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1. Summary

Financial markets in Latin America have continued to show a positive tone. Volatility remained low and capital
inflows persisted, although these did ease up gradually. This positive trend was underpinned by improved world
growth and the rise in commodity prices. Going forward, we anticipate modest depreciations of exchange rates in the
region on the back of the divergence between monetary policy paths in the US, where the Fed will continue to adjust
interest rates up, and Latin America, where easing cycles are coming to an end. Taking the latter into account, there
exists a risk of increased bouts of volatility along the way.
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Inflation pressure remains relatively limited, except in Argentina and Mexico. Inflation ended 2017 at low levels,
apart from in Argentina (although this showed a clearly downward trend) and Mexico. Instrumental here were frail
domestic demand and currency strength. With inflation now almost in line with central bank targets, there is still room
for some additional interest rate cuts in certain South American countries going into 2018, following which rates should
remain stable up until early 2019. In Mexico’s case, Banxico should hold rates steady over the rest of 2018 after a
possible additional upside correction in February.

Risks surrounding forecast growth have downside bias, but they have abated relative to three months ago.
On the external front, short term risks linked to China have diminished after a local authorities’ sharper focus on
reducing imbalances. The risks associated with monetary normalisation in the United States and US trade policy
remain however. Within the region, political risks have died down in Argentina and Chile after elections, but upheaval
and political uncertainty remain in Peru, Brazil, Colombia and Mexico. There is also still the persistent risk of delays to
infrastructure projects underway in several countries.
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LEGAL NOTICE

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

Any estimates contained in this document have been made in accordance with generally accepted methods and are to be taken as
such, i.e. as forecasts or projections. Historical trends in economic variables (positive or negative) are no guarantee that they will
move in the same way in the future.

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

BBVA assumes no liability for any loss, whether 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, disinvest in or obtain any interest in
assets or financial instruments, nor can they form the basis of any contract, undertaking 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 that may potentially offer them investment products are legally obliged to provide all the information they need to
take such decisions.

The contents of this document are protected by intellectual property law. The reproduction, processing, distribution, public
dissemination, making available, taking of excerpts, reuse, forwarding or use of the document in any way and by any means or
process is expressly prohibited, except where this is legally permitted or expressly authorised by BBVA.
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