
 

February 23, 2021 

GLOBAL ECONOMICS 

|  LATAM DAILY 

CONTACTS     

1 Visit our website at scotiabank.com/economics | Follow us on Twitter at @ScotiaEconomics | Contact us by email at scotia.economics@scotiabank.com 

Brett House, VP & Deputy Chief Economist 

416.863.7463 

Scotiabank Economics 

brett.house@scotiabank.com 
 

Guillermo Arbe  

51.1.211.6052 (Peru) 

Scotiabank Peru 

guillermo.arbe@scotiabank.com.pe  
 

Sergio Olarte  

57.1.745.6300 (Colombia)  

Scotiabank Colombia 

sergio.olarte@scotiabankcolpatria.com 
 

Jorge Selaive 

56.2.2619.5435 (Chile)  

Scotiabank Chile 

jorge.selaive@scotiabank.cl 
 

Eduardo Suárez  

52.55.9179.5174 (Mexico)  

Scotiabank Mexico 

esuarezm@scotiabank.com.mx 
 

 

TODAY’S CONTRIBUTORS: 

Carlos Muñoz    

56.2.2619.6848 (Chile)  

Scotiabank Chile 

carlos.munoz@scotiabank.cl  
 

Waldo Riveras  

56.2.2619.5465 (Chile)  

Scotiabank Chile 

waldo.riveras@scotiabank.cl 
 

Jackeline Piraján   

57.1.745.6300 (Colombia)  

Scotiabank Colombia 

jackeline.pirajan@scotiabankcolpatria.com  
 

Latam Daily: Chile Fiscal Plans; Colombia Survey 

Data 

• Chile: Plenty of room for new fiscal package in March 

• Colombia: CITI survey shows economists expect unchanged policy rate 

at next BanRep meeting 

 

CHILE: PLENTY OF ROOM FOR NEW FISCAL PACKAGE IN MARCH 

New tax package of between 1 ppt and 2 ppts of GDP seems imminent in 

March 

The pressure for a new withdrawal of pension funds is still present in part of 

Congress. Although the government is advancing an agreement to carry out the 

pension reform as soon as possible, we consider that this would not eliminate the 

political pressure of the most revolutionary left wing for a third withdrawal of funds, 

despite the fact that the Constitutional Court has already indicated its 

unconstitutionality. 

The government has at least two alternatives to finance a new fiscal 

package of between 1 ppt and 2 ppts of GDP. On the one hand, the reference 

copper price for the Cyclically Adjusted Balance was revised in August 2020 to 

USD 2.88/pound at a time when the spot price was at USD 2.8/pound. We know 

that the spot price is highly correlated with the reference price, so a new call to the 

Committee of Experts to determine the reference price would lead to a relevant 

upward revision of this parameter that determines the room for public spending. In 

principle, if the benchmark copper price is revised to around USD 3.3/pound, room 

for an increase in spending of USD 2 bn would be achieved considering that each 

additional cent of the reference price of copper means around USD 45 mn in extra 

revenue. 

Likewise, trend GDP was revised at a time when the economy was 

experiencing year-on-year contractions, strict quarantines, and a sharp drop 

in investment. The situation has clearly changed along these dimensions, and 

consensus expectations have persistently improved, placing GDP growth above 

5% y/y, while we reaffirm our expectation of an expansion of at least 6% y/y for 

2021. An increase of 1 ppt in trend GDP growth would raise about USD 1 bn in 

revenue. 

So, as a first alternative, we have an additional spending space conditional 

on the revision of the referential parameters for something around USD 3 bn 

(higher than 1 ppt of GDP). 

The second alternative, which does not exclude the review of the previous 

structural parameters, refers to using part of the large level of treasury 

assets resulting from an improvement in non-copper tax collection, together 

with other factors. In effect, as of December 2020 the Public Treasury has  

USD 3.221 bn in other assets, of which USD 2.536 bn are invested in pesos, and 

USD 685 mn in dollars. 
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A third alternative to raise resources can be framed in the COVID-19 Fund created last year within the framework of 

understanding signed between the government and the opposition. This temporary emergency fund (COVID-19 Fund) was 

created with the aim of financing fiscal programs to solve the crisis up to a maximum of USD 12 bn, of which about 84% is already 

committed, which would also leave a space around USD 1.9 bn for new aid programs. In other words, the government has room, 

even without the revision of parameters, for a new fiscal package, although of a smaller size than we expect to be announced in 

March. 

