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FEATURED 0&A

LATIN AMERICA ADVISOR

How Will Latin American Companies Refinance Their Debts?

In a recent report, Moody's

Investors Service said the

amount of Latin American corpo-

rate debt maturing will triple in
the second half of this year, raising con-
cern that some companies may not be able
to refinance if the current slump in inter-
national credit markets continues. How
will companies in the region raise money
to refinance? Will local banks and debt
markets be able to step in?

Guest Comment: Ricardo Marino:

"I am not worried at all about

companies being able to refi-

nance their debt. Credit to corpo-
rations has improved a lot in recent years,
which allows even the most restrictive
investors to accept credit from these com-
panies. What we see on the balances sheets
is that the volume of refinancing will not
be big enough to the point of not being
rolled over (assuming that the crisis does
not get any worse than it already is). I
would say that national banks will not
absorb all of the refinancing, but will
absorb a large part of it. And I even see for-
eign investors willing to put up money for
good risks with good spreads (and this is a
reality; that is, prices have gone up and will
continue to go up). The main problem, in
my view, has to do with the continuity of
investments to be made in Brazil (especial-
ly in infrastructure). Given the large vol-
umes necessary, 1 think we will not have
enough funding, which can cool off eco-
nomic growth a little."

Inside This Issue

Board Comment: Everett Santos:

"Local banks and the domestic

capital markets of Latin America

are today as sound and capable of
satisfying local capital needs as they ever
have been in recent history. Several coun-
tries have investment-grade ratings on
their external debt. Commodity prices and
export volumes have increased dramatical-
ly, leading to current account surpluses,
increased international reserves, and pri-
mary fiscal surpluses. Gross public-sector
debt for the region's major countries has
Continued on page 4
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Lopez Obrador Predicts No
Progress on Oil Reform Bill

Leftist opposition leader Andres Manuel
Lopez Obrador predicted Sunday that
protesters would prevent Mexico's
Congress from moving forward on
President Felipe Calderon's proposed
oil-sector reform. See story on page 3.

Photo: www.gobiernolegitimo.org.mx.
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US Treasury Sec. Urges
Against Price Controls

US Treasury Secretary Henry
Paulson said Sunday that govern-
ment-imposed price controls are
generally not effective methods of
protecting the poor or achieving
long-term economic growth,
Bloomberg News reported. Latin
American countries, a number of
which maintain price controls, have
seen food prices skyrocket in the last
several months. Global food prices
surged 57 percent last month com-
pared to a year earlier, according to
the United Nations.

Chavez Says He Could Make
Exchange Rate More Flexible

Venezuelan President Hugo Chavez
said Sunday he could make the
country's fixed exchange rate more
flexible, but he will not get rid of
currency controls completely,
Reuters reported. The currency con-
trols, which were introduced six
years ago after an opposition coup
against the president, are necessary
to prevent capital flight, Chavez
said. The official exchange rate is
2.15 bolivars per dollar, while the
black market rate reached more
than 5 bolivars per dollar last year.

Mexican Tiremaker Tornel
Bought by India's JK Tyre

India's JK Tyre & Industries Ltd
said Friday it bought Mexican tire-
maker Tornel for 2.7 billion rupees
($US 67.6 million) in order to gain a
foothold in the North American
market. Tornel employs 2,000 peo-
ple and produces 6.6 million tires
each year at its three plants in
Mexico. JK Tyre, which exported 5
billion rupees worth of tires in the
year ending in September 2007 and
had net sales of 28.14 billion rupees,
expects the deal to close by the end
of May.
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Political News

Haitian Senate Dismisses Prime
Minister After Week of Food Riots

Haiti's Senate on Saturday dismissed
Prime Minister Jacques Eduoard Alexis
following a week of riots over soaring food
prices. In a special session, senators voted
16-1 to remove Alexis, an ally of President
Rene Preval who was seen as a pragmatist
and dealmaker, for not doing enough to
increase food production and reduce the
cost of living in the Caribbean nation,
according to Reuters. Senator Youri
Latortue, a leader of Saturday's vote, said
Alexis had also failed to protect Haitians
from crime, establish a national security
force, and set a deadline for the departure
of United Nations peacekeeping troops
stationed in the country since 2004, when
former President Jean-Bertrand Aristide
was ousted during a nationwide rebellion.
The Senate's action came despite Preval's
persuading rioters to end a week of vio-
lence in which at least five people were
killed and scores injured. Rioters enraged
at the skyrocketing cost of rice, beans,
cooking oil, and other staples began bat-
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tling UN peacekeepers and Haitian police
in the southern part of the country on
April 2, and the riots spread to the capital
of Port-au-Prince last week. Shortly before
the Senate's vote on Saturday, Preval and
private-sector leaders announced a plan to
cut the cost of a sack of rice to $43 from
$51. Haiti is the latest country to suffer
unrest from soaring food costs stemming
from record oil prices, rising demand for
food in Asia, and other factors. "The situ-

« Everyone has to

make a sacrifice.??

