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Global Outiook

By the time the last edition of this Newsletter was released, the coronavirus impact had already begun and was then centered in China. It is now a well-known fact that
this virus has turned into a global pandemic and had a ferocious impact in all markets around the world. We are talking about a “black swan”, an unforeseen event on
which there is no medical expertise, and due to its uniqueness, no economic expertise either: this is the first pandemic in over one hundred years, therefore the first one
in the globalized world.

This is, in principle, a temporary phenomenon of uncertain duration and magnitude that operates as a negative external shock over each affected economy, and
obviously, over the global economy. The latter will suffer a marked slowdown that some economists believe will lead to negative GDP growth at a global level, at least
over the second quarter of the current year.

In this context, markets are fluctuating in tune with the news, but in a marked downward trend. Among the news, the ones referring to accommodative monetary
policies (abrupt cuts in monetary policy rates and substantial liquidity injections) stand out, but it is well known that monetary policy alone does not suffice to counter a
strong supply shock. In fact, some decisions made by the FED have done nothing but make panic surge. The use of fiscal policies has also started already, but not every
country can resort to this instrument, it will depend on its fiscal vulnerability. In fact, in the new global context the priority should be avoiding recessions and supporting
economic growth, which will be damaged by the shock.

In Latin America, this process has already derived in substantial depreciation of the domestic currencies in real terms, perhaps overreacting in the midst of the
earthquake, but regardless these currencies will most certainly end up being more depreciated in real terms than they were at the beginning of this process. Many of
these economies, with sluggish economic growth before the global crisis even started, will suffer a severe impact on their economic activity, but will then start the exit
path out of this adverse situation led by exports — as is usually the case — given the new exchange rate parities.

On the other hand we have the oil shock arising from disagreements between producing countries, leading to an even more depressed price than the one that could

have resulted from the aforementioned crisis. For the countries in our region, this implies different fates depending on whether they are oil exporting LATAM
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or importing countries.




Economics Newsletter - March 2020 by Ec. Javier de Haedo

Brazil has reacted like it has usually done when faced with a negative external shock: letting the exchange rate go wherever the new short term fundamentals are leading it,
making some interventions on the exchange rate market (spot and futures) to slow down the speed of the current adjustment process.

In order to carry out this strategy, Brazil has the advantage that its economy is not significantly dollarized, therefore substantial changes in the exchange rate do not have
significant distributive consequences on society, nor do they give way to a high pass through from dollars to prices. Towards mid-March, during the days of highest volatility, the
dollar hovered BRS 5.

Macroeconomic indicators haven’t changed much over the past few weeks. The fiscal situation is still improving very gradually, and gross debt of the general government has
stopped growing. Economic activity is slightly higher than 1% (GDP grew 1.1% in 2019) and unemployment, still high at 11.2%, is displaying a slightly improving trend. The
external front is not posing any problems, with foreign direct investment (at 1.4% of GDP) largely exceeding the current account deficit. Inflation is under control (4.01% over
the 12 months until February, 3.64% for core) and the monetary policy Selic rate has remained at 4.25% since the beginning of February.

Regarding politics, the fiscal consolidation process started last year with the approval of the Pension Reform, but it’s still not enough. Two other projects which are considered
key by Economy Minister Guedes, the Administrative Reform and the Tax Reform, are in stand-by and awaiting a political context which is long overdue. Instead, the bill that will
grant more autonomy to the Central Bank of Brazil is underway in Congress.

On the consensus scenario for the Brazilian economy, only this last Monday, 16th of March did the Focus Brazil - FOCUS Expectations Survey
expectations survey gathered by the BCB show major changes. Up until the week before, the exchange rate Monday16th March2020
increase was seen as temporary, with dollar forecasts between BRS 4.15 and BRS 4.20 by the end of 2020. 2018 2019 2020 2021
However, this week the outlook changed and the median result of the survey led it to BRS 4.35, and it’s even
seen as substantially higher among the “top 5” of the survey respondents who get it right most times (even up to  |GDP (% change) 1.3% 1.1% 17% 2.5%
BRS 4.63).

