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External deficits in LatAm will linger on the high side
yet remain sustainable

External deficits in the region will still be marked by the low prices of certain
key export commodities

External accounts will continue to show deficits in almost all of the region’s countries (except Chile and
Paraguay), hit by the fall in commodity prices in the region. Specifically, we estimate that the external deficit
will widen in Argentina and Colombia in 2015 (and Argentina again in 2016). What prompts this forecast of a
higher deficit is, in Argentina’s case, the implicit scenario of exchange controls being partly removed, leading
to a surge of imports. With regard to Colombia and Mexico, as was mentioned in Section 4, they will be
especially affected by the lower oil price, which will not be successfully offset by the rise in non-traditional
exports in Colombia, or manufacturing exports in Mexico, even within the context of currency depreciation.
Meanwhile we expect a lower deficit in Peru, Uruguay and Brazil® (see Figure 4.6). This smaller expected
deficit is associated with the expected depreciation of their currencies and the lower level of economic
activity, which will imply lower imports over the year, and, in Peru’s case, also factors-in the anticipated
increase in mining production from 2Q. The only country in the region where we are standing by our forecast
of a current account surplus is Chile, where it will be around 1%, and in this case, even though a slowdown
in activity will lead to less imports, this effect will also be offset by lower copper prices.

These current account deficits will still be considerable in Colombia, Peru, Uruguay and Brazil in 2015, but
they will have to begin to come down towards 2016, particularly in Colombia and Brazil. For the region as a
whole it will be somewhat larger than in 2014, but then start to close up from 2016 as key projects come on-
stream (such as the mines in Peru and those associated with the energy reform in Mexico) and world
demand picks up, with the impact this will have on the regions products, even taking into account the fact
that the slowdown in growth in China will persist.

The region’s vulnerability to the exterior remains limited, although there is a
greater reliance on short-term funding

In spite of everything the region’s level of vulnerability is still low: deficit financing continues to come mainly
from FDI, although this is less ample than it was a few years ago. In 2012 and 2013 FDI was enough (with
the exceptions of Mexico in 2012 and Brazil in 2013) to cover external deficits, even though, according to the
latest available data, this has not been the case in Chile (see Figure 4.8). This lower proportion of FDI is
associated with both the lower growth expected for the region and lower commodity prices, which accounted
for a substantial part of FDI in the exporter countries.

For 2015 we estimate that this trend will continue in most countries. The lower proportion financed from FDI
implies that it is now short-term capital which is financing the bulk of the deficit, which could represent a
weak point in the medium term in any scenario of a sudden exit of capital. For the time being though, this
vulnerability is manageable.

9: Here it is worth noting the situation in Brazil, where methodology has been revised, meaning that it is not possible to compare the previous series with
the new set, nor, by extension, prior estimates with new ones either.
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Figure 7.1
Current account (% of GDP)
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* Change of series on account of a shift in methodology by the BCB:

the new series is not comparable with the previous set.
Source: BBVA Research
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Figure 7.2
Current account deficit and FDI,
(cumulative % of GDP over past four quarters)
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Data available for 1Q15 for Brazil, Chile and Mexico. The statistics
for Brazil for 2015 are not comparable with previous figures, given
the change of methodology by the BCB.

Source: BBVA Research and national statistics.
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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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