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Introduction

In the middle of a deep and far-reaching global recession, it can be difficult
to step back from the day-to-day business of survival to look ahead and see
where the next phase of growth may come from.

This study, the latest in a series of business research projects accompanying
KPMG's long-running program of International Tax Summits, is an attempt to
capture the current experiences and future plans of business executives in
Latin America as they struggle with the effects of this recession.

Our researchers have talked to 165 senior business executives in the seven
key economies in the region, Argentina, Brazil, Chile, Colombia, Mexico, Peru
and Venezuela. Our questions have covered those elements of the economic
downturn they have found most difficult to deal with, what effect the change
in circumstances has had on their business plans and models, what they
expect of their governments, and what lessons they bring from previous
recessions to help cope with this one.

We have compared the picture that emerges from Latin America with
the results of an identical global survey, which asked the same questions
of business executives in 22 countries around the world. That survey was
published at our Summitin London earlier in the year, and it found some
clear and important differences in attitudes and plans among companies
in different parts of the world.

Separately, we have updated an investigation into business support

for international efforts to improve relations between taxpayers and tax
authorities, which we first ran a year ago. If business executives were keen
to have good relations with their tax authorities in 2008, they are even more
keen in 2009. Our survey shows how these efforts have worked over the
past year, and offers some pointers for the future.

This report covers the results of both surveys in detail. It is a snapshot of a
regional economy in transition. It will, we hope, provide some real insight into
future sources of value for business executives, investors, academics, indeed
anyone with an interest in the long-term development of international trade in
Latin America.

Jose Aldrich

Managing Partner
KPMG's IberoAmerica Tax Services
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This is a very particular crisis and
history is useless. We have to be

creative. We have to reinvent the
economic model.

Respondent from Argentina

Commentary

Earlier this year, as the effects of the global financial
recession began to be felt in manufacturing and service
businesses around the world, KPMG's Global Tax practice
ran its largest ever survey of international business opinion,
looking for clues on how businesses expected to survive
and grow.

The main report of our global survey, called “Never catch

a falling knife”, was launched at the London Tax Summit

in June. It covered 22 countries, and found clear differences
in approach between companies in Europe and the US, and
those in the Asia-Pacific countries.

This report, drawn from the same survey, focuses on the
seven main Latin American economies, Argentina, Brazil,
Chile, Colombia, Mexico, Peru, and Venezuela. In 165
interviews, researchers asked people from a wide range
of businesses in the region, representing all major sectors,
what their experience of recession has been, what lessons
they take from previous recessions to help deal with this
one, and how they plan to take advantage of the recovery.

Latin America sits between Europe and Asia Pacific

The Latin American survey places companies in the
region firmly between those of Europe and those of the
Asia-Pacific countries in their approach to recovering
from recession.

European companies seem broadly content to wait for
direct intervention by governments to restore the economic
prosperity of the past decade. Relatively few are making
far-reaching plans to reorganize their businesses to take
advantage of recovery, and a large proportion (42 percent in
Germany and ltaly) say that this recession is unprecedented
and there is nothing in their previous experience to help
them find a way through it.

By contrast, a large majority of businesses in Japan,
Singapore, China and India report that they have extensive
plans to re-shape their businesses. They are looking for new
markets, developing new products, and formulating new
business models in the expectation that the emerging world
economy will be different from what has gone before. Few
are relying on governments to solve problems for them, and
many see this recession as a normal part of the economic
cycle; an opportunity to review, rethink and reset their
businesses.

© 2009 KPMG International. KPMG International provides no client services and is a Swiss cooperative with which the independent member firms of the KPMG network are affiliated. All rights reserved.
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Mexican businesses most likely to change their strategy next year
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. InLatin America, 61 percent of businesses say they are
making substantial changes to their short term strategies,

The most Importa_nt IESSOH- IS i covering the next year, and 59 percent are radically

that government interventionism rethinking their long term strategies.

cannot aVOId the re_al I_mpaCt on Leading the pack in both short and long term reassessments
markets. |nterventlonlsm cannot is Mexico, with 80 percent making changes in the year

ahead, and 76 percent planning longer term changes. This

aVOId the markets adIUStment' puts Mexico alongside India and China in the desire for new

