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Latam Economic Update

e Argentina: Provinces follow sovereign in default and extension of offer
periods

e Colombia: April’s imports contracted by -31.6% yly, the second monthly
contraction in a row, to the lowest level since 2010.

e Mexico: Q1-2020 aggregate supply and demand illustrated the pre-
pandemic weakening in economic activity

e Peru: Unlocking continues to accelerate; the BCRP updated its
forecasts

ARGENTINA: PROVINCES FOLLOW SOVEREIGN IN DEFAULT AND
EXTENSION OF OFFER PERIODS

In a statement released on Sunday, June 21, the Province of Buenos Aires
extended the offer period on its possible exchange of defaulted bonds to
July 31. The move followed the national government’s June 19 extension of its
own offer period to July 24 and Mendoza province’s entry into default with a
missed payment, also on June 19.

—Brett House

COLOMBIA: APRIL’S IMPORTS CONTRACTED BY -31.6% Y/Y, THE SECOND
MONTHLY CONTRACTION IN A ROW, TO THE LOWEST LEVEL SINCE 2010

April’s import data, released on June 19, came in at USD 3.09 bn, a
contraction of -31.6% yly to the lowest level since 2010. Manufacturing-sector
imports fell by -35.5% y/y and accounted for most of the y/y decline. YTD up to
April, imports contracted -12.3% y/y, which is a result of two effects: (i) a high
statistical base for the annual comparison, led by the stimulus provided to capital
imports in 2019; and (ii) weaker domestic demand due to the shock from the
COVID-19 pandemic and lockdowns from the last week of March.

From the perspective of imports by use, there were declines in most
sectors. April capital imports declined -45.8% y/y, due to contractions in the
transport-related sector (-64.9% y/y), industrial sector (-36.3% y/y), and
construction materials (-45.9% yly), while capital goods imports for the agriculture
sector increased by 6.2% vyly.

Consumption imports fell -37.9% yly, the worst contraction since 1999,
owing mainly to a significant decline in durable goods imports (-62.9% yly).
Non-durable goods imports contracted by -18.5% yly, the worst performance since
2016. Both components act as automatic stabilizers that were driven by the
exchange rate depreciation and the sudden change in the macro scenario. Raw
materials imports contracted by -19.2% y/y, pointing to a generalized weakening in
economic activity (chart 1).

The trade deficit stood at USD 1.07 in April (chart 2), which took the YTD
deficit to USD 3.5 bn, a 25.8% widening. The deterioration in the trade balance
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was mainly due to weaker mining exports that were not fully offset by lower imports.
However, in the forthcoming months, a recovery in coal exports and in oil prices should
lead to a more stable trade deficit, as the significant contraction in internal demand will
likely remain a dampener on imports for some time.

—Sergio Olarte & Jackeline Pirajan

MEXICO: Q1-2020 AGGREGATE SUPPLY AND DEMAND ILLUSTRATED THE
PRE-PANDEMIC WEAKENING IN ECONOMIC ACTIVITY

According to data published Friday, June 19, real aggregate supply and demand
contracted during Q1-2020 for a fourth consecutive quarter. Both aggregate
supply and demand contracted by -1.9% y/y (versus 1.4% in Q1-2019), building on the
-1.7 yly decline they both saw in Q4-2019. This was the worst pace of growth since
Q4-2009 (chart 3).

The Q1 contraction in aggregate supply deepened the slowdown in GDP growth
into the start of 2020, which fell from -0.7% y/y in Q4-2019 to -1.4%yl/y in Q1-2020
(versus an expansion of 1.1% y/y in Q1-2019).

