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LATAM Market Update CONTACTS
) Eduardo Suarez, VP, Latin America Economics
e Mexico: August’s trade balance reported an unexpected surplus 52.55.9179.5174 (Mexico)
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e Peru: A government in search of early elections; The Central Bank eduardo.suarez@scotiabank.com

ratifies message of more rate cuts Guillermo Arbe

511.211.6052 (Peru)
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MEXICO: AUGUST’S TRADE BALANCE REPORTED AN UNEXPECTED guillermo.arbe@scotiabank.com.pe
SURPLUS

Mario Correa

) . . 52.55.5123.2683 (Mexico)
In August, trade balance figures reported a US$775 million surplus, which Scotiabank Mexico

compares with a US$2,584 million deficit recorded a year earlier and opposite to mcorrea@scotiach.com.mx
the market’s consensus deficit of US$1,018 million. This result was determined by )
a fall in imports, from 2.0% to -5.9% (vs. +9.4% in August 2018), and by a lower 55'19'7(:150'633%% (Golombia)

export’s dynamism, from 7.0% to 2.2% (vs. +10.1% a year earlier). Scotiabank Colombia
sergio.olarte@co.scotiabank.com
Specifically, total exports reached US$40,430 million, due to a slowdown in non-
Jorge Selaive

oil exports, from 8.6% to 4.6% yly (vs. +8.0% the previous year), as well as a )
L 56.2.2939.1092 (Chile)

strong decline in oil exports, from -14.1% to - 29.1% yly (vs. +48.1% a year Scotiabank Chile

earlier), the tenth consecutive decrease and its lowest rate since April 2016. In jorge.selaive@scotiabank.cl

turn, manufacturing exports moderated, from 7.9% to 3.7% yly (vs. +8.5% a year

ago). On the other hand, total imports amounted to US$39,655 million, driven by a

drop in capital goods for a fifth consecutive time, on this occasion of -14.0% (vs.

+9.3% in August 2018), while those of intermediate and consumption goods also

exhibited bad results, in the first case from 5.0% to -3.7% (vs. +8.4% a year

earlier) and in the second from -0.7% to -11.9% (vs. +15.0% in August 2018).

—Daniel Mendoza

PERU: A GOVERNMENT IN SEARCH OF EARLY ELECTIONS; THE CENTRAL
BANK RATIFIES MESSAGE OF MORE RATE CUTS

In a surprise move, on Friday President Vizcarra announced that the government
would submit to Congress a request for a vote of confidence, not on early
elections, as had been widely expected, but, rather, on the designation of the new
members of the Constitutional Tribunal. Congress had been delaying the
designation of the six-member tribunal for some time, even though the deadline
had lapsed. It is not clear why Vizcarra chose this as an issue for a vote of
confidence, rather than on early elections. Although there is some discussion of
the legality of this move, it has lowered the tension somewhat, if only because it's
a secondary issue compared to early elections. Conceivably, Congress could
choose the Tribunal members without loss of face or clout. If Congress does not
give its vote of confidence, this could lead to the closure of Congress, as well as
the resignation of the government cabinet, as it would be the second time that a
nay vote would be given. Given legality issues, however, the government may
prefer a decision from the Constitutional Tribunal first. Meanwhile, however, the
issue of early elections remains unresolved. The head of the government cabinet,
Salvador Del Solar, had previously held a press confidence on Thursday,
following the vote in Congress against the government call for early elections. Del
Solar's message was as aggressive as it was vague. He stated that the
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government would not stand idle, and would act with authority, fortitude, and the “sense of responsibility that this Parliament has
not shown today”. However, what exactly the government plans to do was not stated. Accepting the Congressional decision,
apparently, would not be an option. Outside of this, the problem the government faces is that there is no clear legal, non-
controversial or obvious alternative before them. One alternative would be to call for a Congressional vote of confidence. However,
the request for a vote of confidence on Constitutional Tribunal designations seems to interfere with this option. The government
has not given a deadline for its decision, but it clearly must take one fairly quickly. In the meantime, the likelihood of early elections
has diminished, and call for a vote of confidence on Constitutional Tribunal members, confuses the elections issue significantly.

The Central Bank held its quarterly Inflation Report meeting on Friday. The CB made significant changes in the structural
indicators on which it bases much of its monetary policy. The CB reduced its potential GDP growth figure from 3.6% to 3.5%. As a
result, the output gap has narrowed, and the neutral real interest rate has been lowered from 1.75% to 1.50%. This gives the CB a
bit more room to reduce its reference rate. The real reference rate is currently 0.2% (2.50% nominal rate minus 2.30% expected
inflation). This real rate now compares to 1.50% rather than 1.75%. Monetary policy continues to be expansionary, but a bit less so
than was considered previously. The CB’s spokesperson at the conference suggested that this, plus their new expectation that
inflation will fall below 2% (rather than stay at 2% as before) substantiate their view that there is room for reducing the reference
rate further. In view of this information, we ratify our expectation that the CB will lower the reference rate one more time before
year end.
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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.

™ 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, Scotiabanc Inc.;
Citadel Hill Advisors L.L.C.; The Bank of Nova Scotia Trust Company of New York; Scotiabank Europe plc; Scotiabank (Ireland) Limited;
Scotiabank Inverlat S.A., Institucién de Banca Mudltiple, Scotia Inverlat Casa de Bolsa S.A. de C.V., 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
authorised by the UK Prudential Regulation Authority and is subject to regulation by the UK Financial Conduct Authority and limited 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 authorised 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., and Scotia Derivados, S.A. de C.V., are each authorized and regulated
by the Mexican financial authorities.

Not all products and services are offered in all jurisdictions. Services described are available in jurisdictions where permitted by law.
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