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Key Developments

IIF

• Supportive external environment and improved 
policies have strengthened fundamentals 

• The region’s share of global export markets has 
declined as local currencies have appreciated

• Commodity prices continue to be strong and are 
supporting favorable export performance 

• Strong domestic demand is sustaining growth despite 
slowing of global growth

Latin America
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Strong growth is continuing 
(% change in GDP)
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Domestic demand underpinning GDP growth
(Percentage-point contribution to real GDP growth)
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Commodity prices remain high
(2000=100)
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Windfall revenues have strengthened 
public finances

(public sector non-interest balance as % of GDP)
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Public sector debt-to-GDP ratios have declined
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Appreciation of real exchange rates has 
weakened competitiveness 

(REER, 2000=100)
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Current account surplus is declining as trade 
surplus falls
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International reserves continue growing as net 
private capital inflows increase 

(excluding gold, billions of dollars)

Latin America IIF
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Spreads resume their decline to record lows 
following March volatility

(EMBI Global, bps over U.S. Treasuries)
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Latin American stock markets have also 
recovered and continue rising rapidly 

(MSCI Index)
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… but, the low investment ratios to GDP are limiting 
growth and the region is losing its share of total FDI to 

emerging markets…
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…and, the regions exposure to the commodity 
price cycle is high…

(% of each country’s 2006 exports)
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…which makes the improvement of Latin America’s trade 
balance excessively reliant on terms-of-trade gains
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The region’s political and policy risks are 
most acute in Ecuador and Venezuela

IIF

• Chavez is using his landside victory last December to further 
increase his power and increase the state’s dominant role in the 
economy 

• Rafael Correa is following the Chavez model in Ecuador by 
increasing the role of the state and convening a constituent 
assembly aimed at rewriting the constitution to strengthen his 
power 

• In 2007, the region’s only major election will be in Argentina 
where Kirchner is expected to win reelection easily; expansionary 
policies will continue through the election  

Latin America
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Will the region implement the structural reforms needed to 
increase productivity and growth?

IIFLatin America
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Brazil

IIF
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Key Developments

• Prudent macroeconomic policies have improved fundamentals

• Proactive liability management has greatly reduced vulnerability to 
shocks 

• Improved creditworthiness has reduced borrowing costs and 
moved Brazil closer to investment grade 

• Virtuous circle gaining momentum with growth accelerating in an 
environment of macroeconomic stability

Brazil IIF
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Fundamentals have improved significantly

Brazil IIF
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Objectives of debt liability management:

• Reduce public sector debt to GDP

• Reduce exchange risk by eliminating public fx exposure

• Reduce market risk by bringing down variable rate debt

• Eliminate highest cost debt

• Smooth out and lengthen debt profile

• Develop local capital market

Brazil IIF
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Substantial Improvement in Public Sector 
Debt Indicators

Brazil IIF

2002 2006
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External vulnerability indices have 
improved significantly 
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0

100

200

300

400

500

1997 1999 2001 2003 2005 2007f

0

30

60

90

120

150
External Debt / Exports

Short-term Debt / Reserves (rhs)

IIFBrazil

26

-10
0

10
20
30
40
50
60

2002 2003 2004 2005 2006
Dollar linked Selic (floating)
Fixed Rate Inflation-linked

Improving public sector domestic debt 
composition 

(percent of total debt)

Brazil IIF

Mar-07



27

What risks does Brazil face going forward?

• How have politics changed?

• Is the direction of policy changing?

• Where is inflation headed?

• What happens to interest rates?

• What does this mean for reform, growth and fundamentals?

• What would be the impact of lower global growth and 
commodity prices? 

Brazil IIF
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