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Latin America Capital Flows
INTENSIFYING RISK-REPRICING & ASSET REALLOCATION IN THE REGION



Growth and interest rate differentials to affect capital flows to Latin America.



Increased credit risk differentiation; intensified sovereign debt ratings activity.



Market focus on systemically relevant economies: China and Mexico in focus.



Exchange rate shifts to be aligned to macroeconomic fundamentals in 2017.

The Latin American region continues its deep structural transformation, with the
potential to attract steady foreign direct and portfolio investment flows in the year
ahead. However, the anticipated gradual process of normalization of monetary
policy in the USA to be conducted by the Federal Reserve (Fed) has already
opened the gates for rigorous differentiation amongst asset classes and sovereign
credits. We are of the view that the systemically relevant countries of the region
are aptly prepared (through manageable systemic leverage, well-capitalized
banking sectors, adequate access to international credit and strong international
reserves positions) to withstand any disrupting shifts in Fed policy the year ahead.
Nevertheless, international credit agencies have delivered a message of caution
regarding the erosion in fiscal and debt metrics in selected cases; indeed, marketsensitive rating agencies still maintain a “negative” outlook on sovereign credit
ratings of Brazil, Mexico and Colombia whereas a “stable” outlook is enjoyed by
both Peru and Argentina.
The year ahead will see an improvement in growth dynamics within the Latin
American economic landscape. Financial market trends have, over the past six
months, anticipated an improving outlook for most countries in the region. It is
worth highlighting that Brazil, the region’s largest and world’s 8th largest economy
has been at the top of financial market performance charts in 2016. Indeed, the
Brazilian real (BRL) has appreciated by 30% over the past 12 months alone
whereas the benchmark equity market ibovespa index offered a 70% return in
USD terms over the same period (please note that stock market capitalization in
Brazil is the largest in the region and double that of Mexico, so it is used as a
gauge of corporate market sentiment by dedicated emerging market investors).
Although we do not expect a similar rate of market return in the coming year, the
growth outlook is showing modest improvement with the likelihood of orderly
currency adjustments in most cases. In a similar fashion, other countries in South
America (Argentina, Peru and Chile) will also post accelerating growth dynamics,
a factor of utmost relevance to long-term (not only portfolio) equity investors.
The normalization of monetary policy in some advanced economies, to be led by
Fed policy shifts, will most likely have a strong influence in key countries more
structurally connected with US business and monetary cycles such as Mexico. We
are of the view that the corrective headwinds developing in Mexican currency (the
peso depreciated by 18% against the USD over the last 12 months) and securities
markets are more associated to shifting conditions in the North American credit
cycle than the so-far speculative hypotheses of changes to regional trade policy. It

CONTACTS
Pablo Bréard, VP & Head of International Economics
416.862.3876
Scotiabank Economics
pablo.breard@scotiabank.com

Chart 1

30

Americas Currency Market (12m)
Trends – Exhange Rate vs. USD
% change

BRL

22.8%

20
COP

CLP

10
0

PEN

-10
MXN
-20
-20.3%
-30
Jan-16
Jul-16
Jan-17
Sources: Scotiabank Economics, Bloomberg.

Chart 2

Credit Default Swaps (5Y)
600

bps

500
400
Brazil
300
Colombia
Mexico

200

Peru

100
Chile

0
Jan-16
Jul-16
Jan-17
Sources: Scotiabank Economics, Bloomberg.

Visit our web site at scotiabank.com/economics or contact us by email at scotia.economics@scotiabank.com

1

GLOBAL ECONOMICS
| SCOTIABANK’S GLOBAL OUTLOOK
January 17, 2017

is worth highlighting that repatriation (out)flows from Mexico into the USA are a natural development of more normalized conditions
in the North American monetary landscape as portrayed in the US treasury yield curve movements. Nevertheless, Mexico might
still be subject to periods of investor overreaction and/or overshooting in the early months of the year until policy uncertainties at
home and in the USA dissipate. Foreign holdings of Mexican (and Chinese) equity and debt securities will continue to decline in
the year ahead.
China is and will continue to be a key influencing factor swaying capital flows in emerging-market economies. The combined
negative effect of decelerating growth prospects and sizeable capital outflows (central bank reserves declined by nearly US$1
trillion between July 2014 and December 2016) also adds an element of complexity and uncertainty for investors and analysts
dedicated to emerging markets. This is of particular systemic relevance as China has emerged as a key actor in sovereign and
corporate credit markets in addition to its leading position in equity securities markets (China surpasses Japan as the top country
in equity market capitalization in Asia, and it has become the single largest issuer of corporate bonds in the emerging market asset
class). Both Moody’s and Standard and Poor’s have placed China’s sovereign credit ratings (Aa3 and AA-, respectively) on review
for a possible downgrade. Excessive leverage in the corporate bond space in addition to perceived credit allocation excesses in
the real estate sector and the substantial loss of foreign exchange reserves are key issues at the core of investors’ cautious
behaviour.
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Brazil
THE YEAR OF ECONOMIC RECOVERY AMIDST RIGOROUS ADJUSTMENT



