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Inflation and recession coexisting with exchange rate stability 

The most relevant aspect of February was the Central Bank’s commitment to keeping 
the exchange rate on the lower band of the Non-Intervention Zone (NIZ). When the 
exchange rate moved below the NIZ, the Central Bank set a limit on LELIQ bills holdings 
for financial entities (to halt the carry-trade operations undertaken by some investment 
banks) and accelerated foreign currency purchases and the drop of interest rates. But 
when the exchange rate started moving further up from the NIZ, the monetary authority 
quickly raised interest rates and further tightened the monetary policy.  

These actions confirm that the government’s main goal is to prevent exchange rate 
bumps. As a matter of fact, maintaining it close to the lower-band of the NIZ was 
prioritized at the expense of a more volatile interest rate. Also, a significant appreciation 
of the peso is prevented by linking the exchange rate to a value that is adjusted 
according to expected inflation (though in practice, price rises will end up climbing 
above the exchange rate).  

To assess the future success of this scheme, it is important to know if, during the IMF 
revision, it was agreed that the Treasury can sell without restrictions and on a daily 
basis the surplus of foreign currency on the foreign exchange market (since new 
transfers from the IMF would allow to cover 2019’s financial needs).  

Another crucial point hinges upon the speed at which the NIZ bands can be adjusted 
throughout the year. In December 2018, the Central Bank announced that lower and 
upper bands would be adjusted by a monthly 2% in the first quarter, barely below the 
inflation expectations (2.3% according to the Market Expectations Survey of the Central 
Bank).  

But inflation stopped decelerating at the start of the year. As a matter of fact, by 
reporting that inflation slightly accelerated in January 2019, INDEC contradicted the 
President’s statements. To worsen the outlook, due to the increase in utility rates and 
the hike in the price for bovine cattle in the Liniers market (40% rise in wholesale prices 
so far in the summer), the floor for February’s increase in retail prices hit 3.5%. Because 
of this, inflation is not expected to abate in March and would rise by 10% in the first 
quarter of the year (3% in the monthly average, 1 p.p. above the adjustment speed of the 
NIZ band).  

An inflation higher than expected hinders the improvement of real wages, a crucial factor 
at the time of reactivating the domestic market (and to sell accumulated stocks). As a 
result, in spite of the expansion of agriculture and exports, production (GDP) is not 
expected to grow in seasonally-adjusted terms during the first quarter of the year.  

Therefore, we will have to wait for the second quarter for inflation to start decelerating 
again and for activity to return to the path of recovery, underpinned by the coarse-grain 
harvest. If exchange rate stability is sustained, the improvement of the economy will 
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consolidate in the second half of the year. Nevertheless, as the elections approach, the 
Central Bank’s instruments to contain the dollarization of assets will lose effectiveness: 
the foreign currency in the Treasury coffers and the evolution of polls will acquire a 
prominent role.  

Despite the little room for manoeuvre offered by the IMF agreement, the government 
announced measures to set a floor to the fall in production. Among these measures we 
can highlight the ARS 100.0 billion for credits at subsidized rates (25-30%) for SMEs 
―with the possibility of using it for working capital and cashing checks in advance to 
increase liquidity― and a reduction in social security taxes for regional economies. In 
addition, the decision to advance the increase of the minimum wage to March (instead 
of June) and the 12% increase in pensions and social benefits (due to automatic 
adjustments) would offset the income reduction experienced by some households due 
to unemployment. 

 

Main projections for 2019 and 2020 
Argentina 2017 2018 2019 2020
Crecimiento del PIB (%) 2,9 -2,6 -1,0 2,6
   Consumo (%) 5,3 -2,8 -2,4 1,9
   Inversión (%) 11,0 -4,7 -8,6 7,5
Tasa de Desempleo promedio anual (%) 8,3 9,3 10,2 9,6
Inflación - IPC (%) 25,6 47,9 36,2 24,6
Tasa de interés (%) -BADLAR bcos. privados- Dic 23,3 48,6 32,5 21,6
Tipo de cambio AR$/US$ (final del período) 17,7 37,8 51,8 61,9
Cuenta Corriente (% del PBI) -5,0 -5,1 -2,8 -3,0 
Resultado Primario Nacional genuino* (% PBI) -3,8 -2,6 -0,4 0,3
Fuente: Ecolatina
* Excluye util idades del BCRA y rentas del FGS.  
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Two signals for a public-private meeting on production (CEBEC) 

Most economic events are widely announced by the media. However, two events that 
went unnoticed by the media could eventually result into an additional boost to 
economic activity and employment. 

The most recent was the renewal of leadership in the Confederation of Private 
Entrepreneurs of Bolivia (CEPB), which elected Luis Barbery as the country's top 
business leader. Barbery assumes office with the experience of having chaired the 
Chamber of Industry, Commerce, Services and Tourism of Santa Cruz (CAINCO) and the 
Federation of Private Employers of Santa Cruz (FEPSC). 

