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ECONOMIC OVERVIEW

e Following the recent flood of Latam inflation data and the BCRP’s rate decision

yesterday (see Latam Daily), we head into mid-March facing a generally quiet data

and events calendar in the region. Across the four Pacific Alliance countries, there
was not one that saw stronger than expected inflation in February data released
over the past couple of weeks.

e Toguide our outlook for Peru’s economy and monetary policy, the country’s
releases of GDP and unemployment figures on Wednesday will be the data
highlight of the week in the region. The team estimates that GDP in Peru
contracted by 1.4% y/y in January (as estimated by Velarde) owing to the
economic disturbance of social unrest during the month.

e Therelease of US inflation data on Tuesday and the ECB’s decision on Thursday
may ultimately crowd out domestic market narratives in Latam, however, after

anxiety over the Fed’s terminal rate and its next hike size troubled traders in recent

days.
PACIFIC ALLIANCE COUNTRY UPDATES

e  We assess key insights from the last week, with highlights on the main issues to
watch over the coming fortnight in the Pacific Alliance countries: Chile, and Peru.

MARKET EVENTS & INDICATORS

e A comprehensive risk calendar with selected highlights for the period
March 11-24 across the Pacific Alliance countries and Brazil.

Chart of the Week

PAC Inflation Meets or Misses in February, Brazil Beats
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Chart of the Week: Prepared by: Anthony Bambokian, Economic Analyst.
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Economic Overview: Peru in the Regional Spotlight
While Global Markets Watch US CPI

e Following the recent flood of Latam inflation data and the BCRP’s rate decision
yesterday (see Latam Daily), we head into mid-March facing a generally quiet
data and events calendar in the region. Across the four Pacific Alliance
countries, there was not one that saw stronger than expected inflation in
February data released over the past couple of weeks.

e Toguide our outlook for Peru’s economy and monetary policy, the country’s
releases of GDP and unemployment figures on Wednesday will be the data
highlight of the week in the region. The team estimates that GDP in Peru
contracted by 1.4% y/y in January (as estimated by Velarde) owing to the
economic disturbance of social unrest during the month.

e  Therelease of US inflation data on Tuesday and the ECB’s decision on Thursday
may ultimately crowd out domestic market narratives in Latam, however, after
anxiety over the Fed’s terminal rate and its next hike size troubled traders in
recent days.

Following the recent flood of Latam inflation data and the BCRP’s rate decision
yesterday (see Latam Daily), we head into mid-March facing a generally quiet data
and events calendar in the region. The release of US inflation data on Tuesday and the
ECB’s decision on Thursday may ultimately crowd out domestic market narratives in
Latam, however—after anxiety over the Fed’s terminal rate and its next hike size
troubled traders in recent days.

Across the four Pacific Alliance countries, there was not one that saw stronger than
expected inflation in February data released over the past couple of weeks. This
should be of comfort for the region’s central banks in the hope of reaching their policy
goals after a period of highly elevated inflation.

Colombia’s data precisely matched the median month-on-month forecast (unlike the
others, which missed) but the marginal increase in the year-on-year pace from 13.25%
to 13.28% suggests that February may have marked the peak in inflation in the
country—the last one in the region to reach this milestone. Still, BanRep will likely face
double-digits prices growth until the final quarter of the year, to a great degree owing
to indexation effects. With this in mind, we think the central bank will still roll out
another hike at month-end, but a weakening economy should prompt a downshift to a
25bps pace (from 75bps at its previous decision) with wait-and-see guidance on
whether it will hike again.

A weaker than expected reading in Mexican CPI data published yesterday saw markets
reduce their expectations for Banxico rate hikes (and saw lower yields across the
curve) and now a 50bps move looks a fair bit less likely than a 25bps increase. Fed
Chairman Powell also spoke on the possibility of a half-point increase earlier this week,
leaving some wondering whether Banxico would match that. However, before this idea
could pick up steam, the sharp re-pricing of Fed March hike bets in the past couple of
days coupled with the softer than expected core inflation print leaves us where we
started; Banxico will shift to a lower hiking pace after hawkishly surprising at its latest
decision.
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Peru’s central bank responded to the lower than forecast February inflation reading (which also missed in January data) with a second rate
pause at its policy decision yesterday. We think the current 7.75% represents the terminal rate for the BCRP, despite an openness to moves
in either direction expressed in the statement, and the focus will now turn to how much longer the Velarde-led bank will hold its policy rate
without cutting. We think the bank will wait until the final quarter of the year to reduce its policy rate by 50bps across two meetings.

