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Challenges in the new global context

* Almost six years after the beginning of the largest economic
crisis in 80 years, some signs (green shots) suggest that the
worst may be over.

* The “new” world:
— Widespread recovery on economic growth in 2014.
— Higher growth projections than in 201 3.

 |n December 2013, the Federal Reserve announced that it

would start the normalization of monetary conditions in
early 2014.



Challenges in the new global context

This is a positive event, but increased financial market and

capital flow volatility is now a concern for emerging
markets.

The rise in U.S. interest rates since May triggered large
changes in exchange rates, sovereign spreads, stock
markets, and gross portfolio inflows.

Nevertheless, the impact was not homogenous across
countries: fundamentals matter-
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... including pressures

in domestic currencies
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Fundamentals mattered!

Exchange Rate and Treasury Bond Yields
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Sound macro-foundations

to face headwinds

* Over the past decade, policy frameworks and economic
fundamentals have been strengthened.

* Macro-Policies: government finances are sound, inflation low,
banks are strong, buffers are large, and a flexible exchange
rate regime which makes a huge difference.

* Structural Reforms: tax reforms in 1993 and 2013, passage of
a fiscal responsibility law, approval of a PPP law.

* The Fed exit from unconventional monetary policy will be a
bumpy ride, but Paraguay is well prepared.



Strong economic growth

for a decade..

Paraguay economic growth

I5 - 1992-2014* 30 136

Paraguay experienced a solid
growth in the last decade supported
by production and export of raw
materials. Still, on top of agriculture,
construction and services were also
key growth-drivers.
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...while expectations are

improving in the short term

Year 2014

GDP growth (%)
N
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Source: RER Oct-2013.
(*) Latest Article 4° when available. For Brasil WEO Update — January 2014




A central bank committed

to low and stable inflation

50
40 A history of stable prices Paraguay has never experienced
high rates of inflation and its
R currency (the Guarani) recently
celebrated its seventieth
anniversary.
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A floating exchange rate regime...
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...with large buffers to dampen

excessive volatility...

International Reserves International Reserves
6.000 - > (% of GDP)
35% -
- Peru
.984 4.994
5.000 31% Uruguay
30% -
@ 4.000 25% -
S
b3 Paraguay
2 3000 20% - 18% Brazil
2 7 16% ,
= Chile
15%
15% - Colombia
2.000 12%
10% -
Argentina
1.000 - 6%
5% - Venezuela
2%
L 0% -

2013

o
o
o
N

2004
2005
2006
2007
2008
2009

2001
2002
2003
2010
2011
2012
2013*

Source: CBP and IMF-IFS. Year 2013, last data available.
e



...compounded by a

net external creditor position
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A sound financial sector to support growth..
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...while banks keep a

sound capital position
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A favorable business climate...

Economic Climate Index
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credit rating

A steady improvement in
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Favorable and more sustainable

growth compared to peers...
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...supported by sound

external and fiscal balances
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All reflected in favorable prices

for sovereign bonds
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* A normalization on monetary conditions in the US is not
necessarily a negative event: economic and financial effects
will depend on robustness of economic policies.

* In Paraguay, fundamentals have improved over the past

decade and the economy is well prepared to face external
shocks.

* In sum, the country offers to the private sector a stable
macroeconomic framework for the medium and long term.



* This is crucial: it is a pre-requisite for individuals and

companies to extend their planning horizon and,
consequently, generate investments that will create
employment, production and income.

| am convinced that this seminar will be key to materialize
those investments in the near future.

* Welcome to Paraguay!



THANK YOU



