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Latam Daily: Chile MPR and Colombia Imports Recap

«  Chile: MPR confirms faster convergence of core inflation, in line with our scenario

«  Colombia: Imports increased slightly m/m in October, but strung a twelfth straight
y/y contraction

CHILE: MPR CONFIRMS FASTER CONVERGENCE OF CORE INFLATION, IN LINE WITH
OUR SCENARIO

On December 20", the Central Bank (BCCh) published its Monetary Policy Report (IPoM)
for Q4-24. Regarding GDP, the BCCh reaffirms a zero growth projection for 2023, with no
change in the outlook for the next two years, although closely linked to a rebound in
mining sector activity. At Scotiabank, we project a 2% GDP growth in 2024, thanks to a
recovery in investment and private consumption, which will benefit from lower short-term
interest rates. At the same time, the BCCh again revised downward its estimate of trend
non-mining GDP growth, which is reduced from 2.2% to 1.9% on average for the 2024—
2033 period. As a result, the Central Bank estimates a less negative output gap than
forecast in the previous IPoM.

We project that inflation will converge to 3% faster than estimated by the BCCh in its
IPoM. Regarding the outlook for inflation, the Central Bank did not make significant
changes to its projections, anticipating that the CPI will close 2024 with a year-on-year
variation of 2.9%, which is not very different from what we project at Scotiabank for
December. In this sense, the Board reiterates that its projection considers a convergence
of inflation to the target in the second part of the year, unlike what we project in
Scotiabank, where we continue to estimate that the target will be reached in the first part
of 2024. In this line, the BCCh joined our view of faster convergence for core inflation (ex-
volatiles), an important change with respect to the previous [PoM.

If our inflation projection materializes, the BCCh could cut the benchmark rate more
aggressively than its central scenario. The corridor for the rate presented by the BCCh in
its IPoM shows a rate ending at a level close to 5% in December 2024, with no major
changes with respect to what was assumed in the previous IPoM and above our projection
of 4.25%. The main difference with respect to our scenario is observed in the assumption
for the first quarter of 2024, where the center of the corridor incorporates a cut between
25 and 50 bps, which we estimate could be higher given our projected path for inflation. In
this sense, the benchmark rate used as a working assumption by the Central Bank for
2024 would continue to be positive and contractionary in real terms, even being almost 2
times above its neutral level, which was revised 25 bps upwards in the December IPoM, as
we anticipated (see our Latam Daily).

—Anibal Alarcén

COLOMBIA: IMPORTS INCREASED SLIGHTLY M/M IN OCTOBER, BUT STRUNG A
TWELFTH STRAIGHT Y/Y CONTRACTION

On Wednesday, December 20", DANE (National Administration of Statistics) published
the import data for October 2023, which amounted to USD 5.37 billion CIF (chart 1), with a
decrease of 12.3% y/y, registering a slight recovery compared to the previous month (USD
4.94 billion CIF in Sep-23) and completing twelve consecutive months of negative annual
variations. This behaviour is mainly due to the 14.9% y/y decline and the -11 pp
contribution of the manufacturing group, as a result of lower imports of vehicles, iron, and
steel, in addition to telecommunications equipment, which contributed -6.3 pp to the
total y/y variation of imports. This dynamic continues to be explained by lower domestic
demand, especially for durable and semi-durable consumer goods.
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In October 2023, imports of manufactured goods represented 71.9% of the total CIF value of imports, followed by fuels and products of the
extractive industries with 14.2%, agriculture, food, and beverages with 13.7%, and finally other sectors with 0.2%.

Regarding the trade balance, Colombia recorded an external deficit of USD 960.2 million FOB in October 2023 (chart 2), an increase compared
to the previous month (USD 575 million in September) due to a slightly higher recovery of the imports than the exports during this month.
Nevertheless, the external deficit continued its correction path in October compared to that recorded in October 2022, when it reached USD
1,47 billion FOB. Thus, domestic demand has contracted from the high levels observed a year ago, due to the decline in investment and
consumption of durable and semi-durable goods. This behavior of domestic demand was reflected in a significant decline in imports, which,
together with the growth in exports, continues to explain a reduction in the real external deficit. Consequently, we expect a weakening of
external demand in the context of declining global demand from countries such as China and terms of trade lower than those of 2022.

