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LATAM Market Update  

 Colombia: retail sales and manufacturing data points to strong 4Q start; 

Medium term inflation expectations remain anchored; First rate hike is 

expected in 1H-2021   

 Peru: The Central Bank, unsurprisingly, leaves rates stable, but the next 

step is uncertain; Another round of Lava Jato revelations embroils 

politicians and the business community further 
 

COLOMBIA: RETAIL SALES AND MANUFACTURING DATA POINTS TO 

STRONG 4Q START  MEDIUM TERM INFLATION EXPECTATIONS REMAIN 

ANCHORED; FIRST RATE HIKE IS EXPECTED IN 1H-2021   

DANE released October-2019 manufacturing and retail sales (RS) data. Retail sales 

(RS) came in at 7.4% y/y above market expectations (6.5%). Manufacturing stood at 

2.7% y/y, also above market expectations (1.2% y/y). Both indicators pointed to a 

stronger Q4, especially on the manufacturing side, surprising the market to the 

upside for the first time in 2019, without a boost of additional business days. 

All 16 items in the retail sales survey showed y/y increases in their sales. The 

monthly result was stronger on the back of foodstuff sector dynamics, which grew 

8.6% y/y and added 1.9pp to annual headline expansion. The telecom-related 

sector expanded 22.0% y/y and added 1.6pp to total y/y RS growth. Vehicles sales 

added 0.8 pp to the total RS expansion and was the third most dynamic sector in 

the month. YTD to October; retail sales expanded 6.7%, the strongest performance 

since 2014. Although hard data for November 2019, which will be affected by the 

nationwide strike, will be released in January-2020, we anticipate that retail sales 

will continue relatively strong which is in line with a private consumption that 

continues to outpace significantly GDP expansion.  

On the manufacturing side, y/y variation came in above market expectations (2.1% 

y/y vs +1.2% y/y expected). As stated above, in October there wasn’t any effect of 

additional business days, which makes the manufacturing result even better. It is 

worth saying that in October, twenty-two subsectors, out of thirty-nine, showed y/y 

positive variation. The beverages industry contributed with 1.1 pps to total 

expansion. 
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All in all, October’s coincident indicators posted surprisingly positive results, which supports our economic activity growth forecast 

for all of 2019 (3.2% y/y). In January-2020, DANE will release November’s hard data, which could clarify what the real impact of 

the protest in the economic activity was. In terms of monetary policy, these results won’t affect the base case scenario for BanRep. 

Therefore we continue to think that the Board will keep the MPR at 4.25% in the forthcoming months. If data continue confirming 

that the output gap is closing up, a rate hike discussion will be more probable. 

Medium term inflation expectations remain anchored; First rate hike is expected in 1H-2021  

 According to BanRep’s survey of macroeconomic expectations for December, analysts expect inflation at 3.83% y /y for 

December 2019, 5 bps lower than last month. Longer-term inflation expectations were broadly unchanged. 1Y tenor stood at 

3.36%, and 2Y is 3.25%. Inflation expectations confirm that 2019 upward headline inflation pressures are temporary. We 

expect headline inflation starts to correct to lower levels in Dec-2019 due to lower adjustments on regulated prices and lower 

foodstuff prices compared to Dec-2018. Inflation would converge to target (3%) in 2020. 

 December’s monthly inflation, on average, is expected at 0.28% (our expectation 0.23% m/m), which brings annual inflation to 

3.83%, one bp lower than November's y/y inflation. 

 USD COP forecasts for end-2019 increased to 3389 (previously 3363). For December 2020, respondents think (on average) 

that the COP will end at 3331. 

 BanRep’s repo rate will remain at 4.25% in the forthcoming months, on average, the first rate hike is expected by March-2021 

(previous survey: June-2020). We expect a rate hike in April-2020. 

BanRep’s December surveys showed that inflation expectations are anchored. Lower than expected inflation results in November 

has helped to reinforce the idea that recent inflation pick up is due to temporary shocks and statistical base effects. In 2020 we 

expect contained risk on inflation and a convergence towards 3%, in this scenario, with a GDP gap closing up and higher current 

account deficit we think that a rate hike would be within BanRep's Board discussion as soon as 1H20. Instead, the survey showed 

that another possible debate is keeping MPR at 4.25% for longer. 
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PERU: THE CENTRAL BANK, UNSURPRISINGLY, LEAVES RATES STABLE, BUT THE NEXT STEP IS UNCERTAIN; 

ANOTHER ROUND OF LAVA JATO REVELATIONS EMBROILS POLITICIANS AND THE BUSINESS COMMUNITY FURTHER 

The Central Bank kept it’s rate at 2.25%, as widely expected. The question is whether this is a pause or a cease-fire. The 

statement given by the CB was very neutral, and other signals they’ve given recently have been mixed, which we see as a sign 

that the Board is undecided. Inflation is low enough to justify more stimulus, but inflation expectations are not. The world and 

region are shifting from expanding monetary stimulus, to maintaining the current state. Both issues will be taken into account by 

the Central Bank. The swing factor is likely to be how strongly or weakly the economy begins in 2020, especially in terms of private 

investment on the one hand, and fiscal stimulus on the other. Since we expect growth to disappoint the CB’s GDP growth 

forecasts, which are higher than ours, we maintain our expectation of one more rate cut early in 2020, but we give this scenario 

only a 60% likelihood, versus a 40% likelihood that no rate cut occurs. Yes, we are just about as undecided as the Central Bank. 

What we are more sure of is that there will not be more than one more rate cut in the foreseeable future. 

Odebrecht’s former manager in Peru, José Barata, is talking to prosecuting attorneys for the Lava Jato case once again. Barata 

reportedly stated that he met with former President Ollanta Humala (2011-2016) and his wife Nadine Heredia to discuss the tender 

for the gas pipeline known as Gasoducto Sur. The US$7bn investment project was eventually awarded to a consortium led by 

Odebrecht and Enagás in mid-2014. Although the press report stated that the meetings were meant to discuss how to “favour” 

Odebrecht in the tender, the details given by the press are not really clear in this regard, and seem to suggest, rather, that 

Odebrecht used the meetings to express concern over delays in the tender, rather than to request a favoured treatment per se. 

The prosecuting attorney, however, is working on the assumption that the gas pipeline tender is linked to a US$3mn contribution 

that Odebrecht made to finance the Humala presidential campaign. 

Barata also stated that Odebrecht had contributed US$200,000 to a campaign that the business association, Confiep, had 

organized in favour of free enterprise around the time of the 2011 campaign. Although Confiep was careful in not using these 

resources to explicitly support any candidate, Barata clearly stated that the contribution made was meant to favour Keiko Fujimori 

“regardless of the name” of the campaign, suggesting that this would have been the ulterior motive of the Confiep campaign. This 

is not really new, nor is it illegal, but Confiep and a number of business leaders linked to Confiep had always denied that there was 

a pro-Fujimori campaign intention, and Barata is the first to acknowledge that there was one. Even though this is apparently not 

illegal, since no funds would actually have reached the Fujimori campaign, there really is little tolerance in public opinion today for 

nuances of this nature. 
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