Impact of the Crisis on Debt
Sustainability in the Southern
Cone Countries

\q Eduardo Borensztein
| Country Southern Cone Department
\\F% ry p

\

Inter-American Development Bank




Debt Picture in CSC Region was Fairly

Sound before the Financial Crisis

ARGENTINA: NON FINANCIAL PUBLIC SECTOR BRAZIL: PUBLIC SECTOR NET DEBT, 1998-2008
GROSS DEBT, 1998-2008
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How did the Driving Factors of Public Debt

Behave?
e Fiscal balance (primary) [> ]

e Exchangerate [
e Interest rates:
» Domestic =]
> External [

e GDP growth [
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Fiscal Impulse

FISCAL IMPULSE IN CSC REGION

Change in structural deficit, as % GDP
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Exchange Rates

EXCHANGE RATES IN CSC
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Domestic Interest Rates

MONETARY POLICY RATES IN CSC
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External Interest Rates

SOVEREIGN SPREAD FOR CSC
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CORPORATE MINUS SOVEREIGN SPREAD
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External Interest Rates

EXTERNAL INTEREST RATE
Basis points, Thill 5y+Sovereign Spread
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GDP GROWTH IN CSC, 2007.Q1-2009.Q2
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In a Baseline Scenario, Gross Debt is

Comfortably Sustainable

ARG BRA CHI PAR URU

Gross Debt Level, as % GDP 49% 66.1% 5.2% 14.0% 59.7%
Required primary fiscal balance, as
% GDP 1.1% 15% 03% 0.3% 0.9%

Primary fiscal balance, as % GDP** 2.7% 32% 4.0% 2.0% 3.2%
** Average 2004-2008.
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Main Risks to the Baseline Scenario

Risk Analysis for DSA

Arg BRA CHI PAR URU

Debt Level N

Direct effects
Primary fiscal balance
Exchange rate
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External interest rate [N
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Indirect effects
GDP growth

Commodity prices ]

Inflation ]
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