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Economic Overview: BCRP Decision, Colombia, Brazil,
and US Inflation

e Colombian, Brazilian, and US inflation data, and the BCRP’s rate announcement
are next week’s highlights, with the BoC’s and RBNZ'’s rate decisions, UK jobs,
and a collection of Chinese data are also on the horizon as global market risks.

e Colombian inflation is not projected to have slowed much, if at all, in June while
the opposite is likely in Brazilian figures where headline inflation is seen in the
low 3s.

o TheBCRP is expected to leave its reference rate on hold at 7.75%, but recent
prices and economic activity data have increased the odds that the central
bank chooses to reduce rates sooner.

e  Chilean and Mexican calendars offer little of note aside from the BCCh’s
economists and traders surveys and Mexican industrial production data.

Colombian and Brazilian prices figures out on Monday and Tuesday, respectively, are
the data highlights of the week, to complete the set of June inflation data for the
countries that we cover. These will be followed by the BCRP’s rate decision on
Thursday as the main event of the week, with Peru’s board the first key Latam central
bankers to decide on monetary policy with June CPl numbers at hand.

Regional inflation will be on our radar, but global markets will be paying much closer
attention to the US CPI release on Wednesday, ninety minutes prior to a too-close-to-
call BoC policy announcement. The RBNZ'’s decision, UK employment, and a collection
of Chinese credit, prices, investment, and international trade data throughout the
week will also be monitored by traders.

The BCRP is set to leave its reference rate unchanged at 7.75% at its Thursday
announcement. Headline inflation in June fell much more than expected, coming in at
6.5% from 7.9% versus a median forecast of 6.9% and below our Lima team’s
projection of 6.7-6.8%. Despite this ‘miss’, we maintain our expectation that the BCRP
will not roll out its first rate cut until the November meeting but the sharp deceleration
does raise the possibility of an earlier start to the loosening of policy. In today’s weekly,
the Lima team previews the BCRP’s decision and their views on inflation trends and
expectations.

Inflation is not expected to decelerate all that much in Colombia, if at all. From 12.36%
y/y in May, the median economist estimates that June inflation will come in only a
touch lower, at 12.22% y/y. Our local team forecasts a practically unchanged reading of
12.37%—and an acceleration in core inflation to 11.83% from 11.59% that will reflect
indexation practices. In today’s report, our economists in Bogota outline their
expectations for BanRep policy after the bank’s rate hold last week. Inflation, and
expectations for it, will be the top determinant for when the easing cycle may begin.

Whether it's an unchanged or marginally lower print, next week’s headline inflation
data are unlikely to result in significant readjustments in economists’ policy rate
expectations; more so due to still strong core inflation. This would be in line with
BanRep’s data-dependent rate decision last week, when the bank held rates
unchanged (as expected) and highlighted core inflation falling as a condition to discuss
rate cuts.
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On Friday, retail sales, and industrial/manufacturing production data may show a continued deceleration of the Colombian economy that
BanRep has in a way welcomed as necessary to guarantee inflation stability.

Brazil's inflation is, in contrast, expected to fall by 0.8-1.0ppts in the year-on-year comparison to the low 3s in June data out on Tuesday.
Next week’s reading could be the last notable decline, and/or mark the start of a plateau, ahead of a modest reacceleration in prices growth
in the second half of the year. Base effects become much less favourable in H2, and month-on-month IPCA-15 prices growth that was
averaging 0.0% in the six months to December 2022 has averaged 0.5% in the first half of 2023.

From a May IPCA reading of 3.9% y/y, the median economist surveyed by the BCB expects inflation to close out the year at 5%. Despite this
~1ppt rise in inflation by year-end, economists forecast that authorities will cut rates by 175bps over the period, from 13.75% to 12.00%—
roughly 50bps above where markets see the Selic rate at end-2023. May retail sales data on Friday could shed some light on the
restrictiveness on current monetary policy settings and Monday’s usual BCB economists survey could show more changes in forecasts.