— Rene Preval

ation is difficult everywhere around the
world," Preval said on Saturday. "Everyone
has to make a sacrifice." The Haitian pres-
ident said the government could not
afford to cut taxes on food because it
needed the revenue to pay for longer-term
projects that create jobs and boost agricul-
ture. Preval said he would ask Haiti's par-
liament to pick a new prime minister to

and soybeans continue to rise.

IMF Chief Predicts "Terrible Consequences" From Rising Food Prices

The head of the International Monetary Fund on Saturday predicted "terrible conse-
quences" in the developing world if soaring prices for food staples such as wheat, corn,

"Food prices, if they go on like they are doing today, the consequences will be terrible,"
IMF Managing Director Dominique Strauss-Kahn was quoted as telling reporters in
Washington by Bloomberg News. "Hundreds of thousands of people will be starving."

The World Bank's country director for the Caribbean, Yvonne Tsikata, said riots in
Haiti over rising food prices showed the need for quick action by the international
community, according to Reuters.

Marcelo Giugale, the World Bank's director of poverty reduction and economic man-
agement for Latin America and the Caribbean, said last week food price increases in the
last three years could potentially put 100 million people in low-income countries deep-
er into poverty and raise the global poverty rate as much as five percentage points.

From 2005 through 2007, world wheat prices rose 70 percent, corn gained 80 percent,
and dairy prices nearly doubled, up 90 percent, Reuters reported.

World Bank President Robert Zoellick has called for a coordinated global response to
tackle the rise in the price of food.
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replace Alexis. Possible successors to
Alexis include Ericq Pierre, a senior advi-
sor with the Inter-American Development
Bank, and Preval advisors Paul Denis and
Evans "Dady" Lescouflair, according to
Reuters.

Lopez Obrador Predicts Protests Will
Prevent Action on Oil Reform Bill

Leftist opposition leader Andres Manuel
Lopez Obrador predicted Sunday that
protesters would prevent Mexico's
Congress from moving forward on
President Felipe Calderon's proposed oil-
sector reform during the current legisla-
tive session, Reuters reported. "It's almost
certain that they won't be able to approve
the sellout initiatives before the end of this
congressional session on April 30," Lopez
Obrador told more than 100,000 support-
ers during a rally in Mexico City's central
Zocalo square. Lawmakers from Lopez
Obrador's PRD party and two minor par-
ties have camped out around the clock in
both chambers of Mexico's Congress to
block  discussions on the bill
Congressional leaders have said they
might look for a new place to conduct leg-
islative business. Lopez Obrador said the
bill aims to privatize state-owned oil
monopoly Pemex, which Calderon denies.
In unveiling the legislation last week,
Calderon said the reform was instead
aimed at giving Pemex more flexibility in
hiring foreign and private companies to
explore, produce, refine, and transport oil.
He said action on oil reform was urgent
because of declining production at
Mexican oil fields and a lack of resources
to invest in exploration and production at
new fields. Under the proposed legisla-
tion, the taxes that Pemex pays the federal
government would be cut by some $4.7
billion so that the company could reinvest
more in exploration projects. Lopez
Obrador, who claimed fraud after narrow-
ly losing Mexico's 2006 presidential elec-
tion to Calderon, on Saturday repeated
calls for a national debate on the reform
and urged his followers to go door-to-
door to educate Mexicans about "the grave
consequences” of the bill. [Editor's note:
look for Q&A on Mexico's oil reform
debate in this week's issue of the Latin
America Energy Advisor.]
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Human Capital

A Monthly Look at Education in Latin America by the Dialogue's Jeffrey Puryear
Lesson of Sao Paulo Reforms: Get the Public on Your Side

WASHINGTON, DC—Sao Paulo's state school system, already one
of the largest in Latin America, now seeks to become one of the most
. innovative as well.

-

T With five million students, 250,000 teachers, and 5,000 schools, the

o system's historically poor performance has affected a lot of children.

4 For decades, Sao Paulo public schools have been plagued by political

‘ \ S, patronage, chronic teacher absenteeism, and a legal framework that

stifles accountability and innovation. Student test scores, while among the highest of

Brazil's 26 states, are still well below acceptable levels. Some 20 percent of fourth-

graders cannot read or write, while nearly half of eighth-graders—and 70 percent of
11th-graders—fail to meet basic standards in math.

Sao Paulo's dynamic secretary of education, Maria Helena Guimaraes de Castro, aims
to change that. After less than a year in office, she has introduced what may be Latin
America's most ambitious set of school reforms. Among other measures, the reforms
establish high education standards, set quality targets for each school, provide bonus
pay for teachers whose students meet the targets, and offer intensive instruction for
those who have fallen behind in math and reading.

