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Markets react to the election in Peru June 10, 2011 
Economic Analysis 

South America 
Joaquín Vial 

Ollanta Humala’s victory in the presidential election in Peru triggered major instability in the 
country’s markets, though they then reacted positively to signs of moderation by the 
president-elect and his team. In Brazil, the President’s chief of staff, Antonio Palocci, resigned 
over accusations of corruption. Inflation in Brazil, Chile, Colombia and Mexico remained within 
the expected range, with small deviations on the forecasts for the month that did not affect 
the one-year horizon. In monetary policy Brazil increased its official rate by 25 bps to 12.25%, 
and suggested there would be new rises in the future, while Peru maintained its rate 
unchanged (4.25%). 
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Latin American markets remain sensitive to cyclical and sovereign risk 
premiums, except for the case of Peru  

Risk premiums continue to affect Latin American currencies, with a slight recovery at the 
close of the week in response to increased commodity prices. In general, performance was 
mixed. Peruvian markets were notably volatile in reaction to the results of the presidential 
election, though reactions to news with respect to the cabinet encouraged a recovery at the 
close of the week. 
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Chart 1  
Lima General Stock Exchange Index 
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Markets 
 
Latin American currencies highly volatile due to an upturn in global risk 
aversion, with Colombia standing out on the positive and Peru on the 
negative side 
Although at the start of last week there was a general appreciation in response to the possibility 
that Ecofin/IMF would grant a new aid package to Greece, as the days passed the feeling 
worsened due to uncertainty regarding the global cycle. The negative surprises in the 
manufacturing indicators in the U.S. and Europe and the ADP employment data in the U.S. 
(which revised down expectations for the payroll in non-farming businesses), combined with 
Moody's downgrading of Greece's credit quality, has led to a general phenomenon of risk 
aversion. The Latin American currencies affected were the BRL, MXN and CLP, which continued 
to move in line with economic indicators, commodity prices and risk premiums. Two stood out 
from the rest: 1) the COP benefited from the upgrade by Moody’s; and 2) the PEN remained 
volatile, reflecting expectations surrounding the elections this weekend.  
 
Global stock markets, except Asia, performed negatively due to global 
cyclical fears. Colombia stands out positively 
Despite some optimistic news (although not definite) on the sovereign risk front, reflecting 
proposed action on Greece, it was the fear about the movement in the global cycle that had 
most effect on the markets. In Brazil there was less concern about interest rates, although it was 
not a differentiating factor this time. Of particular note this week was the performance of Peru, 
where volatility linked to the elections was reflected in the stock markets and country risk 
indices; and, in the positive side, Colombia was favored by Moody’s upgrade from Ba2 to Baa3, a 
rise of two notches that means the country’s debt is now investment grade. 
 
MILA is launched with a capitalization making it the second biggest capital 
market in the region  
One of the highlights was the launch of MILA and the agreement reached with S&P to create 
families of indices based on the new integrated stock exchange. MILA is the second biggest 
market in terms of number of listed companies and market capitalization, after that of Brazil, and 
the third in terms of volume. We expect the integration to help improve the region’s visibility and 
increase transaction volumes (see the note “MILA: more than the sum of its parts" on January 18). 
 

Chart 2  
Weekly changes in LatAm currencies 
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Highlights 
Inflation within the expected range in Brazil, Mexico, Chile and Colombia:
In Brazil and Mexico, inflation was slightly under the expected figures for seasonal reasons, with 
lower fuel prices in Brazil and a lower core component in Mexico. Inflation in May was 0.4% in 
Chile and 0.3% in Colombia, slightly above expectations. In all, these small deviations are not 
enough to alter our inflation forecast for the end of the year. 
 
The Central Bank of Brazil suggests greater monetary restrictions:  
The Central Bank of Brazil increased the SELIC rate by 25 bps to 12.25%, in line with expectations. 
However, in its statement it suggested that the rate will continue to increase in July. In Peru, the 
Central Bank decided to pause the monetary adjustment cycle. The interest rate stayed in 4.25%, 
as expected by us (BBVA: 4.25%, consensus: 4.5%). 
 
