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LATIN AMERICA ADVISOR

Featured Q&A With Our Board of Advisors

The recent turmoil in global

financial markets has been the

"first serious test" of the securi-

ties-based global financial sys-
tem, which is aimed at shifting risk away
from the banking system, the Financial
Times said on August 15. Where do Latin
America's domestic markets stand in the
evolution toward securitization? Has the
US subprime mortgage crisis affected
securitization plans by Latin American
issuers?

Guest Comment: Greg Kabance:

"The Latin American securitiza-

tion market has been dominated

by local issuance, with approxi-
mately 80 percent of all securitization
issuance denominated in local currency.
While some international investors have
taken exposure to these domestic securiti-
zations, the majority of investors are local
pension funds, asset managers, and insur-
ance companies. Latin American domestic
securitization amounted to over $16 billion
in 2006, increasing almost three-fold over
the past four years. Sound regulations and
government-sponsored support have pro-
vided a catalyst for this securitization
growth. While the current global credit cri-
sis may have an impact on Latin American
securitization issuance in 2007, the funda-
mental credit quality of these transactions
remains sound. Overall delinquency rates
among the various transactions have not
risen above Fitch's base case view.

Inside This Issue

Contributing to the turmoil in the US sub-
prime market were decreasing property
prices, highly leveraged loans, and
adjustable rate mortgages. In general, Latin
American markets have healthy property
sectors due to the overall housing deficits
within each of the major markets.
Furthermore, due to certain eligibility
requirements, conservative underwriting,
and certain government programs, the
overall housing sectors are not overly lever-
aged. Finally, macroeconomic conditions
within the region remain sound, and this
will provide a stable environment within
this sector. The recent turmoil within the

Continued on page 3
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Cuban Foreign Minister Felipe Perez
Roque said Thursday that the ailing
Fidel Castro "is fine." See brief on
page 2.
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Cuban Foreign Minister:
Fidel Castro "Is Fine"

Ailing Cuban leader Fidel Castro,
who hasn't been seen in public for
more than a year, "is fine," Foreign
Minister Felipe Perez Roque said
Thursday, according to Reuters.
"Fidel is fine and is very disciplined
about his recovery," Perez Roque
told reporters in Brazil, in response
to concern about the health of the
81 year-old leader, who last July
handed over power to his brother,
Raul Castro, to undergo emergency
intestinal surgery.

US Seizes Submarine Loaded with
Cocaine off Guatemalan Coast

US officials said they seized a boat
loaded with approximately 5.5 tons
of cocaine, worth $352 million, off
the coast of Guatemala, the
Associated Press reported on
Thursday. US Customs and Border
Protection said four suspected
smugglers were on board the small
self-propelled, semi-submersible
vessel when it was intercepted by the
border patrol, the US Navy, and US
Coast Guard on Sunday night.

Venezuela Hits Mitsubishi Motors
with $1.02 Million Back Tax Bill

Mitsubishi Motors Corp. owes
Venezuela $1.02 million in back
taxes following an audit of the com-
pany's transfer pricing in its 2003
and 2004 income tax filings, the
country's tax authority, Seniat, said
Thursday, according to Reuters.
Mitsubishi has 15 days to make the
payment or face a fine of 10 percent
of the amount owed. When auditing
transfer pricing, the tax authority
often looks for cases where a foreign
parent company charges its local
subsidiary above-market interest
rates on loans to keep tax payments
to Venezuela low, Seniat said.
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Economic News

Moody's Upgrades Brazil Debt
Rating to Near Investment Grade

Ratings agency Moody's Investors Service
upgraded Brazil's foreign debt to one
notch below investment grade, in line with
other agencies' upgrades in the last year. In
a press release, Moody's said it upgraded
Brazil's foreign- and local-currency bond
ratings to one notch below investment
grade, to "Bal" from "Ba2," citing Brazil's
improved ability to pay down government
debt. Moody's also said it upgraded the
country's foreign-currency bond ceiling, a
benchmark for non-government issuers,
to an investment grade of "Baa3/Prime-3"
from "Bal/Not Prime." It was the first
time Brazil's country ceiling for foreign
currency bonds has been rated investment
grade and reflects the country's improved

