STANDARD RaTiINGSDIRECT®

&POOR’S

April 30, 2008

Research Update:
Brazil Long-Term Foreign Currency

Rating Raised To Investment-Grade
'BBB-', Outlook Stable

Primary Credit Analyst:
Lisa M Schineller, New York (1) 212-438-7352;lisa_schineller@standardandpoors.com

Secondary Credit Analyst:
Sebastian Briozzo, Buenos Aires (54) 11 4891 2120;sebastian_briozzo@standardandpoors.com

Table Of Contents

Rationale
Outlook

Ratings List

www.standardandpoors.com/ratingsdirect 1

Standard & Poor's. All rights reserved. No reprint or dissemination without S&P?s permission. See Terms of 645788 | 300035663
Use/Disclaimer on the last page.



Research Update:
Brazil Long-Term Foreign Currency Rating

Raised To Investment-Grade 'BBB-', Outlook
Stable

Rationale

On April 30, 2008, Standard & Poor's Ratings Services raised its long-term
foreign currency sovereign credit rating on the Federative Republic of Brazi
to investnent-grade 'BBB-' from'BB+', and its long-termlocal currency
sovereign credit to 'BBB+ from'BBB . Standard & Poor's also raised its
short-termforeign currency sovereign credit rating on Brazil to 'A-3 from
"B and its short-termlocal currency sovereign credit rating to 'A-2' from
"A-3'. The outlook on the long-termratings is stable. Standard & Poor's
raised its transfer and convertibility assessnent for Brazil to 'BBB+ from
"BBB' . The national scale credit rating on the republic was affirned at
"brAAA' . Standard & Poor's withdrew its recovery rating of '3 on the
republic; such ratings are only assigned to specul ative-grade foreign currency
ratings.

Brazil is the 14th sovereign to have its foreign currency debt raised to
i nvestment grade. The upgrades reflect the maturation of Brazil's institutions
and policy framework, as evidenced by the easing of fiscal and external debt
burdens and i nproved trend growt h prospects. Wile net general government debt
remai ns higher than that in nany 'BBB' peers, a fairly predictable
track-record of pragmatic fiscal and debt managenent policies nitigates this
risk. The country's external debt net of liquid external assets has declined
dramatically, with net debt anmpunting to a projected 3% of current account
receipts (CAR) in 2008 fromin excess of 100% of CAR as recently as 2004.
While sone deterioration is likely as the current account slips back into
deficit, we expect the rise in the external debt burden to be npdest.

Brazil's credit strengths include:

e Atrack record of policy continuity through political transitions under
an inflation-targeting and fl oati ng-exchange-rate regi ne;

» Net external debt |ess than 10% of CAR, and

» Aprofile of governnent debt increasingly in line with
| owi nvest nent - gr ade soverei gns.

The sovereign's credit weaknesses incl ude:

 Large net general government debt and interest burdens;

e Budgetary inflexibility anmid high current spending; and

e Structural inpedinents that keep investnment and growth bel ow that of
ot her energi ng nmar ket economi es.

General ly pragmatic and predictable policy and fairly transparent
institutions have underpi nned macroeconomic stability in Brazil. This has
facilitated a sounder foundation for econom c growh and fiscal inmprovenent
over the past five years that should continue over the next several years. The
mai nt enance of a consi stent macroeconom ¢ approach (anchored by a floating
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exchange-rate reginme and an inflation-targeting framework) follow ng the
political transition of 2002-2003 has been a key support for Brazil's
soverei gn ratings.

The country's operationally independent central bank-an inportant
institutional strength for Brazil's sovereign credit rating-has initiated a
forward-1 ooki ng nonetary policy tightening cycle. This contrasts with the
absence of appropriate corrective policy neasures and unchecked inflationary
pressures in other |lower-rated sovereigns. Inflation has trended higher in
Brazil, owing not only to global food and energy price pressures but also to
robust domestic demand. A rapidly narrow ng output gap hel ped to push
inflation to 4.7%in March 2008, up from4.5%in Decenber 2007 and 3.1%in
Decenber 2006. Consuner-price inflation is projected around 5% in 2008-2009,
gi ven proactive central bank policy neasures.

