribbean voters 
will go to the polls to choose political leaders and a 
policy direction.  See a schedule of Latin American 
elections below. 

With most countries in the region having 
successfully implemented stabilization policies 
(floating exchange rates, inflation-targeting, some 
fiscal consolidation), but with poor GDP growth 
records and high poverty levels raising the profile 
of populist policy options, the direction that 
economic policy will take is at stake in these 
elections.  Furthermore, in most countries in the 
region, electoral contests remain wide open, with 
weakened political parties and the possibility of 
outsiders competing in presidential contests not 
uncommon. 

In the sovereign rating process, Fitch Ratings 
assesses the impact of politics on economic policy 
and performance and on political stability.  How 
political dynamics can affect a sovereign 
government’s ability and willingness to maintain 
full and timely debt service is the critical question 
posed.  To that end, Fitch examines the extent of 
social pressures in a society, the legitimacy of the 

regime governing the country, whether there are 
substantial security risks there, and how effective a 
government is in delivering services and providing 
a voice to the country’s social forces.   

As a result of this analysis, Fitch believes that the 
base case for the upcoming elections in Latin 
America and the Caribbean is for a continuity of 
broad macroeconomic policies that have 
underpinned improving performance of inflation, 
the balance of payments and public finances.  
However, gradualism on second-stage structural 
reforms that could underpin faster GDP growth will 
likely rule the day in the wake of elections.  Finally, 
the impulse to populism, toward “quick fixes” that 
would address the region’s woeful wealth disparity 
and levels of poverty, remains strong and could 
triumph in some countries (as it already has in 
Venezuela, Bolivia, Argentina and Ecuador).  Or, it 
could at least slow the pace of reform.  Likewise, 
the recent favorable global environment, 
characterized by strong commodity prices, cheap 
financing, and improving balance of payments and 
GDP growth performance in the region, has eased 
the pressure on regional governments to reform. 

■  General Trends 
The three most salient features of current-day 
politics in Latin America are: 1) the pervasiveness 
of free and clean elections; 2) the diminished 
credibility of other (non-electoral) political 
institutions, such as political parties, the judiciary 
and more broadly, public administration; and 3) the 
effect that the inequality of wealth and poverty have 
on political outcomes. 
Latin America has broadly followed the Western 

Latin American Election Schedule 

Country LTFC Outlook Presidential Election 
Congressional 

Election
     

Chile  A Stable December 2005 December 2005
Aruba BBB Negative September 2005 September 2005
Mexico  BBB– Stable July 2006 July 2006
Panama BB+ Stable May 2009 May 2009
El Salvador BB+ Stable March 2009 March 2006
Colombia BB Stable May 2006 March 2006
Costa Rica  BB Negative February 2006 February 2006
Peru BB Stable April 2006 April 2006
Brazil  BB– Stable October 2006 October 2006
Venezuela  B+ Stable December 2006 December 2005
Uruguay  B+ Stable October 2009 October 2009
Suriname B Stable May 2010 May 2010
Bolivia B– Negative December 2005 December 2005
Ecuador B– Negative October 2006 October 2006
Dominican Republic B– Stable May 2008 May 2006
Argentina  DDD n/a April 2007 October 2005
n.a. = Not applicable. Sources: Fitch Ratings, Freedom House 
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tradition since independence in the early 19th 
century, swinging between democratic and 
authoritarian rule at different periods of history; 
and, in a number of countries in the 1980s and 
1990s, the Iberian example of a transition from 
military to democratic rule was followed.  
Democracies that came to power in Latin America 
in the 1980s bungled economic policy for a 
number of years; however, the previous failure of 
most military regimes at managing the economy 
(with the exception of Chile), in conjunction with 
external pressure to maintain democracy (from 
Western democracies and the Organization of 
American States), led Latin societies to give 
democratic governments a chance at implementing 
bold stabilization policies, dispelling the myth that 
only Chilean-style authoritarian regimes could do 
so.  With the initial success of stabilization in 
many countries, reformers were re-elected in 
subsequent elections and reforms continued, albeit 
at a slower pace. 

The UNDP-commissioned Project on Democracy 
in Latin America found that most Latin countries 
currently have elections with universal suffrage 
that are relatively clean (no irregularities) and free 
(presenting a variety of options) and that represent 
the principal means for gaining national office.1  
Latin sovereigns compare favorably with other 
emerging market sovereigns in terms of the 
presence of electoral democracy. 

Political parties in Latin America, instead of being 
like Western-style parties that compete in elections 
based on ideology and past management of the 
economy, have based their success on their ability 
to “colonize” the public administration and dole 
out favors to political constituencies.  They are also 
often heavily personality-based parties.  After the 
debt crisis of the 1980s, the opening of economies 
in the region, the increasing dependence on foreign 
capital, and the subsequent tightening of macro 
policies have limited the scope of choice of 
governments and the access of political parties to 
state largesse.  As a result, political parties have 
been weakened.   

In addition, the inequality of wealth and education 
in many Latin American countries have made the 
political parties an arena of elite competition, 
rather than vehicles of representation for broader 
social groups2.  Likewise, a preference in the 
                                                            
1 Democracy in Latin America: Towards a 
Citizens’ Democracy, UNDP, 2004,  pp 78-83 

2 According to UNESCO as reported by the 
UNDP, by 1999, only 55% of secondary-school 

region for presidentialism (what has been called 
“delegative democracy”3 or caudillo-ism) has 
meant that while free and clean elections occur, 
giving presidents a mandate for policies, in between 
elections, democracy functions sub-optimally.  This 
is because the intermediation of social forces 
through coalition-building in legislatures does not 
work well.  Likewise, corruption is rife in many 
countries in the region, undermining the credibility 
of institutions, including, among others, the 
judiciary.  See table below for Transparency 
International’s ranking of Latin and other selective 
countries in terms of perceptions of corruption. 

