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Latam Weekly: Inflation, Relative Prices, and Growth

FORECAST UPDATES

« New data on inflation, activity and output continue to challenge short-term
projections. See the table below for our country teams’ latest forecasts and their
notes on risks to the projections.

ECONOMIC OVERVIEW

« Inflation remains the biggest challenge facing Latam economies. But even as
central banks mobilize to contain price pressures and return inflation to target,
risks to growth remain.

e  Theserisks come from two sources: continuing large relative price shocks that can
introduce an inflationary impulse that could lead to output losses; and increased
uncertainty with respect to underlying relative prices that distort investment
decisions.

« Lower investment could set back efforts across the Latam region to reduce the
informal sector, which is characterized by low productivity and low wages, thereby
impeding development.

o These effects underscore the importance of the inflation, relative prices, and
growth nexus.

PACIFIC ALLIANCE COUNTRY UPDATES

«  We assess key insights from the last week, with highlights on the main issues to
watch over the coming fortnight in the Pacific Alliance countries: Chile, Colombia,
Mexico, and Peru.

MARKET EVENTS & INDICATORS

« A comprehensive risk calendar with selected highlights for the period February 19-
March 4 across the Pacific Alliance countries, plus their regional neighbours
Argentina and Brazil.

Chart of the Week

Chile: Monetary Policy Rate
and Market Expectations
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Forecast Updates

2020 2021 2022 2023
Argentina Q4 Q1 Q2 Q3 Q4e Q1if Q2f Q3f Q4f Q1if Q2f Q3f Q4f 2020 2021e 2022f 2023f
Real GDP (y/y % change) -4.3 29 17.9 1.9 28 19 1.0 2.1 22 26 1.4 3.1 3.1 -9.9 7.6 18 26
CPI (y/y %, eop) 36.1 426 50.2 52.5 50.9 452 419 39.8 36.5 345 325 31.6 30.6 36.1 50.9 36.5 30.6
Unemployment rate (%, avg) 11.0 10.2 9.6 8.2 85 10.0 9.9 9.8 9.6 95 95 93 9.1 11.6 9.6 9.8 93

Central bank policy rate (%, eop) 38.00 3800 38.00 3800 3800 4400 4400 46.00 4200 40.00 3800 37.00 3600 3800 3800 4200 36.00
Foreign exchange (USDARS, eop) 84.15 9199 9572 9874 10274 11480 12590 14350 140.10 138.00 135.00 132.00 131.00 8415 102.74 140.10 131.00

2020 2021 2022 2023
Brazil Q4 Q1 Q2 Q3 Q4e Q1If Q2f Q3f Q4f Q1If Q2f Q3f Q4f 2020 2021e 2022f 2023f
Real GDP (y/y % change) -0.9 1.3 12.3 4.0 1.8 1.1 -0.2 1.3 1.6 2.4 2.2 23 25 -39 4.9 1.0 2.4
CPI (y/y %, eop) 4.5 6.1 83 10.2 10.1 9.6 8.6 7.3 5.8 3.6 33 3.6 35 4.5 10.1 5.8 35
Unemployment rate (%, avg) 14.2 14.9 14.2 12.6 13.5 131 12.8 1.9 1.8 1.2 10.7 10.3 9.9 14.2 14.1 12.4 10.5
Central bank policy rate (%, eop) 2.00 2.75 4.25 6.25 9.25 150 1225 1225 1225 1225 M.25 10.50 9.50 2.00 9.25 12.25 9.50
Foreign exchange (USDBRL, eop) 5.19 5.63 4.97 5.44 5.57 5.68 571 5.72 5.68 5.65 5.57 5.48 5.27 5.19 5.57 5.68 5.27

2020 2021 2022 2023
Chile Q4 Q1 Q2 Q3 Q4e Q1If Q2f Q3f Q4f Q1If Q2f Q3f Q4f 2020 2021e 2022f 2023f
Real GDP (y/y % change) 0.0 0.6 181 17.2 13.0 8.8 6.7 0.1 -0.7 25 22 2.2 1.0 -5.8 12.0 35 2.0
CPI (y/y %, eop) 3.0 2.9 3.8 53 7.2 7.9 7.8 6.4 4.5 3.6 3.4 3.1 3.0 3.0 7.2 4.5 3.0
Unemployment rate (%, avg) 10.3 10.4 9.5 8.4 7.2 6.4 6.4 6.3 5.7 6.1 6.2 6.2 5.7 10.9 8.9 6.2 6.1
Central bank policy rate (%, eop) 0.50 0.50 0.50 1.50 4.00 7.00 7.00 7.00 7.00 6.75 6.25 5.50 4.50 0.50 4.00 7.00 4.50
Foreign exchange (USDCLP, eop) m 719 734 810 852 800 800 790 780 770 760 750 750 m 852 780 750

2020 2021 2022 2023
Colombia Q4 Q1 Q2 Q3 Q4 Q1f Q2f Q3f Q4f Q1f Q2f Q3f Qaf 2020 2021e 2022f 2023f
Real GDP (y/y % change) -3.6 0.9 181 13.5 10.8 51 7.8 29 2.0 34 4.0 3.9 3.7 -7.0 10.2 4.5 3.7
CPI(y/y %, eop) 1.6 15 3.6 45 5.6 7.3 6.6 6.0 53 34 33 33 33 1.6 5.6 53 33
Unemployment rate (%, avg) 13.8 15.8 15.0 129 n.2 n2 9.6 10.7 10.9 1n.2 9.8 10.8 10.8 16.1 13.7 10.8 10.7
Central bank policy rate (%, eop) 1.75 1.75 1.75 2.00 3.00 4.50 5.00 5.75 5.75 5.75 5.75 5.75 5.75 1.75 3.00 5.75 5.75

Foreign exchange (USDCOP, eop) 3,428 3663 3,755 3809 4,065 4054 3933 3770 3,755 3,750 3,690 3,650 3,600 3,428 4,065 3,755 3,600

