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Latam Weekly: Fears of Floating? 
 

FORECAST UPDATES 

• Upside inflation surprises have led to forecast revisions across most of 

the Latam region. In Mexico, growth has been revised down while 

inflation has been marked up. See the full range of revisions in the 

Forecast Update table below. 

ECONOMIC OVERVIEW 

• Output is back to pre-pandemic levels in most countries, and strong 

growth should carry over into 2022. However, inflationary pressures 

remain a threat to central banks’ price stability targets. 

• Against this background, critical policy challenges confront monetary 

and fiscal authorities in 2022. Governments will have to scale back the 

extraordinary policies introduced in the pandemic to ensure long-term 

fiscal sustainability. Central banks will have to continue rebalancing 

monetary conditions to contain inflation. 

• Looking ahead, central banks with floating exchange rate may confront 

the “fear of floating,” the consequences of sharp currency 

depreciations, as the US Fed begins to tighten policy. 

PACIFIC ALLIANCE COUNTRY UPDATES 

• We assess key insights from the last week, with highlights on the main 

issues to watch over the coming fortnight in the Pacific Alliance 

countries: Chile, Colombia, Mexico, and Peru. 

MARKET EVENTS & INDICATORS  

• A comprehensive risk calendar with selected highlights for the period 

December 11–24 across the Pacific Alliance countries, plus their 

regional neighbours Argentina and Brazil. 
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Forecast Updates 

Argentina Q4 Q1 Q2 Q3e Q4f Q1f Q2f Q3f Q4f Q1f Q2f Q3f Q4f 2020 2021f 2022f 2023f

Real GDP (y/y % change) -4.3 2.9 17.9 6.6 2.8 1.9 1.0 2.1 2.2 2.6 1.4 3.1 3.1 -9.9 7.6 1.8 2.6

CPI (y/y %, eop) 36.1 42.6 50.2 52.5 51.1 45.2 41.9 39.8 36.5 34.5 32.5 31.6 30.6 36.1 51.1 36.5 30.6

Unemployment rate (%, avg) 11.0 10.2 9.6 10.3 10.3 10.0 9.9 9.8 9.6 9.5 9.5 9.3 9.1 11.6 10.1 9.8 9.3

Central bank policy rate (%, eop) 38.00 38.00 38.00 38.00 40.00 42.00 44.00 46.00 42.00 40.00 38.00 37.00 36.00 38.00 40.00 42.00 36.00

Foreign exchange (USDARS, eop) 84.15 91.99 95.72 98.74 102.60 114.80 125.90 143.50 140.10 138.00 135.00 132.00 131.00 84.15 102.60 140.10 131.00

Brazil Q4 Q1 Q2 Q3 Q4f Q1f Q2f Q3f Q4f Q1f Q2f Q3f Q4f 2020 2021f 2022f 2023f

Real GDP (y/y % change) -0.9 1.3 12.3 4.0 2.4 2.1 -0.2 1.9 1.7 2.6 2.2 2.3 2.5 -3.9 5.0 1.4 2.4

CPI (y/y %, eop) 4.5 6.1 8.3 10.2 11.1 9.6 8.6 7.3 5.8 3.6 3.3 3.6 3.5 4.5 11.1 5.8 3.5

Unemployment rate (%, avg) 14.2 14.9 14.2 12.6 13.2 12.9 12.4 11.9 11.8 11.2 10.7 10.3 9.9 14.2 14.0 12.3 10.5

Central bank policy rate (%, eop) 2.00 2.75 4.25 6.25 9.25 10.25 10.25 10.25 10.25 10.25 10.25 9.50 9.00 2.00 9.25 10.25 9.00

Foreign exchange (USDBRL, eop) 5.19 5.63 4.97 5.44 5.61 5.68 5.71 5.72 5.68 5.65 5.57 5.48 5.40 5.19 5.61 5.68 5.40

Chile Q4 Q1 Q2 Q3 Q4f Q1f Q2f Q3f Q4f Q1f Q2f Q3f Q4f 2020 2021f 2022f 2023f

Real GDP (y/y % change) 0.0 0.6 18.1 17.2 11.7 9.6 7.8 1.1 0.4 1.2 1.7 2.2 2.9 -5.8 11.6 4.5 2.0

CPI (y/y %, eop) 3.0 2.9 3.8 5.3 7.0 7.7 7.7 6.3 4.5 3.6 3.4 3.1 3.0 3.0 7.0 4.5 3.0

Unemployment rate (%, avg) 10.3 10.4 9.5 8.4 6.9 6.8 6.8 6.6 6.1 6.5 6.6 6.5 6.1 10.9 8.8 6.6 6.4

Central bank policy rate (%, eop) 0.50 0.50 0.50 1.50 4.00 5.00 5.00 5.00 5.00 5.00 5.00 5.00 5.00 0.50 4.00 5.00 5.00

Foreign exchange (USDCLP, eop) 711 719 734 810 800 780 780 780 750 740 730 730 730 711 800 750 730

Colombia Q4 Q1 Q2 Q3 Q4f Q1f Q2f Q3f Q4f Q1f Q2f Q3f Q4f 2020 2021f 2022f 2023f

Real GDP (y/y % change) -3.6 1.0 17.6 13.2 6.5 5.1 7.8 2.9 2.0 3.6 3.6 3.7 3.8 -6.8 9.6 4.5 3.7

CPI (y/y %, eop) 1.6 1.5 3.6 4.5 5.4 5.7 5.0 4.4 4.0 3.5 3.3 3.1 3.0 1.6 5.4 4.0 3.0

Unemployment rate (%, avg) 13.8 15.8 15.0 12.9 10.4 12.0 9.6 10.7 10.9 11.2 9.8 10.8 10.8 16.1 13.5 10.8 10.7

Central bank policy rate (%, eop) 1.75 1.75 1.75 2.00 3.00 4.00 4.50 5.00 5.00 5.00 5.00 5.00 5.00 1.75 3.00 5.00 5.00

Foreign exchange (USDCOP, eop) 3,428 3,663 3,755 3,809 3,760 3,804 3,683 3,670 3,655 3,698 3,712 3,712 3,712 3,428 3,760 3,655 3,712

