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Chile: Non-Mining GDP Growth
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Latam Daily: Chile GDP and Peru Inflation Recap

o  Chile: GDP grew 1.8% y/y in July (0.3% m/m), with a remarkable and broad sectoral
expansion

o Peru: El Nifo influences a lower pace of inflation deceleration in August

CHILE: GDP GREW 1.8% Y/Y IN JULY (0.3% M/M), WITH A REMARKABLE AND BROAD
SECTORAL EXPANSION

«  Strong July GDP growth would not prevent a fall of up to 0.5% of GDP this year

Well above our expectations and that of the consensus (Economists Survey: -0.3%;
Bloomberg median: 0.8%), July GDP grew by 1.8% y/y (0.3% m/m), thanks to seasonally
adjusted growth in the non-mining sectors (chart 1). This figure was robust enough to lead
us to revise higher our 2023 forecast to a range between -0.5% and 0%, from -0.8%
previously. Despite the better basis for comparison, this record shows genuine economic
growth, as the services sector grew by a seasonally adjusted 0.3% m/m, as did industry
(1.8%), commerce (1.4%) and other goods (1.7%).

With this, it is very likely that we will see positive q/q growth in Q3-23, thus avoiding the
technical recession we initially estimated (chart 2). However, we must be cautious, as
August could again show a seasonally-adjusted contraction due to the impact of the
floods in the south of the country.

Electricity generation continues to contribute to activity, although its contribution has an
expiration date. Without minimizing the almost generalized growth at sector level, it is
worth mentioning that electricity generation would be playing a very significant role in
July’s GDP growth. Also taking into account the heavy rains in August, there is no doubt
that power generation will contribute positively this year—more than other years—
although its contribution to dynamism has an expiration date as long as there are no new
weather events like the ones we have seen this winter. That is why we project that the
contribution of this sector will decrease towards Q4.

The contribution of services to GDP growth in the rest of the year is not assured and will
depend on the recovery of private investment. Services grew 0.3% m/m, thanks to the
positive contribution of personal services, which would have been supported by the
increase in health care services at the end of July. With data up to August, we did not
observe a relevant increase in health care services, so the contribution of this sector to the
economy’s performance would be moderate. In the coming months, business services
could begin to prove supportive as private investment recovers. For now, the contribution
of overall services for the rest of the year is not assured.

A positive surprise in commerce will be hard to repeat in the coming months. Commerce
grew by a solid 1.4% m/m, both in wholesale and retail trade. This figure was the main
surprise to our projection, which we attribute to greater dynamism in wholesale trade,
mainly in machinery, equipment and materials. For August, we do not expect this high
dynamism in commerce to be maintained, since high frequency indicators of purchases by
Scotiabank and those published by the central bank continue to show declines in real
consumption levels.

Looking ahead, assuming zero GDP growth between August and December, economic
activity would contract by around 0.5% in 2023. Therefore, it will be key to determine the
net effect that climate factors will have on activity in the coming months, as well as the
impact of a possible recovery in private investment towards the end of this year. All in all,
from August onwards we would again see negative y/y records for GDP growth.

Market Impact: July GDP growth provides strength to the June BCCh IPoM forecast (MPR)
to be revised next week, where we expect an upward revision of 2023 GDP growth to the

Visit our website at scotiabank.com/economics | Follow us on Twitter at @ScotiaEconomics | Contact us by
email at scotia.economics@scotiabank.com



https://www.scotiabank.com/ca/en/about/global-economics/economics-publications.html
https://twitter.com/ScotiaEconomics
mailto:guillermo.arbe@scotiabank.com.pe
mailto:sergio.olarte@scotiabankcolpatria.com
mailto:jorge.selaive@scotiabank.cl
mailto:esuarezm@scotiabank.com.mx
mailto:anibal.alarcon@scotiabank.cl
mailto:mario.guerrero@scotiabank.com.pe

Scotiabank.

LATAM DAILY

-0.25/0.25% range. The economy is starting to regain traction in its non-mining components
relevant to the activity gap. In this context, the monetary policy strategy for the coming
months is facilitated by support for the strength of the Chilean peso. The BCCh should discuss
the alternatives of 75bps and 100bps cuts at its September 5 rate decision.