Chilean and Mexican calendars are somewhat quiet. In Chile, the release of traders and economist surveys on Monday and Tuesday,
respectively, are the highlights as they could show a steeper path of rate cuts over coming months, with the BCCh expected to start its
cutting cycle in late-July with a 50bps reduction. Our team in Santiago believes the central bank will lower its monetary policy rate to 7.50%
by year-end compared to the June median in the economists survey at 8.50% and at 8.25% in the traders survey that look at risk of being
revised lower in next week’s releases. As for Mexico, industrial production data out on Wednesday should not be a market mover, so in
today’s Weekly, our economists provide an update on the presidential election candidacy process, specifically that of the opposition.
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Pacific Alliance Country Updates
Colombia—BanRep’s Next Move
Sergio Olarte, Head Economist, Colombia Jackeline Pirajan, Senior Economist Santiago Moreno, Economist
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Currently, there is a different approach between developed countries’ central banks and some emerging markets’ central banks. The Fed,
ECB, and BoE among others continue pointing to more tightening due to stubborn core inflation and still relatively healthy economies. In
Latin America, in contrast, central banks are pointing to the stability of policy rates and have penciled in that easing cycles will start rather
soon arguing that inflation is finally easing, inflation expectations also are converging to targets and economic activity in our countries has
decelerated at a faster pace than initially expected. Additionally, Latin American economies, such as Brazil, Chile, Peru, and Colombia have
increased their policy rates much more than many peers around the world.

Colombia was the last PAC country to finish the hiking cycle and reach policy rate stability. June’s BanRep meeting marked the end of the
hiking cycle that increased the policy rate by 11.5ppts to 13.25% since September 2021, and although it did not close the door entirely to
future tightening (BanRep almost never has closed the door to any policy movement), it sent the message that the base case scenario is
that stability will last for a bit and once inflation deceleration consolidates, BanRep will start a gradual easing cycle. Our projection is that
BanRep will start the easing cycle by October’s meeting on the back of the following:

1. Food prices are helping headline inflation in the short run. These have decelerated more than 12ppts year-to-date to 15.7% y/y and are
expected to end this year below 6%, which should continue to help headline inflation fall further throughout the year. However, the
possibility of a strong El Niflo weather phenomenon still brings uncertainty to these items, especially for next year. Therefore, food
inflation expectations support that the easing cycle should start soon, although in a gradual manner due to uncertainty for next year.

2. Coreinflation (ex-food and regulated prices) stabilized at around 10.4% y/y suggesting that it will start its slow-motion deceleration
due to still present indexation effects. Again, the point is in favour of graduality in the easing cycle and stability for a couple of months.

3. Economic activity up to April has shown that domestic demand, and private consumption especially, is decelerating at a faster pace due to
high inflation and higher interest rates. Having said that, current information suggests that Colombia is not at risk of entering into a recession
this year and GDP growth will be between 1.5% to 2% in 2023. Another reason to think this is a gradual and late start of the easing cycle.

4. Finally, inflation expectations although having dropped significantly for the 1-yr and 2-yr horizons, which can point that BanRep can
start its easing cycle soon, are still above target, which in our opinion has been key information to decide to wait a bit before starting
the easing cycle and if so, that it be gradual.

These four points are the main arguments for our call for stability until October 2023 and start the easing cycle with a 50bps cut towards
ending 2023 at 12.25%.

What are the risks to the current view?

e  There are risks to the downside in inflation and economic activity that can help to bolster a faster convergence of headline inflation.
The current appreciation of the COP should help tradable goods (30% of the basket) to decelerate faster and make inflation end 2023
below the 8.8% y/y that we have in our base case scenario. However, even in a positive scenario, inflation will remain above double-
digits most of the year, which is a challenging scenario to discuss rate cuts. That is why our bias is, rather than for an early cut, towards
a potential later cut but more aggressive.

e Additionally, lower-than-expected private consumption also can make inflation drop further. If the economy weakens more than
expected, we think BanRep could cut the policy rate even by 100bps in the October meeting or, if there is a material deceleration,
BanRep can start rate cuts by September’s meeting if Q2-23 GDP results are too weak (data to be published in August).

