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Latam Election Risk Abounds, Coupled with Middle
East Uncertainty

« Mayis coming to an end with uncertainties remaining practically as elevated as
they were at the start of the month. Middle East peace deal hopes could help
markets but commodity supplies remain constrained as the conflict reaches
the three-month mark.

«  Peru’s second-round presidential vote on June 7" is nearing with polls not
providing a clear enough guide into who will come out on top. Scandal-struck
Bolsonaro has seen his polling and odds slide for Brazil’s October election.
Colombians will cast their votes next Sunday for the presidency, with the
contest set to require a second round election on June 21,

o Aside from geopolitics and Latam elections intrigue, next week’s schedule is
somewhat quiet. Chile’s Friday macro flood will give us a first look into the
country’s economic performance in the first quarter that is our team’s topic of
discussion in today’s Weekly. In Mexico, our economists highlight how the
Middle East conflict has had a limited impact on inflation, but it comes at a time
of worryingly weak growth and elevated inflation.

May is coming to an end with uncertainties remaining practically as elevated as they
were at the start of the month. Next week’s global calendar is relatively quiet as far as
scheduled events or data go and the earnings season is winding down, so headlines
and news may be of greater importance for market sentiment. The views expressed by
central bankers ahead of June rate announcements will also be front and centre,
particularly as Fed hike rumblings grow louder (just as Kevin Warsh is sworn in as Fed
Chair), while markets broadly shift their uncertainty from “will central banks hike?” to
“when will they hike?”

On the geopolitical front, the war in the Middle East will reach the three-month mark—
albeit with sharply reduced hostilities in recent weeks thanks to a shaky ceasefire—
with representatives from the three main involved parties possibly gathering for peace
talks late next week in Pakistan. Lessened military activity notwithstanding, the Strait
of Hormuz remains virtually shut, depriving the globe of key resources, and resulting in
September Brent crude oil trading in a ~$95-100/bbl all month long. Higher
commodity prices and disruptions to fuel supplies become less manageable for
second-round inflationary or expectations effects while eroding sentiment and
possibly triggering energy shortages and demand destruction.

Domestic politics are a key focus in Latin America. Peru’s electoral authorities finally
confirmed last Sunday the two candidates that came on top in the April 12" vote and
will now face off on June 7%, Fujimori from Fuerza Popular (right) and Sanchez from
Juntos por el Peru, with the presidential hopefuls presenting starkly different paths for
the country. Polls are now in the spotlight, where Fujimori leads Sanchez by 3-4ppts
according to Ipsos and Datum, but recall that surveys significantly underestimated
Sanchez’s odds ahead of the first round vote, failing to capture the strength of left-
wing candidates outside of the capital region and urban centres.

Expectations for Brazil's October presidential election have sharply shifted in recent
days, reverberating negatively on the country’s Ibovespa index that is tracking a 5%+
loss for the month—among the worst performing global equity induces in May
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alongside Turkey’s and Indonesia’s. The Banco Master/Vorcaro scandal involving Flavio Bolsonaro, President Lula’s main challenger, has
sharply dented the conservative candidate’s presidential odds, quickly undoing the progress he had made in polls or prediction markets
since his (skeptically-received) candidacy announcement in late-2025. Atlasintel polling had a Lula-Bolsonaro face-off at 48%-48% in late-
April, but the latest survey from mid-May shifted well in Lula’s favour at 49%—42% as a large share of respondents shifted to undecided or
null. At the start of the month, Polymarket bettors assigned a ~45% chance to a Bolsonaro win (vs. Lula at ~40%). These odds have now
fallen to ~25%, with the incumbent rising to a ~45% chance.

On net, BCB rate cut expectations by end-2026 haven'’t really changed since the start of the month, remaining at around 50bps in
cumulative easing priced in, but the combination of interest rates set to remain highly restrictive for some time and the less market-
constructive electoral backdrop has taken its toll on local equities. Next Wednesday, the IBGE publishes IPCA-15 data for May that is
expected to show inflation through the ceiling of the BCB’s 3+/-1.5% tolerance band for the first time this year owing to elevated food prices
while retail fuel prices are kept under control, coupled with hot underlying inflation metrics. On Friday, Q1 GDP will likely show an
improvement in quarterly growth but with fiscal support measures picking up the slack for muted underlying drivers amid a challenging
interest rates environment and political uncertainty.

