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The focus will shift back to the political scenario with the proximity of elections in several 
countries. The debate will likely revolve around tax concerns and economic recovery

The political scenario gained importance in the region in recent months, reflecting the proximity of
presidential elections in Chile (November), Colombia (May 2018), and Mexico (July 2018), as well as the
congressional elections in Argentina on October 25. Although there are no elections in Peru in the short
term, its political environment remains important, as the government is facing resistance in Congress,
dominated by the main opposition party. In light of such a heavy election schedule, concern about the
medium-term outlook for economic policy will be on the radar once again, especially in Argentina, Mexico,
and Colombia.

Argentina: Economic activity has been surprisingly positive, reinforcing expectations of recovery.
The administration did well in the election primaries. A strong performance at the election itself may be
facilitate fiscal adjustment. Persistently high inflation may postpone interest rate cuts. (page 2)

Chile: Former president Sebastián Piñera is leading the polls for president. Meanwhile, the first signs of
economic recovery are materializing. We expect activity to pick up pace over the coming quarters,
responding to supportive monetary policy. The external scenario remains positive for the CLP, favoring a
contained inflation scenario. (page 4)

Commodities Special Edition: We believe the recent North Atlantic hurricanes will not lead to a sustained
rise in oil prices, and that the market’s balance still depends on the dynamics between the U.S. and OPEC.
For this year, we believe oil prices will likely fluctuate between USD 50 and USD 55. For 2018, improved
global growth will tend to decrease inventory levels worldwide, leading us to forecast a price of USD 55
per barrel next year. (page 6)

Colombia may face new challenges: (i) unfavorable outlook for oil prices; (ii) deceleration of economic
growth; and (iii) an increase in government spending related to the peace process. As such, a growing
importance is attributed to maintaining the fiscal austerity policy in the next government. (page 7)

Mexico: The coming months will include crucial definitions of NAFTA renegotiation, presidential elections
and Banxico’s monetary policy cycle. We believe in (i) the maintenance of fiscal austerity; (ii) favorable
NAFTA renegotiation; and (iii) no populist turnaround in the July 2018 elections. These may lead to further
monetary easing in 2H18 (page 9).

Peru: The political scenario remains complicated, with firm government opposition in Congress. Economic
activity is showing the first signs of recovery. With inflation close to the ceiling of the target, we believe
that the Central Bank will keep interest rates stable. (page 11)

2015 2016 2017 2018 2015 2016 2017 2018 2015 2016 2017 2018 2015 2016 2017 2018

Argentina 2.6 -2.2 2.8 3.0 26.9 41.0 22.0 15.0 33.00 24.75 25.25 17.00 12.9 15.9 17.3 19.4

Brazil -3.8 -3.6 0.9 2.8 10.7 6.3 3.0 3.9 14.25 13.75 7.00 6.75 3.90 3.26 3.10 3.20

Chile 2.3 1.6 1.6 2.5 4.4 2.7 2.6 3.0 3.50 3.50 2.30 2.70 709 671 650 650

Colombia 3.1 2.0 1.6 3.0 6.8 5.8 3.9 3.5 5.75 7.50 5.25 5.50 3174 3001 3050 3000

Mexico 2.5 2.3 1.8 2.3 2.3 3.2 6.0 3.5 3.25 5.75 7.00 6.00 17.2 20.7 18.0 18.2

Peru 3.3 3.9 2.8 3.7 4.4 3.2 2.6 2.5 3.75 4.25 3.50 3.50 3.41 3.36 3.25 3.35

GDP Growth (%) CPI Inflation (%) Policy Rate (%)
FX - year end

(LC / USD)
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The government's fiscal adjustment will 
require ongoing effort in the coming years.

• A surprisingly positive economic activity reinforces expectations of recovery.
• The primaries point to a favorable outcome for the administration in congressional elections, which may 

facilitate fiscal consolidation.
• Persistently high inflation should lead to postponed interest rate cuts.

Argentina

Growth data has surprised to the upside. Driven by a 3.8%
growth in consumption and an 8.3% increase in investment,
GDP is up 0.7% in the second quarter. Data released since
then shows that economic activity maintained this stronger
pace, with a 0.7% increase in the EMAE (monthly activity
indicator) between June and July. In addition, faster growth
in Brazil may provide support for the export sector.
Stronger activity data led us to revise our GDP growth
forecast for this year from 2.5% to 2.8%. For 2018, we
penciled-in GDP growth of 3%.

