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Dear Investor,

We present to you the eleventh version of our Andean Investor Guide, which includes our
recommendations for 70 equity issuers and 29 fixed income issuers. As in prior years, the release
of this report is meant to coincide with our XXI Annual Investor Conference to be held on
September 27™ and 28™ in Lima. We are expecting the attendance of more than 70 Latin
American corporate issuers and almost 115 investors from around the world.

We are proud to inform you that we have now accumulated six consecutive years ranking in the
Top 5 in the Institutional Investor surveys in both Chile and North Andean Countries. This shows
our deep knowledge of the Andean markets and reflects the results of our persistent efforts to
become a top provider of research in the region. Of course, these results would not be possible
without your support.

The Andean markets have continued to face a challenging scenario so far this year amid the
combination of lower economic growth and high interest rates. That said, the expectation of
larger inflows into emerging markets in the upcoming quarters as lower interest rates from the
Fed are foreseen, our view of deep monetary policy easing cycles domestically within the next
twelve months and the recent reduction in political uncertainty as the likelihood of the approval
of radical reforms seems to have dropped are all factors that lead us to believe that some
appealing opportunities have arisen in a context of attractive valuations.

Therefore, we are cautiously optimistic about the Andean equity markets for 2024 amid this
more benign scenario for domestic inflation and interest rates. Valuations remain extremely
appealing, and earnings should recover next year. Chile remains our preferred market due to its
higher liquidity level, which should eventually drive higher inflows. We are more conservative in
Colombia and Peru as political and regulatory uncertainty remains at unusually high levels in the
former market while the El Nifio phenomenon is a non-negligible risk for the latter market.

In the fixed income market, we remain defensive, focusing on companies that boast resilient
business models and robust access to financing, rooted by the fact that financial metrics are
deteriorating for most of the companies under our coverage. However, even though companies
are navigating the downward phase of the cycle, many of them started from a position of
financial strength, and thus we see good opportunities to leverage the current attractive yields
and the expected start of the monetary policy easing cycle.

We remain committed to excellence and continue to strive to give you the most insightful
coverage of the Andes, a region we confidently call our own.

Thank you for your support, and we look forward to investing with you in 2024!

Best regards,

o %\\

Eduardo M%ntero Daniel Velandia
CEO Managing Director of Research
Credicorp Capital Credicorp Capital
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2023 has proven
tobea
challenging year,
marked by
significant macro
adjustments.
2024 will be a
transition year
with a gradual
recovery in
earnings.

Andean Equities Strategy

2024: Facing the Tough Realities, Not Chasing Utopia

"Nobody makes a greater mistake than he who does nothing because he could do
only a little." Edmund Burke

Politics is far from perfect, and recovery often unfolds gradually. However, seizing an
opportunity often entails making purchases when assets are at their lowest point.

2023 has proven to be a challenging year, marked by significant macroeconomic
adjustments that followed the euphoric post-pandemic period characterized by record-
breaking consumption growth driven by factors such as withdrawals from pension
savings, fiscal transfers and soaring commodity prices, among others. The aftermath of
this period has left us grappling with persistently high interest rates and elevated levels
of inflation. Last year, we titled this report 'A Call for Moderation.' This title reflected
the difficulties faced by left-wing governments across the Andean region in
implementing their reform agendas, which, in turn, contributed to lower political risk.

2024 will be a transition year with a gradual recovery in earnings coming from lower
inflation and lower interest rates positively impacting domestic demand and private
investment. In addition, in all three countries, the risk of a transformational reform
agenda seems to be ruled out, but we are not out of the woods yet. The stark reality is
that government execution of public investments has been consistently subpar. This is
particularly evident in Colombia, where civil works contracts have plummeted to their
lowest levels since 2010. Furthermore, changes to the conditions of the social-interest
housing subsidy have cast a shadow over the sector’s prospects. In Peru, despite the
presence of a cabinet with a greater technical profile in the Boluarte administration, the
execution rate of the total budget remains disappointingly low (~38%), but this is
mainly due to regional and local governments. To exacerbate the situation, only a small
fraction of the allocated funds designated for preventive measures against the El Nifio
phenomenon have been used (~6%). A glimmer of hope shines on Chile, where we have
witnessed a resurgence in private investment following congressional approval of a
moderate law on mining royalties. However, the external environment adds a layer of
complexity. The weakening Chinese economy is undeniably affecting commodlity prices,
and the Federal Reserve’s timeline for initiating interest rate reductions remains a
subject of ongoing debate.

From an equity perspective, stock selections will continue to be extremely important,
but downside risk seems limited. Liquidity remains our primary concern, but our outlook
for Chile is positive. There are compelling reasons for our confidence. i) Valuations
continue to be attractive, and political risks appear minimal. ii) Investments are showing
signs of recovery, and we anticipate a resurgence in consumption momentum in 4Q23,
driven by an expected 425-bp rate cut later this year. iii) Local institutional investors
have shown strong interest, and we expect retail investors to join the market in the
latter half of 2023, provided we witness lower rates in the USA, which could attract
foreign investor inflows.

Contents



In USD, Peru is
the main
outperformer on
a YTD basis
(~11%), followed
by Chile (~9%),
recently affected
by the CLP
depreciation.
Instead,
Colombia posted
negative yields.

Lack of liquidity
reflected in
material year-to-
year ADTV
declines,
specially in
Colombia and
Peru. Chile ADTV
also remained
below 2022
levels.
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Enhancing liquidity is the key to unlocking value in this scenario. In contrast, we
maintain a more cautious stance in Colombia and Peru as political and regulatory
uncertainty remains high in the former and the El Nifio phenomenon poses a non-
negligible risk in the latter. Currently, the likelihood of a moderate El Nifio event stands
at 58%, with a 25% probability of a strong El Nifio event, according to ENFEN (National
Committee for the Study of El Nifio).

On a year-to-date (YTD) basis, the Andean markets have displayed underperformance
when assessed in USD terms compared to the MSCI Latin America index. Chile took
the lead in CLP (Chilean Peso) terms, achieving a positive return of approximately 12%.
However, the recent significant depreciation of the CLP in the past month, driven by a
lower carry, has somewhat tempered its performance, resulting in a ~¥9% return in USD
terms, now trailing behind Peru. Within the Chilean market, utility companies have
been the standout winners this season. Most of them have reported record-high
figures thanks to a substantial improvement in hydrological conditions. Additionally,
consumer staples have enjoyed a notable rally, primarily due to their resilient results
amid macroeconomic deceleration. Conversely, companies linked to commaodities, such
as SQM, CAP and pulp producers, found themselves among the underperformers
during this period. Peru, against the odds, posted an ~11% return in USD terms,
partially explained by the stability of its currency. Lower political tensions have
undoubtedly played a role, but one-time corporate events have also boosted share
prices. These events include the purchase offer for Enel Distribution at attractive
valuations, as well as a buyback program at Ferreycorp. In the mining sector, Southern
Copper, Minsur and Buenaventura emerged as some of the most profitable stocks,
driven by the medium-term outlooks for copper and tin prices, coupled with elevated
gold prices. In contrast, Volcan and Nexa, which are more exposed to zinc, faced
challenges. The construction and banking sectors performed poorly due to the
slowdown in economic activity. The Colombian market posted negative yields in both
local currencies and USD, consistent with concerns regarding the lack of positive
catalysts. Despite the slow progress of reforms, political and regulatory uncertainty
persists. In this context, the financial sector was the main underperformer, particularly
after banks adjusted their profitability projections for this year downward.

Insufficient liquidity poses a significant hurdle; this situation is particularly worsening
in Colombia. In 2023, ADTV is only ~USD 13 mn, which represents a decrease of ~30%
y/y. In fact, the significant drop in liquidity led to a debate about whether Colombia
may be reclassified as a frontier market. Indeed, while in 2013 there were 16
Colombian stocks in the MSCI EM index, the exit of Ecopetrol has left Colombia with
only three stocks in the index (the minimum required to avoid a reclassification).
However, MSCI has not announced any consultations, and we believe that the
potential inclusion of Exito, following its substantial increase in free float from 3.5% to
53%, could be a game-changer. Pension funds continue to act as net sellers, likely
adopting a cautious approach amid ongoing discussions on pension reform. In Peru,
ADTV for this year stands at ~USD 7 mn, representing a 37% decrease compared to the
previous year, while pension funds have remained on the sidelines due to uncertainty
over the reform of the pension system, or potential new authorizations to withdraw
funds. In Chile, despite an uptick in foreign investor interest (notably, the creation of
the ECH basket exceeded USD 90 mn in July, marking the largest passive inflow into
that ETF since September of last year when the proposed new constitution was
rejected), the ADTV remained below the levels observed in 2022 during the first half of
2023, approaching USD 130 mn.
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We expect more
inflows in Chile,
in Colombia
pension funds
remain on the
sideline, while
there may be
some profit-
taking in Peru.

A more
optimistic
outlook for Chile
due to strong
macro indicators
and reduced risk
on the reform
agenda.

In Colombia, risks
are titled to the
downside due to
lower
investments and
uncertainty
around
regulatory
environment.

Our perspective on market-momentum flows. In the Colombian market, we observe a
lack of marginal buyers, with foreign investors adopting a cautious stance due to
announcements by President Petro regarding potential intervention in various sectors,
including oil & gas, construction, utilities and road concessions. Meanwhile, local
institutional investors have remained on the sidelines. While specific corporate news
can influence prices for individual stocks (such as the Cementos Argos deal with
Summit Materials in the USA or Exito’s free float increase), our overall perspective is
bearish when considering the broader market dynamics. In Peru, we are not
discounting the possibility of some profit-taking, given the increased volatility in metal
prices, lackluster macroeconomic indicators and uncertainty surrounding the potential
impact of a strong El Nifio phenomenon. In Chile, the situation is different. Both
pension funds and mutual funds have been net buyers, indicating a strong appetite for
the stock market. Chile has taken the lead in reducing interest rates, which is expected
to accelerate economic recovery while diminishing the appeal of time deposits. We
anticipate that retail investors will enter the market more actively by the end of the
year. The catalyst for international investors is undoubtedly the lower interest rates in
the USA, which, in turn, should contribute to the appreciation of the CLP.

As anticipated, we hold a more optimistic outlook for Chile on the macroeconomic
and political front. Significantly, the total investment pipeline for the next five years
has been revised upwards by nearly USD 12 bn, with a particular focus on mining and
energy projects. It is worth noting that some mining projects, such as Centinela and Los
Bronces, totaling USD 7 bn, were not initially considered in the new pipeline but hold
the potential for inclusion in the near future. We expect a modest GDP contraction of
0.3% this year, followed by a robust expansion of 2.3% next year. Chile leads in the
rapid normalization of inflation, with rates projected to decrease from approximately
13% in December 2022 to an estimated 4% by year-end. Regarding the reform agenda,
its legacy appears almost negligible. Currently, only two reforms are under discussion:
pension reform and tax reform. However, progress has been limited due to ongoing
investigations into the misallocation and misappropriation of public funds.

In Colombia risks are titled to the downside. In Colombia, we expect 1.3% GDP growth
for this year, driven primarily by public spending. Both private consumption and
investment are expected to stage a gradual recovery, supported by the prospect of
lower inflation and interest rates. Looking ahead to 2024, we project a 2.2% growth
rate, but we perceive risks that are skewed toward the downside, mainly due to the
substantial challenges facing investment, as mentioned previously. Our year-end
inflation estimate stands at 9%. In this context, we anticipate that the BanRep will
commence an easing cycle before the end of the year, though the El Nifio event could
potentially impact policy decisions and lead to delays. Regarding politics, despite
President Petro’s loss of support in Congress, his disapproval rates remain notably high,
hovering around ~60%. His closest allies (including his son) are currently under
investigation for allegations of corruption and illegal financing related to the
presidential campaign, and polling data suggests that he is likely to face defeat in
upcoming regional and local elections, and thus ongoing uncertainty persists. This is
because of his strong inclination for substantial intervention in various sectors.
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In Peru, El Nifio
introduces
additional
uncertainty.

OW Chile. Good
macro
fundamentals,
lower political
risk, expectations
of increased
inflows, and an
attractive entry
point.

UW Colombia.
Regulatory
uncertainty, low
liquidity, lack of
positive
catalysts.

Neutral Peru.
High level of
short-term
uncertainty on
commodity
prices and the “El
Nifo
phenomenon”.
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In Peru, things will get worse before they get better. Following a 0.5% y/y decline in
GDP during the first half of 2023, which marked the worst first semester in 22 years
(excluding the pandemic period), the most recent available economic indicators have
presented a mixed picture. GDP growth is expected to remain below 1%, with a
forecast of only 2% growth in 2024. In terms of inflation, the trend continues to be one
of deceleration. While we still anticipate the start of an easing cycle this year, factors
like El Nifo introduce additional uncertainty, affecting both our GDP estimates and
inflation projections. On the political front, noise has subsided, though both the
government and Congress maintain low approval ratings. The Boluarte administration
has proposed a political reform aimed at strengthening democracy, potentially
involving a return to bicameralism. However, the likelihood of moving forward with this
reform appears to be rather low at the moment. The discussion of the pension reform
in a plenary session of Congress is still pending.

How to play the Andes. Overweight Chile. While Chile has struggled to separate itself
from the performance of international markets, partly due to lower liquidity levels that
amplify the impact of global flows, there is a consensus among investors that there are
reasons for optimism. Firstly, better-than-expected investment figures and a faster-
than-anticipated decline in inflation align with Chile’s aggressive approach to interest
rate cuts. Secondly, the political risk is currently at its lowest level, with a chance that
the new constitution will be rejected. Thirdly, there are expectations of increased
inflows as the Fed begins lowering rates. Fourthly, the market presents an attractive
entry point following a correction in August, with the IPSA trading below 9x P/E Fwd,
representing a discount of about 45% compared to its historical average. Lastly, Chile
offers a high dividend vyield in the range of 8% to 9%. Underweight Colombia. The
tender offers by Gilinski, the exclusion of Ecopetrol from the indexes, President Petro’s
reluctance to award new oil & gas exploration contracts, along with potential reforms
in the electricity sector and the freezing of toll road rates in January 2023, have left us
with very few compelling bottom-up investment opportunities. Additionally, adopting a
top-down approach does not seem advantageous, given the downward trajectory of
our macroeconomic indicators, while our earnings forecast for 2024 remains relatively
stagnant. Valuations may be discounted, but they do not suffice, particularly when
factoring in the significant decline in liquidity. Neutral Peru. Although we are not overly
optimistic about the Peruvian market due to the high level of short-term uncertainty
stemming from external factors like commodity prices and climate events, we
acknowledge the possibility of a positive scenario if the country can sustain its
economic recovery. Notably, reduced political turbulence, a more favorable
government approach to private investment, high gold prices and a favorable medium-
term outlook for copper prices should contribute to a gradual improvement in
corporate earnings, which, in turn, is expected to support the market. Valuation
appears somewhat discounted when excluding Southern Copper and Buenaventura
from the sample, while the construction and financial sectors valuations are positioned
at the lower end of the spectrum.
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2024 year-end
total market
returns of ~28%
for Chile, ~40%
for Colombia,
and ~17% for
Peru. A
significant
portion of this
potential upside
is driven by
dividend yields
(~8.7% in Chile,
~10% in
Colombia and
~5% in Peru).

Top Picks.

SMU, LATAM
Airlines,
Empresas COPEC,
Bancolombia,
Cemargos,
Inretail, Engie
Peru and
Buenaventura.

Market targets and earnings growth. We are setting 2024 year-end targets for local
indexes that imply a total market return of ~28% for Chile,~40% for Colombia, and
~17% for Peru. In Chile and Colombia, a significant portion of this potential upside is
driven by dividend yields (~8.7% in Chile, ~10% in Colombia and ~5% in Peru), primarily
due to discounted valuations. In Chile, we are projecting a significant decline in
earnings of ~37% in CLP in 2023, partly attributable to a substantial decrease in profits
from Vapores. When excluding Vapores, earnings still drop by ~25%. Furthermore,
commodity-related companies are experiencing double-digit decreases in net income,
while banks are being affected by lower inflation and net interest margins (NIM), and
consumer discretionary sectors face challenges in the macroeconomic environment.
However, utilities are an exception, showing strong year-on-year growth due to
improved hydrological conditions and a favorable comparative base. Looking ahead to
2024, earnings are estimated to grow by ~10% (excluding one-offs related to ongoing
asset sales), driven by the retail, beverage and pulp & paper sectors. Based on these
figures, the IPSA Index appears to be trading at an attractive valuation of 8.6x 2024
P/E. In Colombia, we anticipate a relatively flat performance in 2024 after a challenging
2023 (-30% y/y), with the utilities segment continuing to support earnings and the
banking sector beginning its path to recovery. After the ~30% drop in earnings for
2023, our sample shows only a modest ~5% y/y increase in earnings for 2024, with
Ecopetrol acting as a drag. When excluding the oil company, we see a ~17% y/y
increase in earnings. In Peru, earnings are expected to decrease by ~8% this year,
primarily driven by the mining sector, which was negatively impacted by production
disruptions in 1Q23 and lower metal prices. However, in the following year, profits are
projected to substantially improve, growing by ~26%, with more positive earnings
momentum across various sectors. It is important to note that a strong El Nifio event
could significantly alter these estimates.

Top picks and strategy. Chile. Stay selective. Despite our medium-term optimism in
this market, the low liquidity levels expose it to global market volatility. Therefore, we
prefer to maintain a neutral stance on high-beta names and instead focus on our top-
performing bottom-up growth stories for 2024. Our top picks include LATAM Airlines
(thanks to its more robust balance sheet and competitive cost structure, expected
reduction of its cost of debt, inclusion in the FTSE global indices and the global recovery
in tourism), COPEC (a lagging name so far this year whose EBITDA is forecasted to grow
25% in 2024, even assuming flat pulp prices, thanks to rising pulp production and fixed
cost dilution), and SMU (demonstrating resilient results due to its cash & carry
exposure, strong pipeline of new store openings, stable margins, attractive valuations
and high dividend vyield). Colombia. Avoid regulatory risk. Given the prevailing
uncertainty, we are taking a cautious approach by focusing on companies with
medium- to long-term strategies in which we have confidence and minimal short-term
regulatory noise. Our top preference continues to be Bancolombia, which we continue
to view as a top pick. We anticipate that Bancolombia will maintain its outperformance
in terms of net profits and profitability compared to key competitors. However, it is
important to note that Bancolombia carries a high-beta profile.
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Additionally, we recommend considering Cementos Argos, primarily due to its highly
discounted valuation, especially when factoring in its presence in the USA. In the USA,
cement companies are trading in the 9-10x range, which became evident after the
announcement of its merger with Summit Materials to consolidate a construction
materials platform, resulting in a positive impact of ~30% on the day of the
announcement. Peru. Stay defensive. In preparation for a potential strong El Nifio
phenomenon, we favor companies with resilient business models, strong finances and
promising growth prospects. Our top picks are InRetail (stable growth, aggressive store
openings, discounted valuations), Engie Energia Peru (increased production, reduced
exposure to energy spot market, double-digit EBITDA growth) and Buenaventura
(compelling medium-term investment opportunity with gold and copper exposure,
some projects to increase its production and valuation supported by its stake in Cerro
Verde).

Key topics to monitor in the Andean countries include the trajectory of economic
recovery, fluctuations in inflation rates, central bank decisions on interest rates and
global economic developments, particularly those related to China and the Federal
Reserve. In Chile, attention should be given to the constitutional process in December,

recovery, ongoing discussions on pension reform and corporate events involving companies like
external news on BCl, Falabella and LATAM Airlines. In Colombia, watch for the outcomes of regional
the Fed and elections, progress in the energy transition and energy reform, infrastructure
China, regional investments and discussions surrounding pension reform, as well as market events
elections in linked to MSCI rebalances and corporate news concerning Ecopetrol, ISA, Cementos
Colombia and Argos, Nutresa and Exito. In Peru, stay updated on developments related to the El Nifio
particular phenomenon, discussions about pension reform and corporate events involving
corporate companies like Enel Dx, Enel Gx, Volcan and Aenza.
events.

Risks to our thesis. i) In Chile, our positive outlook relies on the impact of lower

interest rates on corporate earnings and market sentiment. However, disappointing

earnings results in conjunction with ongoing low liquidity levels could weaken market
Risk to our momentum. ii) In Colombia, a shift in political risk perception after regional and local
thesis. i) elections or the inclusion of Exito in the indexes, securing its place in the MSCI Colcap

disappointing
earning season in
Chile with
ongoing low
liquidity levels. ii)
a shift in political
risk perception in
Colombia.

Andean Picks

Index, could have a substantial impact on the market. iii) In Peru, the possibility of a
strong El Nifio phenomenon with damage to the economy greater than expected.

Last Target Total Mkt. P/E FV/EBITDA P/BV Div Yield

Price Price Upside Return (USD mn) 2023E 2024E 2023E 2024E LTM  2024E Sector
SMU 165 240 45.6% 52.3% 1,068 10.3 8.3 6.6 6.4 1.2 6.8% Retail
LATAM Airlines 8.4 10.5 24.9% 28.2% 5,696 9.1 10.6 4.2 3.8 21.9 3.3% Transport
Empresas COPEC 5,931 7,600 28.1% 31.3% 8,649 16.4 10.6 8.2 6.6 0.7 3.1% Pulp & Paper
Bancolombia 25,530 38,500 50.8% 64.5% 6,512 4.0 4.3 nm nm 0.7 13.7% Banks
Cemargos 4,105 6,200 51.0% 59.2% 1,339 24.3 23.7 5.8 5.5 0.6 8.2% Cement & Construction
Inretail 33.5 43.7 30.4% 34.5% 3,642 14.7 14.3 8.1 7.5 2.7 4.1% Retail
Engie Peru 4.72 6.02 27.5% 31.4% 767 7.8 7.8 5.8 5.0 0.6 3.8% Utilities
Buenaventura 8.4 10.1 20.1% 20.9% 2,318 24.0 27.0 5.6 5.2 0.8 0.7% Mining
Andean Picks ° 34.8% 40.3% 29,992 13.8 13.3 6.2 5.7 3.7 5.5%

? Simple average, exduding Market Capitalization
Source: Company Reports, Bloomberg and Gredicorp Capital
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In Chile, earnings
would decrease
by -37% y/y in
2023 and will
increase by 10%
y/y in 2024.

In Colombia, we
expect a sharp
31% y/y decline
in 2023 earnings
for our sample
and a5%vy/y
increase in 2024.

Corporate Earnings

2023 has been a year of strong adjustments, with earnings dropping across all three
countries. The most negatively impacted are cyclical sectors (banks, retailers) and
commodity-linked companies, though in Peru mining companies exposed to copper
and gold reported relatively resilient results. Even though we are forecasting an
earnings recovery in 2024, it will be modest considering the strong drop seen this
year. This is also related to the fact that most commodity prices are still below 2022
level.

In Chile, we predict a substantial 37% y/y decrease in recurring earnings, primarily
due to significant declines in Vapores and Quiiienco, both facing earnings drops of
more than 80% due to lower container shipping rates, as well as a sharp decline of
more than 60% in the pulp & paper sector attributed to lower pulp prices. Excluding
these companies, the IPSA Index is expected to see a 17% drop in earnings driven by
reduced profits in the mining sector (lower lithium prices for SQM and losses in steel-
related businesses for CAP), lower bank revenues due to inflation trends, increased
provision expenses and challenges faced by discretionary retailers amid a consumption
slowdown and cost pressures. However, these issues will be partially offset by
increased earnings for electric utilities due to improved hydrological conditions and
mid-single-digit growth in the shopping mall and the beverages sectors. Looking ahead
to 2024, we anticipate a 10% earnings increase led by the retail, beverages, pulp &
paper and mining sectors, with a notable recovery in the retail sector, particularly in
discretionary categories, and strong performance in the beverages sector, including
Concha y Toro. The pulp & paper sector is expected to grow by 17% in CLP, primarily
driven by COPEC, while the mining sector, despite lower lithium prices, will benefit
from higher volumes and improved margins due to lower royalty rates for SQM. CAP is
expected to return to positive (though modest) numbers, while banks and the real
estate sector are forecasted to have flat earnings. The electric utilities sector is the only
sector expected to see a drop in recurring earnings due to normalized hydrology and
weaker gas commercialization activity by Enel Chile, offsetting the earnings from new
renewables plants.

In Colombia, the utilities segment is poised to play a pivotal role in shoring up earnings,
while the banking sector is on a path to recovery. Notably, we expect a sharp 31% y/y
decline in earnings for 2023, with a particularly harsh 50% y/y drop observed in the
second quarter of the year. Looking ahead to 2024, we project a 5% y/y increase in
earnings, signaling a rebound in the overall financial landscape. It is worth noting that
Ecopetrol is expected to weigh down earnings for the year, but when excluding the oil
company, we foresee more optimistic 17% y/y earnings growth. As mentioned, the
utilities segment stands out as the most resilient within the market, with a projected
12% vy/y earnings increase for 2023 and an even more substantial 18% y/y rise
expected for 2024. For the banking sector, after enduring a 33% y/y earnings dip in
2023, we anticipate a robust 20% y/y earnings recovery in 2024. On the other hand,
the oil & gas (O&G) sector is likely to face challenges, with an anticipated 8% vy/y
earnings decline in 2024, primarily attributed to financial operational leverage. These
forecasts provide insights into the nuanced financial landscape, emphasizing the
importance of sector-specific dynamics and external factors that can impact earnings.
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In Peru, we are
forecasting an
8% y/y decline in
earnings for
2023 and a
potential
rebound of 26%
in 2024.

ANNUAL INVESTOR
GUIDE 2024.

In Peru, we expect an 8% decline in the earnings of the companies we cover for the
year 2023, primarily driven by challenges in the mining sector due to lower metal
prices (particularly for zinc), reduced production and ongoing cost inflation. However,
we foresee a potential rebound of 26% in earnings for these companies in 2024. This
anticipated recovery in 2024 is expected to be driven by improved mining production
as new projects come online, coupled with higher metal prices. Similarly, the food,
financial and construction sectors are expected to exhibit a similar trajectory, aligning
with the current subdued economic conditions in 2023 and the anticipated economic

revival in 2024. In contrast, we anticipate that the retail and utilities sectors will
demonstrate resilient results both this year and next year. However, in the case of the
utilities sector, it will be crucial to monitor the potential impacts of the El Nifio
phenomenon on the companies’ operations.

Chile — EPS Growth (Full sample)
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Liquidity has
become a
genuine concern
among Andean
economies.

In Chile, liquidity
is ~24% down
y/y, but we see
an emerging
trend of
increased
interest from
retail investors.
Foreign
investment flows
will align with
lower rates in
USA.

In Colombia, the
significant drop
in liquidity has
raised concerns
about a potential
reclassification
by the MSCI to
the Frontier
market.

Investment Flows

Liquidity has become a genuine concern, with Chile’s pension funds receiving
substantial support. However, we are observing a limited appetite for investments
among market participants in Colombia and Peru. Regrettably, we do not anticipate a
rapid reversal of these trends in the near term. The key factors contributing to this
situation are the pressing need for more clarity regarding regulatory uncertainties in
Colombia and the discussions around a comprehensive reform of the pension system in
Peru.

Regarding stock market activity in the IPSA Index, the average daily trading volume
(ADTV) has experienced a notable 24% y/y decline in CLP to USD 127 mn as of the
end of August. Turning to investment flows, pension funds have emerged as net
buyers of local equities with an accumulation of around USD 845 mn year-to-date (YTD)
as of the end of August (excluding divestment related to Hortifrut’s tender offer in
June). It is noteworthy that net investment in local equities reached USD 1.4 bn in
2022. Pension fund managers have consistently maintained a buying stance for eleven
of the past twelve months. In contrast, mutual funds shifted to being net buyers of
local equities for the second consecutive month in July, following a period of net selling
until May, with a total of USD 23 mn in cumulative net purchases so far this year (USD
77 mn in June and July combined). This shift suggests an emerging trend of increased
interest from retail investors in the promising prospects of the equity market. Lastly,
the creation of ECH baskets led to a significant net inflow of USD 95 mn, with most of it
occurring in July, marking the largest passive inflow into this ETF since Chileans
rejected the constitutional proposal in September of last year. However, we anticipate
that foreign investment flows will align with the trend of decreasing interest rates in
the USA, which we consider to be the primary catalyst for this shift.

Colombia presents a complex situation within the Andean region, notably seen in the
pension funds’ net selling position of approximately USD 70.6 mn YTD, while foreign
investors have maintained a buying position with net purchases of around USD 20.3 mn
YTD. The significant drop in liquidity has raised concerns about a potential
reclassification by the MSCI to frontier market. This concern has indeed influenced
foreign appetite, resulting in net selling in August. In the context of this situation, the
ADTV has decreased from USD 13.02 mn in 2022 to USD 11.41 mn in August, marking a
significant 28.9% y/y decline. According to MSCI’s criteria, maintaining the emerging
market classification requires having at least three "investable" stocks. One potential
risk is that the liquidity of ISA, a key component, has decreased, potentially impacting
its "investable" status. While assessing these scenarios, our base case projection is that
Colombia should be able to retain its inclusion in the MSCI Emerging Market Colombian
Index.

