Confidential

Latin America Strategy Oct 2023

Latin America Economics

LatAm Macro Outlook — Weathering the global cycle

Mike Moran

LatAm Macro Strategy
+1-212-350-3500
mike.moran@santander.us

This presentation is NOT intended for distribution outside of IATA.

& Santander

Corporate & Investment Banking

IMPORTANT DISCLOSURES/CERTIFICATIONS ARE IN THE “IMPORTANT DISCLOSURES” SECTION OF THI

antande anital Marke

S REPORT.
0-3018

57 o
Nvesio NAulirie


mailto:mike.moran@santander.us

Confidential
Global — Oct 2023

US economic cycle has surprised in resilience and duration

The mystery of ‘long and variable lags’

‘Up the elevator, down the escalator’
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US yields — Are we there yet?

Term structure of interest rates at inflection point ... ... with term premia repricing leading the adjustment
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USD could defy structural deficiencies a little longer

Long term structural vulnerabilities are papered over ... ... by short term cyclical incentives
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The Dollar Smile Theory — It’s all relative

A broad framework for visualising USD dynamics

== Dollar Smile Theory: Reality shows relative US-RoW growth regimes do matter for the $

Average annual Broad USD index change in each growth regime (%) [1985-2019]

2021 regime based
on median GDP

estimates
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Global cyclical indicators suggest demand/supply (and risk pricing) dynamics yet to bottom

Global macro indicators flashing red Industrial commodities imply caution too
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LatAm Outlook: Cyclical pressures recede but structural challenges remain

Macro forecasts 2021-2025

Latam GDP outlook (% real), Santander forecasts

18
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Regional FX resilience reflects confidence, with a lot of help from high carry

Shock absorbers remain in good shape

LatAm nominal exhange rates (NEER), Jan '20 = 100
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Cost of inflation fight to be borne on growth risks in 2024

LatAm'’s inflation fight is not over; the cost to local investment/growth risks will be felt in 2024
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China’s maturation poses longer term questions for some regional economies

China’s malaise remains a risk for LatAm prospects (and global/EM more generally)
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Dollarization can be a double-edged sword

Argentina | Looking for the silver bullet

Economic stability has been a rare commodity
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The dollarization project will be incredibly challenging
considering that the net stock of foreign reserves is negative
for c. USD 5-10bn

In practical terms, an estimated USD 40bn (maybe more)
required to dollarize (covering monetary base and central liabilities
for starters).

Post-dollarization impact on inflation trends have been
encouraging when looking to other economies with similar regime
shifts. But maintenance requires stricter fiscal discipline and
coherent macro-policy balance (and credibility?!).

Loss of external competitiveness and flexibility could be key
longer-term policy risk, especially with major trading partners that
maintain more flexible currency regimes, e.g. Brazil.

Otherwise, without monetary/FX flexibility to withstand domestic
and/or external economic shocks, the real economy is the
mechanism of transmission, with inherent social-political risks.
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Dollarization can be a double-edged sword
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* Ecuador’s dollarization in 2000, and its efficacy, remains a ®* El Salvador dollarized from a position of strength in 2001 after a long
continued source of debate. period of fixed peg and investment grade status. Relative macro stability,

averaging growth of 2% p.a., 2% nominal fiscal deficits.
®* Low inflation but also low FDI, low trend GDP growth, higher

structural fiscal deficit, high immigration, high labor informality and R
successive debt defaults.

However, consistent nominal fiscal deficits and periodic shocks led
to consistent debt accumulation and subsequent rating downgrades.

L . . Dollarization requires more adept policy management to external shocks
® Giving up local currency puts higher demands on prudent fiscal d PEpOlicy g

management and makes economy more susceptible to external
shocks (competitiveness, terms of trade, real economy adjustments).
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and consistent fiscal discipline absent positive shocks to growth and low
FDI.
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This commentary has been prepared by the U.S. trading at Santander US Capital Markets LLC (together with its affiliates, “Santander”) for its institutional investor
clients only, and may under no circumstances be redistributed beyond the recipient in whole or in part. The recipient is an “institutional account” as defined in FINRA
Rule 4512(c) that (i) is capable of evaluating investment risks independently, both in general and with regard to particular transactions and investment strategies and
(ii) will exercise independent judgment in evaluating any potential investments and any recommendations of any broker-dealers. For the avoidance of doubt, this
commentary is not suitable for or intended for retail investors.

This commentary has not been produced or reviewed by, and does not otherwise reflect the views or input of, the Research Department of Santander (“Santander
Research”). This commentary may conflict with the views of Santander Research, is not subject to all of the independence and disclosure standards applicable to
research reports prepared for retail investors and is not independent from the interests of Santander. Santander may have positions (long or short) in, effect
transactions in or make markets in the subject securities (or related derivatives) mentioned in this commentary, and such positions or trading may be inconsistent with
this commentary. However, Santander is under no obligation to make a market in or otherwise provide liquidity in any security discussed herein. This material may
have been previously communicated to Santander’s trading desk. Santander may have in the past or may in the future provide investment banking services (including
underwriting activity and loans) or other services for the companies mentioned in this commentary.

This commentary has been provided for informational purposes only and is not a recommendation, offer or solicitation for the purchase or sale of any security or
related instrument. This communication is intended to be short term and brief in nature, and therefore does not provide a full analysis of any issuer or security or a
sufficient basis upon which to base an investment decision. The individual circumstances of the recipient’s investment objectives and needs have not been considered
in this commentary, and nothing in this commentary constitutes investment, legal, accounting or tax advice or a representation that any investment strategy or service
is suitable or appropriate to the recipient’s individual circumstances. Information contained herein has been compiled from sources believed to be reliable, but no
representation or warranty, express or implied, is made as to its accuracy or completeness. The recipient should not rely on this commentary for any investment
decision or other action, and Santander expressly disclaims any liability for any losses arising from any reliance on or otherwise related to this commentary. This
commentary reflects the personal views of the individual sender of such commentary, and no part of his or her individual compensation was, is or will be directly or
indirectly related to its content. This commentary is provided as of the date and time thereof, and Santander does not undertake any responsibility to update or
revise any of the information contained herein, which may change without notice. Past performance is not indicative of future results.
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