GLOBAL ECONOMICS
| LATAM DAILY

February 25, 2021

® Scotiabank.

Latam Daily: Mexico Inflation Stable, Activity Weak
at End-2020; Peru to Open Up

e Mexico: Inflation came in as expected in the first half of February; weak
commercial activity at end-2020; energy bill passed in the Lower House

e Peru: Government relaxes mobility restrictions

MEXICO: INFLATION CAME IN AS EXPECTED IN THE FIRST HALF OF
FEBRUARY; 2020 ENDS WITH WEAK COMMERCIAL ACTIVITY; ENERGY
BILL PASSED IN THE LOWER HOUSE

I. Inflation came in as expected in the first half of February

INEGI released inflation for the first half of February, which printed at
3.84% yly (chart 1), slightly below the 3.85% y/y consensus. Non-core had the
largest contribution, with the energy sub-component being the major driver of
inflation. Headline inflation rose 0.23% on a bi-weekly basis, in line with
expectations. By components, non-core inflation advanced 0.26% bi-weekly
relative to the previous two-week period. Importantly, the energy subcomponent
grew 1.28% on a bi-weekly basis, driven by increases in gasoline and domestic
gas prices; while, food prices decreased -0.69% bi-weekly (versus 0.55%
bi-weekly previously). Meanwhile, core inflation, advanced a more modest

0.22% on a bi-weekly basis, also in line with expectations. Core inflation
components retained their differentiated performance between merchandise
(+0.30% bi-weekly) and services prices (+0.13% bi-weekly) but we expect that as
major cities begin to unwind social-distancing, the gap will close (chart 2).

On an annual basis, inflation of 3.84% yly rose the most since October 2020.
By components, core inflation remained stable at 3.84% y/y. On the other hand,
merchandise prices edged up 5.48% y/y while service prices softened from
2.12% yly to 2.06% yly. Finally, the non-core component rose 3.85% y/y (versus
3.03% yly a year ago and 3.42% yl/y previously). Annual Inflation remains within
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the variability range of the target set by Banxico. In the short term headline inflation could exceed the 4.0% threshold, which
explains why we believe there is limited scope for additional monetary easing until at least the end of the second quarter of the
year. We don’t see this print as a material shock, and it should not alter Banxico’s policy outlook. However, we do think that the
upwards pressure on US rates, and the increased amount of priced in hikes in other major EM yield curves could eventually
become a factor to watch for the Board.
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Il. Weak end to commercial activity in 2020 Mexico: Domestic Commercial
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lll. Energy bill passed by Lower House, raising concerns in the private sector ) ,
Sources: Scotiabank Economics, INEGI.

As was expected given Morena’s strong legislative presence, the Lower House

approved AMLO’s Power Sector Reform Bill. The main elements of the Bill are to eliminate the legal requirement that the sector
operate under free competition, and instead sets a tiering of which sources of power will be distributed first: (1) CFE generated
renewable power, (2) CFE generated non-renewable energy, (3) privately generated wind & solar, (4) private combined cycle
generation power. The President, in his morning conferences this week, acknowledged that there are a number of litigation efforts
already underway to impede the Bill’'s implementation, with estimates of foreign investment in the sector being close to USD 40 bn.
The initiative is designated a priority initiative, which means that each House gets 31 days to vote on it, with the Senate expected
to pass it over the next couple of weeks—although it is worth highlighting that the Lower Houses’ approval came about 5 days later
than initially expected.

In a similar direction, President Lopez Obrador mentioned on his press conference on February 24, that he expects the
Bill to limit the use of outsourcing will also be approved in the current legislative period. The Bill will limit the use of
outsourcing by private companies to non-core activities. Estimates suggest that at this point, about 20% of formal workers operate
in this regime, which save employers somewhere in the neighborhood of 15% of employer costs.

—Eduardo Suarez & Miguel Saldaia
PERU: THE GOVERNMENT RELAXES MOBILITY RESTRICTIONS

President Sagasti announced during a press conference on Wednesday evening, the government’s decision to relax the
mobility restrictions that exist in large parts of the country beginning on March 1. The restrictions in place in February
affected only 5% of the production of goods and services. The maodifications reduce the impact on the economy even further. All
but very marginal activities are allowed to operate, albeit at reduced capacity. Peru operates under four levels of alert. The most
significant relaxation of restrictions was for the Extreme Alert level, which encompasses Lima and approximately two-thirds of the
economy. The government relaxed the restrictions despite the fact the second wave of COVID-19 continues. Although there are
incipient signs that the wave is peaking, the government decision was probably more influenced by increasing concern about the
impact of the restrictions on the economy and on welfare.
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The following table shows some of the highlights of the changes for those parts of the country under extreme alert.

