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Economy: Since 2011, in electoral years (odd) the economic imbalances have been steeped to
achieve growth and disinflation. In even years, the necessary cuts were made, resulting in GDP falls
and inflation acceleration. But 2018 left a very negative statistical carry-over effect that will be difficult
to revert. The announcement about the Central Bank being able to sell foreign currency while the
exchange rate sits below $51.5 eased the exchange rate pressures. This allowed the exchange rate to
hover around 45 during May, despite political swings on the domestic front and the turbulent
international scene. Thus, inflation slopped to 3.1% MoM and economic activity began to recover.
However, the optimism did not surpassed the short term. The Central Bank has not specified the
amounts or frequency of its interventions so, if international reserves dwindle sharply, the normal
repayment of debt will be put into question. Moreover, the economic recovery and the deceleration of
inflation will be visibly more modest than in previous electoral years. Lastly, the interest rate remains at
levels that are incompatible with a normal economy. Summing up, this odd year had to wait until May
to witness the recovery typical of electoral years. And besides coming in late, the duration of this
recovery could be shorter: when election gets nearer and exchange rate pressures intensify, the
question to answer will be not when will the peso depreciate but by how much.

Politics: Argentina’s political scene witnessed a dramatic change in the polarization dynamic between
Macri and CFK. Both extremes started trying to attract the candidates in the center of the political
spectrum to become more competitive. The start of this was when the Government invited the
opposition to sign basic points of consensus to dispel uncertainties about changes in policies. CFK’s
decision of ceding the starring role in the presidential ticket to Alberto Fernández and the Cambiemos’
choice of including Miguel Ángel Pichetto had the goal of broadening each political force to include
other. As a result, the possibility of establishing a third option has weakened. All in all, the change in
the dynamic could be leading towards a two-party configuration, giving way to what may be an
electoral scenario of three ties: one in August (primaries), one in October (presidential elections) and
the deciding one in November (ballotage).
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Economy: Last week, labor market data was released for year 2018. Although the open
unemployment rate at the national level is 3% (one of the lowest in South America) it is relevant to
take into account an additional indicator such as the underemployment rate which accounts for the
percentage of people who work less than 40 hours a week and who would be able and willing to work
more. According to official government sources, the underemployment rate is 3.5%. Thus, a relevant
indicator to measure the pulse of the labor market would be 6.5%, the sum of both, which would better
reflect the labor situation. It is striking that this has fallen from 10% in 2015, in a context of economic
slowdown that implied a reduction in GDP growth of more than one percentage point. In the same
way, this indicator shows different rigidities that exist in the labor market. Among them is the high cost
of dismissal (more than five salaries on average), wage increases that have been consistently above
productivity and replacement of the cost of living, an overrun of 43% to the average salary for various
social charges, among others. These factors explain a high degree on labor informality, greater than
70%, which is also showing a large absence of an effective social protection network for four million
workers in Bolivia.

Politics: Despite people rejection towards the current president and vice president re-election,
expressed in a constitutional referendum in 2016, on may the 28th the Bolivian Supreme Electoral
Court announced that presidential elections will be held in October 20th of this year with their
participation, which was sustained by a Constitutional Court ruling that states to be their human right to
participate. At this moment, the electoral contest has focused on three political lines: the ruling party
headed by President Evo Morales, followed by that of former President Carlos Mesa (2003-2005) and
Senator Oscar Ortiz. These last two candidates face the dilemma of uniting forces to avoid the victory
of the ruling party or to have a greater presence in the national congress. In this context, the
polarization atmosphere has been intense even among the main opposition parties, which has favored
the current ruling party.
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Economy: The economic scenario, in the short term, can be summarized in a single word: uncertainty. To a
large extent, the recent downturn in the projection of Trends to GDP in 2019 was the result of yet another
negative shock in the confidence of economic agents in light of the unstable political framework and the results of
activity that frustrated initial expectations. The GDP of the first quarter alarmed the economic agents to
materialize the disappointment with the rhythm of resumption of the growth. The economic slowdown in the
margin resulted in a further downward revision of the expected growth for the year, from 1.6% to 0.9% (below last
year's result). The most alarming data with the projection of 2019 is that it does not portray a change of scenery
regarding the pension reform. Put more directly, the downward revisions to activity occurred, despite the
maintenance of the reform approval scenario. There is a growing perception that the Brazilian economy faces
constraints due to demand shocks, which should result in a package of stimulus measures for consumption,
highlighting the release of PIS and FGTS funds. The macroeconomic outlook, in general, goes in the right
direction. The inflationary picture continues to be favorable due to the combination of positive current results and
anchoring expectations for 2020. Political uncertainties, however, still inhibit further reduction of the Selic, despite
below-potential growth. Naturally, the picture of political uncertainty explains the disappointment with the
economic recovery. However, recent data show the negative weight of demand shocks.

