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LATAM Market Update  

 Chile: Fiscal stimulus and new macroeconomic scenario will require 

sovereign debt by about US$12.5 billion per year between 2021-2024 

 Colombia: The current account deficit keeps widening; FDI continues to 

be the main source of financing  

 

CHILE: FISCAL STIMULUS AND NEW MACROECONOMIC SCENARIO WILL 

REQUIRE SOVEREIGN DEBT BY ABOUT US$12.5 BILLION PER YEAR 

BETWEEN 2021-2024 

Economic recovery plan announced by the Government implies sell of dollars by 

US$11 billion during the next months. 

 Fiscal package considers measures for US$5.5 billion: These include US$500 

million previously announced to capitalize Banco Estado and US$200 million 

for Corfo (Chilean Economic Development Agency). 

 Investment and reconstruction of damaged infrastructure and public goods for 

US$2.4 billion. These include: (1) Reconstruction (Excluding Metro): US$855 

million; (2) Investment projects in regions: US$480 million; (3) Housing 

construction, subsidies and neighborhood improvement: US$350 million; (4) 

Bring forward investment in local equipment: US$218 million; (5) Santiago-

Melipilla Train: total cost of US$1.5 billion in five years, with an expense of 

US$200 million per year over the next two years; (6) Investment in safe water 

for US$200 million. 

 Protection of employment and salary supplement due to a reduced working 

day: for those companies that prove that their activity has been affected by 

the crisis, workers affiliated with Unemployment Insurance who spend 

reduced hours with their employer may obtain a supplement to their income 

from this insurance. 

 Support for Small and Medium Enterprises (SMEs): An additional 

capitalization of US$100 million is added to the Guarantee Fund for small 

entrepreneurs. All these measures would allow smaller companies to access 

loans for about US$9 billion. Also included are measures such as: 

 Early repayment of income tax: for SMEs that experienced a drop in 

sales in October. Depending on the magnitude of that fall, between 

20% and 75% of the Monthly Provisional Payments (MPP) will be 

returned in advance. 

 Facilities for the payment of VAT: for the same universe of SMEs, 

facilities for the payment of VAT will be granted for the months of 

October, November and December 2019. These payments may be 

made in 12 installments with zero real interest rate, beginning the 

payment in February 2020. 

 Special regime of donations for SMEs, favouring donations to 

companies that suffered material or significant losses in their 

productivity or sales. 

 Modernization of payments by the Central Government: the purchase 

and payment process of the State will be fully digital. 
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The previous measures are added to the already announced Social Agenda, which contains measures on pensions, public 

transport, minimum income and medicines, among others. 

Fiscal and financial implications: (1) some appreciative pressure on the peso; (2) an increase in long-term interest rates 

but with short-term containment 

 These measures, together with the recently approved social agenda would bring the effective fiscal deficit to 4.4% of GDP in 

2020, while the structural deficit would reach 3% of GDP in 2020. In addition, the convergence of the structural deficit is 

modified, reducing it by 0.5pp per year, reaching 2% of GDP in 2022 (1% previously). 

 This greater deficit includes the largest expenses recently announced and the adjustment in the macroeconomic scenario for 

the coming years. Public spending would grow a significant 9.8% in 2020 in real terms, compared to 2019. In addition, growth 

projections for 2019 and 2020 have been corrected downward, which reduces the estimations of fiscal revenue explaining part 

of the greater effective deficit. A GDP growth of 1.4% is projected in 2019 and between 1.0 and 1.5% by 2020. 

 The financing needs of the year 2020 would reach US$16.6 billion. This will be financed with US$9,000 millions of debt 

authorized by Congress and US$7,600 millions from assets of the Public Treasury (PT). 

 Of these US$9 billion of debt, 40 percent will be issued in foreign currency abroad (about US$3.6 billion) and the remaining 

US$5.4 billion in local currency (peso and UF). The auction calendar should be announced at the beginning of the year and it 

is expected that foreign currency papers will be issue as soon as possible, probably in January. 

 Regarding the US$7,600 millions that will be obtained from the assets of the PT, they would come from the SWF (Economic 

and Social Stabilization Fund), since the assets in the treasury are mostly in pesos and that the special withdrawals from the 

Pension Fund require a legal modification that we do not see feasible for now. As of October, the SWF market value reaches 

US$14,248 millons, while the cash (Other assets of the PT) amounts to US$4,092 millions, where only US$427 millions are in 

dollars. 

