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Latam Daily: Mexico Investment; Chile GDP and Peru
Inflation Recap

e  Chile: October GDP grew 0.3% y/y (-0.1% m/m), economic stagnation continues

«  Peru:Inflation surprises due to faster reversal of supply shocks and lower core
inflation

A busy week is starting out quietly in terms of overnight data, events, and headlines with
markets merely in consolidation mode, cashing in on Friday’s rallies. In the early-Europe
data round, Swiss inflation missed expectations by a wide margin and German
international trade disappointed in both export and import terms showing monthly
contractions. The G10 day ahead only has the ECB’s Lagarde at 9ET and final US durable
goods orders (alongside new data for factory orders) at 10ET, awaiting a flood of US data
that includes nonfarm figures on Friday. The BoC and RBA also announce policy this week.

USTs are bear flattening slightly in a broad selloff, with a 6/7bps increase in 2-10yr yields
that correct about a third of the declines on Friday on the combination of dovish central
bank speak, a 2.5% drop in crude oil, and an overreaction to ISM manufacturing, that was
then not challenged by Powell at his last pre-blackout appearance. European bourses are
down 0.2-0.5% in line with a 0.2/3% decline in SPX/Nasdagq futures. Oil is weaker again,
by 0.8%, touching off intraday lows under $73/bbl in WTI which is a near-20% decline in
Jan 24 contracts from the September peak. Iron ore and copper are down about 2% in a
reversal of Friday’s moves.

The USD is firmer against all key currencies, with some decent gains against high-beta FX
among which the MXN is down 0.5% but that only clears less than half of its strong 1.1%
rally on Friday—when the COP and CLP both led in the region thanks to 1.7% gains. The
PEN lagged its peers with only a 0.1/2% gain after inflation greatly missed estimates,
raising odds of a possibly larger BCRP cut later this month. On Friday, Peru Fin Min
Contreras said that the country wants to continue their push to replace USD debt with
PEN issues, saying that when Fed cuts begin they will “feel more comfortable”; for
reference, the first full 25bps in Fed cuts is seen at the May 1st meeting.

Mexican data is in the Latam spotlight today, with gross fixed investment the main release
alongside domestic auto sales and private consumption data. We'll watch fixed
investment data for insights into the pace of public construction outlays in infrastructure
and whether some nearshoring investments begin to show up more clearly in hard data—
but ultimately today’s prints should have limited market impact. A new unknown has
arisen in Mexican politics, after Samuel Garcia returned to the Nuevo Leon governorship
over the weekend after the Supreme Court ruled the Orozco, from the opposition, should
take over. It's uncertain whether Garcia may return after he quit his position to run for
president under the MC party next year, which he has now decided to not take part in, and
if not who will replace him for the MC next June.

—Juan Manuel Herrera

CHILE: OCTOBER GDP GREW 0.3% Y/Y (-0.1% M/M)

e The economy remains stagnant for almost a year and a half, despite improved non-
mining activity figures in October

On Friday, December 1!, the Central Bank (BCCh) published the October GDP, which grew
by 0.3% y/y, in line with our expectations and still compatible with the 0.2% drop we
expect for this year (chart 1). Industry partly explained the year-on-year growth, together
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with the positive effects delivered by electricity generation, which are still observed compared  Chart2
to last year. On the other hand, the fall in mining GDP offset part of the expansion of these
sectors.

Chile: Level of GDP by Sector
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recovery is delayed, the more uphill these forecasts will be. To this end, it is imperative to
accelerate the execution of public and private investments.

Public investment contracted 14.4% y/y in real terms, due to lower spending on housing subsidies and lower execution of public works. With
this, capital expenditure accumulates an execution of only 57.5%, which could lead to a level of under-execution of public investment of
between USD 1and 2 bn this year, with the consequent lower job creation in sectors such as construction. Based on estimates by the
Capital Goods Corporation, the peak employment required by projects in construction stages within the investment pipeline would have
been reached in January 2023. After that, the lower labour requirements for existing projects would be affecting mainly the mining, real
estate and public works sectors.

