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The crisis and Latin Americe

Historically , when the U.S. sneezes, Latin America catches cold

Effect of US Recessions on Latin American growth
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The crisis and Latin Americe

Current account channel: trade and remittances

Latin American Exports (by destination) Remittances (%, annual growth)
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The crisis and Latin Americe

Current account channel: Commodity prices

Commodities Exports (% of total exports) Terms of trade gainfrom 2003 through 2008 (%)
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The crisis and Latin Americe

Current account channel: Chinese trade has declined sharply in recent months
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The financial crisis and Latin Ameri

Financial channel: foreign banks in local markets

Market share of Foreign Banks in local banking systems Structure of Mexican banks (% of total assets)
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OECD GDP growth forecasts are on the downsi

for 2009

Differences among regions and countries

GDP forecasts for 2009 and 2010 (% annual growth) GDP forecasts for 2009 in Latam (% annual growth)
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Industrial production (%-9-y)
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The impact is worsening..
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Equity market (basis 100 = April.08)
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X 0 dzat least for the public sectoc
sensitivity is lower now than in the past

Spreads are now much less sensitive to external shocks
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The VIX index (CBOE Volatility Index) is the implied volatility of S&P500 index options.
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Sovereign bond ratings continue to be
favourable in the region

Perception of agencies with respect to fundamentals differs among countries
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Why such confidence
Public debt management has improve

Externaldebt is falling and countriescanincreasinglyborrow abroadin local currency

External Public Debt in Latin America (% of GDP) GhNAIAYIlIE {AY LYRSEG®
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Domestic markets for debt are not ne

What ISnew s placingdebt abroadin local currency

Domestic debt over total debt (%) Service of gold denominated debt over total debt service (%)
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OECD Capital markets differentiate between countries and wi

respect to past sovereign debt crise
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Refinancing costs, central banks and capital mark

In some countries the cost of the debt is back to joresis levels
Yields (bp). Public external debt (EMBI spread + US 10 year Gov. Bond) and Public domestic debt (Yield 10 years)
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OECD Partially supported by a reduction of interest rates in Lat

America and in US

Room for monetary stimulus in some Latin American countries

Inflation (% yo-y) Interest rates (%)
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However foreign exchange risk is still prese

Foreign exchange rate volatility remains an issue
Nominal exchange rate (basis 100 = April.08)
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OECD Refinancing risks exist in a context of illiquidity i

International markets

Thisis aboveall true for the Latin corporates(Externalmaturities reach$32bn in 2009

Global Issuance (US$ mill.) Corporate Bond Higlield Issuance (US$ mill.)
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Political context: democratic consolidatio
and elections
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Number of presidential elections in Latin America

N r 11
0 -  r r°r r°r r°r Tt 71 T | I N | T T T T 1
1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012

Source: OECD Development Centre based on Nieto Parra and Santiso (2008)

The Latin American countries covered are Argentina, Brazil, Chile, Colombia,
Ecuador, Mexico, Peru and Venezuela. For elections with a secoraff{mound,
the date of the final round is used.
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Capital Markets, Democracy
and the Cost of Debt

The political cycle and capital markets

There are clear links between political processes, particularly elections, and instability in the de
and currency markets

: Correlation Between Exchange Rate and
Real Exchange Rates around Elections : . :
Sovereigabond Spreads During Elections
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Source: Nieto Parra and Santiso (2008a), based on Datastream database.
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Capital Markets, Democracy
and the Cost of Debt
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Capital Markets, Democracy
and the Cost of Debt
The political cycle and capital markets

Bank recommendations are downgraded prior to elections, but tend to move positively again
once the uncertainty has passed

InvestmemntBank recommendations Brazil 2002 and 2006:
around elections FromLula Pretato Lula de Mel
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Source: Nieto Parra and Santiso (2008a), based on Datastream database.
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Capital Markets, Democracy
and the Cost of Debt

Are Capitaimarket Jitters around Elections Justified?
¢CKS YIFEIN]LSGIQa FSINB KIF@S a2YS 2dzZadATAOFGAZ2Y

Impact of Elections on Fiscal Policy, 192006 (% of GDP)
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Note: The impact of elections on fiscal policy is calculated as the difference between the fiscal variable (as
percentage of GDP) during the election year and-afgttion years.

Source: Nieto Parra and Santiso (2009, forthcoming) _
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Capital Markets, Democracy
and the Cost of Debt

Are Capitailmarket Jitters around Elections Justified?

Across Latin America, considerable variation in electoral fiscal expansion

Impact of Elections on Fiscal Policy, 192006 (% of GDP)
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Source: Nieto Parra and Santiso (2009, forthcoming)
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OECD Is Latin American Democracy Maturing In the eyes of

the Capital Markets?

2006 saw elections in all large Latin America countries other than Argentina

The election effect has been much less marked since 2006 than before partially supported by
higher primary surplus due to high GDP growth rather than spending restraint. There has
been no decrease in netredible policy pronouncements.

Impact of Presidential Elections on Fiscal Variables (% of GDP)

Primary balance Primary expenditure
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Note: The impact of 2005 and 2006 elections on fiscal policy is calculated as the difference between the fiscal
variable (as a proportion of GDP) during the election year and prioetemtion years.
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Source: Nieto Parra and Santiso (2009, forthcoming)
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Inequality and poverty: changesluringll KS 0 2

Will gains be reversed by the crisis?

Country Gini Poverty Income per Changein  Changein Residual
index  headcount capita poverty poverty due I1-12
2003 2003 growth (pps) to growth /2 (pps)
2003-07 2003-07 /1
Argentina 0.58 45.40 19.53 -24.40 -6.22 -18.18
Bolivia 0.61 63.90 8.62 -9.90 -2.95 -6.95
Brazil 0.62 38.70 9.15 -8.40 -1.80 -6.60
Chile 0.55 18.70 16.62 -5.00 -2.64 -2.36
Costa Rica 0.49 20.30 18.10 -1.70 -4.60 2.90
Dominican Republic 0.54 47.10 16.34 -2.60 -7.13 4,53
Ecuador 0.51 49.00 19.73 -10.20 -10.42 0.22
Guatemala 0.54 60.20 5.37 -5.40 -2.88 -2.52
Honduras 0.59 74.80 16.84 -5.90 -8.28 2.38
Mexico 0.51 39.40 8.70 -7.70 -3.67 -4.03
Panama 0.56 25.30 20.42 -6.60 -4.08 -2.52
Peru 0.51 54.70 22.22 -10.20 -13.67 3.47
Uruguay 0.46 15.40 16.39 2.70 -3.81 6.51
Venezuela 0.50 48.60 13.33 -20.10 -7.56 -12.54
Average 0.54 42.96 15.10 -8.24 -5.69 -2.55
Median 0.54 46.25 16.50 -7.15 -4.34 -2.44
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Will gains be reversed by the crisis?
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Taxes, transfers and income inequali

Fiscal policy does little to reduce inequality in Latin America
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Source: OECD Development Centre (2008), based on Euromod (2008) for OECD countries and Gofii et al. (2008) for Latin America.
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Public spending: Quantityand quality

Public spending on education and performance in PISA
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Publicexpenditureand equity

Average performance on PISA and equity of educational systems
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