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Latam Weekly: CPl Week, BCRP Announcement
ECONOMIC OVERVIEW

¢ Aflood of inflation data in Latam awaits to influence expectations for upcoming
policy decisions. Political risks and US CPI data are also bound to shape regional
trading.

e Stubborn Mexican inflation may counteract the recent Banxico dovish surprise,
while data out of Chile could make or break a July cut.

e Colombian inflation will further dampen larger cut bets, while Brazil’s BCB is
challenged by unfavourable base effects and uncomfortable inflation readings in
the months ahead.

e Peru’s central bank will likely stand pat again at its Thursday announcement, for
the second consecutive meeting as core inflation fails to break into the target
range.

PACIFIC ALLIANCE COUNTRY UPDATES

e  We assess key insights from the last week, with highlights on the main issues to
watch over the coming fortnight in the Pacific Alliance countries: Chile and Peru.

MARKET EVENTS & INDICATORS

e A comprehensive risk calendar with selected highlights for the period
July 6-19 across the Pacific Alliance countries and Brazil.

Chart of the Week

Stalling Inflation Progress in Latam?
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Sources: Scotiabank Economics, IBGE, INE, DANE, INEGI, INEI, Focus Economics.

Chart of the Week: Prepared by: Cesar Amador, Economic Analyst.
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Economic Overview: CPl Week, BCRP Announcement

¢ Aflood of inflation data in Latam awaits to influence expectations for upcoming
policy decisions. Political risks and US CPI data are also bound to shape
regional trading.

e Stubborn Mexican inflation may counteract the recent Banxico dovish surprise,
while data out of Chile could make or break a July cut.

e Colombian inflation will further dampen larger cut bets, while Brazil’s BCB is
challenged by unfavourable base effects and uncomfortable inflation readings
in the months ahead.

e Peru’s central bank will likely stand pat again at its Thursday announcement,
for the second consecutive meeting as core inflation fails to break into the
target range.

Political developments have been countered by benign US data to have markets
trading somewhat erratically or unconvincingly over the past few days, with volumes
thinned out by US holidays and clearer signs of a ‘summer Iull’. The latest round of G10
and Latam data was welcome news for central bankers, but the feeling remains that
more data are needed to determine a clearer path for policymakers.

With that in mind, next week’s calendar is full of Latam and G10 CPI releases that will
be key in shaping expectations for upcoming central bank decisions. Recent policy
announcements or speeches have shown that most central banks are looking to
proceed carefully, from a majority in BanRep’s board practically shooting down the
possibility of 75bps moves to ECB officials indicating that they’re highly unlikely to cut
rates again on the 18™.

Alongside a close focus on economic data, markets are on edge on the rising possibility of
a second Trump presidency and the outcome of France’s second round elections on the
7™ On Monday, markets will open to French results that are likely to show a hung
parliament and the aftermath of a Biden ‘redemption tour’ that may or may not be
enough to resist calls to pass the baton to a different Democratic candidate.

Disappointing US ISM services and manufacturing data and constructive CPI/PCE
figures have built a bit more confidence on the path to cuts for the Fed, as did a mixed
jobs report, and we'll see if Thursday’s June CPI release builds on this to help global
rates markets retrace a bit more of their year-to-date losses. Powell in Congress, the
RBNZ's decision, and Chinese trade and prices data also stand out in next week’s G20
calendar.

Mexican markets look a bit more at ease with president-elect Sheinbaum opting for
continuity across most of her cabinet picks, including keeping Ramirez de la O as
finance minister and bringing in former foreign affairs minister Ebrard as economy
minister. But, with her cabinet soon to be fully announced, markets may anxiously
refocus on AMLQO’s reform push.

It’s of course not just politics that is in focus for Mexican assets, as the latest
surprisingly dovish Banxico decision has rebuilt bets on an August resumption of rate
cuts in Mexico. We should get a bit more colour from the bank’s decision minutes that
are due for release on Thursday, with the summary of opinions showing one member
clearly favouring cuts (Mejia, who voted for a 25bps cut), likely two more open to a
move at the August decision, and another two that remain more cautious.
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It will also be up to next week’s June CPI release to guide markets. For Tuesday’s data release, economists believe there will be a practically
unchanged core inflation reading in the low-4s while headline inflation is seen rising to the high-4s as guided by bi-weekly data. In fact, it is
not outside of the realm of possibilities that bi-weekly headline inflation prints with a 5-handle—a result that could heavily impact August
cut bets and fan worries for some at Banxico of inflation expectations de-anchoring.

