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BRAZIL

3

With the impeachment proceedings going to its final stages, and Dilma Rousseff on a forced leave of absence after
a voting in the Senate, Brazil faces great economic and political challenges. Interim president Michel Temer has
changed the entire government cabinet and the top management of main public companies and institutions, which
has given a relief to external investors. GDP contracted 0.3% in the first quarter, and the expectations are that it will
by year-end show a similar decrease as it did last year.

CHILE

5

Chile has been facing political and economic challenges. Scandals involving political parties in Chile made the
country lose positions in the ranking of least corrupt nations in the world. Chile’s GDP growth has been below the
median investment-grade sovereigns with similar GDP composition. Nonetheless, social achievements have been
conquered by the government, such as free tuition education to 25% of the Chilean students.

COLOMBIA

7

Colombia is still in talks with the FARC over a peace deal, and recent developments signal a deal is near. President
Juan Manuel Santos has reached an all-time low approval rating, but the peace agreement has gained ground among
the population. A tax reform is expected for the second semester and is seen as key to correct imbalances in the
economy. GDP growth has slowed down in the first quarter, but it can be related to seasonal effects. Inflation is
still rising, but the Banrep has shown commitment to implement convergence to the target, raising the benchmark
interest rate as needed. Despite the weaker internal demand, unemployment is decreasing in the largest metropolitan areas.

PERU
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Peru has elected a new president after a narrow victory in the presidential run. Pedro Pablo Kuczynski defeated
candidate Keiko Fujimori and has now a tough road ahead, with social programs and economic projects. Current
president Ollanta Humala has been on the edge of facing the prosecutor general of Peru for corruption problems.
GDP continues to grow at a solid pace and macroeconomic fundamentals are still sound.

URUGUAY

11

Many discussions have been taking place in Uruguay because of the handover of the presidential chair of Mercosur
to Venezuela. Secretary General of the OAS Luis Almagro has been active on trying to stop the handover. On the
economy, the country has been facing higher inflation, a rise in unemployment, an increase of the public deficit, and
a fall in exports due to the bad shape of some countries in Latin America.

ARGENTINA
President Mauricio Macri has achieved great deals for the country, paying USD 9.3 billion to the holdouts and giving
the country a new outlook for external investors. Argentina is making a recovery on the trade balance and on the
fiscal deficit, but has been facing a lot of political tension. President Macri vetoed the ‘ley antidespidos’ (a law that
would forbid layoffs), creating a lot of tension among labor unions and the population, with protests taking part in
Buenos Aires. Now, Mr. Macri has to balance the market and population demands.
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BRAZIL
POLITICS
Brazil relives 1992 again. For the second time in Brazil´s democratic
history, a president was suspended from office, and a vice-president
takes over as interim president as the Senate voted on May 11th for
the admissibility of the impeachment proceedings against President
Dilma Rousseff (Workers’ Party, PT). As a result, Ms. Rousseff was
forced to take leave of absence for up to 180 days while she faces
trial, which can eventually remove her permanently from her duties.
Vice-president Michel Temer (Brazilian Democratic Movement Party,
PMDB) became interim president whilst the Senate deliberates over
Ms. Rousseff’s future. The decision to admit the allegations was made
after a 20-hour session, in which 55 voted yes for the admissibility and
22 voted no, while Senate speaker Renan Calheiros abstained. In order
to have the motion approved, a single majority (50% of the votes + 1)
was needed. Chief Justice Ricardo Lewandowski is now presiding over
the impeachment proceedings and the trial is expected to take place
by August, when Ms. Rousseff will be ultimately judged in the plenary.
At this point, 54 votes (out of 81) will be needed in order to impeach
Ms. Rousseff.
After the announcement, investors have been waiting for Michel
Temer´s economic policy. The interim president has named several
renowned notables to head major institutions and public companies,
such as Ministry of Finance, Central Bank, BNDES, Banco do Brasil.
Mr. Temer named former president of Central Bank during tenor of
president Lula, Henrique Meirelles for Ministry of Finance. For the
Central bank, Mr. Temer named Itaú Unibanco chief economist Ilan
Goldfajn, who soon after gave a speech advocating monetary austerity
and saying the Central Bank will work to bring the inflation rate to
its target, which is set at 4.5% for 2016 with a tolerance band of ±2
percentage points. In addition to Goldfajn’s nomination, Maria Silvia
Bastos Marques (former CEO of CSN) was named CEO of BNDES,
hoping to decrease the level of loans, and raise interest rates, as they
are currently way below market rates. Other relevant nomination is
Pedro Parente as CEO of Petrobras.
Mr. Parente’s mission is to regain confidence from the market, by
restructuring the company, and bringing it back return to profitability,
since Petrobras has been in the epicenter of all the corruption scandals
in Brazil (Petrobras had a BRL 34.9 billion loss in 2015, 38% higher than
in 2014). Mr. Meirelles is very well known in Brazil, especially his position as the Central Bank´s president for eight years, between 2003 and
2011. He has good knowledge of public finance, and is expected to cut
public expenses and implement a tax and social security reform. . areas
where the government did not manage to keep balanced , ending up in
up contributing for Brazil´s out of control public deficit.
The Operation Car Wash (an operation that has been happening since
2014, and started with the corruption in Petrobras, spreading across
other companies and politicians) keeps doing its job. Rodrigo Janot,
Prosecutor General of Brazil, has requested the arrest of four wellknown politicians: Renan Calheiros, Senate speaker; Romero Jucá,
senator; José Sarney, former president of Brazil and former senator;
and Eduardo Cunha, Lower House speaker, who has been suspended
from his mandate by the Supreme Federal Court. In addition to these
events, executives from large Brazilian companies have approached a
plea agreement, promising to deliver relevant structures, wrongdoings, and information.