 
Humala wins the presidential election in Peru: 
Ollanta Humala won 51.5% of the valid votes. The focus of attention now moves to those who will 
occupy the most important public positions. The president elect and his team have given signs 
that they are looking for moderate and respected figures, some of whom may even not be 
ranked among his supporters. In his first interview as president elect, Humala suggested that he 
would consider maintaining Julio Velarde in his position as Chairman of the Central Bank. 
 
Ministerial change in Brazil:
Following complaints about alleged illegal enrichment, the President's chief of staff Antonio 
Palocci, who was one of the key contacts between the private sector and the Workers' Party (PT), 
has resigned. He was replaced by the PT senator Gleisi Hoffmann, who has a more technical 
profile and less political experience. Palocci was one of the main supporters within the PT of a 
less expansive fiscal policy and an independent Central Bank. Nevertheless, his exit is not 
expected to mean any changes in the current economic policy. 
 

Chart 3  
Brazil and Peru: Benchmark interest rates (%)  

Chart 4 
Inflation in Brazil, Mexico, Chile and Colombia 
(% y/y change) 
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Calendar: indicators  
 

Next Week: 13 - 17 June 2011
Argentina Data Period Forecast Consensus Previous Comment
Consumer Price Index (INDEC) 15-Jun May 2011 1.0% m/m 0.9% m/m 0.8% m/m

Wholesale Price Index(INDEC) 15-Jun May 2011 - - 0.9% m/m
Construction Price Index(INDEC) 15-Jun May 2011 - - 2,5% m/m
GDP: flash 17-Jun 1Q11 8.6% y/y 8.0% y/y 9.2% y/y
Current account (Balance of Payments) 17-Jun 1Q11 -698 m U$S -350 m U$S -194 m U$S
Industrial Monthly Estimate 17-Jun May 2011 8.4% y/y 8.3% y/y 8,2% y/y

Brazil Data Period Forecast Consensus Previous Comment
COPOM minutes 17-Jun

Colombia Data Period Forecast Consensus Previous Comment
Foreign Trade - Imports 14-Jun Apr 2011 39,9%

Trade Balance 14-Jun Apr 2011
USD 500 
millions

USD 481,40 
millions

Trade surplus to continue increasing driven by strong sales of oil 
and mining. 

Industrial Production 17-Jun Apr 2011 0,042 0,052 Leading indicators support growth rates above 4%.

Retail Sales 17-Jun Apr 2011 0,136 0,146
The dynamics of retail sales should remain strong despite the 
moderate decline in consumer confidence indicators.

Interest Rate 17-Jun Jun 2011 0,0425 0,0425 0,04
BanRep to maintain the gradual increase in the policy rate 
anticipating inflationary pressures in 2S11.

Consumer Confidence 17-Jun May 2011 10 points 11.9 points
Harsh weather conditions and monetary tightening could 
continue to moderate confidence 

Civil Works 13-Jun 1Q11 - 0,047
The result will show the level of execution of public investment 
resources critical for expected GDP growth in 2011 

Mexico Data Period Forecast Consensus Previous Comment

Industrial Production 13-Jun Apr 2011
-0.7 mom 
(2.4% yoy)

NA
0.4 (3.2% 
yoy)

Industrial Production have been severly affected by the shortage
in the inputs chain derived by the tsunami in Japan. 

Peru Data Period Forecast Consensus Previous Comment

GDP (yoy %) 15-Jun Apr 2011 6,9% 7,9%
Economic growth moderation would have continued. This 
reflects in part a downward correction in business confidence 
due to the uncertainty surrounding the electoral process result

Venezuela Data Period Forecast Consensus Previous Comment

Tax collection 14-Jun May 2011
Is expected to keep growth exhibited the first four month of the 
year, 38,6% y/y.

Source: BBVA Research

Calendar of events 
Chile: Monetary policy meeting (June 14) 

Forecast: 5.25% Consensus: 5% Previous: 5% 

The cycle of rises in the monetary policy rate is expected to moderate. 