Mexico’s inflation data may be the most impactful in the region as far as its impact on the uncertain path for the country’s central bank, but
data out of Chile (Monday), Colombia (Tuesday), and Brazil (Wednesday) will also play a big role in expectations for their respective central
banks—though here markets seem to have a narrower view of what to expect.

Our team in Chile expects a 0.1% m/m decline in prices in June, somewhat below the median call for no change, as the prices of certain
consumer goods reverse gains made in May that got ahead of seasonal ‘discounting’ counteract a rise in services prices (see our team'’s
preview here). With such a result, our economists expect that the BCCh will choose to continue cutting rates, by 25bps at its late-July
announcement; markets are assigning a roughly 40% chance of a cut and we’ll see what other economists think in the results of the BCCh
survey out on Wednesday. In today’s report, our team in Santiago gives a quick update on the pension reform process and public debt
issuance in the year-to-date.

Colombian inflation is projected to have held relatively unchanged in June from May, around 7.15%, according to our economists in
Colombia and the median respondent to the Bloomberg survey; rents continue to place upward pressure on headline prices growth on a
year-on-year basis with an additional tailwind from base effects in food prices. There’s not a lot of progress being made on the inflation
front in Colombia since headline prices growth came in at 7.4% in March (after closing 2023 at 9.3%) so it’s no surprise that BanRep’s latest
decision threw cold water on expectations for a faster pace of rate cuts; with that, next week’s data won’t help, and it’s also important to
highlight that we project only a minor slowdown in core inflation.

There’s quite a bit of data out of Brazil next week, as on top of Wednesday’s IPCA release, Thursday’s retail sales figures and Friday’s
services activity readings will inform our view of the growth trajectory for the country. Wednesday’s inflation data will give the BCB a big
headache, as headline prices growth is expected to jump from 3.9% to 4.3% with base effects, particularly in food, driving inflation higher
while underlying measures look better behaved. Nevertheless, the remainder of the year look set to keep headline inflation in a 4.00-4.50%
band that will pose difficulties for the BCB'’s task to anchor inflation expectations, justifying an on-hold stance for the time being.

Similarly, Peru’s central bank will also likely choose to leave its reference rate on hold at its Thursday announcement. In June, the Velarde-
led central bank surprised most with an unchanged rate decision, backed by a lack of progress on the core inflation front. Last week’s June
CPlI release showed that rate of core inflation remains outside (just about) the 1-3% target band, at 3.1%. Peru’s central bank is not in a huge
rush to continue easing policy and no one would blame it if it were to leave settings unchanged next week—as guided by sticky core inflation
data that prompted a rate hold last month. To boot, Peruvian economic activity is improving. In today’s report, our economists in Peru
analyse recent economic data out of the country that suggests their 2.7% GDP growth projection for 2024 is on track to undershoot.
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Pacific Alliance Country Updates

Chile—Update on Pension Reform and Public Debt

Anibal Alarcén, Senior Economist
+56.2.2619.5465 (Chile)
anibal.alarcon@scotiabank.cl

VOTING TO LEGISLATE ON PENSIONS IS APPROACHING

Intense negotiations are taking place in Congress to advance the idea of legislating regarding the Pension Reform. The bill has been in
Congress for nineteen months and, most recently, a technical table was formed that will prepare a report where the most technical aspects
of the reform would be agreed upon. There are several aspects where there is no consensus regarding the distribution of the additional
mandatory contribution (6 ppts), the separation of the industry and the mechanisms to improve competition. Some parliamentarians have
indicated their intention to vote in favour of the idea of legislating, while others (an important part of the opposition senators) indicate that
the progress is not enough to commit their support. The government needs twenty-six votes in favour to advance the Pension Reform. An
eventual approval of the idea of legislating that has support from the opposition, respecting the guidelines of the technical agreement,
could mean a reduction in the uncertainty that has affected the pension system for several years. Additionally, the possibility of having new
withdrawals of pension funds would substantially decrease. Consequently, we expect a favourable impact on Chile’s risk perception if
approval is achieved for the idea of legislating that comes with support from the opposition and respects the main concerns raised by the
opposition political bloc that is the majority in the Senate.