Political scientist Kurt Weyland has argued that the 
adoption in Latin America of neo-liberal economic 
policies in the 1990s helped democracy by 
weakening actors associated with statism (such as 
unions, populists and leftist parties), by increasing 
the impact of external pressure that favored market 
reforms and democracy, and by increasing the 
profile of new groups benefiting from market 
reforms that began to compete more heavily in the 

                                                                                     
age children were attending secondary school in 
Latin America. 

3 Guillermo O’Donnell, 1994, Delegative 
Democracy, Journal of Democracy, 5, 1 (January): 
55-69 

Transparency International Ranking* 
  
Country Ranking
  

Finland 1
USA 17
Chile 20
Costa Rica 41
Suriname 49
El Salvador 51
Trinidad and Tobago 51
Brazil 59
Colombia 60
Panama 62
Mexico 64
Peru 67
China 71
Dominican Republic 87
India 90
Argentina 108
Ecuador 112
Venezuela 114
Bolivia 122
Guatemala 122
*Rankings are in ascending order of least to most corrupt. Source: 
Transparency International Corruption Perceptions Index 2004 
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democratic arena.4  However, Weyland goes on to 
say that the quality of democratic institutions 
suffered as a result because business elites have 
gained power relative to other civil and political 
organizations that are more representative of the 
people.  As a result, the typical Latin American 
political system has been characterized by what his 
been called the “low-capacity state,” one featuring 
“operational ineptness of its institutions,” 
“colonization of these institutions by private 
interests,”5 and poor service provision. 

Nevertheless, opinion polls show that Latin 
Americans still support democracy.  A poll by 
Latinobarometro showed that while 61% of Latins 
polled supported democracy in 1996, 57% 
supported it in 2002, after a succession of financial 
crises and slower growth performance.  However, 
one disturbing result was that in 2002, nearly 45% 
of those supporting democracy also said they 
would support a non-democratic regime that could 
solve the nation’s economic problems, indicating 
that more than two-thirds of those surveyed would 
tolerate a reversion to a non-democratic outcome.6 

As noted above, the initial success of democratic 
governments implementing stabilization programs 
led to the re-election of reformist governments, e.g. 
Menem and De La Rua in Argentina; Cardoso and 
Lula in Brazil; Concertacion in Chile; Salinas, 
Zedillo and Fox in Mexico; Fujimori and Toledo in 
Peru. However, as the poll numbers suggest, the 
patience of Latin electorates could have a limit.  
Annual GDP growth in the 10 years to 2005 
(including Fitch’s 2005 forecast) for Fitch-rated 
sovereigns in Latin America and the Caribbean 
averaged 2.7%, slower than any other emerging 
market region (6.2%, 3.8%, and 3.7% in Emerging 
Asia, Europe and Middle East/Africa respectively).   

It is true that Latin America’s per capita income is 
higher than the other regions except Emerging 
Europe, but per capita income has stagnated.  
Moreover, this measure masks the gross inequality 
and poverty in the region. Below are the World 
Bank’s Gini coefficients, an indicator of wealth 
distribution, for Latin American and other selected 
sovereigns, with Brazil, Bolivia, and Panama 
                                                            
4 Kurt Weyland, “Neoliberalism and Democracy in 
Latin America: A Mixed Record,” Latin American 
Politics and Society, Vol. 46, No. 1, Spring 2004, 
pp. 135-152 

5 UNDP p. 67 

6 Latinobarometro in UNDP, pp. 131-132 

among the worst in the world, while Venezuela is 
among the best in the region.  Poverty levels are 
quite high in the region, reaching 62% of the 
populace in Bolivia, over 50% in Peru and 
Colombia, and above 30% in all countries except 
Costa Rica, Chile and Uruguay in 2002.7 

In terms of economic growth, the pace in Latin 
America has slowed, from 3.1% per year in the five 
years to 2000 to 2.4% in the five years to 2005, 
further underscoring the potential for the patience 
of Latin electorates to wear thin.  Recent strong 
regional growth (e.g. 5.8% in 2004 and an expected 
4.1% this year) due to robust global growth and 
favorable commodity prices, as well as due to the 
fruits of past stabilization policies, will likely lead 
to a five-year average growth rate of 3.7% as of 
2007.  This could buy democratic governments 
more time with their electorates, forestalling a turn 
toward a populist alternative. 

The enormity of the social problems in Latin 
America is likewise illustrated by the lack of 
personal security in the region.  Besides Colombia’s 
ongoing guerrilla war, drug trafficking remains 
endemic to the region as does violent crime.  The 
table on page 5 shows the number of deaths per 
100,000 inhabitants caused by intentional injury.  
                                                            
7 UNDP report, p. 127; Transparency International 
Corruptions Perceptions Index 2004, October 20, 
2004 

Income/Consumption Inequality - 
Gini index* 
  

Brazil  0.59
Bolivia 0.58
Guatemala 0.58
Panama 0.55
Colombia 0.54
Ecuador 0.54
Argentina  0.51
Chile  0.51
El Salvador 0.50
Mexico  0.49
Peru 0.48
Dominican Republic 0.47
Costa Rica  0.46
China 0.45
Uruguay  0.43
Venezuela  0.42
Trinidad & Tobago 0.39
United States 0.38
India 0.33
*The higher the number, the greater the income inequality.      
Source: World Development Report, 2006 
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The average in 2000 for Latin America, 25.1, was 
among the highest in the world. 

Broadly speaking, the upcoming elections in Latin 
America will likely center on the issues of jobs.  
Therefore, election outcomes will depend to a large 
extent on the electorate’s perception of how the 
economy is doing at election time.  In addition, 
spending on health and education and the problems 
of crime and corruption will be factored in to 
voters’ minds.  Given the current state of the global 
and regional economies and Fitch’s expectation of 
a slowdown in the coming years, incumbents 
facing election earlier in the period (e.g. Chile and 
Colombia) will have an advantage, and those 
facing contests later on (e.g. Brazil, Venezuela and 
Ecuador) could face greater uncertainty.   