Contents



Contents

In Peru, volumes
have dropped,
partly attributed
to the limited
involvement of
the Pension Fund
Administrators
(AFPs).
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In Peru, the ADTV recorded through August amounted to USD 7 mn, marking a
substantial 37% decrease compared to the figure reported in the previous year. This
decline can be partly attributed to the limited involvement of the pension fund
administrators (AFPs). Their reduced participation comes amid ongoing discussions in
Congress regarding a comprehensive reform of the pension system and some
proposals to authorize new withdrawals from pension funds. Additionally, the ADTV
was impacted by diminished activity from both retail and foreign investors, partly
stemming from the social protests that transpired at the beginning of the year and the

persistently weak economic indicators. Consequently, the primary net sellers in the
market continued to be the AFPs, followed by retail and foreign investors, while other
local institutional investors took on the role of main buyers.

Chile — ETF Flows — ECH (USD mn)

Chile — AFPs net equity flows (mn)
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Changes in recommendation

New Old
Company Country Rating Target Price (2024E) Rating Target Price (2023E)
Aceros Arequipa Peru HOLD 1.19 UPERF 1.14
Aenza Peru HOLD 0.75 BUY 1.23
Alicorp Chile HOLD 7.4 BUY 8.2
Besalco Chile HOLD 510 BUY 500
CAP Chile HOLD 7,500 BUY 10,800
ccu Chile HOLD 7,400 BUY 7,500
Cencoshopp Chile BUY 1,800 HOLD 1,500
Cerro Verde Peru BUY 341 HOLD 31.5
CMPC Chile BUY 1,900 HOLD 1,850
Colbun Chile HOLD 145 UPERF 95
Conchay Toro Chile HOLD 1,270 BUY 1,250
COPEC Chile BUY 7,600 HOLD 7,400
Davivienda Colombia UPERF 25,000 HOLD 26,000
Enel Chile Chile UPERF 55 BUY 44
Engie Energia Chile  Chile HOLD 925 BUY 775
Engie Energia Peru  Peru BUY 6.02 HOLD 6.73
Entel Chile HOLD 3,600 BUY 4,000
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Changes in recommendation
New Old
Company Country Rating Target Price (2024E) Rating Target Price (2023E)
Falabella Chile BUY 2,700 UR UR
Ferreycorp Peru HOLD 2.73 BUY 2.73
Forus Chile HOLD 2,000 BUY 2,050
Grupo Aval Colombia UPERF 600 HOLD 650
Hites Chile HOLD 150 BUY 190
IFS Peru HOLD 30 BUY 30
ILC Chile HOLD 6,400 BUY 6,900
Indisa Chile HOLD 1,900 BUY 2,100
ISA Colombia BUY 24,000 HOLD 23,600
LATAM Airlines Chile BUY 10.5
Nexa Resources Peru HOLD 7.36 BUY 8.00
Parque Arauco Chile BUY 1,800 HOLD 1,270
Quifienco Chile HOLD 2,800 BUY 2,950
Ripley Chile HOLD 230 BUY 270
Salfacorp Chile BUY 530 HOLD 350
Santander Chile BUY 50 HOLD 45
Southern Copper Peru UPERF 65.4
Volcan Peru UPERF 0.40 BUY 0.79
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Andean Strategy Summary

Chile Colombia Peru
Positives = Deteriorated government's ability = Discounted valuations with some = Less political noise.
to push through its key reforms. assets trading at historic lows. = Lower inflation and possible cuts
= Major adjustment in the Still discounted valuations in the central bank's reference
economic activity took place in = Attractive dividend yields of rate.
the 1H23. +10% for relevant names of the = Government measures to boost
= Early signs of recovery in the index. public and private investment.
investment cycle. = Lower downside risks from = Expected recovery in corporate
= Very appealing stock market extreme reforms. earnings in 2024.
valuations (below 9x 2024 PE) = The detangling of the GEA
= Dividend yield near 9% by Dec-24 structure which could unlock
= Attractive stories from a bottom- value.
up approach.

Negatives = China's elusive recovery post- = |ow trading volumes, low new = Weak economic indicators
pandemic with the corresponding equity issuances, and the risk of reported during 1H23 due to
negative impact on commodity becoming a Frontier Market. social conflicts and adverse
prices. = Weak investment and strong climate events.

= Recent strengthening of the USD deceleration of household = Low levels of business
as risk factor for anchoring mid- consumption. confidence, though with some
term inflation expectations. = Political uncertainty and the signs of recovery.
= Low visibility on the scenario regulatory impacts on different = Decline in trading volumes, with
following the likely rejection of sectors such as utilities, oil & gas low participation of AFPs and
the new proposal for a new and banks. foreign investors.
constitution in next December. = Still high inflation and the = High volatility in base metal
impacts of interest rates. prices, particularly zinc.
= Strong asset quality
deterioration impacting banks’
financials.

Factors to = Progress on the pension fund = The possibility of becoming a = Legislative powers requested by

watch reform which is in early stages of Frontier market. the executive branch.

debate in Congress.

Willingness of left-wing parties to
close the door for a new
constitutional process.

The path of economic data in
China as well as

inflationary pressures in the US.
Geopolitical/climate-related
events impacting prices of
imported products (oil,
agricultural, among others).

The adjustment of inflation and
interest rates.

Regulatory changes in the NSFR
(liquidity ratio) for banks.
Regulatory approvals of new
exploration contracts
Discussion o key reforms in
Congress.

Results of the regional elections
in Oct-23.

= Comprehensive reform of the
pension system.

= |mpacts of the El Nifio
phenomenon.

= Slowdown of the Chinese
economy and its impact on metal
prices.

= Sale process of Enel assets in
Peru.
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The IPSA index
posted a 14%
YTD gain by
August, with
consumer
discretionary,
utilities, and
consumer staples
leading.

The recent
downward
correction
witnessed in
August presents
a compelling
window of
opportunity for
strategic
positioning as we
look ahead to
2024.
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CHILE

Overweighting 2024: Unlocking Opportunities with 9x
P/E Fwd and 9% Dividend Yield.

The Chilean stock market had a strong start in 2023, with the IPSA index gaining about
22% (26% in USD) until July, reaching a record high above 6,400 points. At that time, it
was trading at around 10 times forward price-to-earnings (P/E) based on consensus
estimates, similar to its 5-year average. This rally was driven by attractive valuations,
reduced political uncertainty, and positive global equity trends, along with
expectations of lower inflation and upcoming interest rate cuts. In July, average daily
trading volume (ADTV) rose by 15% to USD 144 mn, surpassing the levels seen in the
previous year. Foreign investors also showed increased interest, with over USD 90 mn
created in ECH ETF baskets, marking the largest passive inflow since September 2022.
However, following this rally, the IPSA index experienced a 6% decline in August due
to a challenging global and regional stock market environment, lower commodity
prices influenced by weak Chinese data, and a stronger US dollar.

All in all, the IPSA index posted a 14% YTD gain by August, with consumer
discretionary, utilities, and consumer staples leading. Ripley and Falabella in
consumer discretionary surged on expectations of improved performance in the
coming year. Utilities benefited from better hydrological conditions, while consumer
staples, including Cencosud and SMU, showed resilience. On the flip side, industrial,
energy, and materials sectors lagged. SQM in industrials struggled due to falling
lithium prices and ongoing negotiations with Codelco. The energy sector faced issues
affecting pulp production, lower pulp prices, and negative impacts in its fuel business.
CAP in materials saw losses due to poor results in steel-related businesses and
increased mining costs.

In our view, the recent downward correction witnessed in August (-6%), followed by
persistent weakness extending into the first week of September (-2%)—resulting in a
cumulative decline equivalent to almost half of the IPSA's gains until late July—
alongside lower Average Daily Trading Volume (ADTV) of just USD 80 mn so far in
September, presents a compelling window of opportunity for strategic positioning as
we look ahead to 2024. For the upcoming year, we anticipate an earnings growth of
approximately 10%. Currently, with the IPSA trading at approximately 8.6x P/E by
December 2024 (still significantly discounted compared to its historical levels and
below our estimated fair ratio of approximately 10.3x), and offering an enticing
dividend vyield of 8.7%, we maintain our overweight recommendation on Chilean
equities within the Andean region.

Going forward, we see room for mutual funds to continue increasing their exposure
to local equities, especially under a context of decreasing interest rates, while
pension fund’s positioning is still low. Foreigners are snooping around, yet liquidity is
still an issue.
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On the macro
front, we
highlight the
upward revision
in the pipeline
investment for
the next 5 years.

We reiterate our
inflation forecast
for 2023 at 4%
and MPR
estimate of 8%
by Dec-23 (4.75%
for Dec-24)

Corruption
allegations have
undermined the
government's
ability to push
forward with
reforms.

We are certainly positive. The adjustment of the economy continued during 2Q23 with
GDP contracting by 1.1% vy/y, slightly weaker than the BCCh’s estimates. However,
3Q23 started on the right foot with the Jul-23 IMACEC expanding in yearly terms after
five consecutive declines. The figure represented a genuine surprise, particularly in
commerce, industry, and the production of other goods (including construction) and
supports the view that the major adjustment in the economy took place during 1H23.
Noteworthy, the total investment pipeline for the next five years has been revised to
the upside by almost USD 12 bn with all the years evidencing positive revisions,
particularly in mining and energy projects. Positive spillovers to other sectors of the
economy are likely, according to BCCh’s estimates in previous years. Consistently, we
expect a modest GDP drop this year at -0.3% and an expansion of 2.3% next year.

Deceleration in inflation is on track despite recent CLP depreciation. From its peak in
Aug-22, yearly headline inflation has moved from 14% to ~5% mostly explained due to
the behavior of the goods component and the decline in volatile items, especially
energy. In addition, cost pressures have been receding amid lower international
transport fares, global value chains have been reinstated, and external prices have
come down. On its part, the ex-volatiles component also exhibited a similar trend but
in a more modest magnitude, moving from ~11% y/y in Sep-22 to ~7% currently.
However, recent temporary shocks linked to the CLP depreciation, the higher price of
oil, and the increase in local food and transport prices are attenuating the pace of the
drop. In this context, we maintain our Dec-23 inflation forecast at 4%. In any case,
these temporary shocks are not changing the BCCh view that inflation convergence
will take place by the 2H24. On the monetary policy front, the BCCh is reducing
interest rate uncertainty by explicitly signaling a year-end level between 7.75% and 8%.
Thus, the floor of the monetary policy corridor outlined in the most recent IPoM is
aligned with our expectations of a policy rate of 8% by Dec-23 and 5% by the next one.

On the political front, the allocation of funds to foundations associated with
individuals connected to the ruling coalition parties has significantly eroded the
government's capacity to advance its essential reforms. Right-wing parties have
adopted a more stringent stance on matters such as pension reform, and even on a
more streamlined version of the tax reform.

Regarding the former, and amid a very polarized political landscape, the government is
expected to send amendments to its pension reform bill currently being discussed in
the Lower house by the end of this month, anticipating that it will be split into two
initiatives. The first stage would involve the regulations that increase the current
pension amounts as it includes the creation of social insurance, the division of the
industry, and an increase of the Guaranteed Minimum Pension (“PGU” by its acronym
in Spanish). While the government has shown a willingness to consider allocating 4% of
the proposed 6% incremental contribution to a solidarity fund (below its previous aim
to allocate 100% to the latter), the opposition has insisted that the entire amount
should go into individual accounts. Regarding the restructuring of the industry, the
government’s idea is to separate the functions performed by the AFPs (current private
Pension Funds Administrators), enable the bidding of portfolios of current contributors,
and establish commission charges based on AUM.
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The rejection of
a second
proposal for a
new con
stitution

has solidified as
the most

likely outcome.

Reasons for
our overweight
stance in Chile:
i)

Anticipated
macro
Improvements
and a
resurgence in
investment,
driven by
lower interest
rates.

ii) Attractive
valuations and
dividend yield.
iii) Growing
interest

from foreign
investors, further
supporting
our outlook.
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We reiterate our base scenario for a moderation of the scope of the pension fund
reform, as the opposition seeks to preserve the freedom of choice between public and
private managers as well as to maximize the portion going into individual accounts.
Such stance is backed by several surveys indicating those preferences among most of
the population. We don’t expect a pension fund reform to become a reality in the
medium-term.

On the other hand, concerning the now called “Fiscal pact” proposal (a scaled-
down version of the tax reform rejected earlier this year), the Minister of
Finance presented it by the end of July, but the debate in this front remains on hold
for now.

Regarding the Constitutional process 2.0, the most recent weekly Cadem
survey consistently signals a probable rejection of the proposal for a new
Constitution, with 53% of respondents expressing their intention to vote against it,
while only 26% would support it. However, it's important to note that if this outcome
materializes, it could prolong the unfinished constitutional chapter, which will have
lingered for four years by next December—a situation that would not bode well for the
market. Nevertheless, we consider this scenario unlikely, as the public appears fatigued
with the process.

In summary, there are several reasons to be optimistic about Chile. Firstly, there's
the potential for a recovery in investment levels, particularly in the mining sector
following the resolution of royalty-related uncertainties. Secondly, institutional
investors and high-net-worth individuals are showing increased interest in the local
stock market, with retail investors likely to follow suit due to the attractive expected
dividend yield amidst declining interest rates. This could boost market liquidity and
foreign investor interest, which has been improving gradually. Thirdly, political risks are
minimal. Lastly, compelling valuations and a high dividend yield add to the positive
outlook.

We believe that the main risks to our positive stance on Chilean equities
are: i) Chinese economic data continuing to reflect weak activity, which could
consequently impact commodity prices and investor sentiment towards emerging
markets; ii) a sustained strength of the USD; and iii) geopolitical and/or climate-related
events impacting the prices of imported products (oil and agricultural products). All the
factors mentioned above could have an impact on inflation convergence expectations
hence over investor’s view regarding the speed at which the Central Bank will adjust
its monetary policy in the coming quarters. Moreover, the constitutional process, in
the most likely scenario of rejection (as consistently indicated by several polls) could
leave the door open for a new attempt.
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Progress on key
reforms.

Next December
referendum for a
new
Constitution.

Short-law on the
private health
insurance
system.

Corporate
events.

Key topics to monitor

Legislative progress regarding the pension fund reform and a scale-down tax
reform.

Next December referendum for a new Constitution. As we approach that
date, investors will likely pay more attention to this issue, particularly to the
evolution of the surveys regarding the intention vote to approve or reject the
proposal for a new Carta Magna (they currently indicate a win for the rejection
option). We believe investors will focus on monitoring the willingness of
representatives from the government coalitions parties to definitively close the
constitutional chapter.

The unprecedented uncertainty stemming from Supreme Court rulings issued
since the end of last year that challenge the operational and financial
sustainability of the private health insurance system in Chile (“Isapres”) and all the
supply chain (private healthcare service providers, among others). Regarding this
matter, the new deadline set by the Supreme Court for the government to
implement its resolution regarding the application of the “tabla de factores” to
Isapres contributors is approaching (next November). Meanwhile, a very recent
ruling that nullifies the upward adjustment to the GES premium adds even more
pressure to Isapres just amid the discussion to legislate a short law in Congress.

The capital increase at BCl in 4Q23. The bank still needs to announce the price of
the capital increase. BCl should improve the CET 1 ratio to a figure close to 10.7%.

The expiration of the FCIC in 1Q24 and 2Q24 and the effect on the balance sheet
structure of each bank and the impact on margins.

Negative credit watch in Falabella’s bonds. It is likely that we will see some
announcements from Falabella regarding relevant asset sales or strategic changes
in order not to lose the investment grade, which we believe will act as a catalyst for
the shares.

Appointment of new Falabella CEO.

Evolution of the consumption environment and macro trends, which may signal if
the turning point in retailers will eventually come in 4Q23 or 1Q24.

Eventual LATAM Airlines ADR re-listing. This key milestone appears to be only a
matter of time.

News on the eventual execution of the Sucuriu project in Brazil by Arauco (2.5
million tons pulp mill). During the 2Q23 results conference call, COPEC’s
management indicated that it is expected the BoD will decide on such initiative by
the end of 2024.
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* The evolution of Chile’s hydrology including El Nifio, precipitation and specially ice

Corporate S .
P water forecasts from Chile’s system coordinator.

events.

* News on the negotiations between SQM and Codelco with respect to the
ownership and exploitation of the Salar de Atacama lithium resource.

* Potential announcements of further divestitures by Enel Americas of assets in
Argentina, Brazil and/or Peru as part of its corporate simplification process.

* Appointment of new Enel Americas CEO.

* Chilean Beverages. An eventual tax increase for alcoholic and sugar-sweetened
beverages based on alcohol and sugar content instead of the current ad-valorem
system. Low-priced wines and spirits would be the most affected due to their low
excise tax measured as CLP per alcohol content.

» Sale of fiber optic assets by Entel.
* The transaction involving Sonda's data centers.

e AMSA's decision to execute the Centinela project, whose investment would
significantly increase the backlogs of construction sector companies.

* The political and macroeconomic situation in Argentina. Local investors
are monitoring it closely and trying to minimize or avoid its exposure to that
country given the upcoming presidential elections to be held on October 22nd amid
a mounting debt-crisis, the risks associated to the future of its local currency and
the consequent weakening in  consumer demand. We highlight
that Argentina contributed with a relevant percentage of the EBITDA in 2022 for
CCU (~28%), Andina (~26%) and Cencosud (~22%).

Macro and
Politics in
Argentina amid
the upcoming
presidential
elections.
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In 2023,
corporate profits
are expected to
post a drop of
~37%vy/y in CLP
terms.

Corporate Earnings

In 2023, the IPSA index is expected to see a 37% decrease in recurring earnings,
primarily due to significant profit declines in Vapores and Quifienco, driven by lower
container shipping rates. Excluding these companies, IPSA members are still
projected to experience a 25% decline in earnings. The pulp and paper industry is
also facing a steep drop in profits, over 60%, mainly due to plummeting pulp prices,
lower sales volumes, and margin normalization in COPEC's liquid fuels distribution
business. The banking sector's earnings are anticipated to fall by about 20% due to
reduced revenues and slightly increased provisions expenses. In the mining sector, a
37% decline in profits is forecasted, with CAP expected to report losses primarily
because of its steel division's poor performance, ongoing weaknesses in steel
processing, and higher-than-expected cash costs for CMP (iron ore). The retail sector
has been significantly impacted by a sharp consumption slowdown, leading to a 30%
earnings contraction, driven by high inflation, currency fluctuations, increased
personnel expenses, and elevated inventory levels.

All the negative figures mentioned above will be partially offset by an increase of
nearly 17% in the recurring results of the electric utilities sector (measured in CLP)
thanks to a substantial improvement in hydrological conditions in Chile. It is worth to
mention that our expectation of 37% decrease in earnings for the IPSA considers that
y/y change in recurring earnings. For shopping malls, we forecast mid-single digit
growth in recurrent earnings boosted by high inflation-adjusted-revenues. As Mallplaza
is now accounting its investment properties at fair value, instead of using the historical
cost method, the company will book a large non-cash gain which means that the sector
will report a y/y rise in net profits over 40% (non-adjusted). For beverages names we
forecast a 7% growth in earnings mainly due to price actions and lower direct costs
(packaging, in particular). If we exclude Concha y Toro, which is facing an elusive
recovery in volumes and whose results could decline near 35%, CCU and Andina’s
earnings will increase over 20% this year. Meanwhile, the Telecom sector, represented
by Entel, is expected to post slightly higher earnings (5%) after adjusting for various
factors, including the sale of data centers and anticipated profits from the sale of its
fiber optic business later in the year.
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In 2024, we anticipate a year-on-year increase of 10% in recurring earnings. This
projection excludes one-off events related to asset sales taking place between 2023
and 2024 by Enel Américas and Entel. The expected growth will be led by the retail
sector, with an impressive gain of approximately 42%. This surge is attributed to a
broader macroeconomic recovery, particularly in discretionary categories, driven by
factors such as lower inflation, reduced interest rates, more stable local currencies, and
decreased import tariffs. Companies are also implementing cost-cutting measures in
2023, which will enhance EBITDA, particularly for those linked to discretionary
businesses.

Looking ahead to
2024, we project
a 10% y/y growth
in recurring
earnings for the
IPSA members
led by retailers,
beverages, Pulp
& Paper, and
Mining.

Additionally, the beverages sector is poised for solid earnings growth, with an
estimated 27% increase across the board. Concha y Toro is expected to outperform,
with a 44% growth, benefiting from a lower cost of goods sold (COGS) and mid-single-
digit sales volume recovery. Andina and CCU are also projected to achieve healthy
profit growth (26% and 22%, respectively) driven by sales volume expansion, margin
improvement for Andina, and a more favorable operating margin trajectory for CCU.

In the Pulp & Paper sector, a 17% growth in earnings is forecasted, primarily
attributed to COPEC. This recovery is driven by Arauco's higher pulp production and
lower unitary costs following several unscheduled mill stoppages in the previous year.
CMPC, on the other hand, is expected to have flat EBITDA but lower earnings due to
increased non-operating losses.

The mining sector is expected to rebound, with a 13% earnings growth for SQM,
thanks to higher lithium volumes and improved lithium segment margins due to a
lower royalty rate. CAP is projected to return to positive numbers, albeit modestly, as
challenges within the steel industry persist.

In the telecom sector, a 10% increase in recurring earnings is anticipated, driven by a
more favorable macroeconomic environment for data and services demand, improved
operating margins due to efficiency plans, and reduced financial costs resulting from
lower interest rates.

Conversely, the banking sector is anticipated to record flat earnings, with Banco
Santander standing out with a notable 40% increase in its results, largely attributable
to its heightened sensitivity to lower interest rates. However, Banco de Chile's results
are expected to continue normalizing, showing a decline of 17% year-on-year.

In the shopping mall sector, we foresee a relatively stable net income performance,
primarily influenced by a 12% decline in profits for Mallplaza, factoring in a more
conservative asset revaluation compared to 2023. Excluding this effect, the sector is
poised for earnings growth of around 8%, driven by an approximately 5% increase in
revenue due to improved traffic, occupancy rates, and an inflation rate nearing 4% by
year-end. EBITDA margins are expected to remain relatively steady, while companies
will report reduced indexation unit losses.

The sole sector for which we expect a drop in recurring earnings is electric
utilities. We see a retracement of -5% y/y in USD next year (~8% in CLP) on more
normalized hydrology and weaker gas commercialization activity by Enel Chile will
more than offset earnings growth from the ramp-up of new renewables plants.
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Chilean equity
sample is trading
at 12m Fwd. P/E
and EV/EBITDA
of 8.6x and 5.4x,
respectively.

Market valuations

The recent downward correction in the market, which has continued into early
September, presents an enticing entry opportunity for investors looking forward to
2024. With valuations currently at 8.6x P/E and approximately 5.4x EV/EBITDA
projected for December 2024, these levels are notably discounted compared to
historical averages. These multiples not only fall below its fair value estimate based on
our valuation models for the sample of companies under coverage (representing 98%
of the IPSA’s weight) but also looking at the current level of the 10-year sovereign bond
yield (BCP-10) and the spread at which the stock market has historically traded in terms
of Fwd P/E. Additionally, the market's dividend yield, approaching 9%, offers an
appealing prospect, especially in light of the expected trajectory of the monetary
policy rate over the next 12-15 months.

P/E Forward (12m rolling) EV/EBITDA Forward (12m rolling)
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Sources: Refinitiv, Company Reports and Credicorp Capital
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Target IPSA

Based on a bottom-up approach, which considers the target prices for the companies
under our coverage (~98% of the index weight), we estimate that the IPSA could reach
~7,200 points. On the other hand, based on a top-down perspective (Fair P/E and Fair
Earnings yield gap models), we estimate a fair value of ~6,700 points. Our Fair PE
model considers a risk-free rate in line with the current 10-year nominal interest rate in
CLP (BCP-10: ~5.8%), an ERP of 6%, and a LT growth of 4.8% (LT ROE of ~12%; dividend
payout of 60%). The Fair Earnings yield gap model assumes that the market should
trade at a spread between the inverse of the P/E ratio and the 10-year sovereign bond
mentioned above in line with its historical average over the last 10 years (~¥350bps).

All in, our blended target price for the IPSA by Dec-24 (equal weight for the bottom-
up and top-down calculations) is 7,000 points (upside: +19%). Considering the
dividends forecasted by Dec-24 (cumulative dividend yield of ~8.7%), the IPSA offers
an expected total return of ~28%.

Equity Strategy

Going forward, the ongoing downward correction (-8%) equivalent to almost half of
what the IPSA had gained until late July amid lower market activity, is opening an
appealing window of opportunity for positioning looking ahead to 2024, a year for
which we now expect a growth in recurring earnings of ~10%. With the IPSA trading at
~8.6x P/E by Dec-24 at the time of writing (below our estimated fair ratio of ~10.3x)
and offering a dividend vyield of ~8.7%, we reiterate our overweight call on Chilean
equities within the Andean region.

We believe there are significant mid-term catalysts for the Chilean market. Firstly,
there's the potential for a rebound in investment levels, as evidenced by positive early
indicators in the mining sector following the resolution of royalty-related uncertainties.
Secondly, institutional investors remain interested, and high-net-worth individuals are
increasingly looking to bolster their presence in local equities. Additionally, we
anticipate that retail investors will become more actively involved in the stock market
as they recognize the attractive dividend yield offered by Chilean stocks amid ongoing
interest rate declines. This has the potential to enhance market liquidity and attract
greater participation from foreign investors.

In our sector allocation, we favor certain areas: consumer discretionary, particularly
Falabella, where we anticipate a strong earnings rebound next year; supermarkets,
especially SMU, while we exercise caution with Cencosud due to Argentina-related
uncertainties; and Pulp & Paper, as we see signs that the worst may be behind us in
terms of pulp prices, with a more balanced market expected by 2025. We also have a
positive view on transport, particularly LATAM Airlines, thanks to its post-Chapter 11
financial health and improved cost structure, along with its strong presence in Brazil. In
contrast, we maintain a neutral stance on utilities, with a slight preference for Colbun;
beverages, to avoid Argentina exposure; banks, with Santander as our top choice over
other Chilean banks; and shopping malls, where Cencosud Shopping is our preferred
option.

All'in, our Top Picks are SMU, LATAM Airlines and COPEC.
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The strong
coverage ratios
have
compensated the
nigher need of
provision
expenses.

Banco de Chile
continues to be
the most
resilient bank
under the
current context.

Positive earnings
outlook for
utilities in 2H23
seems fairly price
in.

Regarding banks, there are several trends that should drive the industry’s financial
results going forward. We expect the income coming from inflation to return to normal
levels as the monthly UF inflation now stands close to 0.0% compared to figures above
1.0% in large part of 2022. In fact, as of Jul-23, the NIl coming from inflation decreased
49% y/y on a YTD basis, while the total NIl contracted 4.8% y/y also on a YTD basis. On
the positive side, we should observe relevant decreases in the cost of funding
considering the decreases in interest rates coming from the CB (100-bps rate cut in
July). In addition, we need to pay attention to the effects of the expiration of the FCIC
in the first half of 2024 on the funding structure of each company and on the evolution
of margins.

On the other hand, the NPL ratio should continue normalizing after all the liquidity
programs granted to households in recent years. In the last couple of months, the total
NPL ratio already reached pre-pandemic figures of NPLS. However, the normalization
of asset quality indicators should not necessarily translate into higher provision
expenses as banks maintain healthy figures of coverage ratios (~190% at the industry
level), when including the additional provisions.

Under this scenario, we believe that Banco de Chile should continue to outperform
peers in terms of profitability figures, although we believe that the positive
performance is already priced-in. With the recovery story and the recent decrease in
the share price, we see a better opportunity in Banco Santander. We highlight that BCI
has some challenges in the short-term beyond the completion of the capital increase,
in which we believe there will be no surprises and we assume a successful completion
of the process by 4Q23. Finally, Itau is between two words as the operations in Chile
report adequate figures of ROAE, while the operations in Colombia face relevant risks
and should continue to underperform in the rest of 2023 and beginning of 2024.

In the utilities sector, Chilean power gencos have seen an excellent performance so far
this year. We think this has been justified by an improved earnings outlook on a benign
panorama for Chilean hydrology given greater rainfall levels in key basins, solid
reservoir levels and meteorologists forecasting a greater than 95% probability of a
continuation of El Nifio conditions through the northern hemisphere’s Winter. Better
hydrology twinned with lower international fuel prices and solid progress on
construction of new renewables capacity has supported the shares’ performance, as
has a generally more favorable macro-political backdrop for regulated industries.
Indeed Jul/Aug-23 hydro output data and the system coordinator’s most recent ice
water forecast point to very strong 2H23 results. The trouble is this already appears
priced in, according to our appraisal. As a result, we are neutral to underweight the
Chile electric utilities and think the sector could be vulnerable if the high expectations
for hydroelectric generation volumes do not play out in 4Q23. In this
scenario, Colbun should outperform its peers given its long position in the spot energy
market.
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As to Aguas/A, we think the shares should remain relatively rangebound; a weaker
2Q23 report likely reduced hopes for a further re-rating due to higher earnings
expectations and we see the shares already trading above their last five-year average,
which fairly reflects the more amenable backdrop for regulated utilities in Chile at the
moment (falling rates + lower risk of harmful reforms). Finally, in Enel Americas, we
think investors will tend to wait-and-see with respect to the equity story following the
completion of the corporate simplification process.

For SQM, we remain neutral as we think despite discounted valuations (EV/24 EBITDA
<4.0x) and a very attractive dividend yield (~13% next 12 months) will not be enough to
entice investors into the name yet. Downward earnings revisions following
disappointing 2Q23 results and amid relatively despondent lithium sentiment will
continue to weigh on the shares. Moreover, we do not have a high conviction that
SQM and Codelco will reach an agreement before the end of this year on jointly
operating the Salar de Atacama resource. If that does happen, it could be a positive
catalyst to drive a re-rating of the shares.