In Chile, headline inflation fell below 12% for the first time since May 2022, and the 0.1% decline month-on-month represented the first
negative print in over two years. The data miss and decline led the team in Santiago to believe that two-year-ahead inflation expectations
would converge towards 3% in the results of the BCCh survey published today—and so they did. Analysts, however, expect a rate hold from
the central bank at the next two meetings, while our economists project the start of the cutting cycle next month. The government’s
response to the surprising failure of its tax reform bill in the lower house this week is a key development to monitor over coming days and
weeks.

To guide our outlook for Peru’s economy and monetary policy, the country’s releases of GDP and unemployment figures on Wednesday will
be the data highlight of the week in the region. The team estimates that GDP in Peru contracted by 1.4% y/y in January (as estimated by
Velarde) owing to the economic disturbance of social unrest during the month. Though the economy should fare better in February, it may
not be until data for the current month that we get a ‘cleaner’ read of the underlying state of the economy—with the added support of
stimulus programmes (see Peru section). Industry-level data in Colombia released the same day will also catch our eye, particularly retail
sales to gauge the state of household consumption. Mexico also publishes industrial production data and ANTAD retail sales.

In Brazil, we'll pay attention to unemployment figures but the main thing to watch will be the trickle of information surrounding Haddad’s
fiscal plan (to replace the current spending cap rule) which is due to be delivered to President Lula next week. Austerity measures in
response to a breach of public debt goalposts is one item that is reportedly included in the current form of the proposal—and an item that
will likely not sit well with Lula. On the other hand, improved fiscal credibility and signs that the administration is not looking to spend with
largesse may prompt the BCB to look more favourably at a rate cut in coming months. Yet, the beat in inflation data published today, with
elevated rates of underlying inflation, will throw a spanner in the works for the board led by Campos Neto who looks set to keep highly
restrictive rates on hold for a while longer—with no change expected later this month.
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Pacific Alliance Country Updates

Chile—Government Suffers from the Rejection of the Tax Reform; Inflation Convergence Underway

Anibal Alarcén, Senior Economist
+56.2.2619.5465 (Chile)
anibal.alarcon@scotiabank.cl

AFTER REJECTION IN THE HOUSE, THE GOVERNMENT WILL PROBABLY HAVE TO SEPARATE THE TAX REFORM TO SEEK ITS
APPROVAL IN CONGRESS

On Wednesday, March 8, the Lower House rejected—in general terms—the tax reform bill delivered by the government in July 2022, which
intends to collect 3.5% of the GDP in the next 4 years, mainly to finance the pension reform. The bill needed 78 votes in favour to be
approved by the chamber of deputies, reaching only 73 due to the rejection of some parliamentarians of the People’s Party (Partido de la
Gente) and the absence of eight members in the Lower House, three of them from government parties. Now, the government has the
possibility to insist with the initiative by entering the bill in the Senate. However, in our opinion, it is likely that the government will separate
the tax reform bill and seek the approval of the issues that generate consensus, such as the measures to reduce tax evasion and avoidance,
and continue discussing separately some proposals that generate concern among lawmakers. All in all, as we mentioned some weeks ago
(see our Latam Weekly), the tax reform will require important modifications to be approved in Congress, which would occur no earlier than
Q3-2023. In consequence, the tax reform should be approved with relevant adjustments that will very likely lower the long-term collection
objective.

INFLATION CONVERGENCE UNDERWAY; SECOND-ROUND EFFECTS WILL DISAPPEAR SOON

Also, on Wednesday, March 8, the INE released February CPI data, showing a 0.1% m/m decline (11.9% y/y), sharply below market survey
expectations (Economic Expectations Survey: +0.4%; Financial Traders Survey: +0.3%), forwards (+0.3%) and consensus expectations
(0.2%), although closer to our 0.1% m/m projection. With this, CPI fell for the first time in more than two years (since November 2020).

We have a different read than consensus regarding inflationary persistence. For many, this is explained by specific factors linked to the exchange
rate. We partly agree. However, both the negative CPI that will be transmitted to short-term indexed products (like rents), as well as the still
strong multilateral appreciation of the peso, would lead to a faster inflation landing than estimated by the market. The last month to reflect
indexation effects (through educational services) will be March, and the overall prices basket will have to deal with relevant negative impacts
coming from several food and other exchange rate-linked products. We reiterate our 2023 annual inflation projection of 3.7%.

