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1 Overview 

We have revised our world growth forecast for 2015 to 3.5%, 0.1pp less than predicted in February, 

whereas we have raised our estimate for 2016 a shade to 3.9%. The downward revision for 2015 is to a 

large extent because of the slowdown in world growth in 1Q, the brief slowdown in the United States, and the 

decline in activity in certain key emerging markets. In a scenario of gradual, trend slowdown in China, the 

emerging economies should reverse their current deceleration thanks to the pull effect from the developed 

economies, the slow but sure rise in commodity prices, and a potentially more restrained rate hike than in 

previous Fed normalisation processes. 

The volatility in the region’s financial markets continued, strongly influenced by the revisions to 

forecasts regarding the start of the Fed’s rate hike. Prices of the major financial assets and interest rates 

continued to weaken until mid-March, when they began to tick up again (without fully making up the lost 

ground) as the belief took hold that the Fed’s rate adjustment would be later and more gradual than was 

anticipated coming into the year. Looking ahead, the volatility in financial markets will continue as activity 

and employment figures in the United States go on altering expectations concerning the beginning of the Fed 

rate hikes.  

Meanwhile, commodity prices have stayed at modest levels, with one or two upturns in oil and 

copper. Part of the price rises related to supply fundamentals, but they were also influenced by a bit of dollar 

depreciation at the start of 2Q, in line with the other financial assets in the region. 

In a context of virtually general weakness in the confidence indicators, we have revised our growth 

forecasts for Latin America downwards, to 0.6% in 2015 and 2.1% in 2016. The downward revision has 

been brought about by i) lower-than-expected growth in 4Q14 and 1Q15; ii) the decline in household and 

business confidence, caused by an escalation of political ructions and uncertainty over the economic policies 

in a number of the region’s economies, which has weighed on private-sector consumption and investment, 

and iii) the fall in public expenditure in certain major economies in the region, such as Brazil, Mexico, 

Colombia and Peru. The increase in LatAm growth in 2016 should be driven by i) dynamic external demand 

in step with the increase in world growth; ii) the boosting of public investment, especially among the Andean 

economies, and iii) a milder macroeconomic adjustment in larger economies such as Brazil. 

By countries, the downward revision to 2015 growth forecasts is concentrated in particular among 

Brazil, Mexico and Peru, although it affects almost all of the region’s economies. In Brazil, the lower 

growth forecast (-1.3pp in 2015, to -0.7%) arises due to a stronger-than-expected macroeconomic 

adjustment, higher inflation and uncertainty overshadowing the crisis affecting Petrobras. The sharp shift in 

Brazil’s growth should have a significant spill-over effect, basically on Argentina, Paraguay and Uruguay, 

although this will be minimal in relation to the other economies in the region (Box 1). Besides Brazil, the 

downward revisions to forecasts are also very substantial for Mexico (-1pp, to 2.5%, partly from the oil price 

slide, the weak 1Q growth in the United States, and the public expenditure adjustment) and Peru (-1.7pp to 

3.1%, hindered by low confidence and delays in public investment).  

Unevenness will continue to prevail in the region and it will still be the Andean countries and 

Paraguay which grow the most in 2015 and 2016. The Pacific Alliance will carry on growing at 2.7% in 

2015, much as it did the previous year, and growth will then increase to 3.2% in 2016, above the regional 

average, although below its potential, which we estimate to be slightly over 4%. Notable above other cases 

will be the surge in growth in Peru and Chile over 2014-16, at rates of 2.2pp and 1.6pp respectively (see the 

tables of forecasts in section 9). 
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Inflation rose in the region in spite of the cyclical weakness, but it should come back to central bank 

target levels at the end of 2015 or 2016, except in Brazil and Uruguay (although it will be within the 

target range in Brazil). With the exception of Mexico, inflation at the end of 1Q was above our estimate of 

one year ago and also three months back, due to the currency depreciation (especially in Peru and Chile) as 

well as idiosyncratic factors, which include tax hikes (Chile, Brazil), the rise in administered prices (Brazil), 

food price shocks (Peru and Colombia) and inertia-related factors (Uruguay and Brazil).  