Seeking for the inflection point in discretionary retailers. 2Q23 results were as harsh
as anticipated, and it is no surprise that the 3Q23 should be no different. The market is
now trying to figure out when will the inflection point come for discretionary retailers
with the aim of anticipating the recovery. Our models are incorporating that the actual
turning point should come towards the 1Q24, as the 2H23 should remain strongly
impacted by a weak consumption environment across the board and still high cost of
risk in the financial business, despite some lowered pressure at the SG&A level due to
the easing of inflation and FX levels. Based on the upcoming recovery and considering
current discounts seen at the share price levels, we believe that the market will look
for opportunities in these names towards year-end. On this front, we believe that
Falabella emerges as an appealing play, as we see certain additional short-term
catalysts. The negative credit watch issued by S&P on the company's bonds last week
implies that Falabella will need to present a concrete action plan in the next 90 days to
reduce leverage and avoid losing its investment grade, which we consider to be a
significant catalyst for the stock. Certain recent announcements, such as changes at the
board and top management level and the decision to close the Fpay business signal
that these shift in strategic focus will come sooner than later. Ripley is another play
that we like for 2024, though the latest quarterly results demonstrated that the
recovery should me slower than anticipated; therefore, we prefer to closely monitor
for a better entry point. Forus is a story that we like, though valuation seems tighter
when compared to peers. Hites is missing catalysts, while liquidity should continue to
be an issue. On the other hand, we continue to bet on consumer staples companies,
SMU and Cencosud, as we believe resiliency should continue to be in the picture, while
valuations still imply an appealing entry point, which is something that we like amid an
uncertain context for discretionary consumption.
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Shopping malls’ results should remain resilient. Favoring a flight-to-quality approach.
After the downward correction seen in malls’ share prices during the past month, we
believe the entry point seems appealing, especially in Cencoshopp and Parque Arauco
(-6.8% and -3.6% 1M return, respectively vs -0.8% in Mallplaza). Fwd Cap Rates are
currently in the 9-9.5% range (compared to a 7% historical average), implying a ~320-
380 bps spread versus the nominal 10Y sovereign bond yield (vs a ~300-bp historical
average). Having said this, we believe this is more of a medium-to-long-term call, as we
believe that catalysts are lacking in the short run. While the Central Bank decided to
cut the benchmark rate by 75bps in the latest meeting, the market read that the CB
had a more cautious view about the inflation prospects ahead compared to the
previous meeting; therefore, we do not expect any surprises in the pace of the rate
cuts going forward, reaching the 8% level by year-end. We believe this scenario is
already priced in and therefore, should not act as a relevant catalyst for shares unless
we see a surprise in future rate cuts. Looking into the medium run, we believe catalysts
should primarily come from the performance in results, which we believe should
remain resilient on the back of inflation levels that are still favoring top line, occupancy
rate and traffic increases, and GLA expansion plans going forward. We maintain our
relative preference for Cencoshopp and Parque Arauco as we believe that a “flight-to-
quality” approach should result in outperforming results for the upcoming years on the
back of their attractive tenant mix and strong exposure to Tier 1 assets, whose ability
to attract flows should remain solid. Moreover, we see a better entry point in
Cencoshopp and Parque Arauco on the back of 9.5% and 9% Cap Rates, while Mallplaza
is trading at 8.9%.

We are incrementally positive on the Pulp & Paper sector as the worst for pulp prices
may be behind us. After reaching their lowest levels in China in last May, hardwood
pulp had risen over USD50 to ~USD 530/t in August and very recent news indicate that
another hike of USD20/t would have been implemented successfully this month as
Chinese imports remain strong taking advantage of low prices and availability of large
volumes associated to a weakening demand in Europe and the US as well as increased
supply from new pulp mills located in Chile and Uruguay. High cost integrated and
semi-integrated producers in China are procuring more of their pulp needs from the
market rather than producing it themselves. Meanwhile softwood has stabilized at USD
660-670/t on the back of supply disruptions in Canada yet the upcoming
commissioning of a new mill in Finland. While we do not expect further gains in the
coming months due to a still weak end-consumer demand across geographies except
China, pulp prices could post a more sustainable recovery starting from late 2024 due
to a tighter S/D balance leading into the year 2025 as result of the absence of projects
in construction stage with start-up scheduled beyond next year. Initiatives sponsored
by new entrants have failed to secure financing. In that context, we are positive on
both COPEC and CMPC. For the former, we estimate that the 2Q23 would have been
the bottom in terms of EBITDA generation.
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We expect COPEC to exhibit one of the highest EBITDA and earnings growth next
year among the IPSA members thanks to a gradual recovery in pulp production on the
back of a much less disruptive period in terms of unscheduled mills stoppages and a
ramp-up process for Arauco Line #3 (Mapa project) that, by the beginning of next year,
should allow it to reach near full operation (pulp production will increase ~25% next
year) with the corresponding fixed costs dilution. However, while an eventual decision
to go ahead with a pulp mill project in Brazil by the end of 2024 would be positive for
the company as it would settle Arauco's pending task of not having presence in Brazil
as pulp producer, it could be viewed by investors with some caution given the high
capital requirements required to execute that initiative. Regarding CMPC we like its
higher sensitivity to pulp prices (EBITDA fluctuates +/- 2.5-3% for every USD 10/t
change) given our more positive view on market pulp by the end of next year thanks to
more balanced S/D dynamics into 2025. On the other hand, the tissue business is
reaching a larger scale in key markets such as Brazil and Mexico with a 2Q23 posting a
significant improvement in its margins and contribution to consolidated results.

All in all, we have a short-term preference for COPEC over CMPC because the
upcoming quarters will exhibit a sharp sequential recovery in results, while in 2024
they are going to show a very appealing growth almost regardless of a recovery in pulp
prices (+25% y/y in EBITDA assuming almost flat pulp prices compared 2023), while the
stock trade at an EV/EBITDA ratio whose gap vs CMPC is well below its history.
However, we favor CMPC over COPEC for a long-term horizon due to its significant
presence in Brazil (~40% of non-current assets), its stronger balance sheet and lower
capex needs by next year after having completed several inorganic growth initiatives
and with the Guaiba project in its final stages of construction, and lastly but not least
thanks to the improved profitability of its tissue business given its larger scale post an
active period of inorganic growth.

Chilean Beverages. The short-term outlook appears less sanguine for Chilean-based
beverages companies due to a stronger USD, slowdown in consumption growth in key
markets abroad, such as Brazil and specially in Argentina, along with increased
macroeconomic and political risks associated with the latter, while the narrative of
lower input costs mainly related to packaging will be behind us next year. Net/net, we
are embracing a somewhat more cautious stance on the sector amid a lack of short-
term catalysts across the board for beverages ex wine and long-term challenges for
wine producers. Broadly speaking, we are still anticipating a scenario like the one
described in our latest sector report for the coming quarters, where Andina is marked
by resilience in volumes and margins, CCU showing double-digit growth at EBITDA due
to the delay in implementing prices hikes last year and lower cost pressures that are
expected to last well into this year, Embonor pricing the increased macro-risk in Bolivia
(which has eased temporarily for now), and Concha y Toro facing a more elusive than
expected recovery in sales volume as well as structural challenges related to changes in
consumer patterns. However, more recent developments are overshadowing the
landscape. First, the upward evolution of sugar prices and weakness observed in local
currencies that may partially counteract the positive effects related to lower packaging
costs.




& CredicorpCapital

For Telecoms
we project
modest

profit gains with
asset sales as
catalysts.

Positive results
expected for the
E&C sector.
Salfacorp
preferred over
Besalco.

Second, the relevant exposure of CCU and Andina businesses to Argentina (they
represented ~28% and ~26% of consolidated EBITDA in 2022) making their operations
quite susceptible to the political and macro evolution of the country, although impact
on valuations is more limited, in our view, since that country represents only 4-5% of
our estimated enterprise value for CCU and Andina. Third, the eventual new corrective
tax that is being evaluated by the government on alcohol and sugar-sweetened
beverages, which, in our view, could affect lower value wines and spirits to a greater
extent due to the relatively low excise tax measured in CLP per alcohol content. All in
all, we have a relative preference for Andina as it is the sole beverage player that
currently trades with the largest discount versus its Latam peers (high double-digit
gap), phenomenon we are not seeing for the other local beverage players.

For the telecommunications sector, we are projecting modest organic double-digit
profit growth, excluding one-time effects such as Entel's sale of fiber optics (which we
anticipate will be completed by year-end) and the consolidation of Multicaja in the case
of Sonda. This is due to our expectations of reduced pressure on operational costs and
a decrease in interest rates, which will help lower financial costs. Concerning Entel, we
anticipate margin improvements thanks to their efficiency plans, which have
successfully reduced costs in the last quarter. However, we expect a small revenue
rebound due to contracted demand, likely to persist next year. This has been reflected
in stagnant customer base growth, reduced ARPU, and a significant drop in equipment
sales. It's worth noting that Entel is embarking on a cycle of high investments, which
we believe will put pressure on cash flow over the next 3-4 years. As for Sonda, we
have observed increased competition and contracted demand, which has eroded
contract margins, particularly in the South Cone region. This implies that revenue
growth next year will be lower than previous years, and we won't see the margin
improvements we had hoped for some time ago. In both cases, the short-term catalyst
would be asset sales. In both cases, Sonda would partially divest from the colocation
business, and Entel would sell its fiber optic asset by the end of the year.

Regarding the Engineering and construction sector, we expect companies to normalize
their results after a solid year. Nevertheless, results will continue to be positive, even
above pre-pandemic levels. Prospects for investment have been improving, and there
are specific projects that could be executed next year, significantly boosting these
companies' profits. In the real estate sector, we anticipate that demand will remain
weak during the year's first half. Companies have adjusted their offerings to reduce the
standing inventory, which has increased due to reduced demand. We expect another
factor driving profits to be the reduction in interest rates, which will decrease the
financial costs of companies and improve non-operational results. Furthermore, the
normalization of mortgage interest rates next year will gradually boost demand
throughout the year. We favor Salfacorp over Besalco due to its more discounted
valuations, exposure to the mining segment, and the expectation that the reduction in
financial costs will boost its profits, given its higher leverage.
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Top Picks

SMU (BUY; TP: CLP 240/share). Shares have posted outstanding behavior over the past
year, which we believe should continue based on several factors: i) The company’s 30%
exposure to the discount formats and “high low” strategic positioning in the Unimarc
banner, should continue to strongly drive traffic to stores; ii) The company has been
working on several initiatives in order to increase cost efficiencies (increase of its
private label penetration, automatization processes at the store and at the DCs and
personal restructuring plans), which have successfully driven margins towards 9%
levels. Under a conservative scenario, we are assuming that the company will be able
to maintain these levels, though we do not discard positive surprises in the upcoming
years; iii) They have an aggressive Capex plan in place for 2023-2025, with the opening
of 58 stores (distributed across banners) and the remodeling of other 78 stores, which
should help the company to post above-inflation growth in the upcoming years while
increasing fixed cost dilution, which should also help to maintain EBITDA margin target
levels. We believe all these factors explain why the market has remained quite excited
about the name. Finally, we continue to see discounted valuations at 6.5x EV/EBITDA
levels, a ~15% discount when compared to historical multiples, while quarterly
dividend distributions should continue act as a short-term catalyst for the name. We
have a CLP 250 target price, which implies a strong 52% upside for the stock, above all
peers on our retail sample.

LATAM Airlines (BUY; T.P.: CLP 10.5/share). We are including LATAM Airlines as top
pick. After emerging from Chapter 11, the company has successfully reestablished and
strengthened its financial and operational position. This has led to a more robust
balance sheet and a more competitive cost structure, providing it a competitive
advantage over its competitors in the Brazilian domestic market (its largest source of
revenue; ~30% of total), which are currently in a weaker financial position. Additionally,
the positive dynamics in the airline industry, driven by a global recovery in tourism
demand, the JV with Delta, and an agreement with a South African airline to connect
Brazil with other destinations in Africa create opportunities for the company to
continue regaining ground in the international passenger traffic (currently 20% below
pre-pandemic levels). Looking forward, the company is likely to reduce its cost of
capital as it plans to explore refinancing a costly unsecured bank debt by the end of
2024. All in, and despite its significant rally over the year, we believe that current share
price offers an attractive entry point because valuations remain discounted versus its
pre-pandemic EV/EBITDA multiples (35-40% discount. Finally, and from a market
standpoint, we see a renewed interest from local investors on the name (yet still tepid
as pension funds remain underweight). Foreigners are snooping around as LTM is now
on their radar (stock liquidity has increased sharply in recent months). Recently, FTSE
announced that LTM will be included in its global equity indices. A likely ADRs re-listing
will also boost the stock’s visibility.
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Chile — Top Picks

COPEC (BUY; T.P.: CLP 7,600/share) is one of our top picks. In our view, the 2Q23 would
have been the bottom in terms of EBITDA generation. Going forward, we estimate a
gradual recovery in the contribution of its forestry business mainly attributed to higher
pulp production as several unscheduled mills stoppage are left behind and with Arauco's
line 3 (MAPA) in a ramp-up process, which, by early next year, is expected to reach near
full operation. As pulp production is expected to grow at an interannual average growth
rate of ~50% in the coming four quarters (~+1mt y/y in 2024; ~25%), the company will
benefit from a dilution of fixed costs and MAPA's lower cash costs, in addition to a
scenario with a more depreciated CLP and more stable pulp prices. On the other hand, it is
worth noting the sequential improvement in margins of the wood products segment in
the 2Q after three consecutive quarters of contractions. We are estimating for the latter a
stabilized EBITDA at ~USD 550mn/year levels in the 2023-2024 period. Regarding the fuel
division, we expect EBITDA will stabilize at ~USD 1.1bn/year on more normalized margins
for the liquid fuel distribution business following a record high of ~USD 1.35bn in 2022
boosted by inventory revaluation gains and very favorable industrial margins. LPG
distribution business is on track to reach an EBITDA/ton in line with what was observed in
2021 and a total EBITDA at peak levels. In summary, and on a consolidated basis, we
expect the company to deliver a remarkable growth in EBITDA next year (+25%)
regardless of any recovery in pulp prices as we assume almost flat pulp prices compared
2023 average. All in, we believe the good earnings outlook for 2024 and the share’s lag
versus other IPSA members should make the stock back to the investors radar.

Last Target Total Mkt. P/E FV/EBITDA P/BV _Div Yield

Price Price  Upside Return  (USD mn) 2023E 2024E 2023E  2024E LTM  2024E Sectors
SMU 165 240 45.6% 52.3% 1,068 10.3 8.3 6.6 6.4 1.2 6.8% Retail
LATAM Airlines 8.4 10.5 24.9% 28.2% 5,696 9.1 10.6 4.2 3.8 21.9 3.3% Transport
Empresas COPEC 5,931 7,600 28.1% 31.3% 8,649 16.4 10.6 8.2 6.6 0.7 3.1% Pulp & Paper
Chilean Picks ° 32.9% 37.3% 15,413 11.9 9.8 6.3 5.6 7.9 4.4%
IPSA 5,879 7,000 19.1% 26.5% 114,264 13.2 9.5 6.9 5.9 1.1 7.5%
IPSA ex Vapores 13.3 9.3

? Simple average, excluding Market Capitalization

Source: Company Reports, Bloomberg and Credicorp Capital
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COLOMBIA

We are turning cautious on Colombia once again

During 2023, the MSCI COLCAP Index, has underperformed the LatAm region (+0.27%
vs. +11.8% from the MSCI LatAm, both in USD terms). Analyzing the year-to-date
results, the top winners (in COP terms) have been BVC (+28.85% YTD), Nutresa (+15.6%
YTD) and Mineros (+1.14% YTD). On the other hand, the top losers this year have been
PF Davivienda (-33.85% YTD), Bancolombia (-32.9% YTD) and Banco de Bogota (-27.5%
YTD). Regarding volumes, the low-level trend has continued to be an issue. During
2023, ADTV reached USD 13.02 mn, and it reached USD 11.41 mn in August,
representing a decline of 28.9% y/y but an increase on a monthly basis (+19% m/m).
Regarding market players, foreign investors have continued to be on the buy side of
the market, with net purchases of ~USD 20.3 mn YTD, while pension funds have posted
a net selling position of ~USD 70.6 mn YTD.

The drops in liquidity seen during the last few years have led to noise about a
potential reclassification of Colombia from an emerging market to a frontier market.
Indeed, while in 2013 there were 16 Colombian stocks in the MSCI EM Index, the exit
of Ecopetrol from the index has left Colombia with only three constituents in the index
this year. We believe there is a high degree of uncertainty on whether Colombia should
be reclassified, and we highlight that MSCI has not announced any consultation on the
matter. Furthermore, we consider that the potential inclusion of Exito in the index
once its float has reached ~53% with the listing of ADRs and BDRs during the last
month could also be a game changer for the market in terms of names.

Going forward, we expect a high volatility in the market amid high political
uncertainty and illiquidity. Indeed, we expect the market to react to statements in the
fronts of: i) regulation for utilities, ii) new exploration contracts, iii) pension and
healthcare results, and iv) the classification of Colombia as EM, while we highlight that
even though we are seeing historically low prices in Colombia, we do not see short
term catalysts beyond Cementos Argos and Exito (see next page), related to our
expectation of ongoing political uncertainty. That said, we note that some investors
might see attractive entry points for dividend capture strategies, with a +10% dividend
yield from the MSCI Colcap Index.

On the macro front, as expected, the Colombian economy is under an adjustment
process led by private consumption after the impressive and unsustainable growth
rates observed in the previous two years. That said, total investment has shown a
concerning behavior so far this year as it has fallen at the fastest pace since the
domestic financial crisis of 1999 (excluding the pandemic period). While private
investment has been affected by factors such as higher interest rates and taxes,
undoubtedly heightened political and regulatory uncertainty has played a non-
negligible role. For its part, public investment has also been below expectations. We
expect GDP to grow 1.3% this year with public spending as the main engine, while both
private consumption and investment will recover gradually amid expected lower
inflation and interest rates.
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For 2024, we maintain a 2.2% projection, but risks seem to be skewed to the
downside mainly due to significant challenges to investment. Annual inflation has
accumulated five months of reduction the monthly surprise in Aug-23 leads us to make
a significant adjustment in our year end estimate.

We increased our inflation forecast from 8.4% to 9.0% while recent upward surprises
in inflation will surely push for a new adjustment in the market’s inflation
expectations, a fact that materially reduces the margin for the monetary authority to
initiate the cycle of cuts in the policy rate. Although we believe that the possibility of a
downward adjustment in the repo rate in Oct-23 is still on the table, we prefer to
maintain a conservative stance by assigning a higher probability to a 75-bp cut in Dec-
23. The El Nifio event and policy decisions are further risks to this view. Although the
MoF has pledged its commitment to fiscal responsibility, public finances will continue
to be a major source of concern in the next few years amid ambitious (and historic)
planned public spending and high uncertainty on some income sources. On the FX side,
still high global and domestic uncertainty leads us to maintain our USDCOP 4,300
estimate for Dec-23.

On the political front, negative scenarios of significant policy changes seem to be
more bounded. Institutions are functioning, as evidenced by the slow progress of the
health and pension reforms in Congress as well as the reboot of the labor reform, the
suspension of the decree to intervene in utility sector regulation by the State Council
and the announcement of the Constitutional Court that it will be able to immediately
suspend laws approved by Congress that are clearly unconstitutional. Furthermore,
President Petro seems to be going through tough times related to the following issues:
i) 61% of the Colombian population in disagreement with the government proposals, ii)
recent scandals involving persons very close to him, iii) complicated discussions of the
main reform proposals of the government in a context in which the government does
not have a majority in Congress after President Petro broke the coalition back in Apr-23
precisely due to the difficulty in securing the approval of his main proposals in
Congress, iv) high inflation, v) an increasing perception of insecurity in several regions
and vi) regional elections at the end of Oct-23. Accordingly, we believe that the
markets are granting a higher probability to the scenario in which the most sensitive
reforms are watered down or even not approved at all and contemplating a scenario in
which President Petro has reduced ability to call the population to massive
demonstrations in support of his proposals.

In summary, we believe the market should continue facing challenges during 2024
coming from political uncertainty and low liquidity, which should be a hurdle for
outperformance in Latam, despite historically low prices
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Key events in the last few months

Cementos Argos announced that it will combine its operations in the USA with Summit
Materials to consolidate a platform for construction materials causing a positive ~30%
the day of the announcement (see report). The transaction is expected to close in 1H24
once approvals are granted. According to the company’s statement, Cemargos will
become the largest shareholder of Summit Materials with a 31% stake in the combined
company which should have in 30 states in the US, a pro-forma revenue of more that
USD 4 bn and a pro forma EBITDA of USD 1 bn. Cementos Argos will also receive USD
1.2 bn in cash with an implied 2023E EV/EBITDA of 10x for Cemargos USA (vs. a current
valuation of 5.5x). Overall, we believe the recent transaction is a catalyst for the name
and should lead to a re-rating and an improvement in terms of leverage.

We believe the detangling of the GEA structure could be key for the Colombian
market (see report), possibly resulting in value generation for shareholders who are
seeking more simplified structures. Once the transaction is carried out, Nugil and JGDB
will own at least 87% of Nutresa, while Nutresa will cease to be a shareholder of Grupo
Argos and Grupo Sura. Regarding the effects on Grupo Argos, we prefer to wait until
the transaction is more advanced to have more visibility on the impact and be more
constructive on the name. Additionally, we would also like to see the evolution
dividends paid and received, considering cash needs from Grupo Sura and the exit of
Nutresa form the group.

Exito successfully completed its spin-off from GPA. To unlock value amid a stretched
financial situation, in September 2022, GPA announced the spin-off of its Colombian
operation, which was completed on August 23rd, 2023. The transaction consisted of
the distribution of 83% of Exito’s shares to GPA investors through BDRs and ADRs,
resulting in a significant change in its corporate structure. GPA and Casino now own
13% and 34% stakes, respectively (from the previous ~97% stake), while the free float
for Exito shares increased from ~3.5% to ~53%. Initially, the free float was allocated as
follows: ~73% BDRs, ~6.6% BVC, and ~20% ADRs. However, the company guaranteed
30 commission-free days for passing from one stock market to the other (until October
2nd, 2023. In early August, GPA and Casino announced a shareholders agreement, to
ensure the continuation of Casino's control over Exito (both companies together have a
47% stake in Exito’s shares), which encompasses certain provisions such as agreements
for Board members and CFO selections, dividend payments and priority rights when
any of them decides to sell a stake. Since the day of the spin-off (August 23rd), Exito
shares have suffered somewhat of a free fall, with a negative performance of -32%.
Despite the fact that investors seem to like Exito’s fundamental story, we see great
concerns in the market about the fact that Casino will continue to control the
company. Having said this, everything has its price, and Exito shares are a certain
bargain (EV/EBITDA 2024E of 3.5x, a ~40% discount when compared to historical
multiples). Volatility should continue until October 2nd, but we reiterate our view that
from a medium-term perspective, this is an interesting story, especially considering
that Exito should be included in the COLCAP Index, with a weight of ~4%, implying
inflows of USD 50 mn, which should be an interesting catalyst for the stock.



https://img.masterbase.com/v2/1/8117/b/1/SpecialReportCemargosSummitMaterials.pdf
https://img.masterbase.com/v2/1/8117/b/1/270623CompanyUpdateGrupoSuraGrupoArgos.pdf
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Key topics to monitor

Evolution of the payment behavior of clients and the behavior of new vintages to
anticipate a change in the cycle of asset quality indicators for the banking sector.

The pace of interest rate cuts in the upcoming months to better assess the effects
on the margins of banking institutions and the effect on loan demand for 2024.

Regulatory changes to the implementation of the NFSR for banks in Colombia as it
could shift the need for long-term deposit rates and alleviate short-term funding
pressures.

The advances in the healthcare and pension reforms in Congress.

Advances in the tender offer for Nutresa by GEA.

Advances on the integration of Argos USA and Summit.

Further announcements from Grupo Bolivar related to its intention to dispose of
the covered securities of SUAM.

Ecopetrol’s management changes and the 2040 strategy implications.

Potential issuance of new exploration licenses in the hydrocarbons sector as well as
the potential issuance of a new reserves balance report from the ANH including gas
offshore resources.

Caribe offshore drilling developments and Ecopetrol’s gas pipeline licensing process.
Further advances in the settling of FEPC deficit obligations.

Continuation of the local fuel price adjustment path.

Potential changes in ISA’s management.

A possible public services reform project presented by the national government.
Potential regulatory measures regarding the energy spot price mechanism.
Appointment of definitive CREG expert commissioners.

Evolution of the liquidity position of energy commercializers.

Environmental and social licensing processes for renewable energy projects in the
La Guajira region.

Potential inclusion of Exito in the MSCI Colcap Index.

Developments on Colombia’s classification among emerging markets.
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Corporate earnings

Regarding earnings, we foresee a mild recovery 2024E after a very tough 2023E, with
the utilities segment continuing to support earnings and the banking sector starting
its recovery path. Indeed, we expect an earnings drop of ~31% y/y for 2023E and
highlight that we saw a ~50% y/y drop in earnings in 2Q23. After these drops, we
expect a 5% y/y increase in earnings for 2024E in our sample, with Ecopetrol being
the drag for the year as we foresee a ~17% y/y increase in earnings when excluding
the oil company. Despite the regulatory noise, the utilities segment is the most
resilient in the market. We expect a ~12% y/y increase in earnings for 2023E and a
~18% increase for 2024E. In the case of banks, we expect a ~20% y/y increase in
earnings from the banking sector after a ~33% earnings drop in 2023E. Finally, we
expect a ~8% y/y earnings drop for the O&G sector, mostly due to financial
operational leverage.

Regarding banks, we expect a recovery in 2024 of ~20% vy/y after the strong
contraction of ~33% vy/y that we expect for 2023. The recovery should be mostly
explained by a lower need for provision expenses as we believe that the peak in NPLs
and provision expenses was reached between 2Q23 and 3Q23. Recall that all banks
materially increased their cost of risk guidance during their last conference calls,
pressuring the bottom line and the profitability ratios estimated for 2023. In any case,
it is worth noting that 2024 will be a transition year for credit risk metrics as we still
incorporate a higher need for provisions when compared to the long-term target of the
companies. The cycle of asset quality indicators should continue to have an impact at
the beginning of next year. As a result, we expect a 21% y/y increase in earnings in
2025, driven by a further normalization of provision expenses. The decrease in interest
rates and the normalization of inflation should have a positive effect on the payment
behavior of clients and on the NIM of almost all banks under our coverage, explaining
part of the rebound in earnings next year. That said, we reiterate that the short term
will continue to be highly challenging for the banking industry.

Regarding the O&G sector’s earnings, we see net income down by ~8%. We see a
stable behavior of the Brent benchmark, which is placed at USD 83/bl for 2024, flattish
when compared to 2024 and sustained by a tighter oil market following the OPEC+
supply-side cut measures but with some downside risks from the demand side, being
cautious about a strong recovery, specifically in China’s economy. However, we believe
that cost inflation in the upstream as well as financial leverage should lead to a ~8%
drop in earnings for the segment. Regarding the utilities sector’s earnings, we expect
growth of ~18% y/y in net income primarily led by the addition of new projects,
especially in the energy transmission segment, and an expected easing in financial
expenses following the lower indexation effects explained by the inflation reduction in
the region.
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In the conglomerates sector, our least favorite holding company is Grupo Sura (UPERF;
TP: COP 30,200/sh) due to its weak ROEs and regulatory risks across the region. Indeed,
we continue to see risks for the asset management business with pension reform noise
in Colombia and Chile and for the healthcare business. We acknowledge that earnings
momentum is positive (+34.5% y/y for 2024E), supported by an improvement in
earnings in SUAM (+18.3% vy/y), which now consolidates Proteccion, but we believe
investors will wait for sounder profitability measures. Regarding Corficolombiana
(HOLD; TP: COP 18,500/sh), we see deteriorating earnings momentum for the name in
2024. Despite discounted valuations and steady cash flows, Corficolombiana’s equity
story for 2024 is cloudy. Corficolombiana’s earnings should decrease by 11.0% y/y due
to: i) lower construction activity as 4G projects conclude, ii) the amortization of the
intangible concession asset for Coviandandina and iii) a tough comparison base related
to earnings boosted by inflation in 2023. In the case of Grupo Argos (HOLD; TP: COP
11,600/sh), we continue to see value in the name as we believe its 50% stake in the
investment vehicle for road infrastructure and airports with MacQuarie should be a
value generator. Additionally, we foresee positive earnings momentum in 2023
(+52.5% y/y) followed by a relatively stable trend in 2024 (+3.0% y/y) explained by the
increase in the portfolio and cement segments. As for Cemargos (BUY; TP: COP
6,200/sh), we expect the company to post an increase in earnings of 63.5% y/y in 2023
followed by relative stability in 2024 (+2.8% y/y), explained by stronger operational
results and lower taxes, despite an expected increase in financial expenses of 35.5%
y/y.

Market valuations

Our Colombian sample is trading at 5.6x P/E 12m forward and 4.7x EV/EBITDA.
Hence, the sample is trading below 1SD in terms of EBITDA and below the average (but
above 1SD) in terms of earnings. Even though we recognize the sample is at historically
low multiples, we believe this is partly explained by: i) weak earnings momentum, with
ROE for the MSCI Colcap Index reaching ~13.5% during 2024, ii) a high cost of capital,
with our estimate for Ke at 14.3% and iii) political uncertainty. Indeed, we estimate a
fair P/E for Colombia of around 6.9x in 2024. From a qualitative perspective, this
reflects the uncertain scenario we are seeing in the short term due to: i) government
proposals, ii) inflation and iii) economic deceleration and iv) low liquidity, with ADTV
around USD 10 mn.

