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1. Summary

Financial markets in South America recovered the losses suffered after the elections in the US. The
recovery was undoubtedly supported by higher commaodity prices, which offset the increase in long-term US
interest rates. In contrast, in Mexico, the exchange rate and asset prices continued to be pressured by
uncertainty about US economic policies.

South America will recover in 2017 after a 4-year slowdown, but in Mexico, the shock of US policy
uncertainty is being received in full. Confidence indicators plummeted in Mexico on the outcome of the US
elections, while in South America they began to recover, especially for households, although in general they
remain at pessimistic levels. The different response to uncertainty about US policies marks the divergence in the
dynamics of growth in the two areas of Latin America. Both South America and Mexico will grow 1% in 2017, but
in South America this represents a turning point after 4 years of slowdown and a negative growth of -1.4% in
2016. In Mexico, on the other hand, uncertainty about US policies will affect investment, which together with a
more restrictive monetary policy and a deceleration in consumption because of the higher inflation brought on by
the peso’s depreciation, will generate a deceleration in economic activity in 2017 compared to a growth rate of
about 2.3% in previous years. We anticipate that both regions will grow by about 1.7% in 2018.

Figure 1.1 Inflation will increase strongly in Mexico, but will
continue to decline in South America. Inflation in

Latam: GDP growth (%) ] ) ]
Mexico will be driven by the strong exchange-rate
\ depreciation, which will take it well above Banxico’s target
28 NgP 25 range in 2017. In turn, the differential behaviour of the

W exchange rate in South America (where it will remain

stable or with limited depreciations) will allow inflation

-03 rates to continue to decline and converge to central bank

4 targets. In turn, the divergent trajectory of inflation

between Mexico and South America will also be reflected

A O RN B O R N W Ao

in the tone of monetary policy, more accommodating in
2012 2013 2014 2015 2016 2017 2018 2019

- _ South America (where interest rate cuts will continue in
Latam* —a— Pacific Alliance Brazil

2017), while it will tighten in Mexico, where we anticipate

* Weighted average of Argentina, Brazil, Chile, Colombia, Mexico, . . . . . .
Paraguay, Peru, Mexico, Uruguay and Venezuela, Banxico will continue to raise interest rates in 2017.

Source: BBVA Research

The risks around this growth forecast are still biased downwards. On the domestic side, the main risks
are related to political noise (increased by ongoing corruption investigations in several countries), which
interact with a very dense electoral cycle in the region, with important elections in 2017 or 2018 in almost all
countries. Likewise, the delay in key infrastructure works in some countries may affect not only growth (due
to the lower contribution to demand), but also the confidence of companies and families. On the external
side, the risks focus on the uncertainty about the economic policies that the new US administration will
eventually implement (especially but not exclusively, the risk of increased protectionism), as well as the
process of reducing macroeconomic imbalances in China, which could severely affect growth in that country.
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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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