CPI (IPCA) 3.75% 4.3% 3.1% 3.7%
Meanwhile, inflation is seen at 3.10% and the Selic rate at 3.75% despite the fact that in February, when it was
last lowered, it was believed the cuts had come to an end. Dollar (EoY) 3.873 4.017 4.35 4.20
Lastly, and similarly to what has been happening throughout the year, the GDP forecast has been lowered almost Selic Rate (EoY) 6.50% 4.50% 3750 5 2504

every week, and is now at 1.68% (see chart).
Source: Banco Central do Brasil A A \/
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~ Argentina

The debt issue is still on the table in Argentina. It is yet unknown whether it’s a negotiation strategy or if it is exactly they are planning on doing, but what is taking shape as Argentina’s
proposal for its creditors is actually quite harsh.

Years of grace both for capital and interest, without even knowing whether this means they will be capitalized or not, lower interest rates... anyway, all this gives the impression that
there will be a substantial haircut on the net present value of the debt.

At any rate, given the current levels of country risk that are well above the 3,000 basis points, collecting an amount which is halfway between the current market value and the nominal
value may turn out to be a good deal.

The Argentinian government’s objective is to make some room at a fiscal level by generating “savings” on interests to move ahead with its “no fiscal adjustment” policy: so far the tax
hikes (the last a surcharge of 3% on soy exports) haven’t gone towards improving the primary result of the public sector but rather to increase public expenditure. And this is what it’s
planning on doing throughout the whole government term.

At least for this year, everything points to the government aiming to repeat 2019’s fiscal result, so it’s obvious that the tax hikes will go towards stopping budget increases from
happening. However, tax collection hasn’t initially reacted according to expectations.

INFLATION IN ARGENTINA: CPFi INDEC VS. SAN LUIS CPI
The Central Bank of Argentina (BCRA) has continued to cut the monetary policy rate, which now stands at 38% in ROLLING YEARS

nominal terms (45.5% effective). With exchange controls in place, and without any debt maturities, the Central

Bank’s reserves remain stable. —— m\
Inflation is now slightly lower, at 2.0% for February and 50.3% over the past 12 months. When added to frozen ~ 5
public services prices and fees, this has contributed towards a smooth slide down of the dollar following a few [A-"\ f‘

months where it had remained parked at ARS 60. This is why we can say that inflation is being “repressed” rather / 3 f{f /

than “reduced” (see graph). / \wl/ ,..1

The commercial dollar is behaving like it were in a crawling peg scheme. Exchange controls have managed to refrain A“'F/ N\ t

the Argentinian peso from experiencing the volatility other regional currencies have suffered. However, the parallel f W

or “blue” market did experience some volatility, where the gap between the blue and the commercial dollar went

back to being 30% following some weeks below that number. N

113 114 115 116 117 118

Lastly, according to the latest REM expectations survey by the BCRA from the beginning of March, for this year a Source: INDEC, Province of San Luis
GDP fall of 1.2% and an inflation of 40% is expected. Meanwhile, it is expected that the commercial dollar will end
the year at ARS 78.90. There weren’t any significant changes when compared with the previous month.
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B2l México

Similarly to what happened in the region in general, the dollar strengthened in Mexico over the past weeks, reaching close to MXN 23 by Monday 16 March, only a few days
away from the ordinary meeting at Banxico, where a cut of the monetary policy rate is expected.

Like what has been happening in Brazil, the exchange rate increase hasn’t still gone through to the consumer price index. Inflation stood at 3.70% in February, almost one point
below the value at the end of 2019, but core inflation remains very stable (see graph).

On the other hand, the Mexican economy didn’t end on a positive note last year, with a 0.5% year-on-year change of GDP between fourth quarters. When comparing annual
averages, the fall was barely 0.1%. As with Brazil, economic growth expectations were lowered all throughout 2019 and something similar has already started to happen in
2020.

Therefore, a joint scenario of inflation under control and economic activity with little dynamism sets the stage for a possible increase of the monetary policy rate.

On the external front, 2019 ended well: the current account deficit slowed from almost 2% of GDP in

2018 to only 0.2% in 2019, while foreign direct investment decreased from 3.2% the previous year to o Mexico: Inflation Rate

2.3% last year. Anyhow, foreign financing balance, which is a sum of both concepts, was positive at 2.1% N

of GDP, a figure that brings peace of mind. e /\\
4.2%

Forecasts for Mexico are complex, since on the one hand it has a positive element on the recent approval » / \ ——CPl —#-CORE
. 0 ./v

by the US of the agreement that also includes Canada, the USMCA. However, in Mexico’s case the global
shock due to coronavirus also has the additional negative impact of the global price of oil.