P/E Forward (12m rolling) EV/EBITDA Forward (12m rolling)
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Sources: Refinitiv, Company Reports and Credicorp Capital
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MSCI Colcap Target

We are introducing our 2024E target of 1,385 points for the MSCI Colcap Index, which

We are implies a ~30% upside, while we also see a ~10% dividend yield for the market. This is
introducing our based on a top-down analysis (60% weight) and a bottom-up approach (40% weight).
2024E 1,385 We are giving more weight to our top-down estimation considering the uncertainty in
target for the the short term that may prevent a value unlock. Our top-down analysis suggests a
MSCI Colcap ~25% upside while our bottom-up approach suggests a ~35% upside. We see the
Index, with a highest upside for ISA and PfBAncolombia. On the other hand, we see the lowest
30% upside and a upside for Grupo Sura. Higher dividend yields are the result of low valuations despite
10% dividend our 31.1% expected drop in earnings for 2023, and we highlight greater than 10%
yield. dividend vyields for the less liquid preferred shares (PfCemargos, PfGruposura and

PfGrupoargos) and Ecopetrol.
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Equity Strategy

We see a bumpy short term for Colombia. Even though we believe recent political
developments point to a more limited downside for the market, we also do not see
any short-term catalysts for the market. Investors should be cautious in Colombia in
the short term due to: i) low liquidity in the local market with concerns about a
potential reclassification of Colombia from emerging market to frontier market
according to MSCI, ii) weak earnings momentum with 5.4% earnings growth for
2024E and a 31.4% y/y earnings drop for 2023E and iii) uncertainties in terms of
policy and regulation considering the heavy agenda of the government. That said, we
highlight the discounted valuations (considering ongoing regulation and conditions)
in the banking and O&G sectors. Despite the challenging scenario for the banking
industry, we continue to favor Bancolombia as our Top Pick as it should continue to
outperform key competitors in terms of net profits and profitability. We are also
including Cemargos as a Top Pick due to our expectation of the listing of the US
assets, which should be a positive catalyst.

Regarding banks, we are cautious on the overall performance of the sector for the next
few quarters. We have seen a material increase in the need for provision expenses
after all banks experienced significant increases in NPL ratios, especially in consumer
NPL ratios. The economic deceleration, high inflation and high interest rates continue
to take a toll on the payment behavior of clients. Bancolombia reported a cost of risk
(CoR) of 3.1% and a consumer NPL of 4.2% in 2Q23. Likewise, Davivienda registered a
4.3% CoR and a consumer NPL of 5.5%, the highest among peers. Finally, Grupo Aval
reported a CoR of 2.2% and a consumer NPL of 3.1%. As a result, all banks adjusted
their profitability figures for 2023 to the downside.

Even though we expect the peak in provision expenses and NPL ratios between 2Q23
and 3Q23, we expect to see a higher need for provisions, above historical figures, still
impacting results at the beginning of next year. This supports our negative view on
Davivienda and Grupo Aval, which also suffer from pressures in margins, while we
remain positive on Bancolombia despite the short-term challenges. Bancolombia has
compensated for the significant increase in provision expenses with expansion in
margins to a figure close to 7.0%, well above the figures of peers, supported by a
competitive advantage in the funding cost. Bancolombia has more than 80% of the
total funding sources in deposits (50% from saving and checking accounts), allowing
the bank to maintain a lower cost of funding when compared to local peers. With the
decrease in interest rates, we expect a gradual normalization of NIM and financial
results, though Bancolombia should continue to outperform peers in terms of ROAE in
2023 and 2024. Therefore, Bancolombia remains our Top Pick in the banking sector.

We acknowledge that all banks present discounted valuations trading close to 0.5x
P/BV 2024E, but we do not see a clear catalyst for most of them in the short term. We
prefer to wait for better trends in risks metrics to be more optimistic on the banking
sector in Colombia.

Contents



Contents

Recent OPEC+
cuts support
greater than 80
USD/barrel
prices in the
short term.

We still expect
Ecopetrol to be
attractive for
2024 due to its
~12% dividend
yield.

The debate on
new exploration
contracts
continues.

We highlight the
advances in
Ecopetrol’s
offshore gas
activity.

ANNUAL INVESTOR
GUIDE 2024.

In the O&G sector, although the Brent benchmark has had retracements of 9% YTD
and 25% y/y in 1H23 (averaging USD 80/bl), prices have experienced a notable
recovery following the OPEC+ production cut measures, placing both references (WTI
and Brent) above USD 80/bl, which we believe should continue benefiting crude
producers for the next year. In this context, we think a tighter oil market could be
perceived in 2H23 and 2024 driven by the OPEC+ cut measures extension until the end
of 2024 made in Jun-23 and the additional 1 mn b/d and 300,000 b/d voluntary supply
reduction announcements until the end of 2023 from Saudi Arabia and Russia,
respectively, as well as the lower registered crude inventories in the US. In addition to
the supply-side concerns, expectations of stronger demand coming from non-OECD
Asia, especially China’s economy, could also contribute to generating support levels for
the price of this commodity going forward, in our view.

Under this scenario, despite the peak levels reached in 2022 and the expected
normalization of its results, Ecopetrol (HOLD; TP: COP 2,800/share; USD 12.4 ADR)
should continue to benefit from the relatively higher oil prices allowing the company
to generate healthy operating cash flows and a still attractive 2024E dividend yield
(~12%). Having said this, we believe the recent changes in the company’s management
(appointing a new CEO and CFO as well as some new vice presidents) could bring a
relative degree of uncertainty for the market in terms of the potential implications on
the 2040 strategy, especially with respect to capital allocation decisions.

We think further details regarding the national government’s stance on the national
hydrocarbon policy and specifically on the potential issuance of new exploration
licenses should be catalysts for O&G names. Despite the National Hydrocarbons
Agency (ANH) agreement project proposals to stimulate exploratory activity in the
country with the existing contracts, we still believe that decisions led by the new
Minister of Mines and Energy could mostly dictate the appetite for the sector,
especially when considering the 7.5 and 7.2 average years for the national crude and
gas reserves, respectively, according to ANH’s most recent Reserves and Contingent
Resources report. In this context, we believe investors will be monitoring
announcements/advancements regarding the national government’s request to
prepare a new reserves balance report in order to include the gas offshore potential in
the country and subsequent implications for the national hydrocarbons policy.

We highlight the advancements shown by Ecopetrol in its Caribe offshore portfolio as
it has announced the drilling of the Orca Norte-1 well by no later than Mar-24, which
will potentially contribute to the company’s and nation’s reserves balance. That said,
the construction process of the gas pipeline to connect these resources with the
Chuchupa field could be subject to possible delays given the licensing process with the
local communities in the northern region of Colombia. Given the above, we believe key
updates regarding this matter could determine the company’s production plans for
2024.
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Regarding the fuel price stabilization fund (FEPC) deficit balance, we believe the latest
medium-term fiscal framework presented by the national government in Jun-23 as
well as the continuation of the local fuel price adjustment policy path should
positively impact Ecopetrol’s balance sheet, reflecting the government’s commitment
to settling the FEPC deficit in 2024. We highlight the advances achieved in this matter
with a “COP 8.4 tn payment from the Ministry of Finance to the company in Jul-23
settling the obligations corresponding to 2Q22. In addition, we highlight that further
advances on this front to address the obligations belonging to 3Q22 and part of 4Q22
by no later than December 31st, 2023, as was proposed in the Mar-23 shareholders’
meeting, could be well received, in our view.

Regarding utilities in Colombia, we expect our covered names to continue benefiting
from the addition of new projects in the region and the increasing long-term energy
demand. Nevertheless, certain risks related to the regulatory framework and potential
impacts from the upcoming El Nifio phenomenon on Colombia’s energy system could
lead to a wait-and-see stance on the sector. On the regulatory front, the Colombian
State Council reaffirmed the temporary suspension of Decree 0227 which had allowed
President Petro to re-assume regulatory functions undertaken by the energy (CREG)
and water (CRA) regulators in Colombia, partly motivated by the energy tariff
increases, especially in the Caribbean region. That said, recent announcements coming
from President Petro expressing his intention to present a public services reform
project in 2H23 could bring back uncertainty for utility companies, also considering the
likely ElI Nifio phenomenon. Indeed, we have seen greater-than-expected hydrology
levels, contributing to placing the national reservoir levels mostly above 80% of their
useful capacity, which should be positive for energy generators in the country. That
said, we have also seen a higher thermal generation amid expectations of the El Nifio
effects for the coming year. Hence, the increase in local energy spot prices together
with a weak liquidity position in some energy merchandizers could pose pressures for
the national energy system looking ahead. Hence, we believe the current scenario
could set the grounds for adjustments to how energy spot prices are determined.
Finally, the potential appointment of the definitive expert commissioners in the CREG is
a key topic to monitor going forward as they could contribute to adding uncertainty to
the regulatory framework stability debate.

Regarding the construction sector in Colombia, we believe it will face challenges in the
near term in a context of: i) high interest rates, ii) a deteriorating housing market with
sales falling 51.4% y/y in Jul-23 YTD, iii) a downturn in construction licenses with
licensed square meters falling 26.4% y/y in Jun-23 YTD, iii) public investment
disappointing with civil works contracting by 16% y/y in 1H23, currently standing at the
lowest level since 2010 and iv) no considerable progress or advances in terms of civil
works projects. Although we predict a gradual recovery of investment in the upcoming
quarters amid the expectation of lower interest rates and an acceleration in the
execution of public projects, lower political and regulatory uncertainty is a necessary
factor for this view to materialize, in our opinion. Indeed, we believe that the decision
to freeze 4G toll road rates until 2024 and changing the conditions of the social-interest
housing subsidy continues to weigh on the market.
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We highlight that the government has proposed initiatives to revitalize the sector, with
a focus on increasing budget allocations for housing subsidies. Indeed, the newly
appointed president of Findeter has secured a COP 1 tn credit line for social housing
(VIS), offering favorable interest rates and potential debt substitution. Our favorite pick
in the cement and construction sector is Cementos Argos as it is discounted when
factoring in its presence in the USA and has lower exposure to risks in Colombia (23%
of revenue for 2023E).

When looking at the conglomerates, we believe Corficolombiana and Grupo Argos
have been affected by noise in local media during the last few weeks amid

Regulatory and pronunciations from the government regarding the RDS2 process and lands. Indeed,
media noises are we believe that the heated political arena should continue to weigh on the names. In
key for the the case of Grupo Sura, we continue to see risks for the asset management business
conglomerates with pension and healthcare reform noise in Colombia. We highlight the heated speech

around the healthcare business and its profitability in Colombia, with a heavier cost
structure for healthcare providers in the last few months.

Given all of the above our Top Picks in Colombia are PfBancolombia and Cemargos.
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Colombia — Top Picks

Top Picks

PFBANCOLOMBIA (BUY; TP: COP 38,500/share). The bank should continue to
outperform peers in terms of net profits and profitability during 2023 and 2024, even
when considering the normalization of financial results. We are incorporating ROAEs of
15.5% in 2023 and of 14.0% in 2024. The better results should continue to be explained
by the strong NIM, which is above historical standards, as Bancolombia was the most
benefited institution of the cycle of interest rates. The better results along with a
discounted valuation of 0.6x P/BV and 4.7x P/E 2024E support our BUY
recommendation. Even though we expect some pressures coming from a higher need
for provision expenses, Bancolombia should compensate for this with a still strong NIM
well above historical standards. We anticipate a NIM of 7.0% in 2023 and a NIM of
6.5% in 2024, supporting the higher ROAE figures when compared to peers. Finally, we
highlight that Bancolombia continues to have a competitive advantage in the funding
structure as deposits represent 86% of funding sources, compared to ~75% for its
peers.

CEMENTOS ARGOS (BUY; TP: COP 6,200/share). It is our favorite name in the cement
and construction sector related to the business combination in the USA as a near-term
catalyst (see report). We highlight that the name seems currently discounted when
factoring in the company’s geographic presence in the USA (~57% of revenue in 2023E)
and when considering its EBITDA breakdown (~55% of EBITDA in 2023E). Indeed,
Cementos Argos has been trading at multiples of 5.5x EV/EBITDA 2024E, which is even
lower that the average of LatAm peers in our sample (~6.0x). We believe the higher
trading multiples in the USA is explained by a stronger currency and a steadier market
with fewer threats from imports and higher liquidity. Overall, the recent transaction
announced with Summit Materials is a catalyst for the name and will lead to a re-rating
and an improvement in terms of leverage.

Price Price  Upside Return (USD mn) 2023E 2024E 2023E 2024E LTM  2024E Sector
Bancolombia 25.530 38.500 50,8% 64,5% 6.512 4,0 4,3 nm nm 0,7 13,7% Banks
Cemargos 4.105 6.200 51,0% 59,2% 1.339 24,3 23,7 5,3 5,5 0,6 8,2% Cement & Construction
Colombian Picks * 50,9%  61,9% 7.851 14,2 14,0 5,3 5,5 0,6 0,1
COLCAP 1.063 1.440 35,5% 44,5% 55.006 6,5 5,5 4,8 4,7 0,9 9,0%

? Simple average, excluding Market Capitalization

Source: Company Reports, Bloomberg and Credicorp Capital
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PERU

Shifting tides: From political risks to El Nifio
uncertainty

Through the first week of September, the Peruvian market registered a performance
slightly above the average of its peers in the region, in USD terms (+11% for the
S&P/BVL General Index vs. +10% for the MSCI LATAM index). This result came in a
context of lower political tensions after Boluarte assumed the presidency of the
country following the failed coup attempt by former President Castillo in December of
last year. In addition to this, the market found support in relevant corporate events,
such as the proposed purchase of Enel Distribucion by China Southern Power Grid at an
attractive valuation multiple, as well as the buyback programs of shares of some
companies such as Ferreycorp and Unacem. Likewise, although the level of activity in
the BVL has decreased significantly, with an average traded volume of USD 7 mn, 37%
lower than last year’s figure, the AFPs have maintained a more neutral position
compared to the selling position that they had for several months last year due to the
sixth withdrawal of pension funds approved by Congress. These factors offset to some
extent the lower profits in various companies, particularly in more cyclical sectors such
as mining (especially Volcan and Nexa) and construction, in contrast with other more
defensive sectors such as public services and retail, whose results continued to show
good resilience.

By sector, electricity and mining were the ones that advanced the most in the year
(+44% and +22% in USD, respectively). The electricity sector was driven by the
purchase offer for Enel Distribucion, the announcement of the intention to sell Enel
Generacidn by its parent company and the relatively good financial results reported in
1H23. In the mining sector, Southern Copper, Minsur and Buenaventura have emerged
as some of the most profitable stocks. This is occurring against the backdrop of
favorable medium-term outlooks for copper and tin prices, coupled with the elevated
prices of gold. Volcan and Nexa, which are more exposed to zinc, followed an opposite
trend. On the other hand, the financial, consumption and construction sectors
registered performances below the general index (+5%, +3% and -6%, respectively),
affected in part by the slowdown of the economy, which was reflected in lower profits,
particularly in the construction sector. The retail sector was the exception as it
continued to show good resilience.

Going forward, we do not rule out some profit-taking in the short term, particularly
considering a possible position of caution from investors amid greater volatility in the
price of metals due to unfavorable data from the Chinese economy, weak indicators of
the local economy and uncertainty regarding the occurrence of a possible strong El
Nifio phenomenon. Likewise, the AFPs could maintain a neutral position, waiting for
Congress to approve a comprehensive reform of the pension system and to clarify
whether it will approve new withdrawals.
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Possible catalysts to monitor in the short term are the following: i) potential low
intensity of the El Nifio phenomenon, ii) effectiveness of the government in boosting
public investment and promoting a recovery of private investment, along with a less
restrictive monetary policy, iii) adequate reform of the pension system with market
criteria, iv) successful sale of Enel’s assets in Peru and v) recovery in the price of copper
in line with the good prospects for the metal in the long term.

A recovery of the economy is expected in 2H23, but it will be subject to the intensity
of the El Nifio phenomenon. The protests that took place at the beginning of the year,
together with extreme rains in that period and then higher-than-usual temperature
levels, affected the economy in the first half of the year (GDP -0.5% y/y). In this
context, the sectors that registered the worst performance were fishing (-31.7%),
construction (-9.0%), financial and insurance (-7.7%) and manufacturing (-6.1%). These
events overshadowed the good dynamism of the mining sector (+9.8%), which was
mainly due to the ramp-up of the Quellaveco copper project, and the accommodation
and restaurant sector (+5.3%), as well as the resilience of the electricity, gas and water
(+5.2%), other services ( +4.1%) and commerce (+2.7%) sectors. Going forward, to close
the year with growth of 1.1% as the Ministry of Economy and Finance now expects,
above our forecast of +0.6%, the economy will need to grow ~2.3% during 2H23, which
could happen considering: i) the gradual recovery of business confidence in a more
stable sociopolitical environment, ii) a certain improvement in the purchasing power of
households due to the gradual reduction of inflation and iii) the continuation of the
recovery of the sectors most affected by the pandemic. However, in any case, it will be
necessary to monitor the possible occurrence of a severe El Nifio phenomenon, the
effectiveness of prevention activities to deal with said phenomenon and the impact of
the economic stimulus measures announced by the government.

Core inflation will continue to approach 3% by the end of the year. In Aug-23,
headline inflation fell to 5.6%, its lowest level in 23 months. Likewise, core inflation
declined to 3.8% y/y, its lowest level in 19 months. In Aug-23, 57% of inflation was
explained by the increase in the food and beverages group, the transport category
explained 33%, and the restaurants and hotels group explained 19%. We expect the
general CPI to continue its gradual decline to close to 4.0% y/y by year-end, while core
inflation will approach 3% (also reflecting weak domestic demand). Since the beginning
of the year, we have argued that the BCRP would cut its benchmark rate by 100 bps in
2023. However, Governor Julio Velarde recently said that the central bank will be
prudent and not rush to lower the rate (at 7.75% until Aug-23), suggesting that the rate
cut may take longer to arrive and be more gradual.

Political noise has subsided, though the government and Congress have low approval
ratings. After the failed coup attempt by former President Castillo in Dec-22 and the
subsequent constitutional succession by then Vice President Boluarte, the level of
confrontation between the government and Congress has decreased significantly,
which seems to be an implicit agreement between the two institutions to continue
their respective mandates until 2026. Thus, the debate about possible early elections is
not on the agenda of Congress, despite the request of some groups that carried out
protests in Jul-23 in various parts of the country, though they had less impact than the
protests in the first two months of the year.
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The better relationship between the government and Congress is also partly explained
by the more technical profile of the ministers appointed by President Boluarte, which
has resulted in few complaints from Congress about them or their policies. Likewise,
the probability of proposals for radical changes to the economic model by the
government has decreased; on the contrary, a greater promotion of private investment
has been observed, particularly in infrastructure and mining.

However, both the government and Congress have low approval ratings (14% and 10%,
respectively, according to the Ipsos poll in Aug-23), which could motivate some
populist proposals, particularly by Congress, such as new withdrawals from pension
funds. On the positive side, the population’s concerns about the lack of security and
the fight against corruption have had a response from the government, which has
presented some initiatives to Congress to provide some immediate solutions, including
a request for legislative powers. Moreover, President Boluarte has proposed some
political reforms aimed at strengthening democracy through better representativeness
of members of Congress and a possible return to bicameralism in Congress.

In summary, the market will face challenges in the short term coming from the
external front, such as the weakness of China’s economy, and the internal front, such
as the uncertainty regarding the El Nifio phenomenon and the proposals to reform the
pension system. However, reduced political noise, a more favorable government
stance towards private investment, high gold prices and favorable prospects for the
price of copper should be reflected in a progressive improvement in corporate results,
which should continue to provide support to the market.

Key topics to monitor

* Economic outlook: i) The impact of government measures to boost the economy, ii)
the possible occurrence of a strong El Nifilo phenomenon and iii) metal prices amid
signs of economic slowdown in the US and China.

e Political environment: i) The possible restart of talks in Congress to hold early
elections, ii) proposals for political reform to strengthen democracy and iii) the
relationship between the executive branch and Congress, including the possible
delegation of temporary powers to the executive branch to legislate on security and
economic issues.

* Market events: The evaluation in Congress of a comprehensive reform proposal for
the pension system. The latest proposal approved by the Economic Commission
establishes that contributors to the public system have individual capitalization
accounts and are able to migrate to the private system, and vice versa; it includes
the possibility that other financial entities can participate in the pension system,
with a fixed commission to cover the fixed costs, plus a variable commission linked
to profitability, and establishes the obligation to contribute for all those of legal age,
with supplementary contribution schemes from the government and a minimum
amount of pension.
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Financial sector: The evolution of asset quality indicators considering: i) the
deterioration of Reactiva loans, ii) the increase in the NPL ratio of the consumer
segment and iii) the potential effects coming from the El Nifio phenomenon.

Enel Distribucién Peru: The approvals from the National Institute for the Defense of
Competition and the Protection of Intellectual Property (Indecopi) and the Chinese
authorities responsible for matters of foreign direct investment of the purchase
agreement for China Southern Power Grid to buy Enel Distribucion Peru.

Enel Generacién Peru: i) The potential upcoming sale announcement in line with
Enel Américas’s strategy of exiting Peru and ii) updates regarding the proposal of
the Board of Directors of a capital increase by partial capitalization of the legal
reserve of PEN 305 mn so that the share capital of PEN 2,829 mn will increase to
PEN 3,134 mn (305 mn new common shares with PEN 1 per share nominal value
will be issued, which will be delivered to the shareholders of the company in
proportion to their participation in the company).

Engie Peru: The upcoming commercial operational date for the Punta Lomitas wind
plant extension (36.4 MW).

Buenaventura: i) Updates regarding the authorization to initiate mining activities in
the Yumpag project (expected in 4Q23) and the permits to start processing and
commercial activities (expected in 4Q23 or 1Q24) and ii) updates regarding the
permit for the power line construction in the San Gabriel project (expected in
4Q23), CAPEX execution and advancements (delayed since 2022).

Volcan: i) Updates regarding the spin-off of the port business approved in the last
shareholders meeting, ii) updates regarding the offtake agreement for Romina’s
construction and the sale of the electric and cement businesses and iii) Glencore’s
update on its decision to sell its stake in Volcan.

Aenza: A general shareholders meeting will be carried out in Oct-23 regarding the
proposal of the capital increase. It will be important to learn about: i) the fixed
amount of capital increase to be offered, ii) the number of shares to be created and
iii) the subscription price of the new shares. Additionally, we are expecting further
updates on the refinancing of the bridge loan and further information on how the
company will finance the fine related to its civil repair.
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Corporate earnings

In 2023, we expect earnings to decline 8% y/y in USD terms, with a net margin of
12.6% (-113 bps). This result will be largely explained by a poor performance of the
mining sector, which should show a 11% drop in profits because of lower base metal
prices, particularly zinc prices, production affected by the social conflicts at the
beginning of the year and the impacts of heavy rains, as well as the persistent inflation
in costs. In fact, if we exclude companies from the mining sector from our BVL sample,
profits for the year would show 3% growth. Likewise, we expect a negative
performance for Alicorp (-39%) and IFS (-20%) this year, mainly reflecting the
slowdown in the economy, as well as a new increase in the costs of some inputs to
manufacture food. Companies linked to the construction sector (excluding Aenza) will
register an average drop of 11%, in line with the weakness of the real estate sector, as
well as lower private investment, despite the boost that the government has been
giving to public investment. On the other hand, companies more linked to basic
consumption, such as InRetail (+31%) and electricity service companies (+11%), will
register the best performances in our BVL sample, reflecting their resilient business
model.

Looking at 2024, earnings should grow 26%, with a net margin of 14.9% (+227 bps).
The increase in profits will be driven by the mining sector (+29%), in a context of a
gradual recovery in the prices of industrial metals, as well as increased production
thanks to the ramp-up and start-up of some projects. In addition, we believe that food
and financial companies will be able to reverse this year’s poor performance amid a
more favorable economic environment and focused strategies to improve their profit
margins. Thus, the companies linked to consumption and finance will jointly register an
advance in profits of 28%. Finally, the electric utility sector will continue its good
performance, with growth in profits of 12%, while companies related to construction
will post a recovery of 6%.

In any case, the most important risk to our projections is the occurrence of a strong El
Nifio phenomenon, which would have negative impacts in the short term on: i) the
consumption of less essential goods, ii) the financial sector (especially companies with
the greatest exposure to the small business segment, iii) the construction sector (until
reconstruction activities are developed), iv) some mining operations (which may suffer
direct or indirect damage due to possible heavy rains, mainly in the north and center of
the country) and v) some electricity companies (particularly those that need to buy in
the spot market at prices that could be quite high in the event of possible temporary
negative effects on the energy matrix).
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Market valuations

Despite the positive performance registered by the Peruvian market to date (~7% in
PEN and ~11% in USD), the 12m Fwd P/E and EV/EBITDA of our equity sample are at
levels similar to their five-year averages (15.5x and 6.6x, respectively). This situation
reflects a cautious stance from investors due to: i) the uncertainty regarding the
intensity of the El Nifio phenomenon towards the end of the year, ii) the weak
economic data for the first half of the year, iii) low trading volumes, caused partly by
the lower activity of the AFPs given the uncertainty regarding the reform of the
pension system and new withdrawals that Congress may authorize and iv) the signs of
economic slowdown in China and their impact on the prices of metals. As these factors
dissipate, we believe that the market could trade at higher multiples, in anticipation of
better financial results, in line with our forecasts, especially towards the middle of next
year. It should be noted that if we exclude Southern Copper and Buenaventura,
considering their high weight in the general index and their relatively high valuations in
terms of the 12m Fwd P/E ratio, the ratio for our sample drops to 10.1x, 21% below its
five-year average (12.9x).

P/E Forward (12m rolling) EV/EBITDA Forward (12m rolling)
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Sources: Bloomberg, Company Reports and Credicorp Capital
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S&P/BVL General Index target

We are introducing our 2024E S&P/BVL General Index target of 25,540 points, which
implies a total return of ~17%. We set our target based on our bottom-up analysis,
which is composed of a 12% capital appreciation and 5% dividend yield. Our target for
the index is similar to its previous high reached in Mar-22 and is supported mainly by
the expectation of a corporate results recovery in 2024 after the potential negative
impacts of the El Nifio phenomenon subside. The stocks with the highest upsides are in
the consumer, financial and public services sectors, such as InRetail, IFS and Engie,
while stocks with potential setbacks or lower upsides are Southern Copper, Volcan and
Aceros Arequipa. The higher 2024 dividend vyields are in the mining sector, public
services sector and some companies linked to construction, such as Minsur, Cerro
Verde, Enel Generacidn, Ferreycorp and Pacasmayo.

Equity strategy

Going forward, we do not rule out some short-term corrections, considering the risks
associated with the weakness of the local economy in recent months, amid adverse
weather conditions. In addition, volatility in metal prices remains high amid signs of
economic slowdown in China and the US. However, some significant risks have
dissipated, at least temporarily, such as episodes of high political noise and the
possibility of radical changes in the economic model. Furthermore, towards the middle
of next year, once the risk of a strong El Nifilo phenomenon has subsided, we believe
that the market will find support in the reporting of better financial results in line with
the expected recovery of the economy. Regarding this, the government has been
implementing various fiscal stimulus measures and has announced some others to
promote private investment, which we believe will progressively help to recover
business confidence. Finally, the reduction in inflation should allow the central bank to
reduce its reference interest rate, which would also boost the economy.

Considering the above, we maintain a defensive strategy for the coming months in
anticipation of an eventual strong El Nifio phenomenon and its potential impacts, with
a greater preference for companies with resilient business models, solid financial
positions and good medium-term growth prospects. Thus, we recommend: i) greater
exposure to companies linked to the retail sector with a greater focus on the sale of
essential products, ii) greater exposure to companies in the electricity sector with low
exposure to possible climate risks and iii) some exposure to the mining sector given the
good medium-term prospects for copper and the high prices that gold still has. Our Top
Picks are InRetail, Engie Energia Peru and Buenaventura.
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The retail sector should remain challenged in 2H23 on the back of the El Nifio
phenomenon’s impact, still high inflation levels and a weakened environment for
general consumption. Having said this, we expect InRetail (BUY; T.P.: USD 43.7) to
resiliently navigate through this challenging environment, leveraging on its strong
presence in the food categories, which have maintained strong dynamism, offsetting
the decline in non-food sales. Additionally, the company’s significant exposure to the
cash & carry segment, which constitutes around 28% of Super revenues, enhances its
resilience amid a still challenged macro scenario. The company’s shift to the beauty
format in the pharma business has been strongly driving results for this segment, while
new business lines in Ecuador continue to contribute to fixed cost dilutions. The real
estate business has maintained a solid post-pandemic recovery with quite attractive
growth prospects going forward. This, coupled with the company’s aggressive store
opening plan for 2023 and 2024, should lead to an outperforming growth trend. We
believe the entry point seems quite appealing considering a ~22% discount in
EV/EBITDA figures, which, in our view, is not justified given the company’s resilient
story. All in, we believe InRetail is a great bet for navigating an uncertain scenario.