—Anibal Alarcén

PERU: INFLATION SURPRISES DUE TO FASTER REVERSAL OF SUPPLY SHOCKS AND LOWER CORE INFLATION

Inflation continues to surprise downwards. All price indices posted falls in November. Lima’s CPl  Chart 3

fell -0.16% m/m, for the second consecutive month and below all forecasts, including market Peru: Headline and Core Inflation
consensus (+0.11% according to Bloomberg survey), Scotiabank (+0.15% according to our latest 10 r vy % change

update) and the historical average of the last 20 years (+0.10%). With this, year-on-year
inflation continued to slow, going from 4.3% to 3.6%, reaching its lowest rate since June 2021.
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The inflationary surprise in November came from the more accelerated reversal of supply
shocks and lower prices in the core component of the basket. Two reasons could be
explaining these results: A more moderate impact of the effects of El Nifio, at least on prices,
and the effects of the recession, reflected in consumption that during 3Q23 was in negative
territory. The more accelerated reversal of supply shocks was reflected in a greater-than-
expected drop in the prices of some perishable foods (mainly fruits -7% and vegetables) and
poultry, which together contributed to a decrease of 0.32 percentage points. Although a

moderate/strong El Nifio event for the coming months remains the dominant scenario, the
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Sources: Scotiabank Economics, BCRP.
Core inflation also surprised, registering no variation (0%) in November, being below October

(0.22%) and its historical average (0.14% in the last 20 years). In year-on-year terms, it went from 3.3% to 3.1%, slowing for the eighth
consecutive month (chart 3). Inflationary pressures on costs (wholesale inflation) remained low, with negative year-on-year variations. The
PEN appreciated in November, accumulating an appreciation of 3% in year-on-year terms. In November, of the 586 products that make up
the consumption basket (2021 base), 304 increased (52%), 152 decreased (26%) and 130 remained unchanged (22%). As of November,
there are 30 months in which inflation remains above the upper limit of 3% of the inflation target (table 1). Inflation at the national level (not
just in Lima) went from 4.5% to 3.8%, exceeding Lima’s inflation for 27 consecutive months.
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Looking ahead, we have revised our inflation forecast for 2023 from 4.6% Table 1: Peru—Lima CPI Basket—November 2023

to 3.6%, considering that inflation is lower than expected, the
. . . . . B. %
moderation of the effects of El Nifio and more stable oil prices in a Groups of consumption 2:;: m/n: %yly|
scenario of lower probability of escalation of international conflicts. The
| level of inflati ith which Id begin 2024 lead t . 1. Food and non-alcoholic beverages 2297 -119 4.7
ower level of inflation with which we would begin eadsustorevise |5\ polic beverages, tobacco, drugs 161 0410 40
our inflation forecast for next year from 4.0% to 3.5%. That is, in general 3. Apparel and footwear 420 012 3.0
terms we expect an inflation rate like this year’s for next year, slightly 4. Housing, water, electricity, gas and others 1055 124 -18
. . 5. Furniture and home maintenance 51 0.1 21
’ 0, O,
higher than the central bank’s target range (between 1% and 3%), since 6. Health 348 007 28
we maintain a moderate/strong El Nifio scenario in our macro forecast. 7. Transport 1240 -050 13
. . . . 8. Communications 4.77 -0.06 0.5
Lower inflationary pressures create room for the BCRP to continue its ®  PeeEsiicn ane) ullivie 396 014 42
interest rate cutting cycle. We anticipate a new cut of 25bps to 6.75% at ~ |10. Education 8.61 0.00 6.4
its meeting on Thursday, December 14", In our December 1° Latam T1. Restaurants & hotels 1589 026 7.0
Weekl h | ised . f f d-2024 12. Other goods and services 6.47 0.25 4.7
eekly, we have also revised our interest rate forecast for end- , Total CPI 100.00 -0.16 36
from 5.00% to 4.75%, consistent with our review of a lower inflation rate.
*Adjusted base to 12 from 8 groups of consumption.
—Mario Guerrero [Sources: Scotiabank Economics, INEL.
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