Mexico Q4 Q1 Q2 Q3 Q4f Q1f Q2f Q3f Q4f Q1f Q2f Q3f Q4f 2020 2021f 2022f 2023f

Real GDP (y/y % change) -4.4 -3.8 19.9 4.5 2.5 3.3 2.3 2.7 2.8 1.8 2.1 1.7 2.4 -8.2 5.7 2.8 2.0

CPI (y/y %, eop) 3.2 4.7 5.9 6.0 7.4 6.2 5.1 4.5 4.1 3.3 3.6 3.4 3.2 3.2 7.4 4.1 3.2

Unemployment rate (%, avg) 4.3 4.3 4.2 4.3 3.4 3.4 3.2 3.4 3.1 3.4 3.2 3.5 3.4 4.4 4.1 3.3 3.4

Central bank policy rate (%, eop) 4.25 4.00 4.25 4.50 5.25 5.75 6.00 6.25 6.25 6.25 6.25 5.75 5.25 4.25 5.25 6.25 5.25

Foreign exchange (USDMXN, eop) 19.91 20.43 19.94 20.64 21.32 21.65 21.87 22.22 22.34 22.69 23.10 23.37 23.86 19.91 21.32 22.34 23.86

Peru Q4 Q1 Q2 Q3 Q4f Q1f Q2f Q3f Q4f Q1f Q2f Q3f Q4f 2020 2021f 2022f 2023f

Real GDP (y/y % change) -1.4 4.5 41.9 11.4 2.0 1.7 0.5 4.9 3.1 2.5 4.3 1.5 2.3 -11.1 12.3 2.6 2.8

CPI (y/y %, eop) 2.0 2.6 3.3 5.2 6.5 6.8 6.8 5.5 4.5 4.0 3.6 3.3 3.0 2.0 6.5 4.5 3.0

Unemployment rate (%, avg) 13.8 15.3 10.3 10.0 9.5 9.2 8.8 8.7 8.7 8.8 8.8 8.8 8.8 13.8 9.5 8.7 8.8

Central bank policy rate (%, eop) 0.25 0.25 0.25 1.00 2.50 3.00 3.50 3.75 4.00 4.00 4.00 4.00 4.00 0.25 2.50 4.00 4.00

Foreign exchange (USDPEN, eop) 3.62 3.74 3.87 4.13 4.15 4.15 4.20 4.20 4.25 4.25 4.25 4.25 4.25 3.62 4.15 4.25 4.25

United States Q4 Q1 Q2 Q3 Q4f Q1f Q2f Q3f Q4f Q1f Q2f Q3f Q4f 2020 2021f 2022f 2023f

Real GDP (y/y % change) -2.3 0.5 12.2 4.9 5.1 4.6 3.9 4.3 3.9 3.7 3.4 3.0 2.6 -3.4 5.6 4.2 3.2

CPI (y/y %, eop) 1.2 1.9 4.8 5.3 6.1 5.9 4.6 4.0 3.6 3.8 3.5 3.2 3.0 1.2 6.1 3.6 3.0

Unemployment rate (%, avg) 6.8 6.2 5.9 5.1 4.4 4.2 4.1 4.1 4.1 4.0 3.9 3.8 3.8 8.1 5.4 4.1 3.9

Central bank policy rate (%, eop) 0.25 0.25 0.25 0.25 0.25 0.25 0.50 1.00 1.25 1.50 1.50 1.50 1.50 0.25 0.25 1.25 1.50

Foreign exchange (EURUSD, eop) 1.22 1.17 1.19 1.16 1.13 1.12 1.10 1.09 1.08 1.08 1.09 1.09 1.10 1.22 1.13 1.08 1.10

Source: Scotiabank Economics.

Red indicates changes in estimates and forecasts since previous Latam Weekly  on November 19, 2021.
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Forecast Updates: Central Bank Policy Rates and Outlook  
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Latam Central Banks: Policy Rates and Outlook

Next Scheduled Meeting Market Pricing BNS Forecast

Current Date Market BNS 12 mos 24 mos End-2021 End-2022 BNS guidance for next monetary policy meeting

Argentina, BCRA, TPM, n.a. 38.00% n.a. n.a. 38.00% n.a. n.a. 40.00% 42.00% After cutting the benchmark Leliq rate by -200 bps in October 2020, the BCRA reversed 

these moves on Nov. 12, 2020 as negotiations resumed with the IMF mission. Talks 

with the Fund aren't likely to conclude until after the October 2021 elections. At this 

point, our rate call is speculative and wholly contingent on whether the authorities want 

to begin gradually hiking to take real rates back into positive territory or move in a 

sharper fashion in late-2021. 

Brazil, BCB, Selic 9.25% Feb-02 9.15% 9.75% 11.38% 9.28% 9.25% 10.25% Following the BCB’s aggressive hike of 150 bps to close 2021 with its Selic policy rate 

at 9.25%, we expect a further 100 bps of tightening in Q1 2022. The central bank will 

then hold the rate at that level through the first half of 2023. We believe that, with 

inflation returning over time to its target ranges, the BCB will begin easing in Q3 2023.

Chile, BCCh, TPM 2.75% Dec-14 2.75% 4.00% 5.83% 4.46% 4.00% 5.00% We expect the BCCh to hike again by 125 bps in the December meeting, which will 

bring the monetary policy rate slightly above its neutral level earlier than anticipated in 

September's Monetary Policy Report.

Colombia, BanRep, TII 2.50% Dec-17 2.47% 3.00% 6.67% 6.28% 3.00% 5.00% Recent strong economic indicators and headline inflation above 5% affirm our 

expectation of a 50 bps hike in December's meeting. By 2022, the output gap is 

expected to be closed while the core inflation would hover around 4%. However, a 

higher than expected inflation at the end of the 2021 would increase indexation effects 

in 2022, that said, the Central Bank would continue with hikes of 50 bps in Q1-2022. 

We still believe the Central Bank would reach the neutral rate early and close the year 

at 5.0%.
Mexico, Banxico, TO 5.00% Dec-16 5.24% 5.25% 7.72% 7.42% 5.25% 6.25% We expect a hike of 25 bps in the last meeting of 2021, ending the year at 5.25%. For 

2022, we expect hikes of 25 bps up to terminal rate of 6.00%, leaving the policy setting 

around neutral stance. However, the TIIE curve suggests market participants expect a 

steeper rate hike cycle, on the tight side of monetary policy. We also see some rising 

risks on inflation and the policy response, but not to the same degree as market is 

pricing. Like the Banxico Board, our view might change if inflation data keeps beating 

expectations in its upcoming releases. 

