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Changes in commodity prices have a significant impact on
economic activity in LatAm, with economic cycles often determined
by the rise and fall of a small number of basic materials. The positive
shocks to commodity prices due to the remarkable recovery in the
global demand for goods, which followed unprecedented
Covid-related stimulus, and the war in Ukraine are having a mixed
impact. While export countries are reaping the benefits, the surge in
oil and food prices is having a negative effect on domestic activity,
with disposable income and sentiment in decline.

Unfortunately, we do not see the surge in commodity prices as

the start of a new commodity supercycle like those which have
benefitted the region in the past, but it does offer the potential to lift
growth in the short term and allow some repositioning of economic
models in a region that has suffered a structural decline in trend
growth. From a financial market perspective, the commodity rally
has been a boon, with the region significantly outperforming global
stock markets this year. While the good news on the commodity
front now seems largely reflected in prices, with inflation in the
process of peaking and the rapid rise in interest rates expected to
slow down by Q12023, prospects for financial assets appear to be
good rather than great.

GDP growth in LatAm (%, YoY)

8% A

AAYWNANA
Y V

-4% 4

—— GDP growth LatAm (%, YoY)

-8% A
1981 1985 1989 1993 1997 2001 2005 2009 2013 2017 2021

Source: IMF, ZIG



Annual average GDP growth during and after the commodity supercycle (%)

10% 1 m1980-1999 m2000-2014 m2015-2021

2% -

AE G7 EM Asia EM Europe

Source: IMF, ZIG

The economic impact of increases in commodity prices
The current increase in commodity prices, which started
in 2020 and accelerated with the geopolitical crisis
between Russia and Ukraine, is occurring at a
challenging time for LatAm. The economy is facing
supply chain constraints due to the pandemic, inflation
rates that are significantly above most targets with central
banks tightening aggressively, and the global economic
outlook is deteriorating.

The economic impact of higher commodity prices is
likely to have different implications among countries
depending on the specific commodities that each
country exports or imports. Furthermore, considering that
energy and food prices have risen the most, the positive
impact on the region should be lower than in a
supercycle as the significant increases in energy prices
for domestic use should partially offset gains from other
commodity exports with more bifurcation between
winners and losers this time. Those countries that are

net exporters of food and energy will likely be the winners
of this cycle, but the outlook is mixed.

Looking at the various countries in more detail we see
that Argentina, Brazil, Chile, and Colombia all export
commodities but have differences among them, as
exhibited in Chart 4. For example, Chile and Colombia are
opposites when it comes to energy trade, while Brazil and
Argentina have food as their main commodity exports.
Since Q4 2014, Mexico has been a net importer of oil

and currently exports mainly manufactured goods to

the United States.
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Colombia, a net oil exporter, has benefited the most in
LatAm from the increase in the oil price, showing the
greatest gain in the relative price of exports versus
imports, measured as the improvement in commodities
terms of trade' in 2022. The rise in soybean and grain
prices has allowed Argentina to improve its fragile
financial position. However, local political uncertainty will
likely impede any long-lasting effect, while inflation also
remains rampant undermining Argentina’s outlook. Brazil
is mainly a net exporter of metals and soft commodities
thereby experiencing a net positive impact from rise in
their price, which was one of the drivers of its economic
resilience during Q1. Chile and Mexico, however, are
both net importers of oil, and show a decline in terms of
trade since the beginning of the year as energy prices
have surged. Chile was able to compensate for part of
the deterioration through its position as the world’s
largest copper exporter, with prices up by close to 100%
since their lowest point during the pandemic despite a
recent pull-back. However, the negative impact of oil
prices, which are up by over 300% in the same period,
more than offsets this. Therefore, Colombia, Brazil, and
Argentina seem to be best positioned to benefit from the
commodities boom.

"The commodity terms of trade measures the value of the
commodities exports divided by the value of the commodities
imports of a country
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The most direct impact of the commodity price
shock, however, is the additional inflation
pressure. The spike in commodities, which are of
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From a long-term perspective, the risks that the
geopolitical conflict between Russia and Ukraine
has brought to foreign trade flows can be seen as
an opportunity. LatAm has a great wealth of natural
resources, which may lead to a boom in capital
investment in commodity production as buyers
seek to diversify their suppliers, boosting economic
activity and providing additional foreign trade flows
to the region. However, political uncertainty and the
future direction of economic policy are risks for the
business environment, potentially undermining and
clouding the economic growth outlook.
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The financial market impacts of increases in commodity prices

The equity markets are showing positive performance
in several countries in LatAm, despite the challenging
global economic outlook and the persistent fall of most
global equity markets during 2022. A key factor behind
this resilience is the rise in commodity prices. The
commodity sector weighs around 20% of the MSCI
LatAm Index. Since Dec 2021, the MSCI LatAm and the
S&P Industrial Metals Index resumed their positive
correlation, as shown in the following chart. The MSCI
LatAm has outperformed EMs and global markets YTD,
led by countries more sensitive to commodities like
Brazil, Chile, and Colombia. Brazil is a value player, with
commodities and the financial sector representing
around 70% of the MSCI Brazil Index. Colombia is also
a value player, with energy related companies weighing
around 30% of the index. In Chile, commodity related
companies represent 50% of the index. In Mexico, the
exposure of the equity index to commaodities is lower
and consequently the market is lagging this year.
However, the index has a high exposure to the financial
sector, which should benefit from higher interest rates.
In the short-term, we expect the current negative
investment sentiment to continue to weigh on the
Mexican market, but in the medium-term its value
composition is an attractive attribute for this market.

