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Latam Daily: Chile, Colombia and Mexico Release New
Data; BCRP Decision Preview

¢  Chile: The government will issue USD 19.5 bn in sovereign bonds next year
« Colombia: Exports continue to decline in August

« Maexico: Private consumption stagnates in July; imported goods lead the annual
advance; Investment soared in July owing to construction

o Peru: Between cut or maintain
CHILE: THE GOVERNMENT WILL ISSUE USD 19.5 BN IN SOVEREIGN BONDS NEXT YEAR

On Tuesday, October 3™, the Ministry of Finance released the Public Finance Report (IFP)
corresponding to Q3-23, which reveals the main fiscal and macroeconomic projections
considered for the 2024 Budget Bill.

Next year, public spending will grow 3.5% with respect to this year (2.5% projected for the
GDP growth, optimistic compared to market expectations), which is compatible with the
fiscal commitment to reduce the structural deficit to 0.5% of GDP in 2026. It will be
possible thanks to export revenues (copper and lithium), new resources from the mining
royalty and expectations of an increase in copper production in 2024. With this, the
government projects an effective fiscal deficit of 1.9% of GDP in 2024. To finance the
deficit (around USD 8 bn), among other needs such as bond maturities (around USD 7.5
bn), the Ministry of Finance will issue public debt for USD 19.5 bn in 2024, even though the
Budget Bill authorizes a maximum level of USD21 bn. This would raise public debt as a
percentage of GDP from 38.2% projected for 2023 to 41.1% expected for 2024.

All of the above is based on an expansion of public spending of 2.2% in 2023, higher than
expected in the Q2-23 IFP (0.7%) and which would imply both a fall in total spending of
2% on average during the second half of 2023 and a higher effective fiscal deficit, from
1.9% to 2.3% of GDP. For its part, the Ministry of Finance projects 0% GDP growth in 2023,
lower than expected in the last IFP (+0.2%) but optimistic compared to market
expectations, the central bank (-0.3%) and our own (-0.5%).

—Anibal Alarcén

COLOMBIA: EXPORTS CONTINUE TO DECLINE IN AUGUST

The National Administrative Department of Statistics (DANE) released export data on
Tuesday, October 3. Monthly exports in August 2023 totaled USD 3.9 billion FOB, down
10.1% year-on-year (YoY) from August 2022. While this represents a smaller decline than
the declines in the past two months, the value of exports is still the third lowest of the
year, only above January and April’s exports, which did not exceed USD 3.7 billion in each
of those months (chart 1).

This result was again due to a YoY decline of 11.5% in exports of the group of fuels and
extractive industries, which totaled USD 2.0 billion FOB, primarily due to a fall in coal
exports, coke, and briquettes (-31.8% YoY) with a negative contribution of 9.9 pp to the
group’s variation. Similarly, exports of agricultural products, food, and beverages showed
a decline of 12.5% YoY, totaling USD 764 million FOB (explained by a decline in exports of
unroasted coffee of -30.3% YoY and a contribution of -10.8 pp to the group’s variation).

As for exports of the group of manufactures, they totaled USD 889 million FOB and
registered a decline of 9.7% YoY (due to lower exports of the sub-group of chemicals and
related products, which recorded a contraction of 20.7% YoY and a negative contribution
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of -8.7 pp). On the other hand, during August 2023, the group “other sectors” registered a Chart1

growth of 9.6% YoY, explained basically by the increase in sales of non-monetary gold with a Colombia: Total Exports
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In August 2023, exports of fuels and extractive industries participated with 51.1% of the total
FOB value of exports, while the manufacturing share was 22.5%, agricultural products, food,
and beverages 19.4%, and other sectors with 7.0%.

Thus, on a YTD basis, total exports were USD 32.7 billion FOB and registered a decline of
15.6% compared to the same period in 2022, driven mainly by the decline in external sales of
petroleum, petroleum products, and related products (-25.6% vs January-August 2022), and
a contribution of -15.8 pp to the group’s variation. The results of exports up to August

maintain the hypothesis of moderation in prices and volumes of export of basic products so

far this year compared to 2022, especially in exports related to oil and coal, generating 70 ! | ! ! ! ! |
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Traditional exports (related to coffee, oil, and mining, chart 2) contracted both in value and Sources: Scotiabank Economics, DANE.

pressure to reduce the trade deficit.

volume. YTD, traditional exports totaled USD 18.6 billion FOB, which represents a decrease of
-24.6% YoY, due mainly to lower international prices. Only during August, external sales were Chart2

worth USD 2.2 billion (a decrease of -15.6% YoY vs. August 2022, see chart 2 again). Colombia: Exports, Traditional vs
Non-Traditional

Among the components of traditional exports, coal exports decreased by 31.8% YoY in 200
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August 2022.

On the other hand, non-traditional exports reached USD 1.7 billion in August 2023, registering
a decline of 1.9% compared to the same period in 2022. However, during the period of January
—August 2023, non-traditional exports reached USD 14 billion (+0% vs. 2022).

Concluding remarks

Finally, the fear of lower global demand (especially due to slower growth in China) and the reduction in commodity prices compared to the
previous year continue to weigh on lower export earnings from traditional exports such as oil, coal, and coffee, placing them at their lowest
levels since mid-2021. As a result, the pace of reduction in the current account deficit could lose momentum in the coming months, despite
recent import data, which already show a decrease of close to 30% for the month of July.