Promises made about jobs and spending initiatives 
may be difficult for the victors to keep, potentially 
negatively impacting the credibility of political 
institutions post-election.  Democratic 
governments benefited after the period of 

stabilization.  It was the easy part of economic 
reform; namely, the reduction in inflation and the 
inflow of capital stemming from privatization 
helped boost economic growth in the mid-1990s.  It 
is more difficult to get results in terms of higher 
growth from second-stage economic reforms, which 
tend to take longer to bear fruit.  Such structural 
reforms as bankruptcy reform, tax reform, 
liberalization in the state sector, regulatory reform, 
administrative reform, and labor reform, not to 
mention political reform, do not yield the near-term 
growth boost that stabilization policies do, nor do 
they provide clear, immediate benefits to critical 
social groups.  The inability of incoming Latin 
governments to deliver on their promises, given the 
long-run nature of second-stage reforms, may not 
threaten, but will surely test Latin America’s 
democratic institutions. 

Political reform that would strengthen political 
parties and reduce party fragmentation and that 
would improve the transparency and accountability 
of government could underpin improved 

Mortality Caused By Intentional Injury in Latin America 
 and Other Parts of the World, C. 2000 

Country Year Number of Deaths
Number of Deaths per 

100,000 Inhabitants
    

Honduras 1998 9,241 154
Colombia 2000 2,955 70
El Salvador 2001 2,196 34.3
Guatemala 1994 3,239 33.3
Venezuela  2000 8,022 33.2
Bolivia 2000 2,558 32
Ecuador 1999 3,217 25.9
Nicaragua 1998 1,157 24.1
Brazil  2001 39,618 23
Dominican Republic 1998 1,121 15.8
Paraguay 2001 890 15.6
Mexico  2000 13,829 14
Argentina  2001 3,048 8.2
Costa Rica  1999 245 6.2
Peru 2001 1,298 5
Uruguay  2000 154 4.6
Chile  2001 699 4.5
Panama 1998 54 2
Latin America c. 1997 109,135 25.1
 
Extra-regional comparisons 
Western Europe c.2000 4,159 1.4
East Mediterranean c. 1995-99 31,000 7.1
South Asia and East Asia c. 1995-99 78,000 5.8
Africa c. 1995-99 116,000 22.2
Western Pacific c. 1995-99 59,000 5.1
World c. 1995-99 521,000 8.8
 
Note:  regional figures are the sum of all cases for which data exist and reflect an unweighted average.  The figure for Latin America is for 1997. 
The number of homicides in El Salvador and Honduras is an estimate.  Western Europe does not include Luxemburg and the United Kingdom.  
Sources:  Interpol, 2004; United Nations Office on Drugs and Crime (UNODC), 2002; United Nations Organization (UNO), Population Division, 
Department of Economic and Social Affairs, 2001 and 2002; and E.G. Krug et al., 2002, pp. 274 and 308-312: as in Democracy in Latin America: 
Towards a Citizen’s Democracy - United Nations Development Program, 2004. 



 

Sovereign 

Latin American Elections:  Populism or Reform? 

6 

performance of democratic institutions.  Such 
reforms as reducing the ease of forming or 
switching among political parties and instituting or 
strengthening mandated oversight agencies (e.g. 
fiscal comptrollers, public prosecutors or 
ombudsmen) are well known,8 but unlikely to pass 
Latin American legislatures any time soon because 
of vested interests.   

■  Country Analysis 
Fitch Ratings has scored its rated sovereigns based 
on the level of political risk.  In Latin America and 
the Caribbean, this exercise yields three distinct 
groups of high, medium and low levels of risk.  
The table above shows the risk scores for the Latin 
sovereigns as well as those for other selected 
countries for comparison purposes.  In addition, in 
Appendix A, there are six charts showing the 
World Bank’s Governance Indicators, with 
percentile ranks of these countries on such 
governance concepts as voice and accountability, 
political stability, government effectiveness, 
regulatory quality, rule of law, and control of 

                                                            
8 UNDP report pp 95-97 

corruption.  The charts in the back are broadly 
consistent with Fitch’s ranking.9 

The first group of low risk countries includes Chile, 
Uruguay, Aruba and Costa Rica and is 
characterized by: relatively strong political 
institutions such as parties and legislatures which 
channel social demands; lower inequality and 
poverty and social pressures than in the rest of the 
region; a low likelihood of event risk, such as a 
coup or other major civil strife; and, political 
stability that fosters personal security and a positive 
investment climate.   

In spite of these political similarities, these four 
countries run the gamut of the rating spectrum from 
‘A’ to ‘B+’, reflecting other factors such as the debt 
burden, record of default, quality of economic 
policies, growth track record, etc.  This points up 
the fact that political risk can impact sovereign 
credit risk in diverse ways in different countries.  It 
is the interplay of political risks with economic and 
financial vulnerabilities that Fitch monitors closely.  
                                                            
9 In Fitch’s ranking, a number of the World Bank’s 
Governance Indicators are utilized, in addition to 
other sources as well as judgments made by Fitch 
sovereign analysts. 

Political Risk Comparisons 
   

 LTFC Rating 
Political Risk 

Score
Social 

Pressures
Regime 

Legitimacy
International 

Security Other
       

United States AAA 84.5 86.2 91.3 80 50
Chile A 78.8 81 85.9 80 50.2
Uruguay B+ 74 80 79.2 75 53.6
Costa Rica BB 69.3 77 77.2 70 66.9
Panama BB+ 65 69.2 65.5 70 66.8
Mexico BBB– 64.5 68.5 59.6 80 53.6
Argentina DDD 62.5 71 55.8 80 46.7
Brazil BB– 60.3 58.3 60.7 80 26.6
El Salvador BB+ 58.9 57.7 59.2 70 53.5
Peru BB 58.9 54.2 61.8 72.5 56.9
Dominican Republic B– 56.4 55.2 57.2 75 56.9
Colombia BB 52.4 50.3 36.8 65 53.6
Bolivia B– 52.1 48 46.7 75 76.9
Venezuela B+ 49.5 51.7 37.1 75 60.2
India BB+ 48.9 39.5 54.3 57.5 56.8
China A- 47.8 47.2 18.4 70 76.7
Ecuador B– 47.2 59.5 44.9 67.5 50
   
AAA median  86.7 88.3 92.8 83.4 77.7
AA median  82.8 88.2 87.1 74.8 74.8
A median  73.3 81 74 69.6 67.8
BBB median  64.5 68.5 59.6 73 62.3
BB median  53.8 55.1 51.4 68.9 50.8
B/C/D median  52.1 51.7 46.3 72 46.7
Note:  Higher political risk score means lower risk.  Source: Fitch Ratings 
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Moreover, the political risks are not uniform in 
these four countries.   

