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The economy has outpaced
expectations, driven by income-
support measures for individuals
and better adaptation of firms and
households to the pandemic context.

However, the recovery has not
come to everyone as quickly and
there are still groups of people and
companies that have been unable
to overcome their difficulties.

The  recently—approved
subsidies  will
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With this momentum, there is less
need for monetary policy to be as
expansionary, so it should begin to
moderate in order to prevent inflation
from rising.




The economy has outpaced expectations, driven by income-support measures for individuals and better adaptation of firms
and households to the pandemic context.

* |n the period from January to April this year the economy grew more than expected.

e Although virtually the entire population was quarantined at the end of March, the
effect on economic activity was less than at the beginning of the pandemic as this time
individuals and businesses were better prepared.

e Consumption continues to grow strongly, spurred by the resources that consumers
have obtained from fiscal bonuses and subsidies and pension savings withdrawals.
Purchases of durable goods such as cars and technological items have been particularly
significant.

e On the business side, most important has been investment in machinery and
equipment.




However, the recovery has not come to everyone as quickly and there are still groups of people and companies that have
been unable to overcome their difficulties.

e The businesses most severely affected by the social distancing measures, including
some services and the construction sector, have had the most difficulties in resuming
their activities.
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e Small and medium-sized enterprises have struggled the most in adapting their
operations to the pandemic context.

® Investment in construction and works is the demand component that is lagging the
most.

e \Women are among the people facing the most difficulties to go back to work.

e The same is true for people with less education.




The recently—approved massive subsidies will continue to boost consumption, resulting in strong economic growth this year.

e The amounts involved in the extension of the Emergency Family Income and aids to small
firms are very significant.

e This extension will mean reaching over 15 million persons.
* Thus, government expenditure in 2021 will be substantial, exceeding its volume of 2020.
e This will lead consumption to grow strongly, but to the extent that companies are unable

to stock more products, the increased demand could result in price increases in those
goods and services that are in short supply.




With this momentum, there is less need for monetary policy to be as expansionary, so it should begin to moderate in order
to prevent inflation from rising

e Higher inflation would drive up the cost of living and reduce purchasing power, which
would be especially harmful to those most affected by the pandemic. That is why the
Central Bank will do everything in its hands to ensure that inflation does not become a
problem.

e While an increase in interest rates would make it more expensive to take out new loans,
higher inflation would raise the outstanding UF-indexed loan installments, house rents
and some utility payments.

* In any case, monetary policy will remain expansionary for a long time to come.




