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Latam economic recovery from the COVID-19 shock continues. Real GDP is
projected to bounce back from the sharp contraction in 2020 across the region
(chart 1), though progress is expected to be slower in Argentina.

The Monthly Economic Activity Index Tracker is signalling an especially
robust recovery in Peru (chart 2). High year-over-year growth rates should be
interpreted with caution, however, given base effects that result from comparing
current levels of activity to levels depressed by stringent lockdowns imposed at the
outbreak of the pandemic a year ago. Our team in Bogata note, for example, that
the economic activity indicator increased 0.3% m/m on a seasonally adjusted basis
and 28.7% yly, but remains below its pre-pandemic level in February 2020.

At the same time, the outlook for the region is subject to several pandemic-
related uncertainties. The re-imposition of a lockdown in Santiago could slow the
pace of Chile’s recovery. And in Mexico, where April retail sales data fell

-0.4% m/m on a seasonally adjusted basis in real terms after two consecutive
monthly increases, a sharp rise in COVID-19 test positivity (see below)
underscores the risks that remain.

Stronger growth and a range of temporary factors have pushed inflation
higher (chart 3).

Economic recovery has been supported by extraordinarily supportive
monetary and fiscal policies. Central banks across the region have driven key
policy rates down (chart 4), which when adjusted for expected inflation are
negative in “real” terms across most of the region. Mexico is the exception. The
surprise 25 basis point increase by Banxico on June 24 reinforces that stance.
Overall, real monetary policy rates in Latam countries broadly compare with rates
of other central banks (chart 5).

As noted in the Latam Weekly published June 18, an unexpectedly hawkish
dot plot chart of Fed governors’ beliefs with respect to future interest rate
levels underscores the need for policy makers to assess the implications for
future rates and carefully monitor the pace at with output gaps are closing.

This process was underway even before the Fed’s chart was published. In
Chile, the central bank (BCCh) published minutes of its latest monetary policy
meeting, held June 8, 2021. The BCCh'’s Board voted unanimously to keep the
monetary policy rate at 0.5%, confirming its’ gradual approach to normalizing rates,
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but discussed a possible 25 basis point increase. While the central bank is attuned to the possibility that robust growth could close
the output gap faster than expected, risks related to COVID-19 and softer copper prices remain. Scotiabank economists in
Santiago continue to expect that the BBCh will pull the trigger on the first rate hike at its’ meeting scheduled for October 13, 2021.

Similarly, Peru’s central bank (BCRP) raised its’ inflation forecast for 2021 from 2% to 3% at an annual rate in the
monetary policy report released June 18. That puts expected inflation at the high end of the BCRP’s target band. Our team in
Lima reports that, while the central bank cited temporary factors, particularly higher import prices, behind the rise, the BCRP
removed the reference to a “prolonged period” of expansionary monetary policy. Nevertheless, Scotiabank economists expect the
first rate hike in mid-2022.

Fiscal policy across the region provided a counter cyclical impulse as the general government fiscal balances
deteriorated sharply (chart 6). Fiscal measures partially cushioned vulnerable individuals from the pandemic shock and have
contributed to economic recovery. Going forward, governments will have to closely watch debt sustainability indicators, such as
general government gross debt (chart 7) and external debt (chart 8). Too rapid increases in external debt reflecting large current
account deficits (chart 9) could undermine confidence, particularly if accompanied by a decline in reserve accumulation (chart 10).

FINANCIAL MARKET CHARTS

Such effects would likely spill over to financial markets, especially foreign exchange markets. Most Latam currencies have
depreciated against the US dollar since the start of the year (chart 3), with the Brazilian real being an exception. Over a somewhat
longer-term perspective, only the Mexican peso has remained stable valued against the US dollar (chart 5).

In contrast, equity markets have risen in most countries (chart 4). Markets have underperformed in Peru and Mexico, possibly
reflecting political uncertainty associated with the presidential elections in former and the effects of nationwide protests that led to
sporadic disruptions of production in the latter. Both factors may have eroded investor confidence.

Confidence effects may also account for developments in 10-year CDS spreads on Latam sovereign bonds versus US
swaps (chart 6). Spreads on Colombian and Peruvian sovereigns widened in recent while those on other Latam sovereigns
narrowed or remained broadly stable.

YIELD CURVES CHARTS

With inflation expectations on the rise, sovereign yield curves have generally shifted up across the region. Sovereign
curves for Brazil (charts 3, 4), Chile (charts 5, 6) , Colombia (charts 7, 8) and Peru (charts 11, 12) have all moved higher across
the maturity spectrum. Yield curves on Argentine (charts 1, 2) and Mexican sovereign bonds (charts 9, 10), in contrast, remain at
roughly the same position at which they started the year.

KEY COVID-19 CHARTS

In calibrating the pace at which to unwind extraordinary policy responses, central banks must carefully assess risks to
the economy. As noted above, COVID-19 continues to pose threats to economic recovery. Charts 1-9 monitor the human toll of
the pandemic; charts 10—12 provide insight on risks. Chile leads the region (chart 10) and most of the world (chart 11) in terms of
vaccine doses administered. Declines in test positivity rates across most of the region (chart 12) is encouraging, though recent
upticks in Colombia and Mexico warrant careful monitoring.
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Key Economic Charts
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Key Market Charts

Chart 1
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Latam Currencies Performance
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Yield Curves
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Yield Curves
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Mexico: M-Bono Curve
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Chart 11

Peru: Sovereign Curve
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Peru: Sovereign Curve Moves
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Key COVID-19 Charts
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Key COVID-19 Charts
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Market Events & Indicators for June 26-July 2

