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Prospects for Latin America in the fourth quarter.

Slowing demand in China and declining commodities prices point to weak growth expectations for a longer perio
than initially envisaged. This is particularly, although not exclusively, the case in Brazil, where the economic and
political crisis is deepening. General elections in Argentina and National Assembly elections in Venezuela will
focus political attention in the quarter, with the latter likely to prove tumultuous.

Full text Translate [unavailable for this document]

SUBJECT:Prospects for Latin America in the fourth quarter.

SIGNIFICANCE:Slowing demand in China and declining commodities prices point to weak growth expectations f
a longer period than initially envisaged. This is particularly, although not exclusively, the case in Brazil, where the
economic and political crisis is deepening. General elections in Argentina and National Assembly elections in
Venezuela will focus political attention in the quarter, with the latter likely to prove tumultuous.

ANALYSIS: Strategic summary.
Political weakness and investor fears risk accelerating a downward spiral in Brazil.

There will be continuing tensions in the run-up to Argentine elections, but some degree of policy continuity
thereafter.

Few economies, and none of the largest, will see growth above 3% this year, with Brazil and Venezuela contractin
Presidential credibility will remain shaky across much of Latin America this year.

Growth forecasts across the region continue to decline, auguring a soft fourth quarter and an uncertain outlook
into 2016. The rising expectations of recent years risk being dashed (see PROSPECTS Q3 2015: Latin America -
June 15, 2015).

Brazil.
Deteriorating economic projections and the fallout from the Petrobras corruption scandal are undermining

prospects for a rapid recovery amid rising political uncertainty.
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I TN President Dilma Rousseff's approval ratings have fallen to single

] i F ; F F digits. She has been thwarted in pushing spending cuts and other
Etm ” : unpopular austerity measures through Congress, and the

w ;'j 28 2 government's draft 2016 budget for the first time predicts a primary
s > 3 o 5 deficit of 0.5% of GDP next year.

Erir i : i «  This prompted an earlier-than-expected downgrade from Standard ¢
?';T*i"f‘a””“m : " Poor's (S&P) which on September 9 cut Brazil's sovereign rating to :
e junk-level BB+. Other downgrades may follow, even as soon as the

coming quarter, raising borrowing costs and potentially prompting ¢
sell-off of Brazilian bonds.

This may prove a particular concern for state-controlled oil company Petrobras, which has some 56 billion dollar:
in outstanding bonds. S&P's decision to cut the oil company's rating to junk status (at BB) follows a downgrade k
Moody's seven months ago. S&P has similarly lowered to junk the ratings of several other Brazilian companies ai
banks.

Petrobras corruption investigations have yet to touch Rousseff directly, but claims that her campaign may have
received illicit funding originating from the bribery scheme have prompted investigations into close advisers.
Should illegal funding be proved, the electoral authorities could potentially annul the October 2014 elections that
brought Rousseff to a second term ( see BRAZIL: Impeachment unlikely, but Rousseff is not safe - August 17,
2015).

While a cassation process would be lengthy, it is more probable than impeachment at this stage. Vice-President
Michel Temer has recently said that it will prove difficult for Rousseff to serve out her term if her approval ratings
do not bounce back.

The series of interest-rate increases that left the benchmark Selic rate at 14.25% will likely be put on hold during
the fourth quarter, given the negative impact on growth and the hitherto minimal effect on inflation.

However, this is unlikely to be sufficient to boost growth, after a year-on-year contraction of 2.6% in the second
quarter and 2.1% in the first half. Most forecasts now point to a fall of some 2.5% this year and a second
consecutive annual contraction in 2016.

Mexico.

President Enrique Pena Nieto will start the second half of his six-year administration in December. His popularity
fell to a record low of 35% in early September in one poll, down from 40% three months earlier.

His centrist Institutional Revolutionary Party (PRI) and its allies have a working majority in the new Chamber of
Deputies, but his government faces corruption allegations, as well as public insecurity worries (see MEXICO:
Jalisco cartel presents a threat to the state - July 29, 2015).

A cabinet reshuffle in late August failed to energise the government, although a sharper strategy to confront higt
poverty levels is expected from the new social development minister, Jose Antonio Meade (moved from the forei
relations ministry).
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