2020 2021 2022 2023
Mexico Q4 Q1 Q2 Q3 Q4 Q1f Q2f Q3f Q4af Q1f Q2f Q3f Q4af 2020 2021e 2022f 2023f
Real GDP (y/y % change) -4.4 -3.8 19.9 45 1.0 21 1.6 1.6 23 1.5 1.6 1.7 2.1 -8.2 5.0 1.9 1.7
CPI (y/y %, eop) 32 4.7 5.9 6.0 7.4 6.3 5.7 53 4.7 4.0 38 3.6 3.7 32 7.4 4.7 3.7
Unemployment rate (%, avg) 43 43 4.2 43 37 4.0 4.0 39 4.0 39 39 39 3.8 4.4 3.8 4.0 39
Central bank policy rate (%, eop) 4.25 4.00 4.25 450 5.50 6.25 6.50 6.75 7.00 7.00 6.75 6.75 6.75 4.25 5.50 7.00 6.75

Foreign exchange (USDMXN, eop) 19.91 20.43 1994 20.64 2053 2013  20.82 2121 2152 21.69 2187 2184 2221 19.91 2053 2152 2221

2020 2021 2022 2023
Peru Q4 Q1 Q2 Q3 Q4 Q1f Q2f Q3f Q4f Q1f Q2f Q3f Q4f 2020 2021e 2022f 2023f
Real GDP (y/y % change) -1.3 4.4 41.9 1.4 3.2 2.7 25 2.1 33 2.8 3.0 2.8 25 -11.0 133 2.6 2.8
CPI (y/y %, eop) 2.0 2.6 3.2 5.2 6.4 6.5 6.5 5.1 4.2 4.0 36 3.4 3.0 2.0 6.4 4.2 3.0
Unemployment rate (%, avg) 13.8 15.3 10.3 10.0 7.8 8.2 8.0 7.5 7.5 8.0 7.8 7.5 7.0 13.8 10.7 7.8 7.6
Central bank policy rate (%, eop) 0.25 0.25 0.25 1.00 2.50 4.00 4.25 4.50 4.50 4.50 4.50 4.50 4.50 0.25 2.50 4.50 4.50
Foreign exchange (USDPEN, eop) 3.62 3.74 3.87 413 4.00 3.80 3.75 3.85 3.80 3.75 3.80 3.75 3.70 3.62  4.00 3.80 3.70

2020 2021 2022 2023
United States Q4 Q1 Q2 Q3 Q4 Qif Q2f Q3f Q4f Q1f Q2f Q3f Q4f 2020 2021e 2022f 2023f
Real GDP (y/y % change) -2.3 0.5 12.2 4.9 55 4.0 3.7 4.1 3.7 41 35 31 26 -34 5.6 39 313
CPI(y/y %, eop) 12 1.9 4.8 53 6.7 6.6 5.9 5.4 4.8 4.3 3.9 35 3.1 1.2 6.7 4.8 3.1
Unemployment rate (%, avg) 6.8 6.2 5.9 5.1 4.2 4.0 4.0 4.0 4.0 4.0 3.9 3.9 3.8 8.1 5.4 4.0 39
Central bank policy rate (%, eop) 0.25 0.25 0.25 0.25 0.25 0.50 1.00 1.50 2.00 2.25 2.25 2.25 2.25 0.25 0.25 2.00 2.25
Foreign exchange (EURUSD, eop) 122 117 119 116 114 112 1.10 1.09 1.08 1.08 1.09 1.09 1.10 122 114 1.08 1.10

Source: Scotiabank Economics.
Red indicates changes in estimates and forecasts since previous Latam Weekly on February 4, 2022.

Global Economics 2



Scotiabank. LATAM WEEKLY

February 18,2022

Forecast Updates: Central Bank Policy Rates and Outloo

Latam Central Banks: Policy Rates and Outlook

Next Scheduled Meeting Market Pricing BNS Forecast
Current Date  Market BNS 12mos 24mos End-2022 End-2023 BNS guidance for next monetary policy meeting
Argentina, BCRA, TPM, n.a. 42.50% n.a. na. 44.00% n.a. n.a. 42.00% 36.00% On Jan. 6, the BCRA raised its key benchmark rate by 200 bps from 38% to 40%.

Authorities reached on Jan. 28 an initial understanding with the IMF mission on the
broad parameters of a new program. The BCRA raised its policy rate again by 250 bps
to 42.5% on Feb. 17, in line with our longstanding forecasts. Further increases will be
needed in advance of or as part of an agreement with the IMF staff on the details of a
new program, which will likely include ARS unification, ahead of maturities falling due in
late-March. The IMF Board met informally on Feb. 16 to consider progress and the state
of the Argentine economy.

Brazil, BCB, Selic 10.75%  Mar-16  10.65%  11.50% 12.18%  10.40% 12.25% 9.50% The BCB hiked the Selic rate by 150 bps to 10.75% from 9.25% in the February meeting,
which is in line with Copom's reference scenario. Somewhat sticky inflation, alongside
US tightening could keep the Selic rate from falling as fast as the BCB would like, but
higher real rates benefit the BRL.

Chile, BCCh, TPM 550%  Mar-29 5.50% 7.00% 8.26% 5.07% 7.00% 4.50% We expect the BCCh to hike 150 bps in the March meeting, which will bring the
monetary policy rate to 7.00%.

Colombia, BanRep, TII 4.00% Mar-31 3.89% 4.50% 9.34% 7.04% 5.75% 5.75% Given recent significant upward surprise in January inflation numbers and revisions to
GDP, we see the risk of a new, higher terminal rate which BanRep may have to achieve
sooner.

Mexico, Banxico, TO 6.00% Mar-24 5.74% 6.25% 8.46% 8.01% 7.00% 6.75% For the meeting in March, we expect Banxico to hike 25 bps to 6.25%. We expect a

terminal monetary policy rate at 7.00%, with a risk of ending the year in 7.25%. Our
conviction relies on Banxico's latest inflation forecasts, that show an increase in both
general and core inflation mainly in 2022, and the Federal Reserve's monetary policy
stance.

Peru, BCRP, TIR 350%  Mar-10 n.a. 4.00% n.a. n.a. 4.50% 4.50% The BCRP could raise the reference rate by 50 bps to 4.00% at the March 10 policy rate
meeting in line with a hawkish forward guidance stance. We expect the BCRP to raise
the benchmark rate to at least 4.50% by year-end.

