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Latam Weekly: Focussing on Financial Stability  
 

FORECAST UPDATES 

• Stronger growth numbers have led Scotiabank’s country teams in Chile, 

Colombia and Peru to raise their GDP forecasts. In Chile, the robust 

recovery and higher inflation readings have also prompted our experts 

in Santiago to tweak their inflation outlook. 

ECONOMIC OVERVIEW 

• Higher inflation and the possibility that advanced country central banks 

may have to respond more aggressively than is currently expected have 

focused attention on financial stability. 

• Recent central bank financial stability reports highlight the risks to 

sudden shifts in investor risk appetite and the effects of ample global 

liquidity on risk taking and the search for yield. Heightened leverage in 

the non-financial sector could fuel deep “tail risk” output contractions. 

• While there is little evidence to imminent threats to financial stability in 

the Latam region, the threat of external shocks underscores the 

importance of strong macroeconomic policy frameworks. Looking 

ahead, debate may focus on the possible use of macroprudential tools 

that would assist central banks to better manage the policy trade-offs 

they face. 

PACIFIC ALLIANCE COUNTRY UPDATES 

• We assess key insights from the last week, with highlights on the main 

issues to watch over the coming fortnight in the Pacific Alliance 

countries: Chile, Colombia, Mexico, and Peru. 

MARKET EVENTS & INDICATORS  

• A comprehensive risk calendar with selected highlights for the period 

November 20–December 3 across the Pacific Alliance countries, plus 

their regional neighbours Argentina and Brazil. 
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Forecast Updates 

Argentina Q4 Q1 Q2 Q3e Q4f Q1f Q2f Q3f Q4f Q1f Q2f Q3f Q4f 2020 2021f 2022f 2023f

Real GDP (y/y % change) -4.3 2.9 17.9 6.6 2.8 1.9 0.0 3.1 2.3 2.6 1.4 3.1 3.1 -9.9 7.4 1.8 2.2

CPI (y/y %, eop) 36.1 42.6 50.2 52.5 52.5 49.7 43.8 39.3 37.9 37.3 36.5 35.7 34.9 36.1 52.5 37.9 34.9

Unemployment rate (%, avg) 11.0 10.2 9.6 10.3 10.1 10.0 9.9 9.8 9.6 9.5 9.5 9.3 9.1 11.6 10.1 9.8 9.3

Central bank policy rate (%, eop) 38.00 38.00 38.00 38.00 40.00 44.00 46.00 46.00 42.00 40.00 38.00 37.00 36.00 38.00 40.00 42.00 36.00

Foreign exchange (USDARS, eop) 84.15 91.99 95.72 98.74 105.00 111.50 124.60 143.50 140.10 138.00 135.00 132.00 131.00 84.15 105.00 140.10 131.00

Brazil Q4 Q1 Q2 Q3e Q4f Q1f Q2f Q3f Q4f Q1f Q2f Q3f Q4f 2020 2021f 2022f 2023f

Real GDP (y/y % change) -1.1 1.0 12.4 5.2 3.1 2.7 2.1 1.9 2.6 3.1 2.2 2.3 2.5 -4.1 5.4 2.3 2.5

CPI (y/y %, eop) 4.5 6.1 8.3 10.2 11.2 9.6 8.6 7.3 5.8 3.6 3.3 3.6 3.5 4.5 11.2 5.8 3.5

Unemployment rate (%, avg) 13.9 14.7 14.1 13.7 13.1 13.5 12.4 11.9 11.8 11.2 10.7 10.3 9.9 13.9 14.0 12.4 10.5

Central bank policy rate (%, eop) 2.00 2.75 4.25 6.25 8.25 9.25 9.75 10.00 10.25 10.25 10.25 9.50 9.00 2.00 8.25 10.25 9.00

Foreign exchange (USDBRL, eop) 5.19 5.63 4.97 5.44 4.88 4.85 4.81 4.85 4.92 4.85 4.77 4.70 4.63 5.19 4.88 4.92 4.63

Chile Q4 Q1 Q2 Q3 Q4f Q1f Q2f Q3f Q4f Q1f Q2f Q3f Q4f 2020 2021f 2022f 2023f

Real GDP (y/y % change) 0.0 0.6 18.1 17.2 13.1 11.4 9.5 0.7 -2.2 -1.7 0.3 3.5 5.9 -5.8 12.0 4.5 2.0

CPI (y/y %, eop) 3.0 2.9 3.8 5.3 7.0 7.7 7.7 6.2 4.5 3.6 3.4 3.1 3.0 3.0 7.0 4.5 3.0

Unemployment rate (%, avg) 10.3 10.4 9.5 8.4 6.6 6.5 6.5 6.4 5.8 6.2 6.3 6.3 5.8 10.9 8.7 6.3 6.2

Central bank policy rate (%, eop) 0.50 0.50 0.50 1.50 4.00 5.00 5.00 5.00 5.00 5.00 5.00 5.00 5.00 0.50 4.00 5.00 5.00

Foreign exchange (USDCLP, eop) 711 719 734 810 800 760 740 720 700 680 680 680 680 711 800 700 680

Colombia Q4 Q1 Q2 Q3 Q4f Q1f Q2f Q3f Q4f Q1f Q2f Q3f Q4f 2020 2021f 2022f 2023f

Real GDP (y/y % change) -3.6 1.0 17.6 13.2 6.5 5.1 7.8 2.9 2.0 3.6 3.6 3.7 3.8 -6.8 9.1 4.5 3.7

CPI (y/y %, eop) 1.6 1.5 3.6 4.5 4.9 4.9 4.1 3.6 3.7 3.3 3.1 3.0 3.0 1.6 4.9 3.7 3.0

Unemployment rate (%, avg) 13.8 15.8 15.0 12.9 10.4 12.0 9.6 10.7 10.9 11.2 9.8 10.8 10.8 16.1 13.5 10.8 10.7

Central bank policy rate (%, eop) 1.75 1.75 1.75 2.00 3.00 3.50 4.00 4.50 5.00 5.00 5.00 5.00 5.00 1.75 3.00 5.00 5.00

Foreign exchange (USDCOP, eop) 3,428 3,663 3,755 3,809 3,760 3,804 3,683 3,670 3,655 3,698 3,712 3,712 3,712 3,428 3,760 3,655 3,712