Either way, June’s meeting showed that BanRep has started a wait-and-see mode. The critical variable is inflation and inflation
expectations. Additionally, it is worth noting that even the finance minister, who is usually the most dovish member, didn’t mention the
possibility of a call for rate cuts soon. Instead, he also remarked that it is important to see confirmation of a downtrend in inflation and
inflation expectations. At Scotiabank Economics, we affirm our call for rate cuts in October, however, this strongly depends on inflation
developments.
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Mexico—Va Por Mexico Kicks Off Its Candidate Selection Process

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

The registration for the opposition, Va Por Mexico, coalition’s presidential candidate took place on July 4™, with some surprises. A popular
candidate among civil society, Xochitl Galvez, who was previously discussed as a contender for Mexico City Governor instead signed up for
contention for the presidential candidate nomination. On the other hand, other prominent candidates who were previously discussed as
contenders seem to have dropped out of the list: Lily Tellez, Jose Angel Gurria, Gustavo de Hoyos and Claudia Ruiz Massieu. Some
candidates who are still being discussed as contenders, but who have not formally registered their nominations include: former Tourism
Secretary Enrique de la Madrid, former Economy Minister lldefonso Guajardo, and former Presidential Candidate Ricardo Anaya. The period
for submitting candidacies for the Va Por Mexico coalition will be open July 4™ to July 9, with the final list announced on July 10™. After
that, the key dates are:

e Candidates will have from July 12" to August 3™ to compile 150k registered voter signatures to make their candidacy official.
e After that on August 10" a forum will be held where each contender will explain his/her campaign platform.
e On August 11" - 16™ a poll will be undertaken, from which the top three finalists will be selected.

e  Once 3 candidates are selected, 5 debates will be held (August 17" Tijuana, August 19" Monterrey, August 22" Leon, August 24"
Guadalajara, and August 26" Merida).

e  Between August 27" and August 30 a second poll will be carried out, alongside a voting process, to select the final candidate—which
will be announced September 3.

At this point in time (with 5 days left in the registration process), the contenders for the nomination include:

e Santiago Creel, the former Senator, and current Congressman, who also served in the Mexico City Assembly, who was also an Electoral
Institute Counselor, a candidate for the Governor of Mexico City, has long been seen as a key leader of the center right PAN party. He
holds a law degree from the UNAM, as well as post graduate law degrees from Georgetown and the University of Michigan.

e Xochitl Galvez is a candidate who is seen as very versatile, being of indigenous descent and a low-income background (some consider
that makes her able to relate with what is traditionally seen as Morena'’s base), but she rose to become a very successful business
woman in the tech space and she’s been a consistent member of the center right PAN (which is seen as positive for mobilizing the
opposition to get a high turnout, a key for an opposition victory). In terms of her background, Xochitl has been a Senator for the PAN,
she governed the Miguel Hidalgo subdivision of Mexico City (a prosperous part of the city), she was candidate for the State of Mexico
governorship (for the PAN), she was General Director of the Commission for Indigenous Peoples Development, she founded the
Porvenir NGO, and also founded High Tech Services, a Mexican tech company, for which
she won the award for Entrepreneur of the Year. She is a Software Engineer, with
specializations in robotics, Al, intelligent buildings and sustainability and energy efficiency.