It should also be remembered that the level of indebtedness approved for the 2021 Budget Law provides plenty of space 

to raise borrowing. The current law allows up to USD 25 bn in debt (USD 21 bn from the Budget Law plus another USD 4 bn in 

Treasury assets) of which only USD 11.860 bn is required to finance the deficit with the rest for debt repayments (USD 7.6 bn) and 

other capital requirements (USD 4.5 bn). This provides plenty of fiscal room given the recovery in non-copper tax collection that we 

have seen in recent months. 

The main political difficulty to implement a new fiscal package would be the framework of understanding signed between 

the government and the opposition (June 14, 2020), where the amount of the 2021 budget deficit (reflecting flat real spending 

during 2021) was defined, along with agreement on the size of the fiscal impulse that would be applied in 2021. It is clear that 

there are resources available that do not imply breaking this framework of understanding, for example the resources available from 

the COVID-19 Fund, in addition to the use of other assets. 

Market effect: rates hike, greater appreciation of the peso and some inflationary pressure on services, but with the 

central bank still maintaining a highly stimulative bias until Q3-2021 

If our expectation of a new fiscal package materializes, it will strengthen the economy given the lack of recovery in labour 

income for the most affected households. We expect additional appreciative effects on the peso and further increases in 

nominal short and long interest rates. With the recovery in household income, coupled with a gradual removal of mobility 

restrictions, the service sector would be given a greater boost, which would add inflationary pressures in the medium term. 

The central bank would still have room to maintain the dovish discourse acknowledging the relevant gap in the creation 

of quality employment. However, the recent increase in inflation, although it is eminently transitory, would begin to bother the 

central bank by mid-year, especially if a new fiscal package materializes and inflation does not rise as we expect in our baseline 

scenario. In this context, although we do not anticipate changes in the CB forward guidance in the short term, we could observe 

somewhat more hawkish reflections in the statements by the monetary authority in a scenario where the economy begins to show 

growth figures that could exceed what is projected in its base scenario. In effect, the rapid vaccination process that would allow a 

greater public and private investment towards the second semester, the high price of copper and a certain greater social calm 

would be ingredients that could make the CB “nervous” towards the third quarter.  

All of the above in a somewhat less tense “social environment”, given the direct and targeted support to lower-income 

households of the new fiscal package, could trigger an appreciation of Chilean assets whose valuations remain low. 

Crowning this eventual atmosphere of greater calm, there could be a surprise in the election of Constituents on April 11, where an 

election of Constituents similar to the political participation of Congress could generate new breaks and even setbacks in political 

uncertainty. 

—Jorge Selaive, Carlos Muñoz, & Waldo Riveras 

COLOMBIA: CITI SURVEY SHOWS ECONOMISTS EXPECT STABLE POLICY RATE AT NEXT BANREP MEETING  

February’s Citi Survey, which BanRep uses as one of its measures of expectations for inflation, the monetary policy rate, 

GDP, and the COP, came out on Monday, February 22.  

Key points included:  

• Growth forecasts were broadly unchanged. In 2021, the GDP recovery is expected to hit a pace of 4.77% y/y, a bit lower 

than the previous survey’s 4.78% y/y, while in 2022 and 2023, economic growth is forecast to be 3.67% y/y and  

3.48% y/y, respectively. 
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• Inflation expectations did not change significantly for 2021, and they are anchored for 2022. February’s monthly 

inflation rate is, on average, expected to be 0.50% m/m and 1.43% y/y; we expect 0.45% m/m and 1.38% y/y on the back of a 

more modest indexation effect, but positive contributions from foodstuff, gasoline, education and utility fees prices. For 

December 2021, the survey’s average projection is 2.69% y/y, slightly lower than the previous survey (2.68% y/y). Having said 

that, by December 2022, inflation is expected to hit 3.05% y/y, slightly above the central bank’s target. 

• Market consensus points to rate stability as all analysts surveyed expect the monetary policy rate will remain at 

1.75% for the March 26 meeting; in 2021, analysts’ projections are dispersed between stability and 100 bps hikes (in 

January’s survey it was 125 bps) with the mode at 1.75%. In 2022 the average is at 3.00%, but most of the analysts expect 

higher rates (chart 1). 

• The USDCOP forecasts point to a slight appreciation in the currency through December 2021. On average, 

respondents expect a USDCOP of 3,459 by the end of 2021 and USDCOP 3,433 in 2022. 

