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A After the fall, LAC stands tall

i LAC fared better in this crisis in comparative terms
i Why?

A LAC recovering in a mufiblar world
i A heterogeneous rebound

A Challenges for LAC going forward
i An uncertain and complex global context
i Shortrun: currency appreciation pressures
i Longerrun: it is mostly about growth




After the fall, l2ACtstands|tall

LAC fared betterccompared to/othvegionsandts own past
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GDP Growth Collapses Around the World
Differences Between Growth in 2007 and 200
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Note: Growth collapse is defined as the difference between the GDP growth rate in 2808\dsowth in 2007. ECA refersHBastern Europe and Central Asia countries. East Asian Tigers
are HongKong,ChinalndonesiaKorea,Republiof; Malaysia; Singaporéaiwan,Chingand Thailand. OECD refers to Of@nber countries. LAC refers to countries in Latin America and

4

the Caribbean. SSA refers to Saharan Africa countries. MENA makes reference to Middle East and North African countriesriatérom Consensus Forecast as of December 2009 for
countries that have not published 2009 growth figures yet. Source: Bloomberg, IMF International Financial StatistidsXiF®sus Forecasts.
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have thardly-contractechin2009

Real GDP Growth for 2009

LAC Countries
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For imany LACocountres,thellcolapse rin.gromth009
wasfrom relatively high rates

Real GDP Growthin LAC
2007 and 2009
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A 9-10million Latin Americans fell into poverty in 2009, where@8 million people
in LAC moved out of poverty during@2-2008

Source: Consensus Forecasts (Dec. 2@I8pmberg, and IMRegional Economic Outlook for Oct 2009.



Consistentwithoa comparativelyimildercrecessionin200
LAC:alse expeniencesra mider riseinrtunemployment

Change in Unemployment (p.p.
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A 3.5 millionLatin Americans joined the ranks of the unemployed in 2009
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Note: Previous recession periods are: Argentina (19982082.Q2); Brazil (1997.@41998.Q2); Chile (1998.Q3999.Q4); Colnbia (1998.Q% 1999.Q4); and Mexico 7
(1995.Q1; 1996.Q1). Current recession periods are: Argentina (20682089.Q2); Brazil (2008.@42009.Q2); Chile (2008.Q@2009.Q3); Colombia (2008.Q3
2009.Q2); and Mexico (2008.Q2009.Q2). Source: LCRCE Staff calculations based on National Statistical Institutes data.



Excepting_Colombjahthe sensitivafjunemploymentto
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SemtiElasticity of Unemployment With Respect to GDP Grow

2.5 -
m Previous recessior
m Current Recessior
2.0 -
1.5 -

- - m

Argentina Brazil Chile Colombia Mexico

Note: Previous recession periods are: Argentina (19982082.Q2); Brazil (1997.@41998.Q2); Chile (1998.Q3999.Q4); Colnbia (1998.Q% 1999.Q4); and Mexico 8
(1995.Q1; 1996.Q1). Current recession periods are: Argentina (20682089.Q2); Brazil (2008.@42009.Q2); Chile (2008.Q@2009.Q3); Colombia (2008.Q3
2009.Q2); and Mexico (2008.Q2009.Q2). Source: LCRCE Staff calculations based on National Statistical Institutes data.



X S8 Sofich te#l RagesHidhnotidecline thisrtime @arounc
reflecting dlownward neminalifigidityrand owfinflation
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Note: The graph depicts the evolution of quarterly average male real wages for the whole economy (all sectors) andltheat@Bhih recession periods for Argentina and Brazil. For

Mexico, wage data refers to average compensation per employee in the manufacturing sector. Source: LCRCE calculaéintisaftyasegl orEncuestdPermanente délogaregEPH) 9
andEncuest®Permanente Continua déogare{EPHC) and for Brazil basedResquisaMensal deEmpreggPME). For Mexic®&ancode México and INEGI.