Sources: Scotiabank Economics, Scotiabank GBM, Bloomberg.
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Economic Overview: Inflation, Relative Prices, and Growth CONTRIBUTORS
e Sustained, high inflation in the Latam region would pose a threat to growth and -S’amésl "Ai:;e}’
development more broadly. Relative prices play a role in two key respects. 423;237_05'55; '
Scotiabank Economics
e  First, if prices are “sticky” downwards, large shifts in relative prices—like those iim.haley@scotiabank.com

seen in the pandemic—can impart an inflationary impulse that, if incorporated
into expectations, could lead to (higher) output losses as central banks return
inflation to target.

e Second, if inflation goes unchecked, changes in relative prices could become
masked by generalized price adjustments. The resulting uncertainty with
respect to relative prices may distort investment decisions—leading to
unproductive investments or a lower level of investment in aggregate.

e Lessinvestment in physical capital would impede efforts to bring workers from
the informal sector to more productive activities, setting back economic and

social development. Chart 1
THE GREAT INFLATION REDUX? Inflation
Recent editions of the Latam Weekly have focused on—some might say “obsessed ” { Yy % ehange v fcohrzzgzt 1"
over’—the importance of raising long-term growth rates. Given the seriousness of 50 | \ —> 110
the inflation problem now confronting the Latam region, many readers might argue I
this emphasis is misplaced. They would certainly be right to warn about high inflation 40 | \ | 6
and the risk that inflation expectations become unmoored from inflation-target \
anchors. 30 N 4
Each new week brings more data points that underscore the persistence of what 20 | 2
had been expected to be a “temporary” inflation problem. In Colombia, January Sﬁg;?,ulgi{sl_ " 10
inflation came in at the highest level since September 2016. And even where headline 10 + —ggifrhﬁi:SRHs |,
inflation moderated somewhat in January, as in Mexico and Peru, inflation M:rf]i’c%HRSHS
expectations continue to be ratcheted higher. In Chile, meanwhile, an expected 0 i i i i i -4

16 17 18 19 20 21 22 23

moderation of inflation in January did not materialize. Sources: Scotiabank Economics, Haver Analytics.

In short, the “temporary” inflation of mid-2021 clearly shows no sign of abating.
However, the current inflationary episode may yet prove transitory in a longer-term

perspective given the inflation-targeting frameworks by which most central banks Chart2

operate. To put it bluntly, this is not the mid-1970s, when central banks’ nominal Real GDP

anchors were slipping or largely non-existent. In the economic literature, that period 50 yiy % change torecast
has become known as the “Great Inflation.” And while there may be some similarities 0 | — prgentina ;
between then and now, the fundamental lesson of that time has not been forgotten; Brazil

those who predict a Great Inflation Redux may end up fighting the Fed. ZZ | —82:|:mbia

But it is precisely because of the risks posed by continuing high inflation that efforts w0l 'lgleerﬂco

to raise potential growth are so important. To state the obvious: a central bank

actively fighting inflation does not have the luxury of worrying about stabilization 0

policy. That is, stabilizing output around its potential level. The hierarchy of goals in 10 |

such cases is clear—even for central banks with formal or, what is more generally the 20

case, informal price stability and full employment dual mandates. The first order of 30 +

business is to contain inflation. Moreover, when inflation is at least partially driven by a0 L

supply shocks, the capacity of central banks to raise output is at best limited; at worst %6 17 18 19 20 21 22 23
counterproductive. Sources: Scotiabank Economics, Haver Analytics.
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At the same time, longer-term economic performance may suffer, as high inflation masks relative prices in the economy, and incentives
to save and invest are distorted. Such effects are not merely hypothetical. In fact, they may already be reflected in recent IMF forecasts,
which have been marked down, significantly so in some cases, in just the past few months (table 1). These downward revisions could be a
mid-course correction, as the Fund staff lowered what might have been overly optimistic projections based on the very rapid recovery in the
Latam region earlier in 2021. A comparison of the latest IMF forecasts to the projections of Scotiabank’s country teams suggests that is the
case (table 2). Nevertheless, the Fund staff clearly see cause for concern with respect to longer-term growth. Their policy prescription is
reforms to raise potential growth.

Table 1: Overview—IMF Latam Forecast Revisions

2020 2021e 2022f 2023f
Oct. Jan. Diff. Oct. Jan. Diff.
Argentina -9.9 10.0 25 3.0 05 20 25 05
Brazil -39 4.7 1.5 03 -1.2 2.0 1.6 -04
Chile -58 12.0 25 19 -0.6 1.9 1.9 0.0
Colombia -7.0 10.2 3.8 45 0.7 33 37 04
Mexico -8.2 53 40 28 -12 22 27 05
Peru -11.0 133 46 28 -18 45 3.0 -15
Sources: Scotiabank Economics; IMF WEO database; and Goldfain, Invanova and Roldos, IMF Blog Latin
America's Strong Recovery is Losing Momentum, Underscoring Reform Needs , January 31,2022.

Table 2: Overview—Scotiabank and IMF* Latam Forecasts

2020 2021e 2022f 2023f
Scotiabank IMF Diff. Scotiabank IMF Diff.

Argentina -99 10.0 1.8 3.0 -12 26 25 01
Brazil -3.9 4.7 1.0 03 0.7 24 16 038
Chile -58 120 35 19 16 20 19 01
Colombia -7.0 10.2 45 45 0.0 37 37 0.0
Mexico -8.2 53 1.9 28 -09 1.7 27 -1.0
Peru -11.0 133 26 28 -0.2 28 3.0 -02

* IMF January projections.
Sources: Scotiabank Economics; and Goldfain, Invanova and Roldos, IMF Blog Latin America's Strong Recovery
is Losing Momentum, Underscoring Reform Needs , January 31,2022.

Relative price effects are central to growth for two reasons. First, a spike in the price of durables, say, relative to the price of services can
exert an inflationary impulse. This is because prices are generally considered to be “sticky” downwards; that is, prices are far more flexible in
terms of going up in response to excess demand but decline more slowly and often require a condition of persistent excess supply to adjust
down.

Downward rigidity clearly violates the economist’s ideal of perfectly flexible prices, and the degree to which markets are characterized
by it may wax and wane according to changes in the structure of a market, such as degree of competitive pressures, the variability of
underlying demand, and even social norms. Regardless, a steep increase in the price of durable goods and decline in the demand for
services, like that which occurred in the pandemic, will have an appreciable impact on the price level as durables increase in price while the
price of services remains fixed.

