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1. 10.6% growth in 2021, with only mining and construction lagging recovery

Guillermo Arbe, Head Economist, Peru
+51.1.211.6052 (Peru)

Data released on Tuesday, February 15 by Colombia’s statistical agency, DANE, show
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+57.1.745.6300 Ext. 9166 (Colombia) seasonally adjusted terms, with positive contributions from services-related sectors.
sergio.olarte@scotiabankcolpatria.com Colombia grew 10.6% in 2021 as a whole and on average, operated 2.8% above pre-

Jorge Selaive, Head Economist, Chile pandemic levels (chart 1). In contrast, total employment closed 2021 4% below the pre-

+56.2.2619.5435 (Chile) pandemic 2019 levels.
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The strong growth results reflect the positive response of the economy to the mid-year
Eduardo Suarez, VP, Latin America Economics laxati £ mobilit tricti d db t tribution fi
+52.55.9179.5174 (Mexico) relaxation of mobility restrictions and were powered by a strong contribution from
esuarezm@scotiabank.com.mx private consumption. Investment continued to lag the recovery. Looking ahead,

we expect a slowdown in consumption to more sustainable levels in 2022, while

investment picks up on increased construction activity. For now, our 4.5% GDP growth
Pablo Nano, Deputy Head Economist f f . . . .
+51.1.211.6000 Ext. 16556 (Peru) orecast for 2022 is skewed to the upside. And with the pre-pandemic output level
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Jackeline Pirajan, Economist 4 According to the monthly indicator (ISE), economic activity rebounded 11.8% y/y in
.+57'1‘.7 45‘6390 245 94.00 (COIOmb'a.) December (+2.2% m/m sa), to close a robust quarter a solid 7% above the pre-
jackeline.pirajan@scotiabankcolpatria.com
pandemic level in February 2020 (chart 2). The largest gains were in the industrial and
construction sectors (+2.4% m/m), and services-related sectors (+1.0% m/m).
Construction (+1.4% m/m) is showing better gains, which supported the good
performance of industry (+1.7% m/m), while in the services sector, commerce, transport &
hotels (+0.4% m/m), public sector (+4.3% m/m) and leisure (5.9% m/m) led the gains.

e The most significant increases in the last quarter of the year were in manufacturing
(+11.7% y/y), commerce, transport & hotels (+21.2% y/y), and public administration,
health, and education (+6.5% y/y), which accounted for 67% of total growth.
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e Allsectors expanded over 2021 as a whole (chart 3), with the largest expansions coming Chart7
from commerce, transport & hotels (+21.2% y/y, chart 4), and manufacturing (+16.4% y/y). Colombia: Real External Balance
The weakest performance came from mining (+0.4% y/y). 4 ¢ o of GDP
e Atend-2021, only construction and mining remained below pre-pandemic production 2 '\
levels. However, construction grew strongly at the end of 2021, which supports our call that 0
construction will lead GDP growth in 2022.
21
e At the same time, we see room for further improvements in the services-related sector, as
large gathering events and in-person activities resume.
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e Domestic demand increased by 12.2% y/y in Q4-2021 (chart 5), well above GDP growth 10 Exports - Imports
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(+10.8% y/y), pointing to a widening of the real external deficit. On a sequential basis, mo. moving avg

domestic demand expanded by 1.6% q/q sa, moderating from the previous quarter, while 12
import growth slowed. For the whole of 2021, domestic demand expanded by 13.8%.
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Sources: Scotiabank Economics, DANE.

e  Private consumption (+13.7% y/y) contributed the most to the overall growth (+9.9 bps) in Q4 2021 (chart 6). In quarterly seasonally
adjusted terms, private consumption posted the strongest increase, which is partially explained by VAT holidays in the October—
December period. Public consumption increased by +11.9% y/y and +0.7% q/q, as the COVID-19 crisis eased. Private consumption
growth should moderate to more sustainable rates in 2022, while public spending is likely to return to pre-crisis levels.

e Investment expanded by 6.3% y/y and +0.7% q/q sa, showing a positive performance in construction-relating activities, and
recovering the ground lost during the nationwide strike in the Q2-2021. Either way, investment closed the year 11.9% below pre-
pandemic levels and it will be important to see a better performance in 2022.

e Net exports contributed negatively to growth in Q4-2021and 2021 as a whole (chart 7). In Q4-2021, imports grew strongly
(+31.7% y/y), but moderated on a quarterly basis (1.9% q/q in Q4 as compared to +7.5% q/q in Q3). Exports registered a 30.5% y/y
expansion (11.1% q/q), reflecting a pick-up in the mining sector as the year closed.

e The real external deficit widened in the year which on average represented 9.6% of GDP. We expect the balance to improve
somewhat in 2022 amid a better export performance, while imports continue high, fueled by strong economic growth.

All'in all, Colombia’s 2021 GDP posted better-than-expected results, with a robust performance in Q4. Services led the gains,
supported by manufacturing and the recovery in other sectors, such as construction. On the expenditure side, the main gains came from
private consumption, while investment remains below pre-pandemic levels.

Global Economics 2



Scotiabank. LATAM DAILY

February 16, 2022

A simple calculation shows that, if activity remains at a level similar to that observed in the Q4-2021, economic growth in 2022 would
be at least 4.7%. This puts a strong upside skew to our current forecast of 4.5% and approaches the MoF projection (+5.0%). Moreover,
continued recovery will generate fiscal dividends in terms of tax collection.