One of the milestones of his experience as a business leader was in year 2013 while 
leading CAINCO to approach, together with other Santa Cruz institutions, towards a 
productive and infrastructure agenda that attended the concerns of the national private 
sector and shared his vision of developing. 

In an environment of low confidence between the public and private sectors, this 
meeting meant the beginning of a joint effort to promote projects of mutual interest, 
without this meaning that both agree in other aspects than the economic one. With the 
impulse of Santa Cruz institutionality, they were subsequently reflected in projects such 
as the introduction of ethanol as an additive and the boost to the Bolivian port system. 

On the other hand, the national government, through its authorities, especially in the 
economic sphere, has called on the national private sector, especially in the agro-
industrial sector, to discuss measures to improve the dynamism of the Bolivian 
economy in the short term, as opposed to the recognition of a new environment and the 
need to boost production. 

In this sense, the beginning of a new stage in the CEPB and the willingness of the 
authorities to discuss measures for production is an opportunity for new initiatives to 
promote economic activity and the promotion of economic activity in a de-ideologized 
and technical manner. employment, mainly in the agro-industrial sector. 

To reach a good destination for the sake of the country, some aspects will be required. 
One of them will be the persistence that both actors have in the different conversations 
while reaching points of agreement. Another has to do with the opening from the 
government to analyze all available options with a technical vision on the productive 
sphere and other related areas such as regulatory, institutional, among others. 

And it will also be necessary that from the productive sector these signals can be used 
to propose in a renewed way the ideas that were already raised in 2013. It is evident that 
the results of the Summit "Sowing Bolivia" have not been reflected, which discourages 
participation private Therefore, the government should provide the respective signals for 
this dialogue to be fruitful. 

Bolivia 
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Bolivia 2015 2016 2017 2018e 2019f 2020f 
GDP growth (%, oya) (1) 4.8 4.3 4.2 3.8 4.2 3.8 
   Private consumption (%, oya) (1) 5.1 3.5 4.7 4.0 3.8 3.7 
   Global investment, both private and public (%, oya) (1) 5.0 3.4 11.8 2.0 4.0 3.0 
Urban unemployment rate (%) (2) (e)  4.4 4.5 4.5 5.0 5.5 6.0 
Inflation (end of period, %) (1) 3.0 4.0 2.7 1.5 4.0 5.0 
Real state mortgage interes rate (3) 7.26 7.21 7.51 9.54 10.00 12.00 
Exchange rate against USD (end of period) (3) 7.0 7.0 6.96 6.96 6.96 7.10 
Current account of BoP* (% of GDP) (3) -5.7 -5.6 -6.3 -5.7 -6.0 -4.0 
Public sector balance (% of GDP) (4) -6.9 -7.2 -7.8 -7.0 -6.5 -5.5 
Notes: (e) estimaded and (p) forcasted by the Bolivian Center of Economic Studies at CAINCO (cebec@CAINCO) 
 (*) Since 2016 Bolivian central bank changed Balance of Payments methodology to the 6th Manual of the IMF 
Sources: (1) National Institute of Statistics (INE) 
 (2) Division of Economic and Social Policies Analysis (UDAPE) and Finance Ministry (MEFP) 

(3) Central Bank of Bolivia (BCB). Since 2013 government sets on a direct way the interest rate to the real state 
mortgage and productive sector 

 (4) MEFP 
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Understanding the president 

In another chapter of "plebiscitary presidentialism," designed by the Bolsonaro’s 
administration, the president used the networks to criticize Carnival. The exoticism of 
the debate and the enormous repercussion make the analysis of presidential 
communication in social networks essential to design the political scene. More than an 
isolated opinion on the different themes, the Planalto nucleus uses the networks as part 
of its political strategy. 

Social networks have become central in the analysis of the political and electoral 
framework in Brazil and in the world. The implications for representative democracy are 
significant and are still being drawn. In theory, the manifestations of social networks are 
the substitute for the idea of "people", that is, social networks appear as the voice of 
society. The traditional political class was slow to understand the effect of networks. It 
is no wonder that the main use cases successfully occur by politicians from outside the 
world of traditional politics.  

The Bolsonaro’s government is fundamentally a government marked by controversy. A 
good part of the new administration's fears was, paradoxically, built by the presidential 
family nucleus itself. The comments on social networks, preoccupied with protecting the 
image of the president, on several occasions almost always brought tension with the 
traditional political class. The novelty of the carnival polemics was the object of the 
action of the presidential communication. In polemizing the Carnival, Bolsonaro no 
longer "nudged" the traditional political class, but mobilized strong opposition in the 
social plan. This type of agenda is resulting in gaps in the different sectors of the center-
right. 

