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outlook worsens in Brazil
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Despite the measures taken recently we remain sceptical about the fiscal outlook. In Chile the
unemployment rate stood at 6.4%, while in Colombia it stood at 9.1%. Today Brazilian 1Q16 GDP data will
be published; we estimate a new contraction, although less intense than in previous quarters.

Brazil - A primary surplus in March does not prevent fiscal prospects
from worsening further
The public sector posted a BRL10.2bn primary surplus in April as the management of public expenditure
offset the impact of the contraction in domestic demand on public revenues. From January to April, a period
usually characterised by favourable seasonality, the public sector generated a BRL4.4bn primary surplus,
well below the BRL32.5bn surplus recorded in the same period last year. However, we do not expect the
public sector to maintain a surplus in the primary account over the remainder of the year. The recession will
likely continue to weigh negatively on revenues, while structural rigidity and the lack of reforms should
continue to prevent a sharper adjustment of expenditure. The most likely scenario is that the primary result
ends up being around -2.7% of GDP in 2016, in line with the downgraded fiscal target, rather than around
-1.5% of GDP as we previously expected. Even though the new government has recently presented some
measures (such as a ceiling on public expenditure to prevent it from increasing in real terms, which is
subject to approval by Congress, and a debt payment anticipation of BRL100bn to the federal government
from the BNDES bank) and has started to discuss some positive reforms (such as social security and labour
reforms), we remain sceptical about the implementation of a proper solution to Brazil’s fiscal problems and
expect: i) the primary result to remain in negative territory and, ii) gross public debt, which reached 67.5% of
GDP in April, to continue to trend upwards in the next few years.

Chile - The unemployment rate increased slightly to 6.4% in April
The jobless rate increased slightly to 6.4% in April, above our expectation (a stable 6.3%) but below
consensus (at 6.5%). The figure was driven by a 1.4% YoY rise in job-creation (mainly self-employment) as
against the 1.6% YoY growth in the labour force. Annual job-creation was driven by construction, commerce
and hotels and restaurants, which was partially offset by the negative contribution from mining, manufacture
and services. Overall, despite the low unemployment rate, the labour market still shows signs of increasing
slack (see our Chile Flash in Spanish for details).

Colombia - Urban unemployment rate: low in April (9.1%). Job creation
is still weak
In April the urban unemployment rate stood at 9.1% (a reduction of1.4 percentage points YoY), the lowest
rate observed for April since 2000. The yearly reduction in urban unemployment rate was explained by the
decrease in the participation rate (-1.1 percentage points YoY), proxy of labour supply, and the stability
-YoY- of the occupation rate, proxy of labour demand. It should be noted that before April and since August
2015, the unemployment rate had grown in annual terms, since the yearly growth in the number of those
occupied was lower than the rate of growth of the labour force (EAP). This quarter (Feb-Apr 2016) job
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creation accelerated its rhythm of growth with respect to the previous quarter, producing a 1.3% YoY
increase (vs the 0.3% YoY observed in Nov 2015- Jan 2016). The retail, tourism and restaurants sector
contributed the most to annual job creation this quarter, followed at a distance by real estate and social
services. Industry and construction contributed negatively. It is worth mentioning that despite the
acceleration in the rhythm of job creation this term, job creation remains weak and has been very volatile in
the last few months (observing, for example, a negative rate in March). The labour market will remain weak
for a while. 

What to watch today

 
Brazil - GDP (1Q16, 8:00hrs NYT)
We expect GDP to contract in quarterly terms again in 1Q16 due to abnormally high uncertainty, low
confidence, the restrictive tone of economic policy, a still high inflation, and a non-supportive external
environment, among other factors. However, we forecast the contraction of GDP in 1Q16 to not be as sharp
as in previous quarters. More precisely, we forecast GDP to decrease 0.6% QoQ in 1Q16, in comparison to
-1.5% QoQ in 4Q15, -1.7% QoQ in 3Q15 and -2.1% in 2Q15, mainly due to decreases in private
consumption and fixed capital investment.

Chile - Minutes of monetary policy meeting (April, 08:30hrs NYT)
Weak economic activity data is still supporting a pause in policy rates at 3.5%, despite the fact that CPI
inflation figures remain above 4% YoY. In the absence of further exchange-rate depreciation, the Board will
maintain the stimulus, although we also expect a transition from a restrictive to a neutral tone during coming
months.

Peru - Consumer prices (May, 11:00hrs NYT)
We expect headline CPI to have increased by 0.25%MoM in May. This takes into account higher domestic
fuel prices and FX depreciation, but also a downward correction in some food prices (chicken, rice, and
some types of potatoes) and the reduction in electrical energy prices. With this, we expect YoY inflation to
keep going down, reaching 3.6%.
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Calendar indicators

Source: Bloomberg and BBVA Research
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Most recent Latam reports
Date Description 
05.31.2016 Chile: Unemployment rate rises to 6.4%, less than expected by the consensus

 (In Spanish)
05.30.2016 Chile: CPI should come up at 0.3% MoM (4.3% YoY) (In Spanish)
05.30.2016 Mexico: Renewal and increase of the flexible credit line by the IMF: a positive me

asure (In Spanish)
05.30.2016 Chile: Imacec should increase below 1.5% in April despite the favorable performa

nce of trade (In Spanish)
05.27.2016 Colombia: BanRep increased its monetary policy rate up to 7.25% (In Spanish)
05.27.2016 Latin America Outlook. Second Quarter 2016 (In Spanish)
05.27.2016 Mexico Weekly: Differenciated movements in the markets given uncertainty abou

t the US MP (In Spanish)
05.27.2016 Mexico: In March 2016 the bank mortgage lending grew 1% (In Spanish)
05.25.2016 Mexico: Less possibilities of a rate hike in an unscheduled meeting (In Spanish)
05.26.2016 Mexico: Certainty in employment figures, but not its characteristics (In Spanish)
05.25.2016 Peru: The dynamism of exports continues to increase (In Spanish)
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This document has been prepared by BBVA Research Department, it is provided for information purposes only and expresses data,
opinions or estimations regarding the date of issue of the report, prepared by BBVA or obtained from or based on sources we consider
to be reliable, and have not been independently verified by BBVA. Therefore, BBVA offers no warranty, either express or implicit,

regarding its accuracy, integrity or correctness.
Estimations this document may contain have been undertaken according to generally accepted methodologies and should be

considered as forecasts or projections. Results obtained in the past, either positive or negative, are no guarantee of future performance.
This document and its contents are subject to changes without prior notice depending on variables such as the economic context or

market fluctuations. BBVA is not responsible for updating these contents or for giving notice of such changes.

BBVA accepts no liability for any loss, direct or indirect, that may result from the use of this document or its contents.
This document and its contents do not constitute an offer, invitation or solicitation to purchase, divest or enter into any interest in
financial assets or instruments. Neither shall this document nor its contents form the basis of any contract, commitment or decision of

any kind.
In regard to investment in financial assets related to economic variables this document may cover, readers should be aware that under
no circumstances should they base their investment decisions in the information contained in this document. Those persons or entities
offering investment products to these potential investors are legally required to provide the information needed for them to take an

appropriate investment decision.
The content of this document is protected by intellectual property laws. It is forbidden its reproduction, transformation, distribution,
public communication, making available, extraction, reuse, forwarding or use of any nature by any means or process, except in cases
where it is legally permitted or expressly authorized by BBVA.
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