ECONOMY
Brazil

2014

2015

2016P

2017P

GDP (USD bn)

2,416

1,769

1,702

1,763

GDP per capita (USD)

11,914

8,650

8,259

8,490

Real GDP Growth (%)

0,2

-3,8

-3,6

1,0

Inflation rate (annual var. %)
Exchange rate (BRL per USD)
Interest rate (% p.a.)

6,4

10,7

7,19

5,5

2,66

3,90

3,65

3,81

11,25

14,25

13,00

11,25

Trade balance (USD bn)

-4,0

19,7

50,52

50,0

Current account balance (% of GDP)

-4,1

-3,3

-0,9

-0,4

Foreign direct investments (% of GDP)

4,0

4,2

4,1

3,9

57,2

66,2

71,5

75,4

Gross public debt (% of GDP)
Source: Bacen, Bloomberg, IMF

While Brazil goes through political challenges, the economy is in recession. GDP decreased 0.3% in the first quarter of the year, less than
last year in the same period (-0.8%). This decrease was smaller than
expected, partially explained by the unexpected results in the service
sector, which grew 0.1% when it was expected to fall, and in investments, which only decreased 2.7%, when about 6% was expected.
Investments in Brazil have been on a rise since Michel Temer became
interim President. As expectations improved with the new interim
government, Brazilian companies gathered around USD 9.6 billion in
financing. In the long run, this will help companies to create new jobs
and hence slow the upward trend on the unemployment rate. Still, the
credit ratings for Brazil remain the same, with uncertainty about the
country: BB (Standard & Poor’s) with outlook negative; Ba2 (Moody’s)
with outlook negative; and BB (Fitch) with outlook negative.

After Michel Temer took place as interim president, the Central Bank
has held twice the benchmark interest rate SELIC at 14.25%. Due to
the current recession, and with lower inflation expectations during
the second semester of 2016, the market is expecting a reduction in
the SELIC rate in the second half of the year, when the inflation rate is
expected to slow down. Yet the inflation already rose 4.05% year-todate, with an increase of 0.61% in April and 0.78% in May, according to
the Brazilian Institute of Geography and Statistics (IBGE).
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As the unemployment rate was 10.9% in the first quarter, the rate
increased by 0.3% in April, taking total unemployment to 11.2%. This
high percentage of unemployment has affected most areas in Brazil’s
economy, with family consumption decreasing 1.7% compared to the
fourth quarter of 2015, and decreasing 6.3% compared to the same
quarter last year. Some of the reasons are high inflation rate, unemployment, credit restriction, and wage reductions. With this, industrial
GDP decreased 1.2% in the first quarter of the year and service GDP
decreased 0.2% in the same period.

Brazil posted a current account deficit of USD 7.17 billion (YTD) in 2016
(USD 34.1 billion in 12 months), which is being fully covered by foreign
direct investment. FDI reached USD 23.75 billion in the first four months,
and in 12 months it reached USD 79.9 billion (4.61% of GDP). Brazil’s
current account is consolidating a trend reversal caused by last year’s
stark BRL depreciation against the USD as in April Brazil posted a current
account surplus (USD 412 million) for the first time since April 2009.

