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Improves the economic climate in Latin America's largest economies

Ifo/FGV Economic Climate
Index for Latin America Present Situation Expectations

July/2018 October/2018 July/2018 October/2018 July/2018 October/2018

The Ifo/FGV Economic Climate Index (ECI) in Latin America - developed in partnership between the German
Ifo Institute and the FGV — increased between July and October, although it keeps reporting unfavorable
climate with a negative balance of 10.7 points. The improvement was driven by the Expectations Indicator
(El), which went to a positive balance of 21.6 points from a zero balance. The Present Situation Index (PSI)
also recorded an improvement, but it was only 1.7 points, remaining negative with a balance of 38.3 points.

The behavior of the economic climate in Latin America did not coincide with that of the world, which has
worsened, to a negative balance (-2.2 points) from an indicator with a positive balance. It is noteworthy
that after July 2013, Latin America's ECl has been negative except on January 2018. On the other hand, the
world's EC| has been positive in the same period, except between October 2015 and October 2016 and
now in October Survey. The distancing from ECI results in Latin America and the World indicates that
domestic factors in the Latin region have increased their weight in determining the region's economic

climate.
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The worsening ECI of the world was not uniform among the world's largest economies. While in the
European Union the ECI decreases by 10.2 points in the comparison of balances between July and October,
in the United States it increases by 8.2 points and in Japan by 11.5 points. It can be observed that all the
aforementioned economies report a favorable economic climate. In the case of the BRICS countries, all
have an unfavorable economic climate, except India with the largest negative balance, Brazil (-33.8)
followed by South Africa (-27.0). In October, only Brazil and South Africa improved their economic climate.

Economic Climate Index for selected countries/regions
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Results from selected Latin American countries

The ECl results for the selected countries in Latin America lead to the identification of two groups. The first
one is comprised of the largest economies in the region - Brazil, Mexico, Argentina, Colombia, Chile and
Peru - in which all reported an improvement in the economic climate, except Colombia. In addition, the
three largest economies (Brazil, Mexico and Argentina) show unfavorable economic climate and the other
three, a positive climate. In October, the highest ECl was Chile (44.4 points).

In Brazil, ECI has remained negative since July 2013, with a brief interval in January 2018, when the main
research institutes projected GDP growth around 3% and possible approval of Social Security Reform. Over
the following months, the recognition of low probability of approval of the Reform considered fundamental
to improve the fiscal deficit and the announcement of results of the level of activity that signaled a lower
than expected growth at the beginning of the year explain the worsening of the economic climate in April

and August. In addition, the uncertainties surrounding the presidential election contributed to an
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unfavorable economic climate. As of September, however, it was becoming clear that it was almost certain
the victory of the candidate with a program more in tune with economic reforms such as social security,
privatization, and trade liberalization. In October, with the election of a new president, the positive
Expectations Indicator improved and PSI continued negative, but fell 10.2 points.

In Argentina, during the year 2017 and until April 2018, the ECI remained positive, although with a
downward trend since October 2017. It was expected that the measures taken by Macri government could
reverse the inflationary process so the country could grow again. However, the collapse of the agricultural
crop along with the strong devaluation of the country's currency led to a reversal in the ECI signal, which
went to a negative balance of 51.3 points in July from 10.7 points in April. In June the country secured a
USS 50 billion loan from the IMF, but it was not enough to reverse the negative scenario of the economy.
A new loan was negotiated at the end of September, which helps explain the improvement in expectations
that went to a positive balance of 28.6 points from a negative balance of 30 points, which led to an ECI
decrease of 17.9 points, but remaining negative. The assessment of the current situation has worsened
and, given the conditionalities of the agreement with the IMF, such as to zero the fiscal deficit until 2020,
the return to positive rates of economic growth should not occur next year.

We highlight the cases of Brazil and Argentina, where it is clear the influence of domestic factors to explain
the improvement of ECI.

For the second largest economy in Latin America, it is highlighted the conclusion of the North American
Free Trade Agreement (NAFTA) negotiations, which was renamed to United States-Mexico-Canada
Agreement (USMCA), at the end of September. This result should have contributed to the reversal in the
sign of Expectations Indicator, which went to positive (5.9 points) from negative (23.5 points), leading to
the improvement of ECI, which continues in the unfavorable zone.