Correlation between the equity market and commodities

In Chile, the constitutional process for writing

a new Magna Carta is reducing business
confidence, impacting investment projects. In
Brazil, as the presidential election approaches the
political pressure to reduce inflation has increased,
adding uncertainty regarding fiscal responsibility
and undermining local asset prices. In Colombia,
the recent election of leftist candidate Gustavo
Petro as President will likely add more volatility
and uncertainty to the equity and the FX markets.
However, considering the attractive valuation,
high dividend yields, and an expected end to the
tightening cycle, we continue to see potentially
good returns in Latin America in the medium term,
but tactical, selective, and timely strategies will be
key to profit in this volatile region.

The FX market is also highly correlated with
commodity prices, with LatAm currencies being
more resilient than other emerging market
currencies despite the strength of the US dollar.
However, the volatility in FX is expected to
continue, and the performance of local currencies
will depend on the reaction function of the local
central banks and the Fed as well as the evolution
of political uncertainty.
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Conclusions

Despite the recent surge in commodity
prices, we do not see this as the start of a
new supercycle. While the region will benefit
from the recent price moves, we do not think
the economic activity will recover the growth
rates of the first decade of the OOs nor be
sustained above trend over the coming
years. Nevertheless, LatAm’s wealth in
natural resources has the potential to

push trend growth higher in the future if
diversification of global commodity supply
chains continues and business investment
steps up. As the recent increase in
commodity prices was mainly driven by
supply constraints, the positive effects of
higher commodity prices are likely lower than
in the supercycle as the increases in energy
prices should partially offset the gains and

the deterioration of the global outlook should
reduce foreign trade flows. The higher output
costs have increased inflation, which has
reduced households’ disposable income
and forced central banks to tighten more
aggressively. The high interest rates will harm
economic growth, despite the tightening
cycle being close to its end. Also, the
unanticipated fiscal revenues due to high
commodity prices are being used to cap
food and energy prices, increasing the
pressure on fiscal accounts and minimizing
the potential for a positive outcome. Local
assets will remain volatile in the short term,
but we expect a positive performance once
global sentiment improves and the local
political uncertainty reduces.
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Disclaimer and cautionary statement

This publication has been prepared by Zurich Insurance Group Ltd and the opinions expressed
therein are those of Zurich Insurance Group Ltd as of the date of writing and are subject to
change without notice.

This publication has been produced solely for informational purposes. The analysis contained and
opinions expressed herein are based on numerous assumptions concerning anticipated results
that are inherently subject to significant economic, competitive, and other uncertainties and
contingencies. Different assumptions could result in materially different conclusions. All
information contained in this publication have been compiled and obtained from sources believed
to be reliable and credible but no representation or warranty, express or implied, is made by Zurich
Insurance Group Ltd or any of its subsidiaries (the ‘Group’) as to their accuracy or completeness.

Opinions expressed and analyses contained herein might differ from or be contrary to those
expressed by other Group functions or contained in other documents of the Group, as a result
of using different assumptions and/or criteria.

The Group may buy, sell, cover or otherwise change the nature, form or amount of its investments,
including any investments identified in this publication, without further notice for any reason.

This publication is not intended to be legal, underwriting, financial investment or any other type
of professional advice. No content in this publication constitutes a recommendation that any
particular investment, security, transaction or investment strategy is suitable for any specific
person. The content in this publication is not designed to meet any one’s personal situation.
The Group hereby disclaims any duty to update any information in this publication.

Persons requiring advice should consult an independent adviser (the Group does not provide
investment or personalized advice).

The Group disclaims any and all liability whatsoever resulting from the use of or reliance upon
publication. Certain statements in this publication are forward-looking statements, including,

but not limited to, statements that are predictions of or indicate future events, trends, plans,
developments or objectives. Undue reliance should not be placed on such statements because,
by their nature, they are subject to known and unknown risks and uncertainties and can be
affected by other factors that could cause actual results, developments and plans and objectives
to differ materially from those expressed or implied in the forward-looking statements.

The subject matter of this publication is also not tied to any specific insurance product nor will it
ensure coverage under any insurance policy.

This publication may not be reproduced either in whole, or in part, without prior written permission
of Zurich Insurance Group Ltd, Mythenquai 2, 8002 Zurich, Switzerland. Neither Zurich Insurance
Group Ltd nor any of its subsidiaries accept liability for any loss arising from the use or distribution
of publication. This publication is for distribution only under such circumstances as may be
permitted by applicable law and regulations. This publication does not constitute an offer or an
invitation for the sale or purchase of securities in any jurisdiction.
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