The U.S. Dollar (USD) has been depreciating against the Brazilian Real
(BRL) in 2016. As the Federal Reserve has decided to maintain the
The first main achievement for the new administration was the approval

American interest rate at the same level, in addition to more foreign

of the new ceiling for primary deficit, which is now expected to be of

investments coming into Brazil, the BRL appreciated 3.73% in April, and

BRL 170 billion in 2016. In April, the consolidated public sector recorded

0.74% in May.

12-month primary deficit of BRL 139 billion. The government gross
debt grew 0.3% in May, taking it up to 67.5% of GDP, something the new
government is trying to bring down.
Brazil has posted a trade balance surplusin 2016, mainly driven by a
significant reduction of imports and an increase of exports. . In April,
Brazil exported more than it imported, posting a surplus of approximately
USD 4.8 billion, and this scenario was repeated in May, with a surplus of
USD 6.4 billion (+24.5%). In May, the trade balance had a positive balance
account of USD 1.374 billion, totalizing a surplus of USD 21 billion YTD.
Despite the good figure, in May the exports decreased 11.4% compared
to April, mainly because of the fall on exports of manufactured products,
semi manufactured products, and basic products.

4

CHILE

ECONOMY
Chile

POLITICS
After raising high hopes and promising encompassing “policies that
change cultures” during her election campaign in 2013, Michelle
Bachelet’s agenda is in crisis and partly stuck due to the interconnection of home-made errors with a changing international environment
that has slowed the Chilean economy down. The question is whether
in the remaining years of her second office – until March 2018 – Ms.
Bachelet will be able to realize at least part of her ambitious reform
agenda, which she re-calibrated in August 2015 under growing political pressure towards a more modest “realism without renouncement.”
Approval ratings for Chilean President Michelle Bachelet dropped to
24% in May 2016 from 29% in the previous month, returning to last
year’s all-time low. Ms. Bachelet has seen her popularity take a sharp
drop over the country’s stagnant economy, as well as several financial
scandals.

2014

GDP (USD bn)
GDP per capita (USD)

2015

2016P

2017P

259

240

239

254

14,529

13,329

13,121

13,830

Real GDP Growth (%)

1,9

2,1

1,8

2,3

Inflation rate (annual var. %)

4,6

4,4

3,5

3,0

Exchange rate (CLP per USD)

606

709

685

695

Interest rate (% p.a.)

3,0

3,5

3,5

3,5

Trade balance (USD bn)

6,3

3,5

1,6

0,7

8,6

8,5

5,0

4,9

-4,4

-3,5

1,1

4,1

Foreign direct investments (% of GDP)
Net public debt (% of GDP)

Source: IMF, Bloomberg, BCCh, INE, Harver, Itaú
Chile’s economy entered its third year of sluggish growth in 2016.
Continued moderation in Chinese growth and lower copper prices
have weighed further on ebbing investment in the key mining sector
and prompted some production cuts. Non-mining activities have been
lackluster as well, reflecting weak demand from key markets for
non-copper exports (e.g. Brazil) and confidence that has failed to

But the administration has achieved steady progress on its reform
agenda despite low approval ratings. Its signature education reform
took a step forward with guaranteed free tuition for 25% of students
in the 2016 budget (with the intention to lift the share in future
years). Technical fixes to the 2014 tax reform were approved in 2015.
A labor reform strengthening union bargaining power was passed in
April following a lengthy legislative process that watered down some
elements, but its fate is unclear given the judicial strike-down of a
key provision. The authorities have made progress on institutional
reforms in response to public dissatisfaction over political and corporate scandals. Measures introduced so far have included tightening of
political party and campaign finance laws and stronger anti-collusion
mechanisms. Political focus will shift to a constitutional reform ahead
of 2017 elections, the process for which is scheduled to begin with
a public consultation this year and span into the next administration (therefore, possible content is not yet clear). Other reform objectives (healthcare, pensions) are unlikely to see traction given fiscal
constraints and a weighty list of reforms already passed.
Chile has long been considered a comparatively well-functioning
democracy with one of the lowest corruption levels worldwide. In
2014, Chile was ranked 21st of the 174 countries examined. This not
only made Chile formally the least corrupt country in South America,
but also showed corruption in Chile to be less of an issue than in some
European countries. But the latest revelation of scandals involving
both right and left wing parties changed civic perception, and led to a
profound examination of the mechanisms at play between the private
and public spheres. In 2015, Chile was removed by Uruguay as the least
corrupt country in South America; Chile now ranks in the 23rd position
worldwide.

improve.