Regarding the food sector, we maintain a more cautious stance due to the impact of
inflation on consumer’s wallets. Regarding Alicorp, although we have observed in the
past few quarters that the company’s performance has been influenced by various
events out of the company’s control, we do not anticipate a short-term alleviation in
disposable income among households. We believe that the consumer goods products
and B2B core businesses in Peru will continue facing challenging conditions, while the
possibility of a strong El Nifilo phenomenon towards the end of 2023 or early 2024 in
Peru remains a risk. Concerning the crushing business, the reduction in agricultural
commodity prices has shown a sharper-than-anticipated drop in the contribution to
EBITDA, which we are estimating to be near zero this year after a record-breaking year
in 2022, with a modest recovery in 2024. The good news is that the company’s strategy
of focusing on core tier products whose flagship brands are more profitable has
enabled it to report improved operating margins per ton ex crushing in 1H23 (a
remarkable achievement amid a prolonged period of weakening private consumption
in Peru).

The utilities sector encountered challenges in 1H23, including persistent weak
hydrology (-8% y/y in hydro generation as of Jul-23), a spike in spot prices due to the
dispatch of less efficient plants (+118% y/y as of Jul-23) and occasional plant outages.
We anticipate that some of these challenges will persist in 2H23, albeit with
improvements expected in the latter months of the year due to increased rainfall. The
current weak hydro output can be attributed to the El Nifio phenomenon. However, its
overall impact remains contingent upon several factors, including potential
sedimentation effects in the case of a strong El Nifio phenomenon and the potential
infrastructure vulnerabilities faced by hydroelectric plants.
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These challenges affect electric generators differently. Engie (BUY; T.P.: PEN
6.02/share) stands out as a resilient company due to several factors, positioning it as
our favorite name in terms of fundamental value. Engie benefits from higher
production thanks to its Punta Lomitas wind farm (260 MW) and extension (36.4 MW,
COD to come), reduced net spot exposure in a high spot price environment and a
predominantly thermal capacity (~79%), which mitigates the impact of weak hydrology
on its production. Additionally, Engie’s financial strength positions it well for further
renewable plant development, enhancing operational efficiency. Its current valuation
also presents an attractive entry point as it is trading at a ~¥25% discount compared to
its historical average over the past five years. In second place, Enel Distribucién Peru
(BUY; T.P.: PEN 4.10/share) has caught our attention, especially following the purchase
agreement announcement by China Southern Power Grid. Investors are keenly
watching the progress of this transaction, especially the Indecopi decision. Assuming
the transaction is approved and the subsequent takeover bid is for the legally required
minimum, there is a potential upside of more than 20%. Lastly, for Enel Generacién
Peru (HOLD, T.P.: PEN 3.86/share), we consider a 50% probability of an announcement
regarding the sale of the generation business at an EV/EBITDA ratio of 9.6x, particularly
in the coming months following the merger of Enel Generacion Perd with EGP Pera.
However, the delay of an announcement on this front and the latest declarations of the
parent company lead us to think that the materialization of the sale might take longer
than initially expected. The remaining 50% is based on valuing the merged company
with an EV/EBITDA 24 ratio of 6.1x.

Regarding the financial sector, we highlight that the short-term should continue to be
challenging driven by the higher need for provision expenses and the deterioration of
asset quality indicators. As of Jul-23, the total NPL ratio reached 3.6%, above pre-
pandemic levels but deteriorating by 54 bps in the last 12 months. This performance
has been fueled by the commercial segment as the NPL deteriorated by 60 bps y/y to
5.02%, explained by middle-sized companies (NPL at 13.6%). This has been the result
of the Reactiva loans and the multiple benefits for extending or restructuring these
credits. That said, recall that Reactiva loans have a guarantee of ~80%, on average,
meaning that the need for higher provisions has been lower when compared to the
significant deterioration of this segment.

Meanwhile, consumer loans deteriorated by 72 bps y/y to 3.3%, explained by the
strong loan growth in the consumer segment and the challenging macro scenario due
to high inflation and interest rates. This has pushed the cost of risk of the industry to
levels close to 2.8%, well above the levels observed before the Covid-19 crisis. As a
result, the industry’s ROAE has been close to 16%, after reaching the pre-pandemic
figure of 18% for a large part of 2022. We expect this performance to continue, at least
for the remainder of 2023, but we cannot rule out additional pressures from risks
coming from the effects of EI Nifio phenomenon.

Under this scenario, we prefer to be cautious on IFS (HOLD; T.P.: USD 30/share), which
increased its cost of risk guidance to a range of 3.2%-3.6% and updated its ROAE
estimate to 14%, up from a previous estimate of 18.0%. We acknowledge that the
stock looks discounted trading at 0.9x P/BV 2024E, but we prefer to have better
metrics on risks before becoming more optimistic on the stock.
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Regarding the construction sector, we have a cautious view as we believe the sector
has been showing signs of deterioration, such as a downturn in dispatches and cement
consumption. However, we highlight that in the recent months the magnitude of the
drops has been decreasing when compared with the earlier months of the year. In
1H23, local dispatches decreased by 13.7% compared to 1H22, explained by the lower
volumes delivered by Yura (-19.5% y/y), Pacasmayo (-17.8% y/y) and Unacem (-9.1%
y/y), while cement consumption dropped by 14.1% in 1H23 versus the same period in
2022. It is important to note that 1H23 was negatively impacted by social protests and
heavy rains in the northern part of the country. However, according to the Ministry of
Finance, there has been a recovery of investment in infrastructure due to an
acceleration in the execution of large projects in recent months. We see continuity in
the ongoing projects, which will benefit companies that have exposure to large
infrastructure projects in their area of influence. Going forward, we will remain
cautious in the short term as there are risks associated with the El Niflo phenomenon
as it could have a negative operational impact on the sector in 1Q24. Additionally, we
believe that the levels of execution remain low despite the increase in public spending.
As of Aug-23, the national government had reached an execution of only 44.9% of the
annual budget, followed by the regional governments (33.5%) and local governments
(34.6%). This can also be seen in the level of execution of the budget for works to deal
with the effects of the El Nifio phenomenon (PEN 3.6 bn), which reached 5.6% as of Jul-
23, according to the latest Comptroller’s Office report. Finally, we believe we will begin
to see signs of recovery once the phenomenon subsides, and reconstruction activities
should increase dynamism in the sector.

We highlight that on a relative basis our favorite name in terms of fundamental value
continues to be Ferreycorp (HOLD; TP: PEN 2.73/share) as it benefits from the ongoing
operations and demand from the mining sector, along with having good cash
generation. However, we are closing our BUY recommendation on the name as we are
taking profit and seeing relatively rich valuations compared to its history. Additionally,
we are also changing our recommendation on Aceros Arequipa (HOLD; TP: PEN
1.19/share) raising it to HOLD as we believe the current low steel prices and
challenging scenario are mostly priced in. Moreover, in the case of the cement
companies, we are reiterating our HOLD recommendations on the names. Regarding
Pacasmayo (HOLD; TP: PEN 4.18/share), we believe the favorable company outlook
related to cost efficiencies and margin improvements is tempered by near-term risk. As
for Unacem (HOLD; TP: PEN 1.89/share), we believe it faces deteriorating earnings
momentum after reaching record high levels last year, and we also believe recent
acquisitions could affect dividends and leverage ratios. Finally, in the case of Aenza
(HOLD; TP: PEN 0.75/share), we are downgrading our recommendation to HOLD as we
are moderating our forecasts since the company’s operations have not met our
expectations and we still see a clouded bottom line. Additionally, we see downside
risks related to potential overhang and dilution if the proposed capital increase is
approved in the General Shareholders Meeting in Oct-23. Note that we believe this is
positive in the long term as part of the amount will be used to pay financial obligations.
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In the mining sector, we prefer precious metal miners over base metal miners
considering the macroeconomic scenario that is affecting the latter recently. Gold and
silver prices will find support from peaking interest rates in the US, a peaking US
dollar and recession fears. Currently, market expectations point to the Fed cutting
interest rates by 2Q24 amid falling energy prices, generally disinflationary trends on
the normalization of the supply chain and recession fears. Considering the stagnant
inflation expectations, real yields and the US dollar could be pressured down, favoring
precious metals. However, this scenario also presents some risks as a tight labor
market, persistent core inflation and the strength of the US service sector raise
guestions about how much monetary tightening will be necessary to bring core
inflation down. The base metals scenario seems riskier, explained by the weak
Chinese economic activity after the reopening after the COVID pandemic, especially in
the property sector. The Chinese government has taken measures to support its
economy, which has supported base metals. However, the economic data still does not
reflect these measures, which we believe is necessary for the base metals to recover.
Among base metals, we favor copper since its demand depends on consumption and
industrial activities rather than only the property sector and global copper inventories
remain close to the 2021 and 2022 lows, compared to rising zinc inventories. Regarding
costs, inflationary pressures have eroded gross margins over the past two years.
However, as energy prices go down and some raw material costs and the supply
chain normalize, we expect unitary costs to decline, but by less than previously
expected.

Therefore, we remain more positive on Buenaventura (BVN: BUY; T.P.: USD
10.1/share) and are maintaining our Buy recommendation since we like its direct
exposure to precious metals and copper. The company has also been securing the
permits for its projects to ramp up, and growth in production would come amid a high
price scenario for precious metals, improving its financial position. Buenaventura’s
value comes mainly from its 19.6% participation in Cerro Verde (CVERDEC1: BUY; T.P.:
USD 34.1/share), the second most attractive stock in our opinion, which we upgraded
to Buy. Cerro Verde is Peru’s largest copper producer and has a solid financial position,
operational stability, long life of mine and high cash flow generation, with dividend
payments estimated to be USD 2.3/2.9/3.1 per share for 2023/24/25. We are more
neutral on Minsur (MINSURI1: HOLD; T.P.: PEN 4.08/share), for which we are
maintaining our Hold recommendation, and Nexa (NEXA: HOLD; T.P.: USD 7.36/share),
which we are downgrading to Hold due to its limited upside against the Peruvian
benchmark. For the former, valuation seems fair despite its strong financial position
and high expected dividend payments. For the latter, the lower zinc prices, rising costs
and delays in its Aripuana project have lowered our valuation. Finally, we are more
cautious on Southern Copper Corporation (SCCO: UPERF; T.P.: USD 65.4/share), for
which we are introducing an Underperform recommendation, and Volcan (VOLCABC1:
UPERF; T.P.: PEN 0.40/share), which we are downgrading to Underperform. For SCCO,
we are cautious despite its solid fundamentals and attractive greenfield project
portfolio as the company is trading above its historical premium against its peers. For
Volcan, the lower forecasted zinc prices and the weakness of its financial position has
lowered our target price.
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INRETAIL (BUY; T.P.: USD 43.7/share). We are maintaining InRetail as a top pick due to
its highly resilient business model and strong long-term fundamentals, which make it a
good bet for navigating a challenging macro and political context. Despite a
consumption slowdown, high inflation levels and a challenging comparison base, all
three business units have continued to perform well, highly leveraged on the
company’s strongly defensive business model, which should continue to shield results
going forward. We highlight that InRetail’s high exposure to the Cash & Carry format
(~28% of Super revenues) is a plus amid the current inflationary environment as
customers tend to favor cheaper options. Moreover, the company’s shift to the beauty
format in the pharma business has been strongly driving results for this segment, while
new business lines in Ecuador continue to contribute to fixed cost dilutions. The real
estate business has had a solid post-pandemic recovery, with quite attractive growth
prospects going forward. This, coupled with the company’s aggressive store opening
plan in 2023 (1 big-box store, 200 Mass stores and 40 pharmacies), should lead to
outperforming growth trends; therefore, we maintain our positive view on the
fundamentals of the name. Regarding shares, the company is trading at a ~22%
discount in the EV/EBITDA level (currently trading at 7.7x vs a historical average of
9.9x), which we believe is not justified given the company’s resilient story.

ENGIE ENERGIA PERU (BUY; T.P.: PEN 6.02/share). We are maintaining Engie as a top
pick as we think its fundamentals are solid and its valuations look attractive compared
to the historical average. The company remains focused on long-term growth through
its investment in renewable energy, which has been realized with its Punta Lomitas
wind project (260 MW), which commenced commercial operations in Jun-23, along
with its extension (36.4 MW). This increased production has been particularly positive
for 2023 as it has reduced the net exposure to the spot market, which has faced
materially high prices influenced by weaker hydrology and the consequent need for the
system to dispatch less efficient plants. Additionally, it has helped compensate for the
company’s lower hydro production due to the inoperability of the Quitaracsa plant.
Overall, we expect EBITDA to grow by 21% y/y in 2023, 3% higher than our previous
estimate, and 6% y/y in 2024. Currently, the company is trading at EV/EBITDA 12m
forward discounts of ~25% against its five-year historical average, 19% against its
three-year historical average and 15% against its two-year historical average.
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Top Picks

BUENAVENTURA (BVN: BUY; T.P.: USD 10.1/share). We are introducing BVN as our
top pick as the current market price presents a compelling medium-term investment
opportunity. First, gold and silver, which account for 49% of revenues, find support in
peaking US interest rates and expected cuts in 2024. Copper, which accounts for 39%
of revenues, is supported by low inventory levels, Chinese economic stimulus and long-
term demand growth for the green energy transition. Second, BVN secured the permits
for its Uchucchacua mine restart in 3Q23 and expects the final approvals for its
Yumpag project ramp-up in 4Q23 or 1Q24. This production growth will come at a time
of high silver prices. Finally, most of BVN’s value comes from its 19.6% participation in
Cerro Verde, which is a great vehicle to have long-term exposure to copper prices as it
can operate beyond 2050 based on reserves with no major CAPEX requirements; the
dividends it pays will help BVN to strengthen its financial position and develop its
growth projects. We are forecasting EBITDA including associates of USD 533/570/583
mn for 2023/24/25. At these estimates, BVN is trading at an EV/EBITDA 2025E multiple
that is 19% below its 5-year mean and 12% below its peers’ 5-year mean, when the
usual premium is about 8%.

Peru- Top Picks

Last Target Total Mkt. P/E FV/EBITDA P/BV Div Yield

Price Price  Upside Return (USD mn) 2023E 2024E 2023E 2024E LTM  2024E Sectors
Inretail 33.49 43.68 30.4% 34.5% 3,642 14.7 14.3 8.1 7.5 2.7 4.1% Retail
Engie Peru 4.72 6.02 27.5% 31.4% 767 7.8 7.8 5.3 5.0 0.6 3.8% Utilities
Buenaventura 8.41 10.10 20.1% 20.9% 2,318 24.0 27.0 5.6 5.2 0.8 0.7% Mining
Peruvian Picks ° 26.0% 28.9% 6,727 15.5 16.3 6.3 5.9 1.4 2.9%
S&P/BVL 22,782 25,540 12.1% 16.7% 95,030 15.5 14.5 7.0 6.2 3.0 4.6%

? Simple average, excluding Market Capitalization, IFS share price in USD

Source: Company Reports, Bloomberg and Credicorp Capital
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2023 has been a year marked by high volatility as investors continue to try to decipher
the trajectory of inflation, the Fed’s stance on new economic data and the potential
ramifications of restrictive monetary conditions on the economy. Currently, the year-
to-date return of the CEMBI stands at 2.6%, which is positive but still far from a full
recovery from the poor performance last year (-14% return). Overall, the world
economy has had a better-than-expected performance, which has supported spreads
across corporate fixed income assets. On the other hand, inflation, though it has a clear
downward trend, has proven to be stickier than initially expected, and thus major
central banks worldwide have not been able to end the hiking cycle, raising concerns
about an extended period of restrictive monetary policy. This has brought UST-10
yields to their highest levels since Oct-22. We have seen more optimism in the market
in recent months following macro data that suggest a higher probability of a soft
landing than a hard one. Nevertheless, we remain cautious about the potential risks to
growth given the lingering presence of elevated inflation, geopolitical tensions and the
fact that certain sectors are susceptible to the impact of higher interest rates, such as
some banks at the start of the year. For EM, concerns about China’s growth also
remain a source of volatility.

We anticipate that the market will continue to heavily depend on incoming data as the
balance between policy rate trends and economic growth remains uncertain. However,
while volatility is expected to persist for some time, there is consensus that the end of
the tightening cycle is drawing nearer. Therefore, we believe is time to position
accordingly. Spreads for EM look attractive versus DM, and we believe our region
stands out as an attractive opportunity as the political landscape has improved and
corporate balance sheets remain robust despite weaker earnings in recent quarters.
Therefore, we expect inflows to recover in coming quarters. In addition, the modest
primary market activity in the last two years should be supportive for valuations once
inflows recover.

That said, we believe macro uncertainties remain, and this is why we are maintaining
our defensive strategy, favoring IG names. However, we do believe there is room to
increase positioning in higher beta names, but only those that present clear triggers
and have solid credit metrics and/or resilient businesses, while still avoiding names
with high refinancing risk. Financial metrics are deteriorating for most of the
companies we cover. However, even as companies navigate the downward phase of
the cycle, many of them began from a position of financial strength, and thus we see
good opportunities to leverage the current attractive yields and the expected start of
the easing cycle. Being selective, as always, is key. The good news is that current rates
allow access to appealing yields without the need to be exposed to high credit risks.
Concurrently, actively managing duration will be pivotal in leveraging interest rate
movements, and we believe it is already time to explore longer durations.
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Lastly, corporate spreads in LatAm have tightened by 40 bps since the end of last year,
outperforming the rest of EM (+1 bps YTD). Colombia has experienced the most
significant volatility, with spreads peaking in May but subsequently tightening by
almost 140 bps as political uncertainty waned. Nevertheless, spreads still reflect
potential sovereign downgrades, leaving room for further tightening if the political
situation improves. We maintain a positive outlook for Chile as reduced political noise,
anticipated rate cuts and a favorable macroeconomic outlook for 2024 contribute to
our optimism. In Peru, we are closely monitoring the potential impact of El Nifio on
company operations when determining our favorites.

Bond Company Sector Country Rating Amt. Out Duration Z-spread YTW Carry Coupon Price Next Call
CENSUD 25 Cencosud Retail cL Baa3/NR/BBB  USD 524mn 1.4 108 6.30% 0.44% 5.10% 985 12-11-2024
AES 79 AES Andes Utilities CL Ba2 /BB /BB USD 517mn 0.8 720 15.18% 0.62% 7.13%  95.7 4/7/2024
BANBOG 26 Banco de Bogota Banks co Ba2/NR/BB-  USD1.100mn 25 250 7.18% 0.64% 6.25%  97.8 -
BCOLO 25 Bancolombia Banks co Baa2/NR/BB+ USD 482mn 1.4 131 6.57% 0.31% 3.00% 953 29-12-2024
GRUPOS 26 Grupo Sura Conglomerate co NR /BB+/BB+ USD 500mn 24 230 6.99% 0.58% 550% 96.5 29-01-2026
ECOPET 29 Ecopetrol 0&G co Baa3 /BB+/BB+ USD 1,200mn 4.3 410 833% 0.71% 863% 101.2 19-12-2028
ECOPET 30 Ecopetrol 0&G co Baa3/BB+/BB+ USD2000mn 5.2 419 8.31% 0.62% 6.88% 928 29-01-2030
TERMOC 29  Termocandelaria Utilities CcO NR / BB- /BB USD 462mn 3.3 582 9.82% 0.70% 7.88% 94.0 8/24/2023
BINTPE 26 Interbank Banks PE Baal/BBB-/NR USD 400mn 29 127 5.81% 0.35% 3.25% 929 04-08-2026
BINTPE 29 Interbank Banks PE Baa3/BB+/BB+ USD 850mn 0.5 210 7.65% 0.66% 6.63% 995 19-03-2024
BINTPE 30 Interbank Banks PE Baa3/BB+/NR USD 300mn 1.8 355  8.23% 0.43% 4.00% 924 08-07-2025
INRSHM 28  InRetail Shopping Malls Real State PE Ba2/BB+/NR USD 350mn 4.0 287 714% 0.51% 575% 947 18-09-2023
SCCO 25 Southern Copper Mining PE Baal/BBB+/BBB+ USD 500mn 1.6 80 590% 0.30% 3.88% 96.9 -
KALLPA 26 Kallpa Utilities PE Baa3 /NR/BBB- USD 350mn 25 183 6.43% 0.42% 4.88% 96.2  2/24/2026
KALLPA 27 Kallpa Utilities PE Baa3 /NR/BBB- USD 650mn 3.6 194 6.24% 0.37% 4.13% 927  5/16/2027
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The Andean
economies are
going through an
adjustment
process this year,
reflected in a
contraction of
domestic
demand.

The behavior of
investment is a
factor of concern
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at double-digit
rates in 1H23.
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economies to
accelerate in
2024, though
growth rates will
remain below
potential.

Andean Economies

Higher economic growth in 2024, but the adjustment
process will continue to be gradual

As expected, 2023 has been a year of adjustment for the Andean economies following
two years of post-pandemic recovery. Chile, Colombia and Peru have posted a non-
negligible slowdown so far this year amid lower households’ real disposable income
due to high inflation, elevated interest rates and lower external demand. This comes in
a context of lower savings and the fading of the effect of factors that positively
contributed to economic growth in previous years such as fiscal transfers, AFP
withdrawals in Chile and Peru and large households’ remittances in Colombia. Other
idiosyncratic factors like higher taxes in Colombia and climatic events in Peru (i.e.,
Cyclone Yaku and coastal El Nifio) have also played a role this year. As mentioned since
a year ago, an adjustment in economic activity was strongly needed, particularly in
private consumption in Chile and Colombia, as it posted unsustainable growth rates
during several quarters, leading to significant imbalances (i.e., very high inflation and
large current account deficits).

Having said all this, although the likelihood of the approval of radical reforms seems to
be lower than it was some months ago, undoubtedly the heightened political and
regulatory uncertainty in the three countries has taken a toll on economic activity
during the last year, especially on investment, which contracted in all cases in 1H23
(Chile: -12%; Colombia: -16%; Peru: -12%). Recall that Chile continues to go through a
constitutional process and that proposals to change the tax and pension systems are
under discussion; in Colombia, the Petro administration has proposed significant
changes to the pension and health systems, the labor market and the energy sector,
while some measures on infrastructure and social housing have been taken, raising
concerns; in Peru, although the political backdrop has improved recently, the outlook is
far from certain with the economy still feeling the effects of the social tensions seen at
the start of the year.

All-in, GDP posted a contraction of 1% y/y in 1H23 in Chile, an expansion of 1.7% in
Colombia and a reduction of 0.5% in Peru amid a strong contraction of domestic
demand in the three countries (Chile: -6.8%; Colombia: -1.8%; Peru: -2.5%). In the
upcoming quarters, we expect public spending and net exports (primarily through a
sharp reduction in imports) to provide support to economic growth. In any case, the
ongoing disinflation process and the expectation of lower interest rates should lead to
a gradual recovery of both private consumption and investment. Thus, we predict that
Andean economies will accelerate in 2024, though growth rates will remain below
potential as the adjustment process will remain gradual amid still high external and
domestic challenges. The good news is that the imbalances created after the pandemic
will continue to correct, setting the conditions for more sustainable growth rates in the
next few years. That said, we acknowledge that a significant reduction of political and
regulatory uncertainty is a necessary condition for this view to materialize; otherwise,
low investment for longer may lead to lower potential growth ahead.
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In Chile, economic activity was soft in 1H23, but 2H23 started out on the right foot. In
2Q23, GDP dropped by 1.1% y/y, which was slightly weaker than the BCCh'’s estimate,
though most of the surprise came on the back of a poor performance in the mining
sector. On the demand side, private consumption declined by ~6% y/y, with durable
goods falling by almost 25%, reflecting the needed adjustment after the unsustainable
pace observed in previous years. Consistently, economic activity in 1H23 proved to be
more fragile than initially estimated.

However, 3Q23 started out on the right foot with the Jul-23 IMACEC expanding in
yearly terms after five consecutive declines. The figure represented a genuine surprise,
particularly in commerce, industry and the production of other goods (including
construction), and supports the view that the major adjustment in the economy took
place during 1H23. Of note, the total investment pipeline for the next five years has
been revised to the upside by almost USD 12 bn with all the years evidencing positive
revisions, particularly in mining and energy projects. Positive spillovers to other sectors
of the economy are likely, according to the BCCh’s estimates in previous years.
Consistently, we expect a modest GDP drop this year of 0.3% and an expansion of 2.3%
next year.

Qualitative data suggest that better conditions are expected ahead. Information from
the BCCh’s Business Perception Report (IPN) evidenced that companies expect a
significant improvement in their performance within 12 months with respect to their
current situation. The recovery is mainly associated with the performance of each
company, and no common vision is identified among interviewees from the same
industry or geographical zone. According to the respondents, better conditions are
expected by the end of this year, while others project it for 2024.

The main risks to our base case are: i) a more intense slowdown in China and the US,
thus reducing the external impulse, ii) core inflation persistence in the US leading to
tight financial conditions for longer, iii) the potential tax reform and its impact on
business sentiment and investment, iv) the potential pension reform and its impact on
financial assets and v) the final outcome of the constitutional process.

Expected performance of companies within one year
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Breakdown of private consumption (levels)
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As expected, the Colombian economy is under an adjustment process after two years
of impressive growth. That said, the behavior of investment raises concerns. After
surprising to the upside in 1Q23 (3% y/y), GDP expanded just 0.3% y/y in 2Q23, below
the market consensus and our own estimate (both at 0.8%). In any case, the economy
has, overall, performed in line with our long-held view as private consumption has
continued to adjust amid lower savings, lower real disposable income and high interest
rates, following unsustainable growth rates during the previous two years that led to
large imbalances (i.e., very high inflation and a wider current account deficit (CAD)).

That said, the behavior of investment is raising significant concerns after falling 15.5%
y/y in 1H23 with a strong contraction of 24% y/y in 2Q23, the sharpest drop since 1999
(excluding the pandemic period). On the private side, investment has been affected by
several factors, including: i) very high interest rates in a context of still elevated
production costs, ii) higher corporate taxes resulting from the 2021 and 2022 tax
reforms, iii) a strong correction in inventories amid projected lower domestic and
foreign demand, iv) a deterioration in security conditions in some regions and,
importantly, v) high political and regulatory uncertainty amid decisions and
announcements from the government that sustain concerns about the future of the
rules of the game in some sectors. Recall, for instance, that the Petro administration
has not awarded new oil/gas exploration contracts, has announced a reform for the
electricity sector, froze toll road rates, changed the conditions of the social-interest
housing subsidy, will continue to insist on the health reform and has presented the
labor reform again, which could have a significant effect on labor costs.

In addition, public investment has strongly disappointed as civil works contracted by
16% y/y in 1H23, currently standing at the lowest level since 2010, and we had been
expecting better dynamics as this is the last year of administration of regional and local
governments (recall that elections will be held on October 29th). Although we predict a
gradual recovery of investment in the upcoming quarters amid the expectation of
lower interest rates and an acceleration in the execution of public projects, lower
political and regulatory uncertainty is a necessary factor for this view to materialize, in
our opinion. Additionally, the foreseen reduction in inflation and interest rates should
provide support to private consumption going forward, which will be clearer in 2024.
We expect GDP to grow 1.3% this year amid a significant contraction of domestic
demand (-1.8%). Overall, public consumption and net exports will be the main factors
supporting growth this year. We are keeping our 2024 GDP growth forecast at 2.2%,
but the balance of risks seems to be tilted to the downside due to the challenges for
investment.

Breakdown of investment (COP bn of 2015)
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Total GDP and non-primary GDP (%, y/y)

In Peru, the 0.5%
y/y decline of
economic activity
in 1H23 led us to
cut (again) our
2023 GDP
growth estimate
from 1.3% to
0.6%.

We expect GDP
to grow only 2%
next year amid
the potential
negative effects
of an El Nifio
event.
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In Peru, the El Nifio phenomenon continues to be the main factor to monitor due to
its potential additional effect on economic activity. After a 0.5% y/y decline of GDP
during 1H23, the worst first semester in 22 years (excluding the pandemic period), the
most recent available economic indicators have shown mixed signals. Nonetheless,
GDP will grow around 1% y/y in 3Q23. The recovery during the last part of this year
could be favored by: i) the deceleration of inflation and the recovery of consumer’s
purchasing power, ii) a gradual recovery of business confidence and economy
expectations, iii) the catch-up in the tourism sector and related activities (inflows still
are 30% below 2019 levels on an annualized basis) and iv) fiscal stimulus and El Nifio
prevention works (the resources committed by the government to handle the climatic
event and stimulate the economy could represent higher public spending for up to PEN
8 bn).

However, the recovery of economic activity will also face headwinds, including: i)
according to the latest ENFEN statement (31-Aug), strong warm conditions (sea surface
temperature) will remain throughout the rest of the year, which lowers the likelihood
of a second anchovy fishing season opening, ii) in the upcoming quarters, a
deceleration of Peru’s main trading partners (the US and China) is expected to
materialize, iii) the government has continued to show never-ending inefficiencies in
the execution of resources (so far, only a small fraction of the allocated funds
designated for preventive measures against the El Nifio phenomenon have been used
(~6%) and iv) business sentiment remains low.

All-in, GDP growth will stand below 1% this year (our estimate currently stands at
0.6%), and, as we have mentioned in previous reports, domestic demand will have one
of the worst performances in the last two decades in 2023.

Regarding 2024, the impact of El Nifio will be the main factor to monitor. Given the
increasing likelihood of an El Nifio event with a moderate to strong magnitude, we
expect GDP to grow only 2% next year with downside risks. Even though the magnitude
of the event will be moderate/strong, the actual impact on economic activity remains
uncertain. In 2017, when Peru faced a coastal El Nifio between Dec-16 and May-17 the
event was considered to be of moderate magnitude; however, in terms of economic
impact it was the third largest in the past 100 years of Peru’s history. Therefore,
uncertainty remains high for next year.