Mexico Q4 Q1 Q2 Q3 Q4f Q1f Q2f Q3f Q4f Q1f Q2f Q3f Q4f 2020 2021f 2022f 2023f

Real GDP (y/y % change) -4.5 -3.6 19.6 4.6 3.5 3.7 3.4 2.4 2.1 1.8 1.3 1.9 1.4 -8.3 6.2 2.9 1.5

CPI (y/y %, eop) 3.2 4.7 5.9 6.0 6.3 5.4 3.7 3.5 3.4 3.4 3.2 3.7 3.5 3.2 6.3 3.4 3.5

Unemployment rate (%, avg) 4.3 4.3 4.2 4.3 3.9 3.9 3.8 4.4 4.2 4.3 4.0 4.1 4.1 4.4 4.0 4.1 4.1

Central bank policy rate (%, eop) 4.25 4.00 4.25 4.50 5.25 5.50 5.75 6.00 6.00 6.00 6.00 6.00 6.00 4.25 5.25 6.00 6.00

Foreign exchange (USDMXN, eop) 19.91 20.43 19.94 20.64 20.54 20.76 21.03 21.27 21.45 21.38 21.51 21.62 21.78 19.91 20.54 21.45 21.78

Peru Q4 Q1 Q2 Q3 Q4f Q1f Q2f Q3f Q4f Q1f Q2f Q3f Q4f 2020 2021f 2022f 2023f

Real GDP (y/y % change) -1.4 4.5 41.9 11.4 2.0 1.7 0.5 4.9 3.1 2.5 4.3 1.5 2.3 -11.0 12.3 2.6 2.8

CPI (y/y %, eop) 2.0 2.6 3.3 5.2 6.5 6.8 6.8 5.5 4.5 4.0 3.6 3.3 3.0 2.0 6.5 4.5 3.0

Unemployment rate (%, avg) 13.8 15.3 10.3 10.0 9.5 9.2 8.8 8.7 8.7 8.8 8.8 8.8 8.8 13.8 9.5 8.7 8.8

Central bank policy rate (%, eop) 0.25 0.25 0.25 1.00 2.50 3.00 3.50 3.75 4.00 4.00 4.00 4.00 4.00 0.25 2.50 4.00 4.00

Foreign exchange (USDPEN, eop) 3.62 3.74 3.87 4.13 4.15 4.15 4.20 4.20 4.25 4.25 4.25 4.25 4.25 3.62 4.15 4.25 4.25

United States Q4 Q1 Q2 Q3 Q4f Q1f Q2f Q3f Q4f Q1f Q2f Q3f Q4f 2020 2021f 2022f 2023f

Real GDP (y/y % change) -2.3 0.5 12.2 4.9 5.7 5.3 4.7 4.6 3.7 3.3 2.9 2.6 2.4 -3.4 5.8 4.6 2.8

CPI (y/y %, eop) 1.3 2.6 5.3 5.4 5.2 4.7 4.0 3.2 3.0 2.9 2.6 2.6 2.6 1.2 5.2 3.0 2.6

Unemployment rate (%, avg) 6.8 6.2 5.9 5.1 4.5 4.2 4.0 3.8 3.7 3.5 3.4 3.4 3.3 8.1 5.4 3.9 3.4

Central bank policy rate (%, eop) 0.25 0.25 0.25 0.25 0.25 0.25 0.25 0.25 0.50 0.75 1.00 1.25 1.50 0.25 0.25 0.50 1.50

Foreign exchange (EURUSD, eop) 1.22 1.17 1.19 1.16 1.15 1.15 1.14 1.14 1.12 1.15 1.15 1.18 1.18 1.22 1.15 1.12 1.18

Source: Scotiabank Economics.

Red indicates changes in estimates and forecasts since previous Latam Weekly  on November 5, 2021.
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Forecast Updates: Central Bank Policy Rates and Outlook  
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Latam Central Banks: Policy Rates and Outlook

Next Scheduled Meeting Market Pricing BNS Forecast

Current Date Market BNS 12 mos 24 mos End-2021 End-2022 BNS guidance for next monetary policy meeting

Argentina, BCRA, TPM, n.a. 38.00% n.a. n.a. 38.00% n.a. n.a. 40.00% 42.00% After cutting the benchmark Leliq rate by -200 bps in October 2020, the BCRA reversed 

these moves on Nov. 12, 2020 as negotiations resumed with the IMF mission. Talks 

with the Fund aren't likely to conclude until after the October 2021 elections. At this 

point, our rate call is speculative and wholly contingent on whether the authorities want 

to begin gradually hiking to take real rates back into positive territory or move in a 

sharper fashion in late-2021. 

Brazil, BCB, Selic 7.75% Dec-08 7.65% 8.25% 13.43% 11.43% 8.25% 10.25% We expect the BCB to further increase the Selic rate by 50 bps at the December 

meeting, which would raise the policy rate from 7.75% currently to 8.25%. This call 

comes on the heels of an earlier 150 basis point increase announced by the BCB 

following the release of data in which inflationary pressures showed little sign of 

abating.

Chile, BCCh, TPM 2.75% Dec-14 2.75% 4.00% 6.12% 4.66% 4.00% 5.00% We expect the BCCh to hike again by 125 bps in the December meeting, which will 

bring the monetary policy rate slightly above its neutral level earlier than anticipated in 

September's Monetary Policy Report. However, if the fourth withdrawal of pension 

funds is approved by Congress before the December meeting of the central bank, we 

estimate that the Board will evaluate raising the policy rate even beyond 4.0%.

Colombia, BanRep, TII 2.50% Dec-17 2.47% 3.00% 6.96% 6.47% 3.00% 5.00% Recent stong economic indicators affirm our expectation of a 50 bps hike in 

December's meeting. By 2022, the output gap is expected to be closed while the core 

inflation would hover around 4%. The central bank would reach the neutral rate early 

and close the year at 5.0%.

Mexico, Banxico, TO 5.00% Dec-16 5.24% 5.25% 7.39% 7.67% 5.25% 6.00% We expect a hike of 25 bps in the last meeting of 2021, ending the year at 5.25%. For 

2022, we expect hikes of 25 bps up to terminal rate of 6.00%, leaving the policy setting 

around neutral stance. However, the TIIE curve suggests market participants expect a 

steeper rate hike cycle, on the tight side of monetary policy. We also see some rising 

risks on inflation and the policy response, but not to the same degree as market is 

pricing. Like the Banxico Board, our view might change if inflation data keeps beating 

expectations in its upcoming releases. 