Addressing fiscal emergency as key macroeconomic priority in 2017.



Accelerated price stabilization fuels aggressive monetary easing.



Economic revival & improved terms of trade leads to currency stability.



Outstanding financial market performance will not be repeated this year.

The Brazilian economy remains in strict fiscal adjustment mode. The
implementation of budget restraint is critical to place the public finances back on
sustainable ground. The latest data showed that the consolidated public sector
deficit closed the year near 9% of GDP, impaired by a primary shortfall (excluding
debt service) of 2.5% of GDP (see graph on fiscal trends). The administration of
President Michel Temer continues to voice its commitment to introduce changes
to the tax framework and pension legislation to gradually reduce the structural
rigidities of labour markets and thereby instill business confidence. The
government is fully aware of the need to accelerate fiscal restraint in an
environment characterized by increasing costs of international finance. Looking
ahead, an ambitious infrastructure development plan might attract sizeable foreign
direct equity capital inflows in the next 2 years.
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The central bank has succeeded in reversing inflationary expectations more
rapidly than originally envisaged, paving the way for a growth-driven monetary
policy normalization phase (inverse to the direction to be adopted by the US
Federal Reserve). The 12-month consumer price inflation at near 6.5% (y/y) by
the end of 2016 is fuelling expectations that the Brazilian Monetary Policy
Committee (COPOM) might speed up the process of reference rate reductions
throughout 2017. In fact, the quarterly inflation report published last December
points towards continuous reductions in the central bank SELIC reference rate in
the year ahead. It is worth highlighting that lower demand-side pressures from
persistently weak economic activity coupled with increasing rates of
unemployment will likely contribute to the process of disinflation under way and
lower interest rates.
Brazil remains subject to a profound macroeconomic adjustment which is delaying
a rapid recovery in economic activity. On the grounds of a deep industrial
recession, skyrocketing unemployment (near 12%), severe government spending
contraction and profound confidence crisis, real GDP is estimated to have declined
by 3.5% y/y in 2016. Industrial production alone has contracted by 7% y/y last year.
Nevertheless, business confidence indicators are showing modest signs of
improvement and the external adjustment is proceeding successfully according to
government targets. Indeed, the sharp compression in import activity as a result of
the deep recession together with a mild recovery in exports has led to a steady
narrowing of the current account deficit which closed last year at 1.1% of GDP
down from 3.5% in 2015. The international trade surplus of US$50 billion is
symptomatic of the deep adjustment undertaken in Brazil’s external sector.
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Brazil has offered hefty total returns to global portfolio investors over the past 12 months that will not be repeated in the year
ahead. Following a sizeable currency devaluation, the Brazilian real (BRL) recovered some of the value lost during the
overshooting phase, appreciating by 25% vis-à-vis the US dollar (USD) over the past 12 months. The powerful combination of high
domestic interest rates and a recovering local currency also helped direct capital flows to the high-yielding Brazilian securities
markets (both equity and debt assets). Indeed, the default insurance cost implied in credit default swap (CDS) contracts declined
from 500 basis points (bps) in early January to 250 bps last December. The rebalancing of portfolios in emerging markets (out of
Mexico and into Brazil) also contributed to the relative outperformance of Brazilian debt assets in 2016. Equity markets also
experienced outstanding performance with the benchmark Ibovespa stock market index increasing by nearly 70% over the past 12
months. Despite the positive financial market tone embedded in the country’s financial assets, all credit rating agencies
downgraded Brazil’s sovereign debt ratings in 2016, and all maintain a “Negative” outlook on their ratings. Looking ahead, we are
of the view that Brazil will adapt smoothly to the changes in US trade, monetary and foreign policies, and that rating agencies may
become gradually more optimistic (in line with market forces) about the country’s creditworthiness.
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Mexico
STRUCTURAL ADJUSTMENT UNDER WAY: LOWER GROWTH AND HIGHER
INFLATION IN FOCUS



Shifts in monetary and trade policies by the US government will likely
affect Mexico’s outlook.