The improvement in the economic climate in Chile and Peru was led by positive expectations. It is observed
that the improvement in Chile has been translated into an increase in the projection of GDP growth for the
next 3 to 5 years, according to experts consulted by the Ifo Institute. In October 2017, this projection was
3.2% and now it has moved to 3.6%. In the case of Peru it was kept at 3.9%. In Colombia, the ECI worsening
was 2.7 points and led by expectations that continue with an increased positive balance (62.5 points), but
decreased in relation to the July Survey. Regarding the projection of GDP growth, it changed to 3.3% from
3.4%.

For the group of smaller economies, ECI has improved in Ecuador, Paraguay and Uruguay, but only Paraguay
has a positive balance. The improvement in Paraguay and Uruguay is influenced by the results of Brazil and
Argentina, which are important markets for these countries. In Bolivia, the economic climate worsened,
but remained favorable.
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In short, Latin America's ECl improvement is strongly related to the results from the 3 largest economies,
which together account for 72% of the region's GDP.

Economic Climate Index for Latin American Countries
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Lastly, the October Survey brings the ranking of the main problems that experts point out as obstacles to
economic growth. Relevant problems are those with value above 50 points and the higher the score, the
more relevant is the problem. It stands out according to the number of countries that consider the
problems relevant: lack of innovation (in all 11 countries selected); inadequate infrastructure (9 countries);
corruption (9); lack of international competitiveness (9); lack of skilled labor (8); lack of confidence in
government policy (7); insufficient demand (7); barriers to investment (7); income inequality (6); lack of
capital (5); unfavorable climate for foreigners (4); political instability (5); debt management (3); barriers to
exports (2); and policy of the Central Bank (2). The main obstacles in almost all countries, besides
corruption, are issues associated to development/economic growth policies such as lack of innovation,
infrastructure and skilled labor, reflected in the lack of international competitiveness.
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Problems Argentina  Bolivia Brazil Chile Colombia Ecuador Mexico Paraguay Peru Uruguay Venezuela

Lack of confidence in

government's eeon. policy 1000 625 963 00 313 833 765 200 600 250 100,0
Insufficient demand 85,7 500 81,5 222 375 83,3 56,3 600 250 750 66,7
Lack of innovation 53,8 750 85 667 1000 833 875 1000 1000  100,0 66,7
Inadequate Infrastructure 83,3 750 1000 333  100,0 167 81,3 1000 1000 889 100,0
Lack of international 538 1000 926 444 938 833 471 800 688 889 100,0

competitiveness
Trade barriers to exports 33,3 62,5 50,0 22,2 50,0 33,3 0,0 0,0 0,0 50,0 66,7
Lack of skilled labour

8,3 75,0 65,4 55,6 50,0 66,7 43,8 100,0 86,7 88,9 100,0
Legal and adm|r'1|strat|ve 66,7 875 815 444 81,3 66,7 29,4 40,0 75,0 44 4 100,0
barriers for business

f le cli f

Unfavourable climate for 50,0 87,5 630 00 63 667 41,2 00 133 375 100,0
foreign investors
Capital shortage 90,9 375 60,0 22,2 37,5 66,7 35,3 60,0 20,0 28,6 100,0
Lack of c.redlble central 92,9 50,0 3,8 0,0 0,0 50,0 6,3 0,0 0,0 25,0 100,0
bank policy
Ineffici
nefficient debt 571 25,0 556 22,2 12,5 50,0 25,0 0,0 6,3 0,0 100,0
management
Widening income inequality 64,3 25,0 84,6 55,6 87,5 33,3 87,5 40,0 50,0 25,0 100,0
Political instability 41,7 71,4 852 0,0 6,3 33,3 58,8 40,0 93,8 0,0 100,0
Corruption 58,3 75,0 96,3 22,2 93,8 66,7 100,0 100,0 100,0 12,5 100,0