Peru, BCRP, TIR 2.00% Dec-09 n.a. 2.50% n.a. n.a. 2.50% 4.00% With inflation at 5.8% yearly and rising, we expect the BCRP to raise the reference rate 

by 50 bps in December. We expect inflation to continue rising in early 2022, leading the 

BCRP to implement a further 150 bps increase in 2022, to take the rate to 4.0% by year-

end 2022. The risk is to the upside.

Sources: Scotiabank Economics, Scotiabank GBM, Bloomberg.
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Economic Overview: Focussing on Financial 

Stability    

• Recent central bank financial stability reports have focused on possible 

risks from shifts in investor risk appetite and more aggressive 

tightening in advanced economies. 

• These concerns complicate decision-making with respect to the pace 

and timing of tightening and may lead to trade-offs in policy objectives. 

• There is little evidence of nascent financial stability risks in Latam 

countries, but they remain exposed to external financial shocks. 

• Strong macroeconomic policy frameworks help guard against these 

shocks. Going forward, attention could turn to the proactive use of 

macroprudential policies to assist central banks manage policy trade-

offs. 

INFLATION, FINANCIAL STABILITY AND POLICY TRADE-OFFS 

The recent publication of financial stability reports by advanced country 

central banks as well as their counterparts in the Latam region has focused 

attention on financial stability. A central theme of these reports is the risk of a 

sudden re-pricing of assets resulting from a shift in investor risk appetite. Such a 

shift could propagate balance sheet shocks that are amplified by high levels of 

leverage across the non-financial sector, leading to lower investment and 

consumption and a prolonged period of lower growth as balance sheets are 

repaired. 

Fortunately, as recent financial stability reports note, banking systems are 

generally well positioned to absorb these shocks, with higher capital and 

liquidity buffers; stress tests suggest, meanwhile, that banks have sufficient 

capital to withstand various adverse scenarios. 

Nevertheless, given the current conjuncture, the attention placed on 

financial stability is appropriate. It has become increasingly clear that, as global 

inflation has picked up, the current extraordinarily expansionary stance of 

monetary policy cannot be maintained indefinitely. And while this does not 

necessarily imply that an immediate or an abrupt shift from expansionary to 

contractionary financial conditions is in the offing, some adjustment to the current 

stance of policies is warranted, if only because higher unexpected inflation drives 

real interest rates further into negative territory, adding to the stimulus impulse in 

the economy. Financial conditions may remain expansionary, just less so than is 

currently the case. But that adjustment implies a change, however gradual, in the 

global low interest rate environment that has prevailed for the past decade that 

animates financial stability concerns. 

Latam central banks are leading this recalibration. Key policy rates have 

already been raised across the region; further increases are on the way. That 

said, the path towards the re-normalization of monetary policy conditions is 

clouded by considerable uncertainty. Disruptions to global supply chains and 

logistical bottlenecks raise the question of whether current price pressures are a 

temporary problem, or could become more persistent, should they become 

embedded in expectations and wage formation. 
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For central bankers grappling with the challenge of rebalancing monetary policy, financial stability concerns exacerbate 

the uncertainties they face. This is because past low interest rates may have fuelled excessive risk-taking that potentially poses 

a threat to financial stability. That channel could, for example, account for the emergence of asset price bubbles in some markets. 

At the same time, while extraordinary monetary (and fiscal) policies have insulated economies from the COVID-19 shock, they 

have also facilitated an increase in leverage in both advanced and emerging market economies. 

Central banks may thus face an inter-temporal trade-off between the need to contain inflation and the risk that higher 

interest rates could imperil growth and employment objectives. On the one hand, an approach to rebalancing monetary 

conditions that is too gradual may result in a ratcheting up of inflation expectations and growing macroeconomic imbalances with 

adverse implications for long-term growth. In this scenario, central banks that have fallen behind the tightening cycle may 

inadvertently generate a future "hard landing" as they catch up to deliver on their price stability commitments. On the other hand, 

too rapid a rebalancing to contain price pressures might slow the recovery or trigger deleveraging that leads to large output 

losses. In this scenario, price stability objectives would be achieved at the cost of higher unemployment and financial disruption in 

the near term. 

In part, this trade-off reflects the global build-up of non-financial sector debts since the 2008-10 financial crisis. IMF data 

shows, for example, that non-financial sector debt increased from 138 percent to 152 percent of GDP over the decade to the end 

of 2019. The COVID-19 pandemic has added to non-financial sector debt loads: economic activity collapsed as public health 

lockdowns took effect, resulting in the loss of income and the accumulation of additional debt to avoid bankruptcy and sustain 

consumption. 

This effect does not mean that the extraordinary fiscal and monetary measures introduced to fight the pandemic were 

unnecessary or undesirable. Without them the plight of the most vulnerable would have been even greater and the economic 

and financial dislocation more severe. Delinquency rates would have soared and bankruptcies would have likely led to the loss of 

firm-specific relationship capital and long-term scarring effects that could impair growth prospects (see discussion in Colombia 

Country Update below). But high levels of non-financial sector leverage do raise questions about the effects on financial stability of 

the unwinding of these extraordinary measures coming out of the pandemic. 

For the avoidance of doubt, there is scant evidence of serious imminent financial stability risks in Latam markets. Except 

for Argentina, where prices have soared over recent months, there are no clear signs of irrational exuberance in regional equity 

markets either preceding or in the wake of the pandemic (chart 1). Similarly, though the data is limited, and cross-country 

comparisons are fraught, year-over-year changes in Latam property prices do not appear exceptionally "frothy" (chart 2). If 

markets were caught up in a speculative frenzy, prices might be subject to extrapolative expectations, with progressively larger 

changes reflecting the expectation of still-higher prices to come. That isn’t the case in most Latam markets. In Brazil, increases 

prior to the pandemic might reflect an adjustment to the declines recorded in the earlier recession. 
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Two other indicators allay concerns of an excessively rapid build-up of debt. The first is bank credit to the private non-

financial sector as a percentage of GDP (chart 3). Sharp increases in this ratio might signal excessively rapid credit expansion to 

fund speculative ventures or the accumulation of risky assets. The second indicator is the BIS credit-to-GDP gap, which shows the 

extent to which a broader measure of credit outstrips its underlying trend (chart 4). Here, too, an increase in the gap could warn of 

potential vulnerabilities. However, there is little to indicate an incipient problem of excessive credit expansion based on these two 

measures. 

