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LatAm Daily | Banxico increased its MPR by 50bps,
taking it to 4.25%
Enestor Dos Santos / Lorena Lechuga / Hugo Perea / Cecilia Posadas / Jorge Selaive / Carlos Serrano / Juana Téllez
  

 Concerns over the risks that current exchange rate depreciation poses on core inflation and its
expectations, led the CB of Mexico to raise its benchmark rate. Exchange rate will be the key variable to
follow in a context of a more gradual pace of MP normalisation in the US. Moreover, activity data by sector in
Chile anticipates an Imacec with a ceiling of 2% YoY in May.

Brazil - The inflation target for 2018 is set at 4.5%
Despite speculations that a lower inflation target could be set for 2018, the National Monetary Council (CMN,
by its acronym in Portuguese) decided to leave the central target for the period at 4.5%. The target range will
be from 3.0% to 6.0%, identical to the one established for 2017 and narrower than the range for 2016
(2.5%-6.5%). We see no direct implications of the CMN decision for monetary policy in the short-term.
Therefore, we maintain our view that the Selic rate will be left unchanged at 14.25% until expectations for
inflation at the end of 2017 converge to 4.5%, something we expect to happen at the beginning of the next
year.

Chile - Activity data by sector anticipates an Imacec with a ceiling of
2% YoY in May
Manufacturing output rose by 2.1% YoY (BBVAe 2.7% YoY, consensus 2.5% YoY) mainly driven by positive
contributions from paper manufacturing. Meanwhile, mining production showed a contraction of 5.7%. Retail
sales barely increased by 0.6% YoY (BBVAe: 1.9% YoY; consensus: +3.5% YoY), due to an increase in
vehicle sales which was partially offset by a decrease in sales of foods. All in all, we estimate that the
economy has not grown more than 2% YoY in May.  (see our Chile Flash in Spanish for details).

Chile - The unemployment rate increased to 6.8% in May
The unemployment rate surged to 6.8% in May, which was slightly above the market’s and our expectations
(at 6.7%). The main reason unemployment increased was because job creation barely grew by 1.3% YoY
(mainly self-employment) while the labour force increased by 1.5% YoY. Annual job-creation was driven by
hotels and restaurants, construction and commerce, which was partially offset by the negative contribution
from mining and manufacture. Overall, the labour market is showing signs of weakness which could lead to
unemployment rising above 7% in the following months (see our Chile Flash in Spanish for details).

Colombia - The unemployment rate stood a 9% in May
The urban unemployment rate stood at 9% in May, a -0.6 percentage points YoY decrease. The result was
explained by a decline in the participation rate (a decrease of 2 percentage points YoY) which was higher
than the one observed in the occupation rate (a decrease of 1.5 percentage points YoY). Annual job-creation
was even negative in May (-0,9% YoY). We consider that the labour market is showing signs of weakness.
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Mexico - A 50bp rate hike as exchange rate depreciation spurs
concerns over inflation expectations
Despite the recent Central Bank communication signalling no second round effects, anchored inflation
expectations and economic slack, concerns over the risks that current exchange rate depreciation poses on
core inflation and its expectations led the Central Bank to raise its benchmark rate. The balance of risks of
economic activity impaired globally and domestically, as risks are tilted to the downside. Based on the
decision, it is clear that the level and the change in the Mexican currency play, by themselves, an important
role in the Central Bank’s decision making process. Therefore, in a context of a more gradual pace of
monetary policy normalisation in the US, the exchange rate will be the key variable to follow, especially as
risk episodes during the second half of the year (e.g. US elections) are still lurking.

What to watch today
Brazil - Industrial production (May, 8:00hrs NYT)
Industrial output is expected to remain broadly unchanged in May, as it did in April (+0.1% MoM), reinforcing
the view that growth remains weak even though the worst in terms of economic activity has probably already
past.

Peru - Consumer prices (June, 11:00hrs NYT)
We expect headline CPI to have increased by 0.10% MoM in June. This result takes into account the
increase in fuel prices, higher energy tariffs, and the seasonal effect in some durable goods prices, like
clothing, due to the winter. On the other hand, some food prices fell (mainly, poultry, sugar, onion and
tomatoes), there was a reduction in regulated telephone tariffs, and the domestic currency appreciated in
June (which should have an impact on some components of the consumers’ basket). With June’s monthly
result, YoY inflation would stand at 3.3%, continuing its descending trend.

Colombia - Exports (May, 15:00hrs NYT) and the economic monitoring
index (April, 15:00hrs NYT)
We expect exports to have fallen 27.0% YoY, settling at USD FOB 2,450 mn. The recovery in oil prices was
offset by a reduction in internal production. Furthermore, the manufacturing sector maintains high levels of
domestic demand, boosted by the current import substitution process, limiting its export capacity. In addition,
external demand is still weak for industrial products. On the other hand, the economic monitoring index (ISE,
by its acronym in Spanish) should grow 3.3% YoY. The good performance of the industrial and commerce
sectors would be offset by a slowdown in construction and public expenditure.
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Calendar indicators

Sorurce: Bloomberg and BBVA Research
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Most recent Latam reports
Date Description 
07.01.2016 Chile: Imacec with a ceiling of 2% YoY in May - Labor market depreciation surge

s (In Spanish)
06.30.2016 Mexico: 50bps hike in the MPR amid fears that inflation expectations increase

 (In Spanish)
06.29.2016 Mexico: Monetary policy rate unchanged at 3.75% (In Spanish)
06.27.2016 Mexico: Bank deposits: mixed performance in its components (In Spanish)
06.24.2016 Mexico: Brexit leads the dollar above 19ppd (In Spanish)
06.24.2016 Mexico: New cuts to public spending to support fundamentals before volatility fro

m Brexit (In Spanish)
06.23.2016 Mexico: ENIF 2015: Advances in the scope of information but with comparability 

problems (In Spanish)
06.22.2016 Colombia: BanRep increased its monetary policy rate 25bps up to 7.5% 
06.17.2016 Chile: Central bank kept policy rate at 3.5% and modifies the restrictive tone

  (In Spanish)
06.16.2016 Brazil: Still no room for a monetary easing
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This document has been prepared by BBVA Research Department, it is provided for information purposes only and expresses data,
opinions or estimations regarding the date of issue of the report, prepared by BBVA or obtained from or based on sources we consider
to be reliable, and have not been independently verified by BBVA. Therefore, BBVA offers no warranty, either express or implicit,

regarding its accuracy, integrity or correctness.
Estimations this document may contain have been undertaken according to generally accepted methodologies and should be

considered as forecasts or projections. Results obtained in the past, either positive or negative, are no guarantee of future performance.
This document and its contents are subject to changes without prior notice depending on variables such as the economic context or

market fluctuations. BBVA is not responsible for updating these contents or for giving notice of such changes.

BBVA accepts no liability for any loss, direct or indirect, that may result from the use of this document or its contents.
This document and its contents do not constitute an offer, invitation or solicitation to purchase, divest or enter into any interest in
financial assets or instruments. Neither shall this document nor its contents form the basis of any contract, commitment or decision of

any kind.
In regard to investment in financial assets related to economic variables this document may cover, readers should be aware that under
no circumstances should they base their investment decisions in the information contained in this document. Those persons or entities
offering investment products to these potential investors are legally required to provide the information needed for them to take an

appropriate investment decision.
The content of this document is protected by intellectual property laws. It is forbidden its reproduction, transformation, distribution,
public communication, making available, extraction, reuse, forwarding or use of any nature by any means or process, except in cases
where it is legally permitted or expressly authorized by BBVA.
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