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Latam Daily: Colombian and Peruvian GDP Disappoint

« Colombia: Q1-23 GDP growth was weaker than expected by analysts
e  Peru: March brought showers, we expect April flowers

Asia hours saw a slight risk-off drift in trading that was reversed in early-European dealing
that also saw the USD flip from mostly higher to mostly lower on the day. Chinese data
again surprised to the downside across retail sales, industrial production, and investment
prints released in the early hours, to weigh on high-beta/commodity FX. Iron ore is
unchanged against a 1.2% drop in copper, while crude oil, also flat, is doing little of the
US’s small repurchase plans for its strategic petroleum reserve. US equity futures are
roughly unchanged as global markets watch debt ceiling headlines and retail sales data
due at 8.30ET.

The Latam release calendar does not present major market-driving data today, for the
countries that we often cover, but Uruguay’s central bank is expected to cut its monetary
policy rate by 25bps for the second consecutive time at 16ET. Brazilian services sector
data at 8ET and Colombian international trade at 11ET (note imports weakness) may be
worth a look. In Brazil, the focus may remain on the fiscal rule bill with the rapporteur’s
version expected today ahead of a possible vote tomorrow in the lower house.

—Juan Manuel Herrera

COLOMBIA: Q1-23 GDP GROWTH WAS WEAKER THAN EXPECTED BY ANALYSTS

Data released on Monday by Colombia's statistical agency, DANE, showed that
Colombia's real GDP grew by 3.0% y/y in 1Q-2023, below both consensus (3.4% y/y
according to Bloomberg) and our forecast of 3.5% y/y. Growth was +1.4% g/q on a
seasonally adjusted basis (chart 1), with positive contributions from financial and
insurance activities, leisure, and public services.

The economic activity data for 1Q-23 show that private consumption has been slowing
significantly in the durable and semi-durable goods categories, while basic consumer
goods, as well as services, register gains. In addition, DANE revised downward the path of
GDP for 2022, which implies that the speed of growth and overheating of consumption is
lower than that initially published by DANE. We believe that this is one of the signals that
BanRep will use to consider stopping the hiking cycle and leave the policy rate at 13.25% at
the next meeting.

Despite the deceleration, GDP growth results for Q1-23 reflect the resilience of the post-
Covid economy, especially in services sectors, which continue to record significant growth
amid a crowded calendar during the first quarter of the year full of large events and the
return of various typical festivities.

On the demand side, private consumption moderated, growing by 3.6% y/y in Q1, while a
year ago it grew by more than 11% y/y. Investment contracted 10.3% y/y, especially in
machinery and equipment (-8.0% y/y), along with buildings other than housing (-0.4% y/y).

According to the monthly indicator (ISE, chart 2), economic activity showed a still positive but
less strong variation of 1.6% y/y in March (+0.4% m/m, seasonally-adjusted). The highest
growth rate was in leisure (+14.8% y/y), finance and insurance (+10.2% y/y), mining and
quarrying (+5.8 y/y), and public administration (+2.6% y/y). Those that contracted were
construction (-4.6% y/y), commerce, transport, and restaurants (-2.6% y/y), and
manufacturing (-0.8% y/y). In seasonally adjusted terms, the negative balance was driven by
construction (-1.2% m/m sa), professional activities (-0.2% m/m sa), and commerce,
transportation, and restaurants (-0.1% m/m sa).
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Colombia: Economic Activity
Indicator (ISE)
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Colombia: GDP Q4-2022 By Sector
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Regarding the GDP Q1-23 performance from the supply side, we highlight:
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e The sectors that contributed the most in the first quarter were activities related to leisure (+0.8 ppt), financial and insurance activities

(+0.5 ppt), and manufacturing (+0.3 ppt).

e During the first quarter of 2023, the services sectors continued to outperform the sectors related to the production of goods (chart 3).

