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9. Growth projection for 2018 with high degree of
uncertainty pending clarification of the new politi cal
scene

Our baseline scenario for GDP in 2018 assumes on the external front that the slowing of growth in China will be
moderate, that the normalisation of monetary conditions in the most developed economies will continue to be smooth,
without jolts, and that in this context prices of metals, and copper in particular, will remain at attractive levels which will
favour mining investment (in exploration and the start of construction of a number of small- and medium-size mines.
On the domestic front, the baseline scenario for 2018 is consistent with the acceleration in public spending to
reconstruct the infrastructure damaged by El Nifio Costero, to construct the infrastructure required for the 2019 Pan
American Games and the major infrastructure projects such as the second line of the Lima Metro. If what finally
materialises for each of these external and domestic factors turns out to be different from what is projected, this will
naturally lead the GDP for 2018 to also be different from what we expect (growth of 3.5%). The specific risks identified
in each of these elements are as follows.

. Growth of China’s economy. The baseline scenario assumes that China will grow by 6.3% in 2018 (having
grown by around 6.7% in 2017). The slowdown is moderate and growth should still give good support to
commodity prices. The risk is that this slowdown could be sharper due to a greater impact of regulatory
tightening and reduced support from monetary and fiscal policies. If that happens, there will be a negative
impact on world growth and on commaodity prices. On the home from, the advance in economic activity (mining
investment and confidence) will suffer and asset prices will fall (greater risk premium, less capital inflow),
among them the national currency.

. Monetary conditions in the most developed economies . The baseline scenario assumes that the US
Federal Reserve will continue to raise rates in 2018 in an orderly and foreseeable manner (+75 bps in the year)
and that it will continue to adjust its balance sheet in accordance with its announcements, while the ECB will
reduce its asset purchases this year. This will mean a moderate decline in appetite for financial assets of
emerging economies, among them Peru. However there is a risk that these adjustments could be more intense.
In the case of the US, for example, this could happen if inflationary pressures increase sharply (in an
environment of reduced slack in the labour market and tax cuts) or if the signs of over-valuation shown by
certain assets intensify. In this risk scenario, commodity prices would probably fall (with the consequent
negative impact on mining investment), risk premiums would increase and there would be negative effects on
domestic financing conditions, whether in foreign or domestic currency, which would have an adverse effect on
economic activity.
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. Boost from public spending . The risk here is that this boost is less than that assumed in the baseline
scenario, for example in the reconstruction of the areas affected by El Nifio Costero and in the major
infrastructure projects, even in spite of the downward revision that we have already incorporated. There is also
the risk that the judicial investigations that may be faced by some construction firms will inhibit the authorities
from signing the necessary addenda for public works in general to move forward or calling for tenders for new
projects. In this scenario, the reduction in fiscal boost would have a direct impact on economic activity and also
an indirect one through loss of confidence and reduced dynamism in the rest of the economy.

An additional factor, and an important one, on which our growth projection for 2018 also depends, is the domestic
political situation. The baseline scenario incorporates a degree of caution in spending by both businesses and
households, as well as in public spending, following the political noise and fatigue generated by the presidential
impeachment process and the pardon of former president Fujimori last December. These events seem to have
increased the sense that political stability is precarious and hence to uncertainty. The significant rise in our indicator of
political stresses at the end of December and the sharp fall in business confidence in the same month point in that
direction. However, it is still too soon to know how the domestic political scene will be resolved following the events of
late last year or what the implications of that resolution will be. Nor can we yet anticipate the extent or implications of
the next steps in the “Lava Jato” (“Operation Car Wash”) investigation. All of those represent an additional risk of GDP
growth in 2018 deviating from our forecasts.
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DISCLAIMER

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 are based on sources 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, 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 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 could 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 who 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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