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Latam Daily: BCRP Cut and Mexico IP Recap

o Peru: Rates forecast update—we see more cuts in 2024, inflation under control

«  Maexico: Industrial production recorded a smaller increase in November as
manufacturing contracted

PERU: RATES FORECAST UPDATE—WE SEE MORE CUTS IN 2024, INFLATION UNDER
CONTROL

Our 2024 rates forecast now assumes cuts totaling 250bps, higher than the 200bps we
projected previously. This means a terminal rate of 4.25% instead of 4.75%. Our base case
now contemplates recurring cuts of 25bps per meeting until Q4-24, when we expect a
pause once the real rate approaches the neutral level of 2%.

The board of Central Bank of Peru (BCRP) cut its key interest rate on Thursday, January
1th by 25bps, to 6.50%, in line with what was expected by market consensus, the
Bloomberg median, and our forecast at Scotiabank. In its statement, the BCRP once again
emphasized that the rate cut “would not necessarily imply a cycle of successive cuts in the
key rate,” although the possibility of a pause in the short term is increasingly less, due to
weaker signs of El Niflo and because inflation would return to the target range sooner than
expected.

The BCRP statement emphasized that both core inflation and 12-month inflation
expectations are already within the target range (between 1% and 3%) and reaffirmed the
forecast that headline inflation will reach the target range within the next few months.
This message confirms what Governor Velarde previously said about inflation being under
control. Core inflation returned to the target range in December 2023, standing at 2.9%,
after 24 months of remaining outside; while 12-month inflation expectations fell from 3.2%
to 2.8% in their last reading, returning to the target range after 29 months of remaining
outside.

The statement reiterated that since June 2023, a more marked downward trend in
inflation has been observed, as some of the transitory effects due to supply restrictions
dissipate. This reversal of supply shocks has been greater than expected. The first inflation
readings for January suggest that the return to the target range would occur sooner than
expected, after 31 months of remaining outside. These new conditions lead us to review
our 2024 inflation forecast from 3.5% to 2.4%. This new forecast considers a weak impact
of El Niflo on food prices—due to greater agricultural supply—and a moderate recovery in
consumption—mainly gastronomic. Likewise, it includes the update of controlled prices—
such as water prices—and indexed prices—education—and a relatively stable FX rate.
Likewise, it considers fuel prices that would continue low in line with a 2024 average oil
price expected by Scotiabank of US $81 per barrel. Core inflation would approach 2.5%,
remaining within the target range. In this regard, in its December report the BCRP reduced
its inflation forecast for this year from 2.4% to 2.3% and aimed at 2.0% for 2025.

The BCRP warned that leading indicators and expectations about the economy improved
moderately in December, but the majority remained in the pessimistic range. The
macroeconomic expectations survey reflects that the 2024 GDP growth forecast
remained stable at 2.3%, in line with our forecast. The sea temperature anomaly continues
to reduce in the first readings of 2024, due to which the intensity of El Nifio continues to
weaken, which is favourable for economic recovery. In line with this, the BCRP expects a
recovery of the economy, projecting a growth of 3%, because it expects a moderate
impact from El Nifio and no longer strong, and due to the reversal of the supply shocks of
2023. Governor Velarde has indicated that this recovery would be visible even from 2024-
1Q (+0.7%)
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Despite the cut in the policy rate to 6.50%, the real interest rate went from 3.6% to 3.7% (chart
1), maintaining the restrictive stance of monetary policy, and still well above of the neutral level
(2.00%), accumulating 17 months of contractive territory. The monetary policy stance was
maintained by reaffirming that, “if necessary, it will consider additional modifications to
monetary policy.” Based on our new inflation view, our rates forecast for 2024 now assumes a
cut of 250bps throughout the year, greater than the 200bps previously forecast, to 4.25%. Our
base case now contemplates recurring cuts of 25bps per meeting until 2024-4Q, when we
expect a pause once the real rate approaches the neutral level of 2%. Monetary conditions
showed a slight recovery in November, reflected in an expansion of liquidity (+0.3% y/y, after
four months in negative territory) and in a slight recovery of loans (+0.1% y/y, after two months
with zero variation), see chart 2. This trend would be more visible in the future, as the cycle of
interest rate cuts continues.

—Mario Guerrero

MEXICO: INDUSTRIAL PRODUCTION RECORDED A SMALLER INCREASE IN NOVEMBER AS
MANUFACTURING CONTRACTED

In November, industrial production rose to 2.8% y/y from 5.6% previously. Construction slowed
down 18.0% (28.1% previously), utilities 5.5% (6.8% previously), while manufacturing fell -0.3%
(1.1% previously) and mining -2.3% (0.1% previously). In the monthly comparison, Industrial
activity decreased -1.0% m/m from 0.6% previously, seasonally adjusted. Construction
dropped -2.9%, manufacturing -0.5%, while utilities decreased -0.4%, and mining -1.4%. On the
other hand, in the cumulative period from January to November production printed a real
annual increase of 3.8% YTD (charts 3 and 4).

Construction has already reached its highest annual pace in August, when it increased 30.0%
yly, and in the coming months it may increase still vigorously, but to a lesser magnitude. Within
this component, an increase of 15.4% YTD was observed in the January-November period,
highlighting the construction of civil engineering works at 79.1%.

It is also worth noting that manufacturing has been perceived as weak in recent months, in line
with the situation in the US sector, and related to the strength of imported goods in Mexico.
The exception to this is the transport manufactures, with a 10.0% YTD increase in real terms.
Even so, the cumulative increase of manufactures remains at 1.3%, and the components with
the worst performance have been wood products, textiles and clothing, as well as beverages
and tobacco.

We expect the index to continue reporting annual increases, although to a lesser extent, with a
moderate slowdown in construction, and a rebound in manufacturing pending on the
consolidation of projects due to nearshoring.

—Brian Pérez & Miguel Saldaiia
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