Primaries for legislative elections indicate a favorable
outcome for the government on October 25. The primaries
suggest that Cambiemos will increase their seats in both the
House and the Senate by about 40%. Although this would
imply that they will remain in a minority party, it should
facilitate progress on the reforms agenda. Former President
Cristina Kirchner is running for the Senate in the Province of
Buenos Aires, and came second in the primary election,
behind ruling-party candidate Esteban Bullrich. If the results
are confirmed on election day, there is a greater chance of
political continuity in the 2019 presidential elections. If this
scenario is confirmed, the prospect of economic policy
continuity may boost a positive reaction in the markets.

Greater government support in Congress would facilitate
fiscal consolidation. The Government’s goal over the next
four years is to gradually reduce the primary deficit, to
2.2%/ GDP by 2019. Non-recurring revenues related to the
recognition of undeclared assets abroad may help the
government meet this year's fiscal target (a deficit of
4.2%/). Moreover, resumed economic growth will likely
lead to an increase in tax revenues. From the expenditure
side, energy subsidy cuts will also help in the adjustment.
However, meeting the 2018 target will probably require
additional fiscal measures.

Polls suggest a greater participation of the 
governing coalition in Congress.

Congress composition suggested by the last polls
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Meanwhile, inflation remains high. Inflation fell more
slowly than expected. Monthly inflation has stabilized
around 1.5% in recent months, with core indicators above
1.0% as well. The increase in y/y inflation in August
reflected a base effect, as prices in August 2016 fell 0.7%,
following a court ruling that ordered a temporary reversal in
electricity price increases. We expect inflation to slow in the
coming months, to about 22% increase by the end of 2017.

Interest rate cuts may be postponed. Since meeting this
year’s inflation target this year (between 12% and 17%)
seems unlikely, Central Bank communication started to
focus on targets for 2018, with inflation between 8% and
12%. We believe that the monetary authority will start a
cycle of interest rate cuts only after core inflation shows
clearer signs of accommodation. Therefore, considering the
prospects for more gradual inflation deceleration in coming
months, we raised our year-end interest rate forecast from
23.50% to 25.25%, falling only 1 percentage point in 2017.
Inflaion fell slower than expected, and we believe that
monetary policy will remain conditioned by the decline of
inflation, with the BCRA maintaining relatively stable real
interest rates.

Disinflation remains, but at a slower pace 
than expected.

Interest rate drops should be slower, in 
response to less intense disinflation.
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Economic activity is stabilizing.

• Former president Sebastián Piñera is leading the polls for president.
• The economy is starting to show the first signs of recovery. We expect activity to pick up the pace over

the coming quarters, reflecting monetary policy easing.
• The external scenario remains positive, favoring currency appreciation and controlled inflation.

Chile

Former president Sebastián Piñera is leading the polls for
the presidential election. A little less than a month before
the first round of presidential elections on November 19,
Piñera is leading the polls. On the other hand, the ruling-
party candidate, Senator Alejandro Guillier, challenges
Beatriz Sanchez for second place, who is running as a
member of the recently created Frente Amplio coalition.
Polls for a possible second round, scheduled for December
17, show Piñera ahead of both candidates. Among all the
candidates, the former president’s economic agenda is seen
as the most business-friendly.

Activity begins to show the first signs of recovery. GDP
grew 0.7% in the second quarter, driven by a 0.7% increase
in consumption. Investments, however, decreased by 0.2%.
The monthly activity indicator rose 0.3% in August following
a 0.9% drop in July, suggesting the economy will continue to
expand in the third quarter.
We believe the economy will accelerate in the coming
quarters, reflecting the stimulus provided by lower interest
rates on consumption and investment and the gradual
improvement of the investment climate, supported by more
favorable commodities prices.

Accommodating monetary policy will help the economy
grow. In response to slower activity throughout the first
half of the year and an inflation scenario in line with the
target, the Central Bank cut interest rates to 2.5%. Since
then, the Central Bank indicated that monetary stimulus
should be enough. Unless growth surprises to the downside,
we do not expect new interest rate cuts. We think that rates
will remain at their current levels at least until the middle of
next year. The current monetary policy is already exerting
more effective influence on domestic consumption, which
should be enough to stimulate an economic upturn in 2018.
As such, we maintain our estimate for GDP growth at 2.5%
in 2018.

Piñera leads presidential polls.
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If June’s decline in inflation persists, we believe that the
monetary authority could choose to apply new interest
rate cuts. Inflation expectations remain anchored, with
average upward projections at 2.3% in 2017 and 2.8% in
2018. The favorable development of the exchange rate has
also been contributing to lower inflationary pressure. We
expect inflation to reach the target in the coming months,
closing the year at 2.3%. The current inflation rate (+1.9%),
below the target floor, still reflects weak activity in recent
quarters and the recent currency appreciation. Both factors
should be mitigated over time, with gradual acceleration of
future inflation.