In theory, the effects of the resulting shift in relative prices would dissipate over time, with little lasting impact on inflation, as service
prices fall (or rise by less than the pre-shock trend). And if the central bank holds fast to its nominal anchor, there should be no permanent
inflationary effects. But as noted above, the danger lies in the initial inflation shock becoming embedded in inflation expectations such that
it becomes more difficult for the central bank to return inflation to its pre-shock path without engendering a larger-than-expected output
loss—in other words, without triggering a recession.

Provided the central bank’s commitment to price stability is secure, the risks to growth from this relative price inflation may be well
contained. However, the longer that successive relative price shocks—augmented by generalized excess demand pressures—push some
prices higher, the greater the likelihood that these expectations shift higher. In this respect, central banks cannot rely solely on their
credibility; to retain that credibility, they must demonstrate they are prepared to act to preserve price stability. Arguably, that is why Latam
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central banks have acted more proactively than their peers elsewhere: with less experience with inflation-targeting and facing a wider range
of potential shocks, central banks in the region may have less leeway. Their challenge is finding the sweet spot in terms of monetary
tightening, tightening sufficiently to keep expectations anchored, so that inflation returns to target (chart 1), but not so much as to engineer
an unnecessary drop in output (chart 2). The forecasts of Scotiabank experts in the region assume that central banks succeed in this quest.

The second reason why relative price effects are important to growth is that, in practice, shifts in relative prices are the signal by which
resources are allocated in a well-functioning market economy. Inflation has a pernicious effect in this respect because it introduces
increased uncertainty with respect to relative prices. In an environment of high inflation, changes in relative prices are masked by a
confusing cloud of generalized price adjustments.

The danger in this situation is that investment decisions are distorted or delayed, with adverse effects for growth and development
more broadly. It is possible, for example, that scarce capital is channeled into areas that seemingly offer high returns in terms of output
gains, but which turn out to be unproductive when the veil of inflation is removed. Or productive investment could be delayed if inflation
introduces sufficient uncertainty with respect to relative prices and the returns from physical investment: firms may simply exercise the
option value of waiting until such time as the expected long-term returns from expanding capacity are clearer. In the limit, under conditions
of extreme inflation, productive investment may cease, as investors seek to preserve capital value from the corrosive effect of inflation,
opting for the security of inflation hedges, rather than take the risk of investing in plant and equipment.

Of course, political uncertainty, such as that which has prevailed in Peru (see the country notes below prepared by our country team in
Lima) and policy-induced uncertainty about which Scotiabank’s experts in Mexico City have written in past editions of the Latam
Weekly, also discourage investment. In this respect, with the added risk to growth from inflation, the potential costs of these effects are
even higher so that it is incumbent on governments to contain such uncertainty going forward.

Saving is also affected by inflation. Unexpected inflation can drive the real returns on savings down (or negative if the inflation shock is
sufficiently large). In such circumstances, individuals may choose to increase consumption rather than suffer the loss in real wealth. This
may generate a transitory bump in activity, but at the cost of reducing long-term growth.

These effects could have particularly serious impacts on the Latam region. In the first instance, this is because they would impair efforts
to reduce the informal sector, which is characterized by low-productivity, labour-intensive activities. As Scotiabank’s team in Bogota
highlight in the country notes below, the informal sector accounts for more than half of Colombia’s economy. Moving workers from these
low-paying jobs into more capital-intensive employment represents the most direct path to economic development because productivity
and wages are tied to the capital-labour ratio. But if inflation distorts and reduces investment, this capital-deepening effect is delayed.

This is why understanding the nexus between relative prices, inflation and growth is so important.

Global Economics 6
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Pacific Alliance Country Updates

Chile—Constitutional Assembly Drafting New Constitution

Jorge Selaive, Head Economist, Chile Anibal Alarcén, Senior Economist Waldo Riveras, Senior Economist
+56.2.2619.5435 (Chile) +56.2.2619.5465 (Chile) +56.2.2619.5465 (Chile)
jorge.selaive@scotiabank.cl anibal.alarcon@scotiabank.cl waldo.riveras@scotiabank.cl
Owing to the advance of the omicron variant, the daily number of confirmed COVID-19 Chart 1

cases has continued to increase sharply in recent days, reaching its highest level since the
Pl ys g g Chile: Monetary Policy Rate

beginning of the pandemic. The test positivity rate rose to 28%. The occupancy rate of ICU and Market Expectations
beds is increasing, while the COVID-19-related death rate rose to its highest level since July 9.0 o, forecast

2021. Meanwhile, the vaccination campaign reached 93% of the eligible population. The 8.0

rollout of booster (third) doses continues—reaching 12.2 million people—and the new 7.0

booster dose (fourth) is in progress. 6.0

5.0
On Tuesday, February 8, the statistical agency (INE) released the CPI for January, which

rose 1.2% m/m (7.7% yly), above both market consensus and our expectations. Along o
BCCh, Dec.21 range

with the January CPI reading, the index that excludes volatile elements also increased EES*

1.2% m/m—the second highest reading in the last 25 years, surpassed only in March ?Z E:f;ard
2008. Such increases were last recorded in the mid-1990s. The most volatile items, such as 00 ‘ | - MPR
food and energy, continued to fuel inflation, with increases of 1.6% m/m and 0.8% m/m, 2020 2021 2022 2023 2024
respectively. * EES = Economics Expectations Survey,

** FTS = Financial Traders Survey.

. . . . . . . . Sources: Scotiabank Economics, BCCh, Bloomberg.
In our view, this reading further complicates the inflationary situation observed over the

last year, exacerbating the already worrying de-anchoring of inflation expectations. Given this, in its next Monetary Policy Meeting on
March 29, the central bank is likely to significantly increase the benchmark rate, with a possible hike of between 100 and 150 basis points
once again under consideration. Market expectations also include new hikes in the benchmark rate for following meetings, above the

upper part of the central bank’s December corridor (chart 1).

On Friday, February 4, the Ministry of Finance (MoF) released its Public Finance quarterly report, corresponding to the fourth quarter
of 2021. A key change relative to the last report was the upward revision in the GDP forecast for 2022, which increased from 2.5% in
September to 3.5%. Scotiabank Economics also projects GDP growth of 3.5% this year.