Peru, BCRP, TIR 2.50% Jan-06 n.a. 2.75% n.a. n.a. 2.50% 4.00% The BCRP raised the reference rate by 50 bps to 2.50% December 9th, consistent with 

our forecast for end-2021. For 2022, we expect the BCRP to implement an additional 

150 bps increase due to rising inflation, raising the benchmark rate to 4.00% by year-

end 2022.

Sources: Scotiabank Economics, Scotiabank GBM, Bloomberg.
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Economic Overview: Fears of Floating? 

• Economic recovery has taken root across the Latam region. Output has 

returned to pre-pandemic levels in most countries and strong growth 

should continue into 2022. 

• But important policy challenges lie ahead. Extraordinary policy 

introduced in the pandemic will have to be scaled back to ensure long-

term fiscal sustainability. And inflation poses a serious challenge to 

inflation-targeting central banks. 

• In 2022, monetary may be complicated by the “fear of floating,” arising 

from sharp currency depreciations. While such concerns are not 

necessarily warranted by current conditions, neither are there grounds 

for complacency.  

A JANUS-FACED LOOK AT THE CONJUNCTURE 

As 2021 draws to a close, it is a good time to review where Latam 

economies have been and what lies ahead. This Janus-faced approach should 

provide a useful reference with which to assess risks going forward. The starting 

point for this exercise is the latest forecast updates made by Scotiabank 

economists in the region.  

LOOKING BACK 

A look back leads to the comforting conclusion that economic recovery has 

taken root across the region following the contraction in 2020. Output has 

already returned to pre-pandemic levels in Argentina, Brazil, Chile, Colombia, and 

Peru, while Mexico is expected to recoup the output losses incurred in the 

pandemic much more slowly over the forecast horizon. And for most of the region, 

strong growth going into 2022 should provide a solid foundation for sustained 

expansion.  

This propitious outlook stands in contrast to the uncertainty that prevailed 

only a few months ago as robust growth in early 2021 slowed sharply with 

the emergence of the more virulent delta variant of the COVID-19 virus. 

Economic activity subsequently picked-up as mobility restrictions were eased and 

individuals and firms adapted to lockdowns, sustaining consumption and 

production by changing behaviours and operations. This adaptive response is 

encouraging in that it is consistent with increased resilience to possible future 

setbacks. But while Latam economies adjusted to the COVID-19 virus, another 

threat emerged. 

Inflation has risen steeply across the Latam region. While some increase in 

price pressures was widely expected given that inflation had been suppressed by 

the contraction in economic activity in 2020, inflation has surprised on the upside. 

Moreover, the spike in inflation has raised concerns that price pressures may 

become embedded in inflation expectations, which could propagate ongoing 

inflation through the legacy of wage-price backward indexation inherited from the 

region’s high-inflation past. In turn, if inflation expectations become unmoored 

from inflation anchors, the credibility of central bank commitments to price stability 

could come under threat. 
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To prevent the loss of the nominal anchor, central banks with inflation-targeting frameworks have begun to rebalance 

monetary conditions. Key policy rates have been raised and further increases are coming. Despite these increases, however, 

policy rates remain negative in real (inflation-adjusted) terms in most countries. And as Scotiabank’s team in Lima notes, the 

monetary policy real interest rate rose for the fifth consecutive month, but remains in negative territory, at -1.2% in December after 

the decision. In Peru, policy rate increases, which raise the cost of borrowing, have been supplemented by the introduction of 

quantitative measures—increases in reserve requirements—to contain credit expansion. 

FACING THE FUTURE 

Looking ahead, further monetary policy rate hikes depend on the persistence of inflationary pressures and the pace at 

which growth closes negative output gaps or opens positive (inflationary) gaps. A key consideration here is the pace at 

which supply-side bottlenecks are cleared. The longer that these disruptions remain (or become more widespread), the greater the 

risk that inflationary expectations will be revised upwards. And while enormous uncertainty remains with respect to this issue going 

into 2022, Scotiabank economists expect inflation rates will gradually return to target ranges over time. 

The growth outlook, meanwhile, hinges on several factors. Economic recovery in the region has been driven by external 

demand, with commodity exporters especially having benefited from higher prices for their goods, which historically have been 

associated with stronger real GDP growth in Latin America. In this respect, the region’s medium-term outlook remains heavily 

dependent on global economic prospects, which remain tied to the progress made against the pandemic. As 2021 ends, the 

spread of the omicron variant clearly warrants close monitoring. 

Going forward, domestic demand is likely to be an important growth driver as our economists in Mexico City highlight in 

the Mexico country update below. 

POLICY CHALLENGES AND THE FEAR OF FLOATING  

As the new year begins, monetary and fiscal authorities across the Latam region face key challenges. Monetary and fiscal 

policy measures introduced across the region have supported consumption and likely prevented a spike in delinquency rates and 

business bankruptcies by preserving firm-specific “relationship capital” between a firm, its workers, and its suppliers. This 

intangible capital is the web of connections and knowledge that allows a firm to operate at a high level of efficiency. The loss of 

these connections and this knowledge could lead to economic scarring that depresses long-run potential output growth. 

Yet, however beneficial they have proven to be, extraordinary policies are not sustainable indefinitely. And with global 

expansion powering external demand, and private domestic demand coming back onstream, policy settings calibrated for 

extraordinary circumstances will have to be dialed back. 

A prudent unwinding of fiscal measures would have a salutary effect, reassuring international investors and domestic 

savers of government commitments to sustainable public finances. Governments in the region have already laid out plans to 

restore fiscal positions; in Colombia, as our experts in Bogota highlight in the country notes below, important reforms to ensure 

long-term fiscal sustainability will have to be passed in the new year, making the upcoming elections a potential source of 

uncertainty. Meanwhile, the vicissitudes of erratic policymaking in Peru have contributed to large capital outflows by domestic 

residents, as Scotiabank’s team in Lima highlight (see discussion below). 

For monetary policy, the immediate priority is the rebalancing of monetary conditions to contain growing inflation risks. 

