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4 Latin America’s growth will remain low in 2015 and
pick up in 2016, yet it will still remain below potential

Private-sector domestic demand continues to flag, dogged by poor
confidence indicators

The region’s confidence indicators continued to point to pessimism over the first quarter of the year,
particularly from the standpoint of producers. In Brazil, Mexico and Peru, producer confidence took a notable
turn for the worse coming into the year, while in Chile, Colombia and Peru this happened too among
households (see Figures 4.1 and 4.2). Among the factors behind such gloomy sentiment are i) the increase
in political ructions in certain countries, ii) uncertainty with regard to economic policies, including reform
processes in some economies, and iii) the cyclical decline, with an impact on the prospects for disposable
income and returns on investment, which are to a large extent influenced by a less bright external
environment, where a key factor has been the drop in commodity prices. On the other hand, it is worth
mentioning the cases of Argentina and Mexico at this point, where consumer confidence has improved
considerably in recent quarters (and even significantly since 2013 in Argentina), and Brazil, where it is
holding relatively unchanged, though far below the levels of 2013. Looking at business confidence, this has
improved in Colombia, and although it has in Chile too, it is still in pessimistic territory.
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On the other hand, there was a notable YoY contraction of domestic demand in 1Q, which is something that
has been influential in the substantial slowdown in GDP: from YoY growth of 1% for domestic demand in the
region in 4Q14, we estimate that this has sunk to -0.1% in 1Q15 (see Figure 4.3).

This slowdown in domestic demand has been particularly significant in investment (see Figure 4.4), a
component which strayed from its path of recovery in early 2015, as a result of the sluggishness at large,
especially in the Andean countries and Mexico. In Chile the waning investment there has been associated
with transitory factors linked to the stormy weather in the north of the country in March, as well as lower
private investment, partly on account of the uncertainty surrounding the process of approving the reforms.
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Furthermore, the slowdown in the mining cycle associated with the lower copper price, among other factors,
has not been made up for by the increased investment in other tradable sectors. In Colombia, Mexico and
Peru the main problem has been the poor level of execution of public investment in addition to the lethargic
recovery of industry in spite of currency depreciation. In Peru’s case, as with Chile, the correction of the
copper price has also slowed the mining investment cycle. In terms of private investment, certain economic
agents are likely to have brought forward a portion of the investment planned for 2015 to 4Q14, thereby
avoiding higher future costs of imported assets. With respect to public investment Peru stands out, as this
item contracted by around 25% YoY in the first quarter of the year, while private investment dropped 3.9%,
which marked the fourth quarter in a row of setbacks.

Figure 4.4
Figure 4.3 LatAm: investment and private consumption
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Meanwhile private consumption has kept up modest growth in recent quarters, showing 1.2% in 2014, which
was below the average of 2.7% for the region in 2013, plagued by the lower confidence levels (Brazil, Chile)
and labour market weakness (Brazil, Chile, Mexico), which, in combination with the high inflation level in
Brazil, have undermined household disposable income.

There are, however, major differences among the regions, which has been the consistent factor in the last
few quarters: whereas for the Pacific Alliance countries domestic demand will show growth of about 1.6%
YoY for 1Q15, for the Mercosur economies this will be a fall of around 2.3% YoY. This difference for the
domestic demand indicators is a determining factor in expected GDP growth for 1Q, which we estimate was
0.2% for the region on aggregate, -1.7% in the Mercosur block (although there was growth in Uruguay and
Paraguay) and 2.5% in the block comprising the Pacific Alliance countries (see Figure 4.8).
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Exports have suffered from the impact of the fall in commodity prices,
although one or two supply-side shocks still persist as well

Export indicators continued to slip back in 1Q15 with respect to the previous year, to a large extent caused
by the lower prices of key exports, especially commodities (see section 3). This trend was intensified in
Chile, Peru and, conspicuously, Colombia, while in Mexico manufacturing exports failed to offset the
nosedive in oil exports, which made the overall variation for exports slightly negative (see Figure 4.5).
Colombia, Mexico and Brazil were especially hit by the 1Q deterioration in their terms of trade. With respect
to Brazil, foreign sector weakness fuels the same situation in Argentina, and vice versa successively, despite
the depreciation in their currencies.

In Peru and Chile, supply-side problems which began in 2014 continued to blight their extractive sectors
mostly, in a situation that was exacerbated by the lower commodity prices. Here it should be recalled (see
Section 2) that commodity prices have been somewhat slower than expected in recovering, which has hit
Colombia and Mexico particularly hard given the importance of oil in their export mix (50% and 10% of
exports respectively).

Figure 4.5
Exports Figure 4.6
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We have revised our growth forecasts for LatAm in 2015 and 2016 to 0.6%
and 2.1%, mainly on domestic demand weakness and a larger-than-expected
impact of Brazil's economic policy correction.

