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Latam Daily: Colombia’s Confidence Slides; Mexico’s
Consumption and Investment; and Peru’s Newish Cabinet

« Colombia: Consumer confidence worsened in July
« Maexico: Consumption and investment weaken on confidence effects

e Peru: The new Cabinet is the same as the old one (well, mostly)

COLOMBIA: CONSUMER CONFIDENCE WORSENED IN JULY

Colombia’s Consumer Confidence Index (CCl) in July stood at -10.4 ppts, a decrease
of -13.3 ppts over the previous month. The decline in consumer confidence is
explained by a worsening in both components of CCl, with the index of expectations of
future conditions falling from 17.5 ppts to 4.3 ppts (chart 1), and the index of current
conditions dropping from -19 ppts to -32.3 ppts. The deterioration in the current
conditions index can be attributed to persistent inflation.

The expectations index declined by less than the current index as consumers think that
the conditions of their households will improve in the coming year, and the conditions
of the country will likewise improve, albeit to a lesser degree. The willingness to buy
durable goods fell. The willingness to buy homes also declined (from -22 ppts to -35.3
ppts), while the willingness to buy vehicles registered a negative balance falling 3.8 ppts
compared to the previous month to -59.9 ppts, explained by depreciation of the exchange
rate and higher CPI inflation. Households’ perceptions about the future remain in positive
territory but to a lesser extent compared to the previous month because of the
uncertainty with respect to the announcements of the new government and expected
inflation.

Looking at the July details:

« The Current Conditions Index reached -32.3 ppts, falling from -19 ppts of June.
Households’ perceptions deteriorated owing to high inflation, and international
developments that continued to generate pressure on the prices of inputs, capital
goods and consumer goods. In the same vein, the willingness to buy durable goods
fell by 7.9 ppts compared to the previous month.

« The Expectations Index fell to 4.3 ppts in July from 17.5 ppts in June (chart 1,
again). Expectations about the economic future of households contributed the most
to the fall (at -20.3 ppts to -10.7 ppts). Similarly, the evaluation of the country’s
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economy also showed deterioration and stood at 4.9 ppts from 14.3 ppts. Going forward, it will be important to monitor the dynamics
of consumption given that inflation reached double digits and food prices continue to rise. Consumer credit is expected to slow in the
face of higher interest rates in line with stronger adjustments by BanRep. In addition, political uncertainty also played its part to
increase unease.

« Bycities, consumer confidence only increased in Barranquilla. In Bogota, confidence fell from 3.1 ppts to -10.1, while in Medellin
confidence worsened from -0.9 to -20.7 ppts. In Bucaramanga and Cali it also showed a deterioration.

«  Consumer confidence deteriorated at all socio-economic levels. In high-income groups confidence dropped from -4.5 ppts to -37.8
ppts. Middle-income deteriorated from a positive balance in the previous month from 9.2 ppts to -12.7, and low-income confidence
continues to deteriorate. This behaviour is explained by persistent increases in the prices of food, services and goods.

Consumer confidence in July shows that consumers have become considerably more pessimistic about their current and future
situation. Households continue to be affected by the effects of inflation, reducing their willingness to buy durable goods and vehicles
(chart 2). Added to that is the impact of a more aggressive policy rate adjustment that should discourage credit and return consumption
to more sustainable levels. We expect the central bank to continue its cycle of monetary policy tightening, so that by the Se ptember
meeting we see the possibility of a 9.50% policy rate. However, we tilt our balance of risks upside, as we see inflation trajectories in the
short and medium term well above BanRep’s upper target.

—Sergio Olarte, Maria (Tatiana) Mejia & Jackeline Pirajan
MEXICO: CONSUMPTION AND INVESTMENT WEAKEN ON CONFIDENCE EFFECTS

l. Private consumption fell during May led by the negative trend in consumer confidence Chart 3
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In the annual cumulative numbers, gross fixed investment has grown by 6.0% year-to-date. However, in the seasonally adjusted monthly
comparison, it dropped -2.1% m/m during May, owing to a -1.0% m/m decline in machinery and equipment and a -2.7% m/m drop in
construction.

As a result, gross fixed investment remains below pre-pandemic levels amid a prevailing uncertain environment foster by a complicated
relationship between public and private sector. With this, we continue to consider the stagnation of investment as the main long-term risk
for the economy, which despite annual advances supported by low bases of comparison remains on the negative trend initiated in the last
months of 2018, following the cancelation of Texcoco airport.

—Miguel Saldafia
PERU: THE NEW CABINET IS THE SAME AS THE OLD ONE (WELL, MOSTLY)

Another day, another Cabinet. On Wednesday, August 3 the Head of the Cabinet, Anibal Torres, resigned. The resignation was abrupt and
unexpected. It was also not accepted. President Castillo met with Anibal Torres and, on Friday, August 5, announced that Torres would
continue at his post.