On the domestic front, the recent adjustment of domestic demand to more sustainable levels, combined with the latest data on economic
activity approaching its potential capacity and a cautious interpretation of inflation, which continued its downward trend favoured in
November by the good behavior of food prices, led the Board of the Bank of the Republic to reduce interest rates by 25 basis points. In our
view, the central bank will continue the easing cycle in the coming meetings. However, the pace will largely depend on the slowdown in
inflation. Nevertheless, we estimate that the easing cycle could accelerate in the first half of 2024, as we expect inflation to show the
strongest decline in this period, given the statistical base effects of indexed elements. Current surveys point to an official rate of between
8.25% and 9.0% at the end of 2024; at Scotiabank Colpatria Economics, we project that the policy rate will end in 2024 at 7%.

Highlights:

In terms of product groups, imports of manufactured goods reached USD 3.87 billion CIF in October 2023, down 14.9% from October 2022
and contributing -11 pp, mainly due to lower purchases of machinery and transport equipment (-16.6% y/y), which contributed -7.5 pp to
the group's variation. The second most important import group was fuels and products of the extractive industries, which amounted to USD
763.2 million CIF, an increase of 24.1% y/y and a positive contribution of 2.2 pp to the total variation. Within this group, petroleum, its
derivatives, and related products were the subgroup that contributed most to the growth, with a variation of 8.3% y/y and a contribution of
8.3 pp to the total variation of the group.

Thirdly, there are imports of agriculture, food, and beverages, valued at USD 735 million CIF, with a decrease of 20.9% compared to October
2022 and a contribution of -3.2 pp to the total variation, explained by lower imports of food and live animals (-17.8% y/y), which contributed
-20.9 pp to the variation of the group.

In terms of imports by economic use or destination, the three main groups remained in negative territory (chart 3):

e  Consumer goods imports reached USD 1.30 billion CIF in October 2023, down -6.2% y/y, with a contribution of -1.4 pp to the total. Non
-durable consumer goods fell by 0.8% y/y with a contribution of -0.1 pp, led by declines in apparel (-31.9% y/y), other consumer goods
(-10.9% y/y) and food (-4.9% y/y) with negative contributions of -0.5, -0.2 and -0.2 pp respectively. These declines were offset by the
positive contribution of pharmaceuticals and cleaning materials (+22.6% y/y), which added 0.9 pp.

Chart1 Chart 2 Chart 3
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Durable consumer goods fell by 13.2% y/y in October and contributed up to -1.3ppl to the total variation in imports, mainly due to falls
in vehicles (-10% y/y and -0.5ppl), arms and military equipment (-89.2% and -0.4ppl), domestic appliances (-20.6% y/y and -0.4ppl)
and household goods (-19.4% y/y and -0.1ppl). These declines were offset by a slight recovery in furniture and other household goods
(0.6% y/y) and personal care items (2.9% y/y).

Imports of raw materials and intermediate goods amounted to USD 2.56 billion CIF in October 2023, a decrease of 12.8% y/y and a
negative contribution of -6.1 pp to the total variation (the largest contributor). This was due to a decline of 23.3% y/y in imports of raw
materials and intermediate goods for industry (excluding construction), with a negative contribution of -8.1 pp, followed by imports of
raw materials and inputs for agriculture, which fell by 6.6% y/y in October and contributed -0.3 pp. On the other hand, fuels, lubricants,
and related materials rose by 26.9% y/y in October, contributing 2.3 pp to the total.

Capital goods imports amounted to USD 1.52 billion in October 2023, down 16.1% y/y and contributing -8.5 pp. This contraction
continued to be driven mainly by a fall in imports of capital goods for industry, which fell -13.3% y/y in October and contributed -3.5 pp
(the largest contributor). This was followed by transport equipment, which fell by 16% y/y and contributed -1.5 pp. This was followed by
purchases of construction materials (-32.9 % y/y and a contribution of -0.9 pp) and finally by imports of capital goods for agriculture,
which recorded a fall of 28.1% y/y and a negative contribution of -0.1 pp in October 2023.

—Sergio Olarte & Santiago Moreno
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