ARGENTINA

Date Time Event Period NS Consensus Latest BNS Comments

06/29 15:00 Economic Activity Index (y/y) Apr - - 11.4

06/29 15:00 Economic Activity Index (m/m) Apr - - -0.2

06/30 15:00 Wages (m/m) Apr - -- 5.0

07/01 Government Tax Revenue (ARS, bn) Jun -- - 862.5

BRAZIL

Date Time Event Period BNS Consensus Latest BNS Comments

JUN 25-30 Tax Collections (BRL, mn) May - 139,100.0 156,821.8

JUN 25-30 Federal Debt Total (BRL, bn) May - - 5,089.0

06/28 7:25 Central Bank Weekly Economist Survey

06/28  8:30 Personal Loan Default Rate (%) May - - 4.0

06/28 8:30 Outstanding Loans (m/m) May - -- 0.5

06/28 8:30 Total Outstanding Loans (BRL, bn) May - -- 4,126.0

06/28 Formal Job Creation Total May - 360,000 120,935

06/29 7:00 FGV Inflation IGPM (m/m) Jun - - 4.1

06/29 7:00 FGV Inflation IGPM (yly) Jun - - 37.0

06/29  8:00 PPI Manufacturing (m/m) May - -- 21

06/29  8:00 PPI Manufacturing (y/y) May - - 31.7

06/30  8:00 National Unemployment Rate (%) Apr - 15.0 14.7

06/30  8:30 Primary Budget Balance (BRL, bn) May - -- 24.3

06/30  8:30 Nominal Budget Balance (BRL, bn) May - - 30.0

06/30  8:30 Net Debt % GDP May - - 60.5

07/01 7:00 FGV CPIIPC-S 30-Jun - - 0.6

07/01  9:00 Markit Brazil PMI Manufacturing Jun - - 53.7

07/01 14:00 Trade Balance Monthly (USD, mn) Jun - -- 9,290.9

07/01 14:00 Exports Total (USD, mn) Jun - - 26,9483

07/01  14:00 Imports Total (USD, mn) Jun - --  17,657.4

JUL 1-56 Vehicle Sales Fenabrave Jun - - 188,660

07/02  4:00 FIPE CPI - Monthly Jun - 0.7 0.4

07/02  8:00 Industrial Production (m/m) May - -- -1.3

07/02  8:00 Industrial Production (y/y) May - -- 34.7

CHILE

Date Time Event Period BNS Consensus Latest BNS Comments

06/30  9:00 Unemployment Rate (%) May 10.0 -- 10.2 Job creation would surpass the increase in the workforce.

06/30 9:00 Retail Sales (y/y) May 55.0 -- 44.0 High-frequency data show high levels of transactions in retail during May.

06/30  9:00 Commercial Activity (y/y) May - - 33.3

06/30  9:00 Manufacturing Production (y/y) May 15.0 - 5.9 Favourable level effects.

06/30  9:00 Industrial Production (y/y) May - - 5.1

06/30  9:00 Copper Production Total (tons) May - -- 467,594

07/01  8:30 Economic Activity (m/m) May - - -1.4

07/01  8:30 Economic Activity (y/y) May 16.0 -- 14.1 Our high-frequency indicators evidence high consumption in May.

JUL 1-7 IMCE Business Confidence Jun - - 54.9

COLOMBIA

Date Time Event Period BNS Consensus Latest BNS Comments

06/28 14:00 Overnight Lending Rate (%) 28-Jun 1.75 1.75 1.75 The central bank will continue on the sidelines, vigilant of new inflation and growth
developments before the expected hike.

06/30 11:00 National Unemployment Rate (%) May 15.5 - 15.1 The nationwide strike will hit labour markets as some industries are having

06/30 11:00 Urban Unemployment Rate (%) May 17.8 - 17.4 troubles in their operations.

06/30 18:00 Colombia Monetary Policy Minutes

07/01  11:00 Davivienda Colombia PMI Mfg Jun - -- 46.7

07/02 11:00 Exports FOB (USD, mn) May - - 2,914.7

Forecasts at time of publication.
Sources: Scotiabank Economics, Bloomberg.
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Market Events & Indicators for June 26-July 2

MEXICO

Date Time Event Period NS Consensus Latest BNS Comments
06/28 7:00 Trade Balance (USD, mn) May - - 1,500.6

06/29 10:00 International Reserves Weekly (USD, mn) 25-Jun - -~ 192,827

06/30 10:00 Net Outstanding Loans (MXN, bn) May - - 4,592.5

06/30 Budget Balance YTD (MXN, bn) May - - -109.7

07/01 10:00 Remittances Total (USD, mn) May - - 4,047.6

07/01 10:00 Central Bank Economist Survey

07/01  10:30 Markit Mexico PMI Mfg Jun - - 47.6

07/01 13:00 IMEF Manufacturing Index SA Jun - -- 52.3

07/01 13:00 IMEF Non-Manufacturing Index SA Jun - -- 53.6

07/02  7:00 Vehicle Domestic Sales Jun - - 85,662

07/02  7:00 Leading Indicators (m/m) May - - 0.3

PERU

Date Time Event Period BNS Consensus Latest BNS Comments
07/01  11:00 Lima CPI (m/m) Jun 0.3 - 0.3

07/01 11:00 Lima CPI (yly) Jun 3.0 -- 2.5 Inflation may start to be uncomfortable for the BCRP.

Forecasts at time of publication.
Sources: Scotiabank Economics, Bloomberg.
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