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The icons alongside represent our investment process. Through a
disciplined provision of investment policy and security selection at
the global level, regional portfolio management teams have the
flexiblility to construct portfolios to meet the specific requirements
of our clients.



Latin America has been severely impacted by Covid-19, with an expected decline in GDP of
over 8.5% in 2020, according to IMF estimates. However, responses to the crisis have varied
across countries in the region. In this edition of Infocus, Joaquin Thul looks at three Andean
countries — Chile, Colombia and Peru — and examines their responses and the economic

iImpact of the pandemic.

Economic overview

As with most parts of the world, the peak in economic pain
this year was experienced in the second quarter. In year-on-
year terms, in the second quarter Chilean GDP contracted by
13.7%, Colombian GDP by 15.5% and Peru’s GDP by over 30%.
Since then activity has rebounded but, for 2020 as a whole,
growth prospects differ significantly among Latin American
economies. Peru and Ecuador are expected to suffer double-
digit declines in activity, while Chile and Colombia are
expected to experience milder contractions of around 6% and
8%, respectively (see Figure 1). All countries are expected to
see a further recovery in GDP next year.

In addition to the challenges posed by Covid-19, the region
was negatively affected by falling commodity prices, including
oil and copper. The decline in Chinese demand for oil in Q1
and the supply issues in the OPEC+ group of countries caused
oil prices to fall to historical lows. Similarly, the decline in
copper demand due to the coronavirus crisis pushed its price
down to USD 209 per metric tonne in March from USD 280
per metric tonne in January. This affected finances in Chile
and Peru, the world'’s largest copper producers. According to
Chile’s Mining Minister, every cent of a dollar decline in the
copper price represents a loss of revenue of USD 60 million
for the Chilean government and a drop of USD 125 million in
the value of exports for the country!

The extraordinary monetary and fiscal support deployed
across the world was key in mitigating the negative impact

on employment and private sector incomes. However, this

1. IMF Estimates of economic impact

Q2-20 GDP GDP growth
growth (%) (%)
2019 2020¢ 2021°
Chile 137 1.1 -6.0 4.5
Colombia -15.5 3.3 -8.2 4.0
-30.6 2.2 -13.9 7.3
LatAm Avg -18.0 -1.0 -8.5 3583

Source: IMF Data as at 27 October 2020.

was not true for all Latin American countries given domestic
market conditions and budget constraints. Only those with
low inflation rates and a strong domestic currency market
have been able to lower interest rates. At the same time, only
those countries with enough fiscal space have been able to
engage in expansive fiscal policies.

Monetary policy measures

In Colombia, the central bank acted swiftly to protect the
economy and implemented measures including interest rate
cuts, liquidity and credit facilities to domestic firms and, for the
first time, quantitative easing (QE). The central bank cut interest
rates seven times between March and October, reducing the
policy rate to 1.75% in October from 4.25% in February.

To contain the rise in government bond yields, Colombia’s
central bank announced it would engage in QE, becoming

the first Latin American country to use this monetary policy
tool. The first round of QE included the purchase of up to
approximately USD 2.6 billion in government bonds. As a result,
10-year government bond yields which had increased from
5.5% in January to 9% in March, fell by 50 basis points in the
following days and gradually converged to 5% by September.

At the start of 2020 Chile had the lowest interest rates in the
region - the Chilean central bank had cut rates three times in
2019, from 3% to 1.75% (see Figure 2). Following the Covid-19
outbreak, the monetary policy committee cut rates twice by
75bps and 50bps in March and April respectively, bringing the
interest rate down to 0.50%. With rates already close to the

Fiscal deficit Gross debt
(% of GDP) (% of GDP)
2019 2020¢ 2021° 2019 2020¢ 2021°
-2.6 -8.7 -4.0 27.9 32.8 37.5
-2.5 -9.5 -6.2 52.3 68.2 68.1
1.4 -9.4 -4.3 271 39.5 39.1
-4.1 -11.1 5.3 70.8 81.6 81.0

" ‘Desplome en el precio del cobre asesta un duro golpe al fisco chileno, El Economista, Chile, 20 March 2020.
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zero lower bound and following Colombia’s example, in June
the Chilean central bank announced the implementation of
QE policies launching an asset purchase program of up to
USD 8 billion over the following six months.