Respondent from Argentina ways of doing business, with a clear focus on finding new
geographical markets and rethinking business models.
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I Next for short term changes are Colombia and Venezuela,

followed by Argentina, with between 64 and 65 percent

Changes are constants and reporting immediate plans to cut costs. Most are choosing
we have to adapt to both to optimize business processes and reduce procurement
= = = costs, but tax measures also feature highly in short term
Internatl?nal and natlonal plans, with 60 percent of Mexican, 48 percent of
market situation. Changes are Argentinian, and 45 percent of Venezuelan businesses
opportunities and we need reporting plans to improve their tax efficiency.
14

to EXPIOit them Longer term, 65 percent of Venezuelan, 56 percent of
R p A . Argentinian and 50 percent of Colombian businesses

espondent from Argentina report that they are making significant changes to their

business operations. But ahead of each of these countries
is Chile, where 68 percent of businesses are making long
term changes.

Japanese businesses are most likely to be rethinking their long term strategy
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Government needs to have
better control and regulations.
Chile learnt from 80’s crisis
and that’s why we're now in
better shape than some other
countries.

Respondent from Chile
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The longer term priority for Chilean businesses is revision

to their pricing structure, chosen by 53 percent, followed

by business model changes, chosen by 47 percent. In the
shorter term, after the normal commitments to cutting
costs through business optimization, Chileans score highest
on moves to improve tax efficiency, chosen as a major cost
control strategy by 64 percent of respondents.

Businesses in Peru are keeping short term costs under
control, with 60 percent saying they are changing their
strategies. But longer term they are relatively relaxed. Only
45 percent of Peruvian businesses report plans for long term
change, placing them at the bottom of the table among the
Latin American businesses, but still substantially ahead of
many businesses in Europe.

Most relaxed of all in Latin America are the businesses
surveyed in Brazil, where only 47 percent were planning
short term changes, and the same number were looking
for changes in the long term. Reducing headcount was the
priority for 57 percent of businesses planning short term
change, while new products and a new business model
were the leading choices for long term revisions, chosen
by 43 percent.

Tax issues are a priority for many

Latin American companies stand out in the global context
for their focus on tax management. Globally only 12 percent
of businesses report that they are planning changes in their
approach to tax planning as a result of the recession, but in
Latin America this rises to 20 percent, with 40 percent of
Venezuelan companies saying this is a step they have
already taken.

There is a corresponding difference in the proportions of
companies expecting to pay more tax next year. Among the
global sample, 19 percent said they expect tax bills to rise,
while in Latin America that figure rose to 27 percent. Among
Venezuelan businesses fully 70 percent expected to pay
more tax next year, compared with 36 percent in Mexico,

27 percent in Brazil and only 5 percent in Colombia

© 2009 KPMG International. KPMG International provides no client services and is a Swiss cooperative with which the independent member firms of the KPMG network are affiliated. All rights reserved.
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27% of Latin American respondents expect next year’s tax
bill to be larger than last year

2% 2%

. Smaller
B Corger
M same
. DK

. Refused

Q. Compared to this year, do you expect next year’s tax bill to be...?
Base: All respondents (165)

Source: ‘Out of Adversity’ Latin America business survey 2009, KPMG International

|
This crisis is different;

the entrepreneur should take
actions without expecting
anything from the government.
Do not expect miracles.

Respondent from Brazil

This variation might go some way to explaining why
reactions to increasing tax pressure are very mixed. The
most popular option for changes in tax policy, chosen by
48 percent of respondents, is to centralize the tax function
and tighten controls on existing tax departments.

Many of these (45 percent of respondents) say they have
identified tax as a potential source of cash savings and have
stepped up their tax planning to take advantage of these
opportunities. But at the same time, 24 percent of those
companies which have changed their tax policy say they
have reduced or stopped tax planning.

Not all of the companies looking for tax savings have put
more resources at the disposal of their tax people; only

18 percent reported increasing the funding available to tax
departments. But nine percent say they have actually cut
tax department resourcing, which seems a remarkable
expression of confidence in the effectiveness of tax
management, given the importance attached to tax
efficiency in many companies’ short to medium term plans.

The role of governments

If there is variation in the response of companies to tax
pressure, there is a remarkable degree of agreement on
what governments should do to encourage recovery and
growth in the main Latin American economies.

Asked what would be the most appropriate government
policy in these circumstances, 23 percent of respondents
chose a simple cut in tax rates. This was by far the most
popular option in Brazil, Mexico, Chile and Peru.