While Costa Rica is known for its strong political 
institutions and low income inequality and poverty, 
its political system only grudgingly produces 
reform.  As a result, its celebrated two-party 
system is beginning to lose credibility.  Its 
elections in February 2006 pit the two major 
parties against each other, and in spite of few 
policy differences between them, the incoming 
president could have to form a minority 
government and face a congress hamstrung over 
such controversial issues as tax reform, state sector 
reform and CAFTA.  

Uruguay is a middle-class society that went to the 
polls last year and doesn’t have to return until 
2009.  Even with its relatively strong political 
parties, the country lacks the consensus to reform 
its massive state sector which hinders its long-run 
growth potential. A leftist coalition last year gained 
control of the presidency and congress for the first 
time in history.  Uruguay’s use of national 
referenda, a form of direct democracy, has 
hindered rather than helped reform in the past.   

In Chile, the center-left Concertación coalition is 
expected to win the presidency and to retain 
control of the lower house.  The center-right 
Alianza coalition had appeared to be gaining for a 
time in the polls, but has since fallen back because 
of its association with the legacy of military rule 
and its candidates have failed to impress voters.  
No significant policy shifts are likely to turn on the 
outcome of the December election because there is 
consensus across the political spectrum on 
economic policy and macro settings.  Though 
improved, income inequality is still a standout in 
Chile, but poverty has been reduced steadily over 
the past fifteen years.  

Politics are more manageable in the first group of 
countries than in group two, or medium risk 
countries that includes Mexico, Argentina, Brazil, 
Panama, El Salvador, Peru, Suriname and the 
Dominican Republic.  This group is characterized 
by (though not all countries possess each factor): 
political systems in transition with less developed 
and less effective political institutions, including 
fragmented party systems or parties in great flux, 
and unwieldy or unclear governance rules; 
substantial levels of corruption; and significant 
social pressures emanating from an unequal wealth 
distribution, poverty and personal insecurity.  
Nevertheless, event risk is relatively low in these 
countries (though higher in some such as Peru) and 

prospects for further consolidation of democracy 
are reasonably promising.   

Panama has the highest political risk score (lowest 
risk) in the second group, possessing comparatively 
sound political institutions.  Its income inequality, 
however, is among the worst in the region.  
Although the electoral result in 2004 produced a 
reformist president with a congressional majority 
(and the country doesn’t go to the polls again until 
2009), his center-piece social security reform led to 
street protests and may therefore have to be watered 
down.   

Mexico also scores high in this second group.  The 
PRI party which ruled Mexico for 71 years has 
been ceding power to rival parties ever since 
economic reforms begun under President De La 
Madrid in the 1980s began to create competitive 
power centers in Mexican society.  (See country 
profiles of Brazil, Mexico and Argentina in the next 
section.)  

Argentina’s two-party system (including the 
Peronists and the Radical Party-based coalition) 
underwent a great shock as a result of the debt 
default and the concomitant economic shock, 
leaving the Radical Party sharply reduced in size 
and significant rifts in the Peronist Party.  Brazil 
has a highly fragmented party system, yet in the 
wake of stabilization, President Cardoso was able to 
build a reform coalition.  However, corruption 
investigations and entering the tough period of 
second-stage reforms have made it more difficult 
for President Lula to hold his multi-party coalition 
together.    

El Salvador has been successful at putting reforms 
through congress in spite of the periodic disruptive 
tactics of the leftist FMLN, the former guerrilla 
group, which has more than one-third of seats in 
Congress. However, high levels of crime, poverty 
and persistent slow growth in a dollarized economy 
heighten this Central American country’s political 
risks.  President Saca of the center-right Arena 
party won election in 2004, and his party could 
possibly gain seats in El Salvador’s March 2006 
congressional elections.   

In Peru, the adoption of market reforms in the 
context of Fujimori’s quasi-authoritarian regime led 
to the weakening of political parties.  As a result, 
Peru, in spite of continuing with economic reform 
after the democratic transition to President Toledo 
and in spite of delivering comparatively robust 
economic growth rates of late, possesses the classic 
Andean disease.  This is one of weak political 
institutions unable to channel popular frustration 



 

Sovereign 

Latin American Elections:  Populism or Reform? 

8 

with high rates of poverty, opposition to foreign 
investment, and the ethnic divide between the poor 
indigenous masses and the European-descended 
elites.  This leads to periodic civil strife and in 
some Andean countries, coups and/or removal of 
presidents from office.  Presidential and 
congressional elections in Peru in April 2006 
remain wide open, with no clear presidential front-
runner and some 28 parties registering to compete.  
Moreover, Alan Garcia of the Apra party, who 
implemented heterodox economic policies in the 
1990s that failed, while behind in the polls, is a 
presidential contender. 

The third group of high political risk sovereigns 
exemplifies the Andean dilemma described above.  
This group, including Venezuela, Colombia, 
Ecuador and Bolivia, is characterized by: a lack of 
effective democratic institutions either undermined 
in recent years (Venezuela) or never fully in 
existence (Ecuador and Bolivia); high poverty and 
income inequality as well as other social pressures 
such as the ethnic divide; problems with personal 
security emanating from a lack of what is called 
“internal sovereignty,” that is the state’s control 
over its territory and governing institutions, 
including the armed forces (Colombia is the key 
example here); and, a result of the above, a higher 
probability of event risk than in most other 
sovereigns. 