3- and 12-month-ahead economic expectations
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Andeans: inflation (%, y/y)

We expect
inflation to
continue to
converge to the
targets of the
central banks
with negative
output gaps
playing the main
role.

As several
concerns on
inflation are still
present in the
short term, we
expect the
monetary easing
cycles to be
deeperin 2024.

Central banks to undertake deep rate cut cycles within
the next twelve months

We expect inflation to continue to gradually converge to the targets of the central
banks during the next few quarters, mainly as a result of output gaps that are expected
to be negative during 2024 in the three economies (while the output gap has been
negative since 2022 in Peru, we expect it to turn negative during the upcoming months
in both Chile and Colombia). We also expect that the ongoing normalization in the
prices (and costs) most affected by the pandemic and the Russia-Ukraine war as well as
the accumulated appreciation of the Andean currencies during the last year
(particularly in Colombia and Peru) will play a role in the disinflation process ahead.

Under this scenario of inflation converging to the targets in 2024, moderate economic
growth and narrower current account deficits, we estimate that Andean central banks
will have enough room to carry out deep rate cuts within the next twelve months, a
process that has already started in Chile and that is set to begin in Colombia and Peru
soon. Overall, we are of the view that central banks should avoid undesirable effects on
economic activity going forward through proactively adjusting policy rates as both
observed inflation and its expectations fall, otherwise the monetary policy stance could
remain too contractionary. Recall that as inflation expectations drop and the reference
rate remains stable, the stance of monetary policy automatically becomes more
contractionary, meaning the need of a proper adjustment of the policy rate to prevent
the economy from slowing down more than projected. This is particularly important in
a context in which ex-ante real monetary policy rates remain at multi-decade highs. As
we acknowledge that several concerns on inflation are still present in the short term,
we expect the easing cycles to be deeper in 2024, when the convergence of inflation to
the targets will be clearer.

A strong El Nifio phenomenon is one of the main risks to our view as it could put
pressure on some prices (especially foodstuff), temporarily affecting the projected
downward path of observed inflation, and potentially of inflation expectations. Other
risk factors include the presence of indexation mechanisms (which could mean a
stronger persistence of inflation as it remains at high levels currently) and the
possibility of policy decisions with an impact on some prices (e.g., minimum wage, fuel
prices, strong public spending and AFP withdrawals, among others).

Andeans: ex-ante real policy rates (%)

o
o> BN O N B O ®

Aug-03

== Chile ===Colombia === Peru

Aug-04
Aug-05
Aug-06
Aug-07
Aug-08
Aug-09

R

e=Chile ====Colombia ===Peru

O T N ™
Teeresgnag 58ge e 3eereegg oy
o O O D 0O o 9 o o o 9 o o o o D o O o
gggggg:g:: g’g’g’::::%’:::::g’:g’g’
< < << I £ 2 < < T T T T T T T 4 2 < I 2

Sources: DANE, BCRP, BanRep, BCCh, Credicorp Capital

Contents



Contents

CPI (%, y/y) and policy rate (%)

In Chile, from its
peak in Aug-22,
total inflation has
moved from
~14% to ~5%,
mostly by the
behavior of the
goods
component and
volatile items.

The BCCh is
reducing the
interest rate
uncertainty by
explicitly
signaling a year-
end level
between 7.75%
and 8%
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In Chile, the headline CPI continues to decline. From its peak in Aug-22, yearly
headline inflation has moved from ~14% to ~5%, mostly explained by the behavior of
the goods component and the decline in volatile items, especially energy. In addition,
cost pressures have been receding as international freight costs have decreased, global
value chains have been reinstated and external prices have come down. On its part,
the ex-volatiles component has also exhibited a similar trend, but at a more modest
magnitude, moving from ~11% in Sep-22 to ~7% currently.

However, recent temporary shocks have caused the BCCh to marginally revise to the
upside its Dec-23 CPI forecast. In the most recent IPoM, the BCCh increased its year-
end CPI estimate from 4.2% to 4.3%. In this context, the authority now seems more
concerned about the short-term inflation prospects, in our view. In any case, these
temporary shocks are not changing the BCCh’s view that inflation convergence will take
place by 2H24. Importantly, the 2-year-ahead inflation expectations are well anchored
to the 3% target and are no longer a matter of concern for the BCCh and the expected
monetary policy path.

Looking forward, our base case assumes that both headline and core CPI will continue
to fall in yearly terms in 2H23. This projection includes the temporary shocks linked to
the recent CLP depreciation, the higher price of oil and the increase in local food and
transport prices. Consistently, we maintain our Dec-23 inflation forecast at 4% and our
Dec-24 inflation forecast at 3%.

In this context, the BCCh has reduced the interest rate uncertainty by explicitly
signaling a year-end level. After starting the easing cycle with a 100-bp cut in Jul-23,
the authority decided to slow the pace by cutting the rate by 75 bps in the following
meeting. The market read the first move as a very dovish stance and expected that the
authority would feel comfortable cutting rates this year by 400 bps (500 bps in some
extreme cases). However, the BCCh explicitly said that, for this year, the cuts will be of
no more than 350 bps. In this context, the floor of the monetary policy corridor
outlined in the most recent IPoM is aligned with our expectations. We expect the
policy rate to stand at 8% by the end of this year and 5% by Dec-24.

Monetary policy corridor (%)
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Headline and core inflation (%, y/y)

In Colombia,
lower domestic
demand, the
reduction in
production costs
(at the margin)
and the COP
appreciation will
keep inflation on
a downward
path.

The BanRep will
initiate an easing
cycle before
year-end, taking
the policy rate to
7.5% by Dec-24
as the output

gap will turn
negative in
1Q24.

In Colombia, conditions are emerging for the start of an easing cycle from the BanRep
before year-end. Total inflation has accumulated five months of reduction from its
peak of 13.3% y/y in Mar-23 and currently stands at 11.4% y/y. Food has continued to
play the main role after falling from 27.8% y/y in Dec-22 to 12.4% y/y currently. In
addition, the BanRep’s preferred core measure (ex-food and regulated) has shown a
decrease of 58 bps from the Mar-23 peak (10.51% y/y; Aug-23: 9.9% y/y) amid a
reduction in goods inflation (Aug-23: 11.8% y/y) due to the observed drop in goods
demand and, more recently, the COP appreciation. While we acknowledge that upside
risks continue to be present, including the adjustment of fuel prices and the potential
impact of the El Niflo phenomenon, we are of the view that factors such as the lower
domestic demand, the material reduction in production costs (at the margin) and the
stronger-than-expected COP appreciation will keep inflation on a downward path in
the upcoming months. Thus, we have an inflation estimate of 9% for year-end. We
expect a 4.5% print for Dec-24 as the output gap turns negative and food inflation and
production costs continue to normalize. However, we recognize several risk factors,
including the El Nifio event (whose impact should be more evident next year
depending on its intensity) and the potential effect of government decisions and
reforms (e.g., minimum wage, toll road rates, fuel prices and labor reform).

Regarding monetary policy, we believe that the recent reduction in both observed
inflation and its expectations (the 12-month-ahead gauge has fallen 182 bps since Jan-
23) and the contraction in domestic demand are creating the conditions for the start of
an easing cycle before year-end. Also, core inflation has favorably surprised the
BanRep, and it projects that the output gap will turn negative in 1Q24. As the repo rate
has stayed at 13.25% since Mar-23, the recent fall in inflation expectations means that
the ex-ante real rate has continued to increase (from 5.5% in Mar-23 to 6.8% in Aug-
23), moving further away from the neutral real level of 2.2% estimated by the BanRep,
implying that the policy stance has become even more contractionary. Hence, we think
that the BanRep will take the repo rate to 12.50% by year-end, though a lower level is
not ruled out. This projected level for Dec-23 implies that the ex-ante real rate will
stand at a still high 7.6% (assuming 4.5% inflation for Dec-24), and thus the policy
stance would be even more contractionary than it is currently. Therefore, a larger
adjustment should be seen in 1H24, taking the repo rate to 7.5% by Dec-24. We
acknowledge that risks are skewed to the upside, especially in the short term, as the
monetary authority may prefer to be conservative amid the existing risks to inflation.
That said, we are confident about our repo rate estimate for Dec-24.

Ex-ante real monetary policy rate (%)
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In Peru, core
inflation will
reach the ceiling
of the target
range by year-
end, in line with
the very weak
domestic
demand.

We still hold our
view that the
BCRP will cut its
policy rate by
100 bps during
4Q23, but the
risk is to observe
fewer cuts than
currently
expected.
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In Peru, the central bank remains cautious before starting the easing cycle. In Aug-23,
headline inflation decelerated to 5.6% y/y (Jul-23: 5.9% y/y), the lowest level in 23
months. For its part, the deceleration of core inflation was slower as in Aug-23 it stood
at 3.8% y/y (Jul-23: 3.9% y/y), the lowest level in 18 months though. Both measures
remain above the target range of the central bank (1%-3%). Importantly, food and
beverages inflation remained close to 10% y/y in Aug-23.

For year-end, we expect headline inflation to decelerate towards 4%. Core inflation will
reach the ceiling of the target range (3%), in line with the very weak domestic demand.
In terms of risks for inflation, the WTI oil price recently climbed close to USD/bbl. 90,
the highest level in 10 months. In addition, the effect of El Nifio could be felt during the
Peruvian summer depending on its magnitude, but its effect on inflation would be
transitory.

We still hold our view that the BCRP will cut its policy rate by 100 bps during 4Q23, but
the risk is to observe fewer cuts than currently expected. Our view considers that: i)
inflation and its expectations will continue to decelerate (12-month-ahead inflation
expectations in Aug-23 stood at 3.4%), ii) the output gap will remain negative amid a
contraction in domestic demand, iii) the Fed will be close to the end of its rate hiking
cycle and iv) the real policy rate will remain at a historic high amid very weak economic
activity. Taking previous rate cutting cycles as a reference point, the BCRP has started
to cut its policy rate mostly when core inflation and 12-month-ahead inflation
expectations stood below (or very close) to 3%, with the only exception being the
Great Financial Crisis.

Despite this view, we acknowledge that the start of the easing cycle could take longer
than previously expected amid the above-mentioned risks to inflation (i.e., El Nifio
event and high oil prices). In recent statements, the President of the BCRP, Julio
Velarde, has said that the central bank will be as prudent as possible to avoid any policy
mistakes.

The BCRP could revisit its real neutral policy rate estimate (currently at 1.5%), in line
with what has been observed in the case of other central banks. That said, it is unlikely
that the real policy rate will reach a clear expansionary stance in 2024 as the BCRP
versus Fed key rate spread is set to narrow in the upcoming quarters as the BCRP starts
cutting rates in the next few months (whereas the Fed will stay put until 1H24).

Inflation measures (%, y/y) BCRP and Fed monetary policy rates (bps)
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Andeans: fiscal balance (% of GDP)

Fiscal metrics will
remain healthy in
Chile and Peru,
while Colombia
will continue to
face the highest
challenges
ahead.

Risks to fiscal
accounts remain
elevated in all
countries amid
acute pressures
on public
spending and
moderate
economic
growth.

Governments remain committed to fiscal
responsibility, but pressures on public finances remain
high

After posting a better outcome than initially expected last year amid the post-
pandemic recovery of economic activity, healthy terms of trade and the reversion of
the extraordinary pandemic-related expenditures, fiscal accounts in the Andean
countries have maintained a consolidation process so far this year amid the
government’s commitment to fiscal responsibility. Although fiscal deficits in Chile and
Peru will show a deterioration in 2023 primarily due to the slowdown in economic
activity and lower export prices in a context of still large pressures on public spending,
fiscal metrics will remain healthy in these two countries with relatively low public debt
levels (<40% of GDP). On its part, the fiscal deficit has continued to improve in
Colombia this year with the proceeds from the last two tax reforms playing a significant
role, but it remains high with debt levels that exceed 60% of GDP, thus keeping fiscal
risks elevated amid the intention of the current government of significantly increasing
primary public spending.

Next year, we expect fiscal deficits and public debt levels in the three economies to
remain broadly stable as a share of GDP versus 2023 as economic activity gradually
gains traction while public spending pressures remain acute. Under this scenario, the
attention will be mostly focused on Colombia (which is not unusual) as it continues to
face the largest challenges for fiscal consolidation going forward. Having said this, we
believe that risks to fiscal accounts remain elevated in all countries amid factors such
as: i) the El Nifo phenomenon and its potential impact on economic activity,
infrastructure and some prices, which could lead not only to lower tax collection but
also to the need to increase public spending (Peru has already seen a non-negligible
impact from coastal El Nifio this year); ii) still acute pressures for higher public spending
due to increased social demands during the last few years and the commitment of the
governments to satisfy them; iii) the possibility of lower potential economic growth
following several years of lackluster investment; and iv) the uncertain fiscal effects of
some of the reform proposals currently under discussion.

Andeans: public debt (% of GDP)
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In Chile, we
estimate that the
fiscal deficit will
be close to 2.2%
of GDP, above
the official
estimate of 1.9%.

Fiscal challenges
remain high for
the medium
term amid weak
long-term
economic growth
perspectives and
increasing social
demands.

2023 estimated fiscal deficit (% of GDP)
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In Chile, the MoF estimates a slightly weaker fiscal deficit this year. In Jul-23, the MoF
revised the fiscal deficit for this year from 1.6% to 1.9% of GDP due to lower expected
tax collection from: i) mining companies (lower production), ii) other taxpayers and iii)
VAT (weaker domestic demand). Fiscal spending projections, on the other hand, show
marginal changes compared to the previous report. The MoF’s base case considers
2023 GDP growth of 0.3% on the back of the dynamism expected for the non-mining
GDP, a higher carry-over and a lower comparison base.

However, we estimate that the deficit could be closer to 2.2% of GDP. The MoF
continues to expect positive GDP growth this year, but the forecast seems optimistic as
it stands above the BCCh estimate and market consensus, implying that fiscal revenues
could be slightly overestimated. On top of this, additional fiscal spending is expected
during 2H23. First, the recent adverse weather events linked to heavy rainfall will
require emergency measures for reconstruction, the agriculture sector, housing and
direct transfers to households, likely leading to higher fiscal spending. Second,
universal pension-related payments will continue to exert additional fiscal pressure
during 2H23.

The structural deficit could be higher if the lithium-related revenue methodology is
updated. The approach proposed by the MoF to calculate structural lithium-related
revenues considers a threshold of a 4-year average (as a share of GDP) for 2023 and a
5-year for the remaining periods. However, the Autonomous Fiscal Council (CFA)
estimates that the methodology could be improved by considering a longer average
(implicitly reducing the weight of the current boom in lithium prices). As a result, the
structural deficit this year would be close to 2.7% of GDP instead of 2.1% as currently
forecasted by the MoF

Overall, fiscal challenges remain high for the medium term. As mentioned in previous
reports, our main concern continues to be the sustainability of the public finances in
the medium term. The main risks ahead are: i) a relatively optimistic average GDP
growth estimate for 2024-27 of 2.5%, which could overestimate fiscal revenues, ii) the
fact that the recent rejection of the tax reform casts doubt on how the permanent
spending linked to social demands will be financed, adding an upward risk to the gross
debt estimate in the medium term, iii) the impact of additional social rights in a
potential new constitution on public finances and iv) uncertainty concerning structural
fiscal revenues from lithium.
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In Colombia,
fiscal challenges
will

continue to be
significant amid
the intention of
the government
to materially
increase primary
spending.

Minister Bonilla
has reaffirmed
the commitment
to fiscal
responsibility
and the Fiscal
Rule.

Change in deficit between 2023 and 2024 (% of GDP)

In Colombia, the government is taking the Fiscal Rule to the limit, and the CARF has
warned about the risk that it could be breached as soon as in 2024. After just a month
since the release of the 2023 Medium-Term Fiscal Framework (MFMP), the MoF
updated the 2024 fiscal deficit target from 4.5% to 4.4% of GDP, which is still well
above the initial estimate of 3.6% of GDP (the 2023 projection remains at 4.3% of GDP,
also above the initial estimate of 3.8%). Recall that the 2023-2024 fiscal targets had
been increased in the MFMP mainly due to lower commodity prices, lower economic
growth and higher interest payments. Importantly, the new 2024 target embeds 0.2%
of GDP primary surplus, which favorably compares to the previous estimate of a zero-
primary balance. That said, risks are high for next year considering that the MoF
projects fiscal income of 1.7 pp of GDP from uncertain sources (i.e., tax management
efficiencies and tax disputes) and an ambitious (and historic) increase in primary
spending. In fact, the Autonomous Fiscal Rule Committee (CARF) warned that the tax
dispute item (0.9% of GDP) should be discounted from the calculation of the Net
Structural Primary Balance (NSPB), the variable on which the annual target of the Fiscal
Rule is applied; otherwise, the Fiscal Rule could be breached within the next few years.
In addition, the CARF has affirmed that the 2023 MFMP does not include the potential
higher fiscal costs from the proposed reforms, which could amount to 0.7% of GDP in
the case of the pension and health bills.

For his part, Minister Bonilla has reaffirmed the commitment to fiscal responsibility and
the Fiscal Rule, though he has also stated that tax dispute-related revenues are
recurring income and thus they should be considered in the NSPB, challenging the
CARF’s concept. All-in, the discussion on the possibility of breaching the Fiscal Rule in
2024 is set to be intense going forward, though the final outcome is not likely to be
known until 1Q25 after the fiscal year 2024 has ended unless the MoF decides to
implement some adjustments in the upcoming months. Overall, fiscal challenges will
continue to be significant in the years to come amid the intention of the government
to materially expand primary spending and despite the increase of ~1.8 pp of GDP in
tax revenues from the last two tax reforms (2021 and 2022).

Primary spending (% of GDP)

Sources: MoF, Credicorp Capital
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In Peru, the risk
of not complying
with the deficit
rules is not
negligible amid
optimistic
assumptions on
both the
revenues and
expenditures
side.

Public debt will
remain low, near
33% of GDP in
both 2023 and
2024.
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In Peru, the Ministry of Finance recently released the Multiannual Macro Framework
2024-2027. This document includes the baseline macroeconomic forecasts for the
public budget bill submitted to Congress (PEN 241 bn, a 12% increase vs 2023) and the
fiscal commitment of the government. We highlight the following points:

e Growth forecasts remain optimistic as it is unlikely that GDP will grow more than 1%
in 2023 and 3% in 2024 as currently estimated by the MMF, considering the FEN’s
foreseen magnitude. Furthermore, the official medium-term growth forecasts stand
above potential GDP growth.

e An unrealistic composition of current and capital spending is assumed. Specifically,
current spending is expected to be lower than 0.5 pp of GDP per year, which implies
that, by 2027, it will stand at 14% of GDP, a level not observed since 2012.
Moreover, this type of spending is exposed to risky initiatives from the legislative
branch, as warned by the Fiscal Council.

e The Fiscal Council assumes that public spending forecasts adjust exactly to the
established fiscal deficit rule, meaning that the latter variable becomes more of a
target than a maximum limit. Thus, any fiscal risk that materializes would hinder the
revenue estimates and require further adjustment of spending beyond the 0.5 pp
per year forecast, which would be deemed as non-believable and challenging,
considering multiple pressures for more spending. All-in, the risk of not complying
with the fiscal deficit rules seems to be high.

* Significant fiscal contingencies could materialize, such as Petroperu. In 2022, this
company received financial support from the government for approximately 1% of
GDP through a capital contribution of PEN 4 bn, a short-run debt operation with a
guarantee from the national government of USD 500 mn. More recently, Petroperu
has made further financial requests. In addition, El Nifio could put additional
pressure on fiscal accounts, on both the revenue and expenditure side, depending
on the intensity of the climatic event.

Accordingly, we expect the fiscal deficit to reach 2.5% of GDP in both 2023 and 2024,
above the fiscal rule ceiling established for both years. Having said this, public debt will
remain low, near 33% of GDP in both years.

MoF’s fiscal forecasts (% of GDP) Sovereign bond issuances (PEN bn, cumulative)
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The risk premium
embedded in the
FX has receded,
but volatility is
set to remain
high amid still
high global and
domestic
uncertainty.

The risk premium embedded in the Andean FX has
fallen, but volatility is set to remain high going forward

We estimate that the risk premium embedded in the Andean FX has materially
dropped so far this year, primarily as a result of lower perceived risks on the political
front, thus the apparent lower likelihood of approval of radical reforms. Under this
scenario, the three currencies are likely to mostly follow the movements of the global
dollar going forward, and thus we do not rule out the possibility of seeing some
appreciation pressures on the Andean currencies in the upcoming quarters amid the
expectation that the Fed will open the door for rate cuts at some point in 1H24, which
would tend to benefit emerging market currencies overall.

Having said this, the still high uncertainty regarding the future performance of the US
economy (i.e., whether it will fall into recession in 2024), global financial risks (e.g.,
China and commercial real estate) and the possibility of deep interest rate cuts by the
Andean central banks in a context in which the Fed will only undertake gradual cuts
next year are all factors that could place a floor for the FX (in fact, the CLP showed a
strong depreciation after the first 100-bp rate cut by the BCCh in Jul-23). On top of this,
political and regulatory uncertainty remains unusually high in the three countries.

Accordingly, we expect FX volatility to remain high in the upcoming months, and thus
we continue to be on the moderate side until more clarity is obtained on both the
external and the domestic backdrops.

Andeans: nominal FX (Jan-19=100) Andeans: real FX (index)
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In Chile, in the
very short run,
we cannot rule
out the
possibility of FX
reaching a level
above 900 amid
foreign investors
that continue to
see CLP
weakness due to
the interest rate
differential,
disappointing
China data and
lower terms of
trade.

NDF (USD bn) and USDCLP
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In Chile, despite a less aggressive approach from the BCCh and the MoF’s USD sales,
the CLP weakness continues. Just before the BCCh started the easing cycle, offshore
investors aggressively shorted the CLP, mostly on the back of a lower interest rate
differential. The first cut of 100 bps was read by the market as a very dovish stance,
and some agents expected that the authority would feel comfortable cutting rates this
year by 400 bps (500 bps in some extreme cases). This came hand in hand with a
deterioration in the terms of trade together with increasing concerns about China’s
growth. As a result, from trough to peak, offshore investors moved from USD 2 bn
short CLP to USD 10 bn in only a month and a half while the USDCLP went from ~800 to
870. However, declarations from the BCCh’s president and vice president that rate cuts
would be no more than 350 bps by year-end made offshore agents slightly more
neutral. In addition, a better-than-expected performance of the local economy in Jul-
23 contributed to moderating the view of aggressive cuts ahead.

In a decision that was not expected by the market due to its magnitude, the MoF
announced that it will sell dollars for up to USD 2 bn per month (150 mn per day) until
Dec-23. Under this scenario, the MoF will sell ~USD 16 bn this year, noticeably higher
when compared to last year (USD 6 bn). The announcement led to an appreciation of
the CLP, but the impact was short-lived. The USD sales by the MoF are completely
discretional with no clear seasonal pattern and are subject to modification, and the
daily sales have been easily absorbed by market participants.

According to our models, controlling for the price of copper, the global dollar, the
interest rate differential, political and financial risk and local and external inflation,
among others, the fair value of the USDCLP is between 840-860, below the current
spot level. In the very short run, we cannot rule out the FX reaching a level above 900
amid foreign investors that continue to see peso weakness due to the interest rate
differential, disappointing China data and lower terms of trade. Going forward, if the
current levels hold up, we expect inflation to surprise to the upside in the short term
(particularly in the goods component), a more explicit hawkish tone from the BCCh and
the authority to reduce or momentarily pause the FX purchases. A Fed easing cycle
seems to have low probability for now, though we cannot rule out surprises. In this
context, we expect the USDCLP to be at 860 in Dec-23 and 810 in 2024.

USDCLP fair value based on fundamentals
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In Colombia, the
current account
deficit has shown
a significant
improvement,
reducing
concerns and
providing
support to the
COP.

We prefer to
remain on the
conservative side
for now until
more clarity is
obtained on both
the external and
domestic
backdrops, and
thus we continue
to assume that
the FX will stand
around USDCOP
4,300 at the end
of the year.

Colombian Peso (COP): External accounts are more supportive, but local and external
risks demand caution. The adjustment in the current account balance that started in
1Q23 continued in 2Q23, reaching a deficit of 3% of the quarterly GDP, equivalent to a
reduction of 2.5 pp versus a year ago. With this result, the CAD stood at 3.6% of GDP in
1H23, well below the 5.9% figure observed in 1H22. The adjustment so far this year has
been primarily led by the strong reduction of imports amid the significant slowdown in
domestic demand and lower external freight costs, in line with our expectations. On
the financial account side, FDI fell by USD 478 mn versus 1H22, reaching a still high USD
9.6 bn (5.8% of the semestral GDP). Finally, after posting an annual record high of USD
6.6 bn in 2022, the outflows from resident households and non-financial companies
amounted to USD 480 mn in 1H23, reflecting an improvement in sentiment. All-in,
after these results and considering a larger than previously expected contraction in
domestic demand this year, we recently cut our CAD forecasts from 4.1% to 3.8% of
GDP for 2023 and from 4.4% to 4.1% of GDP for 2024. Importantly, we estimate that
net direct investment will fully cover the CAD this year.

At the time of the writing of this report, the COP remains as the best performing
currency worldwide YTD. As we have pointed out in previous reports, political events
so far this year and the developments around the most sensitive reform proposals of
the government seem to have improved market sentiment, thus allowing local financial
assets to behave more in line with global trends and with their traditional large beta.
That said, another set of internal situations has been critical in the COP appreciation
observed in the last few months, in our view. Firstly, we highlight that a rebalancing in
the portfolios managed by the AFPs in favor of local assets could have contributed to
this behavior during 1H23. Secondly, and perhaps more importantly, the local
monetary market has experienced pressure in such a way that it can be affirmed that in
relative terms there is a “COP squeeze.” In line with the aforementioned,
Superfinanciera data reveals that so far this year, the relative weight of local public
debt in the portfolios managed by the AFPs has increased by ~6.3 pp to 34%, while the
weight of investments in international equities has decreased by ~4.3 pp to 24.7%. At
the same time, the net balance of forward operations decreased sharply by ~USD 2.2
bn, which potentially increased the supply of USD by a similar amount in the market.
For its part, in recent months, the derivatives market has presented a condition that
cannot be considered normal as the observed implicit devaluation far exceeds the
theoretical devaluation. This leads to a significant increase in the cost of adopting
currency-hedging operations, while increasing the interest of agents in selling USD in
the futures and spot markets.

Recent developments and volatility are a reminder of the high beta status of the COP.
In a scenario where the risk premium descends and the global dollar shows a
depreciation trend ahead, the USDCOP could reach levels close to 3,850 in the coming
months (the positive scenario). That said, after an accumulated FX appreciation of
almost 20% from its peak, we recommend maintaining a cautious approach as we
believe external risks remain elevated, while domestic uncertainty is set to continue to
be high in the upcoming months. All in, we prefer to remain on the conservative side
for now until more clarity is obtained, and thus we continue assume the FX will stand
around USDCOP 4,300 at the end of the year. This view also implies that any fall in the
FX near or below USDCOP 4,000 may be a good opportunity to buy USD with a
medium-term horizon.
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Exchange rate (USDPEN)

In Peru, we
expect the
current account
deficit to stand
at a very low
1.0% of GDP in
2023 amid a
context of weak
domestic
demand.

We expect the
USDPEN
exchange rate to
stand between
3.70and 3.75in
both 2023 and
2024.
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Peruvian Sol (PEN): Lower current account deficit while short-term capital outflows
stop. In 2Q23, the current account registered a surplus of 0.7% of GDP, the first
positive balance in 11 quarters. With this result, the 4-quarter-rolling current account
deficit decreased from 3.0% of GDP in 1Q23 to 1.9% of GDP in 2Q23 amid a notable
increase in the balance of trade surplus in response to better terms of trade (+3.5% y/y
in 2Q23), lower imports and a lower deficit in the balance of services, to a lesser
extent.

As of Jun-23, the balance of trade registered a 12-month-rolling surplus of USD 13 bn,
the highest print in a year. Nonetheless, compared to 2022 closing figures, exports
declined 1.2% in annualized terms (traditional: -2.3%; non-traditional: +1.5%), whereas
imports fell 6.2% (raw materials and intermediate goods: -10.8%; capital goods: -3.0%).
For 2023, we foresee a trade balance surplus near USD 15 bn.

In 2Q23, the annualized financial account deficit represented 4.0% of GDP (1Q23: 4.2%
of GDP). Even though direct investment remained sizeable at USD 1.4 bn, portfolio
investments abroad (especially from pension funds) represented USD 0.9 bn (1Q23:
USD -0.4 bn). Importantly, net short-term capital flows were positive (inflows) at USD
628 mn, the second positive quarter in a row.

All-in, we expect the current account deficit to stand at 1.0% of GDP in 2023 amid a
context of weak domestic demand. The current account deficit levels are clearly
sustainable for Peru.

At the time of writing this report, the PEN had appreciated 2.5% YTD. The central
bank’s intervention in the FX market has remained moderate as the outstanding level
of FX swaps (sales) stands near PEN 33 bn (Dec-22: PEN 38 bn). In addition, net
international reserves amount to USD 72.8 bn (YTD: USD +0.9 bn), whereas its FX
position totaled USD 50.1 bn (YTD: USD -2.0 bn).