Regarding the fiscal figures, the MoF is projecting a structural fiscal deficit of 2.8% of GDP for 2022 (compared to 3.9% of GDP in the
September projection) and an increase in public debt from 37.5% of GDP to 38.6%. In addition, the MoF announced the injection of
USD 4 bn to the Economic and Social Stabilization Fund (FEES) in January, which closed 2021 with USD 2.5 bn and with the injection now
totals USD 6.5 bn.

On Tuesday, February 15, the Constitutional Assembly began discussion and voting on the first set of proposals coming from the
seven thematic commissions established to make recommendations to be included in the new constitution bill. On Tuesday, February
15, the floor of the Assembly voted, in general, on the proposals from the Justice Systems Commission, passing 14 of 16 proposed
principles, including legal pluralism, which in practice would allow indigenous communities to create their own conflict resolution systems.
On Wednesday, February 16, the Assembly voted, in general, on principles for the new constitution proposed by the State Form
Commission, including among others a regional, multinational and intercultural State, the creation of autonomous regions, and
autonomous indigenous territories. The Assembly is also scheduled to vote on the proposals of both Commissions, on an article-by-article
basis. Each proposal needs a two-thirds majority in the Assembly (103 votes) for approval. The final results of this process are unknown at
the time the Latam Weekly is published. However, if an initiative is rejected, it will go back to the original Commission to be discussed,
modified, and voted in the floor of the Assembly in a second round. This process will extend to April 28, at which point the Assembly will
have the final draft of a new constitution. After that, a Commission of Harmonization will ensure the consistency and coherence of the
approved norms.

In the fortnight ahead, on March 1, the central bank will release the January monthly economic activity index (IMACEC), for which we
expect an expansion between 11.5% and 12.5% y/y.
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Colombia—Good Fundamentals Behind the Political Noise

Sergio Olarte, Head Economist, Colombia Jackeline Pirajan, Economist

+57.1.745.6300 Ext. 9166 (Colombia) +57.1.745.6300 Ext. 9400 (Colombia)
sergio.olarte@scotiabankcolpatria.com jackeline.pirajan@scotiabankcolpatria.com

The COVID-19 crisis not only produced the most significant economic contraction in Chart1

Colombia in the last 100 years but also revealed how vulnerable and weak the fiscal
accounts were. In fact, despite the severity of the 2020 recession, in which growth fell 7%,

Colombia: Latam Yield Curves
_—

-
o

the countercyclical expenditure of the government was only 3% of GDP. In contrast,
Colombia’s peers provided expenditure support of more than 12% of GDP. Meanwhile,
markets and international rating agencies downgraded Colombia’s assets to non-investment
grade. As a result, the COLTES curve deteriorated on average by 280 bps in 2021—40 bps
more than Peru’s yield curve and 80 bps more than Mexico’s, while the COP depreciated 8%
more than the currencies of these peers (chart 1). However, in the aftermath of the crisis,
Colombia has been able to recover at a faster pace and with apparently more stability than

N W A~ O OO N 00 ©

Vexi
its regional peers, given the resilience of private demand, which has brought higher tax Cj,f)';(’bia
collections that drove public debt as a share of GDP three percentage points lower than giflu
1 — ile
projected in 2021.
0 — : . .
Unfortunately, this good news in terms of growth and the fiscal accounts has not yet been 8 § § 5 3 § g 33 % S 5
N N N N N N N N N N N N
incorporated in asset prices and expectations regarding the medium-term outlook. The Sources: Scotiabank Economics, Bloomberg.
yield curve continues discounting a weak fiscal scenario, while the COP is one of the worst- Chart 2
performing currencies in the region (chart 2). While the new more hawkish tone from the . .
Federal R d other devel q | banks aff o | th Colombia: Latam Currencies
ederal Reserve and other developed central banks affects asset pricing, along wit 125 [ index Dec. 2020 = 100
geopolitical issues between Russia and Ukraine, those effects should hit markets across the
. . . 120 |
peers and not only Colombia. So why have Colombian assets fared worse than peers in the
past couple of months? We think that the upcoming electoral season may be to blame. 115 |

In this respect, the next president must introduce fiscal and labour reforms to consolidate 110 |

the recent good news in terms of financial accounts and economic activity. But there is still 105 |

considerable uncertainty regarding the possibility and willingness of the new president to f

implement a fiscal reform that would make current expenditures more flexible, increase tax 100
collection by at least 1.5 ppts of GDP, and enhance the flexibility of the labour market to 95

increase the formal sector and raise productivity. Currently, the informal sector accounts for

. . . ) 90— — — .
more than 50% of the economy, while productivity has declined for the last five years. L - - - N o
N U R N (N

. . . . . . . § 3855539883368 T%
We think markets are unlikely to incorporate economic and financial good news into SL=2<s3573In00%z05u0

. . e . . . .. . . Sources: Scotiabank Economics, Bloomberg.
Colombian asset pricing until the elections are behind us. Moreover, volatility will continue 9

at least until the first round of the presidential election (May 29). That said, markets will likely come to realize that, while the Colombian
congress has no majority, close to 80% of the congress members are market-friendly, which will ensure the status-quo prevails and
Colombia will continue to re-pay debts and welcome FDI and portfolio investment to the country. In addition, monetary policy tightening
will be at its final stages with y/y inflation on a gradual converging path to the target range. Therefore, though we anticipate volatile and
challenging market conditions in H1-2022, we think H2-2022 will bring calm to the markets, once we know congress and presidential
winners, have a better idea of how high international and domestic interest rates are likely to go, and a clearer idea of the possible labour
and fiscal reform that the next president will try to pass before congress.

Mexico—The Latest Employment Quarterly Survey Shows a Re-Composition in the Labour Market

Luisa Valle, Deputy Head Economist Miguel Saldaia, Economist
+52.55.5123.0000 Ext. 36760 (Mexico) +52.55.5123.0000 Ext. 36760 (Mexico)
Ivallef@scotiabank.com.mx msaldanab@scotiabank.com.mx

As of the last quarter of 2021, the labour market has recovered after the onset of the pandemic in the beginning of 2020. Although the
unemployment rate is higher (3.7% Q4-2021 versus 3.4% Q1-2020), this is explained by an increase in the working age population that has
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not been matched by the rise in the economically active population (EAP) or the employed population. In percentage terms, the
population over 15 years of age (working age) increased 3.5% while the EAP increased 3.06% (participation rate 59.7%) and the employed
population increased only 2.82%.