The fundamental idea was to give prominence to the moral plane within the debate of 
public opinion, in line with the growing signs of loss of political capital. The stylization of 
debate is a commonplace in behavioral discussions. The president seeks, in fact, to 
mobilize the voice of his electorate, especially in the face of the emergence of negative 
agenda items. 

Reinforcing the moral agenda can create a gap between the different sectors of 
“Bolsonarism”. For the moment, such a division occurs within the political elites. 

The political risk to the Brazilian economy should not be underestimated. The 
combination of the melting of political parties with a national reputation combined with 
the presidential style should make it difficult to create a liberalizing coalition over the 
mandate, regardless of the fate of the pension reform. The president is the focal point of 
the Brazilian political system. Thus, it is salutary that he preserve his image to give force 
economic agenda. 

 

Brazil 
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Brazil 2016  2017  2018  2019  
GDP Growth (%) -3.5% 1.0% 1.2% 2.0% 
    Consumption (%) -3.2% 1.0% 1.8% 2.5% 
    Investments (%) -13.9% -1.8% 4.8% 5.5% 
Unemployment Rate (%) 8.5% 12.7% 12.3% 11.9% 
Inflation (%) 10.7% 2.9% 3.7% 4.1% 
Nominal Interest Rate (%) 13.4% 10.1% 6.5% 6.5% 
Exchange Rate BRLUSD (end of period) 3.90  3.31  3.89  3.75 
Current Account (% GDP) -3.0% -0.5% -0.7% -1.3% 
Public Sector Nominal Result (% GDP) -10.2% -7.8% 7.1% 6.7% 
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A difficult year 

President Sebastián Piñera completed the first year of his second term on March 11. 
The evaluation is, in general, positive, because of the economic results achieved, but 
rather negative in terms of the implementation of its government program and the 
generation of conditions that will allow to accelerate the pace of growth of the economy, 
reducing inequality and closing the gap with the developed world. 

Growth would have reached 4%, which compares very favorably with the 1.7% average of 
the previous government. The effective fiscal deficit was reduced to 1.7% of GDP, 
achieving an advance also in the cyclically adjusted deficit. For the first time since 2013, 
moreover, public spending grew less than GDP and public debt grew only marginally. All 
this thanks to a severe adjustment implemented by the Minister of Finance in the third 
quarter of the year. The other macroeconomic variables also showed a favorable 
evolution: inflation closed the year below the goal of 3% (2.6%); unemployment, although 
it rose marginally to 7%, remains within reasonable ranges and similar to those of recent 
years; financial conditions remain positive, with broad and reasonably cheap access to 
credit; a stable exchange rate on average and with a process of gradual normalization of 
the Monetary Policy Rate (MPR). 

That the government is in a minority in both houses of Congress makes it difficult to 
approve projects associated with the President's program. However, there was also 
slowness in the presentation of the projects, especially the one of tax reform that, finally, 
has been quite partial and timid. 

Notwithstanding the foregoing, the legislative prospects are relatively favorable for this 
year, and we estimate that the tax reform will finally be approved, although in terms that, 
surely, will differ significantly from the initial official proposition. Along the same lines, it 
is expected that there will be important advances in the adjustments to the pension 
system and labor legislation, with the health reform lagging a little behind. 

In economic terms the external prospects does not help much and the abrupt slowdown 
in growth in the third quarter of last year has generated a low inertia at the beginning of 
this year. From this perspective, reaching 3.5% growth will be difficult, if it is achieved, 
but in any case, the first half will be especially weak due to statistical factors, although 
the speed of growth in the margin has clearly accelerated. 

It is expected that investment will continue to be the engine of growth, but with a greater 
scope than last year, which should be reflected, perhaps during the second semester, in 
a significant acceleration of employment and wages growth, which would be noted in 
the strength of consumption. 

Chile 

www.gemines.cl 

http://www.laecoalliance.com/
http://www.gemines.cl/
http://www.gemines.cl/
http://www.gemines.cl/�


 
 

 

LAECO - Alianza Latino Americana de Consultorías Económicas  9 
 
 

In the case of the other macroeconomic variables, no further developments are 
expected. Inflation would be located around the floor of the tolerance range of the 
inflation target (2%); the exchange rate would maintain a slight downward trend if the 
price of copper ratifies its recovery in the first part of the year; the fiscal deficit would 
experience a further reduction, but not very large, in both effective and cyclically 
adjusted terms; the MPR would remain stable, perhaps, all year round, or would rise only 
once and unemployment would show some reduction. 

