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Unchanged prospects for fiscal deficits, except In

Brazil and Argentina, where they have taken a
considerable turn for the worse

The outlook for fiscal balances in Brazil in 2015 has deteriorated, in spite of
the fiscal policy correction

The fiscal outlook is now gloomier in Brazil and slightly better in Argentina, while in the other countries there
are no meaningful changes with respect to estimates a quarter ago (see Figure 4.9). In Brazil the
government is carrying out a major fiscal adjustment aimed at checking the deterioration in the public
finances. The correction entails cutting public spending and hiking taxes in certain sectors, such as specific
manufactures and fuels. Although the fiscal correction was necessary, it is also the reason behind the
downward revision in the outlook for growth, as was mentioned in Section 4. Despite these significant
measures, the fiscal situation looking ahead is substantially bleaker now than it was a quarter ago (fiscal
balance of -5.6% of GDP now, while it was -4.4% in January), which serves to illustrate the scale of the fiscal
effort that is called for.

Meanwhile, for the Andean countries we are basically keeping the fiscal outlook unchanged for 2015. For
Chile this already factors in the eventuality of lower tax collection, which will be compensated by budget
execution of over 100%. In Colombia, the fiscal accounts have deteriorated with respect to the scenario in
January, with the consequent cuts in spending needed to preserve the fiscal rule intact. A key factor in the
poor results for tax revenues has been the bad set of results from Ecopetrol on the slide in the oil price,
which has meant that government revenues are likely to have fallen away drastically, thus implying a need to
slash spending. It is not, however, merely a question of oil revenues, as the 2012 tax reform could have
upset the government’s revenue-generating capacity on a permanent basis. This worse situation will mean
that there is a need for a reform towards 2016 which will involve tax hikes and spending cuts. Finally, in
Peru, the fiscal deficit forecast which is being held unchanged takes account of the permanent cut in tax
rates (a lasting decrease in fiscal revenues), as well as heavier investment spending associated with
infrastructure projects. Even so, the estimated public finance deficits will be at manageable levels and do not
compromise long term sustainability.

In Mexico the spending cuts announced at the beginning of the year will have a particular impact towards
2016 (oil-related revenues for 2015 are partly covered via hedging and petrol imports). In this regard the
government has announced zero-based budgeting, whereby it intends to effect a wholesale revision of public
expenditure for 2016; our new estimates have built in the effect of this.

Finally, we are not expecting significant changes for this year in the handling of Argentine fiscal policy,
although these will be required in the future and will have to entail reductions to energy and transport
subsidies.

Public investment programmes will nevertheless be one of the drivers for
growth, especially in the Andean countries

Public investment programmes will be key, particularly among the Andean countries: in Chile the
government has shown ability in executing all of the budgeted public expenditure, unlike in the previous year.
Such ability to execute is not entirely free of risks relating to red tape to cut through, although we forecast a
substantial investment expenditure component. Meanwhile in Colombia, despite the predicted cut in public
investment programmes, these funds will continue to underpin growth significantly, and on top of this
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account should be taken of the resources which were not executed from the 2013-2014 biennial budget,
which will represent a major source of additional revenue for 2015-2016. It should be noted that Colombia
recently announced a growth reactivation plan (PIPEII) which does not involve more spending but rather
swifter prioritisation and execution of approved projects. In Peru implementation of the fiscal stimulus
measures which were announced at the end of last year as high priority infrastructure investment projects
will take effect. The impact of this on growth will also be positive given the basis for comparison effect
(remember that in 2014 public investment fell 2.4%).

The adjustments required in Brazil and Mexico could conversely lead to less buoyant public investment. For
Mexico, numerous projects have already been delayed due to choking of revenues due to the fall in the oil
price which began last year. This hold-up will have to be resolved over the course of this year and certain
projects will be re-channelled via public-private partnerships, although we lean more to the conservative side
regarding the contribution of public investment this year. In Brazil cuts will have to be applied to funding for
an entire raft of public expenditure projects, including spending on welfare and transfers.

Figure 8.2
Figure 8.1 Estimated fiscal deficit in 2015 and estimated net
Fiscal balances (% of GDP) public debt in 2014 (% of GDP)
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DISCLAIMER

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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