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1. Summary

Economic growth continues to strengthen worldwide i n an environment in which both confidence and globa |
trade are improving , the latter aided by monetary and fiscal incentives in China. There is also somewhat greater
clarity regarding the US economy: the scenarios that augured a speedy recovery of inflation endorsed by a fiscal
boost or a swift turn towards protectionism are at present less likely (or will at least will be held off). This, along with
the tranquillity apparent on global financial markets, has encouraged the central banks of the more developed
economies to gradually progress towards stabilisation in their monetary policies. Looking ahead, our baseline forecast
considers that the international setting will continue to be relatively positive for the Peruvian economy. The US will
consolidate its recovery over the 2017/18 period at a sustained growth rate of 2.3% to 2.4%. Meanwhile, Latin
America will start to expand again this year, an expansion that will speed up next year. The eurozone will progress
slightly beyond its potential, whereas China will continue to parry its exposure and moderate its growth rate to more
sustainable values. Given such a context, the FED will continue stabilising its monetary position, albeit gradually, with
two further increases to its rate policy this year and another two in 2018, until it stands at 2%.

On the domestic front, we have revised our growth p rojection for this year by a percentage point to 2. 5%. This
adjustment reflects the fact that the three local risks we indicated in our February report have finally materialised: the
weather problems continued and had a significant impact on economic activity, particularly in March, the delay in the
major infrastructure construction projects continued, meaning they will fail to contribute GDP growth this year and
finally, business confidence dropped even further and is now viewed with pessimism. There was also a twenty-day
strike in the biggest copper mine in the country — Cerro Verde — while mining investment continued to fall. The
measures announced by the government to boost public expenditure and to restore and rebuild infrastructure
damaged on account of the weather problems somewhat offset the downward revision of the GDP growth for 2017.
Accordingly, the greater public expenditure this year will constitute an important basis for growth on the demand side.
For 2018, in a context in which mining activities bounce back owing to the stabilisation of weather conditions,
reconstruction work on the damaged infrastructure caused by the latter is increasingly noted and the construction of
major infrastructure projects accelerates, we have raised the GDP growth forecast by 0.3% to 3.9%.

The boost that public expenditure will afford growt h on the demand side means that the fiscal consolid ation
process in our projections will be put back. We expect the deficit to hover around a level equivalent to 3% of GDP,
in both 2017 and 2018 (2.6% in 2016), which stands above that which was agreed with parliament last year (2.5% in
2017 and 2.3% in 2018), a target which, at least for the time being, is holding up. However, any deviation that may
arise will, we feel, be related to servicing the emergency situation caused by a natural disaster and, afterwards,
restoring or rebuilding the damaged infrastructure. This does not reflect bad fiscal behaviour. Quite the contrary, the
government seems to be strongly committed to the sustainability of public finances, as attested to by the adjustment
made in the final quarter last year to guide deficit towards consolidation, despite the cost in terms of lower economic
growth. Our fiscal estimates for Peru in 2017, 2018 and thereafter, continue to compare well against the other big
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Latin American economies and suggest that gross national debt will not exceed a level equivalent to 28% of the GDP
in the next five years.

As far as local financial markets are concerned, th ey have performed well so far this year.  This has given rise to
a context in which the international prices for the metals that Peru exports, such as, for example, gold and copper,
have been high, thus favouring the improvement in the trade balance. This is also a context in which the gradual pace
of the monetary adjustment in the more developed economies has continued to inspire a strong appetite for investors
in Peruvian financial assets. The local currency has appreciated by over 3% so far this year. We expect, however, that
this will tend to depreciate from here on in, albeit to a limited extent and most likely more clearly in the second half of
the year, closing at 3.35 to 3.40 soles per US dollar. This forecast is in keeping with the expectation that in the coming
quarters, capital inflows to emerging economies will tend to slow down in an environment where the FED gradually
raises interest rates and the central banks of other developed countries start to consider reducing their quantitative
easing. It is also consistent with the fact that monetary policies in the emerging countries — particularly in Peru — are
being rendered more flexible. The increase in the exchange rate will be limited, as the smaller gap between the
interest rates in the local and foreign currency will be offset by the improvement to the trade balance (mainly because
copper production will continue to rise throughout the rest of the year, albeit at a more moderate pace).

As far as prices are concerned, we expect inflation to remain above the 3.5% mark in YoY terms untilt  he third
quarter, thus deviating from the Central Bank's tar  get range. This forecast takes two factors into account. Firstly,
even if there is little room for any additional rises in the international oil price, the YoY comparison will continue
pushing inflation upwards (by way of local fuel prices), especially in the course of what is left of the first half of the
year. And secondly, even though the recent rises in food prices (on account of the weather problems) are provisional,
and as such should fall again, part of these rises might remain uncorrected because of some farming areas that will
take time to recover. It is also quite likely that there has been a certain contamination in inflationary expectations,
which will impose a certain inertia on inflation. Looking now at the second half of the year, we feel that internal
demand and the expenditure of the private sector will continue to be weak, the international price of oil will remain
relatively stable and food prices will continue to stabilise, while inflation will tend to drop. We expect that it will end the
year in or around the target ceiling range.

Given this weak growth and pessimistic confidence s etting, it is quite likely that the Central Bank wi Il not wait

for inflation to return to the target range to cut its policy rate but will bring this forward. Our interpretation of the
most recent monetary policy statement leads us to foresee that there will be a reduction in the interest rate as soon as
inflation stops rising. This cut in interest rates could take place in May or June. Our baseline scenario incorporates an
interest rate reduction of 25% in the second quarter and another reduction in the fourth quarter.

Lastly, our forecasts for 2017 are subject to certa  in risks. On the external side, China's financial exposure and the
uncertainty that still surrounds the policies to be implemented by the incoming US administration. On the domestic
front, that the delay in commencing the infrastructure work will continue, that the confidence of businesses and
consumers alike will not be recovered and that public expenditure will fail to materialise as planned.
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LEGAL NOTICE

This document, prepared by BBVA Research Department, is informative in nature and contains data, opinions or estimates
connected with the date of its publication. These derive from the department’s own research or are based on sources believed to
be reliable, and have not been independently verified by BBVA. BBVA therefore makes no guarantee, express or implied, as to the
document's accuracy, completeness or correctness.

The estimates contained in this document have been formulated according to generally accepted methods and should be taken as
such, i.e. as estimates or projections. The historical evolution of economic variables (positive or negative) is no guarantee that they
will evolve in the same way in the future.

The contents of this document are subject to change without prior notice for reasons of, for example, economic context or market
fluctuations. BBVA does not give any undertaking to update any of the content or communicate such changes.

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

Neither this document nor its contents constitute an offer, invitation or solicitation to acquire, divest or acquire any interest in assets
or financial instruments, nor can it form the basis of any contract, commitment or decision of any kind.

In particular as regards investment in financial assets that may be related to the economic variables referred to in this document,
readers should note that in no case should investment decisions be made based on the contents of this document and that any
persons or entities which may potentially offer them investment products are legally obliged to provide all the information they need
to take these decisions.

The contents of this document are protected by intellectual property law. It is expressly prohibited to reproduce, process, distribute,
publicly disseminate, make available, take extracts, reuse, forward or use the document in any way and by any means or process,
except where it is legally permitted or expressly authorised by BBVA.
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