The external scenario is potentially very decisive in explaining the results of the Chilean 
economy and the existing uncertainty is very high. However, if the external conditions do 
not worsen clearly compared to the current ones, the year would be rather favorable and 
with better prospects for 2020, even if global growth remains rather depressed. In 2020, 
on the other hand, the electoral cycle will also begin, at the municipal level and, for the 
first time, in the case of the governors who will lead the regions of the country with some 
autonomy to manage the budget. In 2021, finally, it is up to the presidential and 
parliamentary elections, which will lead to a new change of government in March 2022. 

 

Chile 2016 2017 2018 2019 2020 
GDP Growth (%) 1.3 1.5 4.0 3.4 3.8 
   Private Consumption(%) 2.2 2.4 3.7 3.3 3.7 
   Investment (%) -0.7 -1.1 6.5 7.5 6.5 
Unemployment Rate (%) 6.5 6.7 7.0 6.6 6.3 
CPI Inflation (%) 2.7 2.3 2.6 2.2 2.9 
Monetary Policy Rate - MPR (%) 3.50 2.50 2.75 3.00 3.75 
Exchange Rate CL$/US$ (eop) 667.0 637.0 682.0 640.0 620.0 
Current Account (% GDP) -1.4 -1.5 -2.3 -2.5 -2.0 
Central Government Balance (%GDP) -2.8 -2.8 -1.7 -1.6 -1.5 
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Downward adjustment of the macroeconomic outlook for 2019 

The global macroeconomic environment expected for 2019 is unfavorable for Latin 
America and Colombia. The International Monetary Fund has lowered down growth 
expectations for the United States and China. Similarly, the European Central Bank has 
warned about the possibility of a slowdown in the economy of the European Union. This 
suggests that the interest rates of the main central banks would remain relatively stable 
and that there may be a slight drop in the price of commodities and in the price of oil due 
to a lower demand from developed economies and Asia. 

In the internal context, the main leading indicators of the Colombian economy for the 
year 2019 already show adverse signs. In the case of the unemployment rate, it raised to 
12.8% in January of this year, while in January of last year the indicator was 11.7%. The 
economic growth of 2018 was 2.7%, close to the forecast made by Econometría 
Consultores last year. For 2017, the economic growth figure was revised by the National 
Department of Statistics - DANE, and the final result went from 1.8% to 1.4%. This 
change in the 2017 indicator implies that the economic conditions were more complex 
than previously thought, which negatively affects the forecasts for 2019. Additionally, 
inflation for the month of February was 3.01%. Also, the change in composition of the 
basic basket applied by DANE in 2019 seems to suggest that inflation was 
overestimated with the previous basket. However, it will take time to verify this possible 
bias. 

In summary, the growth expectations of the world economy are being adjusted 
downwards and Colombia's economic monitoring indicators have also shown a lower 
level of recovery. With this in mind, the economic growth forecasts for the Colombian 
economy are adjusted for 2019, going from 3.5% to 3.2%. The inflation forecast also 
decreases to 3.6%, mainly because of two factors: the devaluation of the Colombian 
peso derived from a slight drop in the price of oil, and the El Niño phenomenon that is 
expected to take place during the course of the year. Externally, the current account 
deficit is expected to be 3.5% by 2019 and the fiscal deficit is expected to be close to the 
fiscal target proposed in the country's fiscal framework. 

Colombia 
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Main forecasts 
Colombia 2013 2014 2015 2016 2017 2018 2019e 2020e 
GDP growth (%)1 4.9 4.4 3.1 2 1.8 2.7 3.2 3 
     Consumption (%)1  4.6 4.4 3.6 2 2.2 3.9 4.3 4.3 
     Investment (%)1 6.3 11.6 1.2 -4.5 0.1 3.5 4.0 4.0 
National Unemployment rate (%, average)1  9.6 9.1 8.9 9.2 9.4 9.7 10.7 10.2 
Inflation - CPI (%, average)1 2 2.9 5 7.5 4.3 3.2 3.6 3.8 
Exchange rate – TRM ($/US$, average)2 1869 2001 2742 3055 2950 2956 3224 3237 
Current account balance (% GDP)2 -3.3 -5.2 -6.4 -4.3 -3.4 -3.8 -3.5 -3.3 
Central Government balance (% GDP)2 -2.3 -2.4 -3 -4 -3.6 -3.6 -2.4 -2.1 
Source of historical data: 
(1) Departamento Administrativo Nacional de Estadística – DANE.   
(2) Banco de la República. 
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The IMF arrangement amid an uncertain political climate 

On March 11th the IMF Executive Board approved the arrangement that a technical team 
of this institution had already reached with the Ecuadorian Government. Whilst writing 
this report only minor details of the arrangement were known. This agreement is part of 
a larger package supported by multilateral institutions, which includes the IMF ($4.2 
billion), BID, World Bank and CAF ($6 billion), that will provide funding throughout the 
next three years for a total amount of $10.2 billion. The total amount divides into $6.7 
billion that could be used without restrictions, and the difference will be attached to 
specific projects. Regarding the government commitments, a non-oil surplus at the non-
public sector was agreed in order to reduce the debt to GDP ratio below 40% until 2023, 
that nowadays reaches 46%. The Government, according to the Vice minister 
declarations, has also agreed to increase tax collection by 1.4 points of GDP until 2021. 
A tax reform, therefore, will be prepared in the following months. Furthermore, a labor 
reform is also expected. This aims to reduce the current rigidities and help recovering 
competitiveness in the private sector in order to boost employment rates, which is in 
fact one of the objectives in the agreement.   

