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e Brazil: BCB’s Copom holds Selic rate and forward guidance steady

e Colombia: Monetary policy preview; S&P affirmed investment grade

BRAZIL: BCB’S COPOM HOLDS SELIC RATE AND FORWARD GUIDANCE
STEADY

In its statement released on the evening of Wednesday, October 28, the
BCB’s Copom announced that it had unanimously decided to hold the Selic
rate at its record low of 2.00% for a third time in a row, in line with our
expectations (chart 1) and the unanimous consensus of analysts.

The Copom entered Wednesday’s announcement with some big question
marks hanging over it: there was uncertainty on how the message from the
central bank would change in light of the market’s reaction to the
communications from its last meeting on September 16. At that meeting, the
Copom intensified the forward guidance introduced at its August 5 policy decision:
in September, the Copom moved from a stance that it did not “foresee” a
reduction in the extent of monetary stimulus to a stronger view that it did not
“intend” such a pullback unless inflation returns to the target over the relevant
policy horizon to end-2021. However, despite that clear signal, the Brazilian DI
curve has since widened by about 100 bps in the 2-year space (chart 2).

In its statement following yesterday’s meeting, the Copom stood firm: it
signalled that it perceives the current level of stimulus as appropriate and
that it would not change it so long as the Committee’s identified conditions
continue to be met: inflation expectations are below target for the relevant
policy horizon, growth is subdued, the fiscal stance remains unchanged,
and longer-term inflation expectations are still anchored. As has been the
case for several months, the Copom’s main concerns are centred on fiscal stability
despite a recent upturn in IPCA inflation (chart 3).
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On the basis of the Copom’s communications, we don’t see any reason to alter our existing baseline forecasts. We
anticipate a first increase in the Selic rate late in Q2-2021 (chart 1, again).

—Eduardo Suarez
COLOMBIA: MONETARY POLICY PREVIEW; S&P AFFIRMED INVESTMENT GRADE
|. BanRep Board expected to hold on Friday

On Friday, October 30, BanRep, will hold its regularly scheduled Board meeting on monetary policy and we, along with
the consensus, expect the benchmark policy rate to be held at its record low of 1.75% (chart 4). At its last meeting on
September 25, the central bank delivered what we think was the final rate cut in a split 4-3 vote, where the minutes of the meeting
indicated that the minority preferred to hold the policy rate unchanged at 2.00%.

At this meeting, a fresh set of the macroeconomic forecast is expected from the central bank staff, to be followed by the
release of the Q4 Monetary Policy Report next Tuesday, November 3. Revisions to the Bank’s expectations for key
macroeconomic indicators are likely to reinforce our sense that the Board will stay on hold from here. These updates could be
accompanied by guidance in the Board’s and Governor's communications that would

emphasize some concerns about the current and expected economic situation. Chart4
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Il. S&P affirmed lowest notch of investment-grade for Colombia's LT sovereign debt; outlook remained negative

Late on Wednesday, October 28, S&P announced that it had affirmed Colombia’s sovereign credit rating at “BBB-" with a
“negative” outlook. S&P emphasized that the rating reflects a stable democracy and a tradition of credible economic-policy
institutions, which together have maintained predictability and caution in macroeconomic management for many years in the face
of macroeconomic shocks. S&P last downgraded Colombia’s credit rating to “BBB-" in late-2017. After the arrival earlier this year
of the pandemic and its related economic shocks, the credit rating agency changed its outlook to “negative”.

The rating agency highlighted the flexible exchange rate and nimbleness in monetary policy as appropriate buffers
against external shocks. Additionally, S&P considered Colombia’s access to the IMF’s Flexible Credit Line (FCL) as a good
buffer for external vulnerabilities.

S&P’s “negative” outlook reflects the risk of a significant economic contraction in 2020 with only a moderate recovery in
2021. If a softer macroeconomic scenario materializes and it continues weakening public finances or impedes a fiscal
consolidation through tax reform or other budgetary policies, it could trigger a downgrade to the rating. S&P’s macro scenario
points to a -8.0% y/y GDP contraction in 2020 and a recovery of 5.5% y/y in 2021; we view S&P’s baseline projections as
reasonable since they are close to our forecasts of -7.5% y/y in 2020 and 5.0% y/y in 2021. S&P expects general government net
debt to peak at 63% of GDP in 2021—a bright line for future credit reviews.
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Going forward, government announcements on fiscal reform will likely be
key considerations for future ratings actions. Any consolidation of public
finances will require the pandemic to be under control and economic recovery to
be underway. We think this discussion could start by the end of H1-2021, led by
the government’s expert committee on fiscal issues.

All in all, S&P’s decision gives Colombia some time to bring forward fiscal
adjustment strategies to stabilize and reduce its debt-to-GDP ratio over
time. Fitch and Moody'’s are likely to announce sovereign credit-rating actions in

Table 1

Colombia: LT sovereign credit rating profile

Rating Outlook

S&P BBB- Negative
Fitch BBB- Negative
Moody's Baa2 Stable

Sources: Scotiabank Economics, ratings agencies.

the forthcoming weeks as the Ministry of Finance has announced that it is receiving technical visits from both agencies. There is a
chance that Fitch could take a ‘wait and see’ approach given its actions earlier this year, while Moody'’s still has space to cut the

credit rating by one notch without taking Colombia below investment grade (table 1).

—Sergio Olarte & Jackeline Pirajan
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