After growing 2.1% in 2015, the Central Bank expects Chile’s economy to
grow between 1.25% and 2.0% in 2016. The moderate deceleration reflects the weaker external backdrop, the less accommodative monetary and
fiscal policies, and the reduced dynamism in construction due to a new
tax on home purchases. Chile’s three-year average growth of 1.9% is the
second-lowest in the ‘A’ rating category, and is also below the median
of investment-grade sovereigns with similar degrees of commodity
dependence. Slower growth will prevent the convergence of Chile’s per
capita income with the ‘A’ median, reversing the trend that was observed
in prior years of strong growth through 2013.
As economic recovery has failed to materialize, growth forecasts have
been repeatedly cut in recent years, and estimates of potential growth
have fallen considerably as well. There is little evidence of sectors poised
to compensate for mining as significant growth drivers despite the
favorable initial conditions presented by a weaker peso, cheaper energy,
trade openness and low interest rates. There are some positive signs
in the electricity sector, which has seen a growing pipeline of projects
following a revamped energy agenda.
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The government’s reform agenda aims to address key growth bottlenecks in education and social equity, although the intended long-term
benefits have been overshadowed by the private sector’s concerns over
the near-term implications for profits and investment prospects. In
2016 the authorities have put an emphasis on productivity, unveiling a
state-backed infrastructure investment fund and a package of microeconomic measures to facilitate financing of productive investment, boost
service exports, and cut red tape. However, the impact on productivity
and growth remains uncertain and could take time to materialize.

The labor market has been resilient, but has shown recent signs of deterioration and faces further downside risks given the weak backdrop. As
of April 2016 the unemployment rate has increased to 6.4%.

The inflation rate remains above the official target (3% ± 1 p.p.) at 4.2% in
May 2016. The Central Bank has raised the policy rate by 50 bps to 3.5%
since October 2015 to contain inflationary pressures but has moderated
its tightening bias on the weaker outlook for growth and employment.
Inflation expectations at the 12-month horizon have moderated back
toward the 3%-target in recent months, and remain anchored at 3% at
the 24-month horizon relevant for monetary policy.
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by the expansion in manufacturing (+5.2%), oil refining (+20.6%), and
construction (+5.2%). However, growth was affected by a contraction
of 2.2% in the natural resources sector and a slowdown in the service
sector.

COLOMBIA
POLITICS
Although missing the March 23rd deadline to sign an ultimate agreement, the Colombian government and the FARC guerrillas have not
reached a consensus and are still negotiating the long-awaited peace
agreement. Colombian president Juan Manual Santos is currently
seeking a constitutional reform to hurry the approval of the deal in the
Congress, and a court approval to proceed with a public referendum to
countersign the deal.
On late June, the government and the FARC have signed a historical
ceasefire and disarmament agreement to demobilize over 7,000 guerrillas. A consensus over this point of the peace agreement was seen
as essential for the success of the talks and it can be seen as clear sign
that the matter will come to an end sooner rather than later. However
the ceasefire will only be effective when the final deal is implemented.
As all of the five main topics in the peace agenda have been overcome,
the ultimate agreement is within details, which can be unraveled in
the coming weeks.
According to a bimonthly poll conducted by Gallup in April, approval
ratings for Mr. Santos came in at the lowest level since he took office in
2010, at 21% (42% in December 2015 and 24% in February). In addition,
66% of the interviewed do not believe the peace talks are going on the
right track against 27% which are satisfied. 56% said the government
should start peace talks with the ELN guerrillas, while 40% are against.
In case Mr. Santos calls a referendum, 32% said they would definitely
vote (from these, 66% would vote in favor of the agreement, 24%
against, and 9% are still undecided); 19% said they would probably vote;
13% definitely would not vote; and 13% are undecided whether to vote.

The Colombian Peso (COP) underperformed in May, due to a combination of the still-wide current account deficit and the expectations of
rate hikes in the United States, which were brought forward. The COP
remains vulnerable to oil price fluctuations and has contributed to an
external account imbalance which can be corrected with a drop in the
exchange rate.

