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Latam Daily: Chile Downgrade; Banxico Hold;
Peruvian Banks’ Outlook Raised
•
•
•

Chile: S&P downgraded Chile’s sovereign ratings to “A” and revised its
outlook to “stable”
Mexico: Banxico delivered unanimous hold at 4.00%; recovery pace
remains gradual
Peru: Moody’s upgrades the outlook for Peruvian banks from “negative”
to “stable”

CHILE: S&P DOWNGRADED CHILE’S SOVEREIGN RATINGS TO “A” AND
REVISED ITS OUTLOOK TO “STABLE”
On Wednesday March 24, S&P Global Ratings lowered its long-term foreigncurrency sovereign credit rating on Chile to “A” from “A+” and its long-term
local currency rating to “A+” from “AA-”. S&P’s outlook on the long-term
ratings changed to “stable” after having been “negative” since April 2020. S&P’s
announcement comes the same day that Fitch affirmed Chile's long-term foreigncurrency issuer default rating (IDR) at “A-” with a “stable” outlook. S&P also
re-affirmed their short-term foreign currency sovereign credit rating at “A-1” and
lowered their short-term local currency rating to “A-1” from “A-1+”. Finally, they
also revised down their transfer and convertibility (T&C) assessment to “AA-” from
“AA”.
The downgrade was based on the marked erosion of Chile’s public finances
over the last 10 years, which are likely to stabilize at a weakened level once
the pandemic recedes and the economy recovers to its trend pace of GDP
growth. While the economic recovery should help to reduce recent, high fiscal
deficits, persistent political pressure to boost social spending is likely to weigh on
Chile’s public finances over the next two to three years.
As a result, S&P expects net general government debt to hover around 30%
of GDP by 2024, just below its current level (chart 1). Interest costs are likely
to average 4.3% of general government revenues during 2021–24, thereby
capturing favourable financing conditions in the international and domestic
markets, but reflecting a structurally higher debt level.
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On the bright side, S&P’s ratings on Chile are based on its policy
nimbleness and prosperous economy, as well as its favourable assessment
of Chile’s institutional effectiveness and governance. A transparent, rulesbased fiscal policy and still low debt levels, along with an autonomous central
bank with a credible track record of targeting inflation, support the rating.
The sovereign’s institutional strength has contributed over the years to
stable economic policies along with smooth changes in government,
consistent economic growth, a weaker but still healthy fiscal situation, and
low inflation. Governance indicators are strong, perceived corruption is low, and
human development readings are better than most regional peers. The strength of
public institutions helped to ensure relatively good management of the COVID-19
pandemic and a less severe economic contraction than in many regional
neighbours, which minimized its social costs.
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Chile will shortly elect delegates to write a new constitution. The move follows a
recent referendum that rejected the current constitution, which had been written
by a military government in 1980 and amended many times by subsequent
civilian governments. The new constitution is likely to feature commitments to
stronger social benefits, which may translate gradually into the provision of more public
services by the government in the next five to 10 years.
All in all, Fitch continues to have the lowest credit rating for Chile, with an
“A-” (chart 2). Now, Fitch is located 1 notch below S&P and two notches below
Moody’s. Given that the Moody’s assessment of the Chilean economy was done after
Fitch’s downgrade in March 2020, we don’t anticipate any more changes in credit
agencies’ ratings.
—Carlos Muñoz
MEXICO: BANXICO DELIVERED UNANIMOUS HOLD AT 4.00%; RECOVERY
PACE REMAINS GRADUAL
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I. Banxico delivered unanimous hold at 4.00%
As most analysts expected, and was priced in, Banxico’s Board delivered a
unanimous hold of its overnight target rate at 4.00% at its Thursday, March 25,
meeting. The MXN outperformed other emerging-markets’ currencies on Thursday,
both in anticipation of a more cautious signal from the central bank and following its
actual delivery: the Mexican peso gained about 1% on the day while other Latam
currencies were in the red.