RANKING OF ECONOMIC CLIMATE FOR LATIN AMERICAN COUNTRIES

Average ECI for the last 4 quarters

Previous Position Current Position Country Jul/18 Oct/18
1 1 Paraguay 33.9 36.3
2 2 Chile 20.6 322
5 3 Colombia 7.6 16.4
3 4 Peru 14.7 13.2
7 5 Bolivia -10.3 -2.0
6 6 Uruguay 2.0 -6.5
4 7 Argentina 8.2 -11.5
9 8 Mexico -18.8 -16.0
8 9 Brazil -15.3 -21.7
10 10 Ecuador -37.0 -35.8
11 11 Venezuela -93.2 -97.0
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APPENDIX
ECONOMIC CLIMATE INDEX

ECi apr/16  jul/16  oct/16 jan/17  apr/17 jul/17  oct/17  jan/18  apr/18 jul/18  oct/18 ;‘geyr :gfs
Latin America 372 | 272 | 299 | 306 | 221 | 275 | 09 15 52 | 211 | 107 | 122
Argentina 110 | -104 7.8 0.2 10 16 452 282 107 | 513 | -334 | -180
Bolivia 16 64 | 30 | -165 | 375 | -174 | 211 | 174 | 227 | 200 121 86
Brazil 631 | -407 | 342 | 379 | 210 | 410 | -83 43 114 | 459 | 339 | -110
Chile 677 | 435 | 437 | 285 | 488 | 536 | -20 263 | 492 8.9 44.4 12
Colombia 9.3 0.0 185 | -46 16 | 163 | -64 53 0.6 318 29.1 6.2
Ecuador 704 | 530 | -419 | 323 | 419 | 586 | -413 | -303 | -163 | 600 | -367 | -257
Mexico 137 | 333 | 547 | 594 | 284 | 99 | 144 | 268 | 219 | -121 | 31 166
Paraguay 54 328 | 167 18.7 328 | 213 213 372 | 491 | 282 31.0 18.8
Peru 3.8 386 | 457 | 300 | 227 | 287 | 261 13.8 25 16.6 201 24.0
Uruguay 189 | 301 | -142 | 211 305 187 16.6 16.6 166 | 419 | -174 101
Venezuela 1000 | 905 | -882 | -882 | -100.0 | -1000 | -845 | -1000 | -882 | -100.0 | -100.0 | -79.8

PRESENT SITUATION INDEX

ISA apr/16  jul/16 oct/16 jan/17  apr/17  jul/17  oct/17  jan/18 apr/18  jul/18  oct/18 ?;i;i:gri
Latin America 597 | 620 | 694 | 638 | 604 | 626 | 438 | 318 | 31,1 | 400 | 383 | 249
Argentina 571 | 63,6 | 471 | 533 | 429 | 375 | 200 8.3 77 | 700 | 786 | -293
Bolivia 25,0 500 | 143 | 1473 20,0 0,0 0,0 0,0 0,0 20,0 25,0 13,6
Brazil 1000 | -100,0 | 1000 | 96,4 | 893 | 923 | 739 | 536 | 565 | 880 | 77,8 | -283
Chile 1000 | 571 | 778 | 71,4 | 857 | -1000 | -600 | -182 | 300 | 182 44,4 0,1
Colombia 0,0 00 | 286 | 167 | 250 | 500 | 500 | 29,4 | -444 | 71 0,0 77
Ecuador 800 | 800 | 750 | 750 | 750 | 500 | -600 | -400 | -500 | 60,0 | -667 | -21,4
Mexico 200 | 357 | 692 | 563 | 375 | 333 | 333 | 333 | -188 | 00 11,8 | -288
Paraguay 125 | 167 | 167 | 125 50,0 28,6 28,6 500 | 71,4 | 429 66,7 21,6
Peru 83 00 | 308 | 267 | 429 | 769 | -154 | ‘125 | 385 | 133 6,3 24,2
Uruguay 250 | 556 | 375 | 00 12,5 25,0 11,1 22 | 222 | -333 0,0 29,2
Venezuela 100,0 | -100,0 | -100,0 | -100,0 | -100,0 | -100,0 | -100,0 | -100,0 | -100,0 | -100,0 | -100,0 | -87,7

