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Economic Overview: First Latam Inflation and G10
Rate Decisions of 2024

« An eventful week of key global data, escalating geopolitical risks, and rate cuts
pricing pushback by central bankers weighed on market sentiment over the
past few days, taking Latam assets along for the ride. Next week may be a bit
more of the same, with rate announcements from the BoC, ECB, and BoJ,
among others, as well as global PMI data for the first month of the year and US
GDP/PCE set to influence markets in the Pacific Alliance and Brazil.

« Maexico and Brazil kick off the release of 2024 inflation data next week, but
economists think inflation will only slightly decelerate in each of these
countries, perhaps providing only limited value to Banxico and BCB
expectations that, at the moment, look fairly settled. Mexican economic activity
figures for November should show a decelerating, but still solid, economy.

« Chile PPl data and the BCCh'’s survey of economists are also worth a look as
more analysts may be coalescing around a greater than 75bps cut by the
central bank in late-January. In today’s weekly, our team in Chile outlines the
current state of reform processes in the country. Colombia’s calendar has
second-tier releases on tap while Peru’s is bare of data and events.

It hasn’t been an easy week for markets, with multiple headwinds over the past few
days triggering risk-averse trading globally. Trump’s landslide victory in lowa’s
Republican primary on Monday, Tuesday’s somewhat disappointing Chinese GDP data
with no clear way out and a slide in local equities, the growing conflict in the Middle
East and its impact on maritime trade, and inflation beats in Canada and the UK
alongside hawkish central bank speakers and a strong US retail print all soured global
sentiment—and Latam sentiment, where local developments proved more secondary.

At writing, all global currencies of note are recording losses since Friday, but one size
does not fit all across the performance of Latam FX, which helps to contextualize the
response of local markets to external vs internal events, as domestic bourses were
generally offered and local debt tracked global rates. Some regional currencies fared
ok, like the CLP and COP that are only slightly weaker over the period, resisting the
USD-positive trend in contrast to losses of ~1.5% in the MXN, PEN, and BRL.

The CLP’s performance this week looks better on net terms than it does on the charts,
however. Losses in the currency since around mid-December continued through
Wednesday to take the USDCLP to its highest levels since October through 930 pesos.
As flows called the shots on the way up for the cross, they did on the way down to the
910 area at writing. Thursday’s FinMin’s announcement of a reduction in planned USD
sales over Q1had no real impact on the currency. In the case of the COP, better than
expected November economic activity and retail sales data, and a decent rise in crude
oil prices were supportive, but investor flows played a key role in the COP’s
outperformance. S&P’s rating outlook change from ‘stable’ to ‘negative’ for Colombian
sovereign debt and Ecopetrol on Thursday was a brief drag on the currency at the
start of the Friday session, but this impact faded shortly after the open.

The MXN’s decline is understandable, all things considered. Higher odds of a Trump
victory with resulting protectionist and tough-on-immigration policy is a negative, as is
arise in US yields on scaled-back cut bets—US10s are up ~25bps this week—that the
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Mexican peso is highly sensitive to. A big outflow of funds from an ETF tracking Mexican shares on Wednesday seems symptomatic of US
election anxiety; New Hampshire’s Republican primary on Tuesday awaits. The PEN’s and BRL’s performance looked generally aligned with
broad currency action, with neither the sol nor the real making much out of better than expected November GDP/economic activity prints
at home.

Next week presents another collection of key external events but also has important data in some countries in the region that will help us
refine expectations for the upcoming round of Latam central bank announcements. Outside of Latam, the BoJ, ECB, and BoC decisions will
likely set a hawkish tone ahead of the Fed the following week; officials in Norway, Turkey, and South Africa also decide on policy. US
policymakers will also get Q4 GDP and Dec PCE data, and markets will follow global PMI releases for January.

In Latam, Mexico’s calendar is the busiest of all. The week will kick off with the results of the bi-weekly Citibanamex survey of economists
that last showed the median expecting a year-end Banxico rate of 9.25%; one wonders whether the recent reassessment of Fed cut
expectations has influenced the view of Mexico economists. On Wednesday, we get the main data releases of the week in November
economic activity and H1-Jan CPI.