The Board’s statement noted domestic and international factors that
underpinned the decision to hold the benchmark policy rate unchanged. The
Board highlighted the spike in core inflation we saw in early-March to 4.09% y/y, above
the top of the 2–4% y/y headline inflation target range, as well as risks from
depreciations in the MXN. The Board pointed to the need to ensure an orderly
adjustment in markets: with recent increases in US and other emerging-market rates,
cutting at this stage to support the domestic economy could have heightened risks to
financial stability.
Looking forward, the Board maintained relatively neutral, data-dependent
guidance. It explained that its next moves would “depend on the evolution of the
factors that have an impact on inflation, on inflation’s projected trajectories within the
forecast horizon, and on inflation expectations”.
We maintain our view that recent data augurs for additional caution from the
Board and that the space for further easing is very narrow. We anticipate only one
more cut, likely in Q3-2021 (chart 3), but this call remains contingent on Mexican
prices exhibiting greater stability in the coming months and US rates finding a ceiling
soon.
—Eduardo Suárez
II. Recovery in economic activity remained gradual in January
January IGAE real GDP proxy data, released by INEGI on Thursday, March 25,
showed that growth in economic activity picked up from -0.01%% m/m sa in
December to 0.1% m/m sa, slightly above the Bloomberg consensus of
0.0% m/m sa. The rebound was driven by stronger growth in industry (up from
0.1% m/m in December to 0.2% m/m) and a solid rebound in agriculture (up from
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-4.3% m/m in December to 1.8% m/m). These moves were only partially offset by a downturn in services growth that cooled from
0.3% m/m in December to -0.1% m/m.
In annual terms, the comparison with a year ago worsened, a reflection of some of the headwinds at the beginning of the
year from the resurgence of the pandemic. Annual growth went from -2.7% y/y in December to -5.4% y/y (chart 4), below
consensus expectations of -5.25% y/y. By components, industry and services deepened their annual contractions from
December’s -2.1% y/y to -4.9% y/y and from end-2021’s -3.1% y/y to -6.1% y/y, respectively. In contrast, agriculture saw growth
accelerate from 0.9% y/y in December to 2.3% y/y.
We expect real GDP growth to strengthen significantly in the second half of the year. The further recovery should be driven
mainly by the services sector as public-health measures are relaxed.
III. Weak start to commercial activity in 2021
Domestic demand indicators continue to point to a slow rebound, with INEGI’s
Thursday, March 25, release showing retail sales growth recovered somewhat,
from -2.7% m/m in December to 0.1% m/m in January, while wholesale growth
edged up from 0.8% m/m in December to 0.9% m/m. Consumer spending at the
beginning of 2021 reflected the negative impact of the new restrictions to mobility and
lockdowns that resulted from a second wave of COVID-19 cases in Mexico City and
other important regions of the country.
On an annual basis, retail sales were down for an 11th consecutive month in
January, going from -5.9% y/y in December to -7.6% y/y. Similarly, annual wholesale
sales growth came down from -0.3% y/y in December to -4.5% y/y, for a total of 24
months in the last 26 where total wholesale sales have been below their year-ago levels
(chart 5).
We expect cautious consumer behaviour to continue into February in the face of
ongoing pandemic-related restrictions.
—Paulina Villanueva
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PERU: MOODY’S UPGRADES THE OUTLOOK FOR PERUVIAN BANKS FROM
“NEGATIVE” TO “STABLE”
Moody’s upgraded its outlook for Peruvian banks from “negative” to “stable” on Wednesday, March 24. Moody’s sees a
better environment for Peruvian banks over the next year and a half, and specifically highlighted the BCRP’s liquidity injections and
the government’s loan guarantees as key instruments that are supporting local banks’ financial profiles in 2021. In general, banks
are coming out of the worst of the COVID-19 pandemic and related lockdowns much better-off than many may have expected
given the magnitude of the past year’s disruptions. And, yet, it is a bit surprising that Moody’s changed its outlook ahead of the
April 11 elections given uncertainties around possible regime change and consequent implications for the banking system.
—Guillermo Arbe
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