Chart1

Mexico: El Financiero Early Poll on

. . . . L . Potential Opposition Candidates (%)
e  Jorge Luis Preciado is a long time politician in the center left PRI party and center right PAN, 100
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e Intheory, campaigns don't kick off until Q1-24, but this time around, the electoral cycle is starting unusually early. Many observers say
that the oppositions strategy of holding several debates and 2 rounds for securing a candidate should give them a lot of airtime, to get
their platforms and candidates known by voters. It's uncertain in which direction that blade will cut.

e With avery long race, lasting about 1year until the official election date on the first Sunday of July 2024, a key question is whether the
selected candidate can maintain strong momentum going for such a long period, or whether he/she manages to get momentum to
peak and wane, but find a peak for election day. In recent elections, an often-quoted trend is that a low turnout favours the incumbent
Morena.

e Another key question is whether the MC party will join forces with the rest of the opposition. At this point in time, the political map in
Mexico is dominated by Morena, which governs most of Mexico’s 32 States. The former dominant party PRI only governs 2 states, the
PAN governs 5 states, and the MC party has 2 governors—although arguably the 2 most important opposition states: Jalisco and
Nuevo Leon. With a split opposition, its odds of securing the presidency look slimmer.

Peru—Earlier Start to Rate Cuts is Beginning to Appear Probable

Mario Guerrero, Deputy Head Economist
+51.1.211.6000 Ext. 16557 (Peru)
mario.guerrero@scotiabank.com.pe

Inflation finally showed a visible slowdown in June, as we and a part of the market expected. This was possible due to the fading of the
effect of avian flu on poultry prices, with a significant weight in the consumption basket, as well as a statistical base effect since inflation in
June 2022 was the second highest of that year.

Will these data be enough to affect inflationary expectations and therefore already induce a change in monetary policy? We believe not,
although it raises expectations that the BCRP will make progress in its decision to start lowering the reference rate. Still, 63% of the prices of
the products that make up the consumer basket (586 products) registered increases in June, so victory cannot yet be claimed. The BCRP
president has shown caution, stating that the worst mistake of a central bank is to cut its rate only to later raise it again. This reflects that
the BCRP must be convinced that inflation has been defeated in order to start the rate cutting cycle.

Two arguments work for and against an earlier cut. As noted in the Latam Weekly of June 23",  chart2

Peru’s economy has shown visible signs of weakness, mainly associated with components of Peru: Inflation Forecast
domestic demand, so there are grounds for the BCRP to evaluate bringing forward the rate cut. 10.0 Jy % change

yly %
We believe that this concern should be explicitly stated in the next monetary policy statement 9.0 Jorecast

(on Thursday, July 13™) before making a future decision. In June, the BCRP cut its forecast for 80 |
economic growth for this year from 2.6% to 2.2%, introducing a weak El Nifio scenario, although 7.0

the market consensus is closer to 1.9% according to Focus Economics survey (June 2023) and it 6.0

would not be surprising if the consensus starts to approach 1% in the July survey, since the 50 “W
most recent data have been the most worrisome. 40 \ \\
The argument that the BCRP will have to evaluate is the increasing probability of occurrence of an 30 fo=mmmmme e - - R
El Niflo Phenomenon, both Coastal and Global, for the summer of 2024, with significant impacts 2.0
on food prices, as has occurred in the past. In this context, it will be essential to evaluate the 10 Femmmme oo - .. .....
performance of core inflation and how these shocks are reflected in inflationary expectations. 0.0 : : : L

19 20 21 2 23 24
Normally, food price shocks should not trigger changes in the monetary policy stance, but due Sources: Scotiabank Economics, BCRP.

to the recent inflationary context, and the possibility that a shock caused by the El Nifio

Phenomenon—depending on its intensity—could contaminate other basket components, the BCRP would maintain a prudent stance
regarding changes to its monetary policy. Our base case includes a moderate El Nifio Phenomenon scenario. We kept our CPI forecast in
5.0% y/y for the end of the current year and 3.5% for end-2024 (see chart 2).

