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2016 2017 2018 2019 2016 2017 2018 2019 2016 2017 2018 2019 2016 2017 2018 2019

Argentina -2,2 2,8 3,0 3,2 41,0 22,0 15,0 9,5 24,75 28,75 20,50 16,00 15,9 17,5 19,6 21,3

Brazil -3,6 1,1 2,8 3,0 6,3 2,9 3,9 4,3 13.75 7.00 6,75 8,00 3,26 3,10 3,20 3,30

Chile 1,6 1,6 2,5 2,7 2,7 2,1 2,8 3,0 3,50 2,50 2,50 3,50 671 650 650 660

Colombia 2,0 1,7 3,0 3,6 5,8 3,9 3,5 3,2 7,50 4,75 5,50 5,00 3001 3050 3080 3100

Mexico 2,3 2,0 2,3 3,0 3,2 6,0 3,5 3,5 5,75 7,25 6,00 6,00 20,7 18,5 18,2 18,4

Peru 3,9 2,8 4,0 3,8 3,2 2,6 2,2 2,5 4,25 3,25 3,50 4,00 3,36 3,25 3,35 3,35

Policy Rate (%)
FX - year end

(LC / USD)
GDP Growth (%) CPI Inflation (%)

In 2018, Latin America will experience the best conditions in recent years to accelerate 
economic growth 

 

Latin America: we believe that 2018 will lay the groundwork to spur economic growth in the region. Faster 
global growth should rev up the expansion trend, without deteriorating the current account deficit. The 
main risk factor arises from the political scenario, which will be paramount to maintain fiscal policies for 
the countries in the region. (pg. 2) 
 
Argentina: Prospects for 2018 are quite favorable, showing steady economic growth. Stronger government 
support in Congress should help structural reforms move forward. High inflation rates should keep interest 
rates at high levels. (pg. 4) 
 
Chile: economic activity will likely intensify in 2018, driven by a more expansionary monetary policy, 
increased external demand, and better terms of trade. Inflation should rise along with the economy’s 
recovery, nearing the center of the target. Presidential elections are still unclear, but whoever wins the 
race will have to negotiate support from Congress. (pg. 6) 
 
Colombia : stronger oil prices in 2018 should help lower the budget and current account deficits, despite 
lingering challenges, since sustaining fiscal austerity will depend on the commitment of the new 
government elected in 2018. (pg. 8) 
 
Mexico : uncertainty regarding the electoral scenario and NAFTA renegotiation raise the risk of maintaining 
current account adjustments and the fiscal austerity policy. Within this scenario, the economy’s recovery 
has already lost some steam, held back by weaker investments and private consumption. The electoral 
scenario remains uncertain, with scrambled voting intentions and the looming possibility of a left-wing 
candidate winning the race. (pg. 10) 
 

Peru : economic growth should accelerate in 2018, driven by global growth and expansionary monetary 
and fiscal policies. With inflation levels within the target, the Central Bank should maintain stable interest 
rates. The political scenario is still complex, with strong Congressional opposition to the government. (pg. 
12) 
 
Special on Commodities: prices are expected to rise throughout 2018, mainly reflecting better demand 
conditions. (pg. 14) 
 
Special on Foreign Exchange: upsurge in commodities should offset initial strengthening of the U.S. Dollar. 
(pg. 15) 
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In 2018, Latin America will experience the best conditions in recent 
years to accelerate economic growth 

After a few years of unfavorable conditions, Latin America 
will begin 2018 with economic conditions very conducive 
to accelerated economic growth. The common factors 
affecting the economies of region’s countries should head in 
a more favorable direction. The adjustment cycle to the 
negative shock of commodities prices has been exhausted. 
The previous cycle was characterized by unfavorable terms 
of trade, a weaker exchange-rate, inflationary pressure, tight 
monetary policy and weak domestic demand. This classic 
adjustment cycle to the initial negative terms of trade shock 
in countries with floating foreign exchange rates is a thing of 
the past.  
 

Most of the region’s countries are: i) in the disinflation 
phase, which defines the last stage of classic adjustment to a  
negative terms of trade shock (Argentina and Colombia), or 
ii) at the beginning of the next cycle, with low inflation, 
falling interest and incipient acceleration of domestic 
demand (Brazil, Chile and Peru). Mexico is the exception, 
due to specific factors that will be covered below. 
 
More countries should experience greater effects of 
monetary stimuli as 2018 progresses, with a gradual return 
of domestic demand.  Most countries will advance from the 
initial conditions of excess capacity and low inflation, which 
should allow for growth to accelerate without pressure on 
prices and wages. Other factors that may also contribute to 
a more intense cyclic return for the region’s economies are 
the reduction in consumer and corporate indebtedness in 
recent years, and solid financial systems in the majority of 
countries. 
 
In addition to idle installed capacity, most countries in the 
region will begin this expansion cycle with positive external 
accounts, including current account deficits much lower 
than those observed a few years ago. In and of itself, this 
factor will lend to a more intense return of domestic 
demand without payment balance restrictions for a few 
years, even under a conservative assumption of stable trade 
terms.  
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However, we believe that the region’s trade terms will 
benefit from a higher global economic growth rate in 2018. 
Our forecasts indicate accelerated growth in the global GDP 
from 3.6% to 3.8%. This improvement in the international 
economy is being reflected as improved global commerce 
and accelerated demand, with a reduction metal and energy 
commodities inventories. This change should repeat itself in 
2018 with benefits for the region’s countries, although at 
varying intensities. Chile, Peru and Brazil may benefit from 
high metal commodity prices, while Mexico and Colombia 
would benefit from oil prices. Argentina and Brazil may also 
show positive balances if grains resume prices in a La Niña 
scenario. 
 
The improvement in terms of trade will likely allow for 
stronger growth without this leading to a deterioration of 
the current account balance. It may also support currency 
appreciation and provide additional disinflationary pressure 
while supporting domestic demand in 2018. The 
performance of local currencies will depend on terms of 
trade and interest-rate differentials in addition to country-
specific developments. For some countries (Brazil, Chile, 
Peru and Argentina), we believe that the decline in interest-
rate differentials will have a limited effect, as these 
countries may tighten policy modestly as well in 2018 or 
2019. On the other hand, terms of trade will have a positive 
impact on the current account deficits of these countries 
and attract foreign investment (both direct and portfolio 
investment). The overall effect should be supportive for 
these currencies. 
 
Finally, from the point of view of risk, the political and 
fiscal choices of the region’s countries are very diverse. The 
2018 electoral agenda is full, creating a risk that the markets 
will monitor closely. Changes in some countries in favor of 
business-friendly policies are more evident and have gained 
strength over time (Colombia, Peru and Argentina). In Chile, 
economic policy has been more stable for some time now. In 
the cases of Mexico and Brazil, although economic policy has 
been strengthened in recent years, uncertainty about the 
continuity of these policies remains in place because of 
elections. 
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Electoral Calendar

President Congress

Argentina Mauricio Macri October 2019 October 2019

Chile Michelle Bachelet December 2017 November 2021

Colombia Juan Manuel Santos Calderon May 2018 March 2018

Mexico Enrique Peña Nieto July 2018 July 2018

Peru Pedro Pablo Kuczynski April  2021 April 2021

Brazil Michel Temer October 2018 October 2018

Source: CIA World Factbook

Country Current President
Next Elections
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• The outlook for 2018 is favorable, with consistent growth in economic activity 
• Stronger government support in Congress may favor advances in structural reforms 
• High inflation rates should maintain interest high as well 

Argentina 

The outlook for the Argentine economy in 2018 is very 
favorable. In 2017, the economy began to reflect the 
positive effects of the changes in the country’s economic 
policy implemented by the Macri administration. The 
October legislative elections strengthened the government, 
which bodes well for further progress to economic reforms, 
consolidating and intensifying the ongoing recovery. 
Reforms that may move forward in 2018 include tax reform, 
social security reform and labor market reform. The tax 
reform proposes a reduction in certain corporate taxes and 
the simplification of the system, aiming to increase the 
country’s competitiveness and stimulate investment. Along 
the same lines, a change in labor legislation, with more 
modern standards adjusted to the new labor market 
characteristics, aims to reduce the hiring costs and increase 
formalization. 
 
The outcome of the Legislative elections strengthened the 
government’s Congressional support base. The result also 
strengthens the Macri administration’s position for the 
coming years and makes him a natural candidate for 
reelection in 2019. The ruling Cambiemos party won in the 
major electoral districts, and emerged as the biggest party in 
both legislative houses, with a third of the senate and more 
than 40% of the House.  
 
Economic activity has shown a more consistent recovery 
since mid-2017, and will likely intensify in 2018. Recent 
domestic demand data confirms a stronger expansion trend 
for the economy. GDP growth in the last three quarters has 
been strong, reflecting the solid performance of 
consumption and investments. In addition, Brazilian 
economic recovery should help boost Argentine exports. We 
expect an increase in GDP growth from 2.8% in 2017 to 3.0% 
in 2018, with greater investment momentum due to greater 
confidence in a longer lasting expansion cycle.  

Composition of Congress 

Elections increased the government’s 
Congressional base 
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More support in Congress should also facilitate progress 
toward a more vigorous fiscal adjustment. The 
Government’s goal over the next four years is a gradual 
reduction of the primary deficit, reaching 2.2% of the GDP 
by 2019. One-off revenues, mainly from the repatriation of 
non-declared assets abroad will help the government to 
meet this year’s target (a primary deficit of 4.2%/GDP). Also, 
resumed economic growth should lead to an increase in tax 
collection. From the expenditure side, the withdrawal of 
energy subsidies should help in the adjustment. A significant 
portion of the subsidies were cut in 2016 and 2017, but new 
adjustments that would lead to a drop in expenditures are 
still a possibility. Meeting the target in 2018, even in the 
case of stronger growth, will still require additional 
expenditure cuts or increased collection. In short, fiscal 
adjustment remains a challenge. 
 
Inflation should continue to recede, although at a slower 
pace. After reaching 41% in 2016, spurred by the 
withdrawal of subsidies to consumer electric power rates, 
inflation fell in 2017. Still, stronger inertia in some prices and 
the speed of this decline have disappointed some investors. 
Monthly inflation stabilized at around 1.5% in recent 
months, with core inflation measures also above 1%. The 
real exchange rate will likely remain strong in 2018, and will 
not be a source of inflationary pressure. FX inflows, with 
high foreign debt issuance from the public sector, have 
pressured the exchange rate since the international markets 
reopened. On the other hand, further subsidy reductions 
will likely continue to pressure inflation. We thus forecast a 
gradual decline of inflation, to 15% by the end of 2018 
(above the Central Bank’s target of 12%). 
 
Monetary policy will likely remain tight. The Central Bank 
shifted its focus to the 2018 inflation target of 8-12% in 
October. With inflation falling slower than anticipated, we 
believe that the BCRA will only start to ease policy after 
there are clearer signs that core inflation is slowing. For 
now, we believe real interest rates (ex-ante) will remain 
close to 10.5%, suggesting a YE nominal interest rate of 
20.5%. 

Disinflation continues, but slower than 
expected.  

Interest rates will likely remain high in 
response to less intense disinflation. 

The government's fiscal adjustment will 
require ongoing efforts in the coming years. 
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• Economic activity is forecasted to accelerate in 2018, driven by a more expansionary monetary policy, 
increased external demand and improved terms of trade; 

• Inflation may rise on the back of stronger growth, approaching the center of the target 
• The new President will have to negotiate support for his agenda in Congress 

Chile 

Economic activity will accelerate in 2018, with a more 
expansionary monetary policy. Activity is recovering after a 
sluggish run in recent years. Strong GDP growth in the third-
quarter GDP on the back of increased consumption and 
investments, in addition to strong export expansion, indicate 
more consistent improvements ahead. We believe the 
economy will accelerate in the coming quarters, reflecting 
the stimulus provided by lower interest rates on 
consumption and investments and the gradually improving 
investment climate, with the help of more favorable 
commodities prices. In addition, mining should see 
significant growth, as copper production was affected by a 
strike in Chile’s largest mine at the beginning of 2017  – an 
event that will not repeat itself in 2018. 
 
Monetary policy will likely be a key driver of growth. Weak 
activity growth this year, combined with very low inflation, 
allowed the Central Bank to cut the policy interest-rate to 
2.5%, resulting in real rates at historically low levels. 
Although growth will likely rebound next year, we believe 
that the rates will remain at current levels throughout next 
year. The current expansionary monetary policy stance (real 
interest around zero) already produced effects on domestic 
consumption in this second half of the year and will likely 
continue to stimulate the economy in 2018, in line with the 
usual policy lags. As such, we forecast GDP growth of 2.5% in 
2018.  
 
We forecast that inflation will approach the center of the 
target. Inflation remained low in Chile in 2017 due to CLP 
appreciation, weak domestic demand and falling food 
inflation. In 2018, resumed economic activity and a relatively 
stable exchange rate should cause a gradual rise in inflation 
towards the target of 3%. The fact that expectations are set 
at 2.8% for 2018 should also contribute to this convergence.  

Economic activity is showing the first signs of 
recovery. 

Low inflation in 2017 reflected slow growth 
and currency appreciation. 

Interest should remain low.  
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The external backdrop is favorable. Our scenario of 
accelerated global growth for the coming year sustains our 
expectation of high metal prices (see Special on 
Commodities, pg. 14). Copper represents around half of the 
country’s exports and we expect export growth of about 
10% in 2018, after an increase of approximately 30% this 
year. As such, we expect an improvement in exports and 
Chilean terms of trade, which may support the country’s 
balance of payments and the peso. With U.S. rates rising 
only gradually, we believe that interest-rate differentials will 
also not weigh on the CLP. Overall, we thus forecast a mostly 
stable real exchange-rate in 2018, with neutral effects on 
inflation.  
 
Presidential elections. The presidential elections will be 
decided in the second round between former president 
Sebastián Piñera and the ruling candidate, Senator Alejandro 
Guillier, on December 17. Piñera took first place in the first 
round, but with a smaller margin than expected. Regardless 
of who wins, the new president will have to negotiate 
support for his agenda with Congress, as non will have an 
absolute majority. In the House, the Piñera alliance elected 
the largest bench and fell only six seats short of the majority. 
The distribution in the Senate, however, is more balanced.  
 
 

Intense global growth favors copper prices 
and the peso’s appreciation. 
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• Stronger oil prices in 2018 should help reduce budget and current account deficits, but the situation is 
still challenging 

• For 2018, our forecast of GDP growth remains unchanged at 3.0%, in line with the positive foreign 
demand and favorable commodity prices. 

• The fiscal outlook also depends on the commitment to fiscal austerity of the new administration, which 
will be elected in the first half of 2018. 

Colombia 

Given the great importance of the oil sector for the 
Colombian economy, higher oil prices¹  ease pressure on 
the current account and fiscal deficits. Higher prices have 
already affected exports, and should contribute towards a 
narrowing of the current account deficit from 4.2%/GDP last 
June to 3.5%/GDP by year-end.  
 
Along with stronger growth oil production and exports, 
domestic demand is also showing signs of improvement. 
Although the acceleration in GDP growth is mainly driven by 
increased government spending, the positive contribution 
from investment and net exports, which have contributed 
negatively since the beginning of 2016, is noteworthy. In 
particular, there was a sharp increase in government 
spending since the peace agreement was signed at the end 
of last year. For 2018, we believe that GDP growth will 
accelerate from 1.7% to 3.0%, mainly reflecting the growth 
in investments and private consumption, responding to: (i) 
the improvement of financial conditions (after the 2,75 p.p. 
cut in the policy rate), (ii) the resumption of fourth 
generation (4G) infrastructure projects, which have 
advanced below expectations due to corruption scandals at 
the beginning of the year and (iii) the improvement of 
external demand that has boosted shipments of both oil and 
other products. 
  
The improvement in growth and the early benefits of the 
tax reform (approved in early 2017) were crucial to meet 
the 2017 fiscal target of a nominal deficit of 3.6% of the 
GDP. By 2018, however, the government's fiscal efforts will 
need to be strengthened to meet the deficit target of 3.1% 
/GDP. Most of the 2017 fiscal adjustment was made on the 
revenue side, with increases in the value added tax and in 
the income tax base, which will not likely be repeated next 
year. 

Improved external demand and oil prices have 
helped reduce the current account deficit. 

Tax reform already shows signs of collection 
improvement in GDP percentage points. 

 
_______________________ 

¹  As indicated in our Special on commodities. 
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The outcome of the presidential election remains 
uncertain: although the election is less than six months 
away (May 27), the main parties have not yet officially 
announced their candidates. The deadline for registering 
candidacies is March 9 and candidates who wish to run 
independently must document the support equal to 3% of 
the votes from the last election by December 13.  
 
Polls continue to show that the main three pre-candidates 
do not have the necessary majority to win the election 
outright in the first round. At the same time, former 
President Alvaro Uribe (who remains very popular) has not 
yet announced his preferred candidate (the choice appears 
to be between Iván Duque, Carlos Holmes and Rafael Nieto). 
The candidate that appears to be the most committed to the 
fiscal austerity initiatives of the current administration is 
former Vice-President German Vargas Lleras, who left his 
party and will seek to run as an independent. Although he 
sought to distance himself from President Santos (who has a 
high rejection rate), he faces resistance among voters 
because of his support for the terms of the peace 
agreements with the guerillas. 
 
Gustavo Petro is the most left-wing candidate, and 
opposes maintaining the fiscal adjustment, but also suffers 
rejection among voters, also because of the terms of the 
peace agreement. The center-left independent candidate, 
Sergio Fajardo, came in as a surprise and has been gaining 
the voters’ preference. Fajardo takes advantage of the 
strong rejection of career politicians after the country’s 
corruption scandals, but if elected, will face difficulties in the 
Congress, as he is supported only by smaller political parties. 
 
Thus, despite reduced external and fiscal vulnerabilities, 
the major rating agencies indicate the continuity of the 
adjustment as fundamental to maintaining the country's 
credit risk rating. To that end, the economic agenda of the 
incoming administration is crucially important.  

Fiscal reform and resumed growth will ensure 
the fulfillment of the 2017 fiscal target, despite 

the increased spending. 

The electoral scenario remains uncertain, and 
the dispute should extend to a second round. 
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• Uncertainty regarding the electoral scenario and the renegotiation of NAFTA increase the risks to 
Mexico’s balance of payments and fiscal policy 

• Given this scenario of increased uncertainty, the economy already shows signs of slowing, pressured by 
weaker investments and private consumption 

• A large number of pre-candidates to the presidency increases dispersion in voter intentions and the 
chance for victory by the leftist candidate 

Mexico 

Despite some progress on the renegotiation of NAFTA 
renegotiation, the negotiations have not evolved regarding 
some key issues. The fifth round of NAFTA¹ renegotiation 
was held in November, which in short consolidated some 
advances from previous rounds, such as (i) the regulation of 
electronic commerce in the block, (ii) the standardization of 
some plant health standards (which should facilitate trading 
in natura products) and (iii) the new rules for 
telecommunications services.  
 
However, some key issues are still being discussed as a rule 
of origin, which impose the need for manufactured goods 
to have a minimum of local content, and the creation of the 
sunset clause, which determines that the trade agreement’s 
continuity will be assessed every five years.  These two 
points are proposed by the U.S., but face strong opposition 
from Mexico and Canada. 
 
This lack of definition regarding NAFTA renegotiation has 
negatively affected the country’s business environment and 
investment growth. Although the decline in investment was 
mainly concentrated in the construction sector and public  
investment, private investments were expected to recover in 
2017.  
 
This weakness in investment was offset by strong growth in 
private consumption through the first half of the year, 
which ensured GDP growth of around 2.5% in the period. 
However, preliminary third and fourth quarter data, in 
addition to showing continued weak investment, also 
suggests a significant drop in household consumption. This 
deceleration of household consumption mostly reflects the 
loss of purchasing power due to high inflation and the  
effects of tightening monetary conditions. 

Continuity of the current account 
adjustment is threatened by the possible 

end of the NAFTA. 

Lack of definition regarding commercial 
policy frustrated our expectations of 

investment resumption. 

 
_______________________ 

¹ Two more rounds of renegotiation are scheduled (January and March). 
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For 2018, we believe that a rebound in investment and 
household consumption should cause the GDP growth to 
accelerate from 2.0% in 2017 to 2.3% in 2018. Our 
expectation of higher GDP growth considers the probable 
combination (i) of a favorable NAFTA renegotiation and (ii) 
the convergence of inflation to the target. This combination 
of factors would allow the Central Bank of Mexico (Banxico) 
to begin easing monetary policy to support investment and 
household consumption. 
 
In addition to discouraging investments, an unfavorable 
NAFTA renegotiation would make current account 
financing  more difficult, since, in addition to being Mexico’s 
main trading partner (absorbing more than 80% of the 
country’s exports), the U.S. is also one of the largest sources 
of foreign direct investment in the country.  
 
Just as the conclusion of the NAFTA renegotiation, the 
presidential election of July 1, 2018 also poses a risk factor 
for our forecast of the country’s growth and maintenance 
of fiscal austerity policy. Uncertainty of the outcome 
remains high with only a little over six months left before the 
election, since Andrés Manuel López Obrador (AMLO) 
continues to lead the polls and the main opposition coalition 
to Frente Ciudadano por México (PAN- PRD-MC²) has not yet 
defined its candidate. The ruling coalition (PRI-PVEM) 
announced José Antonio Meado (former Finance Minister) 
as its candidate last month. 
 
Since the Mexican presidential election is defined in a 
single round, the current fragmentation of voter intentions 
increases the chances of an AMLO victory, who has been 
defending a government program focused on reversing 
structural reforms of recent years and increasing 
government spending. As such, the coming months will be 
crucial for the country, with definitions regarding the NAFTA 
renegotiation and the presidential election. 
 
Despite such uncertainty, our scenario still contemplates (i) 
a favorable outcome for NAFTA renegotiation and (ii) that, 
even if AMLO wins the presidential election, we do not 
believe he will have the Congressional support needed to 
reverse the reforms of recent years. 

The U.S. is Mexico’s main foreign partner. 

AMLO remains the main candidate for presidency 
and the race for second place is still open 

USA
80,2%

Latam
8,4%

Other
6,4%

EU-28
5,0%

Mexico exports destination

Source: Bloomberg
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• Economic activity should accelerate in 2018, driven by global growth and by expansionary monetary and 
fiscal policies. 

• With inflation levels within the target, the Central Bank may maintain interest rates stable 
• The political scenario remains complex, with strong Congressional opposition to the government 

Peru 

Peru’s economy should continue to grow throughout 2018. 
Economic activity was affected by heavy rains in the first half 
of 2017, which strongly impacted the country’s production 
and infrastructure, causing bridges to collapse and blocking 
roads. Another source of frustration for growth was paralysis 
of important investments in infrastructure after allegations 
of corruption involving major companies and important 
politicians of the country. Once these negative exogenous 
shocks were absorbed, activity began to react during the 
second half of the year, driven by consumption and export 
growth. We expect this consumption expansion to continue 
in 2018, motivated by expansionary interest rates. Exports, 
in turn, will be favored by an acceleration of global activity. 
We expect a vigorous growth of about 4.0% for the GDP in 
the coming year.  
 
The fiscal policy will also be stimulating. Reconstruction 
work is underway for the infrastructure destroyed in the El 
Niño Costero. There is still a likely upward trend resulting 
from the possible outcome of work paralyzed by corruption 
that may resume execution during 2018. The rate of these 
solutions, however, is uncertain.  
 
We expect inflation to remain within the target range. In 
September, inflation returned to the 1%-3% target range.  A 
small deflation was recorded last month, reflecting the lower 
prices of some food, which rose significantly in the two 
previous months. After the shocks in food prices, and 
considering that we do not expect a steeper exchange rate 
depreciation, we believe that inflation will continue to 
decline in the coming months, ending the year at 2.6%. For 
2018, we forecast inflation within the Central Bank’s target 
range at 2.5%. 
 
Interest should remain on expansionary ground. The 
Central Bank reduced interest from 4.25% to 3.5% this year. 
Despite the accelerated economic activity, we believe that 
the favorable inflation scenario will allow interest rates to 
remain at current levels for an 

After intense deceleration, activity shows the 
first signs of stabilization. 

The end of a series of temporary shocks should 
keep inflation low in the coming months. 
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extended period of time. Our expectation is that the Central 
Bank will only begin a cycle of interest increases in 2019. 
However, a quicker resumption of economic activity might 
lead to the anticipation of these increases for the second 
half of 2018. Despite the slowing of recent years, Peru’s 
economic growth has been the healthiest of the region. A 
growth of 4% or more in 2018 should lead the economy to a 
lower idling condition that would not justify maintaining real 
interest rates as low as they currently are. Thus, the country 
may be the first among those in a monetary expansion cycle 
to perform an interest rate increase in the region. 
 
Peruvian exports grew strongly this year, reflecting an 
increase in both quantity and prices. This trend is expected 
to persist throughout next year, reflecting the strong growth 
forecast for the global economy. The current account deficit 
should remain around 2.0% of the GDP next year, with very 
comfortable financing for the country’s historical standards. 
These factors reinforce our expectation that the Peruvian 
currency will not experience significant changes next year. 
 
The political scenario remains volatile, with strong 
Congressional opposition to the government.  Executive 
branch difficulties to advance its government agenda reflect 
the fact that the main opposition party holds absolute 
majority in Congress. Relations with the legislature appear 
to have improved somewhat since the president was forced 
to replace the prime minister in September. The new 
ministry is led by Mercedes Aráoz, who kept most of the 
previous members, and has not yet indicated a significant 
change in political orientation. It is worth noting that the 
divergence between government and the opposition 
reflects more a power dispute than differences on economic 
policies, which restricts the risk of large deviations in the 
conduct of the country’s economy.  

More consistent disinflation will maintain 
Central Bank interest rates cuts. 
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Special on Commodities: price expectations for 2018 
 
o The commodities scenario should be one of rising prices throughout 2018, mainly reflecting better 

demand conditions. Accelerated global growth should increase global demand for the main 
commodities. Thus, after a long period of low prices, we should begin a new cycle of gradual price 
recovery.  
 

o Oil seems to have reached a production limit in the U.S. earlier than expected. Even with prices above 
what was considered the incentive level to increase marginal investments (Over USD 50 a barrel), U.S. 
producers have maintained expectations of future supply in recent months. That way, with consumption 
in recovery and supply at the short-term limit, inventories should continue to decline. On the OPEC side, 
supply control has remained around the agreed limits, which is already sufficient for the expected 
inventory reductions in the coming months. In addition, the group decided to extend the limitation of the 
offer until the end of 2018. All of these vectors have been maintaining oil prices between USD 60 and 
USD 65/barrel. This range should be maintained next year, which would tend to favor countries like 
Colombia and Mexico.   
 

o Metal commodities, due to strong global growth coupled with a relatively low inventory/consumption 
ratio by historical standards, are expected to have increased prices in 2018.  The spotlight is on 
aluminum, for which we estimate a more significant increase in supply only in 2019. As such, the 
inventories should remain very low throughout next year. We expect an average price of USD 2200/ton 
for aluminum in 2018, but we don’t rule out the possibility of reaching USD 2500/ton throughout the 
year. Iron ore is still reacting to China’s anti-pollution policies, which have shut down the less efficient 
steel mills over the winter and reduced demand for ore. After this period, with the reopening of the 
Chinese steel mills, we expect the price to return to the level of USD 65/ton as of 2Q18. After a long 
period of low prices, several companies adjusted their investment plans and metal commodities cycles 
are long, for the most part. Thus, we can consider the short-term supply response to be low, which 
should make price sensitivity to demand acceleration higher, leading to a likely upward trend for 2018.   

   
o Agriculture prices should also show recovery after a few years of very low prices. The depressed price 

levels in recent years lowered the incentive to increase planted area, especially in the U.S. Therefore, a 
smaller offer is expected from the major world producer of the main grains, which creates a lower price 
limit. In this scenario, any negative shock that affects short-term productivity of crops can pressure prices 
in 2018. With the likelihood of a La Niña event taking place, prices may rise more than we have seen in 
recent years.  
 
 

Expectations for average prices, main commodities 
 
 
 
 
 
 
 
 
 

 
 
 

2015 2016 2017 2018

Oil  (bbl) 53,7 45,1 54,4 63,0

Iron (ton) 55,6 58,9 71,5 64,3

Copper(ton) 5.514 4.880 6.200 6.800

Aluminum (ton) 1.668 1.604 1.955 2.200

Soybean (bu) 9,5 9,9 9,8 10,3

Corn (bu) 3,8 3,6 3,6 4,0

Wheat (bu) 5,1 4,4 4,4 4,5
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Special on Foreign Exchange: higher commodity prices to compensate initial 
strengthening of the U.S. Dollar  
 
o In mid-October, we observed significant depreciation of the currencies of developing countries, 

including those of Latin America. In our opinion, this was due to the repricing of U.S. interest rates, 
which ended up impacting the interest curves of emerging countries, as well as their currencies. 

  
o The question that emerges is whether this increase in the U.S. interest rate has the potential to 

permanently change the trend of Latin American currencies. To that end, we studied other episodes of 
U.S. interest rate increases and their respective impacts on currencies for emerging countries and Latin 
American. 

 
o This study showed that there is, in fact, an initial impact on the American currency in the short and long-

term interest opening cycles, which appreciates, consequently depreciating emerging currencies against 
the dollar. 

 
o However, throughout the past U.S. interest rate opening cycles, we have generally seen that both the 

dollar weakens and the depreciation of the currencies for emerging countries and Latin America 
weakens and/or reverses. An exception occurred in 2013, when Latin American countries depreciated 
5.5% at the end of the cycle.   
 

Events prior to the opening of U.S. interest rates: 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 

 
 

 

o The common factor identified in all these events is a global growth strong enough to drive up 
commodities prices. In this sense, our assessment is that the vector of increased commodity prices 
ended up being dominant for emerging country currencies in the previous cycles of interest opening, with 
the exception of the Taper tantrum episode in 2013. 

US 09/11 

effects   

2001

Greenspan 

Cicle 2004

Post crisis 

2009

Commodities 

rally 2010

Taper 

tantrum 

2013

Trump 

2016

Fiscal 

reform and 

FED 2017

T10y 1,16 1,16 1,27 0,85 0,77 0,62 0,15

Start 4,24 3,97 2,21 2,62 1,84 1,83 2,17

Peak 5,41 5,24 3,95 3,74 2,99 2,60 2,46

End 5,40 5,14 3,48 3,47 2,61 2,44 2,32

T02y 1,22 3,50 0,35 0,48 0,08 0,36 0,47

Start 2,49 1,65 0,76 0,34 0,23 0,83 1,34

Peak 3,73 5,28 1,40 0,85 0,52 1,27 1,82

End 3,71 5,15 1,11 0,82 0,32 1,19 1,81

DXY 3,6% -2,7% -3,6% -1,9% -2,5% 4,6% 0,8%

Start 115 88 81 77 82 98 93

Peak 120 92 89 81 85 103 95

End 119 85 78 76 80 102 94

Latin America FX basket -3,0% -3,1% -8,1% -0,9% 5,5% 2,3% 3,4%

Start 200 207 212 180 177 260 248

Peak 200 218 227 183 190 272 257

End 194 201 195 178 187 266 257

Commodities 17,0% 71,3% 31,0% 27,4% -1,6% 10,4% 9,4%

Start 172 283 349 569 643 361 386

Peak 201 501 478 726 669 399 431

End 201 485 457 726 632 398 423

Source: Bloomberg , Bradesco 
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Special on Foreign Exchange: upsurge in commodities should offset initial 
strengthening of the U.S. Dollar  
 
 
o Note that it was exactly in 2013 when emerging countries’ currencies weakened significantly that  

commodities prices did not increase. It was the episode in which American interest rate widened on the 
back of Bernanke’s monetary policy shift rather than to changes in economic conditions.   

 
o Given our expectations for continued highs in the prices for the main commodities exported by Latin 

America and robustness global growth (see Special on Commodities in 2018), we believe that LatAm 
currencies will do well in 2018, even if U.S. interest rates widen. 
 
 

 

Events prior to the widening of U.S. interest rates and other variables: 
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