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Latam Daily: Brazil and Colombia Inflation

«  Colombia: April exports fell 31.5% y/y mainly due to lower commodity prices

Overnight markets traded on limited information, with a USD-positive, risk-offish bias in
early European trading interrupting the Asian markets lull, to then be unwound sharply
over the past three hours or so to turn the USD on its head, weaker against all major
currencies. We're keeping a close eye on moves in the Chinese yuan, as broad moves in
the USD in recent days have coincided with pivotal levels in the USDCNH cross. Overnight
the yuan rallied after weakening past 7.14, slowly losing to that level after weak exports
data.

To be fair, crude oil prices are also on a tear since around the U-turn in the USD started
and are now about $2.50 above yesterday’s lows and up ~1% on the day. Other
commodities also look well supported, iron ore is up 1.5% and copper has gained 0.8%
(the weaker USD may be helping). Rates markets are chopping around, but bear flattening
on net through overnight trading, while US equity futures follow moves in other markets,
but in somewhat contained ranges, to sit roughly unchanged on the day.

We have Latam inflation data today. Finally, after two somewhat uneventful days in the
region, but also from a global standpoint. This ignores the political intrigue in Colombia, of
course, where leaked audios of discussions between (now former) government officials
have left President Petro’s reforms effort on tenterhooks. Protests around the country are
expected today in support of the government’s reforms and the president, but broader
public backing of the administration continues to weaken and ‘market-unfriendly’
legislative pushes now look more unlikely. The Partido de la U (which recently left Petro’s
legislative alliance) has called for the government to delay its social reforms past the
current session which ends on June 20.

Turning back to today’s data, Brazil's inflation rate for May is seen marginally above 4% by
the median economist in data released at 8ET, falling from 4.18% in April. The slowing will
partly come on the back of a (roughly) halving in m/m price gains from 0.61% to 0.33%
expected. Yesterday’s IGP-DI data (which combines producer, consumer, and
construction prices) showed a steep decline in inflation in May, to =5.4% from -2.6% y/y in
April, and added to expectations that the BCB will cut rates very soon—though not yet in
June, with the first full cut of 25bps almost priced in for the August decision. In related
news, Brazil's senate economic affairs committee is set to vote on June 20 on two
nominees to the BCB, namely Galipolo as monetary policy director (who sounds
supportive of starting rate cuts soon).

Much later in the day, at 19ET, Colombia’s DANE will release its own prices data. Our
Bogota economists are eyeing a 12.6% y/y pace of headline prices growth (in line with the
Bloomberg median), down from 12.82% in April, with some downside risks owing to food
prices; core inflation is forecast little changed in the mid-11s (very high). Inflation has
peaked, so BanRep will be happy that readings come in lower each time and will thus hold
its policy rate unchanged this month, but they’re certainly not ready to clearly tee up
lower rates later in the year given double-digit prints—though FinMin and BanRep board
member Bonilla has shown his preference for this.

Global markets don’t have any major US data to look ahead to, but we have an important
event at 10ET with the Bank of Canada’s policy decision that looks too close to call
between another rate hold or the first 25bps increase since January; our official forecast is
for a 25bps hike. Chile’s president Boric is attending the first session of the constitutional
council today as work kicks off towards a new text.

—Juan Manuel Herrera
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COLOMBIA: APRIL EXPORTS FELL 31.5% Y/Y MAINLY DUE TO LOWER COMMODITY PRICES

DANE released the export data on Tuesday, June 6. Monthly exports for April stood at
USD 3.74 bn, a contraction of 31.5 % y/y (chart 1), the lowest level since September 2021
and posting the fourth annual contraction in a row. Traditional exports (related to mining
and coffee) drag the global export figure (-43.66% y/y), standing at USD 2.08 bn, which is
USD 0.5 bn lower than the average observed in the previous six months. Meanwhile, non-
traditional exports stood at USD 1.65 bn (-6,1% y/y), closer to the six-month average of
UsD 1.70 bn.

The weak result on exports reflected the context of lower commodity prices compared
with one year ago, especially for mining-related exports such as oil and coal. Previous
data is showing that trade deficit correction could lose steam in the forthcoming month.
The high statistical base of commodity prices is a headwind for exports in dollar terms,
that now could partially offset the effect of lower imports in the reduction of the external
deficit.

e Traditional exports contracted by 43.66 % y/y in April (chart 2). In April the weak
performance was a combination of lower exported volume and lower prices,
however, the former was the main effect. By components, coffee exports contracted
35.44%, explained by a more moderate volume (-20% y/y) but also by weaker
international prices. Qil exports fell 34% y/y, mainly due to a ~20% contraction in oil
prices, since volume contraction was only 4.03%. In the case of coal, the 59.1 % y/y
contraction was mainly due to volume contraction. On the other hand, ferronickel
sales showed a contraction of 57.3 % y/y, which is also a result of lower volumes.

e Non-traditional exports contracted by 6.1% y/y. Manufacturing exports contracted
by 1.5% y/y. Sales of other manufacturing products (-18.2% y/y) and chemical-related
products (-1.4%) contributed the most to the contraction. On the other side,
agricultural products such as palm oil (-35% y/y), flowers (-22.3% y/y), and bananas
(-34.5% y/y), moderated the performance of all the groups. However, non-traditional
exports remain close to historical highs.

All'in all, exports reflect the headwind from lower commodity prices, especially on oil
exports, which could prevent the trade deficit from further strong corrections. Either way,
the current account deficit in 2023 is expected to be significantly lower versus 2022,
which is a positive fundamental for the COP. The central bank estimates a current
account deficit of USD 14.69 bn (4.1% of GDP), and a USD 12.65 bn deficit only on the
trade balance of goods and services.
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