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Latam Daily: Mexico Budget Shows Sharp Deficit Rise;
Slashing Peru GDP Forecast

« Maexico: 2024 budget shows sharp increase in planned indebtedness
«  Peru: Lowering our GDP growth forecasts on a poorly behaving Niiio

Currency strength is the market highlight to start the week, driven by strong gains in the
JPY and CNY/H on comments from BoJ chief Ueda talking about rate increase being
(eventually, and under certain conditions) an option and the PBoC warning regulators will
move against one-sided moves when needed. Reuters also reported that the PBoC will
tighten its scrutiny of USD50mn+ dollar purchases.

Global rate curves are bear steepening, with APac debt leading losses, while the risk tone
is overall positive—US equity futures are 0.3/4% higher—but with no obvious catalyst
outside of FX; the MXN is up 0.4% around the mid-17s. Iron ore and copper are recording
strong gains of ~3.5% and ~1.5%, respectively, helped by stronger-than-expected Chinese
lending data. On the flip side, crude oil is about 0.5% lower as it battles for further gains
versus trading in overbought territory.

The G10 day ahead is quiet with no major data of note and the ECB and Fed in blackout
mode ahead of their respective meetings, with the ECB first up on Thursday when the slim
majority see a rate hold (us included). We have a collection of key data this week to
monitor, too, namely US CPI (see Global Week Ahead).

In Latam, Mexican July industrial/manufacturing production figures at 8ET (IP seen
decelerating to 0.3% from 0.6% m/m) are today’s data main event but should mostly
come and go for regional markets that have more important releases to look forward to,
like Brazilian inflation tomorrow, the BCRP’s decision on Thursday, and Peruvian GDP on
Friday (see Latam Weekly)

Today'’s highlight will be an expected announcement by former Foreign Affairs Sec and
Morena internal candidacy runner-up Marcelo Ebrard on today his plans for next year's
presidential election. He may choose to run for the Movimiento Ciudadano party for a
three-horse race that will include Sheinbaum (Morena) and Galvez (PRI/PAN/PRD). Most
likely, Ebrard running under the MC would actually take more votes away from Galvez
than it would from Sheinbaum, thus raising the odds that the presidency stays in the
hands of Morena. We’'ll also watch the reaction in local debt to the large deficit increase
forecast in the 2024 Economic Package (see below).

—Juan Manuel Herrera

MEXICO: 2024 BUDGET SHOWS SHARP INCREASE IN PLANNED INDEBTEDNESS

The Mexican Government submitted its 2024 Economic Package last Friday, which

includes the Economic Policy Guidelines (the macro assumptions), the Income Law (the
funding of the budget which includes taxes and debt), and the Expenditures Decree (what
the money will be spent on). The Income Law and the Economic Policy Guidelines must be
approved by a simple majority in both houses in Congress, while the Expenditures Decree
must only be approved by the lower house (also simple majority).

Given Morena’s strong position in the legislature, we don’t anticipate any problems in the
approval process, unless we see a split of the party—which some commentators have
speculated could happen, after the reported anger of some of those who participated in
the recent internal selection process for the party’s standard bearer for the 2024
Presidential election. It's worth noting that former Foreign Affairs Secretary Marcelo
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Ebrard said he would announce his plans for the 2024 election on September 11" (today). This should provide some clarity over how
turbulent—or not—the process will be.

The budget is largely in line with private sector consensus in most macro assumptions, but there is a sharp increase in the deficit /
indebtedness metrics, which could test local markets. In particular, the planned budgetary deficit increases from 3.3% of GDP in 2023, to
4.9% of GDP in 2024, to subsequently decline to 2.1% — 2.2% of GDP in the coming 5 years. The broader definition of the public deficit, the
Public Sector Borrowing Requirements (PSBR) increases from 3.9% of GDP to 5.4% of GDP in 2024.

