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

Argentina -2.2 2.6 3.0 3.2 24.8 18.0 12.0 24.75 28.75 20.50 16.00 15.9 18.6 19.6 21.3

Brazil -4 1.1 2.8 3.0 3.0 3.9 4.3 13.75 7.00 6.75 8.00 3.26 3.31 3.20 3.30

Chile 1.6 1.6 2.5 2.7 2.3 2.8 3.0 3.50 2.50 2.50 3.50 671 615 630 640

Colombia 2.0 1.7 3.0 3.6 4.1 3.5 3.2 7.50 4.75 5.25 5.50 3001 2984 3080 3100

Mexico 2.3 2.1 2.3 3.0 6.8 3.5 3.5 5.75 7.25 6.00 6.00 20.7 19.7 18.2 18.4

Peru 3.9 2.8 4.0 3.8 1.4 2.2 2.5 4.25 3.25 3.50 4.00 3.36 3.24 3.35 3.35

Policy Rate (%)
FX - year end

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

Strong global growth outlook buys time for Latin American to push structural reforms 
forward

The 2018 economic outlook has been very positive for commodity-exporting countries, among which Peru
and Chile appear to benefit the most from the improving global growth environment. The political scenario
remains a key risk factor in the region, especially considering the upcoming general elections in Colombia
(March and May) and Mexico (July).

Argentina: the outlook for 2018 and 2019 is more optimistic, due to steady progress with structural
reforms and economic recovery. When it comes to budget, the changes made to pension adjustments
should allow the government to reach its target for 2018. In addition, changes to inflation targets allowed
the central bank to ease monetary policy, despite the persistence of inflation. (page 2)

Chile: economic activity should pick up in 2018, driven by expectations of policy strengthening, stronger
external demand and an improvement in terms of trade. The latter reflects higher commodity prices and
will likely lead to a bigger trade surplus and, most likely, a stronger CLP. (page 4)

Colombia : there is growing concern about the government’s ability to keep its budget tightening measures
in place, given the underwhelming growth in 2017 and the government’s difficulty to reduce spending. This
scenario ultimately led S&P to downgrade the country’s risk rating. However, we believe that a more
favorable scenario for commodity prices will help reduce budget and current account deficits. (page 6)

Mexico : NAFTA negotiations have reached their final stage, but there are still points to be discussed in the
seventh – and most likely last – round of negotiations. Upcoming elections in Mexico and the U.S. could
bring negotiations to a halt, and the deal could fall through depending on poll results. (page 8)

Peru : president Pedro Paulo Kuczynski may have managed to avoid impeachment, but the situation
remains difficult because he lacks a stable majority in Congress. The international scenario is currently very
favorable due to high prices of metal commodities, which should favor the country’s currency against a
backdrop where inflation is already very low (page 12).

Special on Commodities: the positive outlook for commodity prices in 2018 benefits the dynamics of Latin
American countries, which are among the largest net exporters of commodities. (page 12)
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• The outlook for 2018 and 2019 is more optimistic, due to steady progress with structural reforms and
economic recovery.

• When it comes to budget, the changes made to pension adjustments should allow the government to
reach its target for 2018.

• In addition, upward changes to the inflation targets allowed the central bank to relax its monetary
policy, even though disinflation remains stubbornly low.

Argentina

The reform agenda continues to move along. In 2017, the
economy began to reflect the positive effects of economic
policy changes made by the Macri administration over the
last few years. Strengthened by the results of midterm
legislative elections, the government turned its focus to
getting approval for major economic reforms. Top on the
agenda was a pension reform whose main change would be
the way pension benefits are calculated, linking them
directly to inflation instead of average wages and social
security contributions. A tax reform and the fiscal
responsibility law were some of the other reform bills
approved by Congress in recent months.

The economy has shown signs of a more sustained
recovery over the past few quarters, and growth is likely to
pick up in 2018. The latest domestic demand data have
confirmed a more robust growth trend for the economy.
GDP growth in the last three quarters has been strong,
reflecting the solid performance of consumption and
investments. In addition, Brazil's economic recovery is
expected to boost Argentine exports. We expect GDP
growth to accelerate from 2.6% in 2017 to 3.0% in 2018,
with greater investment momentum due to greater
confidence in a more stable and lasting expansion cycle for
the local economy.