Politics: The dispute between the powers gained new contours with the emergence of new social
manifestations of support and of opposition to the present government. The context surrounding
pension reform remains unstable, but there is still no insurmountable obstacle to its approval. In fact,
the Bolsonaro administration's most recent teachings point to a paradox: a crisis of confidence, despite
the referral of pension reform. The risk of strengthening the opposition and the pressure of the center-
right electorate keep reform at the center of the agenda, given the lack of a credible alternative to
economic success. Anyway, there is an effort to vote on the reform in the House still in the second
half. The risk, however, is still high. The resurgence of the dispute over the "voice of the people" gave
space for social demonstrations. The government, once again, mobilized its supporters as a way of
putting pressure on the "old politics." Despite this political intention, the relevant contingent of people
in defense of the government maintains the signs that this center-right electorate wants the referral of
the reformist agenda. Of course, the loss of presidential popularity should reinforce the general strike
to be held later this month. The weakness of the economy should result in the announcement of
stimulating measures for the Brazilian economy and the fiscal recovery plans of the states.
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Economy: Official figures confirm low economic growth in the first quarter, with an expansion of only 1.6 percent
in twelve months. Excluding the fall effect in Mining Production, the growth of non-mining GDP is 2.2 percent,
which means a significant deceleration compared to the last quarter of last year. In its latest Monetary Policy
Report, the Central Bank reduced its growth estimate to a range between 2.75 to 3.5 percent for the current year,
maintained it for 2020, and increased it slightly for 2021. The main reason behind the slowdown is the
deterioration of the international scenario and the worst internal expectations of economic agents, both families
and employers. Consistent with this, the estimation of investment growth and, to a lesser extent, of household
consumption, was significantly corrected downwards. However, the different market estimates suggest that the
first quarter will register the worst performance, and that there will be a gradual acceleration throughout this year
and next, favored by the direct positive impact of investment on activity, and its multiplying effect on other sectors
of the economy and particularly on employment. Last week, the Central Bank, surprising the market, lowered its
Monetary Policy interest rate by half a point, returning it to its 2.5 percent level in October of last year. In its
justification, greater capacity gaps are invoked, particularly because of the migratory impact on a strong growth of
the Labor Force. The most immediate effect was a relevant depreciation, although contained, in the Chilean
peso.

Politics: The political scene has become quite rare throughout this year. The government has lost
significant support, with less than 30 percent approval for the president. The main explanation would
be economic and labor market performance below the expectations that the population had when
choosing the current government. The opposition has played a rather obstructionist role, which has
made it very difficult to advance in the main government reforms, Tax, Social Security and Labor. A
change has just been announced in the Presidential Cabinet, in an attempt to reinforce the
management of the Sectoral Ministries, with the focus on moving investment and growth more quickly.
However, in what can be understood as a wrong decision, no changes were made in the more political
ministries, where there is a low capacity for negotiation with the opposition and poor communication
management.
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Economy: In June, DANE published the figure for the current account deficit for the first quarter of
2019, which was 4.6% of GDP. This indicator is alarming and is in line with other indicators of the
Colombian economy that have presented a less positive behavior than the one observed the previous
year. On the one hand, the unemployment rate for April was 10.3%, being the fourth consecutive
month with an unemployment rate above two digits. On the other hand, quarterly GDP growth (first
quarter of 2019 vs. last quarter of 2018) was zero. In May, headline inflation rose to 3.31%, but is
within Banco de la Republica's target range, and the exchange rate has depreciated by 10% so far this
year. Taking into accounts this news, Econometria Consultores updates its forecasts, particularly the
current account is updated to -3.8% of GDP (previously -3.5%). This scenario is complex, the real
economy shows weak signals and there is no room for accommodatory monetary policy since it could
lead to further devaluation and higher current account deficit due to a higher domestic demand.