However, the resignation apparently did prompt a minor Cabinet shake-up, with changes at six of 18 ministries. To put this in
perspective, there have now been over 60 Cabinet appointments, or reappointments, in the little over a year of the Castillo Regime.

The most significant change was the designation of Kurt Burneo as Finance Minister. He replaces Oscar Graham. Minister Burneo is well
known in the local academic world as a Professor of Macroeconomics and Public Finance at a number of local colleges. He also has had quite
ample experience in public office and public policy. He has been a Board member at the central bank, BCRP (2001-2006), Minister of
Production (August-December 2011, government of Ollanta Humala) and Vice-minister of Treasury at the Ministry of Finance (2001-2004).
Burneo has also been Peru’s representative at the Inter-American Development Bank in Washington D.C.

Thus, a first impression is that Burneo is experienced enough, and knowledgeable enough, to manage his new post. In fact, one of the
first statements made by Burneo is that he would seek to reestablish confidence, accelerate growth, and generate more jobs of greater
quality.

A few words of caution may be in order, however. Although Minister Burneo will be one of the more experienced members of the Cabinet,
his experience is not recent. His most recent position of note in public administration was in 2011.

He has, also, long been associated with the centre-left. Thus, although Burneo may be sincere in his concern over confidence levels, it is
not clear how this reconciles with his left-leaning past. Burneo has not been a public figure lately, and his thinking may have evolved. A likely
scenario is that he would wish to give more weight to social issues, while trying to promote, or at least not alienate, private business at the
same time.

Kurt Burneo is more political and outspoken than former Finance Minister Graham was, and may try to wield a greater influence within the
Cabinet. How this will work out will largely depend on the type of relationship he forges with cabinet head Anibal Torres.

Whereas former Minister Graham was an institutional figure, having emerged from within the Ministry of Finance, Minister Burneo has a
view that is likely to be less institutional. This could lead to a new agenda and to changes in economic policy. We do not expect the
changes to be radical, but they could be somewhat imaginative.

Allin all, the new Anibal Torres Cabinet is very similar to the old one. Of the six Cabinet changes, only three involve new Cabinet members
(Burneo, Rodriguez and Paniagua). We do not include Betssy Chavez in this list as she was Minister of Labour until fairly recently (October
2021-May 2022). The caveat is Kurt Burneo, who may be different in policy and personality than former Minister Graham.

It is not clear why President Castillo decided to change some members of the Cabinet, once it was evident that Minister Torres was no
longer leaving. There is, for example, little reason to believe that this Cabinet will help improve relations with Congress. In fact, at least one
new issue may have emerged, with the controversial designation of Betssy Chavez as Minister of Culture. Chavez had been ousted by
Congress in May for negligence after she authorized a strike by air traffic controllers at the height of the tourist season. Another designation
that raises eyebrows is Geiner Alvarado at the very sensitive Minister of Transportation. This is a ministry that handles large amount of
resources for investment projects, but which also carries a heavy weight of corruption allegations.

The political dimension of the changes is intriguing. The first question is just what happened? In particular, why did Anibal Torres resign,
and why was his resignation then not accepted? And, was former Finance Minister Oscar Graham removed, or did he resign?
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Anibal Torres’ resignation was apparently real, not posturing. He stated in his resignation letter that he wished to return to the life of
academic investigation. Thus, one hypothesis is that he was tired and yearned for a quieter life. Maybe, but one wonders if he wasn'’t trying
to distance himself from a government that he generally supported, but was so fraught with corruption allegations as to make him
uncomfortable.

However this may be, the fact that President Castillo apparently had to convince Torres to stay, means his resignation was voluntary.
President Castillo did not seem to have had an intention to make Cabinet changes, and Torres’ resignation appears to have caught him off
guard. Past Cabinet changes already suggested that President Castillo was finding increasing difficulty in attracting people to join his
government, which is why Cabinet reshuffling have increasingly looked like a game of musical chairs. Now, President Castillo may be
beginning to have a problem, not only with attracting new members, but with retaining the Cabinet members he already has.

—Guillermo Arbe

Global Economics 4



Scotiabank. LATAM DAILY

August 9, 2022

This report has been prepared by Scotiabank Economics as a resource for the clients of Scotiabank. Opinions, estimates and projections contained herein are our own as of the date hereof and are subject
to change without notice. The information and opinions contained herein have been compiled or arrived at from sources believed reliable but no representation or warranty, express or implied, is made as
to their accuracy or completeness. Neither Scotiabank nor any of its officers, directors, partners, employees or affiliates accepts any liability whatsoever 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.

Not all products and services are offered in all jurisdictions. Services described are available in jurisdictions where permitted by law.

Global Economics 5



