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ARGENTINA: EXPORTS CURBED BY DEVALUATION ANTICIPATION

In INDEC data out Tuesday, November 24, Argentina’s monthly trade surplus
edged up from USD 584 mn in September to USD 612 mn in October, under
consensus expectations of a USD 700 mn surplus (chart 1). Imports came
down from USD 4.1 bn in September to USD 4.0 bn in October; exports similarly
pulled back by about USD 100 mn, from USD 4.7 bn in September to USD 4.6 bn
in October. On a rolling 12-month basis, imports have stemmed the consistent
decline they've registered over the last two years of recession, but exports have
maintained the downward trend they’ve been on since early-2020—which is what
has pulled down the trade surplus over the last few months. Even though global
external demand has improved from mid-2020, some Argentine exports have
been held back as producers anticipate possible windfall gains from an expected
devaluation in the official ARS. We expect at least some of this export hesitancy to
continue until a new program is agreed with the IMF in early-2021.

—Brett House

COLOMBIA: MONETARY POLICY PREVIEW FOR FRIDAY’S BANREP
MEETING

On Friday, November 27, BanRep, will hold its regularly scheduled Board
meeting on monetary policy, and we, along with the consensus of market
analysts, expect the benchmark policy rate to be held at its record low of
1.75% (chart 2). At its last meeting on October 30, the central bank kept the
monetary policy rate unchanged in a unanimous vote. Governor Echavarria, in the
ensuing press conference, emphasized that rate stability would continue in the
coming months. At that time, the central bank’s staff improved its outlook for
inflation and economic growth, noting that its expected monetary-policy-rate path
is mildly higher than market consensus; however, the differences between these
views were not materially large given the size of recent shocks and ongoing
volatility. The market is pricing stability in the policy rate at 1.75% until Q4-2021
when one hike of 25 bps is anticipated.

Since the last meeting, the October CPI inflation reading surprised to the
downside. The education sector posted a new decline in tuition fees, which led
annual inflation to a record low of 1.75% y/y. Nevertheless, November’s economic
surveys showed that inflation expectations remained close to 2.8% y/y for
end-2021 and closer to 3% y/y over the longer term (chart 3). On the economic
activity side, Q3 GDP data indicated that Colombia had overcome the worst of the
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Argentina: Exports Curbed by ARS
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current crises (chart 4), and the recovery is proceeding in line with expectations. The labour market also improved in September,
while business confidence indicators consolidated positive prospects for economic activity.

Even with the downside surprise in October’s inflation reading, recent data add support to our call for a hold at Friday’s
BanRep Board meeting. In addition to the rate call, it is worth watching the succession process as Governor Echavarria prepares
to leave office at the end of the year. A new Governor could be elected at any moment.

—Sergio Olarte & Jackeline Pirajan

MEXICO: COMMERCIAL ACTIVITY ADVANCED IN SEPTEMBER; EXTERNAL CURRENT ACCOUNT REGISTERED
RECORD SURPLUS IN Q3 ON WEAK DOMESTIC DEMAND

I. Commercial activity advanced in September

Retail and wholesale activity continued to register gains in September, according to data released on Wednesday,
November 25, by INEGI. On a monthly basis, both retail and wholesale sales continued to advance, with retail sales maintaining
steady progress (up 2.7% m/m) for a fifth consecutive month and wholesale sales growth softening (0.95% m/m). On an annual
basis, wholesale and retail sales were down for a seventh consecutive month, although the gap compared with last year continued
to narrow (chart 5) as retail sales went from -10.8% y/y in August to -7.1% y/y and wholesale trade moved from -11.9% y/y in
August to -5.6% y/y in September. It will still take some time to return to pre-pandemic levels, especially given the absence of fiscal
stimulus to support consumption.

The improved results reported by the commercial sector were somewhat anticipated back on November 11 by the better
September data we received from supermarkets, department stores, and the industrial sector. Smaller gaps compared with
activity a year ago reflected the ongoing normalization of the economy, the gradual improvement in employment, the strength of
salaries, and the favourable evolution of remittances. Nevertheless, commercial-sector sales are expected to remain weak through
the remainder of the year.

Il. External current account registered record surplus in Q3 on weak domestic demand

During the third quarter of 2020, the current account of Mexico’s external balance of payments registered a record
surplus, according to data published on Wednesday, November 25, by Banxico. Mexico’s current account surplus hit

USD 17.5 bn during the third quarter of the year (chart 6). This surplus was equivalent to 6.9% of GDP, a figure that contrasts with
the deficit of -0.1% of GDP in Q3-2019. Unfortunately, this was driven mainly by a drop in imports of both goods and services
owing to reduced demand from domestic industry. Amongst non-oil goods, exports were down -4.5% yl/y, but imports were off by
almost -20% yly.
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Banxico’s report also showed that foreign direct investment during the third quarter was down almost -44% y/y compared
with Q3-2019. Net portfolio investment flows began recovering from Q2-2020’s big drop, but still remained below levels from a
year ago (chart 6, again).

Mexico’s Q3-2020 balance of payments reflects an asymmetric recovery driven mainly by external demand rather than
gains in the domestic market. Generalized weakness in the domestic economy is expected to persist for the rest of year and
Mexico’s recovery is set to lag the rest of Latam owing to uncertainty around the pandemic and limited fiscal support.

—~Paulina Villanueva

PERU: PUBLIC-SECTOR INVESTMENT STARTED Q4-2020 STRONGLY; SAGASTI SEEKS RAPPROCHEMENT WITH
CONGRESS

The Minister of Finance, Waldo Mendoza, stated on Tuesday, November 24, that public-sector investment would increase
by 18.7% yly in November (chart 7). This would be the second consecutive month of positive public-investment growth, following
6.6% yly in October (according to statements by the previous finance minister). This is significant: since the pandemic and
lockdown began in March, public-sector investment has been underperforming the rest of the economy, and, thus, has been a
drag on GDP growth. Given the figures for October—November, public-sector investment should add to growth in Q4-2020, rather
than subtract from it. This is one more reason why GDP growth in Q4 should be significantly better than the -9.4% y/y contraction
we saw in Q3.

On November 24, President Sagasti began meeting with opposition parties and members of Congress to forge favourable
relations ahead of the vote of confidence in the Cabinet that is scheduled for December 3-4. The results so far appear to be
promising. The leader of Alianza Para el Progreso (APP), César Acuia, forcefully stated that APP must behave with greater
responsibility in Congress, and that this should include giving its vote of confidence to the Bermudez Cabinet next week. The
leader of Fuerza Popular, Keiko Fujimori, also expressed her support for the Sagasti Government.

—Guillermo Arbe
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