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Abstract
This paper reviews the role of fiscal policy in a number of stabilization programs in Latin
America since the early 1980s. The paper highlights the importance of sustainable fiscal
adjustment in stabilization efforts, and discusses the main issues that arise in this context. By
reviewing the Latin American experience, it is argued that responsibility for failed stabilization
attempts can be traced to four main factors: inconsistent policy mixes; excessive reliance on

temporary factors of improvement in the fiscal accounts; failure to implement fundamental
fiscal reforms; and lack of complementary structural reforms.

JEL Classification Numbers: E60, E62
Keywords: Fiscal policy, Stabilization, Latin America

Authors’ E-Mail Address: tterminassian@imf.org; gschwartz@imf.org

'Earlier versions of this paper were presented at the 8th Regional Seminar on Fiscal Policy of
the Economic Commission for Latin America and the Caribbean in Santiago/Chile

(January 22-25, 1996), and at the 52nd Annual Congress of the International Institute for
Public Finance in Tel Aviv/Israel (August 26-29, 1996). We would like to thank in particular
Vito Tanzi, Guillermo Zoccali, Juan Carlos Lerda, Isaias Coelho and the conference
participants for their comments and suggestions, and Derek Bills and Solita Wakefield for
excellent research assistance. All remaining errors remain our own responsibility.



Contents Page

L Introduction . . ......... . 4
II. Why Do Nature and Quality of Fiscal Adjustment Matter? .. ................ 4
II1. Selected Experiences in Latin American Stabilization Programs . ............ 10
Tables
1. Endogenous Fiscal Responses in Stabilization Programs and Main

Variables that Determine Their Size .. ................................. 6
2. Estimated Size of Some Endogenous Fiscal Effects in Various

Stabilization Programs ... .......... .. ...t 14
References . . ... 18
Appendix Table

I Overview of Policy Components of Selected Stabilization
Programsin Latin America. .. ..., 21



	
	
	