In Peru, the central bank had cut interest rates twice in

2019. At the start of the pandemic Peru’s inflation rate was
already slightly below 2%. This allowed the central bank to act
swiftly after the outbreak, providing the necessary stimulus
by implementing two more rate cuts in March and April,

of 100bps each, bringing the reference rate to 0.25% (see
Figure 1). The central bank also cut reserve requirements for
commercial banks and offered a series of new liquidity and
guarantees facilities for the corporate sector.

Fiscal policy measures

On the fiscal front, the three countries followed a similar
approach. According to IMF estimates, Peru is among the
countries providing the most fiscal support; its package

is worth more than 15% of GDP and includes spending
measures, equity, loans and guarantees. The fiscal packages
in Chile and Colombia account for 10.7% and 5.3% of GDP
respectively (see Figure 3).

At the start of 2020, Chile and Peru had relatively low
financing costs and debt-to-GDP ratios of 28% and 27%
respectively. This provided space for both governments
to increase debt, without endangering its long-term
sustainability. By the end of the year, debt-to-GDP ratios
are expected to reach 33% and 40% in Chile and Peru,
respectively.

The limited fiscal support deployed in Colombia can be
attributed to the worsening of economic conditions in recent

years. By the end of 2019, gross debt had escalated to 50% of
GDP, the current account deficit exceeded 4% of GDP, while the
fiscal deficit was around 2.5% of GDP. Additionally, the lower
government revenue as a result of declining economic activity
and weak oil prices hindered the ability of the Colombian
government to provide further support.

3. Fiscal packages (% of GDP)
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Source: IMF and EFGAM calculations. Data as at 27 October 2020.

I Spending and revenue measures

Other policy measures

Peru and Chile have also allowed people to withdraw

up to 25% and 10% of their private pension funds (AFPs)
respectively. This has boosted disposable incomes by
allowing workers to access their retirement savings and has
not required any additional government spending. A similar
project is under consideration in the Colombian congress.

According to one of Peru’s largest AFPs, the total withdrawals
since April have amounted to approximately USD 5 billion, or
13% of total private pension funds’ assets.? In Chile, during
the first month following the constitutional amendment,

93% of AFP clients had withdrawn a portion of their savings.
According to the Chilean central bank, to the end of August
workers had withdrawn USD 15.3 billion, more than 75% of the
potential withdrawal limit and equal to 6% of Chile's GDP.?

Conclusions

The rebound in commodity prices from the first quarter
lows will provide a boost to Andean countries’ exports.

The recovery in the copper price will favour a recovery in

the industrial sectors of Chile and Peru which, combined
with the recent pick-up in domestic consumption, should
contribute to improved growth prospects for the remainder
of 2020. Following a contraction of GDP of 6% in 2020, Chile is
expected to grow by 4.5% in 2021.

2 https:/ /www.emol.com/noticias/Economia/2020/07/21/992644/ retiro-fondos-pensiones-Peru.html

* Informe de Politica Monetaria, Banco Central de Chile, September 2020.
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On 25 October 2020, Chile held a referendum to establish a
new constitution, following the social protests that erupted in
the final quarter of 2019. The referendum was approved with
almost 80% of support and will mandate an elected assembly
to write a new constitution. The process is due to take a
couple of years and is likely to open the discussion for deep
economic reforms in the country. This will add uncertainty

to Chile's outlook in the coming years and could hinder its
economic recovery.

Although the IMF anticipates GDP growth in Peru of over 7%
in 2021, the recovery remains contingent on how quickly the
government can reactivate an economy suffering a double-
digit contraction in 2020. The focus will turn to reducing the
unemployment rate which increased from 6% in March to 16%
in August.

In Colombia, despite the large monetary stimulus, fiscal
support has been limited due to the weaker economic
fundamentals at the start of the year. According to IMF
projections, this will translate into GDP growth of 4% next
year, above the 3.3% average expected for Latin America but
below that for Chile and Peru.
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With inflation around 2% in the three economies, monetary
policy is likely to remain accommodative for the time being.
Despite the depreciation of the Andean currencies against the
US dollar in 2020, central banks expect the pass-through into
broad inflation to be limited.