The broad conclusion from this admittedly cursory review, but one shared by recent local financial stability reports, 

seems to be that financial risks appear well contained. 

While this assessment is certainly reassuring, it does not justify complacency and it would be imprudent to assume that 

risks do not exist. There may be idiosyncratic risks that are hidden by cross-country comparisons. For example, in Chile, the 

BCCh’s recent financial stability report notes with concern the impact of pension withdrawals in terms of the forced asset sales 

they created, which affected foreign exchange and debt markets and resulted in increased volatility of asset prices (see discussion 

below). Moreover, market disruptions at the global level can have spillover effects on local markets. In a panicked rush for the 

exits, investors are less likely to heed local indicators of financial health and more prone to follow the herd to safe-haven assets. 

In such circumstances, investors may be more inclined to differentiate risks on the basis of broad macroeconomic 

measures. In this regard, while fiscal policy responses across most of the Latam region played a critical role in attenuating the 

impact of the pandemic and laying the foundations for robust recoveries, they have led to a marked increase in public sector debt 

burdens. In a sense, these measures shifted risks from private sector balance sheets to the public sector. Though the effects of 

this risk transfer are not readily discernible in financial market indicators such as the 10-year CDS spreads over US Treasuries 

(chart 5), which have narrowed from their peaks in March 2020, increases in Brazil, Colombia and Peru bear monitoring. 

Strong, credible policy frameworks that support price stability and fiscal sustainability can help deal with vulnerabilities 

associated with greater global liquidity, shifts in risk appetite and the search for yield. Many Latam governments have 

already moved to buttress these frameworks. But the question remains as to whether additional measures beyond those 

macroeconomic policies should be deployed. Going forward, debate is likely to focus on the use of macroprudential measures; the 

proactive use of these instruments, it could be argued, would allow central banks to better manage the inter-temporal policy trade-

offs they face. Tightening macroprudential policies might allow inflation-targeting central bankers to better calibrate monetary 

conditions to inflation control, while reducing the likelihood of a severe "tail risk" contraction associated with financial instability. 

Such measures are already in place 

across the Latam region, especially 

measures related to the foreign 

currency exposure of banks. And as 

tracked by the IMF, many 

macroprudential measures were 

relaxed in the pandemic to promote 

credit flows to businesses and 

households (table 1). In this respect, 

advocates of macroprudential policies 

could argue that there is ample scope 

to tighten them now that recoveries 

are well established. Doing so, they 

contend, would have the salutary 

effect of insulating domestic financial 

systems from external shocks coming 

from shifts in investor risk appetite 

and unexpectedly aggressive 

tightening by advanced country 

central banks.  

 Table 1 

Argentina Brazil Chile Colombia Mexico Peru

Capital Conservation 

Buffer

Forward-looking loan 

loss provisioning

Corporate sector 

capital requirements

Liquidity coverage 

ratio

Net stable funding 

ratio

Delayed 

implementation

Limits on maturity 

mismatches

Macroprudential 

reserve requirements 

Reserve requirements 

differentiated by 

currency

Broad-based 

measures to increase 

resilience

Restrictions 

on payouts

Restrictions 

on payouts

Delayed 

implementation

Restrictions relaxed, Restrictions tightened or introduced.

Latam: Changes in Selected Macroprudential Policies in Response to Pandemic

Sources: Scotiabank Economics, IMF Macroprudential Database.
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Chile—A Hectic Political Agenda in Congress, Ahead of the Presidential Election   
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The daily number of confirmed COVID-19 cases has continued to rise in recent 

days, reaching its highest level in four months, reflecting an increase in the 

positivity rate to 3.3% in the last week, despite the vaccination campaign 

having reached 90.5% of the eligible population. The occupancy of ICU beds and 

the COVID-19-related death rates slightly increased but remain at low levels. 

Meanwhile, the rollout of booster (third) doses keeps moving forward, reaching 

almost 7.3 million people. Thanks to the success of the vaccination program, 

workplace mobility has surpassed pre-pandemic levels. 

Regarding the economic indicators, on November 8, the statistical agency (INE) 

released October’s CPI, which increased 1.3% m/m (6.0% y/y), above both 

market and our expectations. The figure was explained mainly by increases in two 

services: tourist packages (+55.8% m/m) and air transport fares (+45.4% m/m), which 

contributed 0.85 percent points (ppts) to the m/m inflation. Because recent high 

inflation figures risk introducing persistence and second-round effects, the central 

bank (BCCh) has been raising the Monetary Policy Rate in recent months and 

announced an early normalization of the interest rate. 

In Congress, on November 9, the Senate rejected the pension funds withdrawal 

bill that the lower house had approved. As a result, a mixed commission of 

deputies and senators is studying and modifying the bill. In its meeting held on 

Wednesday, November 17, the commission defined nine key points of change 

required to reach approval in both Houses. The proposals are related to the 

introduction of some restrictions to the bill including, among others, a reduction in the 

maximum amount; income tax on withdrawals; dividing the benefit into two payments; 

and an agreement to ensure this is the last withdrawal. 

With respect to the above, the central bank warned about the implications that 

the pension fund withdrawals have for the financial stability and has been 

implementing some macro-prudential measures to contain its financial and 

economic impacts, in line with its legal mandate. According to the BCCh, the 

impacts have different channels of transmission: a short-term macroeconomic 

channel, mainly in consumption, domestic demand and economic activity; a structural 

channel, due to the impact on the saving rate; expectations, with effects on 

uncertainty; and financial, affecting asset prices. To reduce the financial impact, last 

year the BCCh announced a program to conduct repos with pension funds to 

purchase up to USD 10 bn in senior bank bonds to allow pension funds to maintain 

their investment positions and help reduce pressures that the pension fund withdrawal process would have likely generated on 

bank bonds and deposits in the short term. 