The foreign scenario remains favorable. International
copper prices, which represent about half of the country’s
total exports, have increased and the current price is about
30% above the 2016 average. Furthermore, expectations of
that U.S. monetary policy will be normalized gradually has
favored EM currencies. These factors reinforce our
expectation that Chilean currency will not experience
significant changes until the end of the year, exerting a
neutral effect on inflation from now on. Note that increased
global economic growth should help to improve Chilean
exports and terms of trade. The country has a high degree
of trade liberalization, and, therefore, a greater sensitivity
to changes in the global environment.

Low inflation reflects slow growth and 
currency appreciation.
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Commodities Special Edition: Oil

o The effect of the hurricanes was not sufficient to impose a sustained rise in oil prices. The affected
area is not responsible for a large percentage of U.S. oil production, even though a significant portion
of the refineries are concentrated there. Therefore, although there was a considerable effect on
prices, we believe it will be only temporary.

o Market balance still depends on the dynamics between the U.S. and OPEC. On the one hand, U.S.
production should hit a new record at the beginning of 2018, even with WTI prices below USD 50
abarrel. The country’s inventories tend to accumulate due to a temporarily diminished demand
because of the hurricanes. That should mean downward pressure on prices in the coming months.

o OPEC has been facing difficulties to maintain control of supply and fulfill the agreement that was
extended in May. Some small producers (Nigeria and Libya) have been raising output,1 hindering full
control of the group. It is up to Saudi Arabia, the largest producer, to compensate for these increases
and meet the targets associated to the agreement. This commitment has been reinforced by the
country’s authorities, but restraining production hasn't been sufficient to fully offset increases by
other producers.

o Therefore, we believe that prices this year will remain in the USD 50-55 range, but there’s still an
asymmetric downward risk. The risks associated with increased supply and inventory accumulation
greater than expected are still present.

o For 2018, even though there’s a risk that OPEC will not to renew the agreement, global growth and the
consequent increase in product demand tend to decrease the level of inventory worldwide. Therefore,
prices will likely fluctuate around USD 55 a barrel next year.

1Some countries in the group had suffered strong supply reductions in recent years, whether because of internal civil issues or
regional conflicts that had hampered production.
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Tax reform already shows signs of 
collection improvement in GDP percentage 

points.

• The prospect of stable oil prices (see Commodities Box, page 6), and an increased expenditure scenario 
to fund the peace process, reinforce the importance of fiscal austerity policy.

• Controlled oil prices also bring new challenges to the country’s external accounts, both concerning 
exports and the flow of foreign investments.

• In light of an inflation scenario close to the target ceiling and signs of a greater resilience of current 
inflation, BanRep announced the end of the interest rate cutting cycle. 

Colombia

Although the fiscal reform approved at the end of last year
is already showing positive results, additional fiscal
austerity is still required to reduce the country’s debt/GDP
ratio. The government proposal is to reduce nominal deficit
from the current 3.5% to 3.1% of the GDP in 2018. Part of
the reasons for gradually reducing the deficit includes the
additional costs of the peace process and the recent
frustration over economic growth and revenues.

Despite gradualism in the current setting, medium term
expectations remain positive. The tax reform approved at
the end of 2016 should be able to raise government
revenue collection via (i) increase in the value-added tax
rate (VAT); and (ii) an increase in the income tax base, due
to the growing formalization of the economy. The reform
foresees a gradual reduction of the corporate tax rate and
increased punishment for tax evasion, increasing the
incentive for formalization. The effects of these changes can
already be felt, with an increased collection by the central
government from 14.6% of the GDP in mid-2016 to 15.4%
of GDP in September 2017.

This collection improvement partly compensates for the
waning importance of the oil sector as a source of
government revenue, through the decreasing collection of
direct taxation on oil extraction, transportation,
commercialization, and production, but especially through
the sharp reduction in dividend payments by state-owned
company Ecopetrol, which used to represent more than
10% of the government’s total revenue. Thus, as pointed
out in our Commodities article, the price outlook for 2018
should not be very different from current prices. The oil
sector should continue to contribute little as a source of
additional revenue for the government, which must work
under this more restrictive premise regarding the fiscal
adjustment ahead.

Another result of this lower dynamism of the oil sector is a
slowing growth. The sector gained economic importance
over the last 10 years, coming to represent more than 50%
of exports in 2014.