Not helping how this change in the fiscal stance is received by markets is the fact that 2024 is an election year, and this could be seen as
consistent with the traditional political cycle / fiscal discipline slippage views. It could also be problematic for monetary policy, which is
already struggling with sticky inflation and tight labour markets, and hence it could lead to markets pushing back the anticipated start of
Banxico’s easing cycle. LATAM watchers will be wary of the slippage on the fiscal front and potential contamination of monetary policy,
especially given struggles on this front in Brazil (where fiscal risks delayed the start of the BCB’s cutting cycle).

The rest of the key 2024 assumptions are largely in line with consensus:

e 2024 GDP growth is anticipated at 2.5 - 3.5% of GDP, significantly above our forecast of 1.8% and the Banxico survey average of 1.7%
e End-of-yearinflation is expected at 3.8%, which we see as slightly optimistic.

e USD/MXN is seen at 17.60, which we see as slightly on the stronger side for the peso.

e End of year 28-day cetes are expected to be at 9.5%, which is not terribly out of line with market expectations.

We would argue this is the least prudent budget the government has produced so far in the past 6 years, primarily due to the large increase
in the planned deficits.

—Eduardo Suarez

PERU: LOWERING OUR GDP GROWTH FORECASTS ON A POORLY BEHAVING NINO

We are lowering our GDP growth forecasts for 2023 to 0.5% from 1.4% RS LR T R CEI R 0 R A= T L L e N L e )

(table 1). This t.akesmto éccount the evoluFlon ofecon9m|c activity in 2023 2023 2024 2024
TH23, and the increased impact of a more intense El Nifio. Our new prev new prev new
forecast.mcludes a lower |ncreése in exports dL.Je to the fallin fls.hln.g GDP 1.4 05 23 23
Proéuctlon as we!l as.slower private consumptlc?n growth, c.on5|der|ng Imports 23 2.0 26 27
its virtual stagnation in TH23 and the slowdown in job creation. Domestic demand 01 0.6 24 22
-, . Private Consumption 1.2 1.0 2.2 21
Additionally, domestic demand has had a worse-than-expected Public Consumption 23 23 29 16
evolution during the first half of the year (1H23), affected by the social Gross Fixed Investment -3.6 -3.6 2.3 2.3
protests at the beginning of the year and, more recently, by the fall in Private -4.9 4.9 1.6 1.6
. . . . . Public 1.8 1.8 5.0 5.0
private investment—which has had an impact on a slowdown in the
. L . . Exports 2.9 24 2.5 3.2
employment—and the increase in inflation—which has reduced the
purchasing power of the population. Sources: Scotiabank Economics, BCRP.

For 2024 we maintain our growth forecast at 2.3%. Although the lower growth projected for 2023 should favour a rebound in GDP in 2024,
we prefer to be cautious, because the effects of El Nifio on fisheries and agriculture are likely to continue even during 1H24. Furthermore, the
strong growth of mining—which would contribute around 0.7 p.p. to the GDP of 2023—thanks to Quellaveco—will no longer be present in
2024.

El Nifio is occurring in two stages during 2023-2024. The current presence of El Nifio, which has been recorded since March 2023, has had a
greater-than-expected impact on economic activity, especially in fishing and agriculture. In fact, it caused the first anchovy fishing season to
be suspended, which usually takes place between May and July, and a significant drop in agricultural production was recorded during 2Q23,
which is seasonally the period of greatest harvests.
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At the end of August, ENFEN, a public institution that monitors the evolution of El Nifio,
reported that the probabilities have increased that the second-round of El Nifio, which will
extend until the first quarter of 2024 (1Q24), will have a greater intensity than initially
expected. Indeed, until July there was a 75% probability of a “weak” to “moderate” El Niflo
in the sea off the Peruvian coast. However, there is currently an 83% chance of a
“moderate” to “strong” El Nifio in that period (see chart 1).

—Pablo Nano
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Chart1
Peru: Rising Odds of Harsher El Nifio
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Source: Scotiabank Economics, ENFEN.
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