Latam Daily: Peru Decision Recap and Data Preview
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e  Peru: BCRP holds key rate for the sixth consecutive time and was cautious about
future steps; Chilly May in Peru data out tomorrow

Final trading hours in Asia ahead of the Japanese long weekend had the dollar and rates
markets trimming, or consolidating, some of the moves seen over the week after a mostly
LATAM DAILY uneventful overnight session that spilled over into quiet European trading. The USD is
mixed to stronger against the major currencies, where the MXN is one of the worst
performers, down 0.3%, but still well on track to close below the 17 pesos mark this week.
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US equity futures are a bit weaker (-0.1% in SPX), as is crude oil down 0.3% (though

holding the bulk of gains on Libya oil field risks) and copper -0.7% that contrast with a
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Juan Manuel Herrera strong 4.6% jump in iron ore that owes to comments by a PBoC official that ‘tailored’ real
Senior Economist/Strategist . . . . N
Scotiabank GBM estate support is coming. This comes ahead of Chinese Q2 GDP data due for publication
+44.207.826.5654 on Monday, projected at 7.1% (from 4.5% in Q1), that will likely play a key role in the
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performance of Latam assets early next week.
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guillermo.arbe@scotiabank.com.pe U Mich survey which can deliver an unexpected beat/miss in inflation expectations, and a

The G-10 day ahead presents as main events the release of US trade price indices and the
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Sergio Olarte, Head Economist, Colombia speech by Fed dove Goolsbee as the last scheduled speaker prior to the start of the pre

+57.601.745.6300 Ext. 9166 (Colombia) meeting communications blackout period starting tomorrow.
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In Latam, we have retail sales data from Brazil and Colombia to monitor, at 8ET and 11ET,

Jorge Selaive, Head Economist, Chile respectively, with the latter’'s accompanied by manufacturing/industrial production
+56.2.2619.5435 (Chile) . . . . .
jorge.selaive@scotiabank.cl figures. The collection of today’s Colombian data should give us a decent idea of where

next week’s May economic activity print will come in and deepening economics weakness

WL SR, VTP, Lein Armieren Erarenies could augur an earlier start to rate cuts by BanRep which meets on the final day of the
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esuarezm@scotiabank.com.mx month (no change expected).

TODAY’S CONTRIBUTORS: Peru’s BCRP has a presser at 13ET to discuss yesterday’s decision to leave its reference
Mario Guerrero, Deputy Head Economist rate unchanged at 7.75% that maybe left a bit to be desired in terms of highlighting
+51.1.211.6000 Ext. 16557 (Peru) economic weakness. Below, our Lima team gives their view on the bank’s announcement
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as well as preview tomorrow’s release of GDP and unemployment rate data for May and
June, respectively.

—Juan Manuel Herrera

PERU: BCRP HOLDS KEY RATE FOR THE SIXTH CONSECUTIVE TIME AND WAS
CAUTIOUS ABOUT FUTURE STEPS

crat The board of Peru’s Central Bank (BCRP) kept its reference interest rate unchanged at

Peru: Nominal, Real and Neutral 7.75% this Thursday, in a decision widely expected by the market consensus and by us, for

e e e the sixth consecutive time. As usual, the BCRP kept its options open for future changes in

" % monetary policy, although its statement reflected caution regarding the next steps.

° The BCRP specified in its statement that it expects inflation to reach the target range

61 (between 1% and 3%) at the beginning of next year, which suggests that the BCRP would
4l maintain its interest rate at the terminal level for longer. The statement reflects signs of

r caution, noting that although the transitory effects on inflation due to supply restrictions

2 k on some foods began to dissipate in June, it emphasized that there are risks associated
0 J/“’r W - J’ . with climatic factors (mainly El Nifio Phenomenon).

2 _gz::inal We expected more regarding the economic weakness. The BCRP indicated that the

——— Neutral real leading indicators and expectations about the economy deteriorated in June, remaining in

4 189 1 0 B 1T 08 a6 20 25 5 a pessimistic zone. There was no more discussion of the economic backdrop. We hoped
Sources: Scotiabank Economics, BCRP. that in the statement they showed concern about the weak economic performance that
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accumulated six months to May. This could have given a signal that the BCRP would be open to
a possible advance in the interest rate cut cycle. The reading of inflation and its expectations for
July will be key to confirming the rate of decline in inflation. Inflation expectations for 12 months
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Peru: M2 vs. Loan Growth

fell from 4.2% to 3.8%, according to the latest BCRP survey, a visible decrease, although still z: _y/y % change

above the target range (between 1% and 3%). The survey also showed that 24-month forward a0 L

inflation expectations were lowered from 3.1% to 2.9%, reflecting that the consensus still sees

that the return of inflation to the target range could take time. Inflation remains outside the 2

target range for 25 months, a record sequence that reflects the intensity of the recent supply 20

shock. In June, more than 60% of the prices of the consumer basket posted increases, a 5

proportion that has been maintained throughout the year. 10

The monitoring of key prices that we carry out suggests some recovery in prices in July, mainly Z U W
food (including poultry prices), to which seasonal factors are added. The comparison base 5|

effect will still be important, but to a lesser degree than in previous months. With this, we 0 L M2 Loan growth

believe that year-on-year inflation in July is likely to be closer to 6%. Other important inflation