X S8 Sofigh te#l RagesHidhnotideclinenthistimeround
(cont.)
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Note: The graph depicts the evolution of quarterly average male real wages for the whole economy (all sectors) andltheaf@Bhoh recession periods for Argentina. For Uruguay,

median wages are graphed. Source: LCRCE calculations for Argentina bEsedestdPermanente délogare§ EPH) an@EncuestdPermanente Continua déogareJEPHC), and for 10
Uruguay, INE, and IFS



Surprisingly ,iimnformality-dich notirise durning ¢he 2009
downturn, exceptin_Colombia

Share of Workers Relative to the Total Number of Employee
Change from 2008 to 2009, in Percentage Points
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Note: For Argentina and Brazil, LCRCE Staff calculations based on Households Surveys. When the bars are not showrisin the grap 11
because the information for that specific country is not available. Source: International Labor Organization.



Unemploymentiendedto rise morefforrmalestthan
females:zand ithe genderagap infLEP.actually narrowed

Unemployment Rate Participation Rate
Difference in p.p. between S88 and Se{®9 Difference in p.p. between S88 and Sef®9
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Note: theocupationrate means the ratio between the employed and the working age population. For all the countries we used the Nationaérates wii 2
available. FoArg: 31aglomeradosirbanos for Brz 6 metropolitan regions, fdecu urban rates, and for Per: Linnigbana Source: ILO



LAC:-comes autfofithisicrsistwithoutrsignificant systemic
damagec the dogthatdid-notbbark

Banking Crises in LAC Countries

1980-1985
Argentina 1980
Brazil 1985
Chile 1980
Colombia 1982
Ecuador 1980
Mexico 1981
Peru 1983
Uruguay 1981

1995-2000
Mexico 1995
Argentina 1995
Brazil 1995
Colombia 1998
Ecuador 1996, 1998
Honduras 1999
Jamaica 1996
Nicaragua 2000
Paraguay 1995
Peru 1999

2008-2009

The global crisis bruised! / Qa4 aAy O2YS adl S
butitdid notimpairA 0 Qa aol I yOS aljKsSsS
The table shows the start year of banking crises . Sduseserand Valencia (2008) and Reinhart &Rdgoff(2008) 13



After the fall, IsACGtstandall € Why?

Reason 1rimprovedmaciokyid YrOhnk tster@”A YY dzy' S & é a i
The dlomesticdactarthat usedtomagnihexternal shockécurrenciesfiscal,
banking in the past,thidime cushionedhe shock

Reason2: safeninternationah financialdntegration

Reasons3timely multilateral andhbilateralesponse

Reason/4:/the/China connection

14



The rr@mhaswmwﬂd) to amorerobust monetary ppllcy
FINEWSS 2 NJd &y or¥diby te@rS Rinko.&8 O NJ

Monetary Policy Rates
InflatiofTargeting Latin American Countries
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Corporate and Banks' Dedollarization in LAC
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Composite Dollarization Index
LAC, Emerging Europe
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Source: Schmukler (2009) based on Reinhart, Rogoff, Savas

Share of the Domestic and Foreign Public Debt in Total Debt

Selected LAC Countries
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While far firompeftectfifiscal processes/have becomedn
viable, evenfif theydemainrproyclical( (exeepting {Chile)

Fiscal Policy Reaction Function: Model with 2003 break in output gap and government debt
Method: Instrumental Variables

Dependent variable: Fiscal indicator as % of GDP (FI)

Actual Cyclically-adjusted
Primary Government Primary Primary Government Primary
Balance Revenues Expenditure Balance Revenues Expenditure
[. All LAC Countries (17)
Output gap, 1990-2003 -0.109486 -0.066482 0.209820** 0.001678 0.081457 0.249023*
Output gap, 2003-2008 -0.060685 0.088687 0.251989%
Govt Debt, 1990-2003 -0.005468 -0.009512* -0.005738 -070080646

Govt Debt, 2003-2008 0.002222 -0.012584

0.006603 -0.012623

-0.108835 0004452
0.006994 0.00727
0.020370**y 0.024904*

No. Countries 17 17 17 17 17 17
No. Observations 272 272 272 272 272 272

Standard errors in brackets ** p<0.01, ** p<0.05, * p<0.1

Note: Wedefine the fiscal primary surplus as the general government receipts (including grants received and loan repayments) less rio_P
interest expenditures, as a percentage of GDP. For Mexico, we use the Budgetary Public Sector. Source: EIU



