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1) Peru: Growth Momentum (1)

= An unexpected comeback: the Peruvian economy expanded by 3.3% in 2015, one of the highest in the region.
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as new mines and expansion projects came into
operation. In fact, the country saw its copper output
balloon by 25.8% last year, which in turn paved the
way for a rebound in exports. Yet not all is rosy.
Household consumption, though remained growth-
supportive throughout 2015, grew at the slowest
pace since 2009. And gross fixed capital formation
(GFCF), a proxy for overall investments, shrank for
two years in a row as export-orientated firms (e.g.,
mining companies) cut capital spending to adapt to
the adverse external environment. The message is
clear: domestic demand was the soft spot last year
and could remain so in 2016. This, naturally, casts
doubts whether the recovery is on solid ground.
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Figure 3: Consumption
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Figure 4: Investment, Exports and Imports
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1) Peru: Growth Momentum (2)

= Getting back some of its shine: Peru is expected to grow faster than most major Latin American economies.

Figure 5: GDP Growth (Private Forecasts) Figure 6: GDP Growth Ranking (Private Forecast)

= Peru’s economic prospects look brighter than that
of other major economies of the region, despite its
high reliance on commodity revenues. GDP growth
is expected to be above 3% in 2016, cemented by
solid government consumption, an upturn in public
investment as more infrastructure projects begin
construction, and another sharp increase in copper
production that will probably wind up stimulating
exports. Better yet, should household consumption,
and in particular private investment, start to gain
speed during the second half of 2016, next year’'s
rate of growth could potentially reach 4%. Thus, it
seems the Andean economy will get some of its
shine back. Still, caution is required because there
are important downside risks to this outlook. First,
the presidential election set for April 10 has
become more and more messy, especially after the
recent controversial disqualification of Julio
Guzméan, who was polling in second place with
18% support, right behind the frontrunner, Keiko
Fujimori, and followed by Pedro Pablo Kuczynski

(continued on next slide).
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Figure 7: Copper Production and Exports
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Figure 8: 2016 Presidential Election Polls*
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1) Peru: Growth Momentum (3)

= Political uncertainty and external headwinds could intensify and weigh on an already feeble domestic demand.

Figure 9: Private Consumption (Forecasts) Figure 10: Outstanding Credit
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Il) Peru: External Sector

= Current account deficit in 2015 remained large but stable: lower profit remittances offset larger trade deficit.

Figure 13: Current Account Balance Figure 14: Trade Balance, Exports and Imports

= Peru posted a current-account deficit of $8.4bn in
2015, representing around 4.4% of GDP, which is
fairly large compared with that of Chile (0.9%) or
Mexico (2.6%). The deficit, though, was similar to
the previous two years’, hinting it has stabilized and
maybe bottomed out, despite the country’s weak
trade performance. In fact, Peru’'s trade deficit hit
$3.2bn last year, up from $1.4bn in 2014, as soft
commodity prices put a dent in exports earnings.
But interestingly, as the windfalls dried up, mining
companies also cut their profit remittances, which
wound up offsetting the rise in trade deficit. More
intriguingly perhaps is the fact that Chile, a country
that is more dependent on natural resources for
their exports, posted a trade surplus of $4.4bn in
2015. Yet the stark contrast does not imply Peru is
in a worse position. Quite the opposite: Peruvian
exports fell less than Chile’s in nominal terms
thanks to higher export volume of copper (expected
to climb again this year); and the fall in imports was
less severe because private consumption has been
relatively more resilient to the external shocks.
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Figure 16: Metal Production and Exports in 2015
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lII) Peru: Prices and Monetary Policy

= Inflation is still entrenched above 4% and could end the year above the target range again.

Figure 17: CPI Inflation and Policy Rate Figure 18: CPI Inflation by Components

= 12-m inflation in Lima, a benchmark for the country, Percentage A ;’E(’JOLI)C()'/\A;artiG) :_i}rg}l?gleaglzg) Percentage point, contribution to 12-m inflation
5 - AT% -

ended 2015 at 4.4%, well above the official’s target - 5 Other
. . ] Tolerance
range of 1%-3%. It was the 2" consecutive year in 6 - range: +/- 1% 4 Education*
which inflation ended above 3%. The BCRP, Peru’s 5 1 3 m Health
g . 4 .

central bank, stressed two major forces behind the 3 j—_\_\.\_,f 2 = Ira_nsgor:atuon**
rise. First, unusual weather conditions, partly fueled 5 ] [ 1 | mUtilities |
by El Nifio, disturbed the supply of some foodstuffs 1{ T 0 = Home goods

. . . m Clothin
and drove food prices, which have a heavy weight 0 - _'Ig

. . -1 -1 m Food
of 37.8% in the consumer-price index, up by 5.4% 2005 06 07 08 09 10 11 12 13 14 15 16 12345678910111212-——~
P ; 2015 2016
last year. The other factor pushing inflation up was 12-m Inflation Inflation Target Policy Rate o -
includes culture; **includes communication

the depreciation of the Peruvian sol, which not 0n|y Source: INEI; Central Reserve Bank of Peru; BTMU Source: Central Reserve Bank of Peru, BTMU
raised prices of imported products, but also caused Figure 19: Inflation Expectations Figure 20: CPI Inflation (Private Forecasts)
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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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