Economic Growth in Chile
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to raise interest rates to keep a lid on infla-
tion. The annual rate of inflation current-
ly stands at about 3.8 percent, near the top
end of the Bank's target of 3 percent, plus
or minus 1 percentage point. On August 9,

It was the first time Brazil's country ceiling for foreign currency bonds

has been rated investment grade and reflects the country's improved debt

profile, Moody's said.

debt profile, Moody's said. "Brazil's exter-
nal vulnerability indicators have registered
major improvements in recent years,"
Moody's analyst Mauro Leos was quoted
as saying, "and substantially increased
international reserves cushion the
Brazilian economy against possible exter-
nal shocks." The outlook on the ratings
and ceilings is stable, Moody's said.
Brazilian stocks closed slightly higher after
the announcement and amid a late-day
rebound in US stocks. Brazil's benchmark
Ibovespa stock index closed 0.2 percent
higher at 51,848 points, Dow Jones report-
ed.

Chilean Economy Expanded
6.1 Percent in Second Quarter

Chile's economy grew 6.1 percent in the
second quarter from a year ago, the
Central Bank said Thursday. It was the
country's fastest year-on-year quarterly
growth in two years and fueled expecta-
tions that the Central Bank will continue

the Bank raised its overnight rate to the
highest level in five years, and is expected
to continue to raise rates during the rest of
this year, Bloomberg News reported. The
Bank said private consumption rose 8.0
percent year-on-year in the second quar-
ter. According to a survey of Wall Street
analysts conducted by the Advisor in June,
Chile's economy should expand 5.1 per-
cent in 2007 after posting growth of 4 per-
cent or more every year since 2003.

Political News

Official: Neighbors Should Be Ready
to Respond to Threat from Venezuela

Venezuela's neighbors should be ready to
respond to a potential threat from
President Hugo Chavez's arms build-up, a
senior US defense official said Thursday,
according to Reuters. "It seems as if a
build-up of this character doesn't really
respond to the reality on the ground

Page 2 of 4


http://www.bcentral.cl/prensa/notas-prensa/pdf/23082007b.pdf

Inter-American Dialogue’s Latin America Advisor

there," US Deputy Assistant Secretary of
Defense for Western Hemisphere Affairs
Stephen Johnson was quoted as telling
reporters during a visit to neighboring
Colombia. "It has an effect of intimidating
neighbors ... and democracies in the
region need to be able to
respond to this in a way
that will help reduce this
kind of threat." The Bush
administration, which
' has banned US arms
i sales to Venezuela, has

questioned the Chavez

Johnson
Photo: US Defense  government's purchases

Department. in recent years of Russian

fighter jets, attack helicopters, and
Kalashnikov rifles, suggesting the purchas-
es exceed the country's defensive needs
and that the rifles could fall into the hands
of leftist rebels in Colombia. Chavez, who
frequently accuses the US of planning to
invade, says the weapons purchases are
needed to modernize Venezuela's armed
forces. Johnson said governments should
turn to diplomacy as "the first line of
defense" against Venezuela and work
through institutions such as the
Organization of American States.

Company News

America Movil Agrees to Buy
Jamaica's Oceanic Digital

America Movil, Latin America's biggest
mobile telephone company, said Thursday
it had agreed to buy Jamaican mobile
operator Oceanic Digital, according to
wire reports. America Movil did not say
how much it would pay for Oceanic in the
deal, which it hopes to conclude by the
fourth quarter of this year, pending regu-
latory approval. The nine year-old
Oceanic, which also has operations in El
Salvador and the Dominican Republic,
has slightly more than 200,000 customers,
according to America Movil, which has
137 million subscribers in 15 Latin
American countries and the United States.
The Oceanic acquisition would expand
America Movil's presence in the
Caribbean, where it has existing opera-
tions in Puerto Rico and the Dominican
Republic.
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US subprime market is spreading to var-
ious markets, so the overall issuance in
the Latin American securitization mar-
kets may be impacted over the next few
months; however, the strength of the
local capital markets will be able to cush-
ion any long-term impacts."