Amid the discussion regarding a fourth withdrawal of 10% of pension funds, the BCCh noted that with every new 

withdrawal, its capacity to minimize the effects on financial markets is reduced. Up to November 15, the amount of the 

last three pension fund withdrawals reached USD 49.7 bn (20% of GDP) (chart 1), according to the pension supervisor’s 

estimates. 
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 With regard to the presidential election (Sunday November 21), the November 5 Cadem poll showed that the far-right 

candidate José Antonio Kast continues to lead the race, followed by the left-wing candidate Gabriel Boric. However, in 

recent days both candidates made some unforced errors that could affect their performance in Sunday’s election. We believe 

that candidates who go to the second round will likely adjust their proposed programs to broaden their appeal. Both Kast and 

Boric have indicated that they are open to modifying their programs, and it is very likely that both will capture part of the 

programs of their allies. 

Meanwhile, on November 16, the Senate floor rejected the impeachment accusation against President Piñera, as 

expected. The bill was based on possible crimes of bribery and tax evasion in the sale of Minera Dominga and had two 

chapters, neither of which received the two-thirds majority required for approval. 

Due to the political factors mentioned above, among others, the long-term nominal interest rates have decreased in 

recent days. In effect, with the rise in short-term nominal interest rates and the fall in 10-year rates, some days ago we warned 

about the risk of having an inverted yield curve in the next few months. We consider that the drop in the 10yr–2yr year spread 

that we are currently observing is mostly associated with higher inflationary expectations and the consequent monetary 

normalization, in a context of an uncertain political scenario (chart 2). 

In the fortnight ahead, on Sunday, November 21, we will have the results of the presidential election, while on Monday, 

November 22 Congress should approve the 2022 Fiscal Budget. In addition, on Wednesday, November 30, the INE will 

release unemployment rate for the quarter that ended in October. Lastly, on Thursday, December 1, the BCCh will publish the 

monthly economic activity for October. 

 

Colombia—The Significance of Reaching Pre-pandemic Activity Levels  
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This week the statistical agency revealed that in the third quarter the 

Colombian economy surpassed pre-pandemic activity levels showing that, 

following a period of almost no pandemic-related restrictions, the economy 

could rebound and recover faster than expected. But what is this recovery 

signaling? Is the output gap closing faster than expected? Did potential GDP fall less 

than expected? What are the risks ahead? And what are the implications for the 

monetary policy? 

In the third quarter, the economy operated 2.6% above pre-pandemic levels 

(chart 1). Only two sectors continued to lag the recovery, mining (-16.1% versus pre-

pandemic) and construction (-26.7% versus pre-pandemic). Output in the mining 

sector reflects weaker production, especially in oil and coal; while the construction 

sector is showing an effect of lower activity, as big civil works projects are in a final 

phase with a lower value-added. The other ten sectors are now above pre-pandemic 

levels, with some showing the surge of new activities amid the pandemic, for 

example, online betting. Traditional sectors, meanwhile, are now rebounding as 

operating conditions have improved amid a reduction in mobility and capacity 

restrictions. On the demand side, consumption—both public and private—lead the 

gains, while investment remains below pre-pandemic levels (-13.3% versus Q4-2019), showing the continued influence of lower 

construction activity. 

In a fairly simple calculation, if the Colombian economy repeats the same performance of the third quarter in the fourth 

quarter, 2021 economic growth would stand between 9.8% and 10.3%. The main vulnerability in this scenario would come 

from renewed lockdowns amid new COVID-19 waves. However, we assign a low probability to this as the vaccination plan has 

advanced, and 45.8% of the population is now fully vaccinated. 

 Chart 1 
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 Another relevant risk would come from international supply chain bottlenecks, 

which could disrupt regular industrial processes and translate into higher 

prices to consumers. For now, the commerce sector has warned of the risk of 

higher prices and lower-than-usual inventories for the year-end. Such effects may be 

felt unevenly across the economy: some sectors have reported a sudden increase in 

their supplies, while others have experienced interruptions in production due to 

delays in getting enough raw materials. 

Previous dynamics also warrant close monitoring as, after the third quarter, pre

-pandemic levels are no longer the benchmark. That is why despite recent results 

skewing our current expected GDP growth (9.1% y/y) to the upside, we prefer to 

maintain a conservative view. 

Ahead of 2022, it will be important to look for a rebound in investment, 

especially in the construction sector, which has been strongly supported by 

the government. However, 2022 is likely to start slowly, since it is common for some 

private businesses to wait until after elections to make relevant investment 

decisions—an effect that is referred to as an “electoral clause”—in the event that the 

new administration shifts from a pro-market model. In fact, in 2018 before the 

elections, some investment decisions were basically frozen, while after the elections private firms were more confident to invest. 

If this phenomenon is repeated, that outcome would slow down the activity at the beginning of the year. Despite this possibility, 

we affirm our expectation of a 4.5% GDP expansion in 2022. 

In this regard, stronger economic growth could have positive outcomes in terms of fiscal accounts—the MoF reported 

net tax collection grew by 22.6% vs 2020 (YTD up to October) and by 6.1% vs 2019, which would lead to positive 

surprises in terms of fiscal balance. On the monetary policy side, the better economic outlook was the main reason BanRep 

accelerated the hiking cycle in October’s meeting; continued improvements in the outlook would motivate an early normalization 

of monetary conditions. That said, the labour market still lags the recovery, in terms of quantities but also of quality, which 

makes us continue to think that, while monetary policy must move to a less expansionary stance, it is premature to shift to a 

contractionary stance. 

Looking ahead, with the economy operating normally, a critical question for the setting of monetary policy is whether 

the pandemic has had lasting effects on potential output. If the effects of the pandemic are purely transitory, GDP could be 

expected to return to its pre-COVID-19 trend (chart 2). On this basis, the economy has some way to go before returning to 

trend. However, it is possible that the pandemic has resulted in “scarring” effects that have reduced trend growth. If the relevant 

benchmark is the post-COVID-19 trend, the economy could have already returned to its longer-term path. In this event, 

monetary policy should reach the neutral rate in 2022, as is our base case scenario.  