The ongoing commitment to fiscal consolidation and structural reforms
is a positive factor.



Mexico’s currency outlook is vulnerable to Fed-induced risk-repricing in
emerging markets.



Our revised 2017 forecast implies lower GDP growth, a weaker currency,
and higher inflation.

The new year is starting on a volatile note. The Mexican peso depreciated to
nearly 22 pesos per USD after ending 2016 close to USDMXN 20.75. This forced
a direct intervention from Banco de Mexico in the FX market, which had not been
observed for many years. Our MXN forecast assumes that pressure will continue
throughout 2017 to end the year around USDMXN 22.3. Perceptions of potential
shifts in US trade, immigration, and monetary policy that affect the US-Mexico
bilateral relationship are at the core of this currency market volatility—which is in
stark contrast to the appreciating bias observed in regional currency peers such
as the Brazilian real.
In the near-term, Mexican growth is being held back by a number of factors. The
related deterioration in public finances led rating agencies to put Mexico’s
sovereign-debt outlook into negative territory during 2016. The federal
government has taken this issue quite seriously, and as a consequence, many
measures have been put in place to improve public finances. These include
spending cuts and the recently announced increases in transportation fuel prices.
Prices jumped 14.2% above the national average for regular-grade gasoline,
20.1% for premium-grade ‘Magna’ gasoline, and 16.5% for diesel, while the
domestic natural gas price increased by more than 13%. All these adjustments will
reduce disposable income and have a significant impact on inflation. The
immediate direct impact on January’s inflation rate is close to 0.8 percentage
points (pp), plus an extra impact of close to 0.2pp once price increases for public
transport (not including the Mexico City subway) and taxis are authorized. Our
estimate for January’s inflation rate is around 1.4% m/m, which, if underlying
trends continue for the remainder of the year, would translate into full-year
inflation of 5.5% in 2017. Even though this should be a one-off effect, there is a
significant risk that inflation dynamics could be affected further in the coming
years owing also to the lagged impact of the depreciation of the peso. As a
consequence, tighter monetary policy from Banco de Mexico is likely in the
months ahead, with the reference interest rate expected to reach 7.5% before
year’s end. This too will dampen growth.
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The high level of uncertainty that has prevailed since the US elections has put many investments on hold. Public spending cuts are
heavily focused on the capital side, and consequently, infrastructure spending is expected to be very weak and will hold back total
investment. In addition, higher interest rates, higher inflation, and greater currency depreciation should weigh negatively on this
year’s investment numbers where we anticipate a contraction of 2.4%. Private consumption is also expected to be affected by all
these adverse conditions, including by social unrest in response to recent transportation-fuel price adjustments. Our new forecast
for 2017 for private consumption growth is 1.8%.
Given these factors, we now expect growth of 1.5% in 2017, a significant slowing from the 2.1% pace registered in 2016.
Significant variation is expected across the different sectors of the economy, with oil extraction and oil related industries, heavy
construction, and chemical industries the most negatively affected, while some services branches such as communications and
financial services have a more positive outlook.
Despite slower growth in 2017, longer-term Mexican growth prospects remain favourable. Reform of Pemex and the regime
governing investment in the oil and gas sector is well underway, and this should lead to stronger capex and energy production in
Mexico. Also, the authorities’ commitment to reform and prudent macroeconomic policies remains solid. Our assessment is that
the framework put in place by the Mexican government will provide macroeconomic stability, which is essential to stronger growth
in the future. Finally, the US and global economies are accelerating. Given Mexico’s openness, stronger growth in its major trading
partners should fundamentally benefit Mexico’s economy.
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Colombia
FISCAL & EXTERNAL ADJUSTMENTS FACILITATE DISINFLATION PATH



Energy price recovery supports FX stabilization & inflation control.



Fiscal reform deepens structural transformation; rating agency moves.



Slow economic recovery amidst tax reform & US monetary policy shifts.



Complex socio-political environment following pacification accords.

