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Latam Daily: Brazil Inflation After Colombia’s Mixed
Release; BCCh Economists Survey

+ Colombia: Headline inflation surprises to the downside for the third monthin a
row; core inflation reluctant to decrease, however

European hours are seeing rates markets firmly bid with no obvious catalyst. This comes
after a range-bound overnight session where the mood was supported by reports in
Chinese media that more stimulus measures are coming. US equity futures are little
changed, US, UK, and German curves are bull flattening, and commodity prices are
rallying on Chinese developments, with iron ore up 2%, and copper and oil +0.3%. CNY
and JPY appreciation from their late-June weakness continued overnight and is acting as
a headwind for the broad USD that is weaker against nearly all majors today (MXN unch).
The day ahead is quiet ahead of US CPI and the BoC’s decision tomorrow; overnight, the
RBNZ is universally expected to leave its policy rate on hold at 5.50%.

On the heels of Colombia’s inflation figures released yesterday (see below) and ahead of
the US’s CPI data tomorrow, Brazil’s IBGE publishes June prices data today at 8ET. The
median economist projects another steep deceleration in y/y headline inflation to 3.1%—
in what would be its lowest level since Aug/Sep 2020—from 3.9% with a decline of 0.1%
seen on the month.

Today’s reading could be the last notable drop and/or mark the start of a plateau, ahead of
a modest reacceleration in prices growth in the second half of the year. Base effects
become much less favourable in H2, and month-on-month IPCA-15 prices growth that was
averaging 0.0% in the six months to December 2022 has averaged 0.5% in the first half of
2023. Still, it is practically a given that the BCB will reduce rates at next month'’s decision
and the market is already pricing in about 40bps, so today’s print and the IPCA-15 release
on the 25th will be the main determinants of whether the bank does a 25 or 50bps cut.

Chile’s central bank publishes the results to its economists survey at 8.30ET, which will
likely show a similar result to yesterday’s traders survey that had the median expecting a
75bps rate cut from the BCCh at its decision on the 28th. The median respondent also
saw an 8% BCCh rate at year-end (from 8.25% previously). This is 50bps above our
Santiago team’s latest projection of 7.50%, but 50bps below the 8.50% in the June
economists survey that will likely come in lower in today’s publication.

—Juan Manuel Herrera

COLOMBIA: HEADLINE INFLATION SURPRISES TO THE DOWNSIDE FOR THE THIRD
MONTH IN A ROW; CORE INFLATION RELUCTANT TO DECREASE, HOWEVER

Colombia’s pace of monthly CPl inflation was 0.30% m/m in June, according to DANE data
released on Monday, July 10™. The result was again below expectations of the BanRep
survey (median 0.39% m/m) and below Scotiabank Economics’ projection of 0.51% m/m. In
June, Housing & Utilities and Transport groups contributed the most to the upside;
meanwhile, foodstuff inflation partially offset posting a new monthly contraction (-0.53%
m/m); it is relevant to note that despite the current dynamic, food prices are encouraging for
inflation in the short term, it will play against it next year due to lower statistical effect, which
in the end could motivate more moderate downside revision to inflation expectations.

Year-on-year headline inflation decreased for the third month, from 12.36 % in May to
12.13% in June (chart 1), the lowest since October 2022. However, it is relevant to note that
the inflation correction is losing steam compared with what was observed in the previous
two months. In our opinion, inflation will continue slowing down in the forthcoming months
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but at a more moderate pace. On the other side, core inflation proved to be more reluctant to decrease; ex-food inflation stood at 11.62% y/y,
increasing from the previous month’s figure of 11.59% y/y, while ex-food and regulated inflation was 10.51% y/y, also rising from the last
register to 10.47% y/y. Despite the downward headline surprise, inflation remains well above BanRep’s target (3%), while core metrics remain
hovering at high levels. The previous dynamic affirms our expectation that BanRep won’t consider rate cuts before the last quarter of 2023.
Our official call is to start rate cuts in October; however, if inflation, and especially core inflation, hasn’t decreased further by this time, the
central bank could delay the discussion for an easing cycle.
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e  Onthe other side, foodstuff inflation posted a new significant contraction (-0.53% m/m). In
June, 26 food items out of the 59 references in the basket reported a m/m reduction,
increasing from the 21 out of 59 registered in May. The negative contributions came from plantains (-6.15% m/m), potatoes (-5.39% m/m),
and vegetables and legumes (-3.44% m/m). On the upside, chicken (+1.24% m/m), tomatoes (+11.21%m/m), and oranges (+12.86% m/m)
offset the downward trend. Food inflation could continue decreasing in the forthcoming months, however, at a slower pace.

Sources: Scotiabank Economics, DANE.

e Inflation by main groups: out of the 189 CPI items, 45 posted negative m/m inflation (~24% of the total basket). Goods inflation
increased from 14.05% m/m to 14.26% m/m, signaling that upside pressures from gasoline prices are finding difficulties in being offset
and other items. Services inflation decreased timidly to 9.04% y/y vs. the previous 9.06% y/y in May, reflecting still indexation effects
observed in some labour intensive items.

—Sergio Olarte, Jackeline Pirajan & Santiago Moreno
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