Scotiabank.

GLOBAL ECONOMICS

LATAM DAILY
November 29, 2023

Contributors

Juan Manuel Herrera

Senior Economist/Strategist
Scotiabank GBM

+44.207.826.5654
juanmanuel.herrera@scotiabank.com

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

Sergio Olarte, Head Economist, Colombia
+57.601.745.6300 Ext. 9166 (Colombia)
sergio.olarte@scotiabankcolpatria.com

Jorge Selaive, Head Economist, Chile
+56.2.2619.5435 (Chile)
jorge.selaive@scotiabank.cl

Eduardo Suarez, VP, Latin America Economics
+52.55.9179.5174 (Mexico)
esuarezm@scotiabank.com.mx

TODAY’S CONTRIBUTORS:

Jackeline Pirajan, Senior Economist
+57.601.745.6300 Ext. 9400 (Colombia)
jackeline.pirajan@scotiabankcolpatria.com

Miguel Saldafa, Economist
+52.55.5123.1718 (Mexico)
msaldanab@scotiabank.com.mx

Brian Pérez, Quant Analyst
+52.55.5123.1221 (Mexico)
bperezgu@scotiabank.com.mx

Latam Daily: Colombia Survey and Mexico Trade
Balance Recap; Peru Politics Watch

« Colombia: Citi Survey shows expectations split between a 25bps cut or a hold
ahead of December’s monetary policy meeting

« Mexico: Trade balance recorded a smaller-than-expected deficit of USD252mn in
October

The USTs rally kept going in Asia hours before European trading pumped the breaks on
the decline in yields and with that helped the USD to broad-based gains while having
limited impact on other asset classes. A combination (of uncertain weights) of short
covering, momentum chasing, month-end, and taking the Fed’s Waller’s dovish
comments yesterday a bit too seriously are all to blame for the rally. The G10 day ahead
has German inflation at 8ET and US Q3 GDP revisions (where anything goes) 8.30ET, and
some more central bank speakers, notably the Fed’s Mester; continue to keep an eye out
for OPEC+ leaks.

USTs are rather evenly bid across the curve by 3-4bps. The increase in cut bets is also
continuing today, as markets add another 5bps to end-2024 Fed cuts to see a cumulative
110bps in reductions (the first one is seen in May). The USD is heading into Americas
trading with positive momentum behind it but still sitting somewhat mixed against the
majors. The MXN is down 0.1/2% (aligned with the EUR and JPY) to undo Tuesday’s
equally small gains. SPX futures are about 0.3% higher. QOil is tracking a solid 1.5% rise to
its best levels of the week—and in fact its best levels since the OPEC+ meeting was
postponed on the 23rd—as traders shake off some OPEC disagreement fears ahead of
tomorrow’s gathering. Iron ore is up 0.9% (usual China story) and copper is only about
0.3% higher (after a 1.3% rise on Tuesday on supply tailwinds, see Panama and Peru).

Today’s Latam calendar is fairly quiet and the only marginally data point of note, Chilean
unemployment rate, already came in line with consensus (at 8.9%); note Congress
approved the 2024 budget bill yesterday. The release of Banxico’s quarterly inflation and
economy report at 13.30ET may outline in greater detail the bank’s outlook—and may
reinforce their recent less hawkish guidance. BanRep’s Gov Villar also speaks at an event
on the 2024 outlook. From a regional standpoint, developments in Peru look like the most
relevant for markets.

In Peru, workers at the Las Bambas mines began striking over pay yesterday, in a well teed-
up move. According to the union, the copper mine is running at about a fifth of its capacity.
The strike was originally set to last indefinitely but the union’s head said yesterday that
because labor authorities declared the strike as improper it will now conclude tomorrow. As
Fin Min Contreras highlighted yesterday, Peru would be in a deep recession were it not for
the mining sector. Mining and hydrocarbons GDP has risen nearly 10% y/y in the year to
Q3, compared to a 9%+ drop in construction, a 7% drop in manufacturing, and a sharp
slowdown in leisure GDP (e.g. hotels and restaurants to Q3 grew 3.4% y/y ytd versus 30.4%
yly ytd in 2022).

That’s one (small) Peru risk out of the way (at least temporarily), but the other, the flinging
of accusations between the attorney general and the president’s office continues as the
former faces serious corruption and influence peddling accusations—and she accuses the
president of being responsible for protesters deaths. In the meantime, Peru’s Congress is
(conveniently) pushing through the approval of a seventh withdrawal of pension funds.
While the government (and BCRP head Velarde) have opposed it, the executive seems to
be throwing in the towel and coming to terms with the fact that lawmakers will pass at
least a reduced version of initial plans in coming days.

—Juan Manuel Herrera
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COLOMBIA: CITI SURVEY SHOWS EXPECTATIONS SPLIT BETWEEN A 25BPS CUT OR A HOLD AHEAD OF DECEMBER’S MONETARY
POLICY MEETING

Citi’s November survey, which BanRep uses as one of its indicators for inflation expectations, the monetary policy rate, GDP, and the COP,
was published on Tuesday, November 28",

Key points included:

e  GDP projections deteriorated amid a weaker-than-expected third quarter. The 3Q-GDP growth was released on November 157 posting
an unexpected 0.3% y/y contraction, that could explain the deterioration in activity forecast for 2023 and 2024. For 2023, analyst
consensus projects a 1.08% y/y GDP expansion, 13 bps lower than the previous month’s survey. On the other hand, GDP growth
expectations for 2024 declined significantly (26bps) and now stand at 1.47% y/y vs the last expectation of 1.73% y/y growth. It is worth
noting that despite projections assuming a mild acceleration in economic growth, projections have been deteriorating for eleven
consecutive months.