INEGI's early economic indicator tees up a 3.1% y/y rise in output that if translated into next week’s IGAE data would represent the slowest
pace of year-on-year growth in Mexico since April's 1.7% rise, with primary and secondary sectors expected to be behind the deceleration in
November. Retail sales data for the month published on Friday disappointed, increasing the chance of the IGAE reading undershooting
INEGI's ‘nowcast’. The first Mexican inflation reading of 2024 is expected to show only a minor deceleration in prices growth towards the
4.6/7% yly zone from 4.86% in H2-Dec thanks to a correction lower in food inflation that jumped in the final month of 2023; core inflation
should also fall a couple of decimal points from 4.98% prior. Thursday’s unemployment data and Friday’s international trade figures, both
for December, should not be major market moves

Brazil's IPCA-15 Jan inflation data are also on tap at the end of the week, but there’s practically no deceleration in headline inflation
expected, to hold around 4.7% y/y. It won’t be the kind of print that changes the BCB’s near-term path in either direction, however, and
Brazilian markets may end up paying more attention to developments on the fiscal front as FinMin Haddad continues to encounter
resistance in Congress to his plans to reach a zero primary deficit in 2024.

Chile’s December PPI data may provide some colour into the big miss in inflation for that month (3.9% vs 4.4% median) as well as what may
await for prices growth. Friday’s BCCh economists’ survey results will likely show more respondents aligning with our view of a BCCh cut
greater than 75bps at its decision on the 31%%. In today’s report our team in Chile discuss recent developments on the reform front.

The rest of the region’s calendars are all rather quiet or only have second-tier figures to monitor. Colombian November imports data and
December industrial and retail confidence could give us a feel of the state of domestic demand in the country, but look stale with November
economic activity and retail sales data already at hand. Peru’s schedule is bare of key releases or events.
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Pacific Alliance Country Updates

Chile—Status of Structural Reforms

Waldo Riveras, Senior Economist
+56.2.2619.5465 (Chile)
waldo.riveras@scotiabank.cl

Fiscal Pact: progress on tax reform and pro-growth measures

Reduction of tax evasion and avoidance: During the week of January 22", the government will present the project on Tax Compliance
(anti-evasion and avoidance measures). There is political willingness to address these issues, but the expected collection of these
measures (1.5% of GDP) would be overestimated according to some political parties.

Reduction of corporate tax: The proposal is still under discussion and elaboration and may be released in March. Measures are being
evaluated to compensate for the lower tax collection due to the reduction in Corporate tax.

Increase in personal taxes: For the time being there is no political agreement to increase personal taxes. The result of the plebiscite
does not change this assessment. However, a proposal to increase personal taxes is expected to compensate for the lower tax
collection, through higher taxation on personal income from capital and higher incomes. According to the contents of the fiscal pact,
the government will not insist on the proposals on wealth tax and tax on the stock of retained earnings.

Surprising new tax revenue (SQM-Codelco): During February, the government will deliver the estimate of additional revenues resulting
from this agreement. The magnitude of the additional collection would allow adjustments in the other sources of financing proposed by
the government (evasion and avoidance and personal taxes).

Increase in corrective taxes: There is a willingness to address these issues, but there is no bill yet. Initially, the government stated that
they do not expect to generate additional revenues with these measures, but we find it difficult that this is the case. CO2 sources and
"healthy" taxes (fats, salt, etc.) have been mentioned.

Mining royalty: as of January 1%, 2024 the new mining royalty law came into force. This law was approved in May 2023 after a four-year
legislative process, and seeks to collect 0.45% of GDP per year (USD 1.35 bn).

Pro-growth measures: This week, the government presented the first two bills contained in the “Fiscal Pact”, these are:

Intelligent Permitting System: The bill will enter congress next week and seeks to streamline and optimize permits for investment
projects, reducing total processing times by about 24%. It is indicated that, for large mining projects, the processing time could be
reduced by 45%.