Peru—A Glimpse at Post-Protests Peru

Guillermo Arbe, Head Economist, Peru
+51.1.211.6052 (Peru)
guillermo.arbe@scotiabank.com.pe

The summer of protests in Peru appears to be ending. But the aftermath of the protests will linger. We await January GDP figures to be
released on March 15. Julio Velarde, the presiding Board Member of the BCRP, has already suggested that January GDP will show a 1.4% y/y
decline. We were hoping that the decline in GDP would not be this great, but would not be surprised if it is. February GDP should fare better,
but not as well as it should. Growth will be low if not nil. It won’t be until March that we can hope for economic indicators that will not be
materially contaminated by unrest. March should be the first month in which we shall be able to see what “normal” monthly growth looks
like.

What will help to an extent is public spending, which has the potential to be quite the silver lining in 2023. At least, the government seems
intent on making it so. In its three months in office, the cabinet has launched three stimulus programs, one that is an all-encompassing
program linked to the 2023 budget, called Con Punche Peru (with a PEN5.9bn price tag), and two which focus on special concerns, namely, a
sector and a region that were most impacted by the protests (Con Punche Turismo is designed to support tourism, and Con Punche Puno is
geared towards the Puno region). In addition, the government requested, and obtained, special powers to legislate on issues to promote
investment—particularly, we understand, in large infrastructure projects, and overall private investment. Perhaps mining as well.
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One could argue that the results of all this “punching” are already being seen. In February,
there was a spike in public investment, quite against expectations. Overall public investment
was up a significant 29% y/y (chart 1) (preliminary figures by the Ministry of Finance figures,
which may differ from BCRP figures, to be released next week). The breakdown by type of
government is even more interesting. National government investment was up a huge 65%
yly, in February. The magnitude was unexpectedly high, but was within the realm of the
imaginable. What is much more interesting is that regional government investment rose
20.9% y/y in February, and local government investment fell only 2.0%. This was not
expected because precedent has it that whenever there is change in regional and local
authorities, as occurred in January, investment plummets for nearly a year. This certainly
occurred in January, when regional public investment fell by 29.8% and local government
investment declined by 57.4%. This makes the turnaround in February all the more
impressive. We can only hope that it reflects a successful policy as announced by the MEF to
provide managerial support to regional and local authorities to bolster their spending
capabilities.

Another sign that the times are changing is that on March 9, the government lifted the State
of Emergency in Lima, which has been quite immune to major protests for some time now.
There are still roadblocks in Puno, the focal point of unrest, but at last count, there were
only 18, compared to over 120 in various regions of the country at the height of the protests
in January. Even though uncertainty over elections continues, the return to a greater sense
of normality in day-to-day life, and the evident improvement in State management
capabilities, is starting to stimulate an improvement in business confidence (chart 2). The
three-month outlook is once again in positive territory. Public institutions are operating with
normality and regularity, and the rule of law is slowly and quietly returning, in fits and starts,
perhaps, but enough to generate a sensation of increasing stability throughout much of the
business community. The question, of course is will it last.
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Key Economic Charts

Chart1 Chart 2
Real GDP Latam: Monthly Economic Activity Index Tracker
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Key Market Charts

Chart1 Chart2
Latam Currencies Performance Latam Equities Performance
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Yield Curves
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Yield Curves
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Yield Curves
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Market Events & Indicators for March 11-24

BRAZIL

Date Time
Mar-13

Mar-13 14:00
Mar-16 7:00
Mar-16 7:00
Mar-17 4:00
Mar-17 8:00

Mar-20 7:25
Mar-20 14:00

Mar-22 17:30
Mar-23 7:00
Mar-24 8:00
Mar-24 8:00
Mar 15-27

Mar 20-27
CHILE

Date Time
Mar-20 7:30
Mar-20 7:30
Mar-20 7:30
Mar-24 8:00
COLOMBIA
Date Time
Mar-13

Mar-15 11:00
Mar-15 11:00
Mar-15 1:00
Mar-15

Mar-17 11:00
Mar-17 11:00
Mar-17 12:00
Mar-22

Mar-22

Event

7:25 Central Bank Weekly Economist Survey

Trade Balance Weekly (USD mn)

FGV CPIIPC-S (%)
FGV Inflation IGP-10 m/m

FIPE CPI - Weekly (%)
National Unemployment Rate (%)

Central Bank Weekly Economist Survey

Trade Balance Weekly (USD mn)
Selic Rate (%)
FGV CPIIPC-S (%)

IBGE Inflation IPCA-15y/y
IBGE Inflation IPCA-15 m/m

Formal Job Creation Total

Tax Collections (BRL mn)

Event
Current Account Balance (USD mn)
GDPyl/y

GDP qg/q
PPIm/m

Event
Consumer Confidence Index

Manufacturing Production y/y
Industrial Production y/y

Retail Sales y/y
Central Bank's Economists Survey

Imports CIF Total (USD mn)
Trade Balance (USD mn)
Economic Activity NSAy/y

Industrial Confidence
Retail Confidence

Forecasts at time of publication.
Sources: Scotiabank Economics, Bloomberg.