Banxico’s quarterly report out next Wednesday is the main item to watch in Mexico, coming just after the release of the bank’s May meeting
minutes published yesterday which gave a fairly clear impression that officials have reached the end of the easing cycle. The bank’s
quarterly report will give us a closer look into their thinking, and markets that are speculating on hikes may pay close attention to the
balance of risks to inflation. In today’s note, our local team looks at how Mexico has fared (and how it may fare) under the latest energy
prices shock, with fuel prices caps and subsidies helping to limit the pass-through of higher global crude oil prices, but the shock also comes
at a time when growth is weak and inflation sits above target.

The once-a-month Chilean macro flood takes place next Friday, delivering retail sales, commercial activity, unemployment rate, and
industrial/manufacturing/mining production data all at once. Next week’s data will be the first look at how the country’s economy kicked off
the second quarter after a weak start to the year—the largest Q1y/y decline since 2009—that is our colleagues’ topic of discussion in
today’s Weekly. With a weak Q1 and lingering headwinds, our economists’ 2% growth forecast for 2026 is biased lower. On a growth-
positive note, the Kast administration’s Reconstruction bill gained broad support in its passage through the Lower House, now awaiting a
Senate vote that could take place next week.

Elsewhere, Colombia only has unemployment rate data on tap but political noise from the Petro administration and anticipation/
positioning ahead of the May 31% vote (with a poll blackout from Monday) will carry markets next week. In the G10, the U.S. is closed on
Monday for Memorial Day and has April PCE spending, income, and inflation due on Thursday, Canada releases Q1 GDP data on Friday, with
German, French, and Spanish inflation data due that same morning that are unlikely to shift well-entrenched June ECB hike bets (the bank’s
May meeting minutes drop on Thursday).
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Country Updates

Chile—GDP Contracts in Q1-25, Reinforcing Downside Risks to the Growth Outlook

Anibal Alarcén, Senior Economist
+56.2.2619.5465 (Chile)
anibal.alarcon@scotiabank.cl

GDP contracted by 0.5% y/y in Q1-25, marking the weakest first-quarter performance since 2009 and introducing a downward bias to our
full-year growth outlook. According to national accounts data, the decline was primarily driven by weaker exports, particularly in the
agricultural and fishing sectors. In contrast, both private consumption and investment posted positive annual growth, although insufficient
to offset the external drag. At the sectoral level, fishing GDP fell 19% y/y and agriculture declined 5.4% y/y, both weighing on manufacturing,
which contracted 2% y/y in the quarter.

On a seasonally adjusted basis, GDP declined 0.3% q/q, reflecting softer export performance and a contraction in machinery and
equipment investment. By sector, fishing GDP dropped 4.2% q/q SA, while agriculture fell 2.9% q/q SA. The weak performance in fishing has
persisted since early this year, largely explained by reduced availability of jack mackerel and sardines off the Biobio coast, amid unstable
ocean conditions linked to the transition toward El Nifio. High-frequency data through the second week of May suggest that resource
availability remains limited, pointing to no meaningful rebound in fishing activity in Q2. A recovery in primary sectors—and export
volumes—would likely be delayed until late 2026 or early 2027. Against this backdrop, we reiterate that our 2.0% GDP growth forecast for
2025 is biased to the downside.