Politics: In terms of economic policy, Banco de la Republica interrupted the accumulation of
international reserves since it was generating devaluation pressures in the Colombian Peso. On the
other hand, Banco de la Republica's Governor stated that the economy is stagnating and attributed
this situation to the current internal political polarization. Given this situation, the Finance Minister
harshly refuted the argument, adopting a more positive stance and announcing signs of recovery of
the economy. This clash between the government and the central bank may lead to tensions in the
economic sphere, because it is possible to interpret it as an attack on the independence of the
monetary authority. Also, it is worrisome that in the face of recent economic indicators, the
government's position is so optimistic. Although the central bank is not called to refute the government,
the reality is that economic indicators are not the best and the government's denial attitude does not
contribute positively to taking the necessary measures to reverse this trend. In this sense, killing the
messenger does not counter the reality of the message.

Colombia
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Economy: In the dawn of the implementations of the Tax Reform, in particular of the Value Added Tax
and adjustments in the law of the income tax, the Costa Rican economy is slowing down. The levels of
confidence are not encouraging either. Both consumer´s and employer’s confidence indices showed a
decrease in the most recent publications. In addition, the monthly index of economic activity fell in
March with respect to the previous month, which reinforces the deceleration of the economy. Given
these results, the Central Bank took measures to stimulate the credit. For instance, the interest rate of
monetary policy was reduced from 5,00% to 4,75%; while the legal minimum reserve in local currency
was reduced from 15% to 12%; this reserve reduction enables 381.000 million Colones to financial
entities. Meanwhile, the Government will announce in the coming days measures to stimulate the
economy; this will top up Government’s recent commitment to create 3.000 new jobs in the private
sector to combat the high unemployment rate.

Politics: As a result of the three-month strike that took place at the end of 2018, with a loss of
production of 0,4% of GDP, the authorities have begun to act to avoid future public services
shutdowns. Recently, Congress ruled a bill declaring 79 services as essential. Some services standing
out are: education, soup kitchens, care networks, fuel and merchandise transport, shipping freight
services, electricity and telecommunications. Those services declared as essential will not be entitled
to be suspended due to strikes or manifestations; so, the bill proposes limitations on the union guilds.
In response, unions in the education sector have already started to oppose the project and are
planning future strikes for the rest of June. These events have eroded the already worn out relations
between the Executive Power and Congress, especially with the Minister of the Presidency, Rodolfo
Piza, who has announced he will step down in the near future.
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Economy: Economic news in the past few weeks have been related to public debt. On June 10th
Ecuador sold $1.125 billion in bonds (in fact this was a reopen of the 2029 issuance). The aim of this
operation (which reduced its yield from 10,75% to 9,85%) is not related to financing the fiscal deficit
but to the repurchase of 78% of the Global 2020 Bonds. Consequently, this generates relief not only
upon public accounts but to also on the balance of payments, that would have been affected by the
dollar retreat due to this disbursement. In addition, on June 11th the World Bank, as part of an
agreement reached in the first quarter of 2019 between Ecuador and multilaterals, approved a new
credit of $500 million for the country. This loan, that will provide resources for social spending, will be
repaid over 30 years, including a grace period of nine years, and has an annual interest rate of 3,97%.

Politics: The scandal over not-reported contributions made to Rafael Correa’s 2013 presidential
electoral campaign presents new elements. On the one hand, the Police arrested Pamela Martínez, an
adviser to former President Correa and later a judge for the Constitutional Court, who provided details
on how private companies, generally that had contracts with the State, contributed to that campaign.
Besides Martínez, Alexis Mera was also imprisoned. Mera was the legal secretary during Correa’s
presidency. Whilst, María de los Ángeles Duarte, former minister of Correa’s administration, must
present herself to Justice on a weekly basis. Another high-ranking official of that administration (Vinicio
Alvarado) is fugitive. The scandal, however, affects the current government as well, that might have
also received irregular contributions during the 2017 campaign, in which Lenin Moreno ran alongside
Jorge Glas. President Moreno has declared that he was not aware of these contributions, that might
have even used public funds.