Wil e once a key credit weakness, Brazil's external indicators are
generally in line with Il owinvestnent-grade credits. External debt net of
liquid assets is projected at 3% 10% of CAR in 2008-2009. Foreign direct
i nvestment, diverse in terns of size and destination, is drawn to Brazil

given its maturing growth outlook. After reaching a record US$34.6 billion in
2007, it continues at a robust pace in 2008 and is expected to cover the US$20
billion current account deficit forecast for 2008.

Fi scal policy and indicators are Brazil's forenost credit weakness. Net
general governnent debt of 47% of GDP (including 7% of GDP in central bank
repurchase operations) at year-end 2007 is higher than that in nost simlarly
rated credit and above the 20% of GDP for the 'BBB' nedian. To mitigate this
hi gh debt burden, Standard & Poor's expects that fiscal policy will renmain
consistent with an al nost 10-year track record of neeting stated fisca
targets, and that the government will continue to inprove the conposition of
its debt. These outcomes, together with the firmer foundation for growth, al
support a nodest, slow decline in Brazil's conparatively high debt burden.

Fiscal policy is expected to renain expansionary in 2008-2009, but
Standard & Poor's anticipates that the government will deliver a fisca
outturn consistent with its 3.8%of GDP primary (noninterest) surplus target
for the nonfinancial public sector

The profile of government debt continues to becone nore in line with
| owi nvestnent-grade credits. Over 90% of debt is denomi nated in |oca
currency, as the governnment has paid down external debt: fixed-rate paper now
accounts for 36% of locally issued debt, while inflation-Iinked paper equals
27% The average maturity of central governnent debt is 5.38 years: 4.76 years
for locally issued debt, and 12.5 years for external debt.

Pragmati ¢ nacroeconom ¢ policy (supported by a favorable gl obal climte
during the past five years) strengthened the foundation for sustained real GDP
growm h of 4% 4.5% A broader consuner narket, deepening capital narket, and
increasing |levels of formalization support inproved investnment prospects.
However, even higher rates of growth nore in line with other energing narkets
require investnment greater than the current 17.9% of GDP. Additional steps to
reduce "custo Brasil", sinmplify the tax regine, pronote greater |abor-nmarket
flexibility, lower inport tariffs, and facilitate private investnent in energy
and infrastructure would strengthen Brazil's investnent clinmate and
medi umtermgrowth outlook. Clearly, so would | ess crowdi ng out of the private
sector by the high | evel of government debt, current spending, and the

www.standardandpoors.com/ratingsdirect 3

Standard & Poor's. All rights reserved. No reprint or dissemination without S&P?s permission. See Terms of Use/Disclaimer on the last page.



Research Update: Brazil Long-Term Foreign Currency Rating Raised To Investment-Grade 'BBB-', Outlook Stable

requi site high level of taxation

Outlook

The stabl e outl ook bal ances Brazil's high [evel of government debt against

mat uri ng econom c prospects and | ow net external indebtedness. |nproved

credi tworthiness would follow froma nore pronounced decline in governnent
debt and fiscal inbalances. Policy steps to reduce the level of, and rigidity
in, current government spending (or both) would strengthen Brazil's fisca
stance and facilitate a further decline in real interest rates, with positive
implications for investnent and growh and a faster decline in Brazil's debt
burden. Passage of tax or social security reformnot expected by Standard &
Poor's within the rating horizon—ould be a positive shock to confidence and
contribute to stronger creditworthiness. Conversely, if this or a future
government's conmitment to pragmatic fiscal and nonetary policy weakens, if
policy setbacks to the investnment climate occur, or if the governnent fails to
adequately respond to unforeseen shocks, the ratings could come under downward
pressure.
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To From
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Conplete ratings information is available to subscribers of RatingsDirect, the
real -tine Web-based source for Standard & Poor's credit ratings, research, and
risk analysis, at ww.ratingsdirect.com Al ratings affected by this rating
action can be found on Standard & Poor's public Wb site at

www. st andar dandpoor s. com sel ect your preferred country or region, then
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Ratings in the |l eft navigation bar, followed by Credit Ratings Search.
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