Banks, supermarkets, durgstores, continue operating at 40% capacity.

All other productions activities are free to operate.
In high alert regions, restrictions are softer, with non-significant economic impact.

Table 1
Peru: Extreme Alert Restrictions March 1 to 14

Previous Now
Prohibition on private vehicle use All week Sundays
Curfew 6pm to 6am 9pm to 4am
Malls, department stores closed 20% capacity
Restaurants only delivery 30% capacity
Beauty parlors, spas, hair salons closed 40% capacity
Libraries, museums, galleries closed 30% capacity

The activities that remain closed include: casino, gyms, theaters, temples, social and sport clubs, beaches.

Sources: Scotiabank Economics, Presidencia del Consejo de Ministros, local press.

—Guillermo Arbe
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contained herein are our own as of the date hereof and are subject to change without notice. The information and opinions contained herein
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for any direct or consequential loss arising from any use of this report or its contents.

These reports are provided to you for informational purposes only. This report is not, and is not constructed as, an offer to sell or solicitation of
any offer to buy any financial instrument, nor shall this report be construed as an opinion as to whether you should enter into any swap or
trading strategy involving a swap or any other transaction. The information contained in this report is not intended to be, and does not
constitute, a recommendation of a swap or trading strategy involving a swap within the meaning of U.S. Commodity Futures Trading
Commission Regulation 23.434 and Appendix A thereto. This material is not intended to be individually tailored to your needs or characteristics
and should not be viewed as a “call to action” or suggestion that you enter into a swap or trading strategy involving a swap or any other
transaction. Scotiabank may engage in transactions in a manner inconsistent with the views discussed this report and may have positions, or
be in the process of acquiring or disposing of positions, referred to in this report.

Scotiabank, its affiliates and any of their respective officers, directors and employees may from time to time take positions in currencies, act as
managers, co-managers or underwriters of a public offering or act as principals or agents, deal in, own or act as market makers or advisors,
brokers or commercial and/or investment bankers in relation to securities or related derivatives. As a result of these actions, Scotiabank may
receive remuneration. All Scotiabank products and services are subject to the terms of applicable agreements and local regulations. Officers,
directors and employees of Scotiabank and its affiliates may serve as directors of corporations.

Any securities discussed in this report may not be suitable for all investors. Scotiabank recommends that investors independently evaluate any
issuer and security discussed in this report, and consult with any advisors they deem necessary prior to making any investment.

This report and all information, opinions and conclusions contained in it are protected by copyright. This information may not be
reproduced without the prior express written consent of Scotiabank.

™ Trademark of The Bank of Nova Scotia. Used under license, where applicable.

Scotiabank, together with “Global Banking and Markets”, is a marketing name for the global corporate and investment banking and capital
markets businesses of The Bank of Nova Scotia and certain of its affiliates in the countries where they operate, including; Scotiabank Europe
plc; Scotiabank (Ireland) Designated Activity Company; Scotiabank Inverlat S.A., Institucion de Banca Multiple, Grupo Financiero Scotiabank
Inverlat, Scotia Inverlat Casa de Bolsa, S.A. de C.V., Grupo Financiero Scotiabank Inverlat, Scotia Inverlat Derivados S.A. de C.V. — all
members of the Scotiabank group and authorized users of the Scotiabank mark. The Bank of Nova Scotia is incorporated in Canada with
limited liability and is authorised and regulated by the Office of the Superintendent of Financial Institutions Canada. The Bank of Nova Scotia is
authorized by the UK Prudential Regulation Authority and is subject to regulation by the UK Financial Conduct Authority and limited regulation
by the UK Prudential Regulation Authority. Details about the extent of The Bank of Nova Scotia's regulation by the UK Prudential Regulation
Authority are available from us on request. Scotiabank Europe plc is authorized by the UK Prudential Regulation Authority and regulated by the
UK Financial Conduct Authority and the UK Prudential Regulation Authority.

Scotiabank Inverlat, S.A., Scotia Inverlat Casa de Bolsa, S.A. de C.V, Grupo Financiero Scotiabank Inverlat, and Scotia Inverlat Derivados,
S.A. de C.V,, are each authorized and regulated by the Mexican financial authorities.

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


https://www.scotiabank.com/ca/en/about/global-economics/economics-publications.html
https://twitter.com/ScotiaEconomics