Ecuador

cordes.org

0.3
0.2

0.4

1.2

1.4

0.0

0.2

0.4

0.6

0.8

1.0

1.2

1.4

1.6

2018 2019p 2020p 2021p 2022p

Inflation (%)

1.4

0.4
0.8

1.5

2.9
2.7

0.6
0.8

0.9

1.7

0.0

0.5

1.0

1.5

2.0

2.5

3.0

3.5

2018 2019p 2020p 2021p 2022p

GDP (YoY, %)

Consumption (YoY, %)

http://cordes.org/
http://cordes.org/


Economy: The last week of May was one of the most complexes in Mexico's recent economic history.
Through a tweet, the president of the United States, Donald Trump, threatened Mexico with imposing
tariffs on all goods, from 5% to reach gradually 25% if Mexico did not offer solid results in terms of
containment of illegal migration, mainly of people from Central America. The announcement caused
nervousness in the markets, the exchange rate suffered a depreciation of 3% from one day to another,
going from 19.06 to 19.64 pesos per dollar, a level at which it remained until June 10th, when it became
clear that the threat would not have an effect. The effects of the application of tariffs imply the possibility of
a deep economic crisis. In fact, the first estimations of the financial institutions have seen growth for the
year 2019 lower than 1.0% in the case that tariffs were applied, what we agree for the greatest uncertainty
in the business environment. At the moment there is an apparent calm before this conjuncture; however,
negotiations with the United States will continue and the risk still exists. Economic growth rates remain
around 1.5% by the end of 2019 and 1.9% by 2020. On the other hand, it highlights that the rating agency
Fitch downgraded the rate of Mexican oil’s company from BBB- to BB+, while Moody's put the A3 rating in
a negative outlook. The reason for this is the lack of a convincing energy plan and public finances under
pressure. It is important to recapitalize PEMEX and once again be one of the triggers for growth in the
country; for this, the plan must include the private sector.

Politics: The agreement reached by the governments of Mexico and the United States implies the
obligation to reduce migratory flows from Central America, in addition to turning Mexico into the asylum
requests window and in parallel offering assistance while the process ends. In addition, in case that an
applicant manages to cross the border, he will be sent to Mexico to complete the process. Although
Mexico is not formally a safe third country, it is committed to solving the basic needs of migrants, while
their asylum application is attended, a process that currently takes up to two years. It is expected that
these actions may generate pressure on local budgets and even social discontent on the part of
nationals.As a first measure, the Mexican government has already disposed of 6,000 elements of the
Guardia Nacional and Mexican army on the border. Mexico should not have expected external pressure
to make changes to the rule of law. It is clear, there are strong links with the international community and
there is an obligation to offer business partners an environment of security, respect for the law and
economic certainty; however, responsibilities with the national population are also important.

Mexico
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Economy: Paraguay's economic activity has been slowing down since the second semester of 2018.
The key indicator the “Monthly Indicator of Economic Activity” (IMAEP), showed continuous downward
reductions to 4.6% between December 2018 and March 2019. In March 2019, IMAEP recorded
important declines in big supermarkets as well as vehicle sales, 9.8% and 16.6%, respectively. Despite
these results, inflation has been low, only accumulating 1.7% in the first five months of the year.
Moreover, the Monetary Authority has been more active in monitoring the exchange rate, by carrying
out consistent interventions in the exchange market exchange. Likewise, the increase in placement of
Monetary Regulation Letters have somewhat drained liquidity from the financial system. For the month
of April, M0 shows a drop of 0.4% and M1 of 1.4%. Also, the interbank market rate during the month of
May exceeded the policy rate, which also highlights the liquidity shortfalls faced by some banking
institutions. Against this context, the Central Bank must act to prevent further economic slowdown by
relaxing its restrictive bias towards monetary policy shown in recent months.

Politics: In order to reactive lacklustre economic activity, the government announced a set of fiscal
stimulus measures surmounting US $ 1.543 billion. This package seeks to support the sectors that
where most affected by climatic events and regional economic deceleration, such as trade and the
agricultural sector. The reactivation plan aims to jumpstart public investment spending through the
acceleration of smaller public works projects (mostly routes and bridges), reducing some commercial
tariffs as well as making credit lines more flexible for the productive sector. However, key stakeholders
remain sceptical on the government’s ability to execute fast enough, since in April 2019 they had
already announced the first set of anti-cyclical measures of public works for US $ 900 million, which
has showed limited progress. The success of the announced measures will depend fully on the
implementation and management capacity of the government, which is the main weakness of the
Paraguayan state apparatus, and in particular of the key implementing ministries.

Paraguay
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Economy: Peruvian economy has received three negative shocks that have affected its performance
in the first half of the year: 1) fall in the terms of trade and lower global demand, 2) decline in the
primary sectors and 3) less dynamic domestic demand. This because of: 1) the upsurge of the
commercial war and the uncertainty of some agreement among its parties, 2) the lower fishing catch
and a poor performance of mining sector, and 3) the drop in public investment and stagnation of non-
mining private investment.