 
 

Calendar of holidays 
There are no holidays this week in the region. 
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Market Data 
      Close Weekly change Monthly change Annual change

3-month Libor rate 0.25 0 -1 -29

2-yr yield 0.40 -2 -14 -33U
S 

10-yr yield 2.97 -2 -19 -27

3-month Euribor rate 1.46 3 4 75

2-yr yield 1.59 -10 -21 112
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10-yr yield 3.01 -5 -12 44

Dollar-Euro 1.445 -1.2 1.6 19.8

Pound-Euro 0.89 -0.3 2.2 6.9
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Swiss Franc-Euro 1.22 -0.4 -3.4 -12.4

Argentina (peso-dollar) 4.09 0.0 0.2 4.2

Brazil (real-dollar) 1.58 0.7 -2.3 -12.4

Colombia (peso-dollar) 1771 -0.6 -1.7 -8.0

Chile (peso-dollar) 466 -0.3 -0.3 -13.2

Mexico (peso-dollar) 11.80 1.4 1.5 -7.1A
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Peru (Nuevo sol-dollar) 2.76 0.1 -1.2 -2.9

Japan (Yen-Dollar) 80.06 -0.3 -1.0 -12.6

Korea (KRW-Dollar) 1084.30 0.8 0.3 -13.1
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Australia (AUD-Dollar) 1.060 -1.5 -1.1 25.0

Brent oil ($/b) 119.4 3.1 6.1 60.6

Gold ($/ounce) 1542.6 0.0 2.8 25.8
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 Base metals  604.7 -0.7 0.3 27.1

Ibex 35 10055 -2.2 -4.5 5.2
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EuroStoxx 50 2759 -1.1 -6.2 4.6

USA (S&P 500) 1289 -0.9 -4.0 18.1

Argentina (Merval) 3233 2.1 -4.5 41.7

Brazil (Bovespa) 63469 -1.4 -0.5 -0.2

Colombia (IGBC) 14424 -0.1 1.6 17.2

Chile (IGPA) 22559 -1.9 -1.7 22.2

Mexico (CPI) 35233 0.3 -0.4 9.7

Peru (General Lima) 20953 -1.3 1.1 47.4
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HSI 22400 -2.4 -3.8 12.7

Itraxx Main 106 2 9 -24
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Itraxx Xover 390 4 35 -207

CDS Germany 39 2 0 0

CDS Portugal 720 55 81 431

CDS Spain 259 22 15 53

CDS USA 50 3 8 ---

CDS Emerging 216 -4 10 -69

CDS Argentina 602 -17 7 -507

CDS Brazil 111 2 7 -31

CDS Colombia 104 2 3 -59

CDS Chile 70 1 10 -35
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CDS Peru 143 -2 4 3

Source: Bloomberg and Datastream 
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Charts 
Chart 4  
Stock markets (base index Jan09 = 100)  

Chart 5 
Stock markets (base index Jan09 = 100) 
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Chart 6  
Exchange rates (base index Jan09 = 100)  

Chart 7 
Exchange rates (base index Jan09 = 100) 
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Chart 8  
Credit Default Swaps (levels)  

Chart 9 
Credit Default Swaps (levels) 
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DISCLAIMER 

This document and the information, opinions, estimates and recommendations expressed herein, have been prepared by Banco Bilbao Vizcaya Argentaria, S.A. 
(hereinafter called “BBVA”) to provide its customers with general information regarding the date of issue of the report and are subject to changes without prior 
notice. BBVA is not liable for giving notice of such changes or for updating the contents hereof. 

This document and its contents do not constitute an offer, invitation or solicitation to purchase or subscribe to any securities or other instruments, or to 
undertake or divest investments. Neither shall this document nor its contents form the basis of any contract, commitment or decision of any kind. 