As their inflation forecasts imply, Scotiabank’s regional economists expect Latam central banks to succeed; in this respect, 2022 

will be the year in which the question of whether inflationary pressures are temporary or persistent is answered. While inflation-

targeting central banks have a robust framework in which to calibrate the withdrawal of stimulus, they nevertheless have two 

challenges to finesse. 

The first challenge is the supply-side nature of the inflation shock and uncertain effects of the pandemic on potential 

output (through, for example, its impact on labour supply decisions). Unlike a positive demand shock that raises output and 

employment and puts upward pressure on prices, supply chain disruptions have led to higher prices and, in some sectors, 

constrained output. In the former situation, monetary tightening contains inflationary pressures without necessarily departing from 

full employment objectives. But that may not be the case with respect to the latter shock, particularly if there has also been a loss 

of potential output owing to scarring effects. Over time, the nature of the shock and the implications of these effects will be better 

assessed; in the meantime, monetary policy decisions will likely be subject to increased uncertainty. 
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The second challenge is the effect that monetary policy rebalancing by the Federal Reserve and other advanced 

economy central banks could have on the region’s exchange rates. Sharp depreciations in domestic currencies stemming 

from a tightening of global monetary conditions and a shift in investor risk preferences could have harmful effects through two 

channels. The first channel is the pass-through effects on domestic inflation; as our team in Santiago observes in the country notes 

below, these effects are already showing up in higher inflation. The second channel is the impact on domestic balance sheets. 

With debt denominated in US dollars and revenues in domestic currency, large depreciations can lead to weaker balance sheets 

with negative implications for investment and growth. 

These effects account for a “fear of floating,” leading central banks intervene to moderate the pace of currency 

depreciation. Going forward, attention is thus likely to focus on possible currency fluctuations from the Fed’s rebalancing of 

monetary conditions. To assess the potential for such episodes, we have identified years in which the Latam Five countries have 

experienced periods of exchange market stress, as defined by two admittedly ad hoc criteria: large (>2.5%) month-to-month 

depreciations in the currency that coincide with significant (>10%) year-over-year changes (table 1). A quick look at the incidence 

of these events and the 2015-2018 Fed tightening cycle (chart 1) suggests, not surprisingly, that the stress events are more likely 

to be triggered by the start of a Fed tightening cycle as international portfolios are rebalanced. 

That conclusion says little about the region’s vulnerability to such episodes going forward, however. To address this 

question, a simple index made up of four indicators (inflation, external debt as a share of GDP, international reserves in months of 

imports, current account balances) was constructed, with higher values of the index representing increased vulnerabilities  

(chart 2). The index signals increased vulnerabilities around the global financial crisis and the Fed’s pre-pandemic tightening cycle, 

but not stress events associated with the COVID-19 pandemic given the unprecedented and unforeseeable economic and financial 

shocks associated with public health lockdowns. Moreover, while the index does not signal obvious region-wide vulnerabilities 

looking ahead (in part, perhaps, because of its rudimentary structure), some country-specific changes in underlying indicators are 

noteworthy. Inflation in Mexico, current account deficits in Chile, and external debt as a share of GDP in Colombia all warrant close 

monitoring. In this respect, while a Janus-faced look at exchange rate stress events does not necessarily predict exchange rate 

stress events that justify “fears of floating”, a prudent reading of past global financial tightening cycles does not support 

complacency in the face of potential risks. 

 

 Table 1 

Episodes of Exchange Rate 

Stress
Common (n>2) Shared (n=2) Unique (n=1)

Brazil

1992, 1993, 1994, 1995, 1999, 

2001, 2002, 2003, 2008, 2009, 

2011, 2012, 2014, 2015, 2016, 

2018, 2019, 2020

1993, 1995, 1998, 1999, 2002, 

2003, 2008, 2009, 2012, 2014, 

2015, 2016, 2018, 2019, 2020

1992, 1994, 2001,2011

Chile

1993, 1999, 2001, 2002, 2003, 

2008, 2012, 2013, 2014, 2015, 

2016, 2019, 2020

1993, 1999, 2002, 2003, 2008, 

2012, 2014, 2015, 2016, 2018, 

2019, 2020

2001 2013

Colombia

1995, 1996, 1997, 1998, 1999, 

2000, 2002, 2006, 2008, 2009, 

2014, 2015, 2016, 2018, 2019, 

2020

1995, 1998, 1999, 2002, 2008, 

2009, 2014, 2015, 2016, 2018, 

2019, 2020

1996 1997, 2000, 2006

Mexico

1994, 1995, 1996, 1998, 1999, 

2002, 2003, 2008, 2009, 2011, 

2012, 2015, 2016, 2018, 2020

1994, 1995, 1996, 1998, 1999, 

2002, 2003, 2008, 2009, 2011, 

2012, 2015, 2016, 2018, 2020

1994, 1996, 2011

Peru 1992, 1993, 1998, 1999, 2015 1993, 1998, 1999, 2015 1992

Latam Five: Exchange Rate Stress Events* (1992–2020)

*Defined by month-to-month change >2.5% and year-over-year change >10% (units of national currency per US dollar, end of period).

Sources: Scotiabank Economics, International Monetary Fund, International Financial Statistics.
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Pacific Alliance Country Updates 

Chile—Strong Economic Performance Despite High Political Uncertainty Prior to Runoff  

Jorge Selaive, Chief Economist, Chile  Anibal Alarcón, Senior Economist  Waldo Riveras, Senior Economist 

+56.2.2619.5435 (Chile)    +56.2.2619.5435 (Chile)   +56.2.2939.1495 (Chile)  

jorge.selaive@scotiabank.cl   anibal.alarcon@scotiabank.cl   waldo.riveras@scotiabank.cl 
 

The daily number of confirmed COVID-19 cases has continued to rise in recent 

days but at a slower pace. The positivity rate remained around 3% in the last 

week, and the vaccination campaign reached 91.2% of the eligible population. The 

occupancy of ICU beds and the COVID-19-related death rates increased but remain 

at low levels. Meanwhile, the rollout of booster (third) doses keeps moving forward, 

reaching almost 8.7 million people. Thanks to the success of the vaccination program, 

workplace mobility remains at pre-pandemic levels.  

