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After the debt crisis broke out in the 1980s, Latin American countries adopted procyclical fiscal policies. These policies, along with the shortcomings of debt management, created hidden perils fort the outbreaks of the repeated financial crises in the 1990s.

The fiscal factors in the region’s financial instability include the following: 1) The fiscal policies were highly procyclical. 2) Increase of public debt aggravated the procyclicality. 3) Debt management was flawed. 4) The public sector accumulated large amount of implicit debt. 5) The narrow tax base weakened fiscal sustainability, leading to limited capability of the government to service the debt. 6)  Rigidity of the fiscal policy reduced room of maneuver for the government to deal with financial crisis. 7) Poor quality of fiscal expenditure led to weakening function of fiscal development. 8) Fiscal relations were not straightened. 9) Non-budgetary expenditures generated more fiscal risks.