We expect the USDPEN exchange rate to stand between 3.70 and 3.75 in both 2023
and 2024. In the upcoming quarters, the key rate spread between the BCRP and the
Fed will start to narrow (currently at 225 bps), which could generate depreciation
pressures on the PEN. Nonetheless, these potential depreciation pressures will be
mostly offset by the strong external account balances in Peru underpinned by
favorable copper prices (YTD 2023 average: USD/Ib 3.91) and weak domestic demand.

Net short-term capital flows (USD bn)
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Chile is the
country where
the reduction in
political and
regulatory
uncertainty has
been more
evident.

That said, several
factors are set to
keep political
and regulatory
uncertainty at
unusually high
levels.

Political uncertainty has decreased, but the outlook is
far from clear

Undoubtedly, political risks have decreased so far this year amid the perception that
the likelihood of approval of radical proposals has fallen compared to a year ago. Chile
is the country where the reduction in political and regulatory uncertainty has been
more evident after the rejection of the constitutional plebiscite in Sep-22 as this result
has caused us to believe that a moderate and minimalist new constitution will be the
most likely outcome of the ongoing constitutional process. In addition, the setback for
the government caused by the result of the Sep-22 plebiscite led to the rejection of an
ambitious tax bill in Congress and to slow progress for other important reforms with
the opposition increasingly demanding more moderate proposals, especially after the
victory of the right-wing parties in the election of the Constitutional Council members
in May-23.

In Colombia, the slow progress of the President Petro’s main reform proposals amid
the breakdown of the government coalition in Congress back in Apr-23, strong
evidence that checks and balances are working properly and an ongoing investigation
into alleged irregular financing of the presidential campaign are all factors that have led
to lower pessimism, especially among local players and investors.

In Peru, a significant reduction in political instability has been observed after the strong
social tensions observed in Dec-22 and the first months of 2023 following the ouster of
former President Pedro Castillo; in fact, the more stable political backdrop and
relationship between the executive branch and Congress has been reflected in the fact
that no censure motions have been presented against any minister of the Boluarte
administration.

Having said all this, the political outlook is far from clear for the Andeans as, for
instance, the constitutional process in Chile is not exempt from risks, while the
government continues to insist on significant changes to the tax and pension systems.
In Colombia, the discussion of major reforms will continue in the next few months, the
government has taken measures in some sectors that have raised concerns, and
regional elections will take place on October 29t. Finally, in Peru, the low popularity of
both President Boluarte and Congress may mean that the current equilibrium is fragile
in a context in which part of the population keeps demanding early elections and larger
social spending, while the El Niflo phenomenon puts strong pressure on the
government for the rapid execution of committed resources to handle it; likewise,
some political parties have continued to put on the table new proposals to allow
withdrawals from AFPs.
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Political risk has
continued to
narrow after the
constitutional
plebiscite of Sep-
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Chile: Marginal progress on structural reforms; new constitution could be rejected

Political risk has continued to decline after the constitutional plebiscite of Sep-22 and
the majority obtained by right-wing parties in the new process. Regarding the tax
reform agenda, the government presented a fiscal pact for USD 8 bn (2.7% of GDP),
which includes state reform measures and initiatives to boost investment, productivity,
and growth as well as two tax bills, one aimed at fighting evasion and avoidance and
another with incentives for formalization and benefits for the middle class. The pact
considers collecting resources from economic growth, spending efficiency, inspection
and higher taxes. The administration said that the pact will not insist on either wealth
taxes or retained earnings taxes, while the spending initiatives will be focused on

22 and the pensions, health and national security, among other issues.

majority

obtained by However, the opposition is skeptical. Right-wing parties argue that few details about
right-wing

parties in the
new process.

According to
political polls,
around 55% of
respondents will
reject the new
constitutional
proposal.

Political uncertainty (index Jan-12 = 100)

the pact were provided and that the political context is inadequate to announce a fiscal
pact given the current investigation into foundations possibly linked to
misappropriation of public funds. In this context, we continue to expect an intense
negotiation process in Congress.

On the constitutional front, the process has continued to evolve in an orderly manner
and with a low risk of a maximalist proposal and major institutional changes. The initial
draft preserves Chile’s strong institutional framework, including the central bank’s
independence, the principle of fiscal responsibility and the President’s exclusive right
to propose financial and budgetary changes. However, the risk of failure of the process
is relevant as different polls continue to suggest that ~55% of respondents will vote for
the rejection option in the Dec-23 plebiscite. There is evidence of natural exhaustion
with the process among the population. At the same time, the discussion has not
gained traction amid political polarization and considering that social priorities seem to
have migrated from structural to conjunctural topics. In this context, political
uncertainty has continued to decline despite the risk of social discontent.

Finally, after its announcement in 4Q22, little progress has been seen in the discussion
of the pension reform. The government recognizes that the initiative does not have
sufficient votes to be approved in Congress. Controversial topics include notional
accounts, individual/solidarity pillar and the role of the state. We expect a significant
moderation in the proposal before it is approved.

Stance on the new constitution (% of respondents)
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We believe that
local players are
granting a higher
probability to the
scenario in which
the most
sensitive reforms
are watered
down.

The government
has no coalition
in Congress,
President Petro
has lost several
allies, and his
disapproval rate
has almost
tripled.

Colombia: Removing layers of pessimism gradually?

Undoubtedly, the election of Gustavo Petro as the first leftist President in the country’s
history raised concerns, especially considering his intention to materially increase the
role of the state in the economy (e.g., in social security), intervene in prices in some
sectors (e.g., electricity and toll road rates) directly or through import tariffs and,
importantly, halt the awarding of new oil and gas exploration contracts. However, it
seems that the level of pessimism has fallen in recent months, which has been
reflected in the performance of domestic financial assets, especially in the FX and local
rates. In addition, after posting an annual record high of USD 6.6 bn in 2022, outflows
from resident households and non-financial companies amounted to USD 480 mn in
1H23, possibly reflecting improving sentiment. Overall, we believe that local players
are granting a higher probability to the scenario in which the most sensitive reforms
are watered down or even not approved at all due to several factors and recent
developments.

* The government has no coalition in Congress. Recall that President Petro broke the
coalition in Congress back in Apr-23 due to the difficulty in securing the approval of
his main reform proposals. Although President Petro recently called for a national
agreement, his administration has not yet built a majority in any chamber in
Congress.

* In addition, President Petro has lost most of his closest allies in recent months. Due
to several factors ranging from abuse of power and influence peddling to legal
issues and internal disagreements within the government, key figures for the
President including Laura Sarabia (former Chief of Staff), Carolina Corcho (former
Minister of Health), Irene Vélez (former Minister of Mines and Energy), Roy Barreras
(former President of Congress) and Armando Benedetti (former Ambassador to
Venezuela) had to leave their posts.

e The scandal around President Petro’s son may divert the attention of the
government and affect the electoral results in some regions. Recall that Nicolas
Petro is under arrest amid investigations into alleged illicit enrichment and money
laundering during the period of the presidential campaign. Although the most
recent information suggests that apparently President Petro did not know about his
son’s actions, the investigations regarding possible irregular financing of the
presidential campaign are likely to affect the normal functioning of the government,
its relationship with Congress and the performance of the ruling party in the
upcoming regional elections considering, among other factors, that Nicolas Petro
has been an important political figure in the northern part of the country.

* According to Invamer, 61% of the population does not agree with President Petro’s
main reform proposals. We highlight that in the case of the health reform, 64% of
the population believe that the system should have only some adjustments, while
29% support a total change. Recall that the health reform is one of the most
controversial and that three major intermediaries (EPSs) in the system recently
issued a warning about a potential financial crisis due to several factors including
alleged delays in the payment by the government of debts related to Covid-19,
reimbursements, licenses and disabilities. According to the companies, this could
affect 13 mn people.
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e Security conditions have deteriorated in some regions. In the context of the
government’s goal of achieving a comprehensive peace agreement with illegal
groups, a non-negligible deterioration of some security indicators has been
observed, including kidnappings, extortion and robbery. While this could have an
effect on private investment, a political impact could also be observed if conditions
continue to worsen, especially considering that the largest deterioration in security
conditions has occurred in the most remote regions of the country.

Several
developments e President Petro’s approval rate has stabilized at ~30%, but his disapproval rate
have supported remains high. Most recent polls continue to show an approval rate in the 30-35%
the view that range, while the disapproval rate remains at ~60%, roughly three times the level
checks and observed a year ago when President Petro took office. This may explain to some
balances are extent the fact that low attendance has been observed at the demonstrations that
strong. he has called for in support of his proposed reforms. In any case, the true ‘poll” will
take place on October 29t when regional and local elections will be held. The final
outcome is set to be key for the governability of President Petro for the remainder
of his term. Currently, three out of the four major cities have a leftist mayor
(Bogota, Medellin and Cali). Bogota will have a runoff for the first time.

* Institutions are clearly working. This has been reflected in the slow progress of the
health and the pension reforms in Congress as well as in the failure of both the
political and the labor reforms in 1H23, the suspension of the decree to intervene in
the utility sector regulation by the State Council, the announcement of the
Constitutional Court that it will be able to suspend laws approved by Congress that
are clearly unconstitutional and the Attorney General’s decisions aimed at avoiding
strong changes to illegal groups’ legal conditions amid the goal of the government
of a comprehensive peace process, among other factors.

Below, we present the current status of the main reforms and proposals.

* Health reform: This remains the most controversial proposal as it seeks a
comprehensive adjustment of the current system, including a significant change in
the role of the EPSs (the companies that act as insurers and guarantee the access of
the population to the system). The bill was approved in May-23 in first debate in
commissions in the Lower House, and it is now in the plenary of this chamber for
discussion. This chamber has proposed crafting a new text with the participation of
all political parties and the players of the health sector. Recall that this reform must
be approved in four debates to become law. In addition to the warning issued by

The progress of the EPSs regarding the possibility of a financial crisis of the health system, attention

President Petro’s will be focused on the discussion of the potential fiscal costs of the reform.

major reforms

remains very * Labor reform: Recall that this reform failed in 1H23 as it did not manage to have the

slow. first debate before the end of the previous legislature, meaning a strong hit to the
government. Although the discussion must start from scratch, the government
decided to submit the bill to Congress again, maintaining the core proposals of the
initial text, and thus it is set to be discussed in first debate in the Lower House
during the next few weeks. The debate will be intense in a context in which
business leaders have affirmed that the reform was not discussed with them and
considering that some estimates suggest that it could increase labor costs for
companies by 12-15%.
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Some decisions
on the
infrastructure,
housing and
energy sectors
have raised
concerns.

Under this
context, political
noise and
uncertainty are
likely to remain
high going
forward.

Pension reform: The bill was approved in Jun-23 in first debate in commissions in
the Senate, and its discussion in second debate in plenary is expected to start in the
upcoming weeks. As we have noted in previous reports, the last version of the
proposal strengthens the saving fund. Some estimates suggest that the new
proposal would increase the size of the fund in comparison to the initial draft.
Hence, the saving fund would offset the expected lower investment in the TES
market by AFPs in the upcoming years as its annual size would be even larger than
the annual amount of TES bought by AFPs in recent years (according to our
estimates, AFPs have absorbed ~30% of annual TES issuances in the last ten years
on average or ~0.7% of GDP). Thus, the new version of the reform implies that
some additional resources would be available to invest in other asset classes. In
addition, the current draft also establishes that the saving fund would be managed
through an independent state of assets or trusts in AFPs, trust companies or
insurance companies chosen by public tender. However, there is a consensus that
the reform is set to have a strong impact on fiscal accounts in the long term as the
new system would primarily have a pay-as-you-go structure, meaning a lower
financial capacity over time as the population pyramid changes.

Energy, infrastructure and housing sectors in the spotlight: While the government
has maintained its policy of not awarding new oil/gas exploration contracts,
President Petro has suggested in several scenarios his intention to present a reform
to the electricity system, which has continued to raise concerns in the sector.
Additionally, the government froze toll road rates in Jan-23, creating additional
fiscal pressures as the government must compensate concessionaries and raising
questions about the financing of future projects. Finally, the government decided to
change the subsidy to the purchase of social-interest housing (VIS), which
significantly affected the sector in 1H23. Undoubtedly, clarity on these matters is a
key factor for the future behavior of private investment.

Under this context, political noise and uncertainty are likely to remain high ahead.

Attention will be on: i) President Petro’s strategy for securing the approval of his most

important reforms and thus his relationship with Congress, ii) the potential
reconfiguration of the political backdrop amid regional elections and iii) the progress of
investigations following the recent scandals. In addition, we continue to think that
demonstrations are a key factor to monitor going forward amid the historic
polarization in the country. While it seems that the likelihood of seeing massive
demonstrations supporting government reforms that put pressure on Congress to
approve them is rather low currently, we all know that social and political conditions
can change quickly.
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The better
relationship
between the
government and
Congress is partly
explained by the
more technical
profile of the
ministers
appointed by
President
Boluarte.

President
Boluarte has
recently put
forth proposals
to combat crime
and corruption,
to improve
public health and
education and
for some political
reforms.
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Peru: Political noise has subsided, though the government and Congress have low
approval ratings

After the failed coup attempt by former President Castillo in Dec-22 and the
subsequent constitutional succession by Dina Boluarte, who was the Vice President at
the time, the level of confrontation between the government and Congress has
decreased significantly, which seems to be an implicit agreement between both
institutions to continue their respective mandates until 2026. Thus, the debate about
possible early elections is not currently on the agenda of Congress, despite the request
of some groups of the population that carried out new protests in various parts of the
country in Jul-23, though with a lower impact than what was registered in the first few
months of the year. The better relationship between the government and Congress is
also partly explained by the more technical profile of the ministers appointed by
President Boluarte, which has resulted in few complaints from Congress about them or
their policies. Likewise, the probability of proposals for radical changes to the economic
model by the government has decreased and, on the contrary, a greater promotion of
private investment has been observed, particularly in infrastructure and mining. That
said, both the government and Congress have low approval ratings (14% and 10%,
respectively, according to the latest Ipsos poll in Aug-23), which could motivate some
new populist proposals, particularly by Congress, such as new AFP withdrawals.

The economic commission of Congress approved a proposal to reform the national
pension system. Said proposal establishes that the contributors to the public system
will have individual capitalization accounts and will be able to migrate to the private
system, and vice versa. It also includes the possibility that other financial entities can
participate in the pension system, with a fixed commission to cover the fixed costs of
the service providers, plus a variable commission linked to profitability; the bill also sets
the obligation to contribute for all those of legal age, with supplementary contribution
schemes by the government and a minimum pension amount. The discussion of this
proposal in the plenary session of Congress is still pending, so the other proposal that
the government has indicated that it will also present could be included in part. While
this is happening, the risk of bills aimed at new AFP withdrawals persists, though it
should be noted that the account balances of the people who would need it the most
are now very small, if not nil.

Looking forward, President Boluarte has recently put forth proposals to combat crime
and corruption, to improve public health and education and for some political reforms.
To achieve these goals, President Boluarte asked Congress to delegate legislative
powers to the executive branch for a term of 120 days, with which she hopes to
produce a total of 50 regulations, including 33 aimed at reducing crime, 10 related to
the development of productive infrastructure, six to address the negative effects of the
El Nifio phenomenon and one to improve the quality of state human resources.
Regarding the political reforms, they will be aimed at strengthening democracy
through better representativeness of members of Congress and a possible return to
bicameralism in Congress; also, the proposals would allow a better re-assessment by
Congress of bills with a negative opinion from the government.
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In the education
sector, the focus
will be on
meritocracy and
the improvement
of the teaching
career.

About the measures to combat crime and corruption, President Boluarte announced: i)
the construction of two new penitentiaries, ii) the presentation of bills to reform the
penal code to strengthen the fight against corruption within the prison system and to
expel foreigners who commit crimes, iii) a bill to address the lack of personnel in the
national police force with the incorporation of thousands of young people and iv) a bill
to implement a model to prevent acts of corruption in all state entities.

Finally, in the education sector, the focus will be on meritocracy and the improvement
of the teaching career. If the government obtains the Congress’s support to implement
said proposals, which could materialize at least in part considering the better
relationship between the branches of government, it will have a positive impact on the
business environment and long-term growth prospects.
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Chile Colombia Peru

Positives Substantial decline in political uncertainty. = Economic activity still remains 9% above pre- = Macroeconomic fundamentals remain healthy
Higher mining CAPEX commitments after the pandemic levels and 3% above pre-Covid-19 trend amid low levels of public debt and fiscal deficits.
resolution of the royalty discussion. growth. = Core inflation to reach the ceiling of the BCRP’s
Strong fiscal and debt metrics when compared to ®= Annual inflation has accumulated five months of target range (3%) by year-end.
peers. reduction from its peak of 13.3% vy/y in Mar-23, = External accounts to remain at very favorable
Relevant progress on the resolution of economic leading to a non-negligible reduction of inflation levels while short-term capital outflows have
imbalances with inflation expected to go back to expectations. stopped, a signal of lower domestic uncertainty.
3% by 2H24. = Lower economic growth and expected lower inflation = More stable political backdrop and lower social
Credible inflation targeting and monetary policy to allow the BanRep to start an easing cycle, which we tensions in recent months.
regimes amid solid economic institutions. expect to be deep, especially in 2024. = Some improvement in business confidence.
Commitment to continue solving the social crisis = Minister Bonilla has reaffirmed the government’s = The BCRP is set to start an easing cycle in the
through the institutional channel. commitment to fiscal responsibility and fiscal metrics upcoming months.
Some degree of progress in structural issues are expected to continue improving this year. = Plenty of resources have been committed by the
linked to universal pension, minimum wage, ® Domestic pessimism appears to have fallen recently government to foster economic growth and handle
mining royalty, and working hours. amid lower political noise. El Nifio event.

Negatives Political polarization. = Political and regulatory uncertainty remains at = The economic still feeling the effect of several

Constitutional discussion continues wide open.
Weakening of the capital market and the long-
term saving rate amid successive pension fund
withdrawals.

Weak long-term GDP growth
productivity and investment rates.
Limited progress of structural reforms including

amid low

unusual high levels amid the discussion of major
reform proposals and some government measures in
specific sectors that have raised concerns.

Investment is showing its worst performance since
1999, creating concerns around the possibility of
lower potential growth in the future.

Fiscal risks remain acute with the CARF warning on the

shocks, including El Nifio Costero, which has led to
systematic downward revisions to GDP estimates
this year.

= Despite the recent improvement, business
confidence remains at low levels and private
investment accumulates four quarters of
contraction.

pension, health, and tax system. possibility of the breaching of the Fiscal Rule in 2024. = Never-ending inefficiencies to execute public
Higher interest rates and FX volatility. = Deterioration in security conditions in some regions. resources.
= Higher likelihood of not complying with fiscal

deficit rules amid optimistic assumptions from the
government on both the revenue and the
expenditure side.

Factors to watch

The constitutional process.

Tax and pension reform discussion.

Weak economic growth and labor market as
potential catalysts of social discontent
Presidential approval.

Fiscal consolidation process.

Increasing concerns about public safety.

The outcome of the regional elections (October 29th).
Progress of the main government’s reform proposals.
Relationship between the government and business
associations.

The intensity of the expected El Nifio event.
Comments from rating agencies after the warning
issued by the Autonomous Fiscal Rule Committee on
the risks to fiscal accounts.

= The relationship between the government and
Congress.

= The developments around El Nifio phenomenon
and its potential intensity.

= The speed of execution of the
resources to handle El Nifio.

= Progress of the reform proposals (e.g., pension and

political reforms).
= AFPs withdrawals discussions.

committed

Credicorp Capital’s macroeconomic forecasts 2023-2024

2020 2021 2022 2023E 2024 2020 2021 2022 2023E 2024E 2020 2021 2022 2023E 2024

Nominal GDP (USD bn) 254,9 316,5 301,4 344,7 384,2 270,1 318,6 343,7 357,2 383,3 205,8 225,8 244,8 267,5 282,5
Real GDP (y/y) -6,1 11,7 2,4 -0,3 2,3 -7.3 11,0 7.3 1,3 2,2 -11,0 13,3 2,7 0,6 2,0
Real domestic demand (y/y) -9,4 21,7 2,3 -3,0 1,4 -7,5 13,4 9,4 -1,8 1,8 -9,8 14,5 2,3 -0,8 2,1
Real total consumption (y/y) -6,6 19,3 3,1 -3, 2,0 -4,1 13,6 7,8 2,0 2,0 -7,3 12,1 2,5 1,0 2,0
Real gross investment (y/y) -17,8 29,9  -0,3 -1,0 0,3 -21,1 12,6 16,8 -19,0 0,8 -16,2 34,6 1,0 -53 2,4
Real exports (y/y) -0,9 -1,4 1,4 1,2 4,8 -22,7 15,9 14,8 2,6 3,2 -19,7 13,2 6,1 4,3 2,0
Real imports (y/y) -12,3 31,8 0,9 -9,6 3,0 -19,9 26,7 22,3 -12,5 2,6 -15,8 18,0 4,4 -1,2 2,5
Inflation (%, eop) 3,0 7,2 12,8 4,0 3,0 1,6 56 13,1 9,0 4,5 2,0 6,4 8,5 4,0 2,7
Reference rate (%, eop) 0,50 4,00 11,25 8,00 5,00 1,75 3,00 12,00 12,50 7,50 0,25 2,50 7,50 6,75 4,50
Fiscal balance (% of GDP)* -7,4  -7,6 1,1 2,2 -2,1 -7,8  -7,1  -5,3  -4,3 -4,5 -89 -2,5 -1,7 -2,6 -2,5
Public Debt (% of GDP)* 33,0 3,0 37,3 383 41,0 65,1 63,0 61,1 61,5 62,2 34,6 3,9 338 337 334
Exports (USD bn) 74,0 94,8 9,5 97,0 99,8 32,3 42,7 59,6 53,7 56,3 42,8 63,0 66,2 650 659
Imports (USD bn) 55,1 84,3 94,7 82,4 8,0 41,2 5,7 71,7 61,6 65,3 34,7 48,0 55,9 50,2 51,4
Current account balance(% of GDP) -1,9 -7,5 -9,0 -3,5 -3,8 -3,5 -5,7 -6,3 -3,8 -4,1 1,1 -2,2 -4,0 -1,0 -1,2
International Reserves (USD bn) 39,2 51,3 39,2 37,3 43,3 59,0 58,6 57,3 57,6 57,3 74,7 78,5 71,9 74,0 74,0
Exchange Rate (eop) 711 850 860 860 810 3.416 4.039 4.810 4.300 4.500 3,62 39 38 370 3,70
Exchange Rate (average) 792 750 872 835 810 3.693 3.720 4.256 4.400 4.450 3,50 3,89 3,84 3,73 3,70
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CHILE

ADTV P/E EV/EBITDA P/BV Div Yield. ROAE ROAA
Company Sector Px Last Px Target Rating Mkt. Cap Local ADR 2023E  2024E 2023E  2024E LT™M 2024E 2023E  2024E 2023E  2024E

Food & Beverage 2,070 2,550 HOLD 2,025 . B . . . . . . 17.3% 20.3%

o°

Banco de Chile Banks 10,071 . B . B . . 22.9% 17.9%

S

@

Cl Banks 24,148 33,000 BUY 5,162 3.4 6.8 7.4 nm nm 0.8 3.9% 12.9%  11.8% 0.9% 0.9

¢

o

AP Mining 5,710 7,500 HOLD 957 1.6 nm 8.5 4.6 4.8 0.4 0.0% -1.4% 5.0% -0.5% 1.7%

Cencoshopp Real Estate 1,426 1,800

CMPC Pulp & Paper 1,539 1,900 BUY 4,317 3.8 9.7 12.3 6.1 6.1 0.5 2.9% 5.5% 4.2% 2.6% 2.0%

Conchay Toro Food & Beverage 1,043 1,270 . 13.8 9.6 10.7 7.9 1.0 2.9% 7.2% 9.8% 3.5% 4.8%

Empresas Copec Pulp & Paper 5,931 7,600 BUY 8,649 4.9 16.4 10.6 8.2 6.6 0.7 3.1% 4.3% 6.3% 1.8% 2.7%

Enel Chile Electric Utilities 54 55 UPERF 4,221 5.1 2.6 5.5 8.2 6.4 7.1 0.9 9.1% 15.4% 9.9% 5.5% 3.7%

Entel Telecom & IT 3,202 3,600 HOLD 1,085 1.1 3.3 9.9 5.0 4.5 0.8 11.7% 13.7% 4.4% 4.1%  1.4%

Forus Retail 1,540 2,000 HOLD 447 0.1 13.8 13.1 6.3 6.0 1.9 4.4% 13.9% 12.9% 9.5% 9.1%

LC Conglomerates 5,699 6,400 HOLD 639 0.2 3.8 3.4 nm nm 2.5 3.5% nm nm nm nm

Itau Chile Banks 9,129 12,000 BUY 2,216 2.2 5.2 5.8 nm nm 0.6 5.8% 10.9% 9.0% 0.9% 0.8%

Mall Plaza Real Estate 1,282 1,600 HOLD 2,819 0.9 8.5 9.8 11.7 11.0 1.0 2.2% 12.4% 9.8% 6.4% 5.4%

Quifienco Conglomerates 2,670 2,800 HOLD 4,981 1.2 6.4 14.8 nm nm nm 18.8% nm nm nm nm

Salfacorp Cement & Construction 423 530 BUY 261 0.3 4.6 6.5 8.3 10.3 0.4 5.3% 9.0% 6.0% 3.0% 2.1%

SK Industrial 1,270 1,600 BUY 1,532 0.1 11.0 9.3 5.9 5.7 1.0 4.3% 9.4%  10.6% 3.0% 3.4%
SMSMM  Tempot e 1o WY Less 05 23 261 M0 87 13 285 460 40 2% 2%
SMU Retail 165 240 BUY 1,068 1.0 10.3 8.3 6.6 6.4 1.2 6.8% 11.8%  14.2% 3.9% 4.8%

QM Mining 53,484 57,000 HOLD 16,505 36.7 132.3 6.2 5.5 4.3 3.7 3.4 13.4% 54.6% 54.9% 24.7% 26.2%
Chile Sample 5,879 7,000 114,264 123.5 13.2 9.5 6.9 5.9 1.1 7.5% 12.3%  12.7% 2.6% 2.8%
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COLOMBIA

ADTV P/E EV/EBITDA P/BV Div Yield. ROAE ROAA
Company Sector Px Last Px Target Rating Mkt. Cap Local ADR 2023E  2024E 2023E  2024E LT™M 2024E 2023E  2024E 2023E  2024E

S
-

Banco de Bogotd Banks 25,900 38,000 HOLD 2,307 9.9% 12.9%

0.1

Celsia Electric Utilities 2,250 3,300 HOLD

S
N

Corficolombiana Conglomerates 11,680 18,500 HOLD 1,066 13.5% 11.2%

Ecopetrol Qil & Gas 2,396 2,800 HOLD 24,706 21.7% 20.3%

IS
[
N
S
o

S
w

GEB Electric Utilities 1,641 2,400 BUY 3,778 4.8 4.1 5.9 5.4 0.8 14.5% 15.9% 19.8% 6.7% 7.9%

Grupo Aval Banks 457 600 UPERF 2,734 0.3 0.3 9.5 7.1 nm nm 0.7 5.5% 6.9% 9.0% 0.4% 0.5%
ISA Electric Utilities 14,300 24,000 BUY 3,972 1.1 6.0 5.2 5.7 5.4 0.9 8.3% 14.4%  16.5% 3.4% 3.8%
Colombia Sample 1,063 1,440 54,868 6.5 5.5 4.8 4.8 0.8 10.5% 10.9%  11.0% 2.0% 2.0%
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PERU

ADTV P/E EV/EBITDA P/BV Div Yield. ROAE ROAA
Px Target Rating Mkt. Cap Local ADR 2023E  2024E 2023E  2024E LT™M 2024E 2023E  2024E 2023E  2024E

Company Sector Px Last

Alicorp Food & Beverage 6.24 7.40 HOLD 1,437 0.7 16.7 11.0 8.1 6.9 2.1 2.7% 11.3%  16.4% 2.2%  3.2%

Cementos Pacasmayo Cement & Construction 3.85 4.18 HOLD 483 0.1 0.0 9.1 8.0 6.5 6.1 1.4 8.8% 16.1% 17.5%

Enel Distribucion Peru  Electric Utilities 3.58 4.10 BUY 2,936 0.3 22.1 20.4 11.5 11.0 3.3 1.9% 15.2% 15.1% 7.7% 7.8%

Engie Peru Utilities 4.72 6.02 BUY 767 0.1 7.8 7.8 5.3 5.0 0.6 3.8% 8.0% 7.6% 4.1%  4.0%

Aenza Cement & Construction 0.60 0.75 HOLD 194 0.1 0.1 nm 10.6 2.8 2.7 0.7 0.0% -1.3% 6.1% -0.2% 1.1%

FS Banks 22.70 30.00 HOLD 2,621 0.3 1.4 7.3 5.4 nm nm 1.0 5.5% 13.2%  16.8% 1.5% 1.9%

Minsur Mining 3.90 4.08 HOLD 3,040 0.3 5.7 5.1 4.0 3.6 1.7 11.5% 31.2% 29.5% 11.3% 11.9%

Unacem Cement & Construction 1.64 1.89 HOLD 806 0.2 5.7 6.1 4.6 4.6 0.5 6.8% 9.4% 8.2% 4.5% 4.1%

Peru Sample 22,782 25,540 95,030 4.2 15.5 14.5 7.0 6.2 3.0 4.6% 15.9%  19.1% 5.8% 7.1%
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Aceros Arequipa

Rating: Hold
TP: PEN 1.19

Upgrading to HOLD

Investment Thesis

We are introducing our 2024E TP of PEN 1.19/share for Aceros Arequipa, and, as the
market price has reached our previous TP of PEN 1.14/share, we are closing our UPERF
recommendation on the name and upgrading it to HOLD. Since we made our UPERF
recommendation (in Sep-22), the stock has fallen by approximately 17%, while the overall
index has increased by 18% in the same period. Furthermore, we believe thatthe currentlow
steel prices and challenging economic scenario are mostly priced in. Our upgrade from
UPERF to HOLD is based on two factors: i) a more lateral behavior expected of the share and
ii) growth potential once the third rolling mill becomes operational.