Positive market reaction after the election. On Sunday, November 21, right-wing 

conservative José Antonio Kast (Frente Social Cristiano coalition) and left-wing 

Gabriel Boric (Apruebo Dignidad Coalition) moved forward to the runoff vote to be 

held on December 19, as was largely expected. Mr. Kast secured the top spot with 

27.9% of votes, while Mr. Boric won second place with 25.8%. Furthermore, right-wing 

coalitions increased their share in both houses, allowing a more balanced composition 

of the political forces in the Congress as of March 2022. After the results, equity 

markets rallied, interest rates fell, and the CLP showed a significant appreciation. 

Looking ahead, we anticipate a tight December 19 runoff, in which the 

votes obtained by Mr. Franco Parisi (third largest share) will be the prize. In 

recent days, both presidential candidates campaigning for the runoff have been 

adjusting their economic programs to include some of the ideas of their political allies.  

With regard to the economic indicators, on Wednesday, December 1, the central 

bank (BCCh) released the October economic activity index (IMACEC), which 

increased at a robust pace of 15% y/y (+0.8% m/m) despite high levels of 

political uncertainty. On a seasonally adjusted basis, the index shows a slowdown in 

services (-1.0% m/m) after a strong expansion in September (chart 1). Overall, the 

IMACEC posted a healthy-looking result and is not currently signaling an imminent 

slowdown alert. We believe that GDP should continue to show a favourable 

momentum in the first half of 2022 with either Gabriel Boric or José Antonio Kast as 

President. 

As well, on Tuesday, November 30, statistical agency INE released the 

unemployment rate for the quarter that ended in October, which fell to 8.1%, 

thanks to an increase in employment (1.3% m/m). With this result, the employment 

gap compared to the pre-pandemic level fell to 607k, of which 338k corresponds to 

formal jobs and 269k to informal jobs.  

Finally, CPI increased 0.5% m/m in November (6.7% y/y), in line with our expectations, largely reflecting the 

depreciation of the Chilean peso and related pass-through effects (chart 2). The CPI excluding volatile products was  

0.7% m/m, while the CPI core was 0.5% m/m (5.8% y/y), largely explained by increases in prices of goods (1.5% m/m;  

7.5% y/y). Services took a break this month, with a fall of 0.1% m/m (4.8% y/y), but it is expected that they will continue to push 

inflation upward in the coming months. All in all, inflation remains above recent historical highs and the exchange rate has 

continued to depreciate, fueling additional pressures on costs (chart 2). We expect the central bank to hike the MPR by  

125 basis points (bps), though it is likely considering a range of between 100 bps and 150 bps. 
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 Last week, Congress finally rejected the bill for a fourth withdrawal of pension funds. Furthermore, on Monday, 

November 22, the lower house passed the 2022 Budget Bill presented by the government in September. Overall, the approved 

Budget Bill maintained the level of spending proposed by the government (USD 82 bn), which implies an increase of 3.7% y/y in 

real terms compared to a 2021 base-year without the additional fiscal support measures. In our view, the approval of this 

Budget Bill represents a positive signal for fiscal sustainability, as it will imply a reduction in the structural deficit. Over the next 

few years, new authorities will decide about the fiscal commitment.  

In the fortnight ahead, on Tuesday, December 14, the BCCh will have its last monetary policy meeting of this year. As 

mentioned above, we expect a rise in the MPR of 125 bps, towards 4%. On Wednesday, December 15, the BCCh will release 

its Monetary Policy Report for Q4-2021, which will likely feature a slight upward revision in 2021 GDP growth, approaching 12% 

(from a previous range between 10.5% and 11.5%). Lastly, on Sunday, December 19, the runoff of the presidential election will 

be held. 

 

Colombia—Key Facts Ahead of the Elections in 2022 

Sergio Olarte, Head Economist, Colombia Jackeline Piraján, Economist  

+57.1.745.6300 Ext. 9166 (Colombia)   +57.1.745.6300 Ext. 9400 (Colombia)  

sergio.olarte@scotiabankcolpatria.com  jackeline.pirajan@scotiabankcolpatria.com  
 

Markets are looking closely at the political risks in the Latam region owing to a 

crowded electoral agenda, among other political events. Colombia, for example, 

will hold congressional and presidential elections in the H1-2022. The elections are 

especially important since the next government must send major reforms to Congress 

to ensure long-run fiscal sustainability after the sharp deterioration in fiscal accounts 

attributable to the extraordinary policy response to the pandemic. 

The response to the pandemic led to a significant increase in the debt-to-GDP 

ratio from 46.6% in 2019 to roughly 60% of GDP in H1-2021 and the fiscal deficit 

now hovers around 8% of GDP, with a deficit of 7% expected in 2022. In 2021, 

the government passed a fiscal reform that would increase fiscal income by 1.2% of 

GDP. However, that increase represents only 2/3 of what is needed, and the next 

government should complete the task. Therefore, it is important to analyze what are 

the chances of the next administration to pass tax, pension, and labour reforms. We 

think it will depend critically on the skills of the next president to negotiate with a 

Congress in which the composition would be very split since any party could have a 

majority. 

That said, ahead of 2022 elections it is relevant to identify some key facts: 

• First, it is important to keep in mind that political power in Colombia is divided 

among the Courts, Congress, and the president. Therefore, although the name 

and affiliation of the president are relevant, to pass difficult reforms, legislation 

must be negotiated with Congress and ratified by the Constitutional Court. That 

structure tends to entrench the political and economic status quo.  

• Second, in Colombia the most intense phase of presidential campaigns starts in 

mid-January of the election year. In fact, according to the main polls, with only 

four months before the first round four years ago, the candidate Duque (today’s 

president) had only 9% of voter intentions by January 2018, while four 

candidates, Gustavo Petro (22%), Sergio Fajardo (19%), German Vargas Lleras 

(15%) and Humberto de la Calle (11%) had higher shares of voter intentions 

(chart 1). Moreover, on average, Colombian voters decide their vote one month 

before the election and around 10% of voters decide one week before. Therefore, 

we will not have a better idea of which candidates have a real chance of winning 

the presidency until February or March 2022. 
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 • Third, there is an atypically high number of pre-candidates (at least 50) running, so that alliances forged during the 

campaign are going to be key to winning the presidency. Currently, nobody running has the votes to win in the first round, 

so coalitions will be critical to winning in the second round. For now, there are three potential alliances, Coalición Centro 

Esperanza, considered centre-left and led by Sergio Fajardo which was third in the 2018 elections; Equipo for Colombia, 

considered centre-right and led by former Minister of Finance Juan Carlos Echeverry; and Pacto Histórico considered left 

and led by Gustavo Petro. Those alliances will define the candidates in Congressional elections in March; and after that the 

battle of the campaign will start. 

