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Asset Bubble - Definition

A spike in asset values within a particular
industry, commodity, or asset class.

Exaggerated expectations of future growth
and/or price appreciation.

Buyers outnumber sellers.
Usually followed by steep price declines.

www.investopedia.com



Tech Bubble
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Commodity Bubble?

Agricultural prices (1997=100, dotted line is average)




Oil Bubble?
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US Home Prices
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Driving the Housing Bubble:

Low Interest rates

Excessive cash
= Excessive lending

Increased Speculation
Mortgage Backed Securities (MBS)



Home Prices vs. Fed Fund Rates

G 2 - Graph 2
Layout [Custom CCV ] |

SPCE20Index - Last Price

R1) BE.24
~[FOTRIndex - Last Price (F

%) 535354

100

__________________ .................. -5D
e e et IR .
: . ! : ; : ! ! : diii
S ol 5 s 5 Y

a . | | | s

: : G R : : : _'—AE : :

' | e o Y

- L: 5 s o ] i \
: e B : b : :
= i E i i : A - = i

Dec31 © Dec3! = Dec3!  Dec31  Dec3!  Dec3!  Dec31 0 Des31 0 Dec31 0 Decd3d
1092 19959 2000 2001 2002 20032 2004 2005 20065 2007
Austrolio &1 2 9777 2800 Broazil 3511 20482 4300 Europe 44 20 7220 7500 Germanyg 42 &9 2204 1210 Hong Kong 8252 25977 000
Joapan 21 3 3201 2900 Singopore &5 6212 1000 U.s. 1 212 3212 Zoo0o Copyuright 2002 Bloomberyg Fingnoce L.P.

G310-230-1 28-Jul-08 17:33:41




Home Prices vs. Median Household Income
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Mortgage Backed Security (MBS)

First created in 1983 by investment banks
Set of mortgages: “pool”

Investors receive payments based on a set
of rules with mortgages as collateral

Bonds are called classes or tranches

Investors:

= Banks, hedge funds, insurance companies,
pension funds, mutual funds



Mortgage Backed Securities (MBS)
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MBS - Example

Five 200K mortgages = $1 million
Split into one thousand $1,000 bonds

Can be divided:

® Junior/Senior Classes
= [nterest only/principal only



Mortgage Backed Securities (MBS)
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MBS Pros and Cons

Promotes expansion in Lack of accountability
the financial sector Risky assets labeled
Provides liquidity to an as “safe”

illiquid market Promoted speculation
Expands credit broadly

Diversify risk

Investment opportunity



US Crisis:
Short Term Impact to Latin
American Economies

= No direct impact to Real Estate markets
= Growth driven by expansion of credit
= Strong economic fundamentals

= Regulatory frameworks make it difficult for banks to
issue/hold MBS's

= Higher interest rates are expected

= ITmpact will be reflected on the overall
economies



Latin America’s Exposure to a US
Recession

Not as vulnerable as it used to be
Strong internal demand
Rapid economic growth

S&P: Lower dependence on external
capital flows by developing successful
capital markets.



DP Growth US vs. Latin America ===United States
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DP Growth correlation Latin America vs US
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US manufacturing and Brazil Industrial Production growth
(y-ory. 3 manths moving average for Brazil)
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Latin America Becoming a Net
Creditor

Brazil, Mexico and VYenezuela: Net External Debt
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More than 40% of Latin American
exports go to the US

Latin American exports by destination
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But again, it varies considerably
from country to country...

Exportation concentration by destination
(Selected Latin American countries)
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Remittances

Remittances and Foreign Direct Investment
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Long Term Conseguences for
Latin American and World
Markets



Importance of Regulatory Systems
in Avoiding Asset Bubbles

Risks of low regulation

Accountability throughout the lending
process

Importance of transparency in financial
NEILGEES

Risks of loose monetary policies



Need to Continue Strengthening
Financial Markets

Provide governments, corporations and
individuals with a stable source of
financing

—> promote growth

Advantages of CMO's

US crisis should not impede progress of
developing sophisticated markets in Latin

America



Conclusions

Key factors behind the US crisis are not
present in Latin America today.

A US slowdown will affect Latin America,
but to a lesser degree

CMO's essential to Real Estate markets
= Adjustments will be required

US crisis will likely prevent other bubbles
around the globe



Questions

/
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