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At lleast one NY-Analyst Slggesied
— China would devalue
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Argentine SalanCerSnECETECES

USS Mismatches (in bn. Novemiper 1999)

Assets Liabilities| Position

Public Sector 2,7 111,01 -108,3
Central Bank, 1 25,8 8,9 16,9
Non-Financial Private Sector,2| 191,9 144 2 47,7
Financial Sector 1191 98,9 20,2
Total 3395 363,01 -235
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Event A Devaluation Risk A Default Risk

Tequila (20/12/94)
10 days before 110
10 days after 221
Hong Kong (27/10/97)
10 days before
10 days after
Brazil (14/01/99)
10 days before
10 days after
Cavallo’s FT Interview
10 days before
10 days after

Results: 1% devaluation rnsk
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p(a/nNce) =al - P(A/Cc) = P(CE)
1 oples)
0 . Detault Risk (EMEBI Spreaai)
p(CC) : Propanility’ or Currency: Crisis (INIDE)

ASSUMPLIONS regarding:
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USING averadedalel

(Jum J7/EEN-99)

Reduction in Dollar Spread on Elimnating Currency Risk

EMIBI+ Devaluation in event of Currency Crisis |

30% 40% 50%|

10% 65,1 50,2 41,8

Probability of 20% 286,8 221,9 185,6]
default in the 30% 499,7 388,4 325,6]
event of a 35% 594.4 461,7 387,4]
curency crisis|  42% 594,4 498,2]
50% 594,4]
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dy/namic:

Case 1:
Devaluation =40%
p(d/cc) =20%




BUL, theaveragesnicdean interesiing

dynamic :

EMBI+ Spread
Redluction
Spread with no
devaluation risk

Average

Coel Cae?’

594,40 594,40
212,78 323,03

381,61 27185

Hong Kong
Coel Cae?

627,00 627,00
393,00 59,40

233,98 31,60

Brazl
Coxel Case?

1111,00 1111,00
301,33 652,12

139,67 453,88
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