e Inflation expectations were revised to the upside. On average, headline inflation is expected to be 0.48% m/m in November, bringing
annual inflation to 10.20% y/y. Expectations for the end of 2023 rose to 9.53% y/y (+4 bps vs the previous survey), while expectations
for 2024 increased to 5.20% y/y from 5.08% y/y in October. It is curious to see inflation expectations increasing since in the previous
month CPl inflation results were below expectations. On the other side, higher inflation expectations for 2024 probably incorporate

~n

risks around indexation effects, regulated price increases, and “El Niflo” weather phenomenon.

e Scotiabank Economics’ inflation forecast is lower than the analyst consensus. We estimate monthly inflation of 0.41% m/m and annual
inflation of 10.08% y/y in November. During this month, we anticipate gasoline and utility fee prices will lead inflation to the upside,
while food prices could remain under control. Tradable goods prices are also expected to give a breath in headline inflation amid lower
FX and retailers giving discounts to customers.

e Monetary Policy: opinions are very divided for  Chart1
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of economic wea kening. Sources: Scotiabank Economics, Citi Survey.

e  Finally, the exchange rate is projected to average USDCOP 4,113 by the end of 2023 (compared with USDCOP 4,179 in October) and
USDCOP 4,148 by the end of 2024 (compared with USDCOP 4,156 in October). Scotiabank Economics projections are still pointing to a
4250 pesos exchange rate for December 2023 and 4316 pesos for 2024.

—Sergio Olarte & Jackeline Pirajan

MEXICO: TRADE BALANCE RECORDED A SMALLER-THAN-EXPECTED DEFICIT OF USD252MN IN OCTOBER

In October, the trade balance reported a deficit of -$252.5 million dollars (chart 2), from -$1,481.38 million in September. Imports rose 1.8%
yly (-3.9% previously), highlighting capital imports 19.4% (19.6% previously), and consumer imports, which increased 20.5% (10.3%
previously), while intermediate goods dropped -3.1% (-8.8%). Exports bounced back to 5.6% y/y (-5.1% previously), as manufactures rose to
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5.3% (-6.6% previously), and automotive
exports rose 20.9% (3.7% previously). On a
cumulative basis, the YTD deficit was -$10,336
million (table 1). On the other hand, the deficit
of the oil balance was -$776.2 million dollars,
while the non-oil balance obtained a surplus of
$523.7 million.

During this year, the automotive sector has
been driving exports as numbers have rose
15.2% YTD (table 1again). However,
manufactures started the year very strong and
have moderated slowly to a cumulative annual
increase of 4.5% YTD. On the other hand,
agricultural and non-oil extractive exports have
remained more stable (+4.3% in both cases
YTD), while oil exports face a -16.3% YTD drop.

On the import side, cumulative numbers have
remained negative in the last three months,
with a -0.6% YTD drop in October. The
decrease comes from a -4.2% drop in
intermediate goods, despite a 21.9% YTD soar
in capital goods and a 7.8% in consumption
goods.

In the short term, we expect similar results, with
imports driven by consumption and capital
goods, and autos leading total exports (chart
3). We believe the current USDMXN, as well as
positive expectations for economic activity will
hold positive numbers for imports, whereas
manufactures and especially autos will remain
benefiting from resilient demand in the US
economy, as well as the advantage of the
USMCA and its geographical position, also
fostering expectations regarding nearshoring.

Chart2

Mexico: Exports and Imports
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Table 1: Mexico - Trade Balance

May-23 ]
Oct-23 1

November 29, 2023

Chart3
Mexico: Evolution of the
Value of Manufacturing
& Automotive Exports
160 [index February 2020=100 160
140 140
120 120
100 100
80 80
60 60
40 } Others 4 40
Manufactures
20 | Automotive 1 20
0 ———7————7———— 0
O O O ™ ™ N N N O o ™
AN AN AN AN AN AN AN AN NN NN
4 &t B & B L& B o <y
23030230230
Sources: Scotiabank Economics, INEGI.

Million of dollars Jan-Oct
Concept October

2022 | 2023 %yly 2022 | 2023 %YTDyly
Trade Balance -2,088 -252 -87.9 -27,739 -10,336 -62.7
Total Exports 49,199 51,974 5.6 479,129 493,511 3.0
Qil 2,800 3,195 14.1 33,676 28,175 -16.3
Crude 2,394 2,772 15.8 27,461 23,342 -15.0
Others 406 423 4.1 6,215 4,833 -22.2
Non-oil 46,399 48,779 5.1 445,453 465,336 4.5
Agricultural 1,524 1,710 12.3 17,344 18,086 4.3
Extractive 813 690 -15.1 7,488 7,810 4.3
Manufactures 44,063 46,379 53 420,621 439,441 4.5
Automotive 14,617 17,670 20.9 135,975 156,610 15.2
Non Automotive 29,445 28,709 -2.5 284,645 282,830 -0.6
Total Imports 51,287 52,226 1.8 506,868 503,847 -0.6
Qil 5,310 3,971 -25.2 64,449 45,579 -29.3
Non-oil 45,977 48,255 5.0 442,419 458,268 3.6
Consumption 6,630 7,992 20.5 67,901 73,216 7.8
Qil 1,320 1,117 -15.4 21,139 15,684 -25.8
Non-oil 5,310 6,875 295 46,762 57,532 23.0
Intermediate 40,352 39,094 -31 399,686 382,755 -4.2
Qil 3,990 2,854 -28.5 43,310 29,895 -31.0
Non-oil 36,362 36,240 -0.3 356,375 352,860 -1.0
Capital 4,305 5,140 19.4 39,282 47,875 219
T. Balance without Oil 422 524 241 3,034 7,068 133.0

Sources: Scotiabank Economics, INEGI.

—Meiguel Saldaia & Brian Pérez
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