10 11 12 13 14 15 16 17 18 19 20 21 22 23

indicators continued to show a clear downward trend. Wholesale inflation continued to fall, going  Sources: Scotiabank Economics, BCRP.
from 1.6% y/y to 0.5% y/y in June, suggesting less cost pressure in the future, in line with lower
imported inflation (which went from 2.8% y/y to 0.6% y/y in June) and a greater appreciation of the PEN (close to 3% y/y). Our inflation

forecast remains at 5.00% by end-2023.

We also maintain our expectation that the BCRP will keep the reference rate at 7.75% until Q3-23, lowering it to 7.25% in Q4-23 and will continue
to relax it to a level close to 5.25% by the end-2024. The real interest rate rose from 3.5% to 3.9% (chart 1), well above the neutral level (1.50%) for
eleven consecutive months, which means an even more restricted monetary stance, after having remained around 3.5% for the last six months.

Liquidity growth in soles (M2, chart 2) continued to recover and went from 2.7% to 3.5% in May, remaining in positive territory for the ninth
consecutive month, while credit expansion weakened and went from 2.7% to 1.8% in May, in line with the weakness of the economy. The
BCRP statement also confirmed that the outlook for global economic activity points to moderation, although global risks remain due to
restrictive monetary policy in advanced economies and ongoing global conflicts.

—Mario Guerrero

CHILLY MAY IN PERU DATA OUT TOMORROW

On Saturday, July 15™, the official GDP growth figure for May will be released. The number will not be pretty and is more likely to fall on the
negative side of nil, than on the plus side. This is where we would be tempted to insert an emoji with a sad tear, if only our editors would
allow it. [editor’s note: we'll allow it] ; (

May was a month in which severe El Nifio weather had a strong impact, perhaps its greatest this year. Chart3

Fishing GDP, the figure for which has already been released, was down 71% y/y in May. This alone Peru: Mining & Non-Mining

should shave 0.4 percentage points off aggregate GDP growth directly, and another 0.6 percentage GDP Growth

6.0
5.0
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points indirectly (through fishmeal processing), for a total of nearly one percentage point.

Agriculture GDP growth has also officially been reported this week to be -8.3% y/y. This 40 ¢
represents half a percentage point of lower aggregate GDP point growth. 3.0 7
2.0
Thus, through these two sectors, fishing and agriculture, weather can be said to have accounted 44 |
for 1.5 percentage points of lower growth in May. 0.0
Thankfully, mining is unaffected by severe weather and is outperforming expectations. Mining o ® Non-mining
20 t
GDP has been up a strong 21% y/y in May (chart 3). This represents a 1.8 percentage point 50 = Mining
addition to aggregate GDP growth. At face value, mining would fully compensate for severe YN NNYNNYNDTOS &
weather and then some. The problem is that strong mining growth throughout 2023 has been 5883 8532 585858853
=
expected from the start and is factored into our forecasts, whereas the impact of severe weather  +gased on actual figure. Non-mining is an estimate.

has surpassed expectations by a good margin. Sources: Scotiabank Economics, INEI.
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Aside from natural resource sectors affected by severe weather, the other reason behind the Chart 4
risk that we see negative GDP growth in May is extremely cold domestic demand. This is Peru: Job Growth in The Formal
something that we had already pointed out in April, when GDP growth was a low 0.3% y/y. We 120 - Economy
expect May figures to reaffirm this impression of dormant demand. In particular, construction % change yly
growth is likely to be negative yet again, as well as industrial manufacturing. Both, but 10.0
especially the latter, are linked to domestic demand. .
The moral of the story is that weather is wreaking havoc on an economy already beset by weak
demand 60 1
One mild potential plus going forward is that the job market has been holding up even inthese 40 r
chilly times (chart 4). Formal employment rose 2.5% y/y in May. Formal employment in the 20 | | | ‘
private sector did even better, up 4.2% y/y. Private sector jobs growth took place mainly in | |
retail, the broad services sector, agriculture and mining. Meanwhile, jobs were lost in 0.0 P N~ N e e e
construction and fishing. Jobs growth has been positive now for well over two years. So, one 2 9 % % % %' E o c%,
may wonder why is domestic demand struggling? The problem lies in worker income, which = s 7 o Z 5 = =

Sources: Scotiabank Economics, BCRP.
has not risen in line with inflation. Total salaries (jobs times salary increase) in the formal

sector rose 5.9% y/y. Given 4.2% jobs growth, this would mean under 2% nominal salary
increase y/y, well below yearly inflation, which was 7.9% in May.

—Guillermo Arbe
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