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Latam Daily: BanRep Minutes; Banxico Expectations;
Peru Activity, Inflation & Politics

«  Colombia: BanRep minutes underscore central bank concerns regarding inflation
expectations

« Mexico: Expectations survey revises growth down and inflation up, while
remittances hit record high

o  Peru: Activity slows but strong growth assured, while inflation takes a breather;
politics takes centre stage

COLOMBIA: BANREP MINUTES UNDERSCORE CENTRAL BANK CONCERNS REGARDING
INFLATION EXPECTATIONS

On Tuesday, February 1, the central bank released the minutes of its most recent
monetary policy meeting held on Friday, January 28, in which five members of the
Board voted to increase the benchmark rate by 100 bps to 4.0%, while two members
voted for a 75 bps hike. Key highlights of the minutes include:

e The Board agreed that the main challenge for monetary policy is to anchor inflation
expectations and avoid stronger indexation effects in a context in which the output
gap is closing and a large external trade deficit.

e Board members agreed that less monetary stimulus is required since the output gap
is narrowing while inflation expectations continue to increase. However, as in the
previous meeting, the discussion was about the pace of the hiking cycle.

e The five members who voted for a 100 bps hike expressed concerns about the
possible de-anchoring of inflation expectations and the negative effect that would
have on price formation. In addition, the widening current account deficit shows that
supply is not keeping pace with the increase in domestic demand, they argued, and
that financing of this deficit could become more challenging owing to the tightening
of global monetary conditions.

e The two members voting for a 75 bps hike argued that current inflation shocks are
transitory and that there is still high uncertainty regarding the economic recovery.
They noted that employment has struggled to rebound to pre-pandemic levels and
that the SMEs sector, which is the sector most sensitive to rate hikes, remains weak.

Most important, the minutes revealed a strong consensus among the Board that the
economy needs less monetary stimulus. That said, there are varying levels of concern
about economic growth and inflation expectations.

We expect BanRep to make a new 100 bps rate hike in March’s meeting. And we affirm
the upside revision to our expectation of the terminal rate from 5% to 5.75%, which
considering the higher inflation, would represent a neutral real rate.

—Sergio Olarte & Jackeline Pirajan

MEXICO: EXPECTATIONS SURVEY REVISES GROWTH DOWN AND INFLATION UP,
WHILE REMITTANCES HIT RECORD HIGH

I. Banxico’s survey of expectations revises growth downwards and inflation upwards

Banxico’s survey of expectations again revised upward inflation expectations,

exceeding the central bank’s inflation goal, while lowering growth forecasts for 2022
and 2023 (table 1). Inflation expectations for 2022 rose to 4.42% y/y from 4.22% y/y in the
previous estimate. While we expect the effects of tighter monetary policy to become more
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visible in the second quarter of 2022, we still expect inflation to close the Table 1: Mexico—Banxico Survey, Main Results

year above target (Scotiabank 4.50% y/y). For 2023, the average response

increased marginally, from 3.72% y/y to 3.73% y/y, although responses were| Variable Year Dec. Jan. Change
in a lower range of variability. Core inflation also increased for 2022 to GDP 2022 279 227  -052
4.31%yly (3.99% y/y previously) and was effectively unchanged for 2023 (Real annual % change) 2023 2.21 214 -0.07
(3.65% y/y versus 3.64% y/y previously). Headline inflation 2022 4.22 4.42 0.20
(Annual % rate, Dec.-Dec.) 2023 3.72 3.73 0.01

The median interest rate expectation for 2022 increased from 6.25% to | Coreinflation 2022 3.99 431 032
6.75%. with th ti 50 bps hike bet the t (Annual % rate, Dec.-Dec.) 2023 3.64 3.65 0.01
.75%, wi e consensus expecting a ps hike between the two Formaljjob creation 2022 464 456 8
decisions in the first quarter. For 2023, the median rose from 6.50% to (000s of IMSS insured workers) 2023 417 428 11
7.0%. Public deficit 2022 3.25 3.26 0.01
(% of GDP) 2023 3.13 3.23 0.10