The foregoing, added to a greater political uncertainty, due to the Executive-Congress confrontation,
has been hitting business expectations. This makes us think of a much less dynamic scenario in 2019
so we revised our growth forecast for this year to less than 3%. However, in the second semester, the
expansion of the activity would be more than 4%.

Politics: The remarkable change of pace of the economy can become another element of the political
struggle between the Executive and the Congress, even though this is not entirely their responsibility.
Against this, President Martín Vizcarra has adopted measures to accelerate the execution of delayed
investment projects. Among the most important is the irrigation project of Majes-Siguas II, which
reaches an investment of around US $ 600 million.

Although projects can not be executed immediately, since they require planning and solving
administrative problems, the signal of concern for the economy can result in an improvement of
expectations.
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Economy: Indicators of the labor market are unequivocal in regards with the steady deterioration in
employment, mainly in job creation, which has shown a stronger impact among women and in the
interior of the country. The unemployment rate stood at 8.8% of the Economically Active Population in
the first quarter of the year - the same figure as in the same period of 2018 – thus representing the
worst quarterly record since July-September 2007. In the same respect, industrial production fell 5.5%
year-on-year (YoY) in March, a generalized situation throughout the sector, both for the domestic and
foreign markets. With reference to foreign trade, exports of goods accumulated in twelve months to
March amounted to USD 7,395 million, which accounts for a contraction of 8.9% YoY, while imports
totaled USD 8,147 million, representing an increase of 1.4% YoY. Further to the exchange market, it
regained its calm during May after strong oscillations in April as a result of the regional and
international volatile context. The dollar closed the month at $ 35.252 ($ 35.163 average), which meant
a monthly increase of 0.8% (3% average) accumulating a variation of + 13% YoY. (15.1% YoY
average).

Politics: In the final stretch of the campaign for the internal election in political parties that will define
their candidate for the Presidency of the Republic for the elections on October 27, the candidates with
the greatest intention to vote are: Mr. Daniel Martinez for the ruling party Frente Amplio ("Broad Front",
FA, left coalition), Dr. Luis Lacalle for Partido Nacional ("National Party", PN, liberal) and former
President Dr. Julio Sanguinetti for Partido Colorado (the “Colorado Party”, PC, social democracy). The
three candidates are strong participants in the national political activity, contrasting with the candidates
who are in second place: in the PN (Economist Juan Sartori) and in the PC (Economist Ernesto Talvi).
The first of these two candidates is an outsider of the system who is picking up the votes of
disenchanted people. Without a political career - in fact he lived abroad until a year ago - this
candidate is a businessman strongly questioned by his opponents within the PN party. The second
one was the Executive Director of the Center for the Study of Economic and Social Reality (CERES)
for almost 20 years, and despite his affiliation to the PC, he held a relevant technical position in the
Central Bank during the government of the PN party in 1990.
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Economy: In recent weeks, it started the new local FX desks’ transactions for private sectors,
replacing the former foreign currency auctions supervised by domestic central bank (BCV). Nominal
ER negotiated among these transactions kept was mainly influenced by public bank’s transactions.
Moreover, by the end of May, discretional BCV’s interventions were authorized, with new penalties
over potential FX arbitrage operations.

On May, BCV and local bank’s regulator (Sudeban) ordered local entities to adopt a new electronic
payment system, alternative to those platforms offered by VISA and MasterCard, as a strategy to
tackle a potential “shut-down” of such platforms when US’ Sanctions over Venezuelan public banks’
would begin to apply. Another novelty was the release of BCV’s official macroeconomic data, where
local autorithy recognized a cumulate economic downturn close to 36.9% between 2014 and 2017,
along with an increase of 130,062.2on local prices only in 2018.

Politics: A new round of political negotiations between Nicolas Maduro’s government and political
oppositions’ forces marked local political environment. These encounters were encouraged and
supervised by the Government of Norway, and finished with no agreement regarding a possible
presidential election, under minimum requirements for each group. On the other hand, President
Nicolás Maduro announced the creation of an id card for border controls purposes over Colombians
migrants’ inflow.

In recent weeks, the main authorities of local Supreme Court (TSJ) ordered to invalidate legislative
immunity of National Assembly’s (NA) deputies José Guerra y Tomás Guanipa. The former was part
of NA Finance Commission, whereas the latter was the general secretary of political party Primero
Justicia. Both deputies were accused for participating on military “coup” reported on April 30th, and on
the “attempt” against Nicolas Maduro on August, 2018.
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