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Latam Daily: Mexico Inflation Back in Target
Range, Brazil Inflation Heats Up

e Argentina: Recovery on track despite mid-year COVID-19 surge

e Brazil: Early-November IPCA-15 added yet another challenge for the
BCB’s “forward guidance”

e Colombia: November’s Citi survey shows consensus on medium-term
scenarios

e Mexico: Early-November inflation back in target range, labour market
kept improving in October

ARGENTINA: RECOVERY ON TRACK DESPITE MID-YEAR COVID-19 SURGE

Argentina’s post-lockdown recovery—such as it is—remained on track in
September as economic activity strengthened from being down -11.6% yly in
August to -6.9% yly in September (chart 1). While this was much better than the
consensus expectation of -8.6% yly, it was close to the -6.0% y/y we forecast on
the basis of other data points that have been received through the end of Q3. In
sequential monthly terms, growth picked up from 1.1% m/m sa in August to 1.9%
m/m sa in September. We had forecast a 1.5% m/m sa gain based on a different
seasonal adjustment than INDEC appears to employ. Fishing led September’s
gains, but this is a seasonal phenomenon (chart 2). More encouragingly, beyond
fishing five of 15 other sectors showed annual gains, adding breadth to the post-
lockdown rebound.

—Brett House
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BRAZIL: EARLY-NOVEMBER IPCA-15 ADDED YET ANOTHER CHALLENGE FOR THE BCB’S “FORWARD GUIDANCE”

Another week, and another headache arrives for the BCB. IPCA-15 inflation for the first half of November, released on
Tuesday, November 24, printed at 4.22% y/y, above the 4.13% y/y consensus and our own projection of 4.1% m/m—a strong rise
from late-October’s 3.52% y/y (chart 3), but it was driven in part by level effects. Sequential inflationary pressures actually
moderated slightly from 0.94% m/m to 0.81% m/m (chart 4).

As has been the case in the past few prints, non-durable consumer-goods prices generated the bulk of inflationary pressures
(chart 5): food & beverage prices were up 2.16% m/m, appliance prices rose 1.4% m/m and clothing prices gained 0.96% m/m.
Amongst services, transportation prices, up 1.00% m/m, saw substantial gains. The government’s stimulus to consumer spending
was likely one of the main factors that boosted prices. One consolation for the BCB is that we have not, at least yet, seen material
inflationary contagion into prices for services and durable goods and, overall, sequential monthly inflation didn’t accelerate further.

Nevertheless, the DI and BRL-denominated Brazilian government curves are pricing around 340 bps of hikes over the
next 12 months—a clear sign that the market sees further inflationary pressures ahead and isn’t buying the BCB’s arguments for
patience.

—Eduardo Suarez

COLOMBIA: NOVEMBER’S CITI SURVEY SHOWS CONSENSUS ON MEDIUM-TERM Chart 6

SCENARIOS Colombia: Citi Survey
Repo-Rate Expectations for End-
November’s Citi Survey, which BanRep uses as one of its key indicators of 10+ numberofanalysts

expectations for inflation, the monetary policy rate, GDP, and the COP, came out 9
on Monday, 23 November. Key points included:

9
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e Growth forecasts were revised marginally downward. For 2020, a contraction of 7
-7.18% yly, 0.3 ppts below last month’s survey reading of -6.89%, is now expected 6
in the wake of the Q3 GDP results. In 2021, the recovery is expected to hit a pace of 5 [
4.54% yly, below the previous survey’s 4.67% yly consensus. We expect -7.5% yly 4
in 2020 and a rebound to 5.0% y/y in 2021 (see our Nov. 14 Latam Weekly). 3
2
1
0

e Inflation expectations for 2020 fell, but for 2021 they remained anchored.
November’s monthly inflation rate is, on average, expected to be 0.08% m/m and

1.72% yly; we project 0.09% m/m and 1.73% y/y on the back of neutral education 1.75% 2.00% 2.25% 2.50% 2.75% 3.00%
Sources: Scotiabank Economics, Citi Survey.
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inflation and positive inflation in foodstuffs, which would be offset to some extent by the effects of the VAT holiday. For
December 2020, the survey’s average forecast is 1.75% yly, lower than September’s reading (1.89% y/y), due to October’s
inflation downward surprise. Having said this, by December 2021, inflation is anticipated to hit 2.80% y/y, a bit below the
2.87% yly average projection in the October survey. In all cases, these results are just a few basis points off the results of the
BanRep November survey of macroeconomic expectations, which we summed up in our November 18 Latam Daily.

e Market consensus points to rate stability. A full 100% of analysts surveyed expect the monetary-policy rate to remain at
1.75% for the rest of 2020. In 2021, consensus expects one 25 bps hike: although analysts’ projections are dispersed between
stability and 125 bps of hikes, the mode is at 2.00% (chart 6).

e The USDCOP forecasts point to a relatively stable currency through December 2020 and a COP appreciation in 2021.
On average, respondents expect a level of USDCOP 3,678 by the end of 2020 and USDCOP 3,583 in 2021.