Separately, the Chamber of Deputies approved the Reconstruction bill with 90 votes in favour, 59 against, and 1abstention, signaling broad
support built through agreements with segments of the opposition. The initiative includes key measures such as a reduction in the
corporate tax rate and stronger incentives to investment, aimed at boosting growth. The bill now moves to the Senate, where a more
technical review is expected, particularly on fiscal matters. The government is pushing for a fast-track discussion, with a likely vote by end-
May, ideally ahead of the presidential State of the Nation address on June 1%,

Mexico—Global Inflation Shock and Mexico’s Relative Position

Rodolfo Mitchell, Director of Economic and Sectoral Analysis Miguel Saldaiia, Economist Martha Cordova, Economic Research Specialist
+52.55.3977.4556 (Mexico) +52.55.5123.1718 (Mexico) +52.55.5435.4824 (Mexico)
mitchell.cervera@scotiabank.com.mx msaldanab@scotiabank.com.mx martha.cordovamendez@scotiabank.com.mx

The escalation of the conflict in the Middle East since March 2026 has generated an exogenous global inflationary shock, mainly through
four channels: energy, transport/logistics, fertilizers, and food. The closure of the Strait of Hormuz—through which around 20% of global oil
supply transits—has triggered a significant surge in energy prices, with WTl increasing between 65% and 80% relative to end-2025 levels,
alongside higher logistics costs and rising pressures on agricultural inputs. This environment has increased uncertainty and reinforced
global stagflation risks.

In advanced economies such as the United States and Europe, the impact has been evident in headline inflation—largely driven by energy—
while core inflation remains more contained, albeit with early signs of reacceleration. In particular, U.S. inflation has risen from 2.4% to
around 3.8%, prompting notable adjustments in monetary policy expectations, with fewer rate cuts priced in (and even priced out) and a
longer period of elevated rates anticipated. In Europe, the risk of second-round effects has led to considerations of additional rate hikes. In
emerging markets, the pattern is similar: shocks concentrated in non-core components and increased caution from central banks amid the
risk of expectations becoming unanchored.

Mexico shares several of these characteristics, but with important differences in terms of transmission and macroeconomic balance. On the
one hand, the pass-through from energy shocks has been relatively more contained than in other economies, largely due to domestic
mechanisms—such as fuel price policies—that have dampened international prices volatility. In addition, access to U.S. natural gas via
pipelines provides a relatively more favourable position compared with economies that are more dependent on spot or maritime LNG
markets. This has prevented energy pressures from translating immediately into more severe inflation shocks, unlike in Europe.

However, Mexico faces a more pronounced constraint on the real side of the economy. While growth in advanced economies remains
positive—albeit moderate—Mexico’s activity shows clear stagnation and even recent sequential contraction, reflecting weakness in
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investment and the industrial sector. Despite this slack, inflation (4.45% in April) remains above Banco de México’s target, mainly driven by
non-core components such as agricultural products, while core inflation continues to show persistence. This contrasts with the United
States, where core inflation is more clearly converging toward target levels, albeit with upside risks.

In terms of monetary policy, while the Federal Reserve and other central banks have moved toward a pause or are even considering more
restrictive stances, Mexico is at a different stage of the cycle. Banco de México has recently completed a rate-cutting cycle, bringing the
policy rate to 6.50%, with a stance that is now close to neutral and an increasing likelihood of a pause amid a worsening inflation outlook.
This reflects a key difference: Mexico started easing earlier but now faces less room for maneuver in the face of persistent external shocks.

In sum, although Mexico has managed to partially cushion the direct impact of the energy shock compared with other economies, it faces
a more challenging environment in terms of growth and an inflation convergence process that remains incomplete. Unlike advanced
economies—where the main challenge is to avoid second-round effects—Mexico faces a dual challenge: maintaining inflation expectations
anchored amid persistent external shocks, while dealing with a weak economy and limited room for further monetary easing.

Table 1: Inflation (Annual Percentage Changes)

Country Target April 2026 2026f 2027f
United States 2.00% 3.81% 3.30% 2.40%
Eurozone 2.00% 3.00% N/A N/A
United Kingdom 2.00% 2.80% 3.21% 2.40%
Japan 2.00% N/A 2.05% 2.00%
Canada 2.00% 2.82% 2.50% 2.00%
Australia 2.00-3.00% N/A 4.30% 2.80%
South Korea 2.00% 2.60% 2.60% 2.07%
Brazil 3.0% (+1.5pp) 4.39% 4.50% 3.95%
China ~3.0% 1.20% 1.00% 1.10%
India 4.0% (+2.0pp) 3.48% 2.04% 4.60%
Indonesia 2.5% (x1pp) 2.42% 3.10% 2.80%
South Africa 4.5% (3-6% band) 4.00% 3.90% 3.50%
Turkiye 5.0% (medium term) 32.37% 29.60% 21.50%
Mexico 3.0% (+1.0pp) 4.45% 4.20% 3.80%
Sources: Scotiabank Economics, Bloomberg.
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Market Events & Indicators for May 23-June 5

