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CHILE: HIGHER INFLATION OF IMPORTED GOODS REVEALS A

NORMALIZATION IN THE CLP PASS-THROUGH
Sergio Olarte
Monthly CPI of 0.6% was above market expectations (0.5% m/m, Scotiaf:0.5%), 57.1.745.6300 (Colombia)

and reaches an annual inflation of 2.3%. Underlying inflation (core CPI) remained Scotiabank Colombia
. . .. . . . sergio.olarte@co.scotiabank.com
benign (+0.4% m/m), with a surprisingly high inflation of core goods (0.7% m/m;

0.6% yly) while services grew a stable 0.2% m/m (2.9% y/y). At the goods level, Jorge Selaive _
tourist packages raised 23.4% m/m, due to higher CLP pass-through, which had giﬁﬁgggﬁgiﬁécme)
not been seen in past registers. In services, the highest increases came from air jorge.selaive@scotiabank.cl

transport services, which grew 5.8% m/m, and rent (0.4% m/m). This last item
continues to grow at stable levels, accumulating a total increase of 2.7% since
January, and due to its high indexation to past inflation, we expect this trend to
continue the following months.

The main contribution to monthly inflation in May came from electricity bills which
increased 11.3% m/m (inc. +0.25pp) reflecting the new tariff adjustment that took
place in early May. Furthermore, gasoline prices registered again a relevant
contribution to monthly inflation (+0.09pp), due to the increase of international
prices of oil and a relevant depreciation of the peso during the month. However, as
international prices have gone down and the peso has appreciated around 3% in
the last week, we expect the local prices stabilization mechanism (Mepco) will
continue to transfer decreases in fuel prices. Thus, the divisions that show a
positive incidence in inflation are housing, recreation and culture and
transportation, while the remaining divisions show no relevant contributions.

The higher inflation of goods seems a generalized phenomenon in the basket.
Inflationary pressures remain solid, pointing to a normalization in annual

inflation figures towards the range 2.8-3.0% by the end of the year. Diffusion index
of headline inflation was 48.5%, around historical average. On the other hand, after
several months of a weak pass-through, Inflationary diffusion of goods reached
48.6%, which is more aligned with historical patterns.

Our main positive surprises came from tourist packages (+23.4% m/m, inc. +0.18
pp), inter-urban transport services (-1.5% m/m, inc. -0.01pp) and electricity (11.3%
m/m, inc. +0.25pp), as we projected lower expansion on these items.

According to our call of these past months, May inflation would have been the last
high register in the first part of the year, as we do not expect June CPI to reach the
levels of March-April-May. As a matter of fact, we forecast June inflation to be 0-
0.1% m/m, with negative contribution of gasoline and a normalization in the CLP
pass-through.
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MEXICO: RATING ACTIONS RELEASED JUST AT A BAD TIME; MEANWHILE INFLATION EXHIBITED LOWER-THAN-
EXPECTED FIGURES

Fitch downgraded Pemex rating to junk territory while Moody’s revised its outlook to negative. Just as Mexico’s Chancellor,
Marcelo Ebrard, announced unsuccessful trade talks, so the outlook worsened for the Mexican economy after two rating agencies
deteriorated the sovereign credit profile: Fitch downgraded Mexico’s sovereign credit rating by one notch, to “BBB” from “BBB+”,
and Moody’s changed Mexico’s outlook to “negative” from “stable”. Following the sovereign’s rating actions, Fitch and Moody’s
took similar measures on Petroleos Mexicanos’ (Pemex) rating. First, Fitch downgraded Pemex’s rating to “BB+” from “BBB-" and
kept the “negative” outlook, slipping into speculative grade zone: as drivers for the action, the rating agency mentioned that despite
the implemented cost cutting measures and the moderate tax cuts, the company continues to severely underinvest and Pemex
cash flow generation and reinvestment ability remain pressured by the high level of transfers to the government. Second, Moody’s
changed Pemex outlook to “negative” but affirmed its “Baa3” rating and lowered its standalone credit assessment to “caal1” from
“b3”: the agency’s rationale reflects the anticipation of an ongoing negative free cash flow and declining reserves at Pemex;
additionally, it will be a challenge the building of a new refinery. Mexican peso and interest rates have been harshly hit by these
announcements and uncertainty regarding Pemex business plan, that is expected to be released in late June, has added some
heat to the situation.

Inflation stayed above the central bank’s spectrum variability. May’s headline inflation figure was below market expectations
(-0.29% m/m vs. -0.22% market consensus), as services sector prices decelerated and energy prices fell. Core inflation increased
0.16% m/m driven by a rise of merchandise prices (+0.29 m/m). In the annual comparison, headline inflation slowed down
between April and May, from 4.41% to 4.28%, (vs. +4.51% a previous year), while its core and non-core components increased
from 3.87% to 3.77% and from 6.08% to 5.78%, respectively. Core and headline inflation figures add to our anticipation that the
central bank of Mexico will hold the current monetary policy stance for the remainder of 2019.