The expectation for 2022 growth dropped from 2.79% y/y to 2.27%y/y, | Trade balance 2022 -8.02  -9.40 -1.38
reflecting less robust private consumption in the short term, as well as (USD bn) 2023 77 1171 0.06
. . i . . Foreign Direct Investment 2022 28.41 28.38 -0.04
stagnant investment, which still shows no signs of recovery. In this regard, (USD bn) 5023 2841 2890 0.49
the majority of respondents, 53%, consider that it is a bad time to make Exchange rate 2022 2151 2130 -0.21
investments and a higher proportion of respondents (81% versus 75% of | (USDMXN, Dec)) 2023 2214 2175 -0.39
. . . . . Policy rate 2022 6.23 6.84 0.61

the previous month) believe that the business climate for private sector (%, end of period) 2023 6.45 714 0.69

productive activities will remain the same or worsen in the next six months.
Sources: Scotiabank Economics, Banxico.

According to the report, respondents believe that the main factors that

could hinder economic growth in the next six months are related to governance issues (42%) Chart1

and domestic economic conditions (22%). In particular, the main factors are domestic political Mexico: Remittance Inflows
uncertainty (15%), inflationary pressures (13%), insecurity problems (12%) and weakness in the 50 1 uspbn USDbn 7 530
domestic market (8%). 45 | USD, LHS

——— 12-mo. sum, RHS 500
Il. Remittances reach an all-time high of USD 51.594 bn 40
Remittances in December amounted to USD 4.76 bn, 30.4% more than in December 2020 35t 400
(chart 1). On an annual basis, remittances grew 27.1% and reached an all-time high of 30 | | 400
USD 51.594 bn, which represents around 4% of GDP. The number of transactions in 2021 rose
14.3% y/y, while the average amount per transaction increased 11.1% y/y. These results can be 257 { 350
explained by several factors: the increased difficulties for Mexican nationals abroad to visit 20
Mexico may have caused a substitution effect; the perceived deterioration in the domestic 15 30.0
economy; and, fiscal stimulus during most of 2020 and 2021 and the recovery of the US labour
market. Going forward, we expect a slowdown in the US economy, which could lead to a 1.0 s e 20 250
moderation in remittances growth. However, remittances will continue to support private Sources: Scotiabank Economics, INEGI.

consumption.
p Chart 2

—Luisa Valle & Miguel Saldaia Peru: Mining Production

PERU: ACTIVITY SLOWS BUT STRONG GROWTH ASSURED, WHILE INFLATION TAKES A 200 1 index Dec. 2019 = 100

. Copper Gold
BREATHER; POLITICS TAKES CENTRE STAGE Sop oo

150 - Iron Tin
|. GDP continued to slow in December
In December, economic activity continued the slowdown shown throughout the fourth
quarter of 2021, in line with Scotiabank’s forecast. Based on advance indicators released by 100
the INEI, GDP would have posted a growth of around 2% y/y in December, with an accumulated
expansion in 2021 consistent with our forecast of 13.3%. The data show a drop in primary 50 |
sectors in December, with the mining sector (-7.1%) affected by the drop in the production of
iron (chart 2). The fishing sector (-12.6%) was affected by the lower anchovy catch attributable
. . . . P 0 T T T T T T T T T T T 1

to the reduction of the quota for the second fishing season. Construction activity dropped for 228388558 S &
the third consecutive month, in line with the projected decline in private investment as a result § 825 5(’ 8 g 825 §’ 8 §

Sources: Scotiabank Economics, INEI.
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of the deterioration of business expectations stemming from the high political noise. Economic activity in the commerce and services
sectors increased but at a lower rate than that posted in November due to a base effect, since December 2020 was the first post-pandemic
month in which GDP grew.

—Pablo Nano
Il. Inflation takes a breather in January; INEl updates CPI basket and sets new base year
Peru’s inflation was 0.04% m/m in January, the lowest increase in prices since April 2021 Chart 3
(-0.10%) and the lowest rate for the month of January since 2012 (-0.10%). Inflation took a Peru: Headline and Core Inflation
breather on a year-over-year basis, coming in at 5.7%, down from 6.4% in December. This 7.0 [ yy % change
outcome is below the Bloomberg consensus (5.99%), though close to Scotiabank’s forecast
(5.8%). This marks the eighth consecutive month that inflation exceeded the upper limit of 60t
the central bank’s target range (between 1% and 3%) and with price pressures still far from 5.0 Headline

inflation
showing signs of converging towards the target will put pressure on the central bank to

. L . 4.0
continue raising its reference rate in February (chart 3).