Notably, a recent report by McKinsey & Co. indicates that many of these reforms are
characteristic of those school systems that score highest in the OECD's PISA exam.
They build demand for quality education, increase support for students and teachers,
and reward merit and tackle failure quickly. A key goal, according to Guimaraes de
Castro, is to "make schools feel responsible for students' results."

These are revolutionary words in Latin America. The fact that the secretary managed
to get such fundamental reforms approved at all is remarkable. Quality and accounta-
bility have not traditionally figured strongly in organizing the region's public schools.
They have assumed that their students—almost exclusively poor—are unlikely to do
well and so have not set high expectations. Merit pay has sparked opposition from
powerful teachers' unions who are accustomed to controlling compensation and see
meaningful teacher evaluation as a threat.

But in Sao Paulo, consistently low scores on student achievement tests have changed
public perceptions. Sao Paulo has one of the region's most sophisticated student
assessment systems, testing the math and reading skills of every child in grades 1, 2, 4,
6, 8, and 11, and broadly disseminating the results. Parents receive individual reports
on their children's progress, and school-by-school comparisons are publicly available
via the Internet. This information, widely reported in the press, has stoked dissatisfac-
tion and gradually built support among Paulistas for change.

Whether these reforms are successful will depend substantially on getting the details
right and on firm implementation. But Sao Paulo's experience already offers at least
one lesson to policy entrepreneurs: getting the public on your side makes fundamen-
tal education reform easier. Countries that document persistently low student per-
formance and systematically communicate that information to the general public—
and especially to parents—will sooner or later find a growing cadre of concerned citi-
zens ready to support the major policy changes needed to improve education quality.

Jeffrey Puryear is Vice President for Social Policy at the Inter-American Dialogue and Co-
Director of the Partnership for Educational Revitalization in the Americas (PREAL).
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significantly contracted as a percentage
of gross domestic product. Gross public
financing requirements as a percentage
of GDP have also contracted over the last
five years. Added to these favorable
developments on the public-sector side,
the liquidity ratios for publicly listed
corporations have rarely been better.
These factors are responsible for creating
a favorable financial environment for the
region's industries. The region's govern-
ments will have no need to crowd out
and compete with the private sector for
financing, as governments find them-
selves without any urgency to issue debt
to finance their operations.
Furthermore, the financial soundness of
the region's domestic banks has
strengthened enormously in the favor-
able environment of the last five years.
The region could hardly be in a better
position to confront the economic
downturn ushered in by the subprime
crisis in the US and other developed
markets. Ironically, Latin America's
absence from participating in any signif-
icant way in the collateralized debt mar-
kets will save it from the financing con-
traction being felt in markets that had
become dependent on those instruments
to mobilize financing. Some of the sover-
eign wealth funds that have felt the con-
sequences of the collateralized securities
debacle may well consider Latin America
a better and safer market until the full
extent of the problems in the US have
been deciphered. However, a caveat must
be noted. If the economic downturn in
the US and other markets deepens and
becomes prolonged, Latin America's
economy will be seriously affected as a
confluence of dropping commodity
prices, a reduction of exports, and
increasing demands on the region's fiscal
accounts could trigger a severe contrac-
tion of Latin America's economy."

Guest Comment: Alejandro de
Nevares: "During the first
quarter of 2008, few new issues
were priced across emerging
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markets in general and particularly in
Latin America. The potential deal
pipeline continues to grow and, natural-
ly, raises the concern of potential prob-
lems for future corporate bond refinanc-
ings. However, there are several factors
that make us feel quite optimistic about
the region. On the one hand, despite the
difficult environment we believe good
companies will continue to be able to
access international capital markets, but
probably at higher premiums. On anoth-
er front, local capital markets have
grown significantly in the last couple of
years and are becoming a very important
source of funding, not only for plain
vanilla debt, but also for more structured
transactions, securitizations, and equi-
ties. In many Latin American countries,
local institutional investors have taken
an increasing role in financing corporate
transactions, and some middle to small
transactions are financed entirely by
domestic markets. Finally, levels of lig-
uidity in banking systems across the
region remain high, and part of that liq-
uidity will be applied to finance bonds
maturing in the current year, either in
the form of medium-term syndicated
loans or through shorter tenor instru-
ments but most probably with higher
yields. So far, in the secondary market
Latin American bonds have performed
better than many of their counterparts in
Eastern Europe and in the high-yield
world in general."

Ricardo Marino is Chief Executive
Officer of Itau Latin America.

Everett Santos is a member of the
Advisor board and President of DALEC
LLC.

Alejandro de Nevares is a Partner at
Columbus Merchant Banking in
Argentina.
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