 

Mexico—Banxico: Re-shuffling the Deck 

Eduardo Suárez, VP, Latin America Economics    
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The first interest rate hike Banxico delivered at the start of the summer in 2021 caught economists (but not the market) 

by surprise. Heading into the decision, economists were almost universally looking for the central bank to remain on hold, as 

the price shock was seen as temporary and driven by short-term supply-side shocks and energy-related base effects. On the 

flip side, markets had already been pricing in the start of the tightening cycle for a couple of months. Since then, economists 

have remained at odds with the central bank, but the roles have been reversed (economists have seemed more hawkish on 

their views than most of the board).  

Up until two central bank meetings ago, the guidance from the board suggested that getting the policy rate north of 5% 

would be a tall order, with deputy governors Esquivel and Borja supporting a hold, and deputy governor Heath stating 

that he only saw one or two 25 bps hikes over the course of the cycle (the policy rate was at 4.5%). At the same time, 

economists saw a terminal rate of around 6%, and the TIIE market was discounting a terminal rate close to 7.5%. 
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 It increasingly looks likely that despite the departure of Governor Diaz de 

Leon—who has been among the two most hawkish members in the second half 

of 2021—at the end of the year, the unwind of monetary stimulus will continue 

into 2022, with the terminal rate being close to neutral (6.0% - which is our base 

case, chart 1), or even higher. There are several reasons for this: 

• In its last policy decision, Banxico revised its inflation forecast for 2021 materially 

higher (to 6.8%, up from 6.2% at the end of September).  

• In addition, core inflation is now forecast to remain above the top end of the target 

range until 2022Q4.  

• Furthermore, yesterday, deputy governor Heath, who had previously suggested 

he would be unlikely to support rates at even 5.0%, said he believes inflation will 

close the year as high as 7.3% and described inflation as becoming “a very 

serious problem”.  

With deputy governor Heath now seemingly turned more hawkish, and deputy 

Borja supporting tightening, at the same time as Banxico continues to revise 

inflation forecasts higher, we expect rate hikes will continue even with the departure of Governor Diaz de Leon. We are 

not yet in the camp that sees the pace of hikes accelerating to 50 bps moves, but we think it will be important to monitor 

comments by deputies Borja, Heath and Espinosa, as we don’t shut the door on that possibility. We also see risks that the rate 

hike cycle could end up being more front-loaded than our base case currently calls for. In addition, with evidence mounting that 

we are indeed getting some demand-side price pressures, we also see a growing possibility that the terminal rate could end up 

being higher than the 6% level we currently expect. At this point, however, we don’t yet see enough evidence to make the 

revision.    

 

Peru—A Closer Look at Fiscal and Monetary Policy    
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Fiscal policy has become prudent pretty much by default, as fiscal revenues have taken off quite independently of 

government action (chart 1). However, things are a bit more challenging for monetary policy. 

Fiscal management 

There are four aspects to highlight in terms of fiscal management under the Castillo regime: 

1. The intention to a return to the fiscal rule of 1% of GDP by 2025.  

2. Institutional continuity as manifested in key policy documents, including the 2022 budget, and the Multi-Year 

Macroeconomic Framework (Marco Macroeconómico Multianual, MMM), which show no significant break with the past.  

3. The request before Congress for exceptional powers to legislate on a tax reform.  

4. An improving fiscal picture, with no significant modifications in either the government spending schedule, or the strong tax 

revenue trend.  

One of the first acts of Finance Minister Francke has been to stress the importance of the fiscal rule. His words and 

actions show seriousness of intent, aside from a clear intention to boost investor confidence. Since first established in 1999, the 

fiscal rule has changed at times, but has largely revolved around 1% of GDP. The rule is currently suspended for 2020–2021 

due to the COVID-19 pandemic. The MEF lays out the following path to return to the 1% rule: 
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 2021: -4.7%  

2022: -3.7% 

2023: -2.7% 

2024: -1.7% 

2025: -1.0% 

The path is ambitious, but doable. In fact, we expect the targets for the 2021–2022 

period to be surpassed. This is already the case in 2021, as the 12-month trailing 

fiscal deficit to October has come in at 4.1% of GDP (chart 2). The trend is on track 

to meet our full-year 2021 forecast of 3.7% of GDP. For 2022, we expect the fiscal 

deficit to decline further, to 3.5% of GDP, also surpassing the government target.  

By far the main driver behind the improving fiscal trend has been fiscal 

revenue, which rose a considerable 46% y/y in January–October. Lest one 

believe this is solely a rebound from the 2020 lockdown, this represented a 17.9% 

increase from the same period in 2019. Both high metal prices and the increasing 

digitalization of sales have contributed. Increased digitalization has led to the 

formalization of previously informal sales. 

Things may become more difficult from 2023 on, however. Commodity prices 

are stabilizing and, although high prices in 2021 will continue to affect revenue in 

2022, the impact should fade afterwards, barring another boost in prices, which 

appears unlikely. The digitalization of sales is a structural change which may persist 

a bit more, but will also eventually exhaust itself. At some point, tax revenue growth 

will either depend once again on organic GDP growth, or require an increase in 

taxes. We expect GDP growth to be in the mid-2% range from 2022 to 2025, which 

may be too low to guarantee an exact return to the fiscal rule by 2025, especially 

considering that government spending is not likely to be curtailed, but the miss will 

not necessarily be too worrisome. 

Meanwhile, the government has requested that Congress provide it with 

special powers to modify taxes in hopes of increasing resources for spending 

on social programs, while at the same time enabling the return to the fiscal rule 

that it seeks. Given the level of confrontation between Congress and the Executive, 

the chances that Congress will award these powers appear to be slim. If so, the 

Executive could still introduce new tax legislation piecemeal, although it would still 

need to rely on Congressional approval for some of the more significant proposals. 

The clock is ticking, as any new legislation would need to be introduced before 

December 30, 2021 for it to be in effect in 2022. Otherwise, tax change proposals will 

not be effective until 2023 at the earliest. Not that there is much urgency in fiscal 

management terms, as the short-term fiscal picture is sufficiently robust. 

The government is seeking special powers to be able to increase taxes, 

especially on the affluent, the mining sector, real estate rent and financial 

market earnings. On mining, in particular, there is talk of increasing the minimum 

mining royalty from 1% of sales currently, presumably to 2%, and increasing the 

“Special Mining Tax”, which is an incremental tax that currently ranges from 2% to 

8.4% of operating income. 