On the demand side, investment led the decline.

e Although private consumption growth, the main driver of economic activity,
decreased from 0.7% y/y in Q4-2019 to -0.5% y/y in Q1-2020 (versus a 0.8% yly
expansion in Q1-2019), gross capital formation (GCF) plummeted -9.3% y/y in
Q1-2020 from -5.3% yly in Q4-2019, compared with -0.4% y/y a year ago in
Q1-2019.

e On the other hand, exports growth rebounded, from -2.2 y/y in Q4-2019 to
1.7% yly in Q1-2020 (versus 2.8% yly a year ago in Q1-2019), which was offset
only partially by a smaller contraction in imports, which moved from -4.3% y/y in
Q4-2019 to -3.4% yly in Q1-2020 (versus growth of 2.1% y/y in Q1-2019).

e Government consumption growth jumped from -0.4% y/y in Q4-2019 to
3.4% yly in Q1-2020 (versus -0.6% y/yin Q1-2019).

The Q1-2020 aggregate supply and demand results highlighted that economic
activity continued to weaken before the disruptions related to the COVID-19
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Mexico: Pre-Pandemic Aggregate
Demand Was Weak
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pandemic. We anticipate even stronger supply and demand shocks in Q2-2020, as several high-frequency indicators for April and
May already seem to indicate. The economy is entering a significant recession with a further bias to the downside.

—Daniel Mendoza

PERU: UNLOCKING CONTINUES TO ACCELERATE; THE BCRP UPDATED ITS FORECASTS

In yet more proof that the government is accelerating the unlocking process, another 27 sectors have been authorized to
resume operations beginning on Monday, June 22. This was a surprise, as the decision came before the July 1 beginning of
Phase 3: none of these activities were expected to open until Phase 3 (July) and even Phase 4 (August). At this point, only
activities involving travel, social gatherings, a high concentration of people (i.e., spectator sports, music, and theatre), and

education are still restricted.

The newly unlocked sectors would reportedly represent nearly 9% of GDP and over 160,000 jobs. Most of the sectors
involve industrial production, such as leather and rubber products, precious metal products and jewelry, electronics, navigation and
control equipment, clocks and watches, medical and optical equipment, photography, home appliances, ship-making, musical
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instruments, sports equipment, toys, and handcrafts, among others. In addition, real-estate activities and on-premises hairdressing
activities will be allowed to re-open. This adds to malls and open-air markets, which have also been allowed to operate this week.

The BCRP released its quarterly Inflation Report on Friday, June 19. This was the first Report since December, as the March
edition was canceled due the quarantine. Some of the highlights of the June Inflation Report follow.

The BCRP is now forecasting a -12.5% y/y contraction in GDP for 2020. This is near the middle of our -9% y/y to -14 yly
forecast range. The previous forecast, 3.8% y/y growth, was released in December, well before COVID-19.

The BCRP is expecting 11.5% y/y GDP growth in 2021, significantly above our 7% y/y forecast.

Looking in more detail, the main difference between the BCRP forecast and our own lies in consumption, which they see
declining -9.4% yl/y in 2020, and then jumping back 9% y/y in 2021, whereas we are much more measured—and perhaps
overly optimistic—with -2.8% y/y in 2020 and 2.6% y/y in 2021.

The BCRP forecasts fiscal deficits of -9.7% of GDP for 2020 and -4.2% of GDP for 2021. Both are fairly in line with our
forecasts of -9% of GDP and -5% of GDP, respectively.

The BCRP sees inflation at nil in 2020, and not much higher, at 0.5% y/y, in 2021. Our forecast is 1.1% y/y and 1.7% yly,
respectively. The difference is not very material, as both justify the BCRP’s ultra-expansionary monetary policy.

—Guillermo Arbe

Visit our website at scotiabank.com/economics | Follow us on Twitter at @ScotiaEconomics | Contact us by email at scotia.economics@scotiabank.com 3


https://www.scotiabank.com/ca/en/about/global-economics/economics-publications.html
https://twitter.com/ScotiaEconomics
https://www.bcrp.gob.pe/docs/Publicaciones/Reporte-Inflacion/2020/junio/reporte-de-inflacion-junio-2020.pdf

§ Scotiabank. v oALy

June 22, 2020

This report has been prepared by Scotiabank Economics as a resource for the clients of Scotiabank. Opinions, estimates and projections
contained herein are our own as of the date hereof and are subject to change without notice. The information and opinions contained herein
have been compiled or arrived at from sources believed reliable but no representation or warranty, express or implied, is made as to their
accuracy or completeness. Neither Scotiabank nor any of its officers, directors, partners, employees or affiliates accepts any liability whatsoever
for any direct or consequential loss arising from any use of this report or its contents.