Followingffrequent crisis; bankingssystems An LAC have
becomessounder

Depositto Loan Ratios
Emerging Countries, 2007 [
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Emerging countries were defined as lower middle income and upper middle income, World Bank Classification. SoDemirgaek, 18
Kuntand Levine (2009): Financial Structure Database



LAChhas migrated towards: a safer-formrof integratian in
international fiinanciahmarkets

A Safer Integration in LAC(
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Source: The net debt position (@isis ROW) is the sum of debt assets and reserves minus debt liabilities. In turn, thétgetomsition 19

(visa-vis ROW) is the sum of net FDI assets and net portfolio equity assets. The sample ranges from 1990 to 2007. Sanoiddidsine
Ferretti(2007).
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Flexibleanditimely provisioof liguidity andHoudget

supportfinancingfrom multilaterals

IBRD lending 1992009 by regions

A Oct08
i US Fed opens US$ 120

swap lines with BRA, MEX
KOR, and SGP

u IMF creates shotfterm
liquidity facility

A Apr09
u IMF launches FCL

i FCL agreement with
Mexico (US$ 4Bn)

A May-09
i FCL agreement with
Colombia (US$ 10kh)

Note: 2010 numbers projected based on submissions to OPCS. Source: IBRD
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X thefeemovement ofgrowthbbetween diatin-Americaan
FrkAy:lbeeoh @e i@ S Sy 2y GKS N &

Output Co-Movement between LAC and Chir
20 years rolling correlation of the Real GDP grc
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commodity exporters

Cumulative Change in Terms of Trac

Densivey vt aboorto:Liatin

Bolivia <
Chile and93%2 ¥ [ ! / Qa
Paraguay . . .
Trin. and Tob. population reside in
Colombia countries that are net
Peru i
Argentina commodity exporters
Mexico .
Uruguay AAbout half the number of
Brazil . .

Panama countneg |n.LAC are net
Guatemala commodity importers and
CostaRica m 20084 200904 ' '
Nicaragua i s are mainly located in

Dominica Central America and the
Dom. Rep. Caribbean
Honduras
-40% -20% 0% 20% 40% 60% 80% 100%
Note: The cumulative variation in the terms of trade index is calculated using quarterly data. The blue bars represenidtieecpercentage 23

change during the recent commodity price boom up to the peak in 2008g2. The red bars capture the cumulative percentaigeernasgé
trade from its trough in 200894 to the most recently available quarter (2009g4). Source: WDI, DECR@ekralytics.
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LAC cecovening in rmumugplar wotld @conomy

Growth engines aredeingreignited atfdifferent pace and
intensity, with dynamic EMs mdhesdead

24



The world-economy:is:relbounding

World Trade Volumes
Seasonally Adjusted, Index 22t

Stock Prices Around the World
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Commodity Prices
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Sharplyccontrastingerecovery: patternsthetweemrich

countries andidynamicEMs

World Industrial Production
Index Ap+08 = 100

AEmergingeconomies
with strongest recoveries
include Brazil, China,
India, Korea, Malaysia,
Philippines and Thailand

AThey represent 52% of
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Note: The group of developed countries refers to OECD countries excluding Turkey, Mexico, Republic of Korea, andg@entral Euro  2g

countries. Source: CPB (Netherlands Bureau for Economic Policy Analysis).
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Growth ferecastsdor LAGC 202011 arerrobusth but:less
so thanfforttherEast Asianstigers

Real GDP Growth Forecasts for 2eA@1 1
Annual Real GDP Growth Rate
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Western Japan Eastern UsS LAC MENA EastAsian China
Europe Europe Tigers

Note: Western Europe comprises Euro Zone countries, Denmark, Sweden, UK, Norway, and Switzerland. Source: Consensus Forecagts
(December 2009 and March 2010), and Bloomberg.



X widh KriviKpery, Ndileladd PaZami S NHzRe pdclK A f
and Colombia behindhthe:pegionalaverage

Real GDP Growth Forecasts for 2010
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If inflation pressures are strfacing;dtis:in: the EMs

Inflation in Selected Regions
Seasonally Adjusted, YoY Growth Media
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Challenges for LAC going forward

An uncertain and complex global contell

30