CHILE

Date Time Event Period BNS Consensus Latest BNS Comments

May-29 9:00 Retail Salesy/y Apr -- -- 4.6

May-29 9:00 Commercial Activity y/y Apr -- -- 49

May-29 9:00 Unemployment Rate (%) Apr -- -- 89

May-29 9:00 Industrial Productiony/y Apr -- -- -34

May-29 9:00 Manufacturing Production y/y Apr -- -- -45

May-29 9:00 Copper Production Total (MT) Apr -- -- 434314

Jun-01 8:30 Economic Activity m/m Apr - - 03

Jun-01 8:30 Economic Activity y/y Apr -- - -0.1

May 29-Jun 03 IMCE Business Confidence May -- -- 493

Jun-05 9:00 Nominal Wage y/y Apr -- -- 2.2

MEXICO

Date Time Event Period BNS Consensus Latest BNS Comments

May-25 8:00 Trade Balance (USD mn) Apr -- - 5932

May-25 8:00 Exports (USD mn) Apr -- -- 70727

May-25 8:00 Imports (USD mn) Apr -- -- 64795

May-25 11:00 Current Account Balance (USD mn) 1Q -- -- 7702.4

May-27 14:30 Mexican Central Bank Releases Inflation Report -- -- --

May-28 8:00 Unemployment Rate NSA (%) Apr 3.0 -- 2.4 The uptick in the unemployment rate to 2.96% likely reflects a cooling
in domestic demand, with weaker consumption limiting job creation,
while the informal sector’s capacity to absorb displaced workers
appears to be reaching its limits.

May-29 Mexican Public Balance (MXN mn) Apr -- -- -207.3

Jun-01 11:00 Remittances Total (USD mn) Apr -- -- 5394.2

Jun-01 11:00 S&P Global Mexico Manufacturing PMI May -- -- 47.7

Jun-01 11:00 Central Bank Economist Survey -- --

Jun-01 14:00 IMEF Manufacturing Index SA May -- -- 49.0

Jun-01 14:00 IMEF Non-Manufacturing Index SA May -- -- 489

Jun-03 8:00 Vehicle Domestic Sales May -- -- 118859

Jun-04 8:00 Gross Fixed Investment NSA y/y Mar -- -- -4.2

Jun-04 8:00 Gross Fixed Investment SAm/m Mar -- -- -0.8

Jun-04 8:00 Private Consumption y/y Mar - - 0.9

Jun-05 8:00 Consumer Confidence May -- -- 44.4

Jun-05 Citi Survey of Economists -- -- For this month’s Citi Survey, we expect Banxico’s terminal rate to
stand at 6.50% in 2026 and 6.75% in 2027. Our inflation forecast
remains at 4.20% for headline inflation in 2026 and 4.12% in 2027.
We project GDP growth of 0.7% in 2026 and 1.0% in 2027. Finally, we
expect the exchange rate to average 18.38 in 2026 and 19.21in 2027.

Jun 04-Jun 10 Formal Job Creation Total May -- -- 239

PERU

Date Time Event Period BNS Consensus Latest BNS Comments

Jun-01 11:00 Lima CPly/y May -- -- 4.0

Jun-01 11:00 Lima CPIm/m May -- -- 05

Forecasts at time of publication.
Sources: Scotiabank Economics, Bloomberg.
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Market Events & Indicators for May 23-June 5

BRAZIL
Date
May-25
May-25
May-26
May-26
May-27
May-27
May-28
May-28
May-28
May-28
May-29
May-29
May-29
May-29
Jun-01
Jun-01
Jun-03
Jun-03
Jun-03
Jun-03
Jun-03
Jun-03
Jun-03