Overall, the measures implemented to mitigate the effects of
the Covid-19 crisis are likely to come at a cost of larger fiscal
deficits, higher debt levels and future funding problems for
the pension systems. However, in the context of a region
severely hit by the pandemic, the Andean economies appear
well positioned to benefit from a cyclical rebound.



Important Information

The value of investments and the income derived from them
can fall as well as rise, and past performance is no indicator
of future performance. Investment products may be subject
to investment risks involving, but not limited to, possible loss
of all or part of the principal invested.

This document does not constitute and shall not be construed as a prospectus,
advertisement, public offering or placement of, nor a recommendation to buy,

sell, hold or solicit, any investment, security, other financial instrument or other
product or service. It is not intended to be a final representation of the terms and
conditions of any investment, security, other financial instrument or other product
or service. This document is for general information only and is not intended as
investment advice or any other specific recommendation as to any particular
course of action or inaction. The information in this document does not take into
account the specific investment objectives, financial situation or particular needs
of the recipient. You should seek your own professional advice suitable to your
particular circumstances prior to making any investment or if you are in doubt as to
the information in this document.

Although information in this document has been obtained from sources believed
to be reliable, no member of the EFG group represents or warrants its accuracy, and
such information may be incomplete or condensed. Any opinions in this document
are subject to change without notice. This document may contain personal opin-
ions which do not necessarily reflect the position of any member of the EFG group.
To the fullest extent permissible by law, no member of the EFG group shall be re-
sponsible for the consequences of any errors or omissions herein, or reliance upon
any opinion or statement contained herein, and each member of the EFG group
expressly disclaims any liability, including (without limitation) liability for incidental
or consequential damages, arising from the same or resulting from any action or
inaction on the part of the recipient in reliance on this document.

The availability of this document in any jurisdiction or country may be contrary to
local law or regulation and persons who come into possession of this document
should inform themselves of and observe any restrictions. This document may not
be reproduced, disclosed or distributed (in whole or in part) to any other person
without prior written permission from an authorised member of the EFG group.
This document has been produced by EFG Asset Management (UK) Limited for

use by the EFG group and the worldwide subsidiaries and affiliates within the EFG
group. EFG Asset Management (UK) Limited is authorised and regulated by the UK
Financial Conduct Authority, registered no. 7389746. Registered address: EFG Asset
Management (UK) Limited, Leconfield House, Curzon Street, London W1J 5/B, United
Kingdom, telephone +44 (0)20 7491 9111.

If you have received this document from any affiliate or branch referred to below,
please note the following:

Bahamas: EFG Bank & Trust (Bahamas) Ltd. is licensed by the Securities Commission

of The Bahamas pursuant to the Securities Industry Act, 2011 and Securities Industry
Regulations, 2012 and is authorised to conduct securities business in and from The
Bahamas including dealing in securities, arranging deals in securities, managing securities
and advising on securities. EFG Bank & Trust (Bahamas) Ltd. is also licensed by the Central
Bank of The Bahamas pursuant to the Banks and Trust Companies Regulation Act, 2000 as
a Bank and Trust company.

Bahrain: EFG AG Bahrain Branch is regulated by the Central Bank of Bahrain with registered
office at Bahrain Financial Harbour, West Tower - 14th Floor, Kingdom of Bahrain.
Bermuda: EFG Wealth Management (Bermuda) Ltd. is an exempted company incorporated
in Bermuda with limited liability. Registered address: Thistle House, 2nd Floor, 4 Burnaby
Street, Hamilton HM 11, Bermuda.

Cayman Islands: EFG Bank is licensed by the Cayman Islands Monetary Authority for

the conduct of banking business pursuant to the Banks and Trust Companies Law of

the Cayman Islands. EFG Wealth Management (Cayman) Ltd. is licensed by the Cayman
Islands Monetary Authority for the conduct of trust business pursuant to the Banks and
Trust Companies Law of the Cayman Islands, and for the conduct of securities investment
business pursuant to the Securities Investment Business Law of the Cayman Islands.
Chile: EFG Corredores de Bolsa SpA is licensed by the Superintendencia de Valores y
Seguros (“SVS”, Chilean securities regulator) as a stock broker authorised to conduct
securities brokerage transactions in Chile and ancillary regulated activities including
discretionary securities portfolio management, arranging deals in securities and
investment advice. Registration No: 215. Registered address: Avenida Isidora Goyenechea
2800 Of. 2901, Las Condes, Santiago.