GOVERNMENT ISSUED DEBT FOR EUR 1.6 BN IN FOREIGN CURRENCY

On Monday, July 1%, Chile’s Ministry of Finance reported the issuance of Treasury bonds in EUR for a total of EUR 1.6 bn (USD 1.7 bn) in foreign
markets as part of the USD 16.5 bn debt financing for 2024 approved by law. With this, the government has issued debt in foreign currency
for around USD 3.3 bn (21% of the total amount for this year), above what was previously announced (USD 1.7 bn, 10% of the total). Adding
issuances in local currency, Chile has issued public debt for a total of around USD 6.5 bn in 2024, with a remainder of around USD 10 bn.

Peruvian Economy Continued to Recover in May

Pablo Nano, Deputy Head Economist, Peru
+51.1.211.6000 Ext. 16556 (Peru)
pablo.nano@scotiabank.com.pe

INEI recently published the leading indicators of economic activity for May, which confirm our  Chart1
perception that economic activity continued to recover. Thus, we estimate that GDP has

grown around 4.5% in May, after the strong rebound of 5.3% in April. Considering that both 350
figures are above our initial estimates, our GDP growth projection of 2.7% for the year 2024 is 300 |
currently biased upward. 250

Peru: Fishing Sector

% change

As in April, the fishing sector (+329.2%) led the expansion of economic activity, benefiting 200
from the successful first anchovy fishing campaign—to date more than 90% of the quota has 150 |
been caught, different from May 2023 when, due to El Nifio, the fishing season did not open.
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This, together with the indirect effect on resources manufacturing—greater production of
fishmeal—explained that both sectors contributed close to 2 percentage points to GDP
growth in May (chart 1).

On the other hand, the agricultural sector (+2.6%) continued to recover due to the -100 t
- . . . . . L. 22223529y
normalization of climatic conditions, although at a slower pace than in April. The mining and . ‘; ‘%‘, ‘:‘% ‘é‘ ‘g ‘g ‘% % 1 E ‘%
. el
hydrocarbons sector (+1.8%) continued to show modest growth rates, due to an =0=2x°55z<ou o=

m

Sources: Scotiabank Economics, INEI

unfavourable base effect after 2023 was the first full year of operation of the Quellaveco
copper megaproject. In fact, copper production fell slightly in May, unlike the dynamism in the extraction of gold and molybdenum. It should
be noted that, although mining production has been showing modest growth, its generation of foreign currency has been increasing steadily
thanks to the high prices of gold and copper.
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Non-primary sectors linked to domestic demand would have continued their gradual recovery in  Chart2
May, although at a slower pace than we would like to see. Construction would have closed with

slight growth in May driven by public investment (+44%), particularly from regional and local 14
governments. However, domestic cement consumption (-1.7%), which mainly reflects private
sector demand, has not yet managed to consolidate a sustained recovery (chart 2). On the other
hand, non-resources manufacturing would have grown for the second consecutive month, 1.0
benefiting from a base effect—it fell double digits in May 2023 due to the recession—as well as

Peru: Local Cement Sales

in millions of tons

0.8
from a gradual recovery of domestic demand and exports—in particular textile and chemical
0.6
products.
0.4

Finally, we expect the positive evolution of the commerce and services sectors to continue, hand
in hand with the progressive recovery of employment and the fall in inflation, which increases the 0.2
purchasing power of consumers. Furthermore, the extraordinary income from the partial release
of pension funds, as well as the availability of the entire CTS, a type of unemployment insurance,
would allow greater dynamism in these sectors linked to consumption in the coming months.
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Sources: Scotiabank Economics, INEI.
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Forecast Updates: Central Bank Policy Rates and Outlook

Latam Central Banks: Policy Rates and Outlook

Next Scheduled Meeting BNS Forecast

Current Date BNS End-2024

End-2025 BNS guidance for next monetary policy meeting

Brazil, BCB, Selic
Chile, BCCh, TPM

Colombia, BanRep, TII

Mexico, Banxico, TO

Peru, BCRP, TIR

10.50% Jul-31 10.50% 10.50%
5.75% Jul-31 5.50% 5.25%

11.25% Jul-31 10.75% 8.25%

11.00% Aug-08 11.00% 10.50%

5.75% Jul-1 5.75% 5.00%

9.50%
4.25% We anticipate a 25 bps cut to 5.50% at the July meeting, conditional on June
inflation.