The lack of democratic political institutions 
combined with widespread poverty and ethnic 
cleavages has meant that in these Andean nations 
burgeoning social forces – indigenous movements, 
local communities, unemployed youths, various 
categories of government and other workers – have 
few vehicles by which to channel their demands 
through the political system.  This makes politics 
very volatile and characterized by outbursts of 
violence that lead to policy shifts, macro policy 
slippage, a poor investment climate dimming 
growth prospects, sudden production shutdowns in 
key industries, and sometimes to sudden changes 
in government.   

Hence, in Bolivia in October 2003 and again in 
June 2005, presidents were pushed out of office by 
popular protests against hydrocarbon extraction 
policies.  The large mass of poor indigenous people 
in Bolivia, slow per capita GDP growth and rising 
un- and under-employment, in spite of foreign 
development of the natural gas sector, combined 
with job losses from the US-backed Coca 
eradication effort and a fairly coherent opposition 
organization (led by Coca grower, Evo Morales), 
triggered a bubbling over of social discontent.  The 
removal of President Mesa in June pushed up 

national elections to December 2005, which remain 
wide open. 

In Ecuador, with the ouster of President Gutierrez 
due to the stand-off between his administration, 
which lacked party support in Congress, and strong 
informal power centers, prospects for economic 
reform have diminished.  In fact, the caretaker 
President Palacio has overseen macro policy 
slippage amid demands from a number of sectors 
for resources, given elite dominance of politics, 
substantial income inequality, and the weakness of 
the Palacio administration.  An oil production 
shutdown in August threatened exports and 
government revenues, but was reversed with the 
help of the armed forces.  National elections in 
October 2006 remain wide open, with the populist 
former finance minister Correa expected to run for 
president and a large number of political parties set 
to compete. 

In Venezuela, the stabilization policies of President 
Perez in the late 1980s and early 1990s led to 
outbursts of violence.  Further, Venezuela’s 
adoption of economic reforms was always 
lukewarm, losing steam during periods of rising oil 
prices.  The country’s oil wealth has always 
ensured that the severity of economic crises 
experienced elsewhere in the region, never reached 
such an intensity in Venezuela, and therefore never 
forced political leaders to adopt thoroughgoing 
market reforms.  The two long-standing political 
parties, COPEI and AD, developed to distribute the 
country’s oil wealth to their constituents, did not 
adopt reforms nor actively oppose them.  This 
resulted in the withering of these parties and the 
emergence of presidential populism in the form of 
first, President Caldera, and then coup-leader, Hugo 
Chavez.   

President Chavez and his supporters, backed by the 
impoverished masses, rewrote the country’s 
constitution and have since tightened control over 
most of the nation’s institutions, including the state 
oil company, Pdvsa, and increasingly, the media.  
First, a coup against Chavez, then a referendum to 
oust him, driven by an amorphous and largely inept 
opposition, failed to remove him from office.  
Chavez supporters are likely to do well in 
legislative elections in December 2005, and 
President Chavez could very well win the 
presidential election of December 2006, remaining 
in office from 1998 until at least 2013, dismantling 
much of what remains of Venezuela’s democratic 
institutions and instituting the most authoritarian 
regime in the hemisphere after Cuba. 
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And finally, Colombia represents a special case 
because it is one in which political institutions such 
as the presidency, congress and the political parties 
function fairly well, but the country is the one in 
the region that most lacks “internal sovereignty,” 
given its intractable guerrilla war and drug 
trafficking.  President Alvaro Uribe came into 
office in 2002 intent on addressing the 
government’s inability to provide basic security to 
its citizens.  Public perceptions are that Uribe has 
improved security and made progress fighting the 
guerrillas, though no one believes there is a 
prospect for outright defeat of the major guerrilla 
groups.  At best, enough tough action could get 
them to disarm and join the political process, as 
one guerrilla group, M-19, did in the 1990s.   

Nevertheless, in spite of the perception of 
President Uribe as a strong leader, he has been 
unable to pass substantive economic reforms in 
Congress or even to win a national referendum on 
reforms in 2004.  Colombia’s traditional two-party 
system (the Liberals and Conservatives) is under 
strain as a result of President Uribe’s 
presidentialism and the general loss of party 
credibility.  A slow growth track record and 
substantial income inequality have exacerbated the 
situation.  A recently-enacted political reform 
designed to strengthen the political parties could 
reduce the number of smaller parties in Congress 
and improve party discipline.  Uribe is backed in 
Congress by the Conservative Party as well as 
renegade Liberals.  He has amended the 
constitution to allow presidential re-election for the 
first time in recent Colombian history.  The 
Supreme Court will rule on this matter in the 
coming months.  If he can run, Uribe is likely to 
win the presidential election in May 2006 
(following congressional elections in March 2006).  
Should he not run, the race remains wide open and 
confidence in the conduct of the war against the 
guerrillas would be less certain.  A second Uribe 
presidency, as he tries to assemble a personality-
based reform coalition of “Uribistas” irrespective 
of party affiliation, could serve to undermine 
efforts to strengthen the political parties. 

■  Country Profiles 
Brazil 

• Presidential, congressional and local elections 
in October 2006. 

 
Brazil goes to the polls in October 2006 to elect a 
president, the full Lower House, one-third of the 
Senate, and local governments.  To insulate the 
country’s balance of payments from political 
shocks next year, the treasury has embarked on a 

prefinancing program.  Having finished financing 
its 2005 amortizations of US$6 billion in July, the 
treasury had issued US$2.5 billion by the third 
week of September to pre-finance next year and is 
likely to issue more before year-end, in an effort to 
meet US$5.8 billion in 2006 bond and Paris Club 
amortizations. Such amortizations are US$6 billion 
in 2007, and the total planned government issuance 
to cover three-quarters of 2006-07 amortizations is 
US$9 billion over that period. 