Core inflation slowed from 5.1% y/y in May to 4.3% y/y in June, decelerating for the third consecutive month (chart 3). In monthly terms, it
has already accumulated two months in line with its historical average (corresponding to the months of May and June of the ten years prior
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to the pandemic), a welcome development after almost two years of records above the Chart3

historical average. If monthly core inflation continues near its historical average, core inflation Peru: Headline and Core Inflation
yly could approach the upper limit of the target range in Q4-23, which is when in our baseline  10.0 Jly % change
scenario we anticipate the start of the interest rate cuts cycle. This is possible, to the extent 9.0

Headline inflation
Core inflation

that production costs have been decelerating faster than consumer prices. Import prices also 80 |
show a significant deceleration to which is added the PEN appreciation. 7.0

However, we believe that this will still take time. We hope that in the very short term the BCRP 6.0
will maintain its reference interest rate at 7.75% at its meeting on Thursday, July 13", for the 5.0
sixth consecutive month, and that it will state in its statement its concern about weak 4.0
economic growth, which would open the possibility of a future cut. In our baseline scenario, 3.0
we forecast cuts of 50bps in 2023-4Q, to 7.25%, although due to recent information the bias 2.0
is towards a lower rate. 1.0

0.0
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Sources: Scotiabank Economics, BCRP.
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Latam Central Banks: Policy Rates and Outlook

July 6,2023

Current

Next Scheduled Meeting

Market Pricing

BNS Forecast

Date Market

BNS

12mos 24 mos End-2023 End-2024 BNS guidance for next monetary policy meeting

Brazil, BCB, Selic
Chile, BCCh, TPM

Colombia, BanRep, Tl

Mexico, Banxico, TO

Peru, BCRP, TIR

13.75%
1.25%

13.25%

1.25%

7.75%

Aug-02
Jul-28

Jul-31

Aug-10

Jul-13

n.a.
n.a.

n.a.

n.a.

n.a.

13.25%
10.75%

13.25%

1.25%

7.75%

n.a.

n.a.

n.a.

n.a.

n.a.

n.a.

n.a.

n.a.

n.a.

n.a.

12.50%
7.50%

12.25%

11.00%

7.25%

9.50%
3.75%

5.75%

8.25%

5.25%

We expect the central bank to initiate the rate-cutting cycle at the July
meeting. We project the benchmark rate to be 7.50% through to December
2023.

BanRep paused the hiking cycle in June. Governor Villar and Minister Bonilla
highlighted that further moves will strongly depend on inflation development.
We maintain our expectation for rate cuts in October. However, our skew is
for later but stronger cuts if inflation remains well above the central bank
target.

As was expected, Banxico ended the hiking cycle at 11.25%. Inflation
expectations have remained stable, but the balance of risks is still biased to
the upside. For now, we believe Banxico won't cut until the December
meeting, or possibly November. Regardless, our outlook remains subject to
inflation trajectory, especially on its core components, as well as development
of events in the international banking system.

The BCRP will maintain its monetary pause stance in July for the sixth
consecutive month. Headline inflation would post a more visible deceleration
in June, but it is still far from the target range. CB will seek conviction in the
deceleration of inflationary expectations.

Sources: Scotiabank Economics, Scotiabank GBM, Bloomberg.
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Chart1 Chart2
Real GDP Latam: Monthly Economic Activity Index Tracker
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Key Market Charts

Chart1
Latam Currencies Performance
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Chart2
Latam Equities Performance
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Yield Curves
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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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Market Events & Indicators for July 8-21

BRAZIL

Date Time
Jul-10 7:00
Jul-10 7:25
Jul-10 14:00
Jul-1 4:00
Jul-1 8:00
Jul-1 8:00
Jul-12 8:00
Jul-12 8:00
Jul-14 8:00
Jul-14 8:00
Jul-14 8:00
Jul-14 8:00
Jul-17 7:00
Jul-17 7:00
Jul-17 7:25
Jul-17 8:00
Jul-17 8:00
Jul-17 14:00
Jul-18 4:00
Jul 20-25