Second most popular option was investment in
infrastructure, chosen by 10 percent overall, but particularly
popularin Colombia where it was the choice of 25 percent.

In Argentina, respondents focused heavily on the perceived
causes of recession, urging the government to produce a
viable finance plan (20 percent) and to implement a tougher
fiscal policy (16 percent).

At the global level, nine percent of respondents said that
their governments had done enough, rising to 36 percent
in Singapore and 14 percent in Japan. But if Latin American
companies share the commitment of businesses in
Singapore and Japan to rebuilding their businesses for a
new world economy, they do not share their skepticism
about government intervention.

© 2009 KPMG International. KPMG International provides no client services and is a Swiss cooperative with which the independent member firms of the KPMG network are affiliated. All rights reserved.



Respondents would like government to cut tax rates to
help recovery

Cut/lower TAX rates

Create/invest infrastructure

It should implement a
harder fiscal policy

Cut interest rates -

Anything that can help
business activity

Encourage banks to
release more credit

Come up with a finance plan
Change/review market policies

Help and support us

| think they have done
enough already

Create incentives

Encourage the flow of
capital/encourage spending

Promote companies

More flexibility

Q: What would you like to see your government do now to help recovery?
Base: all respondents (165)

Source: ‘Out of Adversity’ Latin America business survey 2009, KPMG International
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Only four percent of Latin American respondents overall
thought their governments should do no more. In Brazil
the figure was seven percent, four percent in Mexico and
Argentina, eight percent in Chile, five percent in Colombia,
Peru and Venezuela. There is clearly a very strong current
of opinion in Latin American business which expects
governments to play an active part in strengthening the
economy, even if they may not welcome subsequent
government efforts to manage economic affairs either
directly or through tax policy.

Lessons from the past

One remarkable result from the global survey was the
maijor difference in confidence expressed by businesses

in different countries. More than 40 percent of German and
[talian businesses thought that there was nothing in their
experience that had prepared them for this downturn, a
view shared widely in other European states. But in Russia,
China, and India, less than 10 percent of executives took
this view.

A reason for this might be that the European states

have enjoyed an unprecedented period of uninterrupted
economic growth, and are therefore not used to economic
setbacks, while elsewhere in the world, economic
recession is still a normal part of the business cycle.

On this basis, we might expect the Latin American
countries to be relatively relaxed about today’s economic
circumstances. The figures confirm this, with only five
percent overall saying they have no past lessons to help
guide them.

The one exception is Brazil, where seven percent said there
were no lessons from the past that were relevant, and 13
percent said that every recession is different. It is possible
that the relatively recent prosperity and increasing global
influence of the Brazilian economy may have led people to
set aside the business management lessons of the past.

If so, there is every incentive now to re-learn them, as
businesses in Europe are having to do.

So if Latin American businesses are relatively confident of
their ability to manage their way out of recession, what do
they see as the main lesson to be learned from the events
of the past two years? The overwhelming message from
respondents is better control and regulation of the financial
system, chosen by 33 percent overall.

© 2009 KPMG International. KPMG International provides no client services and is a Swiss cooperative with which the independent member firms of the KPMG network are affiliated. All rights reserved.
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This crisis is different, itis a
global crisis and there are not
too many lessons to be drawn
to Brazil specifically. We must be
more careful about the debt and
liquidity and have more agility in
the market.

Respondent from Brazil

This is clearly another issue for governments, and not just
governments in Latin America. One particularly interesting
response to the question of what lessons should be learned
came from 12 percent of respondents in Argentina and
Chile, five percent in Peru and three percent in Brazil, who
said that companies needed to pay more attention to what
was happening internationally.

There is still a strong focus on domestic markets among
many Latin American companies, but these results suggest
a growing recognition, particularly in Chile and Argentina, that
globalization is finding its way into Latin American markets.
Companies with aspirations to compete internationally are
being forced, even in times of recession, to adopt a global
mindset in their search for value.

Investment and recovery

With the exception of respondents in Venezuela, the most
popular choice as the year in which markets will recover

is 2010. Pessimistic Venezuelan businesses chose 2011,
but given that there are already signs of improvements in
economic circumstances in many countries around the
world, they may be revising this view.

Venezuelan and Colombian businesses also stood out

for their belief that the most significant source of funds for
future investment will be private equity. Half of Venezuelan
respondents chose this option and 30 percent of
Colombians.