Investors who have access to this document should be aware that the securities, instruments or investments to which it refers may not be appropriate 
for them due to their specific investment goals, financial positions or risk profiles, as these have not been taken into account to prepare this report. 
Therefore, investors should make their own investment decisions considering the said circumstances and obtaining such specialized advice as may be 
necessary. The contents of this document is based upon information available to the public that has been obtained from sources considered to be reliable. 
However, such information has not been independently verified by BBVA and therefore no warranty, either express or implicit, is given regarding its accuracy, 
integrity or correctness. BBVA accepts no liability of any type for any direct or indirect losses arising from the use of the document or its contents. Investors 
should note that the past performance of securities or instruments or the historical results of investments do not guarantee future performance. 

The market prices of securities or instruments or the results of investments could fluctuate against the interests of investors. Investors should be aware 
that they could even face a loss of their investment. Transactions in futures, options and securities or high-yield securities can involve high risks and are 
not appropriate for every investor. Indeed, in the case of some investments, the potential losses may exceed the amount of initial investment and, in 
such circumstances, investors may be required to pay more money to support those losses. Thus, before undertaking any transaction with these 
instruments, investors should be aware of their operation, as well as the rights, liabilities and risks implied by the same and the underlying stocks. 
Investors should also be aware that secondary markets for the said instruments may be limited or even not exist. 

BBVA or any of its affiliates, as well as their respective executives and employees, may have a position in any of the securities or instruments referred to, 
directly or indirectly, in this document, or in any other related thereto; they may trade for their own account or for third-party account in those securities, 
provide consulting or other services to the issuer of the aforementioned securities or instruments or to companies related thereto or to their shareholders, 
executives or employees, or may have interests or perform transactions in those securities or instruments or related investments before or after the 
publication of this report, to the extent permitted by the applicable law. 

BBVA or any of its affiliates´ salespeople, traders, and other professionals may provide oral or written market commentary or trading strategies to its clients 
that reflect opinions that are contrary to the opinions expressed herein. Furthermore, BBVA or any of its affiliates’ proprietary trading and investing businesses 
may make investment decisions that are inconsistent with the recommendations expressed herein. No part of this document may be (i) copied, photocopied 
or duplicated by any other form or means (ii) redistributed or (iii) quoted, without the prior written consent of BBVA. No part of this report may be copied, 
conveyed, distributed or furnished to any person or entity in any country (or persons or entities in the same) in which its distribution is prohibited by law. 
Failure to comply with these restrictions may breach the laws of the relevant jurisdiction. 

In the United Kingdom, this document is directed only at persons who (i) have professional experience in matters relating to investments falling within article 
19(5) of the financial services and markets act 2000 (financial promotion) order 2005 (as amended, the “financial promotion order”), (ii) are persons falling 
within article 49(2) (a) to (d) (“high net worth companies, unincorporated associations, etc.”) Of the financial promotion order, or (iii) are persons to whom an 
invitation or inducement to engage in investment activity (within the meaning of section 21 of the financial services and markets act 2000) may otherwise 
lawfully be communicated (all such persons together being referred to as “relevant persons”). This document is directed only at relevant persons and must not 
be acted on or relied on by persons who are not relevant persons. Any investment or investment activity to which this document relates is available only to 
relevant persons and will be engaged in only with relevant persons.The remuneration system concerning the analyst/s author/s of this report is based on 
multiple criteria, including the revenues obtained by BBVA and, indirectly, the results of BBVA Group in the fiscal year, which, in turn, include the results 
generated by the investment banking business; nevertheless, they do not receive any remuneration based on revenues from any specific transaction in 
investment banking. 

BBVA is not a member of the FINRA and is not subject to the rules of disclosure affecting such members.  

“BBVA is subject to the BBVA Group Code of Conduct for Security Market Operations which, among other regulations, includes rules to prevent and 
avoid conflicts of interests with the ratings given, including information barriers. The BBVA Group Code of Conduct for Security Market Operations is 
available for reference at the following web site: www.bbva.com / Corporate Governance”. 

BBVA is a bank supervised by the Bank of Spain and by Spain’s Stock Exchange Commission (CNMV), registered with the Bank of Spain with number 0182. 
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