Period

12-Mar

15-Mar
Mar

15-Mar
Jan

Period
4Q
4Q

4Q
Feb

Period
Feb

Jan
Jan

Jan

Jan
Jan
Jan

Feb
Feb

BNS Consensus

BNS Consensus

16 -

0.6 --

BNS Consensus
-- -29

0.9 --

Latest

-280.6

0.48
0.02

0.39
7.9

-280.6
13.75
0.48

5.63
0.76

-440669
251745

Latest
-9428.1
0.3

-1.2
0

Latest

March 10, 2023

BNS Comments

BNS Comments

Our projection for Q4 is consistent with GDP growth of 2.7% in
2022.

BNS Comments

-29

0.55
0.7

-1.8

5851.78
-935.2
13

36
29.7

Manufacturing and retail sales are expected to remain subdued due
to a lower basis of comparison and lower demand due to continued
upward price pressures.

With regard to the performance of the economy, we expect the
services sector to continue to moderate due to lower household
demand. In the primary sector, it is possible that there will still be
some lags due to the weather season and transportation on some
roads. In the secondary sector, we expect a moderation in
manufacturing and perhaps some dynamism in construction,
particularly in housing.
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Market Events & Indicators for March 11-24

MEXICO

Date Time Event Period BNS Consensus Latest BNS Comments

Mar-13 8:00 Industrial Production NSAy/y Jan -- -- 2.98

Mar-13 8:00 Manuf. Production NSA y/y Jan -- -- 2.7

Mar-13 8:00 Industrial Production SA m/m Jan -- -- 0.67

Mar-13 ANTAD Same-Store Sales y/y Feb -- -- 10.3

Mar-14 11:00 International Reserves Weekly (USD mn) 10-Mar -- -- 200268

Mar-21 Banamex Survey of Economists --

Mar-22 8:00 Aggregate Supply and Demand (%) 4Q - -- 6.4

Mar-22 11:00 International Reserves Weekly (USD mn) 17-Mar -- -- 200268

Mar-23 8:00 Retail Sales m/m Jan -- -- 0.1

Mar-23 8:00 Retail Salesy/y Jan -- -- 25

Mar-23 8:00 Bi-Weekly CPI (%) 15-Mar -- -- 0.16

Mar-23 8:00 Bi-Weekly Core CPI (%) 15-Mar -- -- 0.16

Mar-23 8:00 Bi-Weekly CPly/y 15-Mar -- -- 7.48

Mar-23 8:00 Bi-Weekly Core CPly/y 15-Mar -- -- 8.21

Mar-24 8:00 Economic Activity IGAE m/m Jan -- -- 0.35

Mar-24 8:00 Economic Activity IGAE y/y Jan -- -- 2.62

PERU

Date Time Event Period BNS Consensus Latest BNS Comments

Mar-15 11:00 Lima Unemployment Rate (%) Feb 8.8 -- 8.0 Driven by seasonallity and lower labour market dynamism due to
social unrest.

Mar-15 11:00 Economic Activity y/y Jan -1.0 -- 0.9 GDP negative for first time since February 2021, explained by

sectors linked to domestic demand (mainly the construction sector).
Mining affected by social unrest.

Forecasts at time of publication.
Sources: Scotiabank Economics, Bloomberg.
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Scotiabank Economics Latam Coverage

Local Market Coverage

CHILE

Website: Click here to be redirected
Subscribe: anibal.alarcon@scotiabank.cl
Coverage: Spanish and English
COLOMBIA

Website: Click here to be redirected
Subscribe: Jjackeline.pirajan@scotiabankcolpatria.com
Coverage: Spanish and English
MEXICO

Website: Click here to be redirected
Subscribe: estudeco@scotiacb.com.mx
Coverage: Spanish

PERU

Website: Click here to be redirected
Subscribe: siee@scotiabank.com.pe
Coverage: Spanish
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