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Latam Economic Update
e Argentina: FX controls tighten from today
e Brazil: Preview of today’s BCB Copom decision

e Peru: July GDP and August employment continued improving slowly,
politics remain unsettled

ARGENTINA: FX CONTROLS TIGHTEN FROM TODAY

In a move that dashes some hopes of a shift to more orthodox policy-
making following the conclusion of the external debt restructuring and the
initiation of talks with the IMF, BCRA President Miguel Pesce indicated on
the evening of Tuesday, September 15, that from today, Wednesday,
September 16, new FX controls would be imposed. These include the following
efforts to encourage use of the ARS:

e The so-called “solidarity tax” on retail USD purchases would be raised from
30% to 35%, with the limit on USD purchases maintained at USD 200 each
month;

e The tax on USD credit card purchases would also be set at 35% on balances
from September 15;

e Elimination of the holding period on FX-denominated assets if they are settled
in local currency, while at the same time raising the holding period for FX
assets not settled in ARS to 15 days; and

e Companies with over USD 1 mn / month in debt maturing would have to
present a plan for their coming FX transactions.

Pres. Pesce confirmed that these moves have not been discussed with the IMF,
and could prove to be a sticking point in negotiations.

On the other hand, Tuesday also saw the submission to Congress of the
Fernandez Administration’s first annual budget bill, which was built on a
somewhat ambitious growth projection for 2021, but showed some moves
toward fiscal adjustment. Where the government now forecasts 5.5% y/y real
GDP growth in 2021, we forecast a more modest 4.7% y/y rebound. Annual
inflation is expected to come in at 29% yly, in line with our forecast of 27.2% at
end-2020. The deficit for 2021 is pegged at -4.5% of GDP, compared with
consensus expectations of -8.1% in 2020 and -5.0% in 2021.

—Brett House
BRAZIL: PREVIEW OF TODAY’S BCB COPOM DECISION

The BCB’s Copom is scheduled to announce its monetary policy decision
today at 17:00 ET, with economists surveyed by Bloomberg expecting a
hold, marking the end of the easing cycle. October Dls are pricing in marginal
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odds of a final cut. Our house view is that the BCB will cut one final time (from 2.00% to 1.75%, chart 1), but we acknowledge that
there are important risks that the cycle is over. In our view, the key points affecting the decision are:

e The BCB left the door open for a small final cut, by saying that any additional easing would be marginal. But this didn’t
clarify whether the cycle is over or not.

e The BCB’s inflation target is 3.25% +/- 100 bps, while IPCA inflation currently sits at 2.44% yly. More importantly, in the
latest BCB Focus Survey, consensus views on end-2020 inflation sit at 1.94% y/y, end-2021 inflation at 3.01% y/y, and end-
2022 inflation at 3.50% y/y, which means that for the BCB’s policy horizon, expectations are anchored.

e Growth has recovered much more strongly than was anticipated earlier in the pandemic, with some recent indicators
implying that a few sectors are now back in positive territory on a year-over-year basis, such as manufacturing PMis
and retail sales. However, capacity under-utilization is still substantial and growth remains in negative territory.

e There is uncertainty over coming fiscal adjustments and the country’s fiscal stance remains on very shaky ground,
which seems to be the Copom’s main concern.

e The BCB’s Copom has highlighted financial stability risks as the main factor limiting their capacity to ease rates, and
the BRL remains the worst performing among Bloomberg’s 32 Expanded Major currencies, down -24% YTD. Brazil has
a history of FX-inflation pass-through—even if it hasn’t been evident in the past couple of years.

Overall, we think there are arguments on both sides—to end the easing cycle today or to deliver a little more stimulus. A
final -25 bps of easing wouldn’t do much for the economy either way, and it would be more a question of signaling: the BCB’s
Copom faces a decision between sending a sign of prudence in a time of market turmoil or showing a bias toward supporting
growth during a hard economic shock in which inflation expectations are still well anchored.

—Eduardo Suarez

PERU: JULY GDP AND AUGUST EMPLOYMENT CONTINUED IMPROVING SLOWLY, POLITICS REMAIN UNSETTLED

GDP in July fell -11.7% yly, and rose 7.5% m/m (table 1), according to Table 1

data released Tuesday, September 15, by the National Statistics Peru: July GDP th % ch
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been forecasting. The figure compares with an -18.1% y/y decline in June yly m/m

and -32% yl/y in May. The 7.5% m/m growth figures also reflected an Aggregate GDP -11.7 7.5
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yly terms, but also showed mostly healthy rebounds in m/m terms. Other services 3.1
The bottom line, however, is that, while the recovery of the economy is on - -
. . . . Sources: Scotiabank Economics, INEI.
course, demand in July was still quite a bit off from pre-COVID-19 levels.

New information on employment in Lima was also released by the INEIl on Tuesday. Unemployment in Lima came in at
15.6% for the June—August period (chart 2). This was an improvement over 16.4% during the May—July period, and in line with our
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forecast of 14% at year-end 2020. This was the first report of a decline in the Chart 2
unemployment rate since the COVID-19-related lockdown began in March. At that time,

Peru: Lima Unemployment Rate
the unemployment rate stood at 7.8%.
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Approximately 1.3 mn people had lost their jobs in June—August, compared to the 4 | %, 3-mo.rolling
same period in 2019. However, this represents a gain of nearly 680,000 jobs since May
—July, and over 1.4 mn jobs from April-June, which was the nadir of the downturn due to
the lockdown of the economy. In short, over half of the jobs lost in Lima due to the
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lockdown had been recovered by August. 0
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The political scenario continues unsettled. On Monday, President Vizcarra ratified 6 |
accusations of a conspiracy by members of Congress, led by Manuel Merino, who AL
presides over Congress as its President, a role akin to Speaker in other countries. Pres.
Vizcarra revealed that, in addition to knocking on the doors of the military, Merino had 27
0 . . . . . . . ,

been putting together a “pseudo-cabinet”. Pres. Vizcarra was apparently referring to talk
that a prominent member of Accion Popular, the party that Merino belongs to, had been
approached and offered a cabinet position in the new Merino government. Meanwhile,
the government formally requested the Constitutional Court to halt any Congressional
proceedings to remove Pres. Vizcarra. As a reflection of public opinion, a poll conducted by Ipsos on September 12 was released
on Tuesday, showing that Pres. Vizcarra’s approval rate was still fairly high at 57%, although it had declined from 60% in August.
Meanwhile the approval rate of Manuel Merino dove from an already low 35% in August, to only 19% currently.

Jan. Feb. Mar. Apr. May Jun. Jul. Aug.
Sources: Scotiabank Economics, INEI.

Meanwhile, Congress voted against a motion for the removal (“censure”) of Finance Minister Alva. The vote was 46 in
favour and 73 against. The motion needed 66 votes to pass. It is likely that the events surrounding the attempt to remove Vizcarra
from office may have weakened the resolve of Congress concerning the removal of Minister Alva as well.

—Guillermo Arbe
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