The Colombian economy remains influenced by global developments shaping the
energy sector, particularly as oil prices remain a key driver affecting local currency
market sentiment. The gradual, yet volatile, recovery in crude oil prices (up 100% in
12 months) has been a key driver of exchange rate stabilization and inflation
control over the past few months (as can be seen in the right-hand graph). The
recent accord by major oil producers on supply adjustments coupled with improving
expectations on the global demand side has been a boon for the energy-linked
Colombian peso (COP) which has stabilized and traded within a well-defined range
over the past six months. Moreover, the deceleration in economic activity in the
context of a stable exchange rate has been an additional driver of the process of
disinflation. In fact, consumer price inflation has been trending downwards for the
past four consecutive months; after peaking at a rate of 9% y/y in July 2016,
headline inflation will likely converge to 4.5% by the end of 2017 (see graph on
regional inflation trends). The prospect of improving inflationary expectations has
led the central bank to take action and initiate the process of monetary policy
normalization by reducing its reference rate by 25 bps to 7.5% last December.
Looking ahead, we are aligned to the consensus of analysts and expect further rate
cuts in the year ahead totaling 125 basis points.
The administration of President Juan Manuel Santos has advanced the process of
structural reforms in order to diversify economic structures away from energysector fiscal dependence. The congressional approval of the structural fiscal
reform last December is a major step forward to rebuild business confidence in
the year ahead and a major development to be analyzed by international rating
agencies. The increase of the VAT from 16% to 19% and the imposition of a
uniform income tax rate of 32% are key components of the approved legislation.
All credit agencies had placed Colombia’s country ratings on “negative outlook”
watch ahead of the tax reform bill. Looking ahead, implementation of the fiscal
adjustment will be paramount to avoid a rating downgrade as the consolidated
public sector deficit approaches 4% of GDP. The reduction of informality
(estimated by the government at 50% of the labour force) is also of critical
relevance to boost fiscal revenue in the years ahead. In this regard, the reform
seeks to fight tax evasion in a more decisive manner.
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grounds of still-fragile investment and consumption activity, real GDP growth has
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positively react to the major fiscal changes ahead. Looking ahead, the government’s infrastructure programme (particularly in the
road transport segment) will help attract long-term foreign capital investment in non-energy sectors. The normalization of monetary
policy in the US and the associated increase in long-term interest rates and appreciation of the US dollar will also add external
factors of relevance that will affect business confidence in the coming months. On a positive note, the ongoing contraction in
import activity has contributed to gradually reduce the current account deficit estimated at 4.8% of GDP at present from 6.7% of
GDP registered in 2015, a positive development that impacts exchange rate stabilization dynamics.
The administration of President Santos has received the congressional approval to the peace accords signed with the insurgent
FARC group. Following the rejection by the population of the initial version of the peace accords in early October 2016, the recent
congressional endorsement of the peace pacts is a positive development for the Colombian economy, particularly to speeding up
the development of the agribusiness sector in geographic areas under control by the FARC group and its allies. Moreover, the
recent passage of the tax reform highlights the ability of the current administration to advance the process of modernization and
formalization of the Colombian economy.
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Despite a slow beginning, there are a number of reasons to believe that the
underlying economy (i.e., excluding mining) will pick up over time. For one, in 2017
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The Central Bank has apparently decided to give economic growth a boost. In a
surprise move, the CB lowered reserve requirements on both PEN (from 6.5% to
6.0%) and USD deposits (from 70% to 48%, a large decrease). This does not
necessarily portend a lowering of the reference interest rate in the future, as
inflation, which closed 2016 at 3.2%, is only marginally outside the CB target
range. The CB has long argued that it uses the reference interest rate as an
instrument to control inflation, whereas reserve requirements are the instrument
used to stimulate growth.

Total GDP
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Private sector investment continues declining, with little sign that it is nearing a
point of inflection. While the business community continues to be aligned with the
idea that this is the most favourable government for investment in recent memory,
excess capacity in industries geared to domestic demand continues to prevent
more aggressive investment plans.
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Recent monthly GDP data, 2.1% y/y growth for October and 3.6% in November is
telling in its details. Slower mining production growth contributed somewhat to
subpar growth, as most large copper projects came on stream a year ago or
more. Mining sector contribution will continue declining going forward. However, a
much more important factor was the sharp 15% y/y decline in central government
spending in October. This was followed by a 9.5% decline in November, as the
government has sought to bring the fiscal deficit below 3%, something which it
accomplished, as the fiscal deficit closed the year at 2.7%. This fourth quarter
fiscal policy highlights an administration with an unexpected preference for fiscal
discipline over growth. At the same time, government measures to ease the
approval process for regional and local government investment projects have led
many of these governments to postpone investment plans until the new
procedures are properly instituted.
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The bottom line is that the economy is entering 2017 with weak domestic demand,
low public sector investment and negative construction growth. The question is
how long into 2017 this situation will persist.