A central issue in the following months will be the Government’s ability to make the 
Assembly approve the necessary legal reforms that the agreement includes. In that 
sense, it is important to notice that after the division of legislators between “correístas” 
y “morenistas”, the government remained with 40 legislators out of 130, which demands 
agreements with the opposition. However, within the opposition, an intransigent 
rejection is expected from the “correístas”, whereas the right-wing parties (Partido 
Social Cristiano and CREO) have not yet stated a clear position with respect to the IMF 
deal. 

Nevertheless, this is not the only political issue that generates uncertainty within the 
country. On March 24th, along with sectional authorities, members of the Consejo de 
Participación Ciudadana y Control Social (CPCCS) must also be elected. This institution, 
created by the 2008 Constitution, is in charge of naming the country’s main authorities 
of control and served Correa’s Government authoritarian interests. An important part of 
this structure was disassembled in the last couple of months by a transitory CPCCS that 
was established after the referendum that ceased the previous members. The new 
CPCCS must be settled by seven members (three women, there men and one 
representative of the minorities), but the candidates cannot belong to any political party. 
The 43 candidates, therefore, are unknown to most of the population, and there is 
growing concern that within that group there are some undercover “correístas” seeking 
to take back control of the country’s institutions. In that regard, during the last few 
weeks a campaign that promotes a null vote for the CPCCS has gained strength. The 
aim, beyond the final result, is to send a clear rejection message to the institution’s 

Ecuador 
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existence in order to pressure the Government to call for a referendum that could 
abolish this organization. That option, however, has also detractors that have raised two 
main concerns: i) there is no clarity yet on how null votes will be accounted in relation to 
valid votes; and, ii) it is feared that null votes will be majority among “anticorreístas” and 
therefore the candidates close to former President Correa will end up co-opting the 
CPCCS. 

 

Main projections for 2018, 2019 & 2020 
Ecuador 2017  2018  2019  2020  
GDP (%) 2.4  1.0  0.4  0.8  
   Consumption (%) 3,7  2.7  0.6  0.8  
   Investment (%) 5,3  3.1  1.8  2.5  
Urban Unemployment Rate (%) 5.8  4.8  6.0  5.9  
Urban "Inadequate Employment" Rate (%) 43.6  45.3  45.4  45.0  
Urban Inflation - CPI (%) -0.2  0.3  0.8  0.8  
Reference Lending Rate - BCE (%) 7.8  8.7  8.5  8.5  
Current Account (% GDP) -0.3  -0.6  -0.6  -0.7  
Central Government Primary Result (% GDP) -3.6  -0.7  -1.1  -0.9  
Source: CORDES. 
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Economic growth expectations for 2019 have been adjusted downward; variables such 
as investment and labor productivity have closed 2018 with a negative trend. 
Notwithstanding, others such as the exchange rate, consumption, inflation and exports 
maintain a positive trend. 

Economic outlook 2019 

During the month of February, economic experts have adjusted the GDP forecast 
downwards. Some elements referred to as obstacles to growth were uncertainty 
concerning Mexico´s internal policy and economic performance, weak external markets 
and the global economy, among several others. 

Consultores Internacionales, S.C. ® has also adjusted its estimates of GDP growth to 
around 1.7%, derived from significant decreases in variables such as investment and the 
slowdown in the United States economy, Mexico's main trading partner, as well as in 
other regions such as the Euro Zone and China. 

Although the US economic growth estimates for 2019 have been adjusted downwards, 
during 2018 that country imported 200.5 billion dollars from Mexico, through NAFTA, 
this is 9.5% more than the record of 2017. This implies that Mexico provided 7% of the 
total goods and services required by United States in that year through this Agreeement. 
In total, imports from Mexico were around 346.5 million pesos. It is the highest value 
reported by the U.S. Census Bureau. 

On the other hand, the inflow of foreign currency from family remittances, coming from 
United States, closed at 33 billion dollars in 2018, almost 5 billion dollars more than in 
2017. 

Regarding inflation, as of February 2019, according to the National Consumer Price 
Index, it registered a decrease of -0.03% with respect to January and 3.94% with respect 
to the same month in 2018. Consultores Internacionales, S.C. ® estimates that by the 
end of 2019 inflation will reach close to 3.9 percent. 