These reports are provided to you for informational purposes only. This report is not, and is not constructed as, an offer to sell or solicitation of
any offer to buy any financial instrument, nor shall this report be construed as an opinion as to whether you should enter into any swap or
trading strategy involving a swap or any other transaction. The information contained in this report is not intended to be, and does not
constitute, a recommendation of a swap or trading strategy involving a swap within the meaning of U.S. Commodity Futures Trading
Commission Regulation 23.434 and Appendix A thereto. This material is not intended to be individually tailored to your needs or characteristics
and should not be viewed as a “call to action” or suggestion that you enter into a swap or trading strategy involving a swap or any other
transaction. Scotiabank may engage in transactions in a manner inconsistent with the views discussed this report and may have positions, or
be in the process of acquiring or disposing of positions, referred to in this report.

Scotiabank, its affiliates and any of their respective officers, directors and employees may from time to time take positions in currencies, act as
managers, co-managers or underwriters of a public offering or act as principals or agents, deal in, own or act as market makers or advisors,
brokers or commercial and/or investment bankers in relation to securities or related derivatives. As a result of these actions, Scotiabank may
receive remuneration. All Scotiabank products and services are subject to the terms of applicable agreements and local regulations. Officers,
directors and employees of Scotiabank and its affiliates may serve as directors of corporations.

Any securities discussed in this report may not be suitable for all investors. Scotiabank recommends that investors independently evaluate any
issuer and security discussed in this report, and consult with any advisors they deem necessary prior to making any investment.

This report and all information, opinions and conclusions contained in it are protected by copyright. This information may not be
reproduced without the prior express written consent of Scotiabank.

™ Trademark of The Bank of Nova Scotia. Used under license, where applicable.

Scotiabank, together with “Global Banking and Markets”, is a marketing name for the global corporate and investment banking and capital
markets businesses of The Bank of Nova Scotia and certain of its affiliates in the countries where they operate, including, Scotiabanc Inc.;
Citadel Hill Advisors L.L.C.; The Bank of Nova Scotia Trust Company of New York; Scotiabank Europe plc; Scotiabank (Ireland) Limited;
Scotiabank Inverlat S.A., Institucién de Banca Mudltiple, Scotia Inverlat Casa de Bolsa S.A. de C.V., Scotia Inverlat Derivados S.A. de C.V. — all
members of the Scotiabank group and authorized users of the Scotiabank mark. The Bank of Nova Scotia is incorporated in Canada with
limited liability and is authorised and regulated by the Office of the Superintendent of Financial Institutions Canada. The Bank of Nova Scotia is
authorised by the UK Prudential Regulation Authority and is subject to regulation by the UK Financial Conduct Authority and limited regulation
by the UK Prudential Regulation Authority. Details about the extent of The Bank of Nova Scotia's regulation by the UK Prudential Regulation
Authority are available from us on request. Scotiabank Europe plc is authorised by the UK Prudential Regulation Authority and regulated by the
UK Financial Conduct Authority and the UK Prudential Regulation Authority.

Scotiabank Inverlat, S.A., Scotia Inverlat Casa de Bolsa, S.A. de C.V., and Scotia Derivados, S.A. de C.V., are each authorized and regulated
by the Mexican financial authorities.

Not all products and services are offered in all jurisdictions. Services described are available in jurisdictions where permitted by law.

Visit our website at scotiabank.com/economics | Follow us on Twitter at @ScotiaEconomics | Contact us by email at scotia.economics@scotiabank.com


https://www.scotiabank.com/ca/en/about/global-economics/economics-publications.html
https://twitter.com/ScotiaEconomics

