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Latam Daily: Chile GDP, Colombia Jobs/CA, Banxico
Survey, and Peru Inflation Recaps

e  Chile: GDP grew 2.5% y/y in January (1.7% m/m) and the economy recovered to
end-2021GDP levels

« Colombia: Job creation withstands economic slowdown; Current account deficit
stood at 2.7% of GDP in 2023, but interrupted its narrowing trend in the final
quarter

«  Mexico: Banxico Survey—inflation and growth expectations for 2024 continue
uptrend, despite slower Q4-23 GDP numbers

o  Peru:Inflation jumps in February and surpasses the target range

CHILE: GDP GREW 2.5% Y/Y IN JANUARY (1.7% M/M) AND THE ECONOMY RECOVERED
TO END-2021GDP LEVELS

e The acceleration of economic activity does not stop cuts to the reference rate; for
now, it’s all about inflation

On March 1%, the Central Bank (BCCh) released January GDP (Imacec), which expanded
2.5% yly (+1.7% m/m), in line with our projection but surprising market expectations. This
expansion in economic activity is explained by a generalized recovery at the sector level
and provides strong support for our GDP growth projection of 2.0% for 2024. It is even
possible to place an upward bias on said projection if the recovery is confirmed in the next
few months.

We had to wait just over 2 years for the economy to recover to the GDP level seen at the
end of 2021. To think that this would represent a limitation to continue reducing the
contractivity of monetary policy would not make a medium-term reading. The slack in the
labour market is important and reflects an activity gap that has little to do with the still
very high level of the benchmark rate. The non-mining GDP grew 1.1% m/m, which
confirms that the economy is going through a period of recovery in most sectors (chart 1).
In fact, the annualized quarterly growth rate of non-mining GDP reached 2.9% (chart 2),
continuing the acceleration seen for a few months.

Is the process of normalization of monetary policy put in check by this high record of GDP
growth? This view seems to be a consensus and is what would support a certain rise in
nominal swap rates and the appreciation of the peso in the short term. Welcome reversal
in the exchange rate has shown a clear misalignment in recent weeks (see our FX Report).
However, the process of normalizing monetary policy is more about inflation and much
less about economic activity in this cycle. We expect the BCCh to continue reaffirming the
view of bringing the benchmark rate to its neutral level by mid-year. The only source to
slow down the process of cuts would come from surprisingly high inflation records in
February and March, an aspect that we do not see at Scotiabank for now.

—Anibal Alarcén

COLOMBIA: JOB CREATION WITHSTANDS ECONOMIC SLOWDOWN

Employment data released on February 29" showed that the nationwide unemployment
rate in January stood at 12.7% which represents a reduction compared to the rate
recorded in January 2023 (13.7%). The urban unemployment rate showed a significant
improvement falling by 2.1 p.p. to 12.4%. On a seasonally adjusted (S.A) basis,
unemployment recorded a drop in both readings. Nationally, the unemployment rate
stood at 10.4% from 10.8% recorded in December 2023, while in urban areas the rate was
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10.1% in January, down from 10.7% recorded in
the previous month.

In annual terms, 533 thousand jobs were created, a
figure higher than the average job creation for
January. The agricultural sector had an important
performance in job creation, being the sector with
the highest contribution, adding +244 thousand
jobs to the total and contributing 1.1 p.p. In second
place, public administration added 174 thousand
jobs with a contribution of 0.8 p.p. Additionally,
the manufacturing industries sector added 115
thousand new jobs, changing the trend of the
previous three months in which the sector had
reduced personnel. On the negative side, 5 of the
13 sectors under study shed jobs, cutting a
combined 247 thousand jobs (chart 3).
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On the margin, the national and urban unemployment rates showed improvement (chart 4).
Data for the national total showed that the overall participation rate remained stable compared
to December at 63.7%, while the employment rate rose slightly from 56.8% to 57.1%. Likewise,
monthly job creation was +214 thousand, a figure that offsets the reduction in employment
recorded in December. In the urban area, the overall participation rate increased to 66.7% from
66.1% in December, and the employment rate rose to 59.9% from 59%. Job creation in the

urban area margin was +288 thousand jobs.