Environmental Assessment 2.0: The project entered congress this week and aims to modernize the environmental assessment system.
It eliminates political instances such as the Committee of Ministers and advances the processes of citizen participation, among other
measures. Doubts arise due to the expected slow processing of this bill. It is estimated that after the approval of the law, the regulations
will have to be prepared, so it would take about two years for the reforms to enter into force.

Pension Reform: discussion of government proposals

Increase in the mandatory contribution of 6 pp charged to the employer: There is broad consensus on this issue.

Destination of the additional 6pp: There is no agreement yet on this issue. The government proposed 3pp to solidarity, 2 to individual
capitalization and 1pp to support female employment. This week, the government accepted the proposal of parties of the political
center, proposing a distribution of 3pp to individual capitalization and 3pp to solidarity.

Increase in the amount and coverage of the PGU: There would be agreement to increase the PGU (Universal Guaranteed Pension) to
$250 thousand and expand its coverage, as proposed by the government. It is politically costly for the parties to oppose this measure.

Reorganization of the pension industry: In the Chamber’s Labour and Finance Commissions, several rules were approved in general,
including:
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AFPs are eliminated and Private Pension Investors are created.
The State is allowed to participate as manager of pension fund investments.
A Pension Administrator is created for the tasks of support and collection, among other tasks currently performed by the AFPs.
A generational fund scheme is created.

A balance-based fee model is introduced, as opposed to the current model which is based on a percentage of salary (flow), among
other rules.

Timing of Reforms

Pensions: During January, the Chamber’s Labour and Finance Commissions would dispatch the Pension Reform bill for a vote in the
chamber. It seems easier in the Chamber of Deputies than in the Senate to approve the idea of legislating. Political fragmentation and
substantive differences in the project suggest that there will be no Pension Reform before the second semester 2024.

Taxation: () Projects of Environmental System and Sectorial Permits would be discussed and perfected in January. Approval in
chambers not before March/April; (Il) Tax Compliance Bill would be sent to congress on January 22" and its discussion would not begin
until March. Additionally, once the estimated revenues from the SQM-Codelco agreement are known, the other sources of revenues
(personal and corrective taxes) will have to be presented. Political fragmentation and substantive differences in projects suggest that
there will be no Tax Reform/Fiscal Pact before 4Q24.
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Latam Central Banks: Policy Rates and Outlook

January 19, 2024

Next Scheduled Meeting

BNS Forecast

Current Date BNS

End-2024

End-2025

BNS guidance for next monetary policy meeting

Brazil, BCB, Selic 11.75% Jan-31 11.25%
Chile, BCCh, TPM 8.25% Jan-31 7.25%

Colombia, BanRep, Tll 13.00% Jan-31 12.50%

Mexico, Banxico, TO 11.25% Feb-08 11.25%

Peru, BCRP, TIR 6.75% Feb-08 6.50%

9.00%
4.25%

7.00%

9.50%

4.25%

8.50%
4.25%

5.50%

7.50%

4.00%

We anticipate a 100 bps cut to 7.25% at the January meeting.

In December, the central bank kicked off the easing cycle with a cautious rate
cut of 25 bps. Economic contraction in recent months weighed in the balance
of risk of the central bank. The minimum wage increase was set at 12%, which,
in any case, is disinflationary compared with the increase registered in 2023
(16%). In January, some board members could put the possibility of a 50 bps
cut on the table. We think that in H1-2024, BanRep will have space to speed
up the easing cycle, given our expectation of a steep inflation correction.

Banxico minutes signaled that the Board could cut the target rate in the last
month of Q1 orin Q2. Private consensus stand for a first cut in March, in line
with Scotiabank's expectations. However, the minutes also emphasized the
importance of data dependent decisions. Upside risks in inflation remain, as
economic activity has gained momentum, and the procyclical fiscal policy for
2024 has lifted expectations of a higher demand. In this sense, the next
inflation prints, amid stickiness in the core component and setbacks in the
non-core items, will be highly relevant to consider the future the monetary
policy.

We expect a new interest rate cut of 25 bps in February after both inflation
expectations and core inflation returned to the target range. Weak economic
performance is also an influencing factor.

