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1) Peru: Growth Momentum (1)

» Peru’s economy opened the year with a timid recovery, after four consecutive quarters of slowing growth.

Figure 1: GDP Growth Figure 2: GDP by Sector
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1) Peru: Growth Momentum (2)

» The Peruvian economy could grow around 3% this year, far from its potential growth of 4.5%.

Figure 5: GDP Growth (Private forecasts) Figure 6: Manufacturing Production

= After a disappointing 2014, when the economy
grew at its slowest pace since 2009, even a tepid
recovery in 1Q is certainly a glimmer of good news.
But the truth is that this quarter’s results cast more
doubts than certainties over the strength of Peru’s
export-led economy in the short-to-medium term,
especially in this context of low metal prices. No
wonder the market has cut its growth outlook for
2015 and 2016 to 3.3% and 4.4%, respectively,
from 4.4% and 5.1%. As of June, we also expected
the Peruvian economy to grow around 3.0% this
year, and accelerate to about 4.0% in 2016. But
downside risks to this outlook are significant. The
first reason for caution is private consumption.
While most analysts expect consumer spending to
speed up next year, we see it growing at a similar
pace as in 2015: (i) the effects of recent demand-
side stimulus are likely to fade away next year; (ii)
the Central Bank might be forced to adopt a
hawkish stance once the Fed raises interest rates;
and (iii) tighter credit conditions for consumer loans
(including mortgage) could hinder private spending.
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Figure 7: Private Consumption (Forecasts)

Source: INEI; BTMU
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1) Peru: Growth Momentum (3)

» Investment will probably contract for two consecutive years.

Figure 9: Gross Fixed Investment (Forecasts) Figure 10: Construction & Imp of Capital Goods

. . . . % real change 2015 2016 % I ch
= A swift recovery was expected in gross fixed capital ’ ? e © feal change yoy

m BTMU

formation (GFCF) this year, as large public-private 8 - = Priv. forecasts (mean) 1.1% 3.8% 801

infrastructure projects such as Lima’s first subway g ] 60 1 "

line begin construction; but the poor results so far i ] _

this year seem to suggest the opposite. Import of 3 ]

capital goods and construction output, two main i: —

components of GFCF according to official statistics, _2 | - ' '

dipped by 13.5% and 6.8% yoy in 1Q, respectively. :g ]

This downward trend will probably last until 2Q due 2015 2016 Construction Qutput ====- Imports of Capital Goods
to delay in some mining and infrastructure projeCtS’ Source: Consensus Economics; BTMU Source: INEI; Central Reserve Bank of Peru; BTMU

as well as slow execution of public investment at
the regional level. All this means that both private

Figure 11: Private and Public Investment
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II) Peru: Labor Market and Prices

= Inflation hit 3.5% in June, exceeding the Central Bank’s target band.

Figure 13: Employment by Sector Figure 14: Unemployment Rate
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lIl) Peru: Exchange Rate and Current Account

» Trade deficit widened to arecord low level of $1.1 billion in the first quarter of 2015.

Figure 18: Exchange rates

Figure 17: Exchange Rate
PEN per USD Exchange rate Movement of Latin American currencies against the US dollar, %

= Exchange Rate: The Peruvian sol has depreciated - 3.18 (Jun-15)
steadily against the US dollar since the beginning a 10
of 2013, despite the Central Bank’'s active 347 0
intervention in the foreign-exchange market to 321 10 Mexican peso

Peruvian nuevo sol
Chilean peso

smooth volatility and limit risks related to high 3.0 1

dollarization. The sol has lost about 24% of its 28 1

-40 Depreciation
value since early 2013, but it has fared better than ~ 2:6 - | @ against the US Colombian peso
) ] ) -50 el Brazilian real

other currencies of the region. Yet a possible 24 60 -
_ ) o 05 06 07 08 09 10 11 12 13 14 15 1 5 9 1 5 9 1 &
interest rate hike by the Fed will likely put further

’ Exchange Rate 2013 2014 2015
downward pressure on Peru’s currency, and could Source: Central Reserve Bank of Peru; BTMU Source: Thomson Reuters; BTMU
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*This report is intended only for information purposes and shall
not be construed as solicitation to take any action. In taking any
action, readers are requested to do so on the basis of their own
judgement.

*This report is based on information believed to be reliable, but we
do not guarantee its accuracy. The contents of this report may be
revised without notice.

*This report is a literary work protected by the copyright act. No
part of this report may be reproduced in any form without
express statement of its source.
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