• Fourth, historically Colombia has had a very diverse Congress, although pro-status quo parties form the majority  

(chart 2). Although we expect some small changes to the composition of Congress after the March elections, we anticipate 

that pro-status quo parties will continue to make up something more than 75% of Congress. Therefore, the next president 

must have the skills needed to negotiate with many minorities in order to be able to pass significant reforms. 

Looking ahead to the new year, all of the above make us think that it is too early to draw any conclusions about which 

candidate can or cannot win next year’s elections. Additionally, we also believe that no candidate will have the majority or 

public favour needed to change the status quo given the strong institutional framework that the 1991 Constitution established. 

Nonetheless, we do anticipate higher volatility in the local markets during Q1-2022 and caution with respect to investment 

decisions in the real sector, reflecting the regional geopolitical environment, uncertainty regarding the Colombian presidential 

elections, and the possibility of changes to the economic status quo, however slight those prospects might be.  

 

Mexico—Forecast Revisions: Year-end Brings Bad News for Growth and Inflation  

Eduardo Suárez, VP, Latin America Economics    

+52.55.9179.5174 (Mexico)      

esuarezm@scotiabank.com.mx      

 

As we have signaled for the past few 

weeks, we made several revisions to 

our Mexico forecasts (table 1). The 

most material are changes to 2021 

growth (lower) and inflation (higher), but 

we also changed our 2022–2024 

projections, including for Banxico’s 

terminal rate. On the growth front, the 

second half of the year has seen a shift in 

Mexico’s major growth drivers, going from 

an externally driven recovery (a record trade surplus in H2-2020 of over USD 5 bn/month on average, and still-record levels of 

remittances, which should top USD 50 bn in 2021) to a domestic demand rebound (the trade balance has swung into a  

USD 3 bn/month deficit in H2-2021, and consumption and consumer confidence have improved). We are also seeing a gradual 

recovery in lagging sectors, especially in services, although the recovery in tourism and entertainment is still nascent (or slow). 

Investment has remained a key underperforming sector, and dropped from an average of over 23% of GDP in the decade 

leading into 2018, to a low of 19% in the pandemic. We anticipate investment will pick up somewhat to just over 21% of GDP 

over the forecast horizon, but it remains a weak spot in Mexico’s long-term growth drivers.  

On the inflation front, core inflation continues to rise, despite being anchored by low inflation on both housing and 

education (both hovering close to 2%). So far, the main drivers of inflation have come from goods, where activity recovered 

faster, and a demand re-composition towards goods from services (chart 1). However, we anticipate that going into the close of 

2021, and into the first half of 2022, services price inflation will push headline and core higher. Also adding to price pressures 

have been supply-side disruptions, commodity prices, and producer prices for firms in the primary and secondary sectors, which 

have been high and rising for the past year and a half (chart 2).  

On Banxico, we don’t anticipate the acceleration in the pace of Banxico’s rate hikes in next week’s meeting (an 

increase from 25 bps to 50 bps), which markets have largely priced-in (60-80%) in recent days. There are several 

reasons for this: 

 Table 1 

2021

Q4f Q1f Q2f Q3f Q4f Q1f Q2f Q3f Q4f

GDP (y/y % change) 2.5 3.3 2.3 2.7 2.8 1.8 2.1 1.7 2.4

Inflation (%, eop) 7.4 6.2 5.1 4.5 4.1 3.3 3.6 3.4 3.2

Banxico Policy Rate (%) 5.25 5.75 6.00 6.25 6.25 6.25 6.25 5.75 5.25

USDMXN (eop) 21.32 21.65 21.87 22.22 22.34 22.69 23.10 23.37 23.86

Scotiabank's Mexico Forecasts—Quarterly Path

2022 2023

Sources: Scotiabank Economics.
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 • First, we don’t believe that Mexico needs to maintain a pace of 50 bps hikes 

given that monetary conditions never got anywhere as loose as other regional 

economies during the pandemic. In our view, a gradual move towards neutral-to-

slightly-tight conditions should be enough to anchor inflation, especially as we 

head into mid-2022, when we expect statistical and calendar effects alongside a 

gradual solution to supply-side disruptions leading to an easing of price 

pressures. Our estimates suggest that a gradual move of the policy rate towards 

6.0–6.5% over the coming 12 months will be enough to bring policy settings to 

neutral/slightly tight. This recalibration should both provide a buffer for domestic 

markets as the Fed’s own rate hike cycle kicks in, and at the same time help curb 

inflationary pressures. On this front, we made a modest revision to expected 

hikes, increasing our terminal rate estimate by 25 bps. 

• Second, with markets expecting future Governor Veronica Rodriguez to be more 

dovish than current Governor Diaz de Leon, we think the current Board would be 

reluctant to undermine do her credibility by hiking 50 bps, only to then have the 

new Board reduce the pace of hikes.  

• Third, there is very little to go by in interpreting the designated future governor’s 

monetary policy views, other than her confirmation presentation to the Senate. 

However, from recent conversations we’ve had, Rodriguez is seen as a mentee 

of former Finance Ministers Arturo Herrera and Carlos Ursua, as well as Deputy 

Governor Esquivel. She studied under two of the three individuals and worked 

closely with all three in different government roles. Given her closeness to 

Esquivel, we would not be surprised if some of their views on monetary policy 

align, which we think makes it difficult for the pace of hikes to move to 50 bps 

under her mandate.  

• Fourth, feedback we’ve received on future Governor Rodriguez describes her as 

having a strong/independent personality, being a hard worker and fast learner, all 

of which bodes well for her capacity to adapt to her new career as a central 

banker. The feedback we’ve received also supports her focus on supporting 

Banxico’s independence in her ratification hearings in the Senate.  