—Sergio Olarte, Jackeline Pirajan & Santiago Moreno

MEXICO: PRIVATE CONSUMPTION STAGNATES IN JULY; IMPORTED GOODS LEAD THE ANNUAL ADVANCE

In July, private consumption moderated its pace in real annual terms, from 4.3% to 4.0%. National goods fell -1.0% (-2.8% previously), due to a
slower pace of semi-durable and non-durable goods, although durable goods presented a strong increase of 19.6% (14.4% previously), in
addition, services moderated to 3.0% (previous 5.5%). Imported goods slowed down 19.4% (22.3% previously) but maintain important positive
variations in their three components. In its seasonally adjusted monthly comparison, private consumption stagnated at 0.0% (0.4% previously),
derived from the fact that services fell -0.6% and imported goods -1.1%, despite a rebound in domestic goods (1.4%, see chart 3).
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The evolution of household spending on consumer goods and services has maintained significant increases for 29 consecutive months, with
consumption of imported goods far exceeding the other components, while national goods have shown some weakness in recent months,
due to five months of negative annual readings. On the other hand, national services, which experienced a deeper decline during the
pandemic, are barely surpassing pre-crisis levels. We expect private consumption to continue showing positive annual variations, as it has
done in previous months, because the outlook for economic growth continues to increase, although the indicator is expected to be
pressured by the effect of restrictive monetary policy by the end of 2025.

INVESTMENT SOARED IN JULY OWING TO CONSTRUCTION

Also in July, gross fixed investment accelerated on an annual basis, from 28.8% y/y to 29.1% y/y. Machinery and equipment moderated
19.8% y/y (20.5% previously); in particular, the imported subcomponent fell to 21.3% y/y (31.1% previously), while the domestic
subcomponent rose 17.5% y/y (6.4% previously). Construction soared to 37.4% y/y (37.1% previously), non-residential construction stood at
71.1% (71.5% previously) and residential construction at 3.5% (0.5% previously). In the seasonally adjusted monthly comparison, GFI
moderated to 0.5% m/m (3.3% previously), machinery and equipment fell -0.9% m/m (2.0% previously), and construction moderated 1.9%
m/m (4.5% previously, chart 4). Despite the year-over-year gains, these strong increases have been supported also by the change in base
year to 2018. Additionally, we highlight that investment has already surpassed pre-pandemic levels, and that the upward trend will continue
in the following months.

In recent months, the GFl has shown a pronounced upward trend, adding twelve consecutive monthly increases, and twenty-nine months
of annual gains. This strong acceleration has been led during the year by soaring construction, especially by non-residential construction. In
addition, public construction continues to show greater progress than the private component of the indicator. Thus, we believe that gross
fixed investment could hold a vigorous pace during the year, as the flagship public investment projects of the current administration
continue, although also supported by the more favourable outlook for nearshoring (chart 5).

Chart 3 Chart 4 Chart5
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—Miguel Saldaiia & Brian Pérez

PERU: BETWEEN CUT OR MAINTAIN

The BCRP began its interest rate reduction cycle in September. Yes, it was the beginning, but in its statement, it also highlighted that this
did not necessarily imply continuous cuts in interest rates. Based on this, our base scenario contemplates the possibility that the BCRP
maintains its reference rate unchanged at 7.50% this Thursday. Added to this are the signs of caution recently expressed by Governor Julio
Velarde, regarding the impact on prices due to the proximity of a more intense-than-expected El Nifio event, delaying reaching the inflation
goal, initially planned by the BCRP for the first months of 2024, for a few more months. In the past, Governor Velarde has indicated that the
worst mistake would be to lower the interest rate and then raise it. He has also pointed out that Peru maintains the lowest real rate in the
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Pacific Alliance and Brazil and that he would be in no rush to lower it. However, these statements have not been conclusive since the cycle of
interest rate cuts began in September. Perhaps the weakness of the economy tipped the balance.

The statistical factor also plays in its favour. We foresee stable interannual inflation for October—around 5%—since of the last three
months of the year, the one with the least comparison base effect is October. If any month is preferred to pause—and thereby consolidate
the signal that it is not a recurring cycle of rate cuts—it would be October. Although inflation in September was close to 0% m/m, the result
was explained by the fall in prices of two highly weighted products. Without them, inflation would have been 0.27% m/m. In the past, the
BCRP has executed a strategy of staggered cuts (events 2017 and 2019), so it would not attract attention if it used it again.

However, there are also counterarguments that make a new 25bps cut likely, so we would not be surprised to see the key rate at 7.25%, as
expected by the market consensus, according to a Bloomberg survey. Inflation came in below expectations in September and reached the
5% we expected for the entire year. Core inflation also continues to slow, and it is very likely that inflation expectations, which are mainly
adaptive, will also reflect that direction.

In its September forecast report, the BCRP changed its El Nifio scenario from weak to moderate, although the probability of a strong El Nifio
scenario continues to rise. The uncertainty due to the impacts of El Nifilo makes us remain cautious, although we have been evaluating the
revision of our inflation and interest rate forecast for the 2023-2024 horizon.

—Mario Guerrero
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