CHILE

Date Time
Jul-10 8:30
Jul-1 8:30
Jul 07-12
COLOMBIA

Date Time
Jul-10 19:00
Jul-10 19:00
Jul-10 19:00
Jul-10 19:00
Jul-12

Jul-14 11:00
Jul-14 11:00
Jul-14 11:00
Jul-18 12:00
Jul-19 11:00
Jul-19 11:00
MEXICO

Date Time
Jul 06-10

Jul-1 11:00
Jul-1

Jul-12 8:00
Jul-12 8:00
Jul-12 8:00
Jul-18 11:00
Jul-20 8:00
Jul-20 8:00
Jul-20

PERU

Date Time
Jul-13 19:00
Jul-17 11:00
Jul-17 11:00

Event

FGV CPIIPC-S (%)

Central Bank Weekly Economist Survey
Trade Balance Weekly (USD mn)

FIPE CPI - Weekly (%)
IBGE Inflation IPCA m/m
IBGE Inflation IPCA y/y

IBGE Services Volume m/m SA
IBGE Services Volume y/y NSA

Retail Sales Broad m/m

Retail Sales Broad y/y

Retail Sales y/y

Retail Sales m/m

FGV Inflation IGP-10 m/m

FGV CPIIPC-S (%)

Central Bank Weekly Economist Survey
Economic Activity y/y

Economic Activity m/m

Trade Balance Weekly (USD mn)
FIPE CPI - Weekly (%)

Tax Collections (BRL mn)

Event

Central Bank Traders Survey
Central Bank Economist Survey
Vehicle Sales Total

Event
CPlyly

CPI Coreyly
CPIm/m

CPI Core m/m

Consumer Confidence Index
Manufacturing Production y/y
Industrial Production y/y
Retail Sales y/y

Economic Activity NSAy/y
Imports CIF Total (USD mn)
Trade Balance (USD mn)

Event

Nominal Wages m/m

International Reserves Weekly (USD mn)
ANTAD Same-Store Sales y/y

Manuf. Production NSA y/y

Industrial Production NSA y/y

Industrial Production SA m/m
International Reserves Weekly (USD mn)
Retail Sales y/y

Retail Sales m/m

Banamex Survey of Economists

Event
Reference Rate (%)

Lima Unemployment Rate (%)
Economic Activity y/y

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

Period
07-Jul -

09-Jul --

07-Jul --
Jun --
Jun --

May --
May --

May --
May --
May --
May --

Jul --
14-Jul -

May --
May --
16-Jul --

15-Jul --
Jun --

Period BNS

Jun --

Period BNS
Jun 12.37

Jun 11.83
Jun 0.51

Jun 0.7

Jun --
May -4.6
May --
May
May --
May --
May --

Period
Jun --
07-Jul --
Jun --
May --
May --
May --
14-Jul --
May --
May --

Period
13-Jul

BNS
7.75

Jun 6.5
May 0.0

Consensus

Consensus

Consensus
12.22

Consensus
7.75

July 6,2023

Latest BNS Comments
-0.1

1373.9

3.31
0.56
1373.9
-0.08
176812

Latest BNS Comments

25616

Latest BNS Comments
12.36 In the previous two months, headline inflation decreased significantly,
passing from the maximum observed in March of 13.34% to 12.36% in the
recent release. June's data probably will show a slowdown in the inflation
0.43 correction. Food inflation is expected to contract again, regulated prices
to offset the downside pressure and core prices to continue reflecting
indexation effects.

-22.8

-6.43 Manufacturing and retail sales are expected to affirm the slowdown

-3 thesis. Both indicators should reflect a weaker private consumption.
-6.9

-0.78

494258
-9233

11.59

Latest BNS Comments

9.28
203209
13

1.42
0.73
0.4
203209
3.8

1.5

Latest BNS Comments
7.75 The BCRP will maintain its monetary pause stance in July for the sixth
consecutive month.
6.8 Stable, in the context of weak domestic demand.
0.31 Driven by growth in mining (copper), but offset by a fall in fishing due to El
Nifio phenomenon.
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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@scotiacb.com.mx
Coverage: Spanish

PERU

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