The powers would also seek to broaden the tax base, in part through 

simplification. The tax structure for small business would be simplified, for 

example. Finally, the government would be including measures to reduce tax 

evasion and elusion, including introducing an automatic tax code, and enhancing 

the digitalization of sales and tax payments. 
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 Monetary measures 

Meanwhile, with yearly inflation at 5.8% in October and rising, there is a partial shift in concern from growth to 

inflation (chart 3). This has put greater onus on the BCRP, which has become more aggressive on three fronts. The BCRP 

raised its reference rate from 0.25% in August, to 2.0% currently. We expect another 50 bps increase in December and for the 

rate to rise to 4.0%, at least, in 2022.  

Secondly, the central bank (BCRP) 

significantly increased what is known here 

as the marginal reserve requirement on 

bank deposits (table 1). The reserve 

requirement on new deposits was raised from 

4% to 25%, which means that banks must hold 

at the BCRP a quarter of each unit of PEN that 

it receives in deposit. However, the impact is 

softened by a 6% of deposits ceiling on total 

reserves. The impact of higher reserve requirements is to reduce liquidity availability in the banking system.  

Finally, the BCRP has continued to be active in the FX market. The BCRP reported recently that it has provided USD 

liquidity to the FX market in the year-to-date to the tune of a huge USD 16.4 bn injection. Of this, USD 10.8 bn were through 

sales to the spot market, and the remainder through derivatives and FX certificates. Since in Peru both the PEN and the USD 

are used in practice as common currency, the risk of currency depreciation feeding into inflation is, perhaps, greater than 

elsewhere, which implies the need for the BCRP to include the FX market in its general monetary policy vision.  

 Table 1 

Jul-21 Aug-21 Sep-21 Oct-21 Nov-21 Dec-21 Jan-22

Reference rate 0.25 0.50 1.00 1.50 2.00

PEN legal reserve 4.00 4.00 4.00 4.00 4.50 4.75 5.00

PEN marginal reserve 4.00 4.00 25.00 25.00

PEN avge reserve ceiling < 6.00 < 6.00 < 6.00

Peru: Monetary Policy Measures 2021

Sources: Scotiabank Economics, BCRP.
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Market Events & Indicators for November 20–December 3 

Forecasts at time of publication. 

Sources: Scotiabank Economics, Bloomberg. 

ARGENTINA
Date Time Event Period BNS Consensus Latest BNS Comments

Nov-22 Budget Balance (ARS mn) Oct -- -- 291,428.4

Nov-23 14:00 Trade Balance (USD mn) Oct -- -- 1,667.0

Nov-23 14:00 Exports Total (USD mn) Oct -- -- 7,553.0

Nov-23 14:00 Imports Total (USD mn) Oct -- -- 5,886.0

Nov-23 14:00 Economic Activity Index (y/y) Sep -- -- 12.8

Nov-23 14:00 Economic Activity Index (m/m) Sep -- -- 0.9

Nov-25 14:00 Shop Center Sales (y/y) Sep -- -- 245.2

Nov-25 14:00 Supermarket Sales (y/y) Sep -- -- 4.5

Nov-25 Consumer Confidence Index Nov -- -- 40.2

Dec-01 Government Tax Revenue (ARS bn) Nov -- -- 1,018.8

Dec-03 Vehicle Exports Adefa Nov -- -- 25,938.0

Dec-03 Vehicle Production Adefa Nov -- -- 41,002.0

Dec-03 Vehicle Domestic Sales Adefa Nov -- -- 25,291.0

Dec-03 Central Bank Survey

BRAZIL
Date Time Event Period BNS Consensus Latest BNS Comments

Nov-22 6:25 Central Bank Weekly Economist Survey

Nov-22 13:00 Trade Balance Weekly (USD mn) 21-Nov -- -- 277.7

Nov-23 6:00 FGV CPI IPC-S (%) 22-Nov -- 0.8 0.9

Nov-24 6:00 FGV Consumer Confidence Nov -- -- 76.3

Nov-25 3:00 FIPE CPI - Weekly (%) 22-Nov -- -- 1.0

Nov-25 6:00 FGV Construction Costs (m/m) Nov -- -- 0.8

Nov-25 7:00 IBGE Inflation IPCA-15 (m/m) Nov -- 1.1 1.2

Nov-25 7:00 IBGE Inflation IPCA-15 (y/y) Nov -- 10.6 10.3

Nov-25 7:30 Current Account Balance (USD mn) Oct -- -- -1,699.0

Nov-25 7:30 Foreign Direct Investment (USD mn) Oct -- -- 4,495.0

Nov 22-25 Tax Collections (BRL mn) Oct -- 176,500.0 149,102.0

Nov-26 7:30 Outstanding Loans (m/m) Oct -- -- 2.0

Nov-26 7:30 Total Outstanding Loans (BRL bn) Oct -- -- 4,428.8

Nov-26 7:30 Personal Loan Default Rate (%) Oct -- -- 4.3

Nov-26 Formal Job Creation Total Oct -- -- 313,902.0

Nov-29 6:00 FGV Inflation IGPM (m/m) Nov -- -- 0.6

Nov-29 6:00 FGV Inflation IGPM (y/y) Nov -- -- 21.7

Nov-29 6:25 Central Bank Weekly Economist Survey

Nov-30 7:00 National Unemployment Rate (%) Sep -- -- 13.2

Nov-30 7:30 Primary Budget Balance (BRL bn) Oct -- -- 12.9

Nov-30 7:30 Nominal Budget Balance (BRL bn) Oct -- -- -42.0

Nov-30 7:30 Net Debt % GDP Oct -- -- 58.5

Nov 26-30 Federal Debt Total (BRL bn) Oct -- -- 5,443.0

Nov 26-30 Central Govt Budget Balance (BRL bn) Oct -- -- 0.3

Dec-01 6:00 FGV CPI IPC-S (%) 30-Nov -- 0.8 0.9

Dec-01 8:00 Markit Brazil PMI Manufacturing Nov -- -- 51.7

Dec-01 13:00 Trade Balance Monthly (USD mn) Nov -- -- 2,004.0

Dec-01 13:00 Exports Total (USD mn) Nov -- -- 22,520.0

Dec-01 13:00 Imports Total (USD mn) Nov -- -- 20,516.0

Dec-02 3:00 FIPE CPI - Monthly (%) Nov -- -- 1.0

Dec-02 7:00 GDP (q/q) 3Q -- -- -0.1

Dec-02 7:00 GDP (y/y) 3Q -- -- 12.4

Dec-02 7:00 GDP 4Qtrs Accumulated 3Q -- -- 1.8

Dec-03 7:00 Industrial Production (m/m) Oct -- -- -0.4

Dec-03 7:00 Industrial Production (y/y) Oct -- -- -3.9

Dec-03 8:00 Markit Brazil PMI Composite Nov -- -- 53.4

Dec-03 8:00 Markit Brazil PMI Services Nov -- -- 54.9

Dec 1-3 Vehicle Sales Fenabrave Nov -- -- 162,365.0
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Market Events & Indicators for November 20–December 3 

Forecasts at time of publication. 