By economic activity, employment expanded in practically all sectors, except for transportation, communications, mail and storage;
miscellaneous services, and government and international organizations (-0.71%, -0.25% and -10.03%, respectively). It is worth noting
that, despite the effects of the pandemic on contact-intensive activities, the percentage of people employed in the tertiary sector
increased from 60.9% to 62.4%, with larger rises recorded for professional services, commerce and social services.

By gender, the economically active population grew by 2.87% for women, while that of men grew by 3.19%. With a higher population
growth, women continue to work less than men, which is reflected in a lower participation rate (45% women versus 76% men) in 2021 Q4.
Women also worked fewer hours (38.4 hours per week, while men worked 45.5 hours. In addition, the unemployment rate is higher for
women (3.8%) than for men (3.6%). Women account for more than 70% of the population working in the tertiary sector, the sector most
affected by the pandemic, which is one of the reasons why the recovery in the labour market has been better for men than for women.
Meanwhile, the proportion of women working in informal jobs (54.8%), which typically pay less and are subject to poorer working
conditions, is higher than that of men (49.1%).

In the aftermath of the pandemic, there has been a re-composition in the labour market, which led women to gain participation in
mostly male-dominated sectors. As of the first quarter of 2020, women'’s participation in the primary sector was 11.8%; by the fourth
quarter of 2021, participation increased to 14.2%. And in transportation and communications, women'’s participation increased from
12.53% to 14.06%.

In conclusion, although the labour market has maintained a good pace of job creation since the first shutdown, this pace has not been
enough to return to a pre-pandemic unemployment rate. In addition, labour market conditions for women are still far from closing the
labour gap.

Peru—A Truce of Sorts

Guillermo Arbe, Head Economist, Peru
+51.1.211.6052 (Peru)
guillermo.arbe@scotiabank.com.pe

After weeks of exchanging threats of impeachment and accusations of planning coups, Chart1 )
leaders of the Executive and Congress called for a ceasefire on February 16. Maria Alva, 0.0 'Pe"'x Flyscavl Ba’ancie N
who presides over Congress, denied allegations that the opposition had been meeting to 10 | | ‘ ‘
impeach the president, and decided to calm the political waters by expressing a willingness 20 |
to work with the Executive to “see what we can do together for Peru”. Two hours later, the a0 | ‘ ‘ ‘
Head of the Cabinet, Anibal Torres, stated that he agreed with Alva, and even apologizedto  ,, |
Congress if any of his “expressions” had exacerbated tensions between the two. Hopefully, 50 |
neither of the two had their fingers crossed at the time that they made their statements. 60 |
Given the levels of polarization in the country, and the different mindsets that prevail in 70 r
the two branches of government, one can wonder about the duration of the truce. But, 80 ¢
for the time being at least, the intentions of the two parties are believable, in part because 9.0 ¢

. . -10.0 L % of GDP, prior 12-mo.
both sides know that neither has the power to close the other down. e 8 8 8 8 5§ § §
Given the truce, it has become more likely, but not certain that the Torres Cabinet will ; ‘;’ —C> § é ‘;’ —g: 5’? g

receive the vote of confidence on March 8, when the Cabinet is scheduled to appear Sources: Scotiabank Economics, BCRP.

before Congress. What is more intriguing is whether the Executive and Congress are capable of forging a working relationship going
forward. This would require a significant change in behaviour, and a large quota of goodwill, on the part of both branches of government.

It seems much longer, but the Torres Cabinet has only been in place for ten days now (since February 8), and a lot of questions remain
regarding its composition. Minister Torres himself seems to have been appointed mainly because in his prior position as Minister of
Justice he had become the most vocal and loyal defender of the Castillo Regime. Other Cabinet designations seem to have been made
with an eye on appeasing enough parties in Congress to ensure that the Cabinet will get the confidence votes. President Castillo seems to
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have been especially keen on appeasing Peru Libre, four members of which now hold Chart2
Cabinet positions. This represents a shift away from the more moderate leftist group, Juntos
por el Perd, in favour of the more radical leftist party.

Peru: FX Rate 2022 YTD

4.05 r USDPEN
Significantly, the Ministry of Finance remains in capable hands. Oscar Graham, who

4.00 |
initially replaced Pedro Francke during the ephemeral four-day Héctor Valer Cabinet, is well Vasquez
known at the Ministry of Finance, where he spent twelve years, mostly as General Manager 395 1 Capinet Valer
of Financial Markets and Private Pension Funds. He is even better known at the BCRP, where  3.90 | Cabinet

he has worked in various positions for a total of 29 years. His 40 years of combined Torres

3.85 F Cabinet
experience at the central bank and Ministry of Finance is a strong CV and portend that the
Ministry of Finance will continue to provide policy reliability and continuity. 3.80
Since his designation, Minister Graham has met with the BCRP and the Banking 375 1

Superintendent for policy coordination. In early statements to the press, Minister Graham 3.70

has stressed that fiscal accounts will be prudently managed, building on the decline in the % E 'i § § E i

budget deficit over the course of 2021 (chart 1), and that the MEF is working on new fiscal s 8 8 38 8 £ &
. i Sources: Scotiabank Economics, BCRP.

rules for 2023-2026 to be sent to Congress in March, probably meaning a return to the pre-

COVID-19 fiscal deficit rule of 1% of GDP. Chart3

Peru: GDP Seasonally Adjusted

[ index Feb. 2020 = 100

Minister Graham has also stated his intention to encourage public investment, including
modifying the regulations for the Territorial Development Fund (Fondo Invierte para el
Desarrollo Territorial, FIDT) to improve the efficiency in its use by regional and local 100
governments.

With Minister Graham now at the helm, the Ministry of Economy and Finance (MEF) also
vetoed a Congressional Bill awarding a nearly unpayable PEN 42 bn to past participantsin &0
the defunct FONAVI housing fund, and suggested paring down the plan to PEN 6.6 bn.