 In sum, the treasury will obtain about US$11,000 millions (debt + assets) in foreign currency, which we estimate will be 

liquidated in the short term, thus favouring the availability of dollars in the local market, helping to contain greater 

depreciations of the peso and joining the FX intervention of the Central Bank. In this dimension, a clear coordination between 

the Treasury and the Central Bank is demonstrated. 

 The new fiscal scenario will also imply greater financing needs for the 2021-2024 period. It is expected that gross debt would 

reach 38 percent of GDP in 2024. To meet this projection, we estimate additional debt issuances for about US$50,000 millions 

between 2021-2024, that is, about US$12,500 millions per year. 

 This implies an upward bias on long-term interest rates but with short-term containment. The effect of this greater 

indebtedness on the yield curve is upward, but it is mitigated in the short term by the decision to issue less sovereign debt in 

local currency over the next year (US$5.4 billion compare to US$8 billion one month ago), favouring the issuance of debt 

denominated in foreign currency abroad. This will keep the local sovereign fixed income market narrower in 2020, due to the 

structural demand of institutional investors for these instruments. 

 We know that Credit Rating agencies have worked with a convergence of sovereign debt to GDP ratio closer to 30% than 

40%. 

—Jorge Selaive, Carlos Muñoz & Waldo Riveras 

COLOMBIA: THE CURRENT ACCOUNT DEFICIT KEEPS WIDENING; FDI CONTINUES TO BE THE MAIN SOURCE OF 

FINANCING  

Up to September-2019 the current account deficit widened to 4.39% of GDP (US$ 10.4bn), from 3.75% of GDP during the same 

period in 2018 (US$ 9.3bn). Although the external deficit financing continues to be healthy (net FDI was US$10.8bn), it continues 

to be one of the main vulnerabilities for the Colombian economy's long-run sustainability.  

Current account deficit increased due to higher trade balance deficit which came in at US$6.1bn, US$3.04bn higher than the first 

three quarters of 2018, due to imports expansion of 5.4% y/y, while exports contracted 3,2% y/y. Imports' significant increase was 

mainly on the back of fuel and transport equipment imports (capital and raw materials imports). Exports’ contraction was due to 

lower mining exports, especially coal and oil, due to the effect of lower international prices and lower quantities exported especially 

in coal.  
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On the financing side, the financing account showed that FDI continues to be the most important source of current account deficit 

financing; Between January-Sept 2019 FDI inflows stood at US$10.8bn (+25.1% y/y), while portfolio investment inflows came in at 

US$1.86bn (+290.9% y/y). FDI composition shows that 36.2% was in oil and mining sectors, 23.1% in the financial system, 13.3% 

in the manufacturing sector, 7.2% in hospitality, and 20% in other sectors. Portfolio investment recovery during 2019, up to 

September, was due to an increase in public external debt issuance net purchases by offshore agents that government has 

monetized (US$1.95bn). 

Two issues raise concerns from the Q3-2019 balance of payments results, i) exports have not responded to the exchange rate 

depreciation. In fact, non-traditional exports are stagnant at around US$3.5 quarterly for the last five years, despite the 60% COP 

depreciation, and traditional exports, especially coal exports, are decreasing due to structural factor related with production; ii) 

exchange rate depreciation have not affected the imports dynamics, due to offsetting effects of lower international prices of 

imports, as well as, the economic activity recovery led by higher investment that increases demand for imports of capital and raw 

materials. In a context in which traditional exports don’t respond to FX depreciation and structurally high imports, the strong 

dependency of external inflows to finance the structural high current account deficit remain. 

On monetary policy front, current account deterioration continues to be a difficult issue for BanRep. Although the Board has 

stressed many times that monetary policy is not the right instrument to fight a structural high current account deficit, second-round 

effects as currency depreciation and higher country risk perception due to higher external imbalance can push headline inflation 

and inflation expectations up, and force BanRep to maintain repo rate unchanged in the coming months or even change the tone 

to a less neutral one. Although FDI is financing the higher deficit, which is healthy, we think that the structural high current account 

deficit will continue to be a source of concern in terms of longer-run sustainability, especially under the current context of 

uncertainty and volatile financial markets worldwide.  

 

 

 

 

 

 

 

 

 

 

—Sergio Olarte & Jackeline Piraján  
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