Corruption investigations in Brazil have been in full 
swing since June 2005 and the focus has been on 
President Lula and his PT party, with allegations of 
vote-buying, payoffs to associates of government 
coalition parties, and irregularities in the financing 
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of Lula’s 2002 election campaign.  Given the latter 
accusation, it cannot be ruled out that Lula himself 
is impeached before he finishes his first term next 
year.  

Despite this upheaval and uncertainty, Fitch 
believes that the base case in Brazil is for a 
continuity in the macro policy settings (sound 
inflation-targeting and primary budget surplus 
targeting and a floating exchange rate) in the 
administration that takes office in January 2007.  
However, gradualism at best for  structural reforms 
is anticipated; and, continued slow growth and an 
undermining of traditional political actors and 
parties could increase the attractiveness of a 
populist outsider in next year’s presidential 
election, as well as yield new faces in congress.  
As a result, the probability of macro policy 
slippage has risen. 

Brazil’s political risk profile and social indicators 
are in the middle of its Latin American peers.  Its 
Fitch political risk score is the median for Latin 
America.  Ranked 59th least corrupt country of the 
146 countries in Transparency International’s 2004 
survey, Brazil is 6th least corrupt of the 15 rated 
sovereigns in Latin American in the TI survey.  
Personal security is not well-protected in Brazil, 
averaging 23 deaths caused by intentional injury 
per 100,000 inhabitants in 2000 versus the Latin 
American average of 25.1.  Brazil’s press is 
relatively free, it has an illiteracy rate at the Latin 
average, and bests the Latin American average in 
terms of percentage of secondary-school age 
children attending secondary school.  Nevertheless, 
Brazil’s notable weakness is its wealth disparity, 
with a Gini coefficient of 0.59, one of the worst in 
the world, and 37.5% of its population is in 
poverty.10   

Brazilian politics suffers from what political 
scientists call an excess of “veto players.”  This 
means that Brazil’s electoral system, legislative 
rules, federalism and party structure have resulted 
in a democracy that requires a comparatively large 
number of political actors to agree to policy 
reforms before passage and implementation can 
take place.  Federal legislators, the president, party 
leaders, governors and court justices must be 
brought on board to pass reforms.   

                                                            
10 Transparency International 2004 report; UNDP 
report, p. 127 

 

Brazilian electoral rules are characterized by an 
open-list, proportional representation system.  In 
such a system, voters select individual candidates, 
not a party, and candidates with electoral strength 
wield great power over their parties, rather than 
vice versa.  In addition, political power bases lie in 
the 27 states and in the much more numerous 
municipalities.  As a result, in Brazil, political 
parties are weak, generally not ideological, 
beholden to local leaders, and party-switching is not 
infrequent.  Also, Brazil has a history of clientelist 
politics in which votes are secured through 
provision of federal largesse.   

On the procedural side, the Brazilian constitution of 
1988 is a highly detailed document regulating the 
minutiae of Brazilian society, and mandating 
cumbersome procedures to pass legislation, often 
requiring constitutional amendments that entail two 
votes in each chamber with absolute three-fifths 
majorities.  And finally, the constitution provides 
the courts with a substantial measure of judicial 
review.  And, Brazil’s electoral calendar is full, 
with national elections every four years and local 
elections two years in between.   

The success of stabilization at eliminating 
hyperinflation lifted President Cardoso’s popularity 
in the mid-1990s and enabled him to cobble 
together a workable coalition of parties for reform 
and to get reelected in 1998.  Coalition tensions 
slowed the reform process in his second term.   

The election of Lula in 2002 was historic, giving 
hope to the masses of poor in Brazil that the era of 
elite politics was over and that economic growth 
and social spending would ensue.  Lula was bound 
to disappoint his constituency, but managed to 
deliver enough of an economic rebound due to the 
upturn in the global economy and to the lingering 
benefits of stabilization.  He tightened the macro 
policy settings and even embarked on modest 
structural reforms that helped instill market 
confidence in his administration.  Yet his progress 
was slowed by corruption allegations, municipal 
and congressional leadership elections; and, finally 
by June 2005, congress was overwhelmed with 
committees investigating corruption.  The Lula 
government did manage to pass the multi-year 
budget guidelines law in August (the LDO), which 
put a budgetary ceiling on spending and taxes.  
Nevertheless, the reform coalition knit together by 
the defeat of hyperinflation is unraveling in Brazil, 
putting second-stage reforms in doubt.   

The focus of Lula’s political team in the year ahead 
will be to avoid his impeachment, unify the PT 
behind his candidacy, and keep the PMDB party 
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from fielding an independent presidential 
candidate. President Lula’s approval rating slipped 
to 50% in early September from 66% earlier in the 
year.  While impeachment or defeat in next year’s 
election have increased in probability in recent 
weeks, a Lula victory cannot be ruled out.  If 
Lula’s political future is brought to a premature 
end, the country risks polarization, as the lower-
income masses who supported him could perceive 
his ouster as a result of an elite conspiracy and that 
they no longer have representation in Brazil’s 
political system.   

Still, the most likely election outcomes are either a 
second Lula term or a PSDB-led government.  
However, a populist president seeking a policy 
departure (such as the PMDB’s Garotinho) or a 
heterodox Lula II are extreme scenarios that have 
become more probable  in recent weeks. Whoever 
assumes the presidency will face a host of needed 
reforms, including tax and revenue-earmarking 
reform, social security reform, labor and political 
reform. The incoming administration, like its 
predecessors will have 12-18 months to pass 
reforms before the next cycle of elections.    
 
The rating implications of the above political 
analysis are the following: 1) sustained macro 
policy slippage resulting from a populist turn in 
Brazil could ultimately cause deteriorating 
creditworthiness and exert downward pressure on 
the ratings, although continued strong balance of 
payments performance driven by export growth 
would likely moderate such deterioration; and, 2) 
uncertainty about the economic policy direction 
and GDP growth caused by political developments 
could slow sovereign credit improvements and a 
derail a possible upgrade that would be driven by 
robust balance of payments performance, sound 
macro policy settings and the passage of structural 
reforms.   
 