Among the other countries surveyed, funds were expected
to come either from retained profits, or from the banks,

with banks the most popular option, chosen by 36 percent
overall. This suggests that the banking sector in the Latin
American region has not been as hard hit as banks in Europe
or North America. It also reinforces the idea that many Latin
American businesses are closer to those of the Asia Pacific
region in their thinking, since the banks have consistently
remained a favored source of funding for businesses in
Japan, China and Singapore.

Plans for investment seem broadly unchanged by the
recession, with most companies reporting that they expect
their next wave of investment in this year orin 2010.

© 2009 KPMG International. KPMG International provides no client services and is a Swiss cooperative with which the independent member firms of the KPMG network are affiliated. All rights reserved.
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Relations with tax authorities

For the 2008 Latin America Tax Summit in Sao Paulo,
Brazil, we ran a survey among business executives in
the same seven countries, asking them for their views
on the performance of their tax authority and on the
possibility of developing an “Enhanced Relationship”
between taxpayers and revenue authorities, as
recommended by the Organization for Economic
Co-operation and Development (OECD).

We have repeated this survey in 2009, to see whether
there has been any significant change in view, in the light
of economic developments over the past year.

2008. Brazilian and Colombian respondents were mostly prepared to provide more information to tax authorities in exchange for

lighter regulation

2009. Overall, more respondents than last year are prepared to provide more information
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Source: ‘Out of Adversity’ Latin America business survey 2009, KPMG International
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Definitely, governments have
to give clear signs, let us

know we're going to have
support when situation turns
complicated. We need to know
what happens in markets

like USA.

Respondent from Chile

The results show very clearly that Latin American business
executives are even more keen this year on improving
relations with their tax authorities than they were last year.

A key aspect of the Enhanced Relationship was that
companies should be willing to provide more information
to their tax authorities than they are required to by law,

in exchange for regulations which focuses resources on
companies seen to be most at risk of failing to comply
with tax legislation.

In 2008, 71 percent of respondents said they would be
prepared to provide more information. This year, that

figure has risen to 81 percent overall. Among Colombian
respondents it has gone from 90 percent to 100 percent
and among respondents from Peru it has risen dramatically,
from 33 percent to 90 percent.

2008. Brazilian respondents would make their policies simpler and more transparent in exchange for lighter regulation
2009. Mexican and Peruvian respondents would now also make their policies simpler and more transparent
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. It would allow us to make our tax policies simpler and more transparent

Q: If your tax authority did offer to regulate your company with a
lighter touch, what difference would this make to your company’s
tax policies? Base: All respondents (138)

Source: ‘Out of Adversity Latin America business survey 2009, KPMG International

. It would encourage us to review our tax policies to ensure they are as

compliant as they can be

. It would make no difference to our tax policies
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Changes are constants and
we have to adapt to both
international and national
market situation. Changes
are opportunities, and we
need to exploit them

Respondent from Argentina

But if companies are clearly more keen to improve relations
with tax authorities than they were last year, the authorities
themselves seem to have moved in the opposite direction.
Last year, 48 percent overall said that their tax authorities
were not willing to help them develop their international
business. This year, that figure has risen to 56 percent.

The change is most marked in Chile, where the proportion
of businesspeople saying the tax authority is helpful in
international business has fallen from 65 percent to 40
percent. In Mexico, however, the proportion has increased
from 38 percent to 50 percent.

Itis tempting to assume that the Chilean authorities
have moved away from co-operation, while the Mexican
authorities are stepping up their efforts. But the results
paint a more complex picture. Asked in 2008 if they think
it is possible to develop an enhanced relationship with
their tax authority, 75 percent of Chilean respondents
and 71 percent of Mexican respondents said yes. This
year, the corresponding figures are 80 percent for Chile
and only 40 percent for Mexico.

For Brazil, the proportion saying yes to this question has
moved from 90 percent to 100 percent.

It seems, then, that business executives are even more

in favor of enhanced relationships this year than they were
in 2008, possibly because they feel they need the extra
help in order to compete effectively in a tough international
market, possibly because they have seen their competitors
benefiting from enhanced relationships and want some
benefits themselves.

But tax authorities are clearly under pressure from their
governments to generate revenue, and it may be that,
for some, their priorities have changed from improving
relationships to bringing in more tax.