 

Peru—Peru’s Schizophrenic Economy 

Guillermo Arbe, Head of Economic Research  

+51.1.211.6052 (Peru)    

guillermo.arbe@scotiabank.com.pe   

 

It’s been an exhausting 2021. It’s been a year in which it seemed that Peru could not catch a break in its political turbulence. 

And yet, it would be hard to tell from just looking at the economic data that anything was really amiss. GDP growth, both the 

aggregate and domestic demand components, have surprised on the upside to such an extent that we see upside to our 

already robust 12.3% GDP forecast for 2021 (chart 1). There seems to be little evidence in high-frequency data—such as traffic, 

electricity demand, and cement demand—that the change in government, as bumpy as the ride has been politically, has 

affected growth trends. All high-frequency indicators and most mobility indicators are mildly above 2019 levels (chart 2). So is 

GDP, up 0.5% in the year-to-September, versus 2019. Most analysts were not expecting a return to 2019 levels until well into 

2022 (table 1).  

Macro balances are also bearing up very well. High metal prices have helped raise the trade surplus to a record USD 9.6 bn 

in the year-to-September. Our forecast of USD 13.8 bn for the full-year 2021 is the highest ever recorded, and 67% above 2020, 

which was also a very strong year. To add to the bright picture, the fiscal deficit is plunging. The year opened with a fiscal deficit 

at 8.9% of GDP. This has fallen to 4.1% of GDP to October and should continue declining towards our forecast of 3.5% of GDP 

in 2022. All this is enough to put a smile on your face. 
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 But then you look at the financial markets and price volatility, and you get the 

flip side of the coin. Yes, the trade surplus in the first three quarters of 2021 was a 

record. But, the outflow of short-term capital was even greater, at USD 14.6 bn in the 

year-to-September (chart 3). This was not only a record outflow, but it was orders of 

magnitude greater than any previous year. Furthermore, most of the outflow came 

from domestic investors and households, as opposed to offshore accounts, which 

means that domestic resources were fleeing the country, rather than foreign 

resources returning home. A very nervous local population has flocked to the dollar, 

caused the USDPEN rate to rise 22% during the year, and pushing the BCRP to try to 

arrest the buying panic by supplying the market with a record USD 16.6 bn in USD 

currency and USD derivatives.  

Inflation has also emerged as a concern to a degree not seen for a very long 

time in Peru. It’s tempting to place the blame entirely on global contagion, but the 

weakened PEN—during a period in which the PEN should have been strengthening—

also contributed. We expect inflation to remain above the BCRP’s 3% target range 

ceiling for some time. Our inflation forecasts are 6.5% for 2021 and 4.5% for 2022 

and, if anything, we may be underestimating inflation for 2022. For inflation to subside 

will depend on both Peru’s political front settling down, and global prices starting to 

stabilize. Until it does, the BCRP will be under pressure to continue raising its 

reference rate.  

So, what does all this mean going forward? The balance of Peru’s economic split 

personality is that, instead of growing +5% on average over the next few years, as it 

could under the present circumstances of sturdy macro balances, high metal prices 

and strong short-term rebound, we continue to expect 2.6% GDP growth in 2022, and 

in the mid 2% to 3% range henceforth. Meanwhile, the BCRP will need to continue to 

be active in seeking price stability without hampering growth.  

We expect political uncertainty and erratic policy judgements to persist, even 

as the economic agenda is much more orthodox and less erratic. Stable 

economic policy helps. But this appears to be an island in an overall environment in 

which other policymaking is erratic and the government leadership lacks 

statesmanlike qualities. This makes for an outlook fraught with uncertainty, with 

special risks for high-profile sectors such as mining. Government management 

concerning social conflicts is affecting mining in a very real way, with mines 

representing 38% of copper production, and over 7% of gold and silver output, having 

had to close for varying periods of time. However, it is not only mining that is at risk, 

as management decisions affecting sectors as basic as transportation, energy, 

education and agriculture are also a concern. 

As elsewhere, a new COVID-19 wave also poses a potential risk. COVID-19 had 

languished to its lowest levels since the pandemic began in early 2020. However, 

there has been an uptick lately, which is still too weak for the government to consider 

new mobility restrictions, but this may change.  

Another concern is that employment is lagging GDP. The future of jobs growth 

depends crucially on investment in expansion projects, which do not appear to be 

forthcoming to the degree needed. Both private and public investment performed 

robustly in 2021, but private investment took place not in the more labour-intensive 

expansion projects so much as in technology (especially greater digitalization), which 

is rather labour-saving, and in new start-ups of small, individualized, businesses that 

have benefitted from the sharp shift in household preferences towards home delivery, 

and on-line sales and payments formats.  
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 Perhaps the greatest risk for the country going forward is poor state 

management, which, in the end, could lead to a progressive deterioration 

in state institutions. At the same time, if the government were to move towards 

greater moderation, stability, and policy coherence, it would not take all that 

much for the economy to accelerate. 

 Table 1 

y/y % change 2020 2021f 2022f

GDP -11.0 12.3 2.6

Imports -15.6 15.2 4.3

Domestic Demand -9.4 12.8 2.4

Private Consumption -8.7 9.2 2.8

Public Consumption 7.2 6.0 3.0

Private Investment -16.5 26.9 1.0

Public Investment -15.5 20.7 5.0

Exports -20.8 13.0 4.8

Peru: GDP Growth

Sources: Scotiabank Economics, BCRP.
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Market Events & Indicators for December 11–24 

Forecasts at time of publication. 

Sources: Scotiabank Economics, Bloomberg. 

