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LATAM Market Update  

 Chile: Regarding monetary policy there is no other way but to increase 

stimulus  

 Colombia: Inflation expectations increased again, a rate hike is expected 

in 2H-2019 

 

CHILE: REGARDING MONETARY POLICY THERE IS NO OTHER WAY BUT 

TO INCREASE STIMULUS  

GDP 3Q19 confirms a process of sustained recovery, although heterogeneous— 

already before October 18th it was necessary to increase the monetary stimulus. 

National Accounts figures confirm a “good” growth of 3.3% y/y in the third quarter 

of 2019 driven by investment. The weakness of private consumption is ratified, 

especially in durable goods (-4% y/y), which contrasts with the sustained 

dynamism of the consumption of services. The high dynamism of investment is 

also noticeable, with growth of 5.9% in 3Q19, especially in its construction 

component which increased 7.4% y/y (an expansion not seen since mid-2013). 

The imported component of investment (machinery and equipment) continued to 

show a weakness, with an expansion of 3.4% y/y. 

At the sector level, the growth of services and construction sectors stands out, in 

line with the dynamism shown by investment. On the contrary, trade and 

manufacturing sectors expanded at rates of 2.7% and 3.1% y/y, respectively, 

favoured by low bases of comparison, but without showing a significant upturn in 

their activity. 

Regarding monthly economic activity, we can see that it was precisely 

manufacturing, in the pulp sub-sector, and commerce that contributed negatively 

in September, leaving the non-mining sector with a monthly dynamism of -0.3% 

m/m (seasonally adjusted growth), offset only in part by the greater dynamism of 

the service sectors. 

We ratify our projection for 2019 GDP growth in the 1.5-1.8% range, which was 

raised after recent local events (October 18th). At its next Monetary Policy Report 

(IPoM), the Central Bank would cut its growth projections, incorporating in its base 

scenario the economic effects of recent social tensions, and would reassess the 

monetary policy response. Given this less optimistic scenario for this year's and 

next year's economic activity, and the mitigation of local financial risks, we 

estimate that the Central Bank will choose to cut its instance rate by 50 bp at its 

December meeting. This process would culminate with an additional 25bp cut in 

1Q-2020, leaving the MPR at 1% in 2020. 

The only reason to postpone a cut in the MPR in December would have to come 

from a renewed speculative attack on the CLP, leaving the Central Bank with the 

need to keep the MPR at its current level until observing mitigations in capital 

outflows (“reasons for short-term containment”). For now, the monetary market in 

pesos and dollars has begun a gradual normalization that we hope will continue 
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towards the December monetary policy meeting. We expect the CB to make it clear that the exchange rate must absorb the 

negative shock on wealth and raise the equilibrium level of the real exchange rate in its baseline scenario. Likewise, without 

adjusting the potential GDP for now, output gaps would close at a slower pace, leading to the need to increase the monetary 

stimulus, either by lowering the MPR or leaving it at highly stimulating levels for a longer period. 

—Jorge Selaive, Carlos Muñoz & Waldo Riveras  

COLOMBIA: INFLATION EXPECTATIONS INCREASED AGAIN, A RATE HIKE IS EXPECTED IN THE 2H-2019 

 According to BanRep’s survey of macroeconomic expectations for November, analysts 

expect inflation at 3.88% y/y for December 2019, 7 bps higher than last month. 

Longer-term inflation expectations increased a bit. 1Y tenor stood at 3.40%, and 2Y is 

3.27%. Inflation expectations confirm that analysts think that upward headline inflation 

pressures are temporary. We expect headline inflation starts to correct to lower levels 

in Q1 of 2020 due to normalization on foodstuff inflation. However, exchange rate 

pass-through could deviate inflation from the target (3%) for a longer time. 

 November’s monthly inflation, on average, is expected at 0.15% (our expectation 

0.16% m/m), which brings annual inflation to 3.89%, three bps higher than October's 

y/y inflation. 

 USD COP forecasts for 2019 reduced to 3363 (previously 3382). For December 2020, 

respondents think (on average) that the COP will end at 3310. 

 BanRep’s repo rate will remain at 4.25% for the rest of the year; on average; the first 

rate hike is expected in June (previous survey: April). We expect a rate hike in April-

2020. 

November BanRep’s survey showed an increase in inflation expectations. Although 

October’s inflation result was no surprise, we think that the adjustment on expectations is 

due to some concerns on FX pass-through. As we mentioned before, 2019 higher inflation 

is temporary (according to the survey), the recent pick up in headline annual inflation was 

due to foodstuff prices and a statistical base effect. We think that a rate cut is out of the 

table within BanRep's Board discussion, on the back of a better economic growth led by 

investment and private consumption, a wider current account deficit, and the possibility of 

further increases in inflation expectations in the short term due to recent depreciation. 

Instead, the survey showed that another possible debate is keeping MPR at 4.25% for 

longer. 

 

—Sergio Olarte & Jackeline Piraján  
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