Nevertheless, the desire and the energy for improved
relationships are still there among businesses, along with
the belief that things can be improved. For governments
willing to build fairer and more effective tax systems, this
has to be an excellent foundation.

© 2009 KPMG International. KPMG International provides no client services and is a Swiss cooperative with which the independent member firms of the KPMG network are affiliated. All rights reserved.



Out of Adversity 13

Country reports

e Argentina These are summaries of the
& B results of the survey for each of
B Chile the countries which tool§ part. In
Bl Colombia each section, we have plpked out

_ what seem to be the main areas
B#] Mexico of concern for the business people
Bol Peru in that country, and have outlined
Bl \enezuela their short and long term plans

for recovery. \We also compare
views on appropriate forms of
government intervention.
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= Argentina

Argentinian companies are grappling both with a
global economic crisis, and with a difficult domestic
trading environment.

Restrictions on imports and the implementation of strict
internal pricing controls, coupled with tax increases on key
commodities such as beef, grain and soya beans, have
meant that for many businesses, responding to international
issues is just one of the problems they are facing.

These local and global challenges may partly explain why

64 percent of Argentinian businesses were considering
changing their short term business strategy, and 56 percent
were considering changing their long term strategy. Although
these figures are about average for Latin America, they are
considerably higher than most European countries.

Looking for cost saving efficiencies, most businesses are
going beyond tax to areas such as reducing procurement
and supply chain costs and optimizing business processes
(both 80 percent) to protect their cash flow. Government
encouragement to companies not to cut their headcount
seems to be bearing fruit, as only 20 percent were planning
to take this option. This is one of the lowest figures in the
region and is in stark contrast to Brazil where reducing
headcount was seen as the main way to improve
efficiencies (57 percent).

Many Argentinian respondents (69 percent) cited pressure
on cash flow as the major issue prompting a review of their
business strategy. Argentina also scored the highest in the
region for businesses that were planning to rethink their
whole business model, at 64 percent.

The key lesson that Argentinian respondents have taken

from the economic crisis is that there needs to better controls
over the financial system (28 percent). This is way above

the regional average of 18 percent and second only to Chile

in the region. However, we believe this may be as much due
to the still-fresh lessons of previous local crises, particularly
the Argentinian debt crisis of 2001/2002, as much as a direct
response to the current downturn.

© 2009 KPMG International. KPMG International provides no client services and is a Swiss cooperative with which the independent member firms of the KPMG network are affiliated. All rights reserved.

Argentinians say that better control of the financial system

is a good lesson

Better control of financial system

Pay attention to what's
happening internationally

Improve risk analysis system

Analysis of credit given

Wiser/better investing/
investment management

Better regulations in the
finance sector

More investments/
promote investments

Improve productivity

Have reserve fund/savings
Pay attention to the market
More credit from banks
Reduce costs/expenses

Support from government

Never been a recession
like this one before

Export goods/increase exports

The crisis was started in the USA

Less government/state
intervention

Don't rely on credit

More public investment
(education, healthcare)

Don't know

Other
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Q: What lessons do you think can be taken from previous recessions
that will be helpful in getting through this one? (Argentina)

Base: All respondents (25)

Source: ‘Out of Adversity’ Latin America business survey 2009, KPMG International
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BraZIIIan_c.ompanles appear rela_tlvely relaxed al_)out_ the Brazilians say that better regulations in the financial sector
global crisis. They are the least likely to be considering is a good lesson
changes to their short term business strategy (47 percent)
and the second least likely to change their long term 10 15 20 25

strategy (47 percent).

Those companies that are considering changes are likely to
be larger exporters of products, such as commodities, which
have been most affected by the downturn in global markets.
This is reflected in the fact that currency volatility was cited
as the main pressure affecting Brazilian companies’ strategic
thinking (36 percent, along with cash flow).

The response from these businesses has been to change
their focus to domestic markets and increase local market
share. This in turn has fed through into demands for tax cuts.

The Brazilian government has acted promptly in introducing tax
cuts for certain sectors, such as automotive, home appliances
and real estate, to soften the blow of the international downturn.
But businesses in other sectors have so far not enjoyed the
same favorable policy response and their pleas for similar
treatment have not, so far, been productive.