—Anibal Alarcén

PERU: EL NINO INFLUENCES A LOWER PACE OF INFLATION DECELERATION IN AUGUST

Inflation in August was surprising, since it was the same as in July, which is usually high due to
seasonal factors. Lima’s CPl was +0.38% m/m in August, higher than the 0.30% forecast by
Scotiabank, the 0.25% historical average (last 20 years), and higher than the 0.24% Bloomberg
survey median. Despite this, year-on-year inflation continued to slow, going from 5.9% to 5.6%,
in line with official expectations.

The surprise in inflation in August came from the rise in the prices of perishable foods, which
offset the drop in poultry prices (-0.07ppts of contribution) and electricity prices (-0.11ppts).
The effects of the strong coastal El Nifio pushed up the price of lemons (+0.19ppts) and the
drought in the south of the country pushed up the price of onions (+0.10ppts), together
representing two thirds of inflation in the month. Adverse weather conditions have continued
to affect the prices of some perishable products, mainly citrus fruits, and vegetables, since the
number of roads with restricted traffic continued to increase, going from 24 in July to 42 in
August, on average, consequences of the presence of the coastal El Nifio, declared by the
authorities since March, and of a global El Nifio, declared since June.

The probabilities for the coastal and global El Nifio for Q1-2024 have been increasing month by
month, but the most worrying thing has been that until the previous reading, a weak/moderate
scenario for the coastal El Nifio was most likely. The latest reading sees a moderate/strong
scenario more likely.

With inflation data for August, there have been 27 months in which inflation remains above the
upper limit of 3% of the inflation target (table 1). Inflation at the national level (not only in Lima)
went from 6.0% to 5.8%, exceeding inflation in Lima for 24 consecutive months. In August, of the
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586 products that make up the consumer basket (base 2021), 338 increased (58%), 128 decreased (22%) and 120 remained unchanged (20%).
This composition shows that the slowdown in inflation remains structurally slow. Core inflation rose 0.24%, deviating slightly upwards, after four
months of being around its calendar month historical average. In interannual terms it went from 3.9% to 3.8%, slowing for the fifth consecutive
month (chart 3). Cost pressures remained low, with year-on-year variations in negative territory, although they stopped falling, mainly due to the

recovery of the FX rate. The PEN depreciated 3% on average in August.

Table 1: Peru—Lima CPl Basket—August 2023

Looking ahead, we expect inflation to continue to slow in September, Base
. . . . f H 0, 0,
although probably at a muted pace, since the increases in the prices of Groups of consumption 2021  om/m %o yly
perishable foods in the final week of August would have an impact on Food and Non-Alcoholic Beverages 22.97 0.85 11.0
. . . . Alcoholic Beverages, Tobacco, Drugs 1.61 0.24 4.5
September’s CPl. We maintain our inflation forecast of 5.0% for theend |y parel and Foot%vear g 4.20 0.15 36
of 2023. The inflation data for August and the greater probability of a Housing, Water, Electricity, Gas and Others 10.55 -1.09 -2.0
. . . . Furniture and Home Maintenance 5.11 0.16 2.6
global and coastal El Nifio for Q1-2024 may result in cautious sentiment Health 3.48 0.16 35
. T A Transport 12.40 1.01 2.3
at the BCRP, although core inflation isin line. Both in its latest statement Communications 77 033 05
and in recent monetary operations, the BCRP has given signs that it is Recreation and Culture 3.96 0.38 4.8
. . . . Education 8.61 0.36 6.6
ready to start the cycle of interest rate cuts, which we believe will Restaurants & Hotels 15.89 0.43 79
happen soon. Our base scenario considers that the cut cycle could start ~ |Other Goods and Services 6.47 0.33 5.5
) i - ] Total CPI 100.00 0.38 5.6
at its next meeting on Thursday, September 14", without changing the
. . . A *Adjusted base to 12 from 8 groups of consumption.
monetary policy stance, but it is not so clear that it will do so. Sources: Scotiabank Economics, INEL.

—Mario Guerrero
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