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Latam Daily: BCB Report, Chile Unemployment;
Colombia and Peru Previews

« Colombia: Monetary Policy Preview, is BanRep ready for a pause?
«  Peru:Inflation to decline significantly in June, but so will early GDP indicators for May

Asia trading calm with Singapore closed for business was disrupted by on balance
stronger than expected inflation data in Spain and at the state-level in Germany (ahead of
the national print at 8ET). The figures weighed on rates markets that are weakening in
flattening fashion across the majors and helped dent the USD’s rally on Wednesday—
though most FX are in +/-0.1/2% ranges vs the dollar. SPX futures are a touch stronger, as
is oil in contrast to 0.5% and 1.2% declines in iron ore and copper, respectively. Global
markets have US jobless claims and a third release of US Q1 GDP to look forward to at
8.30ET.

In Latam, the focus will be on central bank events and Chile’s unemployment rate data at
9ET. On Chile’s print, from our latest Latam Weekly: “ We project an increase in this
indicator with respect to the last moving quarter—to 9.1% from 8.7%—due to an increase
in the labour force versus our employment gains expectation. In this sense, we see that
both public and private salaried employment will continue to show less dynamism than in
previous quarters, mainly the private sector which is losing employment due to the
deterioration of labour-intensive economic sectors. “

Colombia’s FinMin and BanRep board member Bonilla speaks at a couple of events (9ET
and 13.15ET), where may again express his view that rate cuts may begin in September.
BanRep holds a policy meeting tomorrow, so he may choose to abstain from mon-pol
comments, however. A rate hold is universally expected (see below). At 11ET Mexican Fin
Min Ramirez de la O speaks on the government’s Q3 auctions schedule.

From Chile’s BCCh, Garcia and Cespedes speak at 9.45ET and 11ET, respectively, with the
former at a Chile Day event in Toronto where Fin Min Marcel will also talk pension reform
and mining sector. Cespedes will present the BCCh'’s June MPR (see here). We heard from
BCCh dove Griffith-Jones yesterday, who said that the bank should cut rates by at least
50bps in July given a path to 8% by year-end (325bps in total). Recall that she dissented
at the most recent decision in favour of easing instead of the hold that the majority
approved.

At 7ET, the BCB releases its quarterly inflation report that includes new projections and at
10ET the bank's president Campos Neto will give his take on it. Also today, the country’s
National Monetary Council (Campos Neto, Min Fin Haddad, and Planning and Budget Min
Tebet) meets to reaffirm the 3% inflation targets for 2024 and 2025 as well as unveil what
will likely be an unchanged target for 2026. We maintain that the BCB will begin its cutting
cycle in August with a 25 or 50bps reduction.

—Juan Manuel Herrera

COLOMBIA: MONETARY POLICY PREVIEW, IS BANREP READY FOR A PAUSE?

BanRep will hold its regular policy meeting this Friday, June 30™". After 1150bps in hikes
since September 2021, we expect BanRep to end its hiking cycle and leave the policy rate
at 13.25%, an expectation in line with analysts’ consensus and market expectations. On
top of the decision, we think this time is more important the message that communiqué
and post-meeting press conference will send. Specifically, the distribution of the votes
and the importance that Minister Bonilla and Governor Villar will assign to recent activity
deceleration and downward surprise in headline inflation.
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Since the last decision-making meeting (April 28, 2023), headline inflation has shown stronger-than-expected deceleration dropping 98bps
t0 12.36% y/y, on the back of a faster-than-expected normalization path of food prices, while core inflation continues to stay above 10% y/y.
Having said that, the COP has appreciated almost 9% since April, which will help core inflation start to ease soon. In fact, inflation
expectations point to a one-digit headline inflation (~9% y//y in December 2023), which although is still 3x the BanRep’s target, points to a
positive and restrictive policy rate at a current level.

Additionally, economic activity is showing stronger-than-expected deceleration. April's economic activity fell on a y/y basis, while consumer
credit is falling in real terms by more than 4pp in May, and the health of this type of credit is deteriorating faster. NPLs for consumer credit
went to 6.7% in March 2023 from 4.4% last March. We foresee those durable goods, which are the more sensitive consumption to interest
rates, are the type of goods that most have decelerated this year due to higher inflation but also higher credit interest rates.

Therefore, we think new data point that the current level of the monetary policy rate is enough to help to consolidate headline inflation
deceleration and to anchor inflation expectations in the medium term, while the policy rate is every day becoming more and more
restrictive which contributes to the economic activity deceleration.

