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The International
Economic Environment
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The financial crisis originated
In the real estate market

Monthly sales of homes (in thousands)




Not only did the sale of homes fall,
BCIE prices also fell

Annual variation of prices of homes for sale
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The impact quickly spread
to the financial market

3-month interbank market rates
Spread to policy rates?
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1. Spreads tend to widen before anticipated increases in policy rates.

Source: US Federal Reserve, Datastream, OECD calculations.




Financial losses of the subprime
°¢1F at January 2008 (in billions of dollars)

Merril Lynch 24.5 24.5
Citigroup 19.6 2.5 22.1
UBS 18.4 18.4
HSBC 0.9 0.8 10.7
Morgan Stanley 9.4 9.4
Bank of America 7.0 0.9 7.9
Washington Mutual 0.3 6.2 6.5
Credit Agricole 5.0 5.0
Wachovia 2.7 2.0 4.7
Otros 32.2 4.6 36.8
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Source: Bloomberg.




Markets have suffered

= Dow Jones Industrial Average
= Dow Jones Financial Index
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The price of oll

¢ has been another critical variable
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The price of commodities has jumped
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The dollar has weakened
(2007 and January 2008)
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EURO V. DOLLAR
€
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The Federal Reserve (Fed)
has been lowering its interest rates
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The F E D teduction
INn a historical perspective
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Crisis Control at the Fed
The Fed often cuts rates in response to unexpected shocks, such as war, terrorist attacks, and stock market plunges.
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There will also be
a fiscal stimulation package

A 1t will be 168 billion dollars (close to 1% of the GDP of the United States)

I Tax refunds to individuals earning less that 75,000 dollars and to married
couples with income under 150,000 dollars.

I Tax deductions for business, so that they can deduct investments and machinery
in a shorter time.

I Renegotiation of mortgages.

A 1t was an intermediate point between Democratic and Republican
aspirations. The Democrats wanted to increase food stamps and
unemployment insurance, whereas the Republicans wanted the tax returns
to cover all taxpayers.

A In an electoral year, both parties want to show bipartisan willingness to
resolve the crisis.

BCIE

A The risk of stagflation is not ruled out.




Both policies are needed:
monetary and fiscal

BCIE

A Dominique Strauss-Kahn, Managing Director of the IMF has written:

I Alhe first line of defence remains monetary policy ( € But monetary policy
nay not be enough ( € dhe transmission mechanism for monetary policy is
damaged ( € ) B hawekssffered substantial capital losses and thus want
to consolidate their balance sheets and avoid taking on additional risk.
Moreover, nomally low-risk assets (such as jumbo mortgages in the US) are
at present regarded as higher-risk ( € Timely and targeted fiscal stimulus
can add to aggregate demand in a way that supports private consumption
during a critical phase. Of course, it has to be temporary ( € ) Almsito
focus on adding to aggregate demand quickly. In a sense, mediu-term fiscal
policy is all about saving for a rainy day. It is now raining. The
appropriateness of this approach will vary country by country. Some
countries have fiscal space given low debt levels and reasonable budget
deficits or even surpluses; other have monetary space as inflation is low
and likely to decline as output slows. ©
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The IMF forecasts lower world growth
but it does not speak of recession yet
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a The projections of the OECD for inflation,
PelE current account and interest rates

Inflation rate (%)

USA 3.2 2.8 2.7
Euro Zoneo 2.2 2.1 2.5
Japan 0.2 0.0 0.3
Surplus + (deficit) - current account (% GDP)
USA -6.2 -5.6 -5.4
Euro Zone 0.0 0.2 -0.1
Japan 3.9 4.7 4.8
Short-term interest rate (%)
USA 5.2 5.3 4.6
Euro Zone 3.1 4.3 4.2
g Japan 0.7 0.6
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Regional Summary 2007




Annual growth of GDP (%)
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Guatemala El Salvador Honduras Nicaragua CostaRica Panama Rep. Dominicana Belice

Source: Central banks, SECMCA, IMF and ECLAC.

The growth of the GDP retained its dynamism in most countries. Panama and the
Dominican countries reported the highest growth rates, followed by Honduras, Costa

Rica and Guatemala. '




Rate of inflation (%)
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Guatemala El Salvador Honduras Nicaragua Costa Rica Panama Rep. Dominicana Belice

Source: Central banks, SECMA, IMF and ECLAC.

The region suffered strong inflationary pressure due to oil prices and the prices of
food products. In Nicaragua and Costa Rica, inflation was two digits. Belize and El

Salvador recorded lower rates. l
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Tax burden (% GDP)

@2005 ®2006 ®2007

25 H

22
213

20 -

179 17.9 175 177

146 145 148

15 -

11.8 118

11.2

10

Guatemala El Salvador Honduras Nicaragua Costa Rica Panama Rep. Belice
Dominicana

Source: Central banks, SECMCA, IMF and ECLAC.

Tax collection in respect of the GDP tended to increase as a result of two-digit
growth in nominal tax collection in most of the countries.




Fiscal balance (%GDP)
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Source: Central banks,SECMCA, IMF and ECLAC. 35

The region continued with deficits similar to those of the previous year. Panama,
Costa Rica and Dominican Republic recorded surpluses.
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Exports increased moderately. The countries still need to
expand their exports to other markets.

Exports FOB (US$ millions)

Belice
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Imports CIF (US$ millions)
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Source: Central banks, SECMCA, IMF and ECLAC

Imports tended to grow more than exports, thus increasing the trade gap.