COLOMBIA
Date
May-27
May-27
May-29
May-29
May-29
Jun-01
Jun-01
Jun-03
Jun-05
Jun-05
Jun-05
Jun-05

Time Event
7:00 FGV Consumer Confidence
7:25 Central Bank Weekly Economist Survey

7:30 Current Account Balance (USD mn)
7:30 Foreign Direct Investment (USD mn)
8:00 IBGE Inflation IPCA-15 m/m
8:00 IBGE Inflation IPCA-15y/y
7:30 Outstanding Loans m/m
7:30 Total Outstanding Loans (BRL bn)
8:00 National Unemployment Rate (%)
Central Govt Budget Balance (BRL bn)
7:30 Net Debt % GDP
8:00 GDP q/q
8:00 GDPy/y
Formal Job Creation Total
7:25 Central Bank Weekly Economist Survey
9:00 S&P Global Brazil Manufacturing PMI
8:00 Industrial Production m/m
8:00 Industrial Production y/y
9:00 S&P Global Brazil Composite PMI
9:00 S&P Global Brazil Services PMI
14:00 Trade Balance Monthly (USD mn)
14:00 Exports Total (USD mn)
14:00 Imports Total (USD mn)

Time Event
Industrial Confidence
Retail Confidence
11:00 National Unemployment Rate (%)
11:00 Urban Unemployment Rate (%)
Central Bank Board Meeting
11:00 Davivienda Colombia PMI Mfg
Current Account Balance (USD mn)
11:00 Exports FOB (USD mn)
19:00 CPIm/m
19:00 CPlyly
19:00 CPICore m/m
19:00 CPICoreyly

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

w

Period B

May - -

Consensus

Apr -- --
Apr -- --
May -- --
May -- --
Apr -- --
Apr - -
Apr -- --
Apr -- --
Apr -- --
1Q - -

Apr -- --

May -- --
Apr -- --
Apr -- --
May - -
May -- --
May - -
May -- --
May - -

Period BNS Consensus
Apr -- --
Apr -- --
Apr -- --
Apr - -

May -- --

Apr -- --
May - -
May -- --
May - -
May -- --

Latest
89.1
-6036.3
6036.5
0.9

4.4

0.9
7215.2
6.1
-73.8
66.8
0.1

18
228208

526

01

43

524
52.3
10537.2
341481
23610.9

Latest
-2.3
22.8
8.8
94

508
-3912.2
5315.9
0.8

57

0.6

54
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Forecast Updates: Central Bank Policy Rates and Outlook

Latam Central Banks: Policy Rates and Outlook

Next Scheduled Meeting BNS Forecast
Current Date BNS End-2026 End-2027 BNS guidance for next monetary policy meeting

Chile, BCCh, TPM 4.50% Jun-16 4.50% 4.50% 4.25% Amid the latest Middle East conflict shock, we expect the Central
Bank to hold the policy rate at 4.50%.

Mexico, Banxico, TO 6.50% Jun-25 6.50% 6.50% 6.75% Banxico’s latest monetary policy decision to cut the policy rate to 6.50%
suggests a slightly more accommodative stance, although this is tempered by
the explicit signal that the easing cycle has concluded and by the divided vote.

Peru, BCRP, TIR 4.25% Jun-1 4.25% 4.25% 4.25% The BCRP will once again keep its policy rate unchanged in May. There is a risk
of future increases, given inflationary pressures on energy and their spillover
effects on other sectors. However, this will depend on the evolution of
inflation expectations, which for now remain within the target range (1%-3%)
at 2.5%. We maintain our baseline scenario that the rate will stay at 4.25%
through the end of the year.

Brazil, BCB, Selic 14.50% Jun-17 14.25% 13.00% 11.00%

Sources: Scotiabank Economics, Scotiabank GBM, Bloomberg.
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Key Economic Charts
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Key Market Charts

Chart1
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Latam Equities Performance
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Yield Curves

Chart1
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Mexico: Udibono Curve Moves
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Chart7
Peru: Sovereign Curve Moves
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