A key aspect is in the Monthly Gross Fixed Investment Indicator. Recently, the National 
Institute of Statistics and Geography (INEGI) presented data as of December 2018. With 
seasonally adjusted data, December closed with a monthly variation of -0.7% and -6.4% 
with respect to the same month in 2017. The analysis of such data indicates that since 
April 2017 Gross Fixes Investment has been slowing down, mainly explained by the 
decrease in investment in machinery and equipment of national origin and in non-
residential construction. 

This slowdown could be the response to the natural uncertainty resulting from a change 
in Governmental Administration, but also to the increase in interest rates, which took 
place during 2018. 

México 
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Another relevant data, published by INEGI, was the economy´s global indicator of labor 
productivity, which closed with a drop of -0.2% with respect to the third quarter of 2018 
and -0.7% with respect to the same quarter of the previous year (with seasonally 
adjusted data). With this, a negative trend in the indicator is identified in 2017 and 2018. 
This figure becomes more relevant when you consider that the industrial sector is the 
one reporting the greatest loss in labor competitiveness. 

In the same period, that is, from the first quarter of 2017 to the fourth quarter of 2018, 
data from INEGI, through the National Occupation and Employment Survey, reports that 
there are 1.9 million people employed with incomes below two minimum wages and 1.1 
million people with an income higher than two minimum wages. That is, the effect on 
labor productivity has apparently been accompanied by a decrease of the workers' 
incomes. 

But not everything is negative. Mexico shows a relatively stable exchange rate, which 
has remained in manageable ranges despite the global environment, a positive trend in 
terms of consumer confidence in the benefit of the domestic market, lower inflation 
rates and growing exports. We must look after these economic fundamentals. 

 

Main projections 
Mexico 2015 2016 2017 2018 2019 
Real GDP (growth %) 3.3 2.9 2.1 2.0 1.7 
  Private consumption (var %) 2.7 3.8 3.0 2.5 2.4 
  Private investment (var %) 8.9 2.0 -0.5 1.4 1.7 
Unemployment rate (Annual average, % of labor force) 4.4 3.9 3.42 3.33 3.35 
Inflation (Annual percentage variation %) 2.13 3.36 6.77 4.83 3.93 
Treasury bonds (Cetes) 28 days (period average, %) 2.98 4.2 6.68 7.62 8.00 
Exchange rate, peso/dollar (Year end) 17.07 20.52 19.66 19.65 19.86 
Current account balance (% GDP) -2.5 -2.2 -1.8 -1.8 -2.2 
General government structural balance (% GDP) -3.5 -2.6 -1.1 -2.1 -2.0 
Source: Consultores Internacionales, S.C. ® 
 

 

http://www.laecoalliance.com/


 
 

 

LAECO - Alianza Latino Americana de Consultorías Económicas  16 
 
 

  

 

New airs for President Vizcarra 

 After approval of President Martín Vizcarra reached a maximum of 66% in January of this 
year, it fell to 56% in March. If we consider that the president does not have a 
congressional group (or political party) and there is strong opposition in Congress, the 
only way by which he can accumulate political capital is his level of approval. 

 Recent experience shows that high levels of popularity are difficult to sustain over time. 
In addition, if we add that this government has been questioned because of its lack of 
proactivity, it is necessary for the president to take measures. 

 In that sense, on Monday, March 11, Martín Vizcarra named a new ministerial cabinet 
presided over by former culture minister Salvador del Solar, who has a more dialoguing 
profile than his predecessor. In this way, the government expressed that it will seek to 
improve the quality of the execution of each portfolio (especially the reconstruction after 
the damage caused by the Coastal "El Niño" phenomenon of 2017) and the coordination 
with the legislature. 

 However, we believe that the confrontational relations between the Congress and the 
Government would be maintained, mainly because the basis of high approval of 
President Vizcarra is explained by the use that he has made of the great unpopularity of 
the Congress, confronting it publicly and openly. It does not seem that the president can 
be willing to get rid of that important asset. 

Second quarter economy 

 At the international level, because of the apparent progress in the negotiations between 
Trump and Xi Jinping, the financial markets would have relaxed. This, linking to the 
announcement of a fiscal stimulus package in China, helped the copper price to reach a 
maximum of US $ 297 per pound on March 5. We hope that this situation will continue, 
at least in the first half of the year. 

 For the first quarter of 2019, GDP growth has been revised from 3.7% to 3.4%, mainly 
due to the lower performance of the mining and construction sectors. In the case of 
mining, the closure of some mines due to the rains caused by El Niño and the exploitation 
plans of each company (of lower-grade areas) would lead to zero growth in this sector. 
With regard to construction, the negative performance of public investment (-12.2% in 
2019-I) due to the entry of new subnational authorities, would counteract the impulse of 
private investment. 