5.50% June's monetary policy meeting is key to assessing whether there is a
possibility of seeing an acceleration in the easing cycle in the future. Economic
activity data has been mixed but still points to weak domestic demand.
Inflation expectations continued decreasing, and the international financial
situation eased. All the above allows for the possibility of an increase in the
easing cycle in the future.

8.00% Banxico kept the policy rate unchanged at 11.00% in a 4-1 vote, with Deputy
Governor Mejia voting for a 25 bps cut. The statement opened the door to a
cut in August, as the Board believes that the recent depreciation of the
USDMXN partly offsets weaker economic activity. However, the Board
acknowledges an upside balance of inflation risk. For now, we maintain our
forecast for a cut at the September meeting, as non-core inflation and
political developments could continue to create uncertainty and complicate
the outlook in upcoming decisions.

4.00% Core inflation continues to show signs of persistence and has accumulated
for five consecutive months above the upper limit of the target range
(1%—-3%). We are inclined to believe the policy rate will remain stable at the
July meeting.

Sources: Scotiabank Economics, Scotiabank GBM, Bloomberg.
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Chart1 Chart 2
Real GDP Latam: Monthly Economic Activity Index Tracker
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Key Market Charts
Chart1 Chart 2
Latam Currencies Performance Latam Equities Performance
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Yield Curves

Chart1
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Chart 5

Chile: Sovereign Curve
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Brazil: NTN Curve Moves
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Chart 6

Chile: Sovereign Curve Moves
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Yield Curves
Chart7 Chart8
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Chart 13
Mexico: M-Bono Curve
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Chart 15
Mexico: Udibonos BVAL Yield Curve
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Chart 17
Peru: Sovereign Curve
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Chart 14

Mexico: M-Bono Curve Moves
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Chart 16

Mexico: Udibono Curve Moves
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Chart 18

Peru: Sovereign Curve Moves
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Market Events & Indicators for July 6-19
BRAZIL
Date Time Event Period BNS  Consensus Latest BNS Comments
Jul-08 7:00 FGV Inflation IGP-DIy/y Jun - 3 0.88
Jul-08 7:00 FGV Inflation IGP-DI m/m Jun -- 0.63 0.87
Jul-08 7:00 FGV CPIIPC-S 05-Jul -- -- 0.22
Jul-08 7:25 Central Bank Weekly Economist Survey --
Jul-08 14:00 Trade Balance Weekly USD mn 07-Jul - - 755.9
Jul-10 8:00 IBGE Inflation IPCAy/y Jun - 4.34 393
Jul-10 8:00 IBGE Inflation IPCA m/m Jun -- 0.32 0.46
Jul-1 8:00 Retail Sales Broad y/y May - - 49
Jul-1 8:00 Retail Salesy/y May - - 22
Jul-11 8:00 Retail Sales Broad m/m May -- -- -1
Jul-11 8:00 Retail Sales m/m May -- -- 0.9
Jul-12 8:00 IBGE Services Volume m/m SA May -- - 0.5
Jul-12 8:00 IBGE Services Volume y/y NSA May - - 5.6
Jul-15 7:25 Central Bank Weekly Economist Survey -
Jul-15 8:00 Economic Activity m/m May -- - 0.01
Jul-15 8:00 Economic Activity y/y May - - 4.01
Jul-15 14:00 Trade Balance Weekly USD mn 14-Jul - - 755.9
Jul-16 7:00 FGV CPIIPC-S (%) 12-Jul -- - 0.22
Jul-17 7:00 FGV Inflation IGP-10 m/m Jul -- - 0.83
CHILE
Date Time Event Period BNS  Consensus Latest BNS Comments
Jul-08 8:00 CPIm/m Jun -01 0.0 0.3 We project reversals of the increases observed in May that occurred before CyberDay.
Jul-08 8:00 CPly/y Chained Jun 37 43 41
Jul-08 8:30 Central Bank Traders Survey -
Jul-08 8:30 Exports Total USD mn Jun -- - 809127
Jul-08 8:30 Imports Total USD mn Jun -- - 6493.64
Jul-08 8:30 Trade Balance USD mn Jun - - 1597.63
Jul-08 8:30 International Reserves USD mn Jun - - 45833.67
Jul-08 8:30 Copper Exports USD mn Jun -- - 4355.36
Jul-10 8:30 Central Bank Economist Survey -
Jul 05-10 Vebhicle Sales Total Jun - - 22567
COLOMBIA
Date Time Event Period BNS  Consensus Latest BNS Comments
Jul-08 19:00 CPIm/m Jun -- 0.3 0.43
Jul-08 19:00 CPlyly Jun - 714 7.16
Jul-08 19:00 CPI Core m/m Jun - 0.35 0.41
Jul-08 19:00 CPICoreyly Jun - 7.67 7.83
Jul-10 Consumer Confidence Index Jun - - -14.1
Jul-15 11:00 Industrial Production y/y May -- - 337
Jul-15 11:00 Manufacturing Production y/y May - - 41
Jul-15 11:00 Retail Sales y/y May - - -1.56
Jul-15 Central Bank's Economists Survey --
Jul-18 12:00 Economic Activity NSAy/y May - - 5.52
Jul-19 11:00 Imports CIF Total USD mn May -- - 5839.42
Jul-19 11:00 Trade Balance USD mn May -- - -1122.81