The labour market has shown a mixed performance because while the result did not seem so
positive in previous months, in January there was evidence of a recovery of jobs at the margin. Job
creation remains positive even though the magnitude has decreased (chart 5). The board of
directors of Banco de la Republica will be counting on these results, together with the economic
activity data for 2023, which showed a significant slowdown in economic growth. Even so,
February’s inflation results will be key for the next monetary policy meeting (March 22"), because if
the data shows the continued convergence of inflation towards the target, BanRep could accelerate
the pace of cuts. Scotiabank Colpatria expects February inflation to be 0.96% m/m, implying that
annual inflation will be below 8%. The interest rate is expected to be cut by 75bps to 12%.

Key information on employment data:
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e Urban areas showed a significantly positive performance. In January, the urban unemployment rate stood at 12.4%, adding 463
thousand jobs. The activities that contributed most to job creation in these areas were: public administration and defense, education,
and human health care (+194 thousand), manufacturing industries (+128 thousand), and transportation and storage (+103 thousand).

e The male population added a higher number of jobs, compared to the female population. The male unemployment rate was 10.4%,
dropping from the 11% recorded in January 2023, while the female unemployment rate was 15.9%, with a significant reduction of 1.5
p.p. in annual terms, thus the employment gap was 5.5 p.p. In terms of job creation, the male population added +306 thousand jobs,
higher than the 277 thousand jobs added by the female population. New jobs in the male population were concentrated in the
agricultural sector (+175 thousand), manufacturing industries (+135 thousand), and leisure activities (+88 thousand). Female job
creation was concentrated in public administration activities (+136 thousand), agriculture (+69 thousand) and real estate activities (+43

thousand).

e  Medellin, Barranquilla, and Manizales were the cities with the lowest unemployment rates. In the November 2023-January 2024
quarter, the city of Medellin registered an unemployment rate of 8.9%. The unemployment rate for the city of Barranquilla was 9.7%,
significantly lower than the rate recorded in the same period of 2023 (12.1%). In Manizales, the unemployment rate stood at 10%,
showing a slight deterioration of 0.3 p.p. in annual terms.
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e Interms of occupational position, the classification of labourer was the one that added
the most jobs. In January, 258 thousand jobs were created for the labourer position,
associated with the increased creation of agricultural employment, which is usually an
informal position. The blue-collar workers classification was the second highest most
relevant category with the creation of +163 thousand jobs.

e Informality continued to fall. In January, the informality rate stood at 55.7%, which
represents a reduction of 2.1 p.p. compared to the January 2023 figure. Similarly, urban
informality also decreased, standing at 40.9% from 42.2% in the same month of the
previous year.

—Jackeline Pirajan & Daniela Silva

CURRENT ACCOUNT DEFICIT STOOD AT 2.7% OF GDP IN 2023, BUT INTERRUPTED ITS
NARROWING TREND IN THE FINAL QUARTER

On Friday, March 1%, the central bank (BanRep) released the Q4-2023 Balance of Payments
(BoP). In 2023 the current account deficit stood at USD 9.72 bn equivalent to 2.7% of GDP, the
deficit was 3.5 p.p. (USD 11.65 bn) lower compared to the previous year’s deficit. The previous
result is compatible with the economic activity deceleration that Colombia suffered during
2023. The result also demonstrates that in Colombia, the current account deficit responds to
the economic cycle. In 2023, economic activity deceleration was reflected in a lower import
activity that contributed in the narrowing of the external deficit, while the FDI was the main
source of financing. The oil and mining sector accounted for 34% of total FDI inflows. In the
case of capital flows, the main inflows came from external debt issuances, which were offset
by outflows from foreign investors.

It is worth noting that in the last quarter of 2023, the current account deficit interrupted the
trend of reduction initiated in Q3-2023 (chart 6), which in our perspective is a signal that the
economic activity is bottoming. In the last quarter of the year the current account deficit
stood at USD 2.29 bn, widening by 17.4% q/q. In this period, imports expanded by 36.7%,
which was a result of higher fuel imports, but also it is attributed to the recovery of purchases
of capital goods for the industry. That said, the trade deficit explained all the current account
deficit widening. In the Financial Account, FDI remained the most important source of
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financing, FDI inflows were broadly stable (-1.7% qg/q, USD 3.30 bn), while capital net inflows improved (USD 2.1 bn inflows vs USD 1.61 bn
outflows in Q3-2023) amid a recovery of purchases of local debt by foreign investors. In Q4-2023, inflows due to disbursements of foreign
credits rebounded by USD 2.60bn, probably reflecting the debt issuance and credit operation by the government in international markets.

Allin all, current account deficit demonstrates that it is strongly linked to the economic cycle. In 2023, the Colombian economy passed from
a GDP expansion level of above 7% to a very low expansion of 0.6%, weakening in the household’s demand and the significant contraction
on investments, were reflected in the imports purchases and as a result, current account deficit narrowed to the lowest figure since 2009.
The income account outflows contraction reflected lower earnings in industries with FDI in Colombia, while remittances stood at USD 10.09
bn (+7% vs 2022, chart 7), accounting for 11% of the current inflows in the balance of payments. All of the above forces contributed to
Colombia reducing depreciation pressures in the FX.

For 2024, we expect the current account deficit to widen to 3.5% of GDP (~ US 13.8 bn), reflecting a recovery in economic activity, which in
fact we start to see in the last quarter of 2023, the main source of financing is still expected to come from the FDI as observed in 2023 (chart
8). In the previous context we expect the USDCOP to continue operating with our significant depreciation pressures, and the fundamental
level points to a fair value of around 4100 pesos.

Current account results are also supportive to think about the necessity of speeding up the easing cycle in monetary policy. Economic
activity slowed down significantly during 2023, and inflation is coming down faster in recent readings. At Scotiabank Colpatria, we expect
the central bank to cut the rate by 75bps at the March 22" meeting.

—Sergio Olarte & Jackeline Pirajan

MEXICO: BANXICO SURVEY—INFLATION AND GROWTH EXPECTATIONS FOR 2024 CONTINUE UPTREND, DESPITE SLOWER Q4-23
GDP NUMBERS

The results of the Banxico Survey showed optimism in growth for Table 1: Mexico—Banxico Survey, Main Results

hi ite the sl f activi inthel
this year, despite the slower pace o act.|V|ty observed in the last Variable Year Jan24 Feb2d Change
quarter of 2023. GDP consensus rose slightly, from 2.37% to 2.39%
. . . o o GDP 2024 2.37 2.39 0.02
for 2023, still below Banxico’s new estimate (2.8% vs. 3.0% (Real annual % change) 2025 2.01 1.94 -0.07
previously), although it dropped from 2.01% to 1.94% for 2025 z-leadling/lnflation 2024 4.13 4.14 0.01
S . Annual % rate, Dec-Dec 2025 3.73 3.70 -0.03
(table 1). We maintain our expectation of 3.1%, supported by the Core Ian;tion 2024 4.06 4.08 0.02
increase in public spending and the strength of consumption (Annual % rate, Dec-Dec 2025 3.67 3.66 -0.01
: . - Exchange Rate 2024 18.38 18.33 -0.05
owing to a solid labour market and record remittances (chart 9). (MX$/USD$, Dec) 2025 19.04 18.99 005
Anoth | t It thei inth di Policy Rate (median) 2024 9.25 9.50 0.25
nother relevant result was the increase in the median response (Rate %, end of period) 2025 750 750 0.00
regarding the year-end target rate, from 9.25% to 9.50%, which - , ,
Sources: Scotiabank Economics, Banxico.

implies that some analysts anticipate fewer rate cuts during the

year. We believe that after the March cut, the next change will happen after the elections, Chart9
which could leave little room to reach 9.50% and leads us to weigh in on the possibility of a Mexico: Mean GDP
higher rate at the end of the period. However, due to the uncertainty, we maintain our call 40 Forecast in Banxico Survey
of a 9.50% rate at the end of 2023, for now, which is in line with consensus. ' % yly

35
Inflation forecast shows little change, moving from 4.13% to 4.14% for this year, and from

30

3.73% to 3.70% for the following year. However, the core component was also revised
upward, from 4.06% to 4.08% by the end of the period, suggesting that analysts expect
greater pressures on the less volatile component of inflation.