Mexico 

• Presidential and congressional elections in 
July 2006. 

 
Mexico’s “sexennial” national elections occur in 
July 2006 for the presidency and both houses of 
congress.  With a history of balance of payments 
crises around election time, in 2000, the 
government obtained substantial contingency 
financing.  In 2005 the Mexican authorities have 
already pre-financed their US$2.9 billion of 2006 
market amortizations, and given a much improved 
financial profile, there is a reduced risk of a 
balance of payments shock.  Having said that, the 

race for the presidency in Mexico remains wide 
open with the current front-runner being the leader 
of the leftist PRD.  Hence, a populist turn in 
Mexico cannot be ruled out.  Fitch’s base case is 
that, whoever is elected, second-stage reform 
momentum will be slow at best, but destabilizing 
macro policy slippage is unlikely. 

Mexico’s political risk and social indicators are 
slightly better than the middle of the range for Latin 
America.  While income inequality is lower than in 
many other Latin countries, poverty remains high 
affecting nearly 40% of the populace.  It is near the 
Latin American average for secondary school age 
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students attending secondary school, but lower 
than the average for violent deaths.  On the 
negative side of the ledger is corruption in Mexico, 
which scores the 64th least corrupt society of TI’s 
146 surveyed and 9th least corrupt in 15 in the 
region.   

NAFTA has underpinned Mexico’s transformation 
as a sovereign credit story, fostering integration 
with the US economy and substantial export 
growth.  Likewise, Mexico’s proximity to the 
United States has influenced its political 
development, adding additional pressure on the 
PRI party to share power and allow a genuine 
democracy to take root.   

President De La Madrid began market reforms in 
the 1980s, subsequently deepened by Presidents 
Salinas, Zedillo and Fox; and these reforms led to 
the unwinding of the PRI’s corporatist political 
structure and to the development of independent 
power bases in Mexican society.  The PRD party 
was formed by dissident PRI leaders dissatisfied 
with market reforms and favoring continued state 
intervention.  The PAN is a center-right party with 
a longer history and traditional strength in the 
north of Mexico.  In 2000, PAN leader Vicente 
Fox’s popularity, the PRI’s inability to bring 
second-stage reforms forward, and Mexicans’ 
desire for change led to the Fox’s victory in the 
presidential election, breaking 71 years of 
uninterrupted PRI rule.   

Yet the Congress was divided among the major 
parties and President Fox failed to build a coalition 
to pass reforms.  Sound macro policy settings were 
ensured because of PRI and PAN agreement on 
budgetary discipline and central bank 
independence.  Reforms are needed to jump start 
growth, including tax, social security, energy 
sector and labor reforms, which if un-implemented 
would constrain Mexico’s growth potential and do 
little to address its high poverty levels.   

In the 2003 mid-term elections, the PAN was 
punished due to the government’s inability to work 
with Congress; consequently, the PRD and 
especially the PRI increased their representation in 
Congress.  Slow growth, the competitive threat 
from China, and corruption allegations have 
undermined the credibility of traditional politicians 
in Mexico.   

The popular PRD mayor of Mexico City, Andres 
Manual Lopez Obrador (AMLO), a candidate for 
president and a relative political outsider, was 
alleged by his political opponents to have handled 
a construction project in a corrupt manner.   

Apparently in order to stop his presidential bid, 
PAN and PRI Congressmen stripped him of his 
immunity from prosecution and sought to impeach 
him.  Large-scale though non-violent 
demonstrations took place in support of AMLO and 
his popularity rose.  The proceedings against him 
were seen as politically-motivated.  In order to 
defuse the tensions, President Fox dropped the 
charges against AMLO. This was widely 
applauded, as it greatly reduced the chances of 
political violence, not unimportant as there have 
been periods of political violence in previous 
sexenio episodes.   

AMLO remains ahead in the polls against other 
presidential hopefuls, and the fact that this scandal 
has failed to buffet his popularity suggests that the 
PRI and PAN candidates face an uphill battle.  At 
the same time, it is difficult to judge whether 
AMLO’s current lead can be sustained. The boost 
to his popularity from the impeachment 
proceedings is likely to diminish, and the 
emergence of the PAN and PRI presidential 
candidates could reduce AMLO’s lead.  

Finally, perhaps the PRI with its political 
machinery will be in a better position to get its 
supporters to vote, though, no longer in the 
administration, the PRI has a more limited access to 
funding than in the past.  It does appear that AMLO 
has struck a chord with the electorate (many of 
whom perceive that they have not benefited from 
stabilization).  AMLO has come out against the 
neo-liberal model, supports state intervention, and 
speaks out against wealth inequality.   

AMLO’s populist policies in Mexico City are 
acknowledged as one of the reasons for his 
popularity. During his term as mayor, he instituted 
social programs to alleviate poverty. He also 
resisted raising charges for city services, obtaining 
funds by borrowing and using other austerity 
measures. Under AMLO, Mexico City’s finances 
deteriorated: debt rose and discretionary transfers 
increased at the cost of capital spending. However, 
Mexico’s public finances would not necessarily 
deteriorate dramatically under his leadership 
because his party is unlikely to secure a majority in 
Congress, thereby necessitating consensus building 
in Congress to pass budgets. However, there is a 
risk that the PRD and a faction of the PRI could 
collaborate on social programs that could 
undermine the fiscal consolidation process that has 
been under way over the past few years.  

Even if the PRI candidate, likely to be Roberto 
Madrazo, is elected, it appears that the PRI could be 
tending toward its statist legacy.  Ever since the 



 

Sovereign 

Latin American Elections:  Populism or Reform? 

13 

advent of reforms, the PRI has been a party riven 
between pro-market elites and the more 
interventionist rank and file.  So, two populist 
alternatives exist next year, the election of AMLO 
or of a PRI president who hues toward state 
intervention.  The eclipsing of PRI reformist Mrs. 
Gordillo in recent years does not bode well.  The 
PAN candidate, likely to be the most pro-market of 
the bunch, is not likely to win next year.  One 
possible scenario would be that the PRI recaptures 
the presidency and remains the largest party in 
Congress, though not a majority party.  In this 
case, they will likely maintain the current macro 
settings (and monetary policy will not be in their 
hands), but will only slowly implement second-
stage structural reforms.  If they begin to ease 
fiscal policy markedly, the markets could 
discipline them, pushing them back on the road to 
fiscal prudence. 