The performances of domestic demand and the export sector led to negative surprises as regards the growth
forecast for 4Q (except for in Argentina and Chile) and have prompted us to revise our 1Q forecasts
downwards, in some cases significantly. Based on data published as of 1Q for Brazil, Chile, Mexico and
Peru, our seasonally adjusted analysis (which allows a quarter vs. previous quarter comparison) throws up
results which are far below those anticipated for the last two of these countries (Figure 4.7). We have thus
revised our growth estimates for 2015 downwards, and in some cases those for 2016 as well. Besides the
knock-on effect from the lower growth in 1Q, this revision arises due to i) the greater impact of the
macroeconomic policy correction in Brazil, which will also have a sizeable effect on Mercosur countries, as is
examined in Box 1; ii) the weak private sector growth, where the drop in investment mentioned in the
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previous section will take a little more time to be restored, to which we should add the expected effect on
consumption which is foreseeable given the loss of optimism in several economies; iii) the political ructions
and uncertainty surrounding certain reform processes in Andean countries, and iv) the public spending cuts
in Mexico and Colombia to abide by their fiscal rules.

We have revised downwards our growth forecasts for 2015 for all countries except Paraguay. These are
particularly significant cuts for Peru (-1.7pp), Brazil (-1.3pp), Mexico (-1.0pp) and Colombia (-0.5pp), and
more discreet for Argentina and Uruguay. For 2016 we have also trimmed our growth forecasts for Peru (-
1.0pp), Mexico (-0.7pp) and Colombia and Chile (-0.4pp). Growth for the region as a whole in 2015 would
therefore come down from 1.5% estimated a quarter ago to a forecast of 0.6% now, while for 2016 estimated
growth is reduced from 2.4% in February to 2.1% now.

Figure 4.7
LatAm: GDP growth estimated in January and

May (% QoQ)

Figure 4.8
LatAm: GDP growth (% YoY)
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For Peru the revision of its growth forecasts comes after the sharp contraction in investment (particularly in
the public sector) as well as the slowdown in household consumption. Among the sectors most affected are
construction and non-primary manufacturing, by the weakness of domestic demand. Towards 2016 private
spending weakness will persist in a climate where the implementation of counter-cyclical public policies has
run up against problems, which has hampered growth.

For Brazil we have brought down forecast growth for 2015 from 0.6% three months ago to our current level
of -0.7%. Among the factors behind this are i) the deterioration in the terms of trade; ii) more restrictive fiscal
and monetary policy than we anticipated three months ago; iii) the large rise in inflation and its effect on real
wages and production costs; and iv) the Petrobras crisis and its impact on investment and sentiment. As for
Mexico, we are downgrading our growth estimate for 2015 from 3.5% previously to 2.5%, as a result of i) the
deterioration in the oil price and production platform; ii) a poor 1Q performance by the US economy, partly
associated with a harsher-than-expected winter; iii) the weakness of the domestic market, with a slow
recovery in the construction sector, and iv) the public spending cuts and the delay in the bidding process for
contracts within the energy reform™.

1: Up to now the National Hydrocarbons Commission (the CNH) has issued the bidding guidelines for three out of the five stages which make up Round 1
of the energy reform. The two other stages concern deep water fields and unconventional resources. In both cases the date for invitations to tender has still
not been set and indication has been given that the tenders have been postponed owing to the low oil price.
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In Colombia and Chile, as with Peru, the revision is linked to the prospect of lower investment, which will take
a bit more time to recover, and the half-heartedness of private consumption, to which should be added, on
the one hand, the adverse effect on consumption that will come from the loss of optimism, and on the other
hand, the political ructions and uncertainty emerging from certain reform processes.

The Pacific Alliance countries will continue to be the most dynamic, though
still below their potential in 2015 and 2016.

Even so, the Pacific Alliance countries will be the most active by a long way. The end of 2014 and the start of
2015 will be the floor for growth but this will continue to be positive and show a rising trend, albeit below their
potential. By way of contrast, the countries in the Mercosur block will remain in the downturn that began in
2Q14 and which we predict will continue over the rest of the year (see Figure 4.8).

By individual country, Paraguay, Peru, Chile and Colombia will stand out as those showing the most growth
in the region over 2015-2016, while Chile (1pp), Peru (0.7pp) and Mexico (0.4 pp) are notable for rallying
with respect to 2014. On the other hand, in Colombia the correction with respect to 2014 will be the most
significant (1.4 pp), followed by Brazil (0.9pp), but even so, Colombia will still be one of the countries with the
most growth in the region.

Figure 4.9
LatAm countries: GDP growth (% YoY)
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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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