Dubai: EFG (Middle East) Limited is regulated by the Dubai Financial Services Authority
with a registered address of level 15, Gate Building, Dubai International Financial Centre,
Dubai, UAE.

Guernsey: EFG Private Bank (Channel Islands) Limited is licensed by the Guernsey
Financial Services Commission.
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Hong Kong: EFG Bank AG is authorised as a licensed bank by the Hong Kong Monetary
Authority pursuant to the Banking Ordinance (Cap. 155, Laws of Hong Kong) and is
authorised to carry out Type 1 (dealing in securities), Type & (advising on securities) and
Type 9 (asset management) regulated activity in Hong Kong.

Jersey: EFG Wealth Solutions (Jersey) Limited is regulated by the Jersey Financial Services
Commission in the conduct of investment business under the Financial Services (Jersey)
Law 1998.

Liechtenstein: EFG Bank von Ernst AG is regulated by the Financial Market Authority
Liechtenstein, Landstrasse 109, PO. Box 279, 9490 Vaduz, Liechtenstein.

Luxembourg: EFG Bank (Luxembourg) SA. is listed on the official list of banks established
in Luxembourg in accordance with the Luxembourg law of 5 April 1993 on the financial
sector (as amended) (the “Law of 1993"), held by the Luxembourg supervisory authority
(Commission de Surveillance du Secteur Financier), as a public limited company under
Luxembourg law (société anonyme) authorised to carry on its activities pursuant to
Article 2 of the Law of 1993. Luxembourg residents should exclusively contact EFG Bank
(Luxembourg) SA, 56 Grand Rue, Luxembourg 2013 Luxembourg, telephone +352 264541,
for any information regarding the services of EFG Bank (Luxembourg) SA.

Monaco: EFG Bank (Monaco) SAM is a Monegasque Public Limited Company with a
company registration no. 90 S 02647 (Registre du Commerce et de lIndustrie de la
Principauté de Monaco). EFG Bank (Monaco) SAM is a bank with financial activities
authorised and regulated by the French Prudential Supervision and Resolution Authority
and by the Monegasque Commission for the Control of Financial Activities. Registered
address: EFG Bank (Monaco) SAM, Villa les Aigles, 15, avenue d'Ostende - BP 37 — 98001
Monaco (Principauté de Monaco), telephone: +377 93 15 11 11. The recipient of this
document is perfectly fluent in English and waives the possibility to obtain a French
version of this publication.

People’s Republic of China (“PRC"): EFG Bank AG Shanghai Representative Office is
approved by China Banking Regulatory Commission and registered with the Shanghai
Administration for Industry and Commerce in accordance with the Regulations of the
People’s Republic of China for the Administration of Foreign-invested Banks and the
related implementing rules. Registration No: 310000500424509. Registered address: Room
65T10, 65 F, Shanghai World Financial Center, No. 100, Century Avenue, Pudong New Area,
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Portugal: The Portugal branch of EFG Bank (Luxembourg) SA. is registered with the
Portuguese Securities Market Commission under registration number 393 and with the
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Authority and regulated by the Financial Conduct Authority and the Prudential Regulation
Authority, registered no. 144036. EFG Private Bank Limited is a member of the London
Stock Exchange. Registered company no. 2321802. Registered address: EFG Private Bank
Limited, Leconfield House, Curzon Street, London W1) 5/B, United Kingdom, telephone +44
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United States: EFG Asset Management (UK) Limited is an affiliate of EFG Capital, a U.S.
Securities and Exchange Commission (“SEC”) registered broker-dealer and member of the
Financial Industry Regulatory Authority (“FINRA”) and the Securities Investor Protection
Corporation (“SIPC"). None of the SEC, FINRA or SIPC, have endorsed this document or the
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