The statistical agency (INEI) announced a new base period (December 2021) and updated
CPI basket for inflation starting in 2021. There had been no change in the base year since 20

Core

2009 (12 years—well above the five years suggested by international recommendations). inflation

This update has taken three years of review and advice from the IMF and includes an
increase in products that make up the basket (+54, to 586 products) as well as greater 0.0 :

coverage of points of sale from which price data is collected. Table 2 shows the main 13 14 15 16 17 18 19 20 21 22
Sources: Scotiabank Economics, BCRP.

changes in the weights between 2009 and 2021. The food and non-alcoholic beverages group,
with the greatest weight in the basket, lost 2.16 ppts,

which is offset by the increase in the weight in Table 2: Peru—Lima CPI Basket

restaurants and hotels and housing, water, electricity
1 *
and gas. Changes to the rest of the weights are minor. Groups of consumption Base2009* Base2021 Change (ppts)
X X i 1. Food and non-alcoholic beverages 25.13 22.97 -2.16
For February, we expect inflation to once again exceed | 5. A|coholic beverages, tobbaco, drugs 1.09 1.61 0.52
6% yly, driven by a low base effect in February 2021 3. Apparel and footwear 5.46 4.20 -1.26
(-0.13%) and by the increase in local fuel prices. We 4. Houglng, water, electr|C|.ty, gas and others 9.17 10.55 1.38
. ] o o 5. Furniture and home maintenance 5.66 511 -0.55
have updated our inflation forecast from 4.5%t04.2% |5 Heaith 3.40 348 0.08
for 2022 to reflect our expected appreciation of the PEN,| 7. Transport 12.63 12.40 -0.23
without altering the message that we see inflation above| 8 Communications 4.31 4.77 0.46
the t t thi I Th iohti £ 9. Recreation and culture 5.40 3.96 -1.44
e target range this year as well. The new weighting of | | . = 912 867 0.5
the CPI basket gives our forecast a slight upward bias. 11. Restaurants & hotels 11.87 15.89 4.02
Our forecast differs from the BCRP, which projects that | 12. Other goods and services 6.78 6.47 -0.31
inflation will return to the target range (2.9%). Lo o HS0I00 12000 o8
*Adjusted base to 12 from 8 groups of consumption
Core inflation fell from 3.2% y/y in December to Sources: Scotiabank Economics, INEL.

3.1% y/y in January, above the upper limit of the

target range (3%) for the second consecutive month. Wholesale inflation, linked to production costs, fell from 13.6% in December to 12.1%
in January, though remains high. Some cost pressures, such as port freight and the FX, have been easing, but other costs, such as the prices
of soft-commodities and the price of oil, continue to rise. The PEN depreciation moderated from 10% y/y in December to 5.7% in January,
reflecting a shift in momentum after two years of depreciation.

Over the past six months, the central bank raised its benchmark rate by 275 basis points to 3.00% and increased reserve requirements
three times, showing by early 2022 a firmer stance on controlling inflation. We believe that further increases in the policy rate will be
necessary for inflation expectations (3.7% over 12 months according to the December survey) to return to the target range, so we expect an
increase of 50 bps at its meeting on Thursday, February 10.
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11l. Castillo appoints new Cabinet

President Castillo appointed a new Cabinet chaired by current Congressman Hector Valer, who has been in favour of a Constituent
Assembly and is close to the Peru Libre party. The appointment could signal possible friction with Congress, which will have to evaluate
whether to grant him a vote of confidence in the coming days.

In the Ministry of Economy, Oscar Graham will replace Pedro Francke. Graham is a former official of the BCRP and the MoF, serving as
Director of Financial Markets and Private Pensions, which ensures responsible economic management, and we believe his appointment
should be a positive signal for the markets. Other important appointments are Alessandra Herrera in the Ministry of Energy and Mines, who
had served as advisor to that ministry, and Hernando Cevallos in Health, who continues in the position.

—Mario Guerrero
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