ARGENTINA
Date Time Event Period BNS Consensus Latest BNS Comments

Dec-15 14:00 Greater Buenos Aires CPI (y/y) Nov -- -- 51.98

Dec-15 14:00 Greater Buenos Aires CPI (m/m) Nov -- -- 3.77

Dec-15 14:00 National CPI (m/m) Nov -- -- 3.5

Dec-15 14:00 National CPI (y/y) Nov -- -- 52.1

Dec-16 14:00 Capacity Utilization (%) Oct -- -- 66.7

Dec-16 14:00 GDP (q/q) 3Q -- -- -1.4

Dec-16 14:00 GDP (y/y) 3Q -- -- 17.9

Dec-20 Budget Balance (ARS mn) Nov -- -- -209168.7

Dec-21 14:00 Unemployment Rate (%) 3Q -- -- 9.6

Dec-21 14:00 Current Account Balance (USD mn) 3Q -- -- 2763.35

Dec-22 UTDT Leading Indicator Nov -- -- -0.98

Dec-23 14:00 Trade Balance (USD mn) Nov -- -- 1601

Dec-23 14:00 Exports Total (USD mn) Nov -- -- 6848

Dec-23 14:00 Imports Total (USD mn) Nov -- -- 5247

Dec-23 14:00 Economic Activity Index (y/y) Oct -- -- 11.6

Dec-23 14:00 Economic Activity Index (m/m) Oct -- -- 1.2

BRAZIL
Date Time Event Period BNS Consensus Latest BNS Comments

Dec-13 6:25 Central Bank Weekly Economist Survey

Dec-13 13:00 Trade Balance Weekly (USD mn) 12-Dec -- -- 1074.96

Dec-14 6:00 Central Bank Meeting Minutes

Dec-14 7:00 IBGE Services Volume (m/m) SA Oct -- 0.15 -0.64

Dec-14 7:00 IBGE Services Volume (y/y) NSA Oct -- 9.7 11.4

Dec-15 6:00 FGV Inflation IGP-10 (m/m) Dec -- -0.83 1.19

Dec-15 7:00 Economic Activity (m/m) Oct -- -0.2 -0.27

Dec-15 7:00 Economic Activity (y/y) Oct -- -0.3 1.52

Dec-16 6:00 FGV CPI IPC-S (%) 15-Dec -- -- 1.18

Dec-16 6:00 Central Bank Quarterly Inflation Report

Dec-17 3:00 FIPE CPI - Weekly (%) 15-Dec -- -- 0.61

Dec-20 6:25 Central Bank Weekly Economist Survey

Dec-20 13:00 Trade Balance Weekly (USD mn) 19-Dec -- -- 1074.96

Dec-22 6:00 FGV Consumer Confidence Dec -- -- 74.9

Dec-22 7:30 Current Account Balance (USD mn) Nov -- -- -4463.8

Dec-22 7:30 Foreign Direct Investment (USD mn) Nov -- -- 2492.7

Dec-23 6:00 FGV CPI IPC-S (%) 22-Dec -- -- 1.18

Dec-23 6:00 FGV Construction Costs (m/m) Dec -- -- 0.71

Dec-23 7:00 IBGE Inflation IPCA-15 (m/m) Dec -- -- 1.17

Dec-23 7:00 IBGE Inflation IPCA-15 (y/y) Dec -- -- 10.73

Dec 20-27 Tax Collections (BRL mn) Nov -- -- 178742

Dec 23-31 Federal Debt Total (BRL bn) Nov -- -- 5373

CHILE
Date Time Event Period BNS Consensus Latest BNS Comments

Dec-14 16:00 Overnight Rate Target (%) 14-Dec 4.00 4.00 2.75 We expect a hike of 125 bps due to recent inflation 

surprises and strong economic performance.

Dec-24 7:00 PPI (m/m) Nov -- -- 5.3
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Market Events & Indicators for December 11–24 

Forecasts at time of publication. 

Sources: Scotiabank Economics, Bloomberg. 

COLOMBIA
Date Time Event Period BNS Consensus Latest BNS Comments

Dec-15 10:00 Manufacturing Production (y/y) Oct 11.8 12.4 15.49

Dec-15 10:00 Retail Sales (y/y) Oct 15.3 13.3 15.3

Dec-15 14:00 Industrial Production (y/y) Oct -- -- 13.71

Dec-17 11:00 Economic Activity NSA (y/y) Oct 11.6 10.5 12.9

Dec-17 13:00 Overnight Lending Rate (%) 17-Dec 3.00 3.00 2.50 Recent macro indicators and higher than expected 

inflation affirm the expectation of a 50 bps hike in 

December's meeting.

Dec-20 10:00 Trade Balance (USD mn) Oct -- -- -1711.9

Dec-20 10:00 Imports CIF Total (USD mn) Oct -- -- 5733.28

Dec-20 Industrial Confidence Nov -- -- 12.2

Dec-20 Retail Confidence Nov -- -- 41.7

Dec-21 17:00 Colombia Monetary Policy Minutes -- -- --

MEXICO
Date Time Event Period BNS Consensus Latest BNS Comments

Dec-12 13:00 Formal Job Creation Total Nov -- -- 165.5

Dec-13 ANTAD Same-Store Sales (y/y) Nov -- -- 11.6

Dec-14 10:00 International Reserves Weekly (USD mn) 10-Dec -- -- 199993

Dec-16 14:00 Overnight Rate (%) 16-Dec 5.25 5.25 5.00

Dec-17 10:00 Central Bank Economist Survey --

Dec-21 7:00 Aggregate Supply and Demand (%) 3Q -- -- 23.3

Dec-21 10:00 International Reserves Weekly (USD mn) 17-Dec -- -- 199993

Dec-21 Citibanamex Survey of Economists --

Dec-22 7:00 Retail Sales (m/m) Oct -- -- 0.2

Dec-22 7:00 Retail Sales (y/y) Oct -- -- 5.9

Dec-23 7:00 Bi-Weekly CPI (%) 15-Dec -- -- 0.51

Dec-23 7:00 Bi-Weekly Core CPI (%) 15-Dec -- -- 0.23

Dec-23 7:00 Bi-Weekly CPI (y/y) 15-Dec -- -- 7.7

Dec-23 7:00 Unemployment Rate NSA (%) Nov -- -- 3.95

Dec-24 7:00 Trade Balance (USD mn) Nov -- -- -2700.99

Dec-24 7:00 Economic Activity IGAE (y/y) Oct -- -- 0.92

Dec-24 7:00 Economic Activity IGAE (m/m) Oct -- -- -0.43

PERU
Date Time Event Period BNS Consensus Latest BNS Comments

Dec-15 10:00 Lima Unemployment Rate (%) Nov 9.6 -- 9.6 Jobs growth has stagnated in recent months.

Dec-15 Economic Activity (y/y) Oct 5.6 -- 9.71 Slowing due to base effect, but still robust.

Economic activity in October would continue 

showing a recovery, especially in services-related 

sectors. Additionally, retail sales would rebound due 

to the VAT holiday.
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