3.8%

3.6%
The monthly expectations survey gathered by Banxico showed in February a new reduction in economic

growth forecasts to 0.9% in 2020 and 1.6% in 2021. Regarding inflation, expectations remain stable: 4

3.53% for this year and 3.50% for next. The same for the dollar, MXN 19.50 for 2020 and MXN 20 for 3.2%
2021. In this case we will have to wait until the next survey to verify whether in Mexico too, the jump in 3.0%
the exchange rate over the past few weeks is seen as permanent. 2.8%

Source: Banxico L ATA M
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2= Uruguay

In contrast to most countries in the region, the Uruguayan economy is highly dollarized: most bank deposits are denominated in US dollars and many prices to end customers are also
in that currency (or course, we are talking about “big” prices such as real estate and cars, but also “not-so-big” like electronics, home appliances, watches and tires).

Being this the case, the last Uruguayan governments since the currency started “floating” in mid-2002, have always tried to limit abrupt rises and falls of the exchange rate. To this end,
the Central Bank of Uruguay (BCU) has used its reserves, selling or buying respectively, thereby in practice setting up a “dirty floating” scheme.

This year, and despite only a few months have gone by, is an excellent example of this manner of intervention: since January 17, the BCU bought USS 290 million and during February,
as from the 17th, it also bought USS 195 million. During these four weeks capital inflows for carry trade came through, in a global context that seemed appropriate for it. However,
during March until the 16th, the BCU sold USS 88 million to put a cap on the rise of the exchange rate which climbed rapidly in the new global context, with Brazil decidedly joining in.

In practice, in Uruguay the dollar has increased much more than in other countries in the region, and there are at least two possible reasons for that. One, that the new government
gave clear signs that it wanted a higher dollar due to the exchange rate lag the country had been experiencing. Two, that precisely that lag might have been considered by investors
who decided to change their portfolios and leave the Uruguayan peso. Meaning, the carry party was ending, at least for now (see graph).

In addition, the first steps of the new government were given on the fiscal front. On one hand, an increase in the prices
of water, electricity and communications was put in place, with an average increase of around 10% and less than the 15
month inflation between the previous prices and the enforcement date for the new ones next April 1st. Also,

REAL EXCHANGE RATE INDICES BASE 1007 AVERAGES 2000 TO 2019
J %~ OUTSIDE OF REGION —&- ARGENTINA (adj by cpi) ~@-BRAZIL ~ —o- ARGENTINA (adj by cpi & e.r.) L

140
substantially less than the exchange rate increase in the Exchange rate, which is very relevant for the electricity company - R
which has many contracts in place to buy wind energy that are established in US dollars. The price of fuels hasn’t yet /r\
been changed, given oil prices have declined more than the increase of the dollar yet the public company Ancap is still e /"‘ } A X
providing a negative contribution to public finances. 1o = ] MX/
Other measures of a fiscal nature were also announced: the increase of the IVA (value added tax) from 18% to 20% for B :Mg{_‘ﬁ f: v f
purchases with debit cards and from 13% to 17% for restaurant purchases with credit and debit cards; and caps to ? :ﬁ: S - "
budget execution for this year were set at 85% of what is established by law. In this last case, the cap applies to 8".__._/' /\ / I o
operating expenses and investments and do not apply to wages, which represent a very small proportion of public 70 ’\\A \f- T o v
spending. It is forecasted that tax increases could amount to 0.1% of GDP and minor expenses to a maximum of 0.4% of 60 ”\/ /
GDP. This isn’t a fiscal adjustment of the required amount (2.5% of GDP) but is nevertheless a good sign of adjustment %

Jan-13 Jan-14 Jan-15 Jan-16 Jan-17 Jan-18 Jan-19 Jan-20

given the new global context. It’s foreseeable that this has been only the first of several tranches of fiscal adjustment
that lie ahead for Uruguay. Source: Own development
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The information available on this presentation is for information purposes only. It shall not be interpreted in any way as an offer or an invitation to sell or buy
or subscribe any product or service. Investors should also be aware that the capital invested by them is not guaranteed and that the value of the securities
and/or units can go up as well as down. Investors should be aware of the normal risks inherent in securities. Past performance is not necessarily indicative of
future returns. Local dealing restrictions may make certain securities illiquid. Investments should be viewed as being a long-term in nature.
LatamConsultUs cannot guarantee the suitability of the information contained in this presentation for any particular purpose. In this respect, please contact
your adviser. None of the services or investment portfolio referred to in this presentation is available in any country, state or jurisdiction where it would be
unlawful under local laws and/or regulations. All products referred herein are being commercialized only through private offerings.