Sources: Scotiabank Economics, Scotiabank GBM, Bloomberg.
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Key Market Charts

Chart1

Latam Currencies Performance
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Latam Equities Performance
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Yield Curves
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Yield Curves
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Yield Curves
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Market Events & Indicators for January 20-February 2

BRAZIL
Date
Jan-22
Jan-23
Jan17-24
Jan-25
Jan-25
Jan-25
Jan 22-25
Jan-26
Jan-26
Jan-26
Jan-26
Jan-26
Jan-26
Jan-26
Jan-29
Jan-29
Jan-29
Jan-29
Jan-30
Jan-30
Jan-31
Jan-31
Feb-01
Feb-01
Feb-02
Feb-02
Feb 01-03

CHILE
Date
Jan-24
Jan-26
Jan 29-31

Jan 29-31
Jan-31
Jan-31
Jan-31
Jan-31
Jan-31

Feb-01
Feb-01
Feb 01-07

COLOMBIA
Date

Jan-22
Jan-22
Jan-23
Jan-23
Jan-31
Jan-31
Jan-31
Feb-01

Time Event
13:00 Trade Balance Weekly (USD mn)
6:00 FGV CPIIPC-S (%)
Formal Job Creation Total
6:00 FGV Consumer Confidence
6:30 Current Account Balance (USD mn)
6:30 Foreign Direct Investment (USD mn)
Tax Collections (BRL mn)
3:00 FIPE CPI - Weekly (%)
6:00 FGV Construction Costs m/m
6:30 Total Outstanding Loans (BRL bn)
6:30 Personal Loan Default Rate (%)
6:30 Outstanding Loans m/m
7:00 IBGE Inflation IPCA-15 m/m
7:00 IBGE Inflation IPCA-15y/y
6:30 Primary Budget Balance (BRL bn)
6:30 Nominal Budget Balance (BRL bn)
6:30 Net Debt % GDP (%)
13:00 Trade Balance Weekly (USD mn)
6:00 FGV Inflation IGPM y/y
6:00 FGV Inflation IGPM m/m
7:00 National Unemployment Rate (%)
16:30 Selic Rate (%)
6:00 FGV CPIIPC-S (%)
8:00 S&P Global Brazil Manufacturing PMI
7:00 Industrial Production m/m
7:00 Industrial Production y/y
Vehicle Sales Fenabrave

Time Event

7:00 PPIm/m

6:30 Central Bank Economist Survey
Unemployment Rate (%)

Copper Production Total (mt)
7:00 Manufacturing Production y/y
7:00 Industrial Production y/y
7:00 Commercial Activity y/y
7:00 Retail Salesy/y
16:00 Overnight Rate Target (%)

6:30 Economic Activity m/m
6:30 Economic Activity y/y
IMCE Business Confidence

Time Event
10:00 Imports CIF Total (USD mn)
10:00 Trade Balance (USD mn)
Industrial Confidence
Retail Confidence
10:00 National Unemployment Rate (%)
10:00 Urban Unemployment Rate (%)
14:00 Overnight Lending Rate (%)
10:00 Davivienda Colombia PMI Mfg

Forecasts at time of publication.
Sources: Scotiabank Economics, Bloomberg.

Period BNS
21-Jan --
19-Jan --
Dec --
Jan --
Dec --
Dec --
Dec --
23-Jan --
Jan --
Dec -
Dec --
Dec --
Jan --
Jan --

Dec --
Dec --
28-Jan -
Jan --
Jan --

31-Jan --
26-Jan --
Jan --

Dec --
Jan --

Period BNS
Dec -

Dec 8.6

Dec --
Dec 2.7
Dec -
Dec --
Dec -4
31-Jan 7.25

Dec 0.9
Jan --

Period BNS
Nov -
Nov --
Dec --
Dec --
Dec -
Dec --
31-Jan --
Jan --

Consensus

-400000

224750

Consensus

Consensus

-690

Latest
1390.6
0.49
130097
937
-1553.3
7779.6
179392
0.33
0.26
5654.95

-3.18
0.74
75
11.75
0.49
48.4
0.5

13
248544

Latest
-11

87

444905
45

27

-0.8
-24
8.25

0.33

January 19, 2024

BNS Comments

BNS Comments

New reduction of unemployment rate, in line with favourable seasonality.