Guest Comment: Nathaniel
Jackson: "Over the past few
years, Latin America's domestic
markets for securitization have
grown substantially due to two key fac-
tors: 1) the need for domestic issuers to
raise funds securitizing assets in their

own currencies; and 2) the growing
appetite of local institutional investors
such as pension funds and insurance
companies to invest in safe, long-term
assets other than government bonds in
their own local currencies. The recent
turmoil in the international markets,
while disruptive, should not fundamen-
tally alter either of those two key drivers
of growth of securitization in local mar-
kets. It is perhaps too early to tell if the
US subprime mortgage crisis has affected
Latin American issuers' plans to securi-
tize. However, there is certainly evidence
that risk aversion and the flight-to-qual-

Continued on page 4
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ity contagion among investors has
spread to Latin American markets, and
that is reflected in the widening of
spreads, which obviously will raise the
costs of issuance. In addition, institu-
tional investors may want to take a clos-
er look at any securitized assets that
involve mortgages, particularly in terms
of the loan-to-value ratios and the end-
borrower credit history. This may lead to
more issuance of other types of assets
being securitized, such as auto loans or
credit card receivables."

Guest Comment: Alfredo

Coutino: "Latin America has

made great progress in securi-

tization in the past few years,
although at a slow but steady pace.
Capital markets in Latin America were
practically non-existent a few decades
ago. With the profound process of struc-
tural reforms, the region has advanced in
opening and deregulating its economy.
Thus, promising capital markets have
emerged in the main countries, such as
Brazil, Chile, Mexico, and Argentina, as
well as in other, medium-sized
economies. This trend can be confirmed
by the fact that local corporations main-
tain a greater proportion of their financ-
ing needs in domestic markets. Thus, a
deeper securitization process has
advanced along with the development of
stronger capital markets in the region. In
addition, the region's inflation has been
converging toward international levels,
which also stimulates local corporations
to seek financing in domestic markets.
Latin American governments have also
moved in the same direction, privileging
domestic markets through debt swaps,
from external to domestic sources. These
government operations have also
reduced the region's vulnerability to
international financial volatility to a
great extent ... Since the region maintains
only a minimal proportion of invest-
ments in subprime-backed assets in the
US, its exposure is reduced. In this sense,
Latin America is in a much better situa-
tion than Asia and Europe. In fact, on
average Latin American investment
funds are not allowed to allocate more
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than 20 percent of their total investment
abroad. This certainly reduces the vul-
nerability of the region to external
shocks. As such, securitization plans of
local issuers should not be affected sig-
nificantly, since their exposure to the US
subprime meltdown is minimal, thus
reducing their potential losses."

Guest Comment: Roberto

Teixeira da Costa: "A deeper

and more complete analysis of

the consequences of the credit
crunch for Latin American securities is
going to take some additional time, and
the crunch will affect each country in a
different way. While the more acute
moment of the crisis is apparently
behind us, it will take some time for
emerging markets to be free of abnormal
volatility. Thus, it seems premature to
jump to conclusions. But it is a fact that
the flight to quality is already affecting
some issues that were in the pipeline.
The cost is probably going to increase
due to the reduction of appetite for
emerging market securities. Another
short-term consequence is a more com-
petitive market. Obviously, quality issues
will still have their place, but the market
will be much more selective. The eupho-
ria that has characterized the first half is
over, and a positive aspect of this should
not be ignored. It is healthy for markets
to realize that the risk element cannot be
ignored."

Greg Kabance is a Managing Director in
the Latin American Structured Finance
Group at Fitch Ratings.

Nathaniel Jackson is a Senior
Investment Officer in the Structured and
Corporate Finance Department at the
Inter-American Development Bank.

Alfredo Coutino is a Senior Latin
America Economist at Moody's
Economy.com.

Roberto Teixeira da Costa is a Member
of the boards of Banco Itau and
SulAmerica in Brazil.
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