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LATAM Market Update  

 Colombia: Medium term inflation expectations remain anchored; First 

rate hike is expected in 2H-2020 

 Peru: Courts OK Vizcarra’s decision to close Congress; November GDP 

growth, 1.9%, disappoints, with underlying causes for concern  

 

COLOMBIA: MEDIUM TERM INFLATION EXPECTATIONS REMAIN 

ANCHORED; FIRST RATE HIKE IS EXPECTED IN 2H-2020 

 According to BanRep’s survey of macroeconomic expectations for 

January, analysts expect inflation at 3.41% y/y for December 2020, 5 bps 

higher than last month. Longer-term inflation expectations were broadly 

unchanged. 1Y tenor stood at 3.41%, and 2Y is 3.30%. We expect headline 

inflation to keep its correction path in the forthcoming months due to lower 

adjustments on regulated prices and lower foodstuff prices compared to one 

year ago. Inflation would converge to a level close to the target (3%) in 2020. 

 January’s monthly inflation, on average, is expected at 0.57% (our 

expectation is 0.46% m/m), which brings annual inflation to 3.77%, 3 bps 

lower than December's y/y inflation. 

 USDCOP forecasts for end-2020 stood at 3298.85. For December 2021, 

respondents think (on average) that the COP will end at 3289.75. 

 BanRep’s repo rate will remain at 4.25% in the forthcoming months; on 

average, the first rate hike is expected by Oct-2020 (previous survey March-

21). We expect a rate hike in April-2020. 

January BanRep’s surveys showed that inflation expectations continue anchored. 

Lower than expected inflation results in December 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 due to low pass-through effect, low 

risk of high indexation to the minimum wage increase, and moderate food inflation. 

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 1H-

2020. Instead, the survey showed that another possible debate is keeping the MPR 

at 4.25% for longer. 

—Sergio Olarte & Jackeline Piraján  

PERU: COURTS OK VIZCARRA’S DECISION TO CLOSE CONGRESS; 

NOVEMBER GDP GROWTH, 1.9%, DISAPPOINTS, WITH UNDERLYING 

CAUSES FOR CONCERN  

In a narrowly split 4 to 3 decision, the Constitutional Court voted as constitutional 

President Vizcarra’s decision to shut down Congress. The decision eliminates a 

potential source of political noise and uncertainty, and provides a firmer foundation 

for the new Congressional elections to take place on January 26. The decision was 

mildly surprising. Many analysts had expected the Court to allow the decision to 

close Congress to stand as a fait accompli, but to question its constitutional validity 

and to, therefore, provide clearer guidelines so as to avoid something similar 

happening in the future. The vote was always going to be split, however.  
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GDP growth was a mildly disappointing 1.9%, y/y, in November, below our expectations of 2.2%. This takes the January-

November trend to 2.1%, compared to our full-year 2019 forecast of 2.3%. December growth should be a bit better, enough so that 

our 2.3% forecast is still in play, but with downside risk to it. More importantly, some of the underlying figures are a cause for 

concern. Three important sectors declined: Fishing (-13.8%), Construction (-3.7%) and Manufacturing (-2.7%), and they did so 

very decisively. Although fishing is not an important sector by weight, it can fluctuate enough to impact growth. For the November-

January campaign, since there is currently no Niño/Niña situation to contend with, we were expecting a normalization of 

production, after a poor campaign last year. This has not occurred. The resources are not there, and fishing has actually, and 

uncharacteristically, been well below the government’s fishing quota. One needs to begin to consider the possibility that climate 

change is playing a part, and that fishing will be both weaker and more volatile in the future than in the past. Construction was, 

possibly, the greatest disappointment. Construction had been one of the 2019’s success stories, driven by private sector housing, 

mainly. November was weakish, but positive, in terms of indirect indicators of private sector activity. At the same time, public 

sector investment plunged nearly 15%. So two of the factors that were supposed to begin providing support to growth at the end of 

2019 and going into 2020, the normalization of fishing and a rebound in public sector investment, have yet to materialize, putting 

into question when they will (public sector investment), or if they ever will (fishing). Meanwhile, one sector that had rebounded in 

early 2019, manufacturing, has slipped back into negative growth. It’s been a bit of a quandary for us to understand why the foods 

& beverage industry has been performing so poorly even as consumption growth in general has been robust. Part of the 

explanation is a change in consumption patterns away from processed foods, but this doesn’t seem reason enough. Not all is bad, 

however. Even if fishing is not normalizing, mining growth definitely is. This is good, as mining is a much more important 

component of GDP than fishing. The turnaround in mining looks like it is here to stay, and may strengthen in 2020 as copper 

output begins to contribute to growth. Another positive in Peru’s very unequal growth story are robust retail (3.5%) and services 

(4.5%) growth, that tell us that consumption is doing well after all, and in spite of the low growth of manufactured consumer 

products. Overall, we are not changing our forecasts based on November results, but they do tell us that 2019 is not ending well. 

 

Breakdown of GDP growth, November 2019 (y/y) 

GDP   2.1% 

Agriculture  2.1% Weakish; does not seem weather related, which is a bit of a concern. 

Fishing   -13.8% By now, it’s not a surprise, but it is one of this year’s great disappointments; instead of adding 

    meaningfully to growth, it is taking from growth. The fish are just not there. Climate change? 

Mining   3.5% A good, solid number for once. Mostly to the expansion of the Shougang iron ore mine (iron ore 

    up 95%), which offset gold (-10%) and copper (-1.6%). 

Oil & Gas  6.7% Trending well, but low weight. 

Manufacturing  -2.7% Oh no! Once again consistently below expectations and out of line with consumption. In fact, 

    manufacturing of consumption goods was down 1.8%. This does not bode well. 

Construction  -3.7% Worse yet! Construction had been doing so well! Blame the government (mostly). Cement 

    consumption rose a meagre 0.5%, but it was really public works 14.9% decline that hurt. 

Electricity  2.5% In line with domestic demand. 

Retail   3.5% Healthy, and more in line with consumption.  

Services   4.5% Led by telecom (5.5%). 

. 
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