70
Though it is early in his tenure, we are waiting to see if Minister Graham will back his
. . . . . 60
words that private investment needs to be promoted as the main driver of sustainable
growth with policy. There are also several topics, many coming from the previous MEF 50 -
P . ] . . . O O O O O O - T ¥ “ v —
administration, that Minister Graham has yet to address, including an investment schedule N g § g g g g g q o
. . . . . . $ 5653383888 259358 3
for new infrastructure projects, private pension fund reform, tax reform, increasing the L <S5 X0 auw <S5 0

minimum wage, and increasing the fiscal stabilization fund. In our view, he is less likely to Sources: Scotiabank Economics, BCRP, INEI.

pursue tax reform or a reform of the pension fund system than Pedro Francke was.

Minister Graham’s designation suggests that President Castillo is relying on properly managed economic institutions, even as Castillo
uses non-economic portfolios to build political support. However, Minister Graham'’s influence within the Cabinet and his relationship
with Cabinet Head Anibal Torres is not clear. Nor is it clear whether Minister Graham will have enough influence to ensure adequate
investment by other ministries, in particular the ministries of Transportation, of Health, and of Education, which are key in terms of
government infrastructure investment.

Markets have taken recent events in Peru quite well, considering the bout of instability early in the month. The FX rate appreciated
from USDPEN 3.85 on February 7 to 3.72 on February 17, as inflows from mining companies converting USD revenues to PEN to pay taxes
outweighed political concerns (chart 2).

Macro indicators have been mixed. GDP growth for 2021 came in at 13.3%, as expected. Growth in December was up 0.4% m/m (GDP
contracted in November), but only a weak 1.7% y/y, which is something we will probably have to get used to seeing in 2022. Nevertheless,
output returned to pre-pandemic level earlier than initially expected (chart 3). The fiscal deficit (12-months aggregate) hovered around
2.5% of GDP in January, continuing a strong downward trend. There is good and bad in the number. On the good side, tax revenue rose a
healthy 11% y/y. This should continue, as high metal prices persist. At the same time, public investment declined 19% y/y, the fourth
consecutive month of decline, which suggests that high investment growth early in the Castillo Government was likely inertial, whereas
current investment figures reflect the real government capability to invest. Thus, overall, in 2022 Peru continues to show a dual
personality, mixing the good with the bad.
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ARGENTINA

Date Time Event

Feb-21 Budget Balance (ARS mn)
Feb-22  14:00 Exports Total (USD mn)
Feb-22  14:00 Imports Total (USD mn)
Feb-22  14:00 Trade Balance (USD mn)
Feb-23  14:00 Economic Activity Index (m/m)
Feb-23  14:00 Economic Activity Index (y/y)
Feb-23 UTDT Leading Indicator

Feb-24  14:00 Shop Center Sales (y/y)
Feb-24  14:00 Supermarket Sales (y/y)

Feb-24 Consumer Confidence Index (%)
Mar-04 Central Bank Survey

Mar-04 Vehicle Domestic Sales Adefa
Mar-04 Vehicle Exports Adefa

Mar-04 Vehicle Production Adefa

Mar 1-4 Government Tax Revenue (ARS bn)
BRAZIL

Date Time Event

Feb-21 6:25 Central Bank Weekly Economist Survey
Feb-21  13:00 Trade Balance Weekly (USD mn)

Feb-22 6:00 FGV Consumer Confidence

Feb-23  3:00 FIPE CPI - Weekly (%)

Feb-23 6:00 FGV Construction Costs (m/m)
Feb-23  6:00 FGV CPIIPC-S (%)

Feb-23 7:00 IBGE Inflation IPCA-15 (m/m)
Feb-23 7:00 IBGE Inflation IPCA-15 (y/y)

Feb-23 7:30 Current Account Balance (USD mn)
Feb-23 7:30 Foreign Direct Investment (USD mn)
Feb-23  12:30 Federal Debt Total (BRL bn)
Feb-24 7:00 National Unemployment Rate (%)
Feb-24 7:30 Outstanding Loans (m/m)

Feb-24 7:30 Personal Loan Default Rate (%)
Feb-24 7:30 Total Outstanding Loans (BRL bn)
Feb-24 Central Govt Budget Balance (BRL bn)
Feb-25  6:00 FGV Inflation IGPM (m/m)

Feb-25  6:00 FGV Inflation IGPM (y/y)

Feb-25 7:30 Net Debt % GDP

Feb-25 7:30 Nominal Budget Balance (BRL bn)
Feb-25 7:30 Primary Budget Balance (BRL bn)
Feb 21-25 Formal Job Creation Total

Feb 22-26 Tax Collections (BRL mn)

Mar-02 13:00 Exports Total (USD mn)
Mar-02 13:00 Imports Total (USD mn)
Mar-02 13:00 Trade Balance Monthly (USD mn)

Mar-02 Central Bank Weekly Economist Survey
Mar-03  6:00 FGV CPIIPC-S (%)

Mar-03  8:00 Markit Brazil PMI Manufacturing
Mar-04  3:00 FIPE CPI - Monthly (%)

Mar-04  7:00 GDP 4Qtrs Accumulated (%)

Mar-04  7:00 GDP (g/q)

Mar-04  7:00 GDP (y/y)

Mar 2-4 Vehicle Sales Fenabrave

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

Period BNS
Jan --

Jan --
Jan --
Jan --

Dec -7.2
Dec 1.2

Jan --

Dec --
Dec --
Feb --

Feb -
Feb -
Feb --

Feb --

Period BNS

20-Feb --
Feb --

21-Feb -
Feb -
22-Feb --
Feb --
Feb --
Jan --
Jan --
Jan --

Dec --
Jan --
Jan --
Jan --
Jan --

Feb --
Feb --
Jan --
Jan --
Jan --

Jan --
Jan --
Feb --

Feb --
Feb --

28-Feb --
Feb -
Feb -
4Q --
4Q --
4Q 1.8
Feb --

57.4
525
71,000.0

229,673.0

Consensus Latest

-496,343.6
6,587.0
6,216.0

371.0

17
9.3

0.1
57.9

43
401

20,147.0
9,298.0
18,651.0

1171.9

Consensus Latest

1,035.1
741

0.9

0.6

0.4

0.6

10.2
-5,890.7
-3,935.2
5,614.0

11.6

19

4.4
4,684.2
13.8

1.8
16.9
57.3

-54.2

0.1

-265,811.0
193,902.2

19,635.0
19,849.4
-214.4

0.4
478
0.7
39
-01
4.0

126,486.0

BNS Comments

Though December reflects a seasonal slowing, end-
2021 activity was stronger than expected.

