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LATAM Market Update  

 Chile: December CPI of 0.1% m/m—2019 inflation ends at 3.0% 

 Peru: 2019 was a moderately good year for tax revenue growth 

 

CHILE: DECEMBER CPI OF 0.1% M/M —2019 INFLATION ENDS AT 3.0% 

Low post-October 18th inflation leaves the Central Bank inflation scenario 

outdated. 

December CPI stands at 0.1% m/m in line with our projection, but below the 

consensus that anticipated a record of 0.2% m/m (Bloomberg 0.2%; Forwards 

0.14%). Annual inflation in 2019 ends at 3.0% without differences compared to our 

baseline scenario, but far from the 3.4% that the Central Bank raised a few weeks 

ago, which was explained by a significant foreign exchange pass-through given 

the multilateral depreciation of the peso, but underweighting the low inflationary 

pressure of services; We see difficulty on the part of the Monetary Authority to 

adequately tabulate the role of weak demand, beyond the strong depreciation of 

the currency. This inflationary record shows that there would be some exchange 

transfer to inflation of goods, but inflation of services would be much more 

subdued when controlling for seasonal increases in response to weak demand 

and labour market. 

We anticipate some change of discourse regarding the future course of the 

monetary policy rate after successive records below the Central Bank's 

inflationary base scenario, although we do not expect drastic changes since the 

exchange intervention, being generally successful, would not be in communication 

and tactics sense, so it would require help from monetary policy to ensure 

depreciative containment. 

December presented a core inflation of 0.1% m/m (2.5% y/y), with goods falling 

0.3% m/m (2.3% y/y) and services increasing 0.4% m/m (2.6% y/y). In the case of 

core goods, this monthly drop of 0.3% is the biggest drop since September 2018. 

In the case of services, the increase in transport services stands out, due to the 

holiday season, along with housing expenses, such as rent, but the downward 

trend of recent months is maintained, in line with weak domestic demand. 

The inflationary diffusion was 45.2%, around its historical average, revealing 

limited inflationary pressures within the CPI basket, despite the significant 

depreciation of the peso we faced in recent months. Indeed, there is a greater 

diffusion at the level of core goods (45.7%), eminently imported products, but 

compensated by the weakness of domestic demand that keeps the inflation of 

services limited, with a diffusion of 45% that remains in the lower part of its 

historical range. 

At product level, the main hikes include inter-urban transport services, which 

increased 16% m/m (incidence + 0.07pp), in line with its seasonality for the month; 

together with gasoline, 2.2% m/m (+ 0.06pp) and new cars, 2.1% m/m (+ 0.06pp), 

which account for the influence of the exchange rate pass-through on domestic 

prices. Among the main declines are tomatoes, which fell 10.8% m/m (-0.04pp), 
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tourist package, with -2.9% m / m (-0.03pp) and chicken meat, -2.8% m / m (-0.03pp). The tourist package product, which during 

2019 moved according to exchange rate variations, showed a fall in December, in line with the appreciation of the currency during 

that month. 

For January and throughout the first quarter, we anticipate inflationary recovery that would leave annual inflation around 3.4/3.5% 

by March. The pending CLP pass-through would continue to be transferred, but in a limited manner given the weakness of 

domestic demand. In the short term, for the January CPI, we project a monthly record between 0.3 and 0.4% m/m, where the main 

positive contribution would come from the rise in fuel prices. 

Market effect: We anticipate minor reductions in nominal swaps rates up to 1-year terms, as we expect the market to 

interpret the recent disinflationary surprise giving more space for counter-cyclical monetary policy given the obvious weakness of 

the activity/demand.  

—Jorge Selaive, Carlos Muñoz & Waldo Riveras 

PERU: 2019 WAS A MODERATELY GOOD YEAR FOR TAX REVENUE GROWTH 

Tax revenue rose 3.7% in 2019. This is not a bad number, considering GDP growth that is likely to come in a percentage point and 

a half lower. It was also above the 3.4%  that the government budget called for. Part of the reason for this mildly positive result was 

extraordinary tax revenue on a large private-sector asset sale. At the same time, however, the sales (value-added) tax revenue 

rose a hefty 5.6%, nearly double domestic demand, and apparently also reflecting a structural change in consumption patterns in 

which informal cash transactions (that allow for sales tax evasion) are incipiently being replaced by online payment formats that 

require bank registry and prevent sales tax evasion. It will be interesting to see how strong the structural change towards online 

business formats continues to impact in 2020. Our expectation is that it will, but just as mildly as in 2019. This would help the 

government lower the fiscal deficit, even if it manages to somehow raise spending more aggressively. 
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