 In the second quarter of this year, GDP growth would slow down to 3.2%. Given that 
growth in Peru is measured as a year-on-year change, the slowdown in the second 
quarter would be the result of a high comparison base for the same period last year, 
where the GDP reached a rate of 5.3% with domestic demand making it 6.0%. 

Perú 
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Main projections for 2018 y 2019 
Perú 2017 2018 2019 2020 
Gross Domestic product (GDP) growth (%) 2.5 4.0 3.9 3.9 
Private consumption (%) 2.5 3.7 3.8 3.8 
Private investment (%) 0.2 5.0 6.4 5.1 
Lima Metropolitana inflation (%) 1.4 2.2 2.0 2.0 
Exchange rate S/US$ (end of the period) 3.24 3.37 3.35  
Current Account (% GDP) -1.1 -1.9 -2.1 -2.2 
Economic result of the public sector (% GDP) -3.1 -2.4 -2.3 -2.2 
Sources: BCRP, INEI. 
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A tough year for China 

China is on the spotlight again and analysts and investors are worrying over the 
slowdown in the country’s economy in the second semester of 2018. To contextualize 
the cooling of the Chinese economy in 2018, it may be relevant to compare it with the 
period of economic and financial instability that took place between mid-2015 and the 
beginning of 2016. To date, the severity of the 2015-2016 episode was somewhat 
greater than the present situation, even though the current cooling is also important.  

Between the third quarter of 2017 and the fourth quarter of 2018 (the period covered by 
the current slowdown), GDP growth slowed by 0.4 percentage points (pp.) compared to 
0.3 p. p. in 2015. Although apparently similar in magnitude, the deceleration of 2015 was 
much more abrupt than the current one, since it occurred over a period of only nine 
months (whereas, the current deceleration has been distributed over 18 months, so far, 
in a softer pattern). In addition, both the stock market correction and the capital 
outflows were much higher in the period of turbulence of 2015 than the present ones. 

China's slowdown should not come as a surprise and it is expected that growth will 
continue to slow down in 2019 and 2020 to around 6% (+ 6.6% in 2018). From the point 
of view of the trends, it is inevitable that growth will moderate in the coming years due to 
structural forces such as the aging of the population or the reduction of the weight of 
investment with the change of the productive model (a change that will allow a healthier 
and more balanced growth pattern in the medium term).  

From a short-term perspective, two major risks stand out: i) in a volatile international 
context, the publication of worse-than-expected quarterly activity figures may cause 
episodes of financial instability that end up affecting the activity; ii) the macroeconomic 
fundamentals of economy could be weaker than estimated and the activity could end up 
suffering a more abrupt slowdown. For the moment Chinese authorities maintain a 
certain margin in the fiscal, monetary and financial policy to avoid a sudden slowdown. 
However, this margin is significantly lower than in 2015, so both its scope and 
sustainability over time are much smaller than before. 

On the fiscal front, the Government has already announced expansive fiscal measures 
(that still have to be finalized), which will be channeled - as happened in 2015 - with 
incentives to local administrations and the financing of infrastructure projects through 
the issue of special debt instruments that are not included in the budget. Nonetheless, 
the situation of public finances is less comfortable than in 2015: according to the IMF, 
the public debt of all Chinese public administrations (including these debt issues) in 
2019 would already reach 77% of GDP (56% in 2015). The fiscal deficit of all Public 

Uruguay 
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Administrations in the second semester of 2018 was 6.2% of GDP, a level similar to the 
second semester of 2015 (-6.9% of GDP), in the epicenter of the turbulence. 

Regarding the monetary policy, the margin is also somewhat lower than in the previous 
situation due to two factors: i) when uncertainties began in 2015, reference rates of the 
central bank were at levels higher than the current ones, so there was greater space for 
reductions that could stimulate the economy; ii) the expansive policies of four years ago 
created a significant increase in credit, especially that channeled through shadow 
banking. However, these dynamics generated fears that the risks of financial instability 
would be accentuated. Therefore, at present, despite introducing expansionary 
measures on the fiscal and monetary front, the Chinese authorities will probably 
maintain the current regulatory tightening to reduce China's high corporate debt. 

Finally, further to the exchange rate policy, it is likely that the ad-hoc management of the 
yuan exchange rate will gradually disappear and the local currency will be left to 
fluctuate with the markets. This is an unavoidable measure to achieve a greater 
internationalization of the yuan, an essential objective for China, especially as it goes 
from surplus to deficit in its current account, and, therefore, with a greater need to have 
a stable currency that is internationally supported. Nonetheless, maintaining the control 
on capitals for investment outside of China will prevent the yuan from depreciating 
sharply in 2019. 