—Sergio Olarte & Jackeline Piraján  

https://www.scotiabank.com/ca/en/about/global-economics/economics-publications.html
https://twitter.com/ScotiaEconomics


GLOBAL ECONOMICS 

|  LATAM DAILY 

February 23, 2021 

This report has been prepared by Scotiabank Economics as a resource for the clients of Scotiabank. Opinions, estimates and projections 

contained herein are our own as of the date hereof and are subject to change without notice. The information and opinions contained herein 

have been compiled or arrived at from sources believed reliable but no representation or warranty, express or implied, is made as to their 

accuracy or completeness. Neither Scotiabank nor any of its officers, directors, partners, employees or affiliates accepts any liability whatsoever 

for any direct or consequential loss arising from any use of this report or its contents. 

These reports are provided to you for informational purposes only. This report is not, and is not constructed as, an offer to sell or solicitation of 

any offer to buy any financial instrument, nor shall this report be construed as an opinion as to whether you should enter into any swap or 

trading strategy involving a swap or any other transaction. The information contained in this report is not intended to be, and does not 

constitute, a recommendation of a swap or trading strategy involving a swap within the meaning of U.S. Commodity Futures Trading 

Commission Regulation 23.434 and Appendix A thereto. This material is not intended to be individually tailored to your needs or characteristics 

and should not be viewed as a “call to action” or suggestion that you enter into a swap or trading strategy involving a swap or any other 

transaction. Scotiabank may engage in transactions in a manner inconsistent with the views discussed this report and may have positions, or 

be in the process of acquiring or disposing of positions, referred to in this report. 

Scotiabank, its affiliates and any of their respective officers, directors and employees may from time to time take positions in currencies, act as 

managers, co-managers or underwriters of a public offering or act as principals or agents, deal in, own or act as market makers or advisors, 

brokers or commercial and/or investment bankers in relation to securities or related derivatives. As a result of these actions, Scotiabank may 

receive remuneration. All Scotiabank products and services are subject to the terms of applicable agreements and local regulations. Officers, 

directors and employees of Scotiabank and its affiliates may serve as directors of corporations. 

Any securities discussed in this report may not be suitable for all investors. Scotiabank recommends that investors independently evaluate any 

issuer and security discussed in this report, and consult with any advisors they deem necessary prior to making any investment. 

This report and all information, opinions and conclusions contained in it are protected by copyright. This information may not be 

reproduced without the prior express written consent of Scotiabank. 

™ Trademark of The Bank of Nova Scotia. Used under license, where applicable.  

Scotiabank, together with “Global Banking and Markets”, is a marketing name for the global corporate and investment banking and capital 

markets businesses of The Bank of Nova Scotia and certain of its affiliates in the countries where they operate, including; Scotiabank Europe 

plc; Scotiabank (Ireland) Designated Activity Company; Scotiabank Inverlat S.A., Institución de Banca Múltiple, Grupo Financiero Scotiabank 

Inverlat, Scotia Inverlat Casa de Bolsa, S.A. de C.V., Grupo Financiero Scotiabank Inverlat, Scotia Inverlat Derivados S.A. de C.V. – all 

members of the Scotiabank group and authorized users of the Scotiabank mark. The Bank of Nova Scotia is incorporated in Canada with 

limited liability and is authorised and regulated by the Office of the Superintendent of Financial Institutions Canada. The Bank of Nova Scotia is 

authorized by the UK Prudential Regulation Authority and is subject to regulation by the UK Financial Conduct Authority and l imited regulation 

by the UK Prudential Regulation Authority. Details about the extent of The Bank of Nova Scotia's regulation by the UK Prudential Regulation 

Authority are available from us on request. Scotiabank Europe plc is authorized by the UK Prudential Regulation Authority and regulated by the 

UK Financial Conduct Authority and the UK Prudential Regulation Authority.  

Scotiabank Inverlat, S.A., Scotia Inverlat Casa de Bolsa, S.A. de C.V, Grupo Financiero Scotiabank Inverlat, and Scotia Inverlat Derivados, 

S.A. de C.V., are each authorized and regulated by the Mexican financial authorities.  

Visit our website at scotiabank.com/economics | Follow us on Twitter at @ScotiaEconomics | Contact us by email at scotia.economics@scotiabank.com 

https://www.scotiabank.com/ca/en/about/global-economics/economics-publications.html
https://twitter.com/ScotiaEconomics