Fast deficit deterioration raised concerns 
about fiscal sustainability.
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The lackluster outlook for oil prices continues to weigh on
the country’s external accounts, both on exports and the
flow of external investments, despite some minor
improvement in recent quarters. Exports fell by as much as
43% at their low, when oil prices stood at about USD 30, but
are now showing signs of recovery, both because of the
recovery of oil prices and an increase in non-oil exports,
favored by a currency depreciation.

The persistent external vulnerability appears to have been
one of the reasons that led the Central Bank of Colombia
(BanRep) to end the easing cycle at its last meeting. Other
reasons presented by BanRep included (i) a greater inflation
resilience, with economic inertia greater than expected; and
(ii) inflation expectations close to the ceiling of the inflation
target.

The need for further adjustment in the external and fiscal
accounts makes the upcoming legislative (March 2018)
and presidential (May 2018) elections even more
important. The outcome of the presidential race remains
uncertain, with three prospective candidates running close
in the polls, and it is not clear who will receive support from
the still very popular former president Alvaro Uribe. The
ruling-party candidate, who is committed to the adjustment
policy, is former vice president German Vargas Lleras, who,
on the other hand, faces a certain resistance from part of
the population because of his support to the peace
agreement with the guerrillas. Gustavo Petro is the most
left-leaning candidate, and said he opposes the fiscal
adjustment. The center-left independent candidate, Sergio
Fajardo, appears as a surprise, and has been gaining the
voters’ preference. Fajardo is building upon the strong
rejection to career politicians after the country’s corruption
scandals. Finally, it remains to be seen who will be the
rightist candidate nominated by Uribe, who still enjoys wide
popular support. It is worth remembering that Óscar Iván
Zuluaga, who would be Uribe’s natural choice (and ran
against Santos in 2012), pulled out of the running due to his
alleged involvement in corruption charges.

The persistence of this level of uncertainty so close to the
elections makes the environment for the coming quarters
very fluid. The prospect of stable oil prices, modest
economic growth, and increased spending due to the peace
process suggests maintaining fiscal austerity will be crucial,
posing a challenge for the next government’s political
composition in support of this agenda.

A worsening current account largely 
reflects the decline in oil prices.

The electoral scenario remains uncertain, 
and the election only decided in the second 

round.
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Tax reform has raised tax collection 
participation.

• An adverse combination of factors resulted in increased uncertainty about Mexico’s fiscal results in the 
medium term.

• We believe that the effects of the August and September natural disasters on activity and inflation will 
be temporary, but may compromise meeting the fiscal target in 2018.

• The coming months will include crucial definitions of NAFTA renegotiation, presidential elections and 
the next steps in the Banxico monetary policy.

Mexico

An adverse combination of factors increased our concerns
about Mexico’s fiscal adjustment in coming years.
Although the government remains committed to
maintaining the fiscal adjustment, promising to double the
fiscal effort in 2018, the combination of (i) slower economic
activity; (ii) uncertainty about a successful NAFTA
renegotiation; (iii) the probability of increased tax
expenditures following earthquake reconstruction; (iv) and
the presidential and legislative elections in 2018 cast doubt
on the country’s ability to deliver the adjustment as fast as
promised.

As a result of the 2013-14 tax reform, which reduced fiscal
dependency on the oil sector, a less favorable outlook for
commodity prices (highlighted in our Special Commodities
Box) no longer implies such a negative impact on
government revenue as it did in the past. However, this less
favorable scenario compromises the country’s economic
growth, given the high importance of the oil sector in
Mexican industrial production.

In addition to the weak growth in the oil sector, domestic
consumption and investments remain sluggish. Part of this
weaker momentum of domestic demand is due to the
tightness in recent years’ monetary and fiscal conditions.
However, uncertainty surrounding NAFTA renegotiation,
which will likely persist into 2018 takes a toll on investment.
Domestic consumption, on the other hand, is affected both
by high inflation and the decreasing value of foreign
remittances in local currency, which reduce household
disposable incomes.

This lower growth scenario is hindering the government's
ability to meet the fiscal target, which has only managed
to keep the adjustment trend due to extraordinary capital
gains from the Central Bank of Mexico (Banxico) resulting
from operations in the foreign exchange market. Without
this extraordinary revenue, primary surplus would be -1.2%
of the GDP instead of the current +1.5%.

