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LAC’s macroeconomic exposure to the
Middle East conflict
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Nota: IFD/FMM - FISLAC from Trading Economics and Bloomberg.
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Financial markets have shown volatility, with so far limited
spillovers to LAC
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Note: IDB/FMM - FISLAC from Trading Economics, Investing.com, The Guardian, Bloomberg, Business Analytiq.



O IDB

Commodity shock: LAC exhibits strong heterogeneity in net external

positions across energy, fertilizers, and food

Central American and Caribbean countries are affected the most

Net export position
(Exports - Imports, % of GDP)
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Note: IDB/FMM - FISLAC from Economic Atlas Complexity (2024). In the cae of Guyana-Oil and Gas, the value is higher (60%).
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Fossil-based power generation may amplify external and fiscal risks in LAC

Electricity generation from fossil fuels
(% of total electricity generation, 2015-2024 average)
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Note: IDB/FMM - FISLAC from OurWorldinData.
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The ability to absorb external shocks depends on external buffers and fiscal space
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Resilience: Reserves in months of imports

Gross public debt (2025, % of GDP)
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Note: IDB/FMM - FISLAC from Atlas Complexity (2024) and WEO (2025). [*] The y-axes takes the sum of commodities net exports (expos-impos, %GDP): oil and gas, fuels and fertilizers. The vertical line correspond to the value of reserve in months of import of BB countries in Fitch’s reports.
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LAC's fiscal position



O IDB

Public debt stagnant at high levels in the region

Gross Debtin LAC Accumulated Debt Change Decomposition
(% of GDP) (pp of GDP)
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Note: IDB-FMM FISLAC calculations with data from IMF-WEO April 2026. FISLAC risk threshold follows Valencia, Diaz, Parra (2022), representing the debt level from which the probability to entering a fiscal crisis increases. LAC average does not include Ecuador and Argentina.
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Interest burden is absorbing a larger share of revenues and reducing fiscal
space for other spending

Gross debt and interest affordability Interest payments / Investment
(LAC, average) (LAC, median)
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Nota: IDB-FMM FISLAC from IMF-WEO Ape2025. LAC average does not includes Argentina.
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Consolidation efforts fall short of fiscal commitments

Primary Balance Forecast Deviation for FY2025*, WEO Average Compliance Rate of Fiscal Rules for
(LAC, pp of GDP) LAC Countries
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Note: IDB-FMM FISLAC calculations with data from IMF-WEO April 2025 and April 2026, and Ulloa-Suarez, C., & Valencia, O. (2024). Suriname had a revision of the primary balance of -8.8pp of GDP. The graph does not include Ecuador and Venezuela due to lack of data for 2025. Sustaining Compliance with Fiscal
Rules: A Future at Risk? (IDB Technical Note No. 2976). Washington, DC: Inter-American Development Bank. * Ecuador and Venezuela are not included due to unavailable projection in the April 2025 WEO.
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Spending rigidity and tax collection inefficiency hinder fiscal
consolidation amid elevated financing needs

VAT collection inefficiency vs Spending rigidity
(2021-2023 average)
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Potential fiscal implications of the Middle
East conflict for LAC



\3 IDB Oil price upswing: exporters benefit from growth and fiscal gains amid
inflation pressures
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Source: FMM/IFD- FISLAC



\3 IDB Arise in oil prices slows growth and fuels inflation in oil-importing
economies while worsening fiscal balances
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A severe oil shock creates a sharp macro-fiscal divide in LAC,

(pP)

though inflationary pressures are universal

Estimated peak deviation from the baseline scenario
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Fiscal impact will ultimately depend on subsidy policy and the measures adopted

Change in Oil and Gas Fiscal Revenues & Energy Subsidies Oil and Gas Fiscal Revenues & Energy Subsidies
(GDP percentage points, 2022 - 2021) (% of GDP, 2022)

pp of GDP
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Policy responses across LAC have diverged: cushioning, targeting,
or passing through the shock

(® Fuel subsidies, price caps (Fast relief, but costly and poorly targeted) Type of Measure
 Temporary fuel or electricity subsidies (Barbados, Guatemala, Honduras) 16
* Pricefreezes on fuels or subsidies (Bolivia, Colombia, Ecuador)
14
@® Targeted support measures (Lower fiscal cost, better targeting) 12
* Supportto transport sector and users (Chile, Ecuador, Panama) 10
* Targeted credit lines to exposed sectors (Brazil, Uruguay)
8
@ Taxrelief (quick impact, revenue loss) 6
* Temporary federal tax reduction on fuels (Brazil) 4
* Excise tax reduction to stabilize price (Mexico, Chile)
2
(® Regulation and risk management (lower fiscal cost) 0

Fuel subsidies or Specific direct Reduced taxation Regulatory
* Biofuels blending cap increased (Argentina, Brazil) pricecaps  support measures
* Oil price hedging (Ecuador)

Note: IDB/FMM - FISLAC based on measures announced by governments. Type of measure: 1) Fuel subsidies or price caps: measures introducing a maximum fuel price or subsidies affecting fuel price, 2) Specific direct support measures: measures that include direct support to targeted beneficiaries, 3)
Reduced taxation: lower taxes, 4) Regulatory: measures that affect regulations (and that do not imply directly an expenditure increase or revenue decrease).
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METRENCEWEVS

 Exposure is asymmetric, but fiscal vulnerability is widespread. Few countries enter this shock with
meaningful fiscal space.

* Fiscal positions remain strained. Debt is still high, interest payments are at record levels relative to
revenues, and compliance with fiscal rules has been weak in recent years.

 Exporters face a temporary opportunity, but it requires discipline to avoid expanding unsustainable
subsidies. Gains can help rebuild buffers or reduce debt.

* Importers are the most exposed. The shock hits multiple channels simultaneously, leaving them with more
limited policy space, even though they start from a relatively stronger fiscal position.

* Policy space can still be created. Stronger tax collection, expenditure reallocation, and targeted support
can provide relief without undermining sustainability.

* Institutional strength is key over the medium term. Credible fiscal rules, robust medium-term frameworks,
and greater transparency are essential to build resilience against future shocks.
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