Apart from the peace agreement, Mr. Santos is expected to implement
a tax reform in the second semester, which is seen as crucial for the
maintenance of Colombia’s sovereign credit ratings. Recently, Moody’s
reaffirmed Colombia’s Baa2 rating with outlook stable, but in February
Standard & Poor’s has kept the BBB rating changing the outlook to
negative. Although the government believes it has enough support to
pass the tax reform bill, it is still unclear whether it will succeed.
ECONOMY
Colombia
GDP (USD bn)

2014

2015

2016P

2017P

378

293

286

304

GDP per capita (USD)

7,940

6,069

5,864

6,173

Real GDP Growth (%)

4,4

3,1

2,3

2,7

Inflation rate (annual var. %)

3,7

6,8

6,0

3,5

2,377

3,175

3,050

3,150

Interest rate (% p.a.)

4,50

5,75

7,50

6,50

Trade balance (USD bn)

-6,3

-15,9

-13,1

-7,5

Current account balance (% of GDP)

-5,2

-6,5

-6,2

-4,1

Foreign direct investments (% of GDP)

4,3

4,1

3,7

3,4

40,6

45,1

45,3

46,1

Exchange rate (COP per USD)

Gross public debt (% of GDP)

The trade balance deficit remains wide, but has shown signs that it is
starting to narrow. Exports fell 31.8% (YOY) in Q1 2016, mainly impacted
by a sharp decrease in oil (-51.2%) and coal exports (-36.1%). Imports
also dropped in Q1 2016 (-25.1%, YOY), driven by a weaker COP and a
slowdown in internal demand.

Source: IMF, Bloomberg, Dane, Banrep, Haver and Itaú
The Colombian economy expanded 2.5% in Q1 2016 year-over-year,
compared to 3.3% in Q4 2015. Notwithstanding, the slowdown was
partially explained by seasonal effects. Growth was mainly driven
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The inflation rate reached 8.2% (year over year) in May from 7.9% in April,

The unemployment rate decreased to 9.0% in April 2016 compared to

the highest level since January 2001. The rise in the index was led by food

9.5% in April 2015, reflecting the increased in urban employment as

(+13.46%), due to the impact caused by the El Niño. Only in May, the CPI

the rate in 13 largest metropolitan areas reached its lowest level in 16

index rose 0.51%, above market expectations.

years. According to the National Administrative Department of Statistics
(DANE), the job market was fueled mainly through the commerce, financial intermediation, and real estate sectors.

With inflation on the rise, the Banrep continues the hiking cycle on the
key policy rate. In June, the interest rate was hiked by 25 bps, for the
tenth consecutive time, to 7.5%. In the minutes, the Banrep cited that
“the Colombian economy continues adjusting in an orderly manner to the
strong shocks recorded since 2014.” Moreover, that “the current account
deficit is correcting gradually, and the risk of an excessive deceleration of
domestic demand remains moderate. Inflation has accelerated because
of the depreciation of the peso, El Niño, and by the activation of some
indexation mechanisms”. The Banrep has acknowledged a transitory
increase in inflation and has reassured its commitment to maintain
inflation and its expectations anchored to the target.
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PERU
POLITICS
In Peru, the presidential elections in early June were very fierce. Until a
week before the voting, Pedro Pablo Kuczynski (PPK) was behind Keiko
Fujimori, daughter of former dictator Alberto Fujimori, in voters’ intention. Mr. Kuczynski, former banker of Wall Street and Prime Minister of
Peru between 2005 and 2006, was able to revert the voting outcome in
the last debate between the two presidential candidates. The dispute
has been won in such a narrow margin that it took five days to reassure
Pedro Pablo Kuczynski’s victory. The difference in votes was of only
41,800, while the percentages were 50.12% for PPK, and 49.88% for
Keiko Fujimori.
Now, the new president is likely to face challenges on his new government, with a divided country and a lack of a strong governing coalition.
Mr. Kuczynski has to worry about education, which is one of Peru’s
main problems, and has to bring the poorest people together, showing
that the economic policies to be implemented will work in their favor.
PPK has also promised to cut taxes and to increase public spending, in
order to boost the economy and gain people’s confidence.

The current account deficit is still in a narrowing trend. Despite the
negative effect of weaker export prices, the weaker exchange rate and
internal demand, and higher mining exports volume are leading the
trend. However, foreign direct investment also declined (-64%, YOY) in
the first quarter, thus not sufficient to cover the deficit, and hence there
has been an increase in the issuance of long-term sovereign bonds.

