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Latam Daily: Peru’s BCRP Holds, Adjusts Inflation
Forecast; New BanRep Governor

e Colombia: Leonardo Villar elected as the BanRep’s new Governor

e Peru: BCRP held at 0.25%, adjusted inflation forecast, and strengthened
intervention in the FX market

COLOMBIA: LEONARDO VILLAR ELECTED AS THE BANREP’S NEW
GOVERNOR

Leonardo Villar was selected as the new Governor-elect of the Banco de la
Republica (BanRep) and will replace current Governor Juan José Echevarria
on January 4, 2021. The initial appointment is for one four-year term, with the
option of re-appointment for two subsequent four-year terms. Leonardo Villar
currently serves as Colombia’s representative on the Executive Board of the
International Monetary Fund (IMF), where Colombia is grouped in a single seat
with Spain, Mexico, Venezuela, and several Central American countries. Mr Villar
holds master’s degrees in economics from Universidad de los Andes and the
London School of Economics.

Mr Villar has a long and diverse history in public life in Colombia. He
previously served on the BanRep’s Board from 1997 to 2009, which spanned the
introduction of inflation targeting and the response to the global financial crisis. Mr
Villar then served during 2009 to 2012 as Chief Economist and Vice-President of
Public Policy and Development Strategies at the Andean Development
Corporation (CAF), and during 2012 to 2018 he was Executive Director of
Fedesarrollo, one of Colombia’s leading research institutes focused on economic
policy and social issues. Earlier in his career he was Technical Vice-Minister
(i.e., lead public servant) of Finance and Public credit from 1994 to 1997, and
Chaired Professor in economics at the Universidad de los Andes from 1988 to
2009. Leonardo Villar's CV is available on the BanRep website and on LinkedIn.

We believe the Villar election reinforces the independence of the central
bank. Leonardo Villar is a competent technician with strong training and
wide-ranging experience in policymaking. Additionally, he is a clear
communicator, which is essential during these difficult times.

Finally, it is worth noting that the Duque Government will have the
opportunity to name two Board members next year, one of whom would
replace Arturo Galindo, who resigned yesterday and will remain in office
until mid-January. We expect appointments that will conserve the BanRep’s
strong technical tradition and independence in its decision-making process.

—Sergio Olarte & Jackeline Pirajan

PERU: BCRP HELD AT 0.25%, ADJUSTED INFLATION FORECAST, AND
STRENGTHENED INTERVENTION IN THE FX MARKET

In its last scheduled monetary-policy meeting of 2020, the Board of the
BCRP decided on Thursday, December 10, to keep its benchmark interest
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Peru: BCRP Reference Rate vs
Headline Inflation
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rate unchanged at 0.25%, where it has been since April 9, and to maintain its Chart 2

strongly expansionary stance, in line with market expectations (chart 1). Peru: Headline & Core Inflation

In its policy statement, the BCRP announced that it had adjusted its inflation 5 .
forecast: in its November note, the Board indicated that it expected inflation in 2020 and
2021 to fall in the lower part of the 1-3% y/y target range (chart 2) owing to weak
domestic demand; now, the Board anticipates that inflation will end 2020 at the centre of
the target range as a result of transitory factors, in line with our 2% y/y end-2020
forecast, and then head back to the lower part of the range by end-2021 due to still-soft
demand.

yly % change
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As the December statement noted, the BCRP’s forecasts remain in line with

12-month inflation expectations, which rose from 1.6% in October to 1.7% in 1t Hond
eadline

November. Our forecast is that inflation will again be around the midpoint of the target inflation
range during 2021 (chart 1, again). 0 . . . .

16 17 18 19 20
The most recent leading indicators reviewed by the BCRP showed a better Sources: Scotiabank Economics, BCRP, INEI.

performance than expected in the Bank’s existing forecast. It is probable that 2020’s
contraction in real GDP, which the BCRP currently forecasts at -12.7% yl/y, will be improved in its [nflation Report that will be out
later this month, as announced by its President Julio Velarde in November.

Looking ahead, the BCRP Board kept its forward guidance unchanged from earlier meetings, noting that “The Board would
consider it appropriate to maintain a strongly expansionist monetary posture for a prolonged period and so long as the pandemic’s
negative effects on inflation and its determinants persist.” The Board also reiterated that “The central bank would remain ready to
expand its monetary stimulus through various instruments”, implying that it would not be inclined to cut rates if the economy were
to require further support.

The BCRP was also active in the FX market this week. It drew on its toolbox and placed repos to provide the market with
dollars totaling USD 120 mn for a term of one week at a 0.47% interest rate. These repo operations were originally created in
December 2013, but had not been carried out since August 2015. The FX market is showing an imbalance that exerts upward
pressure on the USDPEN despite improving fundamentals. The relative scarcity of dollars in the spot market—reflected in a record
deficit of USD 3 bn in the Bank’s spot position according to the BCRP—coexists with an oversupply of dollars in the derivatives
market. We expect the BCRP to continue to inject dollar liquidity through this tool, at least until flows of dollars from the real sector
are more visible.

—NMario Guerrero
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