Disinflationary surprise in December brings inflation convergence to

target by 1Q 2024.

1.22 Activity remains stable, with some recovery in Commerce.

35.68

Latest
5375.7
-960.2
=71
123
9.01
8.66
13

52

BNS Comments
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Market Events & Indicators for January 20-February 2

MEXICO

Date Time Event Period BNS Consensus Latest BNS Comments

Jan-22 Banamex Survey of Economists --

Jan-23 10:00 International Reserves Weekly (USD mn) 19-Jan - - 212723

Jan-23 12:00 ANTAD Same-Store Sales y/y Dec -- -- 53

Jan-24 7:00 Economic Activity IGAE m/m Nov -- -- -0.09

Jan-24 7:00 Economic Activity IGAE y/y Nov -- -- 424

Jan-24 7:00 Bi-Weekly CPly/y 15-Jan -- 476 4.86

Jan-24 7:00 Bi-Weekly CPI (%) 15-Jan - -- 0.48

Jan-24 7:00 Bi-Weekly Core CPly/y 15-Jan - -- 4.98

Jan-24 7:00 Bi-Weekly Core CPI (%) 15-Jan - - -0.01

Jan-25 7:00 Unemployment Rate NSA (%) Dec - - 2.71

Jan-26 7:00 Trade Balance (USD mn) Dec -- -- 629.94

Jan-26 7:00 Imports (USD mn) Dec -- -- 49621.5

Jan-26 7:00 Exports (USD mn) Dec -- -- 502514

Jan-30 7:00 GDP SAd/q 4QP -- -- 1.07

Jan-30 7:00 GDP NSAy/y 4Q P -- -- 331

Jan-30 10:00 International Reserves Weekly (mn) 26-Jan - - 212723

Jan-30 Mexican Public Balance (MXN mn) Dec -- -- -790.5

Jan-31 10:00 Net Outstanding Loans (MXN bn) Dec - - 5989.4

Feb-01 10:00 S&P Global Mexico Manufacturing PMI Jan - -- 52

Feb-01 10:00 Remittances Total (mn) Dec -- -- 4908.1

Feb-01 10:00 Central Bank Economist Survey --

Feb-01 13:00 IMEF Non-Manufacturing Index SA Jan -- -- 52.147

Feb-01 13:00 IMEF Manufacturing Index SA Jan - -- 49.8

Feb-02 7:00 Gross Fixed Investment SA m/m Nov -- -- 191

Feb-02 7:00 Vehicle Domestic Sales Jan -- -- 142959

Feb-02 7:00 Leading Indicators (m/m) Dec -- -- 0.01

Feb-02 7:00 Gross Fixed Investment NSA y/y Nov - -- 255

Feb-02 7:00 Private Consumption y/y Nov -- -- 5.22

PERU

Date Time Event Period BNS Consensus Latest BNS Comments

Feb-01 12:00 Lima CPly/y Jan -0.1 -- 3.24 Negative inflation in January due to reversal of food supply shocks and
lower local fuel prices.

Feb-01 12:00 Lima CPIm/m Jan 29 -- 0.41 Inflation would return to the target range sooner than expected.

Forecasts at time of publication.
Sources: Scotiabank Economics, Bloomberg.
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Scotiabank Economics Latam Coverage

Local Market Coverage

CHILE

Website: Click here to be redirected
Subscribe: anibal.alarcon@scotiabank.cl
Coverage: Spanish and English
COLOMBIA

Website: Click here to be redirected
Subscribe: Jjackeline.pirajan@scotiabankcolpatria.com
Coverage: Spanish and English
MEXICO

Website: Click here to be redirected
Subscribe: estudeco@scotiach.com.mx
Coverage: Spanish

PERU

Website: Click here to be redirected
Subscribe: siee@scotiabank.com.pe
Coverage: Spanish
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