Calls for tax cuts are nothing new, though. Brazil is known
internationally for its relatively high tax burden and a complex
tax system. Tax is never far from business people’s thoughts.
Many exporting companies have enjoyed a favorable tax
regime for their products, but the domestic market has a very
different tax structure. The global crisis has highlighted this
difference and has led to more calls for a wider set of tax
concessions. The example often cited is Mexico, where a
general reduction in company taxation rates was introduced
to incentivize businesses.

When the global crisis first erupted, Brazilian companies were
the most likely to reduce headcount (57 percent). This is more
than twice the regional average (28 percent) and over 20
percent more than the next most likely to reduce headcount,
Venezuela (35 percent). It is unclear, however, how much of
the Brazilian response was truly caused by the global crisis
and how much was a reaction to general labor overcapacity.
Moreover, more recently businesses have been seen hiring,
rather than firing, a sure sign that companies are more
confident.

Brazil has one of the most tightly regulated financial and
banking systems in Latin America. In stark contrast to the
situation in the UK and the United States, confidence in the
domestic banking system was never a major feature of the
crisis. Although bank lending did initially fall, it was more a
reaction to what was happening overseas, and lending levels
soon rose again. Bank lending is still seen as the second most
likely source of funding for future investment, at 27 percent.

Better regulations in the
finance sector

Be more careful/don’t make
the same mistakes

Reduce costs/expenses

Difficult to say/every economic
crisis is different

Cut interest rates/tax

Improve productivity

Have reserve fund/savings

Reduce debts/control debts

Support from government

Control of liquidity

Increase consumption/
promote spending flow

Wiser/better investing/
investment management

Pay attention to the market

More credit from banks

Better preparation/planning

Don't panic/be positive

Government control over
banks/investment companies

Consumer/investor confidence

Had no previous experience of a
recession/too young

Be flexible/adaptable

Widen your market/cater
to more customers

Pay attention to what's
happening internationally

No lessons learned

Don’t know

- R
— o1

Q: What lessons do you think can be taken from previous recessions
that will be helpful in getting through this one? (Brazil)

Base: All respondents (30)

Source: ‘Out of Adversity' Latin America business survey 2009, KPMG International
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B Chile

Like most countries in Latin America, in the short term
the maijority of Chilean businesses (56 percent) are
considering changing their business strategy in response
to the global crisis. This figure is about average for Latin
America, but still way ahead of many European countries.
The main drivers for this change are cashflow pressures
(57 percent) and currency volatility (50 percent), a
reflection perhaps of Chile’s strong export growth in
recent years. In addition, Chile was one of few countries
in the region to cite housing market fall-out as a major
contributor to strategy change (43 percent).

When it comes to more long term strategic changes, it seems
Chilean businesses are particularly forward-thinking, with 68
percent planning a long term strategic review. There was little
agreement on what areas of the business they would change,
though. The most popular response was pricing at 53 percent,
but business model, products and markets all scored over 40
percent.

Tax is not a major priority for those companies that are
changing their strategy. Only 12 percent of Chilean
respondents are looking to change their tax approach. This is
in line with the global average (also 12 percent), but one of the
lowest in Latin America and well below the regional average
of 20 percent.

Of more concern for businesses is the need to optimize
business processes through, for example, the atomization of
certain tasks, and the opportunity to reduce procurement and
supply chain costs. These were by some margin the two
major strategies cited for reducing costs and increasing
efficiencies (76 percent and 72 percent respectively).

The United States’ role as the epicenter of the recession, and
its resulting economic problems, may have been reflected in
the geographical markets that Chilean businesses said they
were planning to target. According to the responses we
received, the United States was the third most important
foreign market this year, cited by 16 percent of respondents.
Looking ahead over the next three years, however, the United
States falls to fifth place (12 percent). The big winner here was
Brazil, which rose from fourth most important market this year
(16 percent) to second over the next three years (20 percent).
In fact, 12 percent of respondents said they were planning to
move into the Brazilian market next year.

Respondents said that the best thing the Chilean government
can do to address the downturn would be to reduce taxes.
Almost one third (32 percent) said they would like to see tax
cuts of some sort. When asked what kind of tax measure they
would favor, 48 percent of Chileans wanted a general tax cut,
28 percent wanted changes to VAT and another 12 percent
wanted changes to employment taxes and laws.