On current president Ollanta Humala, scandals have been knocking
on his door as Prosecutor General German Juaréz is investigating Mr.
Humala’s wife for her potential involvement in undeclared campaign
contributions made by Venezuela’s President Nicolás Maduro and two
Brazilian contractors. Mr. Humala has immunity against investigation
until five years after the end of his term, and his lawyer affirms that
there is nothing proving his involvement with corruption schemes to
be reelected.
ECONOMY

Peru
GDP (USD bn)

2014

2015

2016P

2017P

203

192

194

205

6,458

6,021

5,995

6,221

Real GDP Growth (%)

2,4

3,3

3,8

4,0

Inflation rate (annual var. %)

3,2

4,4

3,1

2,5

GDP per capita (USD)

Exchange rate (PEN per USD)

2,98

3,41

3,35

3,40

Interest rate (% p.a.)

3,50

4,00

4,00

4,00

Trade balance (USD bn)

-1,4

-3,2

-2,7

-3,4

Current account balance (% of GDP)

-4,0

-4,4

-3,8

-3,9

Foreign direct investments (% of GDP)

3,9

3,6

3,9

3,8

20,0

23,3

24,9

25,9

Gross public debt (% of GDP)

Source: IMF, Bloomberg, INEI, BCP, Haver and Itaú

The Central Bank held the benchmark interest rate as 4.25% for the
fourth consecutive time in June, in line with market expectations. In the
minutes, the Central Bank mentioned the gradual decline in inflation
expectations; the reversal of trend on food and utilities prices, and
exchange rate; the local economy growth close to its full potential; and
the signs of recovery in output and employment and the lower volatility
in the global economy. The BCP has also cited its commitment to bring
the inflation the range by the year-end and hence further increases in
the interest rate may occur.

Peru’s GDP came at a strong 4.4% year-over-year growth in Q1 2016,
mainly driven by a robust increase in mining output (+25%, YOY) and
public investment returns (as previous spending starts to payoff).
Additionally, private consumption is still on an upward trend (+3.6%,
YOY), but private investment has deteriorated (-4.7%).
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The inflation rate slowed down to 3.5% (YOY) in May compared to 3.9%
in April, but it is still above the target for 2016 (2% with a ±1% tolerance
band). The consumer price index has been mainly pressured by an
increase in food prices (+4.1% in May, YOY) due to the El Niño phenomenon, and by a 13% increase in minimum wages. But as the transitory
impact of the El Niño ends, the inflation rate is likely to converge to the
target, expectedly in 2017.

As Peru has a low level of public sector gross debt, currently at 22.8%
of GDP, new president Pedro Pablo Kuczynski is expected to propose a
postponement of fiscal consolidation to 2021 (up to 3% of annual deficit
until 2019, then gradual convergence to 1% by 2021). In order to succeed,
PPK would need to change the Fiscal Responsibility Law, since the fiscal
deficit is currently bound to fall to 1.5% of GDP in 2017 and 1% in 2018.
However, major developments will depend on his ability to form a coalition in the Congress.

The Peruvian Nuevo Sol (PEN) has been in recovery at a solid pace from
the global financial market volatility that brought the exchange rate to
the 3.50s range at the beginning of the year, illustrated by uncertainties in
China, emerging market assets, and commodity prices. Peru has around
USD61.5 billion in international reserves, which could be used to offset
unruly foreign exchange trends.
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URUGUAY
POLITICS
At the end of July 2016, Uruguay will hand over the presidential chair
of trade bloc Mercosur to Venezuela. There has been a strong internal
opposition to Venezuela taking the bloc over due to its delicate internal socioeconomic environment. Luis Almagro, Secretary General of
the Organization of American States (OAS) and former Uruguayan
Minister of Foreign (2010-2015), has been leading a request to invoke
the “Democratic Clause” which would stop the government of Nicolás
Maduro to take the presidency of the Mercosur.

in the Region, especially in Brazil and Argentina.
Domestic demand has continued to decrease due to lower investments, both public and private. Lower investments relate to a decrease
in the imports of machinery and equipment. There has also been a
slowdown in construction activity. Exports have shown a reduction in
spite of larger soy and dairy products sales, due to less income received
from tourism and shipping.