Although the debt ratio in GDP percentage 
points is still not very high, its recent rapid 

deterioration is a cause for concern..
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We believe that the effect of late August and early
September hurricanes and the two earthquakes that hit
the country should not significantly change the GDP
growth. The country, in fact, was not badly hit by these
hurricanes, and the contraction in activity because of the
earthquake should be almost completely compensated by
spending on reconstruction efforts in the months that
followed. However, the temporary rise in fuel prices caused
by the hurricanes should affect domestic inflation, delaying
the price decompression trend and, consequently, leading
Banxico to maintain interest rates at the current 7% level
for a longer period of time.

The two earthquakes that affected significant areas in the
country (representing approximately 35% of the national
GDP) should result in increased government fiscal
spending. In addition to this probable increase in
government spending due to reconstruction costs, 2018 will
be a general election year, which can result in additional
difficulties for the fiscal adjustment.

Finally, the presidential elections, though still uncertain,
may jeopardize maintaining the adjustment policy, as the
current leader in the polls is the left-wing candidate,
Andrés Manuel López Obrador (AMLO), whose economic
agenda opposes the one currently in place. Even though
candidates are still undefined, recent news that Margarita
Zavala, second-place in the polls, has decided to abandon
the coalition (PAN-PRD-MC) to run as an independent
candidate escalates the risk of vote fragmentation,
therefore increasing the chances of victory for Lopez
Obrador. It is worth noting that Mexican elections are
defined in a single round, which increases the risk that an
electoral environment with many candidates will result in
the victory of a minority candidate.

Therefore, the coming months will include crucial
definitions of NAFTA renegotiation, presidential elections
and the next steps in the Banxico interest rate policy. We
continue to believe in (i) the maintaining the fiscal
adjustment trend; (ii) favorable NAFTA renegotiation; and
(iii) the absence of a populist turnabout after the July 2018
elections, which will tend toward a softened monetary
policy in the second half of next year.

Extraordinary income should ensure 
compliance with the 2017 fiscal target.

Strong data from the U.S. economy and 
increased uncertainty about the electoral 

scenario explain the recent downturn in 
the currency rate.
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The end of a series of temporary shocks 
should keep inflation low in the coming 

months.

• The political scenario remains volatile, with strong opposition to the government in Congress.
• Economic activity is showing the first signs of recovery.
• We believe that, with inflation levels close to the target ceiling, the Central Bank will maintain interest 

rates stable. 

Peru

The political scenario remains volatile, with strong
opposition to the government in Congress. The
administration’s difficulties to advance its agenda reflect
the fact that the main opposition party holds absolute
majority in Congress. Last month, Prime Minister Fernando
Zavalla was forced to leave the cabinet after losing a vote of
confidence in Congress. The standoff was triggered by the
opposition's attempt to remove the Minister of Education,
following a teachers’ strike. The president then appointed a
new cabinet led by Mercedes Aráoz, who kept most of the
previous members, and does not indicate a significant
change in political orientation. The new cabinet must be
confirmed by Congress soon, as a second no-confidence
vote would allow the president to dissolve Congress and call
early elections.

The economy shows the first signs of recovery following
shocks in the first half of the year. The economy was
affected by heavy rains in the first half of 2017, which
strongly impacted production and infrastructure, causing
bridges to collapse and blocking roads. Furthermore,
substantial investments in infrastructure were paralyzed
after allegations of corruption emerged. In particular, the
awarding of the Gasoduto do Sul [Southern Pipeline]
concession was revoked. A new tender process is only
expected in 2018. Our expectation for the second half of
2017 is that economic activity will begin to recover and will
gain momentum. For next year, we still expect GDP growth
of around 4.0%.

We expect inflation to remain within the target range. In
September, inflation returned to the 1%-3% target range. A
small deflation was recorded last month, reflecting the
lower prices of some food, which rose significantly in the
two previous months. After the shocks in food prices, and
considering that we don't expect a more pronounced
exchange rate depreciation, we believe that inflation will
continue to decline in the coming months, ending the year
at 2.6%. For 2018, we estimate an inflation rate of 2.5%.

After intense deceleration, activity shows 
the first signs of stabilization.
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In the face of slowing activity in the short term and the
worsening expectations for GDP performance, the Central
Bank reduced interest rates. The interest rate was reduced
from 4.25% to 3.5% throughout the year. In a statement
issued after its September meeting, the monetary authority
said that a 3.5% inflation rate is compatible with the target
range for 2017 and 2018. Therefore, we understand that
the interest rate cutting cycle has ended, and that interest
rates should remain at their current level until the end of
2018. However, the monetary authority has left open the
possibility of further cuts in interest rates. We believe that
frustration of the signs of the incipient resumption of
activity could lead to a new cut in interest rates.

More consistent disinflation will maintain 
Central Bank interest rate cuts.
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