Sources: Scotiabank Economics, Bloomberg. 

CHILE
Date Time Event Period BNS Consensus Latest BNS Comments

Nov-24 7:00 PPI (m/m) Oct -- -- -0.2

Nov-30 7:00 Unemployment Rate (%) Oct 8.2 -- 8.4 We expect a drop in the unemployment rate to 

8.2%, due to a higher increase in employment 

compared with the rise in the work force.

Nov-30 7:00 Retail Sales (y/y) Oct 25.0 -- 19.9 We forecast an expansion around 25% y/y in 

October, based on our high frequency indicators of 

credit and debit cards, which showed a superb 

performance in department stores and stabilization 

in supermarkets during last month.
Nov-30 7:00 Commercial Activity (y/y) Oct -- -- 17.9

Nov-30 7:00 Manufacturing Production (y/y) Oct -- -- 4.3

Nov-30 7:00 Industrial Production (y/y) Oct -- -- -0.7

Nov-30 7:00 Copper Production Total Oct -- -- 451,128.0

Dec-01 6:30 Economic Activity (y/y) Oct 17.0 -- 15.6 We forecast monthly GDP growth at 17% y/y in 

October. GDP growth will reach 12% in 

2021 and 4.5% in 2022. 

Dec 1-3 Vehicle Sales Total Nov -- -- 38,551.0

Dec 1-7 IMCE Business Confidence Nov -- -- 58.2

COLOMBIA
Date Time Event Period BNS Consensus Latest BNS Comments

Nov-22 Industrial Confidence Oct -- -- 20.4

Nov-22 Retail Confidence Oct -- -- 40.3

Nov-26 Central Bank Board Meeting

Nov-30 10:00 National Unemployment Rate (%) Oct 11.7 -- 12.1

Nov-30 10:00 Urban Unemployment Rate (%) Oct 12.1 -- 13.0

Dec-01 10:00 Davivienda Colombia PMI Mfg Nov -- -- 54.0

Dec-03 10:00 Exports FOB (USD mn) Oct -- -- 3,572.5

Dec 1-3 Current Account Balance (USD mn) 3Q 5,100 -- -4,635.6 Trade deficit significantly widens during the 3Q-

2021. International price increases are leading to 

higher imports, while exports are lagging the 

movement amid lower oil and coal production.

MEXICO
Date Time Event Period BNS Consensus Latest BNS Comments

Nov-22 Citibanamex Survey of Economists

Nov-23 7:00 Retail Sales (m/m) Sep -- -- 0.0

Nov-23 7:00 Retail Sales (y/y) Sep -- -- 7.2

Nov-23 10:00 International Reserves Weekly (USD mn) 19-Nov -- -- 198,788.0

Nov-24 7:00 Bi-Weekly CPI (%) 15-Nov 0.5 0.5 0.4

Nov-24 7:00 Bi-Weekly Core CPI (%) 15-Nov 0.1 0.1 0.2

Nov-24 7:00 Bi-Weekly CPI (y/y) 15-Nov 6.8 6.9 6.4

Nov-25 7:00 GDP NSA (y/y) 3Q F 4.6 -- 4.6

Nov-25 7:00 GDP SA (q/q) 3Q F -0.2 -- -0.2

Nov-25 7:00 GDP Nominal (y/y) 3Q -- -- 29.6

Nov-25 7:00 Economic Activity IGAE (y/y) Sep -- -- 4.3

Nov-25 7:00 Economic Activity IGAE (m/m) Sep -- -- -1.6

Nov-25 10:00 Current Account Balance (USD mn) 3Q -- -- 6,286.1

Nov-25 10:00 Central Bank Monetary Policy Minutes

Nov-26 7:00 Trade Balance (USD mn) Oct -- -- -2,398.4

Nov-29 7:00 Unemployment Rate NSA (%) Oct -- -- 4.2

Nov-30 10:00 Net Outstanding Loans (MXN bn) Oct -- -- 4,670.5

Nov-30 10:00 International Reserves Weekly (USD mn) 26-Nov -- -- 198,788.0

Nov-30 Budget Balance YTD (MXN bn) Oct -- -- -362.0

The labor market will continue improving, however 

with still high informality and lower participation rate. 

Services-related sectors should contribute the most 

to the employment gains.
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Market Events & Indicators for November 20–December 3 

Forecasts at time of publication. 

Sources: Scotiabank Economics, Bloomberg. 

MEXICO
Date Time Event Period BNS Consensus Latest BNS Comments

Dec-01 10:00 Remittances Total (USD mn) Oct -- -- 4,403.0

Dec-01 10:00 Central Bank Economist Survey

Dec-01 10:30 Markit Mexico PMI Mfg Nov -- -- 49.3

Dec-01 13:00 IMEF Manufacturing Index SA Nov -- -- 50.7

Dec-01 13:00 IMEF Non-Manufacturing Index SA Nov -- -- 52.1

Dec-01 13:00 Mexican Central Bank Releases Inflation Report

Dec-02 7:00 Vehicle Domestic Sales Nov -- -- 76,640.0

Dec-02 7:00 Leading Indicators (m/m) Oct -- -- 0.0

PERU
Date Time Event Period BNS Consensus Latest BNS Comments

Dec-01 10:00 Lima CPI (m/m) Nov 0.5 -- 0.6

Dec-01 10:00 Lima CPI (y/y) Nov 5.8 -- 5.8 In line with our year-end forecast of 6.5%.
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