When it comes to budget, the changes made to pension
adjustments should allow the government to reach its
target for 2018. In 2017, the government met its primary
balance target by keeping the deficit to 3.9% of GDP, even
though it was aided by revenues from the foreign asset
regularization program that collected about 0.3 pp of GDP.
The Government’s goal over the next years is a gradual
reduction of the primary deficit, to 2.2%/GDP by 2019. In
this sense, this year’s balance will benefit from the effects of
the economic recovery on tax revenues. On the
expenditures side, the government expects to make further
cuts after significant slashes to subsidies in the past two
years. Even if the government manages to implement its
proposal for primary deficit reduction, it will continue to
face a challenging fiscal environment.

The economy is showing signs of a steadier 
growth. 

The government’s fiscal adjustment will 
require ongoing efforts in the coming years.
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The improved fiscal balance will be partly offset by higher
interest costs. These will reflect growing government debt
and the high level of domestic interest rates, which in turn
result from a slower than expected disinflationary process.

Inflation should continue to come down, albeit at a slower
pace. Last year’s inflation came in at 24.8%, down from a
high of 41.0% in 2016 after the government rolled back
subsidies for electricity rates. However, the decline was
mainly due to the lower impact of these measures, with
disinflation of core items showing a lower-than-expected
adjustment. In the last few months, core inflation has stood
at around 1.5%, or 18% at the annual rate. We expect this
downward trend in inflation to continue over the course of
the year. On the other hand, the government plans to make
further cuts to subsidies, which should continue to prevent
inflation from falling more sharply. We forecast inflation to
come in at 18% in 2018, i.e., still above the central bank’s
target for the year (15%).

New inflation targets made room for somewhat
questionable monetary policy easing. At the end of
December 2017, the government announced that it was
changing its inflation targets. According to the new target,
prices are expected to rise 15.0% in 2018, up from the
previous estimated range of 8.0% to 12.0%. For 2019, the
government set a new inflation target at 10.0%. The central
bank lowered interest rates twice since the announcement,
from 28.75% to 27.25%. Market expectations for inflation
remain above the new target, at 17.4%. Therefore, these
decisions suggest that the monetary authority has taken a
less conservative approach than its statement would
indicate. Interest rate cuts resulting strictly from a change to
the target (making them less ambitious) could raise
questions about how committed the Macri administration is
to ensuring faster disinflation. Nonetheless, we expect the
government to keep monetary policy tight, making new
interest rate cuts based on the decline in inflation. We
forecast nominal interest rates to end 2018 at 20.5%.

Interest rates should remain high in response 
to less intense disinflation. 

Disinflation remains, but at a slower-than-
expected pace.
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• Economic activity should pick up in 2018, driven by the possibility of policy strengthening as well as
increased external demand and better terms of trade.

• We already see signs of an economic recovery, driven primarily by domestic consumption.
• The recent rise in commodity prices should bring about an improvement in the terms of trade and the

trade balance, paving the way to a stronger currency.

Chile

Newly elected President Sebastian Piñera is expected to
push for more orthodox economic policies, with reforms
that put the country back on a healthy short-term fiscal path
and brings further advances to productivity and
international competition for a country that already has a
solid macroeconomic framework in place.

The election outcome supported an improvement in
consumer confidence, in a first sign that economy will
experience faster growth. Felipe Larain - an economist who
has worked for various international organizations and who
served in the previous Piñera – was appointed Minister of
Finance. The appointment increased expectations of lower
fiscal deficits and perceptions of a lower likelihood of new
downgrades by rating agencies, which may contribute
towards accelerating growth relative to the modest 2% of
the last few years.

Stronger global economic growth supports commodity
prices, especially copper, which will result in an additional
influx of capital into the Chilean economy. Chile is already
very open to international trade, and its exports consist
mostly of basic goods, particularly metal commodities.
Copper alone accounts for 49% of the country’s exports
(USD 34.2 billion per year). With the recent rise of copper
prices, the country is expected take in an additional USD 15
billion in 2018. Overall, global growth is especially
supportive, considering that the country starts with a low
current account deficit and inflation below the Central
Bank’s target.

Economic activity is showing the first signs of 
recovery.

Low inflation reflects slow growth and 
currency appreciation.
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Given current economic conditions in Chile, the positive
terms of trade shock should lead to significant pressure for
further appreciation of the local currency, which has
already been taking place over the last few months, as the
country has seen lower-than-expected inflation and enjoyed
more room for further easing of monetary and credit
conditions. Thus, this would be the third driving factor for
the economy over the course of 2018.

In addition to improved confidence indicators, we are also
seeing a trend towards a gradual acceleration of domestic
demand, particularly when it comes to consumption. The
combination of expanded confidence, real income gains and
lower interest rates is starting to impact the economy. As a
result, we expect GDP growth to accelerate to 2.5% in 2018,
after coming in at 1.6% in 2017. Depending on the
enthusiasm of economic agents with the new government,
and on how long the global economy continues to grow, the
accelerated growth could only be the beginning of a new,
longer expansion cycle.