Chart 1
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The starting point for 2017 growth is weak. The fourth quarter of 2016 was not a
good one, with GDP growth likely to come in around 2.8% y/y, for the quarter. This
compares to 4.2% for the first three quarters of 2016. However, the Kuzcynski
administration should be judged on what happens in the next five years, not next
five months. Nearly a semester into the Kuzcynski (PPK) administration, the
sense we get is that the government is seriously involved in preparing the
groundwork for robust growth in the medium-term and for the modernization of
Peru’s economy and institutions in the long-term. What is less evident is a sense
of urgency concerning kick-starting domestic demand growth. Therefore, a return
to strong domestic demand growth could be delayed until late 2017 or even 2018.
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The bottom line of the good and the bad is that we are lowering our growth forecast
slightly, from 4.0% to 3.8%, considering a weaker-than-expected first quarter and
uncertainty regarding the timing of a rebound in private investment. Note, however,
that our new figures continue to constitute an improvement in non-mining GDP growth,
from 1.6% in 2016 to 3.0% in 2017.

Chart 3
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government investment spending will normalize. This goal could conceivably be
undercut by weak fiscal revenue growth at some point, in which case one wonders
whether the government will allow the fiscal deficit to rise, or will once again curtail lateyear spending to ensure achievement of their fiscal deficit target. A second is that
progress has been made in freeing a number of PPP infrastructure projects from the red
tape that has been holding them back. Spending on infrastructure projects should
improve in 2017, and especially 2018. Additionally, terms of trade and exports should
continue improving in 2017, as long as current metal prices continue to hold. Eventually,
the historic association between terms of trade and growth should play out in 2017.
Finally, investor expectations continue high, and typically translate into higher private
investment, albeit with a lag.

Sources: Research Department Scotiabank Perú,
BCR, INEI.