Forecasts at time of publication.
Sources: Scotiabank Economics, Bloomberg.
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Market Events & Indicators for July 6-19
MEXICO
Date Time Event Period BNS  Consensus Latest BNS Comments
Jul-09 8:00 CPIm/m Jun 0.23 0.29 -0.19
Jul-09 8:00 CPlyly Jun 4.82 4.88 4.69
Jul-09 8:00 CPI Core m/m Jun 0.25 0.23 0.17
Jul-09 8:00 CPI Coreyly Jun 416 414 4.21
Jul-09 8:00 Bi-Weekly CPI (%) 30-Jun -- 0.34 0.21
Jul-09 8:00 Bi-Weekly Core CPI (%) 30-Jun -- 0.16 0.17
Jul-09 8:00 Bi-Weekly CPly/y 30-Jun -- 4.97 4.78
Jul-09 8:00 Bi-Weekly Core CPly/y 30-Jun - 4m 417
Jul-09 8:00 Consumer Confidence Jun - - 46.74
Jul-09 8:00 Vehicle Exports Jun -- - 310655
Jul-09 8:00 Vehicle Production MXN Jun -- - 365574
Jul-09 11:00 International Reserves Weekly USD mn 05-Jul - - 219997
Jul-10 ANTAD Same-Store Sales y/y Jun - - 8.1
Jul 05-10 Formal Job Creation Total (000's) Jun - -- -25.2
Jul-1 11:00 Central Bank Monetary Policy Minutes -
Jul-1 11:00 Central Bank Monetary Policy Minutes -
Jul-12 8:00 Manuf. Production NSAy/y May -- - 3.75
Jul-12 8:00 Industrial Production NSAy/y May - - 5.05
Jul-12 8:00 Industrial Production SA m/m May - - -0.51
Jul10-12 Nominal Wages y/y Jun -- - 9.22
Jul-16 11:00 International Reserves Weekly USD mn 12-Jul - - 219997
PERU
Date Time Event Period BNS  Consensus Latest BNS Comments
Jul-1 19:00 Reference Rate (%) 11-Jul 5.75 - 5.75
Jul-15 11:00 Economic Activity y/y May 45 - 53
Jul-15 11:00 Lima Unemployment Rate (%) Jun 7.0 -- 7.2

Forecasts at time of publication.
Sources: Scotiabank Economics, Bloomberg.
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Scotiabank Economics Latam Coverage

Local Market Coverage

CHILE

Website: Click here to be redirected
Subscribe: anibal.alarcon@scotiabank.cl
Coverage: Spanish and English
COLOMBIA

Website: Click here to be redirected
Subscribe: Jjackeline.pirajan@scotiabankcolpatria.com
Coverage: Spanish and English
MEXICO

Website: Click here to be redirected
Subscribe: estudeco@scotiach.com.mx
Coverage: Spanish

PERU

Website: Click here to be redirected
Subscribe: siee@scotiabank.com.pe
Coverage: Spanish
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