EXPECTATIONS INDEX

EXI apr/16  jul/16  oct/16 jan/17  apr/17  jul/17  oct/17  jan/18 apr/18  jul/18  oct/18 ?;i;cgi

Latin America 1,1 | 165 | 21,6 | 106 26,8 16,5 53,9 413 | 247 0,0 21,6 3,8

Argentina 50,0 636 | 824 | 733 57,1 50,0 73,3 500 | 30,8 | 300 | 286 0,1

Bolivia 250 | 500 | 71,4 | 429 | 80,0 | 333 | -400 | -333 | 429 | 200 0,0 26,9
Brazil 125 | 538 | 750 | 536 89,3 34,6 91,3 852 | 478 | 120 25,9 16,3
Chile 250 | 286 | 00 | 286 0,0 14,3 80,0 81,8 | 70,0 0,0 44,4 10,4
Colombia 18,2 0,0 7,7 8,3 25,0 25,0 50,0 471 | ss6 | 786 62,5 10,0
Ecuador 60,0 | 200 | 00 | 250 0,0 66,7 | 200 | 200 | 250 | -60,0 0,0 25,6
Mexico 71 308 | 385 | 625 | -188 | 167 67 200 | 250 | -235 5,9 0,8

Paraguay 25,0 500 | 167 | 250 16,7 14,3 14,3 250 | 286 | 14,3 0,0 18,9
Peru 16,7 846 | 61,5 | 333 0,0 38,5 76,9 438 | 538 | 200 50,0 28,2
Uruguay 12,5 00 | 125 | 444 50,0 12,5 22,2 11,1 | 111 | 500 | -333 5,0
Venezuela 1000 | -800 | -750 | 750 | -100,0 | -100,0 | -667 | -100,0 | -750 | -100,0 | -100,0 | -70,4
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METHODOLOGICAL ASPECTS OF THE SURVEY
The Latin America Economic Survey aims for monitoring and forecasting of economic trends, based on quarterly

information supplied by economy experts in their respective countries. The survey is simultaneously applied with the same
methodology in all countries of the region, a method that allows the construction of an agile and comprehensive picture of
the economic situation in countries and economic blocks. In July 2018, 145 economic experts were consulted in 16 countries
of Latin America.

The survey generates information of both qualitative and quantitative nature. The Economic Climate Index (ECI), is the
synthesis indicator, comprised of two items of qualitative nature, the Present Situation Index (PSI) and the Expectations
Index (El), which deal, respectively, with the general economic situation in the country at the moment and for the upcoming
six months.

As of January 2018, the Present Situation (PSI) and Expectations (El) indicators for each country are now expressed as
the balance of responses of the respective qualitative items, according to the formula presented below:

PSI=(( [option] +- [option] _-)*100)/n,

option+ = Favorable option;

option- = Unfavorable option; and

n = number of experts who answered this question.

The El formula is analogous.
The Economic Climate Index is constructed as the geometric mean of the response balances of the current situation

and expectations items minus 100 (-100), according to the formula described below:

ECI=V((PSI+200)*(EI+200) )-200,
ECI = Economic Climate Index.

Thus, the scale of indicators ranges from minus 100 (-100) to plus 100 (+100). Zero (0) is the inflection point.

In order to reach any aggregate of countries, such as the total for Latin America, the country indices are aggregate by
GDP, corrected by Purchasing Power Parity (PPP GDP, according to IMF data). The new methodology modified the relative
importance of the two main countries of the region in the aggregated result. Before, with the weights of countries
determined by the Trade Chain (Exports + Imports), Mexico represented 45% of the countries in the region surveyed, and
Brazil 21%. With the change, Brazil's weight increased to 38.0%, while Mexico's indicators contributed with 28.0% to the
region's result. Argentina now moved to third place (10.6%), in place of Chile (5.3%). See below the weight structure for

closing ECI, PSI and El in Latin America for July 2018.

Countries Weight

Brazil 38.0%
Mexico 28.0%
Argentina 10.6%
Colombia 8.3%
Chile 5.3%
Peru 4.9%
Ecuador 2.2%
Bolivia 1.0%
Uruguay 0.9%
Paraguay 0.8%

Weights weighted by PPP GDP are modified annually respecting the availability of data for each reference period.
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