Chileans say that better control of the financial system

is a good lesson
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Have reserve fund/savings
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financial situation
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Wiser/better investing/
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Be careful/don’t make the
same mistakes

Improve risk analysis system

Cut interest/tax rates

Pay attention to the market
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Support from government

Government control over
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Stories come from the
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Transparency n

Q: What lessons do you think can be taken from previous recessions
that will be helpful in getting through this one? (Chile)

Base: All respondents (25)

Source: ‘Out of Adversity’ Latin America business survey 2009, KPMG International
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B Colombia

Currency volatility plays a big part in the outlook of
many Colombian businesses, particularly exporters,
especially at a time of global recession. Among
Colombian businesses 65 percent of respondents said
they were considering changes to their business
strategy in the next 12 months and 46 percent said that
currency volatility was the main driver of that change.

The main strategies chosen for achieving short term change
were optimizing business processes and reducing
procurement and supply chain costs. In the longer term,
Colombian businesses were, second only to Mexico in their
readiness to enter new geographical markets as a response
to the international situation.

Venezuela is traditionally the largest external market for
Colombia, followed by Ecuador and Peru, but recent
tensions with Ecuador and Venezuela, coupled with the
general economic malaise in several neighboring countries,
has seen more businesses looking to expand their presence
in markets further afield, such as Brazil, the United States
and Europe.

Calls for tax cuts have not been a major feature of the
downturn in Colombia. This is perhaps due to the fact that
the country has a relatively benign tax regime, with an
effective tax rate of between 23 percent and 27 percent.
Although tax cuts are, of course, always welcomed, there is
little focused business pressure for reducing taxes. These
findings are reflected in the percentage of businesses
looking to change their tax strategy in the next year, which at
10 percent was the joint lowest in Latin America (with Peru).

One area, however, where Colombians do expect their
government to act is investment in infrastructure. Our
survey reported that 25 percent of businesses thought
investment in infrastructure should be the government'’s
number one priority.

The government has responded positively, with public
commitments to improving the country’s infrastructure,
including major projects such as the Bogota subway. But, as
with projects of this kind all over the world, progress is
slower than many people would like.

Colombians say that better control of the financial system
is a good lesson
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Have reserve fund/savings
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More care in managing
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Better preparation/planning
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Government control over
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Never been a recession like
this one before
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Don't depend on another country

Don't know

Q: What lessons do you think can be taken from previous recessions
that will be helpful in getting through this one? (Colombia)
Base: All respondents (20)

Source: ‘Out of Adversity’ Latin America business survey 2009, KPMG International
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¥l Mexico

The economic downturn has hit Mexico harder than
some other Latin American countries due to the
country’s closer ties to the United States. It took four
or five months for the full effects of the downturn to
move south from New York to Mexico City, and Mexico
is expected to remain four or five months behind the
US in terms of recovery.

Mexican companies have not been slow to react, though.
The lessons of earlier crises have clearly been learnt and
as soon as the recession began to take hold Mexican
executives quickly began working on their response. The
result is that a higher proportion of companies in Mexico
than in any other Latin American country surveyed are
planning to change their business strategy — 80 percent
were planning short term changes and 76 percent more
radical long term changes, with the main pressures for
change coming from tighter cashflow (55 percent) and
currency volatility (50 percent).

A relatively high proportion of Mexican executives are
planning to change their tax approaches — 28 percent,
second only to Venezuela. However, we believe this figure
could be slightly misleading. In a country where the tax
regime changes substantially virtually every year (with a
new tax reform bill currently in Congress), changing tax
strategies is a regular occurrence and is accepted as key
element of any wider strategy for the business. So the high
percentage should not necessarily be seen as a direct
response to the current economic crisis.

Nearly a quarter (24 percent) of Mexican respondents also
said they would like to see the government reduce taxes.
Given that the tax reform bill currently under review includes
anumber of tax rises, it is likely that, if anything, this figure
has increased since the research was carried out.

The Mexican banking and financial services sector, although
hard hit by the global crises, has quickly recovered. By being
more flexible and responsive than the banking sector in
many other countries, being prepared to extend payment
periods and renegotiate credit agreements, for example, it
has retained much of the trust and confidence of the public
and the business community. This is reflected in the 44
percent of respondents who expect to use bank funding to
finance their next wave of investment, the joint second
highest figure in the region.

In terms of recovery, Mexicans, like most other countries,
expect the economic situation to improve in 2010.

© 2009 KPMG International. KPMG International provides no client services and is a Swiss cooperative with which the independent member firms of the KPMG network are affiliated. All rights reserved.