We expect a more lateral behavior of the share. We believe the negative surprises in results
could dissipate in the upcoming quarters as we expect some relief in margins due to lower
scrap prices. Additionally, we are expecting a lateral behavior in terms of steel prices, with
current forward contracts pointing to a 1.1% decline towards Aug-24. We highlight that in our
previous update in Sep-22 the fwd curve pointed to a 7.6% drop towards Aug-23, which has
already materialized as international rebar prices have dropped 7.4% since then.

We see an upside risk in terms of our top line from the company’s rolling mill expansion,
which should be ready by 2H24, and round bars for grinding balls business line. The rolling
mill should reduce the companys dependence on imported product and shorten lead times,
which should lead to a better cost structure. Moreover, we believe the round bars for grinding
balls segment could play a more significant role going forward. We believe that the company
will startgaining more exposure to the mining sector as the construction sector weakens.

Valuation

We value Aceros Arequipa with a simplified 10-year DCF model along with a multiple
valuation. Cash flows are discounted using a 10.7% WACC as we have updated our CAPM
assumptions. The risk-free rate now stands at 3.75%, and the beta and country risk were
updated to 1.88 and 2.09%, respectively. Other assumptions include a long-term growth rate
of 2.0% and a tax rate of 29.5%. We are forecasting an EV/EBITDA multiple of 7.4x for 2024E,
which is slightly below international peers that trade at an average of 8.4x. Moreover, we
believe itis trading above its historic average because of its expected increase in scale.

E quity Research Peru
Materials

Steffania Mosquera - smosquera@ credicorpcapital.com
Bianca Venegas - biancasvenegas@ credicorpcapital.com

Stock Data

Ticker corareil pe
Price (PEN) 1.14
Target (PEN) 1.19
Total Return 8.1%
LTMRange 1.04 - 1.52
M. Cap (USD mn) 399
Shares Outs. (mn) 182
Free Float 67%
ADTV (USD mn) 0.0

Price Chart (PEN) and Volumes (USD mn)
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Valuation Summary

2022 2023E 2024E 2025E

EV/EBITDA 6.1 7.6 7.4 6.0
PE 7.4 11.6 10.1 5.4
P/CF nm 5.9 4.7 3.6
PBV 0.7 0.5 0.5 0.5
Div. Yield 9.2% 4.1% 3.5% 4.0%

Sources:CompanyReports and Credicorp Capital

P/E 12M Forward EV/EBITDA 12M Forward Relative Valuation
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Company Description

Ownership Structure

Aceros Arequipa produces, distributes and markets steel, iron and other metal products in
Peru. The company manufactures construction materials in a production plant in Pisco
(south of Lima), which has a total effective installed capacity of 1,250,000 MT /year.

Income Statement

Cilléniz

Otheors Family

40.9% 33.0%
Greenview ' Olesa
investment 4.5% 11.0%

Baertl Montori5.2% SAS
5.5%

Revenue breakdown by product (2Q23)

PEN mn 2021 2022 2023E 2024E 2025E
Revenues 5,186 5,343 4,915 4,921 4,924
Gross Profit 1,295 783 555 662 783
EBITDA 1,150 691 497 509 630
NetIncome 712 242 127 147 271
EPS (PEN) 0.7 0.2 0.1 0.1 0.1
Gross Margin 25.0% 14.6% 11.3% 13.5% 15.9%
EBITDA Margin 22.2% 12.9% 10.1% 10.3% 12.8%
Net Margin 13.7% 4.5% 2.6% 3.0% 5.5%

Balance Sheet

Others
25.4%

Merchant
bars Rebar &
8.0% Wire Rod
66.6%

Revenue breakdown by market (2023E)

Other
countries
16.1%

Peru
83.9%

Management

CEOQ: Tulio Silgado
CFO & IRO: Ricardo Guzman
www.acerosarequipa.com

Contents

PEN mn 2021 2022 2023E 2024E 2025E
Cash & Equivalents 645 632 559 548 548
Total Current Assets 3,333 3,482 3,348 3,278 3,265
Total Assets 6,312 6,799 6,895 6,871 6,886
Current Liabilities 2,256 2,625 2,578 2,564 2,568
Financial Debt 2,491 3,040 2,930 2,783 2,712
Total Liabilities 3,679 4,070 4,098 3,979 3,900
Minority Interest 0 0 0 0 0
Shareholders Equity 2,633 2,730 2,796 2,892 2,986
Total Liabilities + Equity 6,312 6,799 6,895 6,871 6,886
NetDebt [EBITDA 1.6 3.5 4.8 4.4 3.4
Financial Debt /EBITDA 2.2 4.4 5.9 5.5 4.3
Financial Debt [Equity 0.9 1.1 1.0 1.0 0.9
ROAE 29.2% 9.0% 4.6% 5.2% 9.2%
ROAA 13.1% 3.7% 1.9% 2.1% 3.9%
ROIC 20.0% 7.2% 4.3% 5.1% 7.8%
Cash Flow Statement

PEN mn 2021 2022 2023E 2024E 2025E
Initial Cash 700 645 632 559 548
Cash Flow From Operation: -366 106 514 367 411
CAPEX -313 -435 -451 -162 -163
Changes in Financial Debt 1,272 549 -110 -147 -71
Dividends (Paid) Received -330 -165 -60 -51 -59
Other CFI & CFF Items -319 -66 33 -18 -118
Changes in Equity 0 0 0 0 )]
Final Cash 645 632 559 548 548
Change in Cash Position -56 -12 -74

Sources:CompanyReports and Credicorp Capital
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Aenza

Rating: Hold
TP: PEN 0.75 (loc) / USD 3.0 (ADR)

Wait-and-see mode

Investment Thesis

We are introducing our 2024E target price of PEN 0.75/share and downgrading our
recommendation to HOLD. We have a more conservative view based on: i) lower-than-
expected results, ii) contingencies and financing pressures related to civil repair that make us
prefer to wait to see more consistent profits and iii) a potential capital increase which could
put weight on Aenza making it challenging for it to outperform the index in 2024. Despite
discounted valuations, we would rather take a wait-and-see approach as we see other
companies with clearer earnings growth paths.

The company’'s operations have not met our expectation, so we are moderating our
forecasts. In the energy segment, we believe the barrel production per day could take longer
to reach its peak as there have been delays in the campaigns due to climatic phenomena in
the past year. Additionally, we believe the Coastal El Nifio could potentially impact production
in 1H24, contributing to further delays. Moreover, the E&C segmenthas low levels of backlog
for 2025 onwards (USD 61 mn), and we believe the lack of large projects in the pipeline could
pressure the results of the segment.

We still see a clouded non-operating line. We believe the company could face some
pressure on the financial expenses front related to the fine for PEN 481 mn in civil repair.
While the first two annual payments will be made with the bridge loan, we are waiting for more
information regarding the rest of the amount Furthermore, the company has contingencies
that are not provisioned. So, we are waiting to see normalization in interestand provisions to
become more constructive on the name. On another point, we highlight we should see a
potential dilution from increase in capital.

E quity Research Peru
Cement & Construction

Steffania Mosquera - smosquera@ credicorpcapital.com
Bianca Venegas - biancasvenegas@ credicorpcapital.com

Stock Data

Ticker aenzacl pe
Price (PEN) 0.60 (loc) / 2.5 (ADR)
Target(PEN) ©.75 (loc) / 3.0 (ADR)
Total Return 25.0%
LTMRange 0.40 - 0.90
M. Cap (USD mn) 194
Shares Outs. (mn) 1,197
Free Float 70%
ADTV (USD mn) 0.1

Price Chart (PEN) and Volumes (USD mn)
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Valuation Valuation Summary
2022 2023E 2024E 2025E
We value Aenza with a SOTP in which we take into account the BV of the infrastructure and real EV/EBITDA 3.6 2.8 2.7 2.7
estate segments, while we use a DCF approach for the E&C and energy businesses. pj nm nm 10.6 9.4
Moreover, we are incorporating the fine of the civil repair as debt Note that if the capital P/CF 3.5 1.9 5 7 3.2
increase is approved in Oct-23, the company would recieve cash, which in part would be used ) ’ ’ ’
to pay financial obligations, and there would be a dilution for shareholders. While we are note  P/BV 0.9 0.7 0.6 0.6
incorporating the capital increase in our TP for 2024E, we see a downside risk in terms of Div. Yield 5.7% 7.9% 0.0% 0.0%
valuation. Sources:CompanyReports and Credicorp Capital
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Aenza

Company Description

ANNUAL INVESTOR
GUIDE 2024.

Aenza is an 88-year old Peruvian group of Engineering and Construction, Infrastructure and
Real Estate companies with permanent operations in Peru, Chile, and Colombia. It has
been listed on the Lima Stock Exchange since August 1997, and it started to be listed on

the NYSE in July 2013.

Engineering &

Infrastructure Energy A Real Estate
Construction
La Chira Linea 1 Metro de Lima Energy Cumbra Viva
50% 75% 95% 99% 100%
Unna Transporte Norvial Cumbra Ingenieria Almonte
100% 67% 89% 50%
Canchaque Survial Vial y Vives - DSD
100% 100% 94%
Morelco
100%
Ownership Structure Income Statement
Others PEN mn 2021 2022 2023E 2024E 2025E
bacifico 9.8% Revenues 4,030 4,336 3,893 4,406 3,869
Corp 1G4 Gross Profit 397 483 426 493 470
8.7% J0-1% EBITDA 463 576 527 546 550
Fratelli NetIncome -153 -405 -14 68 77
9.3% EPS (PEN) -0.1 -0.3 0.0 0.1 0.1
Gross Margin 9.9% 11.1% 10.9% 11.2% 12.2%
Pensionfunds EBITDA Margin 11.5% 13.3% 13.5% 12.4% 14.2%
42.1% Net Margin -3.8% -9.3% -0.4% 1.5% 2.0%
Backlog by business segment (2Q23) Balance Sheet*
PEN mn 2021 2022 2023E 2024E 2025E
Real Estate 2% Cash & Equivalents 957 918 977 1,145 1,273
Energy Engineering & Total Current Assets 2,892 2,792 2,890 3,202 3,087
30.0% Construction  Total Assets 5,902 5,921 6,092 6,403 6,288
34.0% Current Liabilities 2,327 2,640 2,789 2,950 2,676
Financial Debt 1,841 1,750 1,757 1,757 1,757
Total Liabilities 4,427 4,575 4,731 4,892 4,617
Infrastructure Minority Interest 254 285 290 373 456
34.0% Shareholders Equity 1,221 1,062 1,071 1,139 1,215
Total Liabilities + Equity 5,902 5,921 6,092 6,403 6,288
NetDebt /EBITDA 1.9 1.4 1.5 1.1 0.9
Management Financial Debt /EBITDA 4.0 3.0 3.3 3.2 3.2
Financial Debt /E quity 1.5 1.6 1.6 1.5 1.4
CEO: André Mastrobuono ROAE -11.8% -35.5% -1.3% 6.1% 6.5%
Finance VP: Fernando Rodrigo ROAA -2.5% -6.9% -0.2% 1.1% 1.2%

IR Manager: Paola Pastor
https:/finvestorrelations.aenza.com.pe/
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*The BS does notincorporate the debt from the civilrepair, which will be registered since 3Q23. However, we incorporate it

inourvaluation SOTP.

Sources:CompanyReports and Credicorp Capital




& CredicorpCapital
Fixed Income Research Chile
AES Andes Utilities

Baa3 /BBB-/BBB- Sandra Loyola - sloyola@credicorpcapital.com
Outlook: s /s /s

Coal-to-green strategy to continue for the long run

Investment Thesis AES Andes Bonds and comparables
The company has shown a successful execution of its Greentegra and decarbonization 800 -
strategies emphasizing its commitment to its transition goals. This ambitious plan bodes well 200 4 ?3. AES 79
for the future considering that a greener matrix will improve margins and strengthen its 2
commercial competitiveness in the long run. Net leverage sits at an elevated level (3.8x) due 600 1~ o AES 79
to the high cost of coal inventories, but the pressure on margins should gradually fade away. 500 -
- - ) - I o AES 27 EEPPME 31
Mercury, being the indirect holding, has a structurally subordinated position to AES. 400 4 . . * EEPPME 29
Meanwhile, Cochrane benefits from strong contractual terms but remains inevitably exposed AEs 27 _ ORSAPE2Z - - —====== 7"
to coal transition and counterparty risk, although coal-to-green modifications have already 3009 -7
been agreed upon. We are maintaining our OW recommendation for the 7.125 hybrid (YTM: 200 4 INRENE
14.3% | Dur 0.9) considering the high incentives for the company to execute the call. Finally, 100 2
we are looking for attractive entry points in Cochrane. BB LatAm Corporate Curve pyration
0 T T T T S
0 2 4 6 8 10
Credit Data Concerns Strengths
REG-S Notes - Capex needs in the medium term with a track - Relevant player in Chile with ~70% of
Outstanding Senior Not record of high dividends revenue coming from long-term PPAs (avg.
utstanding senior Notes - Ambitious coal-phaseout plan requiring life of 11 yr)
Closest Call Date adequate execution - Ongoing renewable transition and
Closest Maturity Date - High leverage decarbonization strategy to improve margins
and commercial competitiveness in the long
run
Z- Spread evolution Debt Maturity Profile
1,104
— AES 79 24 Cembi HY = AESGEN 27
AESAND 27 ———AES 7925
704
1700
520
1200 3 344 357
197
o0 131 77 78 76
200 Cash 2023 2024 2025 2026 2027 2028 2029 2030 2031+
%D § g ;’ é § ':“ §. @ g g 2‘ g g § 3 éﬂ %D Loans and Financing = | TM EBITDA
Amount Coupon Rating Z-spread Duration Price Carry YTW Recommendation
AES 25 USD 117mn 5.00% BBB- 510.2 1.8 91.7 0.5% 10.0% Neutral
AES 79 USD 517mn 7.13% BB 720.0 0.8 95.7 0.6% 15.2% Overweight
AES 79 USD 328mn 6.35% BB 544.4 1.3 94.8 0.6% 10.7% Neutral
AES 27 USD 318mn 6.50% BB+ 465.7 3.0 92.6 0.6% 9.1% Neutral

AES 27 USD 258mn 5.50% BB+ 408.4 1.8 94.4 0.5% 8.8% Neutral
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AES Andes

Company Description

ANNUAL INVESTOR
GUIDE 2024.

AES Andes is one of the largest generation companies in Chile with ~11% market share by
dispatch and also has a presence in Colombia and Argentina. Through its Greentegra and
decarbonization strategies, the company is successfully accelerating its transition with the goal of
having 90% of its portfolio composed of renewable generation coupled with a full exit from coal by
2027. Mercury Chile (AES 6 1/2) is AES Andes’s holding structure, and Cochrane (AES 51/2) is a
550-MW fully owned coal subsidiary with its own PPAs in place supporting the bond's cash flows.

Revenues by Type of Client Credit Metrics
2019 2020 2021 2022 LTM2Q23
Other Interest Coverage 6.0x 8.6x 10.1x 5.2x 3.9x
revenues Gross Debt / EBITDA 5.1x 3.8x 2.2x 3.3x 4.5x
4.28% Net Debt / EBITDA 4.6x 3.6x 2.1x 3.0x 4.3x
Contracted Net Debt / Equity 1.5x 1.8x 2.0x 1.9x 2.6x
evenues
oot 71.25% ST Debt / Gross Debt 6% 5% 12% 9% 16%
Revznues
24.47% Income Statement
USD MN 2019 2020 2021 2022 LTM2Q23
Net Revenues 2,412 2,507 2,771 2,579 2,740
LTM EBITDA Breakdown by Geography Gross Profit 662 892 977 699 603
Argentina EBIT 504 -55 -1,347 606 243
4% Financial Expenses 140 122 106 156 182
EBITDA 836 1,046 1,075 811 704
Gross Margin 27% 36% 35% 27% 22%
Colst;r;bia EBITDA Margin 35% 42% 39% 31% 26%
Chile Net Margin 5% -10% -38% 13% 2%
59%
Balance Sheet
USD MN 2019 2020 2021 2022 LTM2Q23
Cash 341 271 112 186 131
Current Liabilities 970 954 887 1,552 1,340
LTM Energy Generation (GWh) Total Assets 8,443 8,120 4,477 5,413 5,364
Current Liabilities 791 1,254 732 1,006 1,088
Hydro, Solar Total Liabilities 5,895 6,089 3,319 4,091 4,200
Gx Colombia Equity 2,547 2,031 1,158 1,328 1,164
28% Coal BxChlle"Net Debt 3,885 3,735 2,282 2,461 3,007
’ Gross Debt 4,226 4,006 2,394 2,647 3,139
Short Term Debt 271 191 284 248 496
Long Term Debt 3,954 3,815 2,110 2,649 2,643
Thermo Gx
Argentina Hydro & Other Gx ROAE 5% -12% -91% 26% 4%
20% Clqll/e ROAA 1% -3% -24% 6% 1%
Cash Flow Statement
USD MN 2019 2020 2021 2022 LTM2Q23
Operational Activities 564 1,053 154 163 293
Investing Activities -600 -411 -551 -432 -561
Financing Activities 62 -701 247 362 247
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Sources: Company Reports and Credicorp Capital




& CredicorpCapital

Aguas Andinas

Rating: Hold
TP: CLP 295

Equity Research Chile
Utilities

Andrew McCarthy - amccarthy@credicorpcapital.com

Improved macro backdrop and solid earnings growth already pricedin

Investment Thesis

We are maintaining our Hold recommendation and introduce a new YE2024 TP of CLP 295.
Aguas/A shares have performed very well in 2023 (+45% YTD) which we think responds to
solid earnings prints with tariff indexations -and more recently improving consumption
trends- offsetting relatively high inflation in operating costs. In addition, lower risk
perception towards utilities amid a more moderate constitutional debate and greater
consensus around respecting the current institutional framewok pertaining to water rights
has helped re-rate the shares beyond their last five-year average EV/EBITDA multiple. Better
earnings and a resumption of a 100% payout of net income have rendered the shares more
attractive for dividend investors in a falling rates environment in Chile; on our estimates we
see a 12m fwd. dividend yield of ~9% at current levels.

Tariff revision for 2025-30 cycle ahead. Investors should continue to increasingly ask about
the tariff review process for the next cycle (2025-30 period) with the final definition by the

Stock Data

Ticker aguas/a ci
Price (CLP) 282
Target (CLP) 295
Total Return 13, 4%
LTM Range 179 - 298
M. Cap (USD mn) 1.892
Shares Outs. (mn) 5.811
Free Float 45%
ADTV (USD mn) 2,2

Price Chart (CLP) and Volumes (USD mn)

regulator expected by early 2025. At this point we no longer expect any change to the 200 - - 24
minimum regulatory rate of return of 7% (real, post-tax) and we would expect an outcome L 50
that produces a high degree of continuity in prevailing tariffs. This may reduce the likelihood 150 1 Iy
of inclusion of large infrastructure investments to tackle drier conditions and to increase <
S 100 1 12 E
short-term water reserves to face extreme weather events (i.e. increase current 37-hour a
autonomy enjoyed by the Santiago metropolitan area served by the company). Finally we 50 4 8 >
think the 2Q23 miss, driven by higher-than-expected increases in operating costs, could r4
dampen hopes for improved earnings ahead, which would tend to keep the shares more 0 T T T 0
rangebound from here, in our view. Sep-22 Jan-23 May-23 Sep-23
— Aguas-A IPSA
Valuation Valuation Summary
2022 2023E 2024E 2025E
Our YE2024 TP is CLP 295/sh. At the Dec-24 valuation date, we apply an 8.5x 12m fwd. EV/EBITDA 7,9 8,7 8,3 7,9
EBITDA multiple to our 2025 EBITDA estimate of CLP 355 bn, which implies CLP 295/sh  p/g 13,9 11,3 10,5 10,1
(+20% vs prior TP of CLP 245/s_h). The 8.5_>x mL_JItlpIe is above the last five-year average_ of P/CF 7.8 11,3 11,5 10,9
12m fwd. EV/EBITDA of 8.0x, which we believe is warranted due to the more amenable risk
environment for regulated utilities in Chile. We have also tweaked up slightly our EBITDA P/BV 1,4 2,0 1,9 1,9
estimates by +3% and +5% for 2023 and 2024, respectively. Div. Yield 6,6% 7,0% 8,9% 9,9%
Sources: Company Reports and Credicorp Capital
P/E12M Forward EV/EBITDA 12M Forward Relative Valuation
20 - 12 14
15 12 Sabesp Aguas
g 10 Andinas
10 Q8
5 o 6 . En.el
4 Sanepar Chile
0 T T | 4 T T | 2
Sep-21 Sep-22 Sep-23 Sep-20 Sep-21 Sep-22 Sep-23 2 4 6 8 10
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Aguas-A

ANNUAL INVESTOR
GUIDE 2024.

Company Description

Ownership Structure

Aguas Andinas holds the perpetual water and sewage concessions in most of the
Santiago metropolitan region. It serves ~2.3 mn customers and operates in a highly
regulated environment. The sector regulator, the SISS, sets Aguas Andinas's tariffs for 5-
year periods based on a model company framework. Aguas Andinas, historically, has been
arelevant dividend play in the IPSA index.

Income Statement

CLP mn 2021 2022 2023E 2024E 2025E
Revenues 506.460 575.465 647.862 680.189 708.045
Ozgfurs EBITDA 262.818  290.762  322.904  340.277  354.791
EBIT 193.623 215.950 248.641 264.720 276.531
Net Income 100.645 85.249 152.682 164.222 171.327
IAM 50% EPS (CLP) 16 14 25 27 28
EBITDA Margin 51,9% 50, 5% 49, 8% 50, 0% 50,1%
EBIT Margin 38, 2% 37,5% 38,4% 38,9% 39,1%
Chile PFs Net Margin 19, 9% 14, 8% 23,6% 24,1% 24,2%
5% Corfo 5%
Revenue Breakdown (2022) Balance Sheet

CLP mn 2021 2022 2023E 2024E 2025E
Other Unregulated 10,6% Cash & Equivalents 163.513 179.335 184.644 162.127 130.333
regulated Fixed Assets 1.660.158 1.713.897 1.774.633 1.838.127 1.903.088
2,8% Total Assets 2.229.222 2.379.350 2.482.132 2.539.512 2.586.815
Water Other Liabilities 233.574  243.205 273.802 287.464 299.236
40,3% Financial Debt 1.153.099 1.297.253 1.334.967 1.364.871 1.396.138
Total Liabilities 1.386.674 1.540.458 1.608.769 1.652.336 1.695.374
Minority Interest 27 30 30 31 32
Sewage Shareholders Equity 842.520 838.862 873.333 887.146  891.409
46,3% Total Liabilities + Equity 2.229.222 2.379.350 2.482.132 2.539.512 2.586.815
Net Debt /EBITDA 3,8 3,8 3,6 3,5 3,6
Operating Costs Breakdown (2022) Financial Debt /EBITDA 4,4 4,5 4,1 4,0 3,9
Financial Debt /Equity 1,4 1,5 1,5 1,5 1,6
ROAE 12,0% 10,1% 17,8% 18,7% 19,3%
Others Materials ROAA 4,6% 3,7% 6,3% 6,5% 6,7%
44% 28% ROIC 9,1% 11,8% 10, 0% 9,7% 9,8%

Cash Flow Statement
CLP mn 2021 2022 2023E 2024E 2025E
Employees Initial Cash 174.946 163.513 179.335 184.644 162.127
Bad debts 5% 23% Cash Flow From Operation:  214.858 206.724 258.519 266.943 278.493
CAPEX -154.239 -141.938 -135.000 -139.050 -143.222
Management Changes in Financial Debt 83.305 144.154 37.714 29.904 31.267

CEO: Daniel Tugues
CFO: Miquel Sans
IRO: Denisse Labarca
www.aguasandinas.cl

Contents

Dividends (Paid) Received -105.182 -78.000 -118.210 -150.409 -167.064

Other CFI & CFF Items -50.175 -115.118 -37.714  -29.905 -31.268
Changes in Equity 0 0 0 (0} 0
Final Cash 163.513 179.335 184.644 162.127 130.333

Change in Cash Position -11.432 15.822 5.309 -22.518 -31.794

Sources: Company Reports and Credicorp Capital
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Alicorp

Rating: Hold
TP:PEN 7.4

Equity Research Peru
Food & Beverage

Rodrigo Godoy - rgodoy@credicorpcapital.com
Claudia Raggio - craggio@credicorpcapital.com

Focusing on core tier CGPs in Peru amid a challenging consumption
landscape and very low crush margins. Downgrading to Hold.

Investment Thesis

We are downgrading our recommendation for Alicorp from Buy to Hold and introducing a new
2024YE TP of PEN 7.4/share. In TH23, our thesis on Alicorp as a defensive player to deal with
a deteriorated economic scenario failed as a result of several unexpected events. We refer to
logistical disruptions, protests, climate events, a greater impact of inflationary pressures on
disposable income and a sharper-than-anticipated drop in the contribution to EBITDA of the
crushing business due to lower crush margins related to a reduction in agricultural commodity
prices (the contribution to EBITDA from the crushing business is expected to be near zero this
year after a record-breaking 2022). We now forecast a drop of 20% in EBITDA for 2023 (23%
cut from our previous estimate).

Next year is not exempt from risks. The company'’s strategy of focusing on core tier products
whose flagship brands are more profitable has enabled it to report improved operating
margins per ton ex-crushing in 1H23 (a remarkable achievement amid a prolonged period of
weakening private consumption in Peru). However, we expect that the CGP division in Peru will

Stock Data

Ticker alicorc1 pe
Price (PEN) 6.2
Target (PEN) 7.4
Total Return 21.3%
LTM Range 6 -7
M. Cap (USD mn) 1,437
Shares Outs. (mn) 847
Free Float 44%
ADTV (USD mn) 0.7

Price Chart (PEN) and Volumes (USD mn)

deliver EBITDA below the 2022 level. Regarding the crushing business, we estimate that it 170 A r 8
could report EBITDA like what was observed in 2020 (~80% below the 2021-2022 period). On I
a consolidated basis, while we expect a double-digit recovery in EBITDA next year (downward 4, |
revision of 15%), it will not be enough to reach the 2022 level. The downside risks are the w 4 €
possibility of a strong El Nilo phenomenon towards the end of 2023 or early 2024 in Peru and 20 | 2
an undesired impact from the company’s commercial strategy on its market share in the 0 F2 =
traditional channel. Finally, there is low visibility regarding the impact on profitability and
indebtedness associated with the potential acquisition of Refineria del Espino S.A. (a 20 T T Y
controlling-shareholder-related entity). Sep-22  Jan-23  May-23  Sep-23
—— Alicorp —— S&P/BVL Gen
Valuation Valuation Summary
2022 2023E 2024E 2025E
At our new TP of 7.4/share, Alicorp’s shares would trade at ~7x EV/Fwd EBITDA, which is in EV/EBITDA 6.1 8.1 6.9 6.2
line with its 5-year history. While we acknowledge that current valuations appear attractive on PIE 11 167 11 1
a historical basis and relative to peers, we believe that the decreased stock liquidity resulting / -0 6. -0 9.
from relevant corporate events (last year’'s buyback program and a recent tender offer) may p/cF 4.3 19.2 6.1 6.8
keep valuations at a discount.
P/BV 2.0 1.9 1.7 1.5
Div. Yield 3.7% 4.0% 2.7% 4.1%
Sources: Company Reports and Credicorp Capital
P/E 12M Forward EV/EBITDA 12M Forward Relative Valuation
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Company Description

(]

AI ICO rp Alicorp is the leading Peruvian consumer goods company in branded products, with
operations in Peru, Bolivia, Ecuador and Chile. Over the last few years, it has acquired a
consumer goods and crushing business in Bolivia and a home & care player in Peru,
consolidating its position in both countries. It has over 100 leading brands across different
tiers and categories. In addition, and through a B2B platform it serves industrial clients an
the Horeca channel. Finally, Alicorp owns Aquafeed through which produces shrimp feed in
Chile, Ecuador, Peru and Honduras, and salmon feed in Chile.

Ownership Structure Income Statement
PEN mn 2021 2022 2023E 2024E 2025E
Revenues 12,228 15, 406 14,867 15,415 16,292
Gross Profit 2,396 2,762 2,554 2,807 3,021
O;Q‘;:s EBITDA 1,311 1,622 1,285 1,510 1,670
Net Income -34 524 319 484 586
EPS (PEN) -0.04 0.6 0.4 0.6 Q.7
Grupe ROMET© “Gross Margin 19.6% 17.9% 17.2% 18.2% 18.5%
EBITDA Margin 10.7% 10.5% 8.6% 9.8% 10.2%
Treasyry Shares Net Margin -0.3% 3.4% 2.1% 3.1% 3.6%
Revenue breakdown by segment (LTM) Balance Sheet
PEN mn 2021 2022 2023E 2024E 2025E
Crushing Cash & Equivalents 905 940 549 816 860
18% Total Current 