BNS Comments
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Market Events & Indicators for February 19-March 4

CHILE

Date Time Event Period BNS Consensus Latest BNS Comments

Feb-24 7:00 PPI(m/m) Jan -- -- 3.0

Feb-28  7:00 Commercial Activity (y/y) Jan - - 12.9

Feb-28 7:00 Copper Production Total (Tons) Jan - --  503,605.0

Feb-28 7:00 Industrial Production (y/y) Jan -- -- 1.7

Feb-28 7:00 Manufacturing Production (y/y) Jan -- -- 2.4

Feb-28  7:00 Retail Sales (y/y) Jan 20.0 -- 15.3 We forecast a two-digit growth for retail sales in
January, based on our high frequency indicators of
purchases with debit and credit cards, which
showed a superb dynamism last month.

Feb-28  7:00 Unemployment Rate (%) Jan 7.2 -- 7.2 We expect that the unemployment rate will keep at
7.2%, due to similar m/m dynamism in both
employment and work force.

Mar-01 6:30 Economic Activity (m/m) Jan -- -- -0.4

Mar-01 6:30 Economic Activity (y/y) Jan 12.0 - 10.1 We project economic activity expansion in the range
between 11.5% and 12.5% y/y for January.

Mar 1-7 IMCE Business Confidence Feb -- -- 534

COLOMBIA

Date Time Event Period BNS Consensus Latest BNS Comments

Feb-23 Industrial Confidence Jan -- -- 1.6

Feb-23 Retail Confidence Jan -- - 413

Feb-25 Central Bank Board Meeting

Feb-28 10:00 National Unemployment Rate (%) Jan 121 -- 11.0 It has been challenging for employment to recover

Feb-28 10:00 Urban Unemployment Rate (%) Jan 13.0 -- 11.6 to pre-pandemic levels. We expect in-person
activities to lead to better results in job creation at
the beginning of the year, supporting employment
to recover pre-pandemic levels.

Mar-01 10:00 Davivienda Colombia PMI Mfg Feb - -- 52.6

Mar-01 Current Account Balance (USD mn) 4Q 6,350.0 -- -5,119.7 The current account deficit could widen in 2021Q4
as higher prices remained, increasing the gap
between imports and exports. On the other side, we
expect FDI to continue to recover and become the
most important source of the current account deficit
financing.

Mar-03 10:00 Exports FOB (UDS mn) Jan -- -- 4,381.3

MEXICO

Date Time Event Period BNS Consensus Latest BNS Comments

Feb-22  10:00 International Reserves Weekly (USD mn) 18-Feb -- -- 201,438.0

Feb-22 Banamex Survey of Economists

Feb-24 7:00 Bi-Weekly Core CPI (%) 15-Feb 0.3 0.4 0.4

Feb-24  7:00 Bi-Weekly Core CPI (y/y) 15-Feb -- 6.4 6.3

Feb-24 7:00 Bi-Weekly CPI (%) 15-Feb 0.4 0.4 0.4

Feb-24  7:00 Bi-Weekly CPI (y/y) 15-Feb 7.2 7.2 7.0

Feb-24  7:00 Retail Sales (m/m) Dec -- -- 0.9

Feb-24  7:00 Retail Sales (y/y) Dec -- -- 5.4

Feb-24  10:00 Central Bank Monetary Policy Minutes

Feb-25 7:00 Economic Activity IGAE (m/m) Dec - - 0.4

Feb-25 7:00 Economic Activity IGAE (y/y) Dec -- -- 1.7

Feb-25 7:00 GDP Full Year (y/y) 2021 -- -- -8.2

Feb-25 7:00 GDP Nominal (y/y) 4Q -- -- 1.3

Feb-25  7:00 GDP NSA (y/y) 4QF -- -- 1.0

Feb-25  7:00 GDP SA (q/q) 4QF -- -- -01

Feb-25  7:00 Trade Balance (USD mn) Jan - - 590.4

Feb-25 10:00 Current Account Balance (USD mn) 4Q -- -- -4,070.4

Feb-28  7:00 Unemployment Rate NSA (%) Jan -- -- 35

Feb-28 10:00 Net Outstanding Loans (MXN bn) Jan -- -- 4,806.7

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

Date

Mar-01
Mar-01
Mar-01
Mar-01
Mar-01

Mar-02
Mar-02
Mar-02
Mar-02
Mar-03
Mar-04
Mar-04
Mar-04

PERU
Date
Feb-23

Mar-01
Mar-01

Time Event

10:00 International Reserves Weekly (USD mn)
10:00 Remittances Total (USD mn)

10:30 Markit Mexico PMI Mfg

13:00 IMEF Manufacturing Index SA

13:00 IMEF Non-Manufacturing Index SA

7:00 Leading Indicators (m/m)
7:00 Vehicle Domestic Sales
13:30 Mexican Central Bank Releases Inflation Report
Budget Balance YTD (MXN bn)
10:00 Central Bank Economist Survey
7:00 Gross Fixed Investment (%)
7:00 Vehicle Exports
7:00 Vehicle Production

Time Event
GDP (y/y)

10:00 Lima CPI (m/m)
10:00 Lima CPI (y/y)

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

Period BNS Consensus Latest BNS Comments
25-Feb -- --201,438.0

Jan -- -- 4,760.4

Feb -- -- 46.1

Feb -- -- 48.8

Feb -- -- 49.0

Jan -- -- -0.2

Feb -- -- 78,585.0

Jan -- -- -757.8

Dec -- -- 5.9

Feb -- --  216,630.0

Feb -- --  253,366.0

Period BNS Consensus Latest BNS Comments
4Q 3.0 - 11.4 Positive evolution led by sectors linked to

Feb 0.5 --
Feb 6.4 -

consumption, such as commerce and services,
thanks to the progressive increase in capacity in
commercial stores prior to the arrival of the third
wave of COVID-19.

0.0 We expect arise in fuel and food prices mainly.
5.7 Upward trend again, due to rising prices and
comparison base effect.
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