All of the above let us anticipate that BanRep will keep the policy rate at 13.25% this Friday, while will send in a non-necessarily unanimous
decision that is not ready to start an easing cycle and will wait for the consolidation of the inflation deceleration, which in our opinion is
going to be in October’s meeting. Having said that, we think the possible surprise is that the board sends a more dovish message with a
unanimous decision and explicitly saying that is the end of the hiking cycle.

—Sergio Olarte, Jackeline Pirajan & Santiago Moreno

PERU: INFLATION TO DECLINE SIGNIFICANTLY IN JUNE, BUT SO WILL EARLY GDP INDICATORS FOR MAY

June inflation figures will be released on Saturday, July 1. The key prices that we follow suggest that monthly inflation for June is tracking
at about 0.1%. If this plays out as we expect (more or less), then yearly inflation in June should plunge to 6.8% from 7.9% in May.
Government officials are expecting something similar, with authorities mentioning yearly inflation figures of 6.7% and “below 7.0%".

An exceptionally high base in June 2022 is a leading factor in the improving inflation picture. We do not, however, see the BCRP reducing its
reference rate based on the drop in inflation in June, nor on a similar decline that we expect to take place in July. The BCRP cannot
implement policy reversals on the basis of convenient base comparison effects alone. We continue to expect the BCRP to maintain the
policy rate at 7.75% throughout Q2 and Q3, and not begin lowering its rate until Q4, when we expect a 50bps decline.

Also on Saturday, May mining and fishing GDP figures are to be released. Fishing will be interesting, as the largest component of fishing, the
heavily regulated anchovy fishing for fishmeal, has been highly affected by El Nifio. The fishmeal season typically runs from May to July. This
year the start of the season has been delayed, and may be suspended altogether. In May 2023 in particular, no anchovy fishing was
permitted. This contrasts with 2022, which should hugely affect the y/y fishing GDP growth figure to be released on Saturday (anchovy

Chart1 Chart 2 Chart 3
Peru: Anchovy Catches Peru: Mining GDP Growth Peru: Copper Output
1.20 25 - 300 r
tonnes, mn var. % MT, thousands 2022
20 250 | 12023
15
200
10
5 150
0 100
-5
50
-10 " 2022
=2023 0
— 15 L c o s s »c s o5 5 20
c 9 5 5 >c 5 @2 a8 2 9 C a5 &5 > c = oD =2 > 0 s 0o 2 28535 358582
s¢s<E8E33528528 § 8382853328838 ¢ = P
22022 22023 qurces. Scotiabank Economics, Ministry of
Sources: Scotiabank Economics, INEI. Mining.

Sources: Scotiabank Economics, Produce.

Global Economics 2



Scotiabank. LATAM DAILY

June 29, 2023

fishing for fishmeal makes up over 40% of total fishing GDP in a typical year). The difference with May 2022 is huge (see chart 1, the bar for
May 2023 is barely perceptible). We do not have the figure for catches over the full spectrum of species, but if the remainder of fishing (non-
anchovy fishing) in May is similar to May 2022, then the low anchovy catch alone would spell a 70% y/y decline in fishing GDP. Even
considering that fishing has a low (2%) weight on GDP, such a large decline has the potential to be a strongly negative factor for May GDP
growth.

Thankfully, we also have mining. Mining GDP growth was 7.4% y/y, in the year to April, and 21% y/y in April alone. In May growth should be
similarly high, or even higher, as production in May 2022 was particularly affected by social protests (chart 2), providing a particularly low
base to rebound off of.

The increase in copper output is leading the way in mining. Copper output was up 15.7% y/y in the year to April and 31% y/y in April alone
(chart 3). There are two factors driving copper production growth. One is the Quellaveco copper mine, which represents 10% of Peru’s
current total copper output, which came on stream in September 2022. The second is the impact that protests had on mining operations in
April-May 2022, and which have not recurred in April-May 2022. In 2022, large operations including Las Bambas (MMG) and Cuajone
(Southern Peru) were partially disrupted due to protests.

Both effects existed in April, and should persist in May, supporting the notion that copper output may well rise around 30% y/y again,
boosting mining GDP.

What will be of even greater interest to see, and is much more difficult to anticipate, is how key domestic demand sectors performed, in
particular Manufacturing. Sectors linked to domestic demand have been particularly weak in the year-to-date. There is no real reason to
believe that May will be notoriously better. The risk, rather, is that the economy will again underperform. All in all, May does not seem to be
the month which will show the economy turning around.

The drop in fishing GDP in May is likely to be too severe to be offset by mining. Thus, we expect May to be another month with weak GDP
growth. The figure for aggregate May GDP growth will be released on July 15. Hopefully, GDP growth in June will be more normal, although
we feel like we've been repeating that prayer month after month for some time now.

—Guillermo Arbe
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