Despite the cyclical weakness, the window of opportunity is closing up for a cut in interest rates by 

the Andean central banks given the persistence of inflation (and in Peru, the exchange-rate volatility). 

This means that instead of the interest rate cuts in the Andean countries which we were counting on three 

months ago, the most likely occurrence if that rates will be kept at current levels until at least mid-2016. With 

respect to Brazil, the inflation shocks and the need to restore the credibility of monetary policy will force a 

larger-than-expected rate hike. In conclusion, given the synchronisation of activity in Mexico and the United 

States we still anticipate a rise in Mexican rates that shadows the course taken by the Fed very closely.  

On the other hand, the depreciation pressure on the currencies will continue due to the uncoupling 

of the Fed rate with hikes and still sizeable external deficits. The recent currency depreciation in the 

region (only slightly corrected by dollar weakness since April) has arisen in spite of exchange rate 

intervention by some economies in the region (Peru). Looking ahead, currency markets will continue to be 

very much conditioned by the Fed’s monetary policy normalisation strategy and movements in commodity 

prices, which suggests to us that further spells of volatility are highly likely. Despite some occasional 

currency appreciation in certain countries (mainly in Chile and Colombia), partly due to greater support from 

copper and oil prices, in many cases currency depreciation will persist over the forecast horizon, particularly 

in Brazil, Peru and Paraguay. 

The low prices of the main export commodities will keep external deficits at high levels in the region. 

External balances will continue to show deficits (except for Chile and Paraguay), although there will be a 

certain narrowing of deficits in Peru, Uruguay and Brazil due to currency depreciation and domestic demand 

weakness. Even so, these factors in Colombia and Mexico ought not to be enough to counteract the effect of 

the fall in the oil price. In spite of the lower weight of foreign direct investment (FDI) as a source of financing 

to plug the external deficit, in general the region’s vulnerability to the world outside remains limited. 

Prospects for fiscal balances are still unchanged with respect to the situation three months ago, 

except as regards Brazil, where the public deficit is likely to be significantly larger than expected. The 

increase in the forecast for the public deficit in Brazil in 2015 (from an estimated -4.4% in January to -5.6%) 

is despite the bigger macroeconomic correction underway and partly because of the deterioration in forecast 

growth as well as the rise in interest rates on debt. 
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DISCLAIMER 

This document has been prepared by BBVA Research Department, it is provided for information purposes only and 

expresses data, opinions or estimations regarding the date of issue of the report, prepared by BBVA or obtained from or 

based on sources we consider to be reliable, and have not been independently verified by BBVA. Therefore, BBVA offers 

no warranty, either express or implicit, regarding its accuracy, integrity or correctness. 

Estimations this document may contain have been undertaken according to generally accepted methodologies and 

should be considered as forecasts or projections. Results obtained in the past, either positive or negative, are no 

guarantee of future performance. 

This document and its contents are subject to changes without prior notice depending on variables such as the economic 

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

BBVA accepts no liability for any loss, direct or indirect, that may result from the use of this document or its contents. 

This document and its contents do not constitute an offer, invitation or solicitation to purchase, divest or enter into any 

interest in financial assets or instruments. Neither shall this document nor its contents form the basis of any contract, 

commitment or decision of any kind.  

In regard to investment in financial assets related to economic variables this document may cover, readers should be 

aware that under no circumstances should they base their investment decisions in the information contained in this 

document. Those persons or entities offering investment products to these potential investors are legally required to 

provide the information needed for them to take an appropriate investment decision. 

The content of this document is protected by intellectual property laws. It is forbidden its reproduction, transformation, 

distribution, public communication, making available, extraction, reuse, forwarding or use of any nature by any means or 

process, except in cases where it is legally permitted or expressly authorized by BBVA. 
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