Rating implications: If an incoming PRI 
administration decides to and is able to muster 
sufficient support to pass tax and energy sector 
reforms, then Mexico’s sovereign ratings could be 
upgraded. Such reforms could lead to higher 
investment and growth and solid fiscal 
performance.   

In the event of an AMLO victory, though the 
market may react adversely, Fitch would most 
likely wait and analyze the administration’s policy 
orientation before making any judgment on the 
ratings. The ratings in this scenario could be 
vulnerable if AMLO were to loosen the fiscal 
purse dramatically or if he made attempts to 
undermine the business environment significantly. 
Such policy missteps could lead to net capital 
outflows. Although the independent central bank 
could tighten monetary policy to maintain 
macroeconomic stability, it would come at the 
expense of lower growth.  That said, AMLO is 
increasingly moving towards the center in terms of 
his rhetoric. He has stated that fiscal prudence 
would be maintained and NAFTA would be 
honored by his administration.  

Argentina 

• Congressional elections in October 2005; 
Presidential election in April 2007. 

 
Argentina opens the Latin season of elections with 
a legislative contest on October 23, 2005 and 
closes it with a presidential election in April 2007.  
Having defaulted to commercial creditors and 
weathered a ruinous devaluation and subsequent 
deep recession, a lesser political system might have 
crumbled.  Argentina went into crisis in 2001 with 

relatively strong political parties, a homogeneous, 
middle-class society without massive social 
pressures, and widely accepted political rules of the 
game.  It has exited the crisis with one of its two 
major political parties severely weakened (the 
Radical Party), but with a functioning democracy 
taking a heterodox economic policy direction.   

With robust commodity prices, good GDP and tax 
performance (albeit from distortionary taxes), and 
massive debt relief from this year’s distressed debt 
exchange, the government only faces a 7% of GDP 
financing requirement next year.  It has been 
funding itself through domestic issuance (and is 
expected to issue as much as US$3.8 billion in the 
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domestic market this year), but with US$5 billion 
due to the IMF next year and lacking an agreement 
with that institution, further payment arrears cannot 
be ruled out. 

Argentina’s political risk and social indicators are 
more or less average for the region.  While 
Argentina scores relatively well on such measures 
of democracy as voice and accountability and 
political stability, and while it is a relatively non-
violent place with a well-educated populace (three-
quarters of secondary-school age children attend 
secondary school), it scores the 108th most corrupt 
country in the world according to TI and does 
poorly on the World Bank’s rule of law indicator.  
Poverty has risen as well to over 45% of the 
populace and inequality is high. 

Argentina’s democracy was initially strengthened 
by the advent of market reforms in 1990s, and one 
might have thought the country had good prospects 
for success, both economic and political, relative to 
other emerging markets.  The Peronist party was 
initially reinvigorated by the adoption of Menem’s 
(and Cavallo’s) neo-liberal program.  The strong 
growth Argentina posted in the mid 1990s ensured 
Menem’s re-election in 1995, and the incoming 
Radical-led coalition government of De La Rua 
adhered to the same policy mix (in spite of the 
Radical Party’s past adherence to economic 
heterodoxy).   

Yet Menem’s increasing authoritarianism, 
accusations of corruption, and his inability to enact 
second-stage reforms (administrative, tax and 
revenue-sharing reforms) weakened the credibility 
of Argentina’s political institutions in the late 
1990s, amid a marked economic slowdown and 
external shocks.  The combination of a flawed 
economic model (a currency board in a country 
with fiscal problems and high external debt), a 
commodity price shock, and poor leadership 
(Menem’s second term and De La Rua’s term) 
caused a policy reversal, default and economic 
collapse.  Nevertheless, in spite of a rapid 
succession of leaders, the democratic rules 
functioned, elections were held, and new 
leadership emerged. 

The economic crisis deepened poverty and 
unemployment, raising social tensions and making 
governability difficult.  At its worst, at end-2001 
and early-2002, the country cycled through four 
presidents in ten days, settling for a time on the 
Peronist Buenos Aires governor, Eduardo Duhalde.  
Continued protests forced early presidential 
elections in 2003 which Nestor Kirchner, the 
Peronist governor from Santa Cruz province won.  
That the race for the presidency was between two 
Peronists (Kirchner and Menem) is evidence of 
both the party’s primacy and its deep divisions. 

Adept political maneuvering and populist policies 
have enabled Kirchner to gain popularity and 
consolidate power.  He has expanded social 
programs, but only within the constraints of a 
balanced budget.  Some companies complain about 
strong-arm tactics to control prices or direct 
investment.  Lacking a solid base in Congress or 
even within his own cabinet, many of his economic 
measures have been established by decree under the 
ongoing economic state of emergency rather than 
through legislation.  One thing President Kirchner 
has demonstrated is leadership, which was sorely 
lacking under President De La Rua.  President 
Kirchner is likely to be strengthened as a result of 
the October elections, as his allies in the Peronist 
party are expected to do well. 

President Kirchner has as yet failed to translate his 
popularity into efforts at economic reform, 
probably because of lack of interest.  Politicians 
usually only adopt bold, risky measures when in 
crisis, and since Kirchner has been in power, 
Argentina’s economy has been rebounding, so he 
has been cautious.  Movement of the long-term 
foreign currency issuer rating out of default status 
and a move up the rating scale for non-defaulted 
bonds would require a coherent plan to deal with 
holdouts and a credible financing program with the 
IFI’s, and for further improvement, structural 
reforms to public finances, monetary policy and 
utility tariff-setting.  These initiatives appear 
unlikely in the near term. 
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■  Apendix A:  World Bank 
Governance Indicators 
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