Regarding monetary policy, the central bank is likely to continue its hiking cycle, and we now expect a +125 bps hike at the March
meeting, to 5.25%. Weak investment is the main risk to the outlook in 2022, while inflation could negatively impact consumption. At the
same time, employment is a key factor to sustained growth and warrants close monitoring.

1. BanRep expectations survey: Inflation expectations increased again and market expect a new 100 bps hike in March

On Tuesday, February 15, the central bank, BanRep, published its monthly
expectations survey for January that showed an increase of 105 bps in

Table 1: Colombia—Headline Inflation Expectations

expected inflation at the end of 2022, to 5.47%. Expectations one year and two Average Change vs previous
years ahead also increased (chart 8), pointing to further indexation effects on survey, bps
inflation down the road—an uncomfortable scenario for BanRep. Jan-2022, m/m % change 1.23
Dec-2022, y/y % change 5.47 105
The central bank’s tightening cycle is expected to continue, with consensus 1-yr ahead, y/y % change 419 16
calling for a 100 bps hike at its March 31 meeting and a further 100 bps rate Dec-2023, y/y % change 3.73 22
increase in the April meeting, to get to 6%. While markets expect the terminal | 27¥r2head, y/y % change — i
rate to hit 6.50% in June (chart 9), the rate subsequently falls to 5.40% by Sources: Scotiabank Economics, BanRep.
December 2023. Scotiabank Economics expect a 125 bps hike in March and a Chart 8

terminal rate of 5.75%, with upside risk to 6.25%.

Colombia: Average Headline
Inflation Expectations

e  Short-term inflation expectations for February is 1.23% m/m, which would put annual
inflation at 7.53% y/y (up from 6.94% y/y in January). The dispersion of the survey 5.0 o
remains high, however, with a minimum expectation of 0.42% m/m and a maximum
increase of +1.80% m/m. By way of comparison, Scotiabank Economics estimates that 45
actual monthly inflation for December at +1.27% m/m and 7.62% y/y, owing to food
inflation, education fees, and other lagged effects from indexation. 4.0

e  Medium-term inflation expectations for December 2022 increased to 5.47% y/y,

105 basis points above last month’s survey (table 1). Higher actual inflation is now 39
generating long-lasting effects and for the second year in a row the headline inflation is

) . 3.0
expected to close above the target range (defined between 2% and 4%). Inflation

expectations for one-year ahead stood at 4.19% y/y (4.03% y/y in the previous survey),

while the two-year forward expectation of 3.55% y/y was also above the target range, 25 15 16 17 18 19 20 21

showing a new deviation from the 3% target. Scotiabank Economics expects CPI inflation  Sources: Scotiabank Economics, BanRep.

to close 2022 around 5.3% y/y.
Chart9

e Policy rate. On average, the consensus expects a 100 bps rate hike in March, to leave the

Colombia: Average Policy Rate
Expectations

rate at 5.0% (from 4.0% currently); Scotiabank Economics expects a 125 bps hike in a
split vote. Consensus also expects a policy rate of 6.50% by the end of 2022, anincrease 8.0 [ o
compared to the previous survey (5.50%). Scotiabank Economics’ forecast is for a 70 |
terminal rate of 5.75% with an upside bias to 6.25%, assuming that headline inflation
starts to ease in Q2-2022.

e Foreign exchange. The COP is expected to end 2022 at USDCOP 3,833. By December
2023, respondents think the peso will be USDCOP 3,742, and 3,688 at end-2024. We
believe that the currency will appreciate by the end of the year to USDCOP 3,755. 3.0 1

e 12 months
—Sergio Olarte & Jackeline Pirajan 20T ———6 months
1.0
0.0 T T T T .
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Sources: Scotiabank Economics, BanRep.
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PERU: GDP GREW 13.3% IN 2021, AS EXPECTED

Peru’s GDP grew 1.7% in December, slightly below our 2% estimate. With this result, growth Chart10
reached 13.3% in 2021, in line with our forecast, recovering from the 11.0% drop in 2020 due

Peru: GDP
to the impact of COVID-19 (chart 10). GDP grew 3.2% in Q4-2021, its lowest quarterly 60  yiy % change
expansion rate since GDP began to grow in December 2020, an evolution explained both bya 50 -
higher base of comparison and by lower public and private investment. Lower investment 40

was more than offset, however, by the commerce and services sectors, given the dynamism 30
of private consumption and manufacturing, which was driven by strong demand from export- 20
oriented industries.

-
o o
T
[—

[N |
For Q1-2022 our projected GDP growth is 2.5%, a slightly lower rate than that posted ol o | ‘ |||||- L L
during Q4-2021. Economic activity likely started January at a pace similar to December 2021, 20 L
but was affected by a drop in fishery production owing to lower anchovy catches. However, 30 L
we foresee a pick-up in growth in February because the capacity of commercial stores has a0 L
been maintained and the curfew eliminated in the current third COVID-19 wave, unlike % § % § i § % i & § i & §
February 2021, when the second wave led to the tightening of social distancing measures. §eI3288223238
These measures have been relaxed thanks to the progress of the vaccination process that Sources: Scotiabank Economics, INEI.
reached more than 80% of the target population. That progress has benefited sectors such
as commerce and services, especially restaurants.

—Pablo Nano
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