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Latam Daily: BanRep May Analysts’ Survey Raises
Short-Term Inflation Outlook

e Colombia: BanRep’s May survey of analysts showed higher inflation
projections for 2021 and anchored expectations over the long run; first
rate hike expected by Dec-2021

COLOMBIA: BANREP’S MAY SURVEY OF ANALYSTS SHOWED HIGHER
INFLATION PROJECTIONS FOR 2021 AND ANCHORED EXPECTATIONS
OVER THE LONG RUN; FIRST RATE HIKE EXPECTED BY DEC-2021

BanRep released the May edition of its monthly survey of economic analysts
with data collected over the period May 6 to 12. The results showed higher
inflation projections for 2021, still-anchored expectations over the longer
run, and anticipation of a first rate hike from the BanRep Board by
December 2021.

Highlights of the survey included:

e Medium-term inflation. The analyst consensus (median) expects inflation at
3.23% yly by December 2021, 39 bps higher than last month (table 1) due to
the strong upward surprise in April’s price data. In contrast, inflation
expectations for longer tenors continued hovering around BanRep’s 3% yly
target. In fact, analysts’ outlook for the 1Y tenor stood at 2.84% yly, a bit
below last month’s survey reading (2.92% yly), and the consensus projection
for the 2Y tenor stood at 3.11% y/y, which underscored that expectations
remained anchored over the monetary policy horizon (chart 1). Scotiabank
Economics projects CPI inflation to close 2021 at 3.13% y/y, but with an
upward bias, and end 2022 around 3.0% y/y. See our full forecasts in the

May 7 Latam WeekKly;

e Near-term inflation. On average, May’s monthly inflation is expected to come
in at 0.50% m/m sa, which would put annual inflation at 2.78% y/y. May’s
inflation reading should reflect upside pressures from protests and blockades,
especially in perishable goods, and a continued normalization of some core
prices. Scotiabank Economics expects May inflation to come in at
0.89% m/m sa and 3.18% yly;

Table 1
Colombia: Headline Inflation Expectations
Change vs
Average previous survey,
bps
May-2021, m/m % change 0.50
Dec-2021, yly % change 3.23 39
1Y ahead, y/y % change 2.84 -8
Dec-2022, y/y % change 3.1 -1
2Y ahead, y/y % change 3.1 -2
Sources: Scotlabank Economics, BanRep.
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Sources: Scotiabank Economics, BanRep.
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e FX. USDCOP median forecasts for end-2021 stood at 3,580 (up 63 pesos from the ~ Chart2
previous survey). For December 2022, respondents think, at the median, that the Colombia: Average Policy Rate
peso will end the year at USDCOP 3,500 (30 pesos above the previous survey). We Expectations
believe that the USDCOP rate is currently above its short-term fundamental level, 81 o
which we estimate at around 3,450. We think that once the noise from the protests 7

and fiscal reform is resolved, the COP should return to a more fundamentally
aligned valuation; and

e Policy rates. BanRep’s repo rate is expected to stay at 1.75% through November,
but, for the first-time, the median of analysts’ expectations envisions one 25 bps
hike in December to take the repo rate to 2% by end-2021 (chart 2); for end-2022, 3

6 months
the consensus median expects a policy rate of 3.0%. Our forecast is more front- 20
loaded, with a first hike in Sept-2021. 2 12 months 1.75
1
BanRep’s May survey showed that inflation expectations remained anchored over
the longer run. Having said this, the post-pandemic normalization of prices is now 0 16 17 18 19 20

expected to advance at a quicker pace—which is in line with our view that the BanRep
will begin raising its benchmark policy rate in September. Additionally, the recent upward
surprise in economic activity readings for Q1-2021 points to a more front-loaded rate path than consensus has heretofore
anticipated, notwithstanding the fact that the recent protests will take some wind out of the economy’s sails in Q2-2021.

Sources: Scotiabank Economics, BanRep.

—Sergio Olarte & Jackeline Pirajan
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for any direct or consequential loss arising from any use of this report or its contents.
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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.
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