Conclusion. All indications imply that China will be able to resort to expansive fiscal and 
monetary policies in 2019 that will minimize regulatory tightening and prevent a sudden 
slowdown in the economy. However, data suggest that the time of these policies is less 
than in the past and that the cost may be higher. In addition, these policies can be useful 
for a specific period, but they are not sustainable over time. Therefore, in the medium 
term, China should resort to more ambitious economic measures rather than short-
termed ones. This is bad news for Latin America, which to a greater or lesser extent, 
depending on the country, has focused their exports on the "Asian giant" as the main 
destination; in the case of Uruguay, China is the first market concentrating 20% of the 
country´s exports, mainly in agricultural-based products: meat, soybean and cellulose 
wood pulp. 

 

Main projections for 2018, 2019 y 2020 
Uruguay 2016  2017  2018  2019  2020  
GDP (%) 1.5  2.7  1.2  1.4  1.8  
   Consumption (%) 0.1  4.4  1.9  2.0  2.7  
   Investment (%) -1.6  -15.5  3.0  2.4  8.5  
Unemployment rate (%) 7.8  7.9  8.4  8.4  8.1  
Inflation - CPI (%) 8.1  6.6  8.0  6.8  6.6  
Exchange Rate $/US$ 29.3  28.8  32.4  35.5  38.5  
Current Account (% GDP) -0.2  1.6  0.2  -0.4  -0.8  
National Global Result (%GDP)  -3.9  -3.6  -3.9  -3.8  -3.5  
Source: Oikos C.E.F. 
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March: A destroyed demand 

February came in the middle on new external restrictions for public sector, along with 
additional official measures aimed to (apparently) reduce gaps on local monetary 
market. New US sanctions regarding local oil industry (particularly, relative to Pdvsa’s 
access to foreign debt markets) imposed new restrictions to Maduro’s Government to 
generate public funds and to tackle current economic-social crisis.  

Moreover, additional limits over banking credit supply, due to recent legal marginal 
reserve requirement, enforced more limitations not just for banking sector, but also for 
private agents since loans have been recently acted as main source of domestic 
consumption leverage. This caused a notable slowdown on domestic prices’ growth, 
which reported one-digit weekly variation close to end of February, as private sectors 
had to cut their prices to hold their sales’ reduction. 

These adjustments occurred along with a deep decrease on bank credit activity, where 
local banks were encouraged to lend barely 18.0% of their deposits by end of February 
(62.1% on august 2018, prior to initial increases on legal reserves requirements).   

With such reductions, FX operations reported a slightly decline on demand pressures, 
where non-official exchange rate reported maximum daily changes of 5.9% in the last 
fifteen days of month (from 12.6% during the previous two weeks). In that sense, the 
reduced leverage for private foreign currency demand, in a hyperinflationary context, 
was the main factor behind FX transactions on February. These results became in a 
reduced cost on dollar-valued local goods and services, where foreign currency 
recovered, in real terms, almost 17.2% of its power purchase during this month. 

An additional issue which has temporary affected tensions on FX transactions were 
direct foreign currency sales to private sectors, from government, through local banks.  
However, this fact seemed have barely effect over non-official parity, as the gap between 
official – non-official ER remained positive until 5.1% of the later during last weeks of 
February.  Hence, it seems that, on these recent weeks, nominal anchor regime 
announced and “applied” by BCV has failed on its attempt to diminish pressures on FX 
operations and to improve monetary authority credibility.     

Even with these monetary/FX transactions restrictions, local economy remains over a 
hyperinflationary path, where monthly inflation still climbs over 50%, and annual level for 
2019 could reach until 499,000,000% according with our last projections. This partially 
was due to lack of credibility from local agents related with the “true” scope of monetary 
official actions, where local central bank elevated on 30.4% primary money creation 
(mostly by credit to Pdvsa), just on the third week on this month.  On average, monetary 
base has reported weekly average variation of 20.8% so far, which clearly seems no 
compatible with main monetary goals announced as part of last official’s arrangement 
for FX operations. 

Venezuela 
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Main macroeconomic forecasts 2018 – 2019. 
Venezuela 2016 2017 2018 2019
GDP (%) -16.5 -14.7 -25.9 -29.6 
   Consumption (%) -19.7 -11.9 -19.6 -24.5 
   Investment (%) -38.4 -39.3 -43.7 -41.1 
Unemployment  rate (%) 6.7 9.4 14.9 23.1
Inflation - INPC (%) 525.1 2,873.6 2,106,601 498,771,855
Overnight rate (%) 4.6 0.7 10.7 NA
Exchange Rate VES/US$ 0.0 0.03 638.2 1,277,865,680
Current Account (% GDP) -4.3 4.9 NA NA
Restricted Public Sector Result (%GDP) -16.3 -17.4 -11.0 NA  
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