—Sergio Olarte & Jackeline Pirajan
MEXICO: EARLY-NOVEMBER INFLATION BACK IN TARGET RANGE, LABOUR MARKET KEPT IMPROVING IN OCTOBER
I. Inflation back to target range in the first half of November

Inflation for the first half of November came back into Banxico’s target range, according to data released on Tuesday,
November 24. Headline annual inflation came down from 4.09% y/y in late-October to 3.43% yl/y in early-November (versus
3.61% yly consensus), still higher than the 3.10% y/y we saw at this time last year (chart 7). On a sequential basis, inflation slowed
from 0.16% 2w/2w in late-October to 0.04% 2w/2w in early-November, below the 0.23% 2w/2w consensus.

By components, both core and non-core prices moderated their growth rate, with core inflation coming down from 3.96%
yly in late-October to 3.68% yly in early-November (versus 3.66% yly a year earlier), and non-core inflation falling from
4.50% yly to 2.67% yly (compared with 1.45% yly in the first half of 2019, chart 7 again). Annual inflation in goods prices
came down sharply from 5.4% yly in late-October to 5.0% y/y in early-November, while annual services inflation continued its
gradual moderation from 2.35% yly to 2.25% yly (chart 8).

Looking at the sequential monthly details:

e Sequential core inflation turned negative, coming down from 0.07% 2w/2w in late-October to -0.11% 2w/2w in early-
November versus the 0.09% 2w/2w consensus. The unexpected drop in core inflation may have been driven by
promotional sales that took place from November 9 to 20, an effect that we expect to be temporary. Merchandise goods prices
came down -0.30% 2w/2w, while the prices of services maintained their pace of the previous two weeks at 0.10% 2w/2w
growth; and

Chart 7

Mexico: Bi-Weekly Inflation &

Its Main Components
14

[ yly % change
12
Bi-weekly
10 F non-core
CPI
8 Bi-weekly
headline
6T CPI
4
2
0 ¥
Bi-weekly v
2 core CPI
4 L
16 17 18 19 20

Sources: Scotiabank Economics, INEGI.

Chart 8

Mexico: Bi-Weekly Core Goods &
Services Inflation

[ yly % change

Bi-weekly
goods CPI

4 -
3 b ececececpfeaacaaaad oo oo o-----
2 -
Bi-weekly
1| services CPI
0 1 1 1 1
16 17 18 19 20

Sources: Scotiabank Economics, INEGI.

Chart9

Mexico: Unemployment Rate*
6.0 o

5.5
5.0
4.5
4.0

3.5

3.0

2.5

11 12 13 14 15 16 17 18 19 20
Sources: Scotiabank Economics, INEGI.
*ETOE figures for Apr., May, & Jun.

Visit our website at scotiabank.com/economics | Follow us on Twitter at @ScotiaEconomics | Contact us by email at scotia.economics@scotiabank.com 3


https://www.scotiabank.com/ca/en/about/global-economics/economics-publications.html
https://twitter.com/ScotiaEconomics
https://www.banrep.gov.co/es/estadisticas/encuesta-mensual-expectativas-analistas-economicos
https://www.scotiabank.com/ca/en/about/economics/economics-publications/post.daily-publications.latam-daily.latam-daily.2020-issues.-----november-18--2020-.html

§ Scotiabank. v oALy

November 25, 2020

On the other hand, sequential non-core inflation came in at 0.51% 2w/2w, (versus 2.30% 2w/2w a year earlier), with
agricultural price inflation turning negative at -0.94% 2w/2w (versus 1.46% previously). Fruit and vegetal prices drove
the decline by diving deeply into deflationary territory. In contrast, regulated prices and utility tariffs both rebounded as
summer subsidies on electricity rates came to an end.

Il. Better labour market conditions in October, yet still below pre-pandemic levels

INEGI also released on Tuesday, November 24, the fourth edition of its new Survey on Jobs and Employment (ENOE),
which is mainly based on face-to-face interviews (86% of respondents) with some telephone conversations (14% of
respondents). The unemployment rate came down from 5.1% in September to 4.7% in October, “in line with the evolution
of the pandemic in the country” (chart 9). Still, INEGI highlighted that the average unemployment rate for January to October
was 4.5%, the highest rate for the first 10 months in six years. Some further notable points included:

The participation rate went up again, from 55.6% in September to 57.4%. The share of informality amongst the total employed
population rose from 54.9% in September to 56.0%, while the underemployment rate fell from 15.7% in September to 15.0%;

In absolute terms, the economically active population increased from 53.8 to 55.6 mn people, an inflow of 1,736 mn; the total
employed population rose from 51.1 mn to 53.0 mn (up by 1,865 mn). In the sub-components, the informally employed
population went up from 28.1 to 29.7 mn people (an increase of 1,598 mn), while the unemployed population decreased from
2.7 mn, to 2.6 mn (down by -0.129 mn); and

The service sector led much of the further recovery, driven by increases in the retail, financial, corporate, professional, and
hospitality sectors.

Still, even with October’s progress, Mexico’s participation rate remained below its pre-pandemic levels and
unemployment rates remained elevated.

—Miguel Saldafia
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