Peru’s markets have proven rather resilient to external risks. Neither the outcome of the US election nor the Federal Reserve rate
increase have had a large negative impact on the PEN FX rate (which has remained stable or appreciated since both events) or on
Peru global bond yields. This is a positive for Peru, given the impact FX volatility can have on domestic demand. Peru’s FX rate
ended 2016 at 3.35, a 1.7% appreciation for full-year 2016. This was in line with our expectations, but surprised the general market
which expected a depreciation.
The fundamentals behind the PEN appreciation include a trade balance that has turned decidedly positive since mid-2016, on
better terms of trade and higher copper output. This was expected, but the magnitude was greater than anticipated. For 2017, we
expect a USD1.4 billion surplus, which will help bring the current account deficit down from its high of -4.4% of GDP in 2015, to
closer to its historical norm at -3.0 % of GDP.
PEN fundamentals point to further appreciation in 2017, assuming a stable USD. However, the USD is not likely to be stable, and
positive fundamentals will continue to vie with worldwide dollar strength in the PEN FX market. It’s difficult to determine which will
be the stronger of the two, and, as a result, we are assuming that the FX rate remains stable at 3.35. The risk is towards an
appreciation.
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Chile
ACTIVITY GROWTH RISK DOWNGRADED TO NEGATIVE FOR 2017
Finishing the year, our forecast of growth for the Chilean economy in 2016 had to
be cut, reaching an annual rate close to 1.5%. Most of the year, economic activity
was driven by services sectors and dampened by mining and manufacturing. The
forecasts for 2017 remains centered at 2%. Although sectors profile should remain
basically the same, we expect the dichotomy will be less extreme. Accelerated
recovery could take place in the second half of the year due to both statistical and
economic reasons. However, considering a long-term trend of 3%, growth will
remain pretty subdued, with no signs of reaching that level before 2019, unless we
see a dramatic change in terms of trade and domestic confidence. Risks to this
forecast shifted from neutral to positive in October, but is negative now.
Domestically, presidential and parliamentary elections are good reasons for
investors to remain cautious, while worse-than-expected growth in last quarter of
2016 is not positive for mood and trend analysis weakened. The US election,
though not necessarily negative for Chile, implies an additional risk for world
trade. Data coming from China have remained supportive, but a riskier outlook is
looming. Finally, risk rating for Chile might be entering in a wider negative outlook.
DEMAND WILL CRAWL
The unemployment rate continued relatively low in the current cycle, but most of
this was possible due to a dramatic and persistent increase in self-employment.
The phenomena should not continue forever. Accordingly, average unemployment
rate in 2016 would be around 6.5%, but we expect an increase up to 7.1% in
2017. Nominal salary indexation is moderating. Given that part of the payroll is
indexed to past inflation the weakness should prevail in coming quarters. This
labour market will mean that private consumption is going to stay rather limited in
coming quarters, as has been the case last three years. As for the investment
outlook, we expect some positive shift in 2017, after the longest contraction period
in decades. Most of this shy recovery will likely materialize by lower negative
impact of mining investment, rather than by a strong rebound in other sectors. Of
course, a critical improvement of the currently negative confidence conditions
might give rise to a recovery of investment over the current year, being a
rebuilding in inventories the first symptom of it. However, the opposite is a risk,
too. Moreover, support coming from the fiscal policy will continue being limited
because the low growth of the economy has reduced tax collection, just partially
offset by the tax reform, and looming signals that this situation could worsen if the
growth rhythm does not improve.
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Inflation continued receding, to 2,7% in 2016, three tenths below the centre of the
target. Most of the inflation above the reference range (4%) in 2014 and 2015 was
propelled by the exchange rate upsurge (more than 50% since April 2013 to
December 2015). As this adjustment process seems to have been completed, the
economy remains largely subdued, the exchange rate decreased almost 6% in
2016 and no major trend changes are expected for the current year, the inflation
rate might decrease to 2.6%. This new condition gives some room for a more
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expansive monetary policy, which should mean three cuts of 25bp each in the first
quarter of the current year, to leave it at 2.75% for most of the year. Forecasts of
monthly monetary policy should become more volatile from the second quarter
onwards due to foreign and domestic factors. The goal of the of the monetary policy
which is to keep the inflation close to 3%, most of the time has been met. Aligned
with that, the short segment of the yield curve should decline in the first quarter. On
the opposite, longest rates may benefit from a weak domestic economy, but volatility
coming from the US long term yields and the exchange rate will keep them
fluctuating in a rather wide range over most of the year.
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EXCHANGE RATE VOLATILE, BUT WITHIN A TRADE RANGE
The outlook for the exchange rate (CLP/USD) has not changed too much since
October. On the copper side, the increase has been supporting an appreciation of
the CLP, but the increasing value of the USD in international markets has
compensated that change. This negative correlation between these two critical
factors is not usual and has been surprising for some analysis, though pretty
consistent with new expectations for world conditions. More surprising has been the
low risk aversion reflected in market metrics. Accordingly, the most likely behavior
continue being a trading range between 640 and 700. Although it may look wide,
within this range, the exchange rate should be enough to keep export
competitiveness and avoid inflationary pressures. Considering an average copper
price of 241 (USc/lb) for the present year and 251 for the next, the current account
deficit remains in a reasonable level of 1.5%, for both. Of course, a critical
acceleration of expectation might cause a wider deficit, but not enough to be bigger
than 3%.
POLITICAL STAGE MAY BECOME KEY… OR NOT!

0
Inflation, y/y eop
-2
09 10 11 12 13 14 15 16 17
Source: Scotiabank Economics, INE,
Banco Central de Chile.

18

Chart 4

Exchange Rate, Copper Price
800

CLP/USD

forecast

Exchange rate
(CLP/USD), avg
LHS

700
600
500

Copper price
(US¢/lb), avg RHS

400
300
200
100

Due to the eroded political prestige, amidst an electoral period and deteriorated
confidences (both investors' and customers') and low economic growth, new deep
reforms, like that of the pension system, look harder to be accomplished in the
current year. Besides, political support of the Government remains limited,
especially in relation with its own coalition in the Congress. As said, the result of the
municipal election, that took place in October, though positively construed at a first
glance, hardly had a significant impact on confidence. Abstention was relatively high
and prospects for President and Congress elections slated for next 19 November
(the ballotage would take place on 17 December, which is very likely, under any
scenario), are not now much more defined than the day before. A political
turnaround toward more market friendly views could have a positive impact on
business and consumer confidence, but if that does not happen in the first half of
the year, the potential economic effect may vanish for the current year.
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