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Q&A-LatAm set for biggest economic contraction in modern 

history: Alejo Czerwonko, UBS Global Wealth Management 

Latin American economies are set to experience the deepest contraction in modern history with 
expected output losses surpassing even the 2008 global financial crisis, Alejo Czerwonko, 
emerging markets strategist at UBS Global Wealth Management told the Reuters Global 
Markets Forum on Wednesday, May 6.  

Czerwonko expects the region’s growth to shrink 6% in 2020, noting that monetary and fiscal 
policymakers must strike a difficult balance between supporting their economies and maintaining 
fiscal prudence as coronavirus and low oil prices compound existing domestic challenges.  
 

Following are edited excerpts from the conversation: 
 

Q: Could you walk us through your broad expectations for LatAm growth this year? How have the recent dips in oil prices 

and the spread of coronavirus in the region impacted your forecasts? 

A: As you highlight, Latin American countries have added exogenous shocks to their long list of domestic challenges. Already bleak 

growth prospects in the region now look considerably more dire. on the back of the dual virus-oil shocks. The region is set to 

experience the deepest contraction in its modern economic history. 

Interestingly, the recessions associated with the Latin American bank loan crises of the 1980s, the regional crashes of the 1990s and 

early 2000s—Mexico's tequila crisis, Brazil's samba effect, and Argentina's default—and the global financial crisis of 2008 will pale in 

comparison to the output losses expected for 2020. 

 

Q: Do you have specific GDP forecasts for Brazil and Mexico? 

A: Providing point estimates of 2020 GDP growth is extremely challenging these days. We are pencilling in -6% YoY for the region as 

a whole, with the balance of risks to this forecast tilted to the downside.  

We expect the Mexican economy to be the hardest hit, as the country's leadership remains slow to react. -7.6% is what we are 

pencilling in for Mexico, and -5.5% for Brazil in 2020. We do expect a recovery to take place in 2021, in line with our expectation of a 

global economic normalization taking hold in 1H21.  

 

Q: What further measures do you see LatAm central banks rolling out to support their economies and markets? 

A: LatAm central banks have been quite aggressive already, all major central banks meaningfully cut rates, and some even initiated 

their own QE programs for the first time in history. There is some additional room for monetary policy easing, but not that much. 

Brazil will cut rates today, Mexico has room to cut. 

We need to remember that EM central banks also need to weigh financial stability concerns in their decisions, for instance, the 

consequences lower rates can have on exchange rates, and therefore on financial stability. This remains top of mind in Mexican CB 

officials, for example. Mexico has room to ease as the country has been a laggard in this regard.  

 

Q: Given that there's not much room for central bank easing, do you see further steps on the fiscal front from LatAm 

governments? 

A: We should see further steps, which will weigh on LatAm's already very challenging fiscal positions. 
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Q: How has the recent political unrest in Brazil impacted your outlook? Will the current situation prove a permanent setback 

to Guedes' reform agenda? 

A: Brazilian politics never cease to amaze... The political outlook became a lot murkier. We think it is unlikely we see the reform 

agenda regain sizable impetus in coming quarters in this context.  

 

Q: I wondered if you saw any additional supportive measures coming from LatAm central banks, besides what you've 

already discussed? 

A: We've seen some, but nowhere close to those observed in many developed markets.  

 

Q: Emerging markets can't possibly copy the developed markets' template to fight COVID-19. How do they balance 

supporting their economies and people with prudent fiscal responsibility? 

A: Most EMs will find it very challenging to balance supporting their economies and maintaining a prudent fiscal path. We'll see 

countries in LatAm coming on the other side with higher debt levels, lower credit ratings, and quite likely a lower structural growth 

outlook.  

That said, the larger economies in the region - Mexico, Brazil, Colombia, Chile, and Peru - all have buffers to weather the storm. 

These countries have increasingly relied on local currency borrowing in recent years, and therefore have manageable levels of 

external debt. They have pushed out debt maturities in times of ample liquidity conditions, and they also enjoy large foreign-

exchange reserves. So sovereign defaults, or strict capital controls in these countries are low-probability events for the foreseeable 

future, in my view. 

 

Q: Any specific levels to watch for BRL, MXN, and COP? Are there local factors that could be a catalyst for recovery in the 

Real? 

A: Latin American currencies remain one of the weakest links among regional assets in the near term. Now, despite near-term 

fragility, we need to recognize that considerable bad news is priced into these currencies already, with real effective exchange rates, 

for instance, trading well below 5 and 10 year averages. 

For this reason, in our base case we expect the BRL and the MXN to recoup some of their losses by the end of the year, when we 

forecast them to trade at 4.80 and 25 against the USD, respectively. 

 

Q: LatAm FX and stocks underperformed broad EM during April, do you see this trend continuing? 

A: Despite their underperformance, we see no clear triggers for a re-rating in coming weeks. Regarding equities, Latin American 

equity valuations have moved to price in the more challenging macroeconomic backdrop with an average 12-month-forward P/E ratio 

at around 11x, compared to a 10-year average of 12.4x. But consensus is not yet reflecting our expected over 25% decline in 

earnings in 2020, and again, we struggle to find clear triggers for a rerating of equities in the region near term.  

 

Q: Can [Mexican President] AMLO make good on his promises to revive Pemex after its downgrade? If the company 

weakens further, what moves could we see in MXN, and how much of these expectations are already baked in? 

A: AMLO is unlikely to successfully revive Pemex, but this is largely priced into Mexican assets. 

Pressure on Mexico's sovereign rating will persist. They can only move in one direction in coming months, and that is down. But I 

think Mexico will maintain [its] IG sovereign rating for at least the next 12 months. 
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