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NAVIGATING THE NEW NORMAL: HOW LATIN AMERICA
AND THE CARIBBEAN CAN REIGNITE GROWTH WHILE
TAMING INFLATION?
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Caribbean (LAC) are entering a new economic phase.
According to the October 2023 Regional Economic
Outlook by the International Monetary Fund, the region
is transitioning from recovery to recalibration. The
challenge now lies in sustaining stability, containing
inflation, and rekindling growth amid tightening global
conditions. This article synthesizes the report’s findings
and proposes a roadmap for LAC to adapt, thrive, and
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A Post-Pandemic Recovery That's Losing Steam Following a surprisingly robust post-
pandemic rebound, LAC’s growth is now decelerating. While real GDP expanded by 4.1% in
2022, that pace is expected to fall to 2.3% in 2023 and further slow in 2024. This trend
reflects fading tailwinds: diminishing global demand, tighter monetary policy, and declining
commodity prices. Much of the earlier growth stemmed from strong demand in the U.S. and a
brief resurgence in China, along with high prices for key exports such as oil, copper, and
soybeans. However, these favorable conditions have started to recede. China’s real estate
sector slowdown and the shift in the U.S. toward services over goods have weakened LAC’s
export momentum. At the same time, global financial conditions remain tight, with high

interest rates and cautious investors dampening capital flows into the region.

From Crisis to Control. If there’s one area where the region has made progress, it's
inflation. After surging to levels not seen in decades, headline inflation in LAC is now on a
downward trend. By the end of 2023, inflation is projected to fall to 5.0% from 7.8% in 2022,
with further declines expected in 2024.

Figure 1:
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Inflation Rate in LAC (2022-2024).
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success is largely attributable to proactive monetary policy. Central banks across the region
acted early and decisively, raising policy rates well before their peers in advanced economies.
These swift interventions helped anchor inflation expectations and restore policy credibility.
Now, as price pressures ease and currencies stabilize, the conversation is shifting toward
gradual policy loosening—though caution remains essential due to lingering risks like wage
growth and core inflation persistence. Growth Challenges Beyond the Business Cycle While
disinflation offers relief, the growth outlook is less encouraging. The region’s medium-term
potential remains low—projected at around 2.5% annually, which barely keeps pace with
population growth. In per capita terms, this implies limited convergence with wealthier
economies.

The causes are deeply structural: Low productivity growth: LAC has struggled to
improve productivity over the past two decades, especially compared to peers in Asia and
Eastern Europe. Insufficient investment: Private and public investment remain subdued, held
back by fiscal constraints, weak institutions, and policy uncertainty. Labor market rigidities:
High informality, skills mismatches, and limited social mobility weigh on labor force potential.
Unless these issues are tackled head-on, the region risks falling into a "middle-income trap"—
stuck between stagnation and instability.

A Mixed Picture Credit to the private sector is decelerating across the region, primarily
due to tighter lending standards and higher borrowing costs. Consumer and business loans
are contracting, yet the financial system remains stable. Banks are generally well-capitalized,
liquid, and profitable. Importantly, unlike in some advanced economies, rising interest rates
have not triggered financial instability in LAC. This resilience is supported by improved
regulation, better macroprudential tools, and historically high pass-through from policy to
lending rates. However, the lagging effects of tight monetary conditions on credit quality and
household debt warrant close monitoring. Rebuilding the Buffers Governments in the region
are now pivoting from pandemic support to consolidation. The IMF recommends that fiscal
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policy should prioritize rebuilding buffers while safeguarding essential social spending. Debt
levels remain elevated in many countries, leaving limited room to respond to future shocks.
Encouragingly, most LAC governments have already begun fiscal tightening, reversing
pandemic-era expansions more swiftly than many of their emerging market peers. This
reflects both necessity and prudence, as investors remain sensitive to sovereign risk.
However, consolidation should be growth-friendly—avoiding blunt spending cuts and
focusing instead on efficiency, tax reform, and better targeting.

The Fragile Foundation One of the report’s most sobering insights concerns income
volatility. Around 22% of LAC’s workforce experiences income losses of over 25% annually,
especially among informal workers, women, the elderly, and the less educated. Yet social
safety nets remain inadequate. Unemployment insurance coverage is limited, and few
mechanisms exist to cushion sudden income shocks. The IMF calls for a reimagining of social
protection systems—shifting from reactive to proactive models. This includes portable
benefits, expanded safety nets, and better coverage for informal workers. Ensuring social
cohesion is not just a moral imperative—it’s essential for political stability and long-term
development.

Risks and Opportunities Another major challenge is the threat of global fragmentation.
Rising protectionism, geopolitical tensions, and reshoring efforts could disrupt trade flows,
increase uncertainty, and isolate vulnerable economies. For LAC, which has relatively low
levels of trade openness (less than 50% of GDP), this trend is particularly concerning.
However, fragmentation also opens a door.

Figure 2:

Trade Openness: LAC vs. Other Regions.
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As global supply chains realign, countries that offer stability, resources, and favorable
policies can attract investment and production. Mexico is already benefiting from nearshoring
driven by U.S. firms. Others can follow suit—if they improve infrastructure, reduce red tape,
and deepen regional integration. Minerals, Energy, and Climate Action Climate change is both
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a threat and an opportunity. On one hand, LAC is highly exposed to extreme weather,
droughts, and natural disasters. On the other, it's home to many of the minerals needed for the
global green transition: lithium, copper, nickel, and rare earths. Countries like Chile, Peru,
Brazil, and Argentina are poised to benefit from rising global demand for green inputs. But
turning these resources into sustainable prosperity requires smart governance,
environmental safeguards, and stable investment frameworks. It is suggested exploring
innovative financing mechanisms—such as debt-for-nature swaps—to attract green capital
while protecting biodiversity.

LAC must go beyond crisis management and embrace transformation. This includes:
Education and digital access: Improve learning outcomes and close the digital divide. Labor
market reforms: Encourage formality, upskilling, and mobility. Tax and governance: Broaden
tax bases, reduce evasion, and strengthen institutions. Trade integration: Enhance intra-
regional trade and simplify customs procedures. Public investment: Focus on sustainable
infrastructure and connectivity. None of these reforms are easy. But they are necessary to
shift the region from a low-growth equilibrium to a more dynamic, inclusive future.

From Resilience to Renaissance? Latin America and the Caribbean have shown
remarkable resilience. They handled the pandemic, inflation, and financial shocks with more
competence and coordination than in previous crises. Yet resilience is not the same as
reinvention. To seize the decade ahead, LAC must transform its institutions, build inclusive
safety nets, and capitalize on the energy transition. That requires political courage, regional
cooperation, and long-term vision. The world is changing fast. LAC’s response will determine
whether it simply adapts—or finally accelerates.
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