The largest expansions came from financial and insurance activities (+22.8% y/y) and leisure (18.7% y/y). The construction sector was
the one that contracted (-3.1% y/y) explained by the civil works component that registered a drop of -14.9% y/y during Q1-23.

e On aseasonally adjusted basis, mining was the sector that grew the most (+4.5% q/q) along with leisure and financial and insurance

activities, showing a strong rebound (+4.4% q/q in both sectors). However, the sectors that showed worse performance were the
construction sector (-1.3 g/q) and manufacturing (-0.6% q/q), especially due to a moderation in the demand for durable and semi-

durable goods (chart 4).

Expenditure side GDP Q1-23:

e Domestic demand contracted 0.1% y/y in 1Q-2023 (chart 5), reaching levels not seen since 2020. Likewise, on a seasonally adjusted basis,
domestic demand contracted -0.6% q/q sa for the second consecutive quarter.

e  Private consumption (+3.6% y/y) continued to contribute positively to growth, particularly on the component of services and

nondurable goods by households at 3.5 ppts and 0.5 ppts respectively (chart 6). In seasonally adjusted quarterly terms, private
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consumption posted a mild growth of 0.6% q/q sa. which is mainly explained by inflationary pressures and higher interest rates. As for
public consumption, it registered a fall of -0.2% y/y and presented a q/q variation of 7.4%, showing a greater execution of government
resources by the new government.

e Investment contracted 10.3% y/y during the first quarter of 2023. In seasonally adjusted terms, it also registered a 9.2% g/q drop, its the
lowest figure since 2020. This drop is mainly due to the component of machinery and equipment (-8.0% y/y), along with buildings other than
housing (-0.4% y/y). In seasonally adjusted terms, the largest decline occurred in the machinery and equipment sector (-6.2% q/q, s.a.), the
largest since the pandemic.

e  The real external deficit in Q1-23 represented 9.0% of GDP (chart 7). Exports grew (+5.1% y/y), while imports contracted (-7.5% y/y),
reflecting the impact of lower primary activities given lower production despite high external prices, which contributed to reducing the
negative external deficit.

Activity data for the first quarter of 2023 showed a sharper slowdown than expected by the analyst consensus, both on the supply side and
on spending. A moderation in the production and demand of durable and semi-durable goods is observed, while the sectors related to
financial activities, services, and leisure are the ones that have the most positively marked economic activity.

We expect the moderation trend to continue, so we believe that this is another signal for BanRep to make 13.25% the maximum rate of this
hiking cycle. Thus, our call is for rate stability at the June meeting, at 13.25%, until October, when we expect BanRep to start discussing rate
cuts.

—Sergio Olarte, Santiago Moreno, & Jackeline Pirajan

PERU: MARCH BROUGHT SHOWERS, WE EXPECT APRIL FLOWERS

March GDP growth disappointed, coming in at 0.2% y/y, below both our Table 1: Peru - March and Q1 GDP Growth by Sector (%)
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is hotels and restaurants.

March GDP growth was too weak to overturn the declines of February (-0.6% y/y) and January (-1.1% y/y). Judging from the negative data
for agriculture and commerce in March, growth in the month would have appeared to have been hampered by the El Nifio rains and
flooding.

April should be a more normal month, with no protests and more moderate rains. Early indicators for April suggest that the rebound will be
moderately stronger. Mining growth will subsist thanks to Quellaveco, agriculture will be less affected by rains, construction could hardly do
worse in April than March'’s sharp decline. Moreover, April was a much more normal month, with no special factors such as severe weather
or protests interfering. That alone should mean greater growth of at least 2.0%. Perhaps more.

Global Economics 3
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The issues that appeared in Q1 are already in our forecasts, and as a result, we are
maintaining our forecast of 1.9% growth for full-year 2023. The risk is that a more intense
El Nifio sever weather phenomenon is on the horizon. Peru’s El Nifio monitoring institution
released its May report giving El Nifio a 66% probability of occurring in the Southern
hemisphere summer that begins in December. It’s still too early to determine its intensity.

—Guillermo Arbe
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