Tabaré Vazquez, current President of Uruguay and leader of the Frente
Amplio political party has confirmed that his administration does not
oppose Venezuela receiving the chair of the Mercosur. Furthermore,
he clarified that the country will not support Mr. Almagro’s claims to
invoke the “Democratic Clause” against Venezuela.
Since then, Mr. Almagro has been involved in a series of confrontations
with Mr. Maduro as both have sent heated comments and insults
towards each other regarding the Mercosur discussion. Meanwhile,
Maduro is facing domestic challenges and a melting economy, and has
lost close allies in Mercosur, such as Brazil and Argentina as their new
presidents Michel Temer and Mauricio Macri, respectively, have an
opposite political orientation.
The ruling party in Uruguay Frente Amplio has published a press release stating that to their understanding the constitutional order in
Venezuela has not been altered, and proposing dialogue with the
opposition. The political group to which Almagro belongs, and headed
by former president Mujica adopted a similar position which might
initiate a possible solution to this issue and stop the controversy.

The unemployment has continued to evolve in an upward trend and
it reached 8% in the first months of 2016. The labor market has been
moving slowly with lower employment demand and offer. According
to the Central Bank of Uruguay, the quality of the employment has also
deteriorated in the last few months. In a long term perspective, current
levels are in the lower range. However, they are expected to continue
worsening during 2016.

In the meantime, Uruguay has continued to lead the Mercosur negotiations with the European Union for a much delayed wide-ranging
cooperation and trade agreement. It is likely that even if and when
Venezuela takes charge of the Mercosur, Uruguay will continue to
have a decisive involvement in such negotiations. The long process of
reaching an agreement on several topics for market trade started even
before Venezuela joined the Mercosur.
ECONOMY
Uruguay
GDP (USD bn)
GDP per capita (USD)

2014

2015

2016P

2017P

57,5

53,8

53,1

50,2

16,882

15,748

15,506

14,553

Real GDP Growth (%)

3,5

1,5

0,7

1,2

Inflation rate (annual var. %)

8,9

8,7

9,4

9,8

Exchange rate (UYU per USD)

As of March 2016, the inflation rate reached 10.6%, above what was

24,4

29,9

30,0

38,0

13,98

12,27

14,00

13,00

Trade balance (USD bn)

-0,9

-0,3

-1,0

-1,0

Current account balance (% in GDP)

-4,4

-3,6

-3,7

-3,4

Foreign direct investments (% in GDP)

4,8

4,4

4,5

-

the fuel prices not being reduced in the first quarter of 2016 as opposed

61,3

61,8

63,0

63,6

to the price cut of the previous year. Moreover, the Uruguayan Peso (UYU)

Interest rate (% p.a.)

Gross public debt (% in GDP)

registered in December 2015 (9.44%) and significantly above the target
range of 3-7%. All categories in the consumer prices index increased
compared to 2015. The latter is explained by higher public tariffs such as
electricity and phone bills. The inflation rate also suffered the impact of

depreciation in the last months had also a relevant impact over price

Source: IMF, Bloomberg, BCU, Itaú
In 2015, the Uruguayan economy registered its smallest expansion in a
decade. Furthermore, the country seems to be set for another year of
slow growth in 2016, since it is still influenced by the negative scenario

levels of imported products.
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The public deficit as of February 2016 increased from last year to 3.7% of
GDP. This was mainly explained by a larger deficit in central government
and larger payments to the Central Bank. In addition, the economic cycle
has affected tax collection and therefore the public sector revenue had a
smaller growth than in same months in 2015.
The public sector has continued to support the aggregate demand
growth, however with a marginally increased level of debt.
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government.

ARGENTINA
POLITICS
Despite President Mauricio Macri’s – elected in November 2015 and in
office since December – accomplishments regarding debt payments
with creditors, which has gotten Argentina out of default and has
brought new investments to the country, the population has been
rising against the government policies. In the end of April, Argentines
went out to the streets to protest against cuts on 11,000 government
jobs, high inflation, and rate hikes in transportation, light, and natural
gas. Another subject that has raised disputes was the approval of
an anti-layoffs bill, claimed by labor unions, which would not allow
companies to fire their employees for 6 months. The law has been
approved in the Congress, but has been vetoed by Mr. Macri.
With unions saying that since the new government started 100,000
jobs were lost, the government defends itself saying that Argentina
is on the same crisis as last year, with no substantial lost in jobs. On
the government´s side is the external market that has been bringing
investments to the country. But inside the government, Mr. Macri
has neither the Lower House nor the Senate by his side, losing some
of the votes since he was elected. The Peronists (opposition to the
government) have been criticizing the government for stopping the
constructions around the country, blaming this for the high rate of
unemployment. The government defends itself, saying there are a lot
of debts to be paid and it needs to reduce its deficit, and hence these
constructions have stopped.

