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LATAM Market Update

e Banxico surprises with 25 bps rate cut
e Peru GDP disappoints in June; Tia Maria discussed in Congress

MEXICO: BANXICO SURPRISES AND LOWERS RATES FOR THE FIRST
TIME IN 5 YEARS

In its fifth monetary policy meeting of the year, Banco de México’s Board of
Governors decided to unexpectedly lower the overnight interbank rate by 25 basis
points, to 8.00%, contrary to market expectations that anticipated the institution to
keep the rate steady. This time only one member voted to hold the target at
8.25%. According to Banxico’s press release, in the second quarter of 2019
economic activity continued to show signs of stagnation due to a further
weakening of the aggregate demand, while the negative output gap widened
further. Additionally, the institution noted that inflation decelerated from 3.95% to
3.78%, between June and July, driven by lower increases in the non-core
component (specifically energy, fruits and vegetables prices), while core inflation
remained persistent around 3.8%. “High uncertainty still persists regarding the
risks that might affect inflation”, stemming from factors such as potential exchange
rate pressures; energy and agricultural price increases; trade tensions; cost-
related pressures; and weak public finances; among others. The Central Bank
stressed that it will “maintain a prudent monetary stance” and keep a close eye on
the potential exchange rate pass-through to prices; the relative monetary position
between Mexico and the United States; the behaviour of economic slack
conditions; and on cost-related pressures in the economy. The minutes from
yesterday’s monetary policy decision will be released on August 29", and the next
decision is scheduled for September 26".

PERU: GDP GROWTH DISAPPOINTS IN JUNE; TiA MARIA DISCUSSED IN
CONGRESS

GDP growth for June came in at 2.6% y/y, spot on with consensus. Of course, the
consensus forecast was not all that difficult, as sector growth data had largely
been already released. Prior to the early release of sector growth information,
most forecasts had surpassed 3%. Thus, in general, GDP growth figures continue
to underperform expectations. Of significance, GDP growth was 1.7% in 1H2019.
Growth should improve in 2H, as resource sectors growth should be closer to
normal after a poor first semester, and regional government investment improves
over time as the new authorities learn how to spend. But, this improvement will
most likely not be as strong as initially envisioned. Discouraging recent events—
including political turmoil, social conflicts and worsening terms of trade—will stifle
a larger rebound, and we now view growth of over 3% for the full year as
challenging. The following table provides a breakdown of major GDP sectors for
June and 1H2019.
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Peru GDP % Growth (y/y)
June 1H2019

GDP 2.6 1.7
Agriculture -1.8 2.7
Fishing 14.2 -26.9
Mining and oil & gas -3.0 -1.4
Non-resource manufacturing -1.3 0.7
Power & water 3.5 4.9
Construction 13.6 5.0
Transportation 2.5 2.1
Government 5.0 4.9
Financial services 3.8 3.8

The Minister of Finance, Carlos Oliva, and Minister of Mining, Franciso ismodes, were questioned in Congress on Wednesday,
August 14" over the government’s actions regarding Southern Peru Copper’s Tia Maria mine. Oliva stated that the protests
around Tia Maria would have cost the economy (“of Arequipa”) S/ 250 million, or under US$75 million. This is a huge
understatement. Most likely, Oliva’s figure was based mainly on an estimate of lost working hours locally due to the protests, and
does not take into account the greater impact on the regional and national investment environment, or the risk of copycat protests
at other projects and mines. More interestingly, smodes appeared to suggest that the decision taken by the cabinet las week to
suspend for four months the construction license for Tia Maria was based on fear of protests escalating, and a desire to seek a
larger social consensus around the project through meetings with local leaders and authorities. However, these reasons could
conceivably open the door for Southern Peru Copper (SPC) to seek compensation, as they are not considered in mining
regulations, which SPC would have complied with.

Following the two, rather uninformative, presentations, a few members of Congress called for Oliva and ismodes to resign “out of
dignity”. More importantly, nothing was said to suggest any change in the government position to put off a decision on Tia Maria
until the end of the year. Also, there was no assurance given as to what the decision will be, when the suspension ends in
December.
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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.
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