Mexicans have learned to reduce costs

Reduce costs/expenses
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Q: What lessons do you think can be taken from previous recessions

- R
— o1
-
o
L
a1
LN
(=}

that will be helpful in getting through this one? (Mexico)

Base: All respondents (25)

Source: ‘Out of Adversity’ Latin America business survey 2009, KPMG International
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jal Peru

Peru’s economy is not as strongly linked to global
market as some of its neighbors. Therefore, to a certain
extent, the country has been spared the full impact

of the global downturn that has affected the rest of

the world.

That's not to say companies were wholly unaffected.
Businesses in particular sectors, such as commodities,
have been hit by a fall-off in global demand. But the fact that
most Peruvian companies are not capital exporters has
meant that the impact of the crisis has been narrower and
more confined to particular industries than has been the
case elsewhere.

Tax does not currently appear to be a major concern for
Peruvian businesses. Or no more of a concern now than
it was before the crisis.

There are not so many international corporate groups in
Peru with large overseas operations. These are the kinds
of organizations which may typically look to change their
approaches to tax as a response to a crisis. This is reflected
in the small number of Peruvian respondents who are
intending to change their tax approach - at only 10 percent
itis the lowest figure in the region, and is likely to have
fallen further as markets recover.

Peru also falls below the Latin American average for the
proportion of respondents looking to drive more efficiency
out of their tax operations (40 percent). The most popular
efficiency measures in Peru were reducing procurement
and supply chain costs (65 percent) and optimization of
business processes (60 percent).

The banking system in the country appears to have been
much less affected by the international situation, too, and
the appetite for borrowing (and lending) is consequently as
strong as ever - 70 percent of Peruvian businesses expect to
finance their next wave of investment through bank lending.
This is by far the largest percentage in Latin America, and
one of the highest responses across the whole survey.

In short, Peru’s relatively independent economy appears to
have protected it from the ravages of the global crisis. A
hypothesis borne out in the proportion of businesses looking
to change their long term strategy. At 45 percent it was the
lowest in Latin America.

Peruvians say that better control of the financial system
is a good lesson
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Better control of financial system
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Wiser/better investing/
investment management
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promote investments
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The crisis was started in the USA -

Pay attention to what's
happening internationally

Don’t depend on another country -
No lessons learned -

Q: What lessons do you think can be taken from previous recessions
that will be helpful in getting through this one? (Peru)
Base: All respondents (20)

Source: ‘Out of Adversity’ Latin America business survey 2009, KPMG International
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B \/cnezuela

Venezuela’s oil industry is the prism through which any
economic downturn must be viewed. When oil suffers,
Venezuela suffers. At the height of the global crisis, the
price of oil dropped from highs of $125 a barrel in
mid-2008, to around $30.

This may explain why 65 percent of Venezuelans said they
would change their business strategy next year, second
only to Mexico. The same percentage also said they would
review their long term strategy as a result of the crisis,
driven largely by currency volatility, changing customer
buying habits and financial regulation. Suppliers in particular
look vulnerable, as 45 percent of businesses said that
reviewing suppliers would be one of their key measures in
changing their business strategy.

The concerns around currency volatility and financial
regulation reflect two of the main impacts of the global
crisis on Venezuela. These were the oil price and the
tightening of exchange controls on the US Dollar, which
together have impacted on inflation. Price rises are
expected to hit 30 percent this year, the highest in

Latin America.

Tax is a key concern for Venezuelan businesses, 40 percent
of which said they would be changing their tax approaches
as a result of the downturn - the highest level in the region.
45 percent also said they would be looking to increase the

tax efficiency of their operations in an effort to reduce costs.

Many of these responses have been driven by the increase
in VAT earlier this year (up to 12 percent) and by well-
publicized government plans to increase taxes for the most
successful companies.

Nearly one third (30 percent) said they would expect the
banks to fund their investment plans. This is a strong
showing for the banks, who did not suffer the same
troubles as their counterparts in the United States and
Europe. Confidence in banking and financial services
remains strong.

Venezuelans warn about making the same mistakes

as in the last recession

Be more careful/don’t make
the same mistakes
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Q: What lessons do you think can be taken from previous recessions
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that will be helpful in getting through this one? (Venezuela)

Base: All respondents (20)

Source: ‘Out of Adversity’ Latin America business survey 2009, KPMG International
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