The government expects to lower the inflation rate by the end of the
year but this is not what has been happening so far as it increased in
April (+4%) and in May (6.5%), accumulating 40.5% in 2016. The inflation
rate in the country is still considered extremely high. But core inflation
(which excludes seasonal products and regulated prices) is not growing
as fast as expected, giving the government the possibility to decrease
the interest rate by 50 bps (from 38% to 37.5%), and thus making inflation
expectations to decrease from May.
The Argentine Peso (ARS) is appreciating again not only due to Mr. Macri’s
announcements and economic actions, but also as a reaction of the

Mr. Macri had at the beginning of his term an alliance with union leader
Hugo Moyano and had managed to ease governors promising funds for
investments in infrastructure, among others, but has now lost those
alliances, which helped former president Cristina Kirchner return to
the scene, bringing the Peronists together to form an opposition to Mr.
Macri´s government.

increase of grain exports, including soy, which raised over 50% compared
to January. After the government issued the bonds, the U.S. justice lifted
injunctions against Argentina, allowing the country to restructure its
debt with the holdouts. Amid favorable circumstances, the ARS has been
getting strong again, with real multilateral exchange rate 12% higher
than last December, when devaluation happened.

ECONOMY
Argentina
GDP (USD bn)
GDP per capita (USD)

2014

2015

2016P

2017P

540,5

612,2

530,9

550,3

12,852

14,436

12,409

12,752

Real GDP Growth (%)

-2,6

1,9

-1,0

3,0

Inflation rate (annual var. %)

38,0

26,9

38,0

23,0

Exchange rate (UYU per USD)

8,55

13,01

16,20

19,50

Interest rate (% p.a.)

20,4

27,3

24,5

20,0

3,1

-3,0

-0,5

-3,5

Current account balance (% in GDP)

-0,9

-2,6

-2,6

-3,2

Foreign direct investments (% in GDP)

1,0

1,7

2,3

2,6

42,8

36,3

49,5

50,4

Trade balance (USD bn)

Gross public debt (% in GDP)
Source: BRCA, Itaú, Bloomberg

After last year’s election, won by centre-right candidate Mauricio Macri,

Now that Argentina is able to get foreign financing again, the country will

several political and economic moves have been made, which made

start looking for available options, since it does not plan to issue more

global investors look back to Argentina and invest in the country. The two

bonds in the international market. It also plans to finance its internal

most important deals closed by Argentina’s government were the deals

debt with domestic bonds. Argentina’s treasury is expected to issue

with vulture funds and with other investors that ended a 14-year default.

around USD 8 billion in domestic bonds and USD 5 billion in dollar short-

The government paid USD 9.3 billion to the holdouts and issued USD 16.5

term bills, making external investors look into Argentina and invest in

billion in government bonds in the international market. The other action

domestic bonds. There are uncertainties about these adjustments for

that was really well-received by the market was the announcement that

next year, since Argentina will have mid-term elections.

Argentina would end of the foreign exchange control imposed by the
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The trade balance in Argentina is improving quickly, much faster than
expected as Argentina registered a deficit of USD 381 million in the first
quarter of this year, much lower than in last year’s first quarter (a USD 1.2
billion deficit). Exports grew 5% and the fiscal deficit decreased from ARS
81.9 billion to ARS 51.6 billion year-over-year. The primary deficit was
lower than last year (ARS 62.4 billion against ARS 65.7 billion in 2015).
Total revenue has grown 29.6% compared to last year (losing 10% in real
terms) and primary expenses raised 24%.

Consumer confidence continues to go down in Argentina as well as
confidence in the government (there was a drop of 8 p.p. in May to
52%, from 60% in March). Only in May, consumer confidence fell 22.4%
compared to the same month last year (and 1.2% from April), while retail
sales dropped 3.9% in the first quarter. Moreover, consumer confidence
on the macroeconomic outlook fell 1.3%. Year-to-date, most sectors of
the economy have decreased their percentages, most likely because the
activity fell 1.2% in the first 5 months of the year. Commercial activity
went down by 80 bps and the manufacturing sector increased only by
20 bps. With unemployment rates expected to be higher this year than
in 2015 (to 8.5% projected for 2016 from 7% in 2015) the government
expects to revert the upward trend in unemployment and downward
trend in consumer confidence.
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