Finally, the recent rise in commodity prices should bring to
an improvement in terms of trade and a bigger trade
surplus, which may see an even bigger surplus (we have
revised our forecast to a USD 7 billion surplus in 2018),
allowing for further appreciation of the local currency and
for the potential recovery in investment momentum and
mining sector jobs, both of which have performed very
poorly in recent years.

Strong global growth will boost copper prices 
and strengthen the peso.
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• There is growing concern about the government’s ability to keep its budget tightening measures in
place, given underwhelming growth in 2017 and the government’s difficulty to reduce spending.

• This scenario led the S&P to downgrade the country to the lowest investment-grade rating.
• We believe that a more positive outlook for commodity prices will help reduce budget and current

account deficits, but whether or not the fiscal adjustments will remain in place depend on the new
government that will be elected in the first half of that year.

Colombia

There is growing concern about the government’s ability to
keep its budget tightening measures in place, given the
difficulty to reduce spending and the fact that growth
recovery is falling short of expectations. In 2017, the
government was able to reduce the nominal deficit from 4%
to 3.6% of GDP. However, this reduction was lower than
initially expected by the government after Congress passed
the tax reform, which raised the value-added tax (VAT) and
the income tax for individuals at the end of 2016. Despite
the fiscal reform, the government had to submit a proposal
to revise the nominal deficit target from -3.3% to -3.6% of
GDP. Even after this change, it took a major effort to comply
with the new nominal deficit target.

To a large extent, tax revenues grew less than expected
because of a slower economic growth. The major reason for
this weaker recovery was that household spending has been
slow to pick up, reflecting a fall in disposable income caused
by a higher value-added tax and the lagged effects of tight
monetary conditions. In addition, investments also grew less
than expected, especially investments in fourth generation
infrastructure (4G), reflecting corruption scandals related to
bidding process and public-private partnerships (PPP).

While we believe that GDP growth will accelerate from
1.7% to 3.0% in 2018, meeting this year’s nominal deficit
target (3.1%) will remain a challenge. Our expectation for
economic recovery is anchored in (i) the improved of
financial conditions (with a 325-b.p. cut to the interest rate),
(ii) the resumption of 4G infrastructure projects, and (iii)
improving foreign demand, which has boosted shipments of
oil and other products. However, even if this economic
recovery scenario materializes, the government will need to
bolster its fiscal efforts, since 2017 was marked by non-
recurring tax revenues and modest spending cuts.

Below-expectations economic growth raise 
fiscal concerns.

Non-recurring revenues and reduced 
investments and interest expenses helped the 

government meet its fiscal target for 2017.

_______________________

¹ As indicated in our Special on commodities.
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The year of 2017 was marked by a significant amount of
non-recurring revenues, in addition to an increase in VAT.
On the expenditures side, there was a reduction in
investment and interest expenses. The increase in VAT did
not produce the expected growth in tax revenues, but raised
the revenues-to-GDP ratio by 0.5%. Another major source of
revenue in 2017 was the extraordinary revenue from the
privatization of part of the government telecommunications
company, which raised the revenues-to-GDP by 0.25 p.p.
Therefore, the government will not be able to rely on these
revenue sources once again in 2018, which makes the
spending cuts even more necessary. On the expenditures
side, the government was able to cut investments and
interest expenses, especially investments by state-owned
enterprises. However, other expenditures increased, which
caused the spending-to-GDP ratio to remain practically
stable at 19%.

This scenario led the S&P to downgrade the country to the
lowest investment-grade rating. The agency argued that
new tax increases or extraordinary revenues to raise overall
tax revenues were unlikely. S&P also emphasized that it
considers the government’s GDP growth forecast of 2.7%
too optimistic (its own forecast is 2.4%).

We believe that a more positive outlook for commodity
prices should help reduce budget and current account
deficits, but whether or not the fiscal adjustments will
remain in place depend on the new government that will
be elected in the first half of that year. Not only is the
resumption of economic growth key for the country to meet
its fiscal adjustment target of 2018 and 2019, but the new
government must also keep its budget tightening measures
in place.

Finally, the outcome of the presidential election remains
uncertain, as the latest polls show a virtual tie between
three candidates: Sergio Fajardo (14.6%), Gustavo Petro
(12.5%) and Iván Duque (12.2%), with Germán Vargas Lleras
(8.4%) following right behind. Gