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The financial crisis and Latin Americ:

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

Effect of US Recessions on Latin American growth Export Exposure to the US
(Median for Region) B United States (change in average output gap during recessions)
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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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The impact is worsening..
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Equity market (basis 100 = April.08)

——Brazii —— Mexico Colombia ——S&P500 —— Chile
125 4
115 -
105 H y
] _,f"/\q\" Y
85 | e \y
75 A
65 - | J‘& -
o5 | r\w Vf\,l W
45 -
35 T T T T T T
Apr-08 Jun-08 Aug-08 Oct-08 Dec-08 Feb-09 Apr-09

Source: OECD Development Centre, based on Thomson Datastream, 2009

Ay U



CENTRE DE DEVELOPMENT
<< DEVELOPPEMENT CENTR!
’ i -

OECD

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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The development of the domestic market is not ne

Butits drivershave changed What is completelynew isto placelocal currencyabroad

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 actually closer to before the crisis
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)

——— Brazil Chile —— Mexico —— Colombia —— Peru

80 1 1 1 1
Apr-08 Jul-08 Oct-08 Jan-09 Apr-09
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OECD Refinancing risks exist in a context of illiquidity i

International markets

Thisis aboveall true for the Latin CorporategExternalmaturities reach$32bnin 2009

Global Issuance (US$ mill.) Corporate Bond Higlield Issuance (US$ mill.)
2 000 000 120 000 - T 450
- 8 000 | 1 200
1750 000 + 100 000 + n
- 7 000 T 350
1 500 000 —+ 80 000 + T+ 300
- 6 000
' ‘ 1 250
1 250 000 - 60 000 +
1 - 5000 1 200
1 000 000 - L 4000 40000 T T 150
T 100
750 000 ~ L 3000 20 000 -
i - 50
500 000 - - 2 000 0 - B 0
2003200320042004200520052006200620072007200820082009 20032003 2004 2004 2005 2005 2006 2006 2007 2007 2008 2008 2009
QL Q3 Q1 Q3 Q1 Q3 Q1 Q3 Q1 Q3 Q1 Q3 Q1 Ql Q3 Q1 Q3 Q1 Q3 Q1 Q3 Q1 Q3 Q1 Q3 Q1
. Value $(m) No of deals (rhs) . Value $(m) No of deals (rhs)
Source: OECD Development Centre based on Dealogic, 2009. Source: OECD Development Centre based on Dealogic, 2009.




CENTRE DE DEVELOPMENT
<< DEVELOPPEMENT CENTRE
e

4 e -

OECD

BTI” Palisical Guality Index
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Sources: BTl Index (2008) and Latinobarometro (2007).

Political context: democratic consolidatio
and elections
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Number of presidential elections in Latin America
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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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Public spending: Quantityand quality-

Public spending on education and performance in PISA
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But quality is as big a
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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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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

Index
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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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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 American, considerable variation in electoral fiscal expansion

Impact of Elections on Fiscal Policy, 192006 (% of GDP)
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percentage of GDP) during the election year and-elattion years.

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.

Costa Rica

Source: Nieto Parra and Santiso (2009, forthcoming)
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Conclusions

Public debt management in Latin America

w Debt levels still high, but considerable progress has been made.

w Good public debt management is linked to healthy development
of the domestic bond markets in the region

w Risks remain for the public bond market and above all for the
private bond market:

- Foreign exchange volatility
- Liquidity problems in international capital markets
- Political events
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Gracias! Thank you!

www.oecd.org/dev/leo
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