Finally, the year-end exchange rate expectation was slightly lowered, from $18.38 to $18.33
USDMXN and from $19.04 to $18.99 USDMXN by the end of 2025.

—2023
—Miguel Saldafia 05 =——2024
—2025
0.0 . .
21 22 23

Sources: Scotiabank Economics, Banxico.
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PERU: INFLATION JUMPS IN FEBRUARY AND SURPASSES THE TARGET RANGE

Lima’s CPl rose +0.56% m/m in February, above what was expected by market consensus Chart 10
(+0.20% according to a Bloomberg survey) and the historical average of the last 20 years (+0. Peru: Headline and Core Inflation
30%). At Scotiabank, the figure was very close to our expectations (+0.50%). With this, 10 r yly % change

interannual inflation accelerated from 3.0% to 3.3% (chart 10). In February, the main price

Headline
inflation

increases were linked to poultry prices—which explained 33% of the month’s inflation—due to

the presence of avian flu again in Peru and the increase in water prices—the first in a year, which

as fruits and vegetables, posted decreases thanks to a moderate El Nifio scenario. Core

9
8
7
contributed 20% of the month’s inflation. The prices of foods that are sensitive to El Nifio, such 6 |
5 _or
inflation
4

Core inflation increased by 0.51%, more than three times the historical average (+0.15% last 20

years), so in year-on-year terms it accelerated from 2.9% to 3.1%, surpassing the target range 3 LI -- WA -

(between 1% and 3%) after two months of staying inside it. Inflationary pressures on costs 2

remained low, despite unusual currency volatility. The PEN depreciated in February, after three RN VU 1 | A

months of appreciation, accumulating null variation during the last 12 months. As of February, 0 I

there are 33 months in which inflation remains above the upper limit of 3% of the inflation target 13 14 15 16 17 18 19 20 21 22 23 24
(table 2). Inflation at the national level (not only in Lima) went from 3.0% to 2.9%, being below Sources: Scotiabank Economics, BCRP.

Lima’s inflation for the first time in 29 months.

Looking ahead, we expect inflation to return to the target Table 2: Peru—Lima CPI Basket—February 2024

range in March, when it falls to a range between 2.6% y/y Base
and 2.8% y/y, partly due to a comparison base effect, since ~ |Groups of consumption 2021 m/m %yly
March 2023 inflation was high (1.25% m/m vs 0.75% m/m 1. Food and non-alcoholic beverages 2297 0.92 3.4
historical average). This could be partially offset by the 2. Alcoholic beverages, tobacco, drugs 1.67 1.84 5.3
. t of avian flu. the del . h ¢ latilit 3. Apparel and footwear 4.20 0.14 2.6
Impact oravian fiu, the delays in exchange rate volatility 4. Housing, water, electricity, gas and others 10.55 110 0.2
and to a lesser extent by the announced increase in taxes 5. Furniture and home maintenance 5.1 0.16 1.9
- . 6. Health 3.48 0.28 25
on products such as beer, spirits, and cigarettes. 7. Transport 12.40 048 =
. i . . 8. Communications 4.77 0.01 -0.1
By April there would be more conviction for inflation to 9. Recreation and culture 396 0.43 33
consolidate within the target range. We maintain our 10. Education 8.61 0.29 5.9
; ; o ; . . 11. Restaurants & hotels 15.89 0.33 6.0
!nflat!on fo.reca.st of 2.4@ for 2024.. ngher than-expected 12. Other goods and services a7 030 20
inflation will print a feeling of caution in the central bank’s Total CPI 100.00 0.56 3.3
decisions. We anticipate a new cut of 25bps to 6.00% atits  [xagjusted base to 12 from 8 groups of consumption.
meeting on Thursday, March 7. The BCRP will review Sources: Scotiabank Economics, INEL.

monetary conditions in its March report, which will shed
light on the possibility of cuts of 50bps in the future. For now, we see no rush to change their policy; as the BCRP seems comfortable with
the current pace of rate cuts.

—Mario Guerrero
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