PERU: APRIL TRADE SURPLUS IS WEAK, MINING INVESTMENT STRONG, BOTH BROADLY IN LINE WITH
EXPECTATIONS

The external trade surplus came in at a weak US$259mn in April, The following companies were the leaders in investment in January-April 2019:

a six-month low. Exports were down 2.3% for the month, yly, and  pery Mining Investment by Company (US$) JrE———
5.4% in the YTD. The decline in metal prices was the main reason [y P % chg

for lower exports, with mining exports, which make up nearly 60% 1 ANGLOAMERICAN QUELLAVECO SA. 28450086 374.4%
of total, declining 2.7% in the month and 12.0% YTD, and is 2 MARCOBRESAC. 27559987 6706%
Something that W|” Continue to bear down on exports in May and 3 SOUTHERN PERU COPPER CORPORATION SUCURSAL DEL PERU 126,419,495 -27 A%
June, if not also in later months. We expect exports for full-year 4 MINERACHINALCOPERUSA. 2399905 16.9%
2019 to come in nearly US$2bn lower than the US$7.3bn surplus o SHOUGANGHERROPERUSAA foz0ase ‘59'":/"
in 2018. Imports also fell in April, 0.2% y/y, and 0.7% YTD. As s o
expected, durable goods are declining sharply versus 2018 which | | | ks vanacocka skL sassaon s
was a World Cup year in which the purchase of televisions and 9 COMPARIA MINERA ANTAMINA SA. 51748669 499
associated durables rise sharply, but temporarily. However, even 0 COMPARIA MINERA ANTAPACCAY SA. 50395898  528%
accounting for this one-off factor, imports were soft, and seem to M MINSURSA. 38556327 645%
be pointing to a weakening in domestic demand. 2 NEXARESOURCESPERUSAA. 3701881 T754%

B COMPARNIA MINERA ARESSAC. 31872,064 8.1%j
Mining investment has increased 31% in the year-to-April. This is % COMPANIA MINERA PODEROSA SA. 29,978,642 154
down from 37% to March. The trend is in line with our B VOLCAN COMPARNIAMINERA SAA. 2490215 39%
expectations of a deceleration in mining investment, towards our | ®  COVPANAMNERACHINGARSAC. TSR

7 COMPANIA DEMINAS BUENAVENTURA SAA. 16,646,522 -19.6%]
foreCaSt Of 23(%) grOWth for the fu” year 201 9 B CONSORCIOMINERO HORIZONTE SA. 4,929,780 -18.6%]

) EMPRESA MINERA LOS QUENUALES SA. 4,495,504 176.8%]

20 COMPANIA MINERA RAURA SA. 12,995,328 54.8%)

Source: Ministerio de Energia y Minas del Perd.
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This report has been prepared by Scotiabank Economics as a resource for the clients of Scotiabank. Opinions, estimates and projections
contained herein are our own as of the date hereof and are subject to change without notice. The information and opinions contained herein
have been compiled or arrived at from sources believed reliable but no representation or warranty, express or implied, is made as to their
accuracy or completeness. Neither Scotiabank nor any of its officers, directors, partners, employees or affiliates accepts any liability whatsoever
for any direct or consequential loss arising from any use of this report or its contents.

These reports are provided to you for informational purposes only. This report is not, and is not constructed as, an offer to sell or solicitation of
any offer to buy any financial instrument, nor shall this report be construed as an opinion as to whether you should enter into any swap or
trading strategy involving a swap or any other transaction. The information contained in this report is not intended to be, and does not
constitute, a recommendation of a swap or trading strategy involving a swap within the meaning of U.S. Commodity Futures Trading
Commission Regulation 23.434 and Appendix A thereto. This material is not intended to be individually tailored to your needs or characteristics
and should not be viewed as a “call to action” or suggestion that you enter into a swap or trading strategy involving a swap or any other
transaction. Scotiabank may engage in transactions in a manner inconsistent with the views discussed this report and may have positions, or
be in the process of acquiring or disposing of positions, referred to in this report.

Scotiabank, its affiliates and any of their respective officers, directors and employees may from time to time take positions in currencies, act as
managers, co-managers or underwriters of a public offering or act as principals or agents, deal in, own or act as market makers or advisors,
brokers or commercial and/or investment bankers in relation to securities or related derivatives. As a result of these actions, Scotiabank may
receive remuneration. All Scotiabank products and services are subject to the terms of applicable agreements and local regulations. Officers,
directors and employees of Scotiabank and its affiliates may serve as directors of corporations.

Any securities discussed in this report may not be suitable for all investors. Scotiabank recommends that investors independently evaluate any
issuer and security discussed in this report, and consult with any advisors they deem necessary prior to making any investment.

This report and all information, opinions and conclusions contained in it are protected by copyright. This information may not be
reproduced without the prior express written consent of Scotiabank.

™ Trademark of The Bank of Nova Scotia. Used under license, where applicable.

Scotiabank, together with “Global Banking and Markets”, is a marketing name for the global corporate and investment banking and capital
markets businesses of The Bank of Nova Scotia and certain of its affiliates in the countries where they operate, including, Scotiabanc Inc.;
Citadel Hill Advisors L.L.C.; The Bank of Nova Scotia Trust Company of New York; Scotiabank Europe plc; Scotiabank (Ireland) Limited;
Scotiabank Inverlat S.A., Institucién de Banca Mudltiple, Scotia Inverlat Casa de Bolsa S.A. de C.V., Scotia Inverlat Derivados S.A. de C.V. — all
members of the Scotiabank group and authorized users of the Scotiabank mark. The Bank of Nova Scotia is incorporated in Canada with
limited liability and is authorised and regulated by the Office of the Superintendent of Financial Institutions Canada. The Bank of Nova Scotia is
authorised by the UK Prudential Regulation Authority and is subject to regulation by the UK Financial Conduct Authority and limited regulation
by the UK Prudential Regulation Authority. Details about the extent of The Bank of Nova Scotia's regulation by the UK Prudential Regulation
Authority are available from us on request. Scotiabank Europe plc is authorised by the UK Prudential Regulation Authority and regulated by the
UK Financial Conduct Authority and the UK Prudential Regulation Authority.

Scotiabank Inverlat, S.A., Scotia Inverlat Casa de Bolsa, S.A. de C.V., and Scotia Derivados, S.A. de C.V., are each authorized and regulated
by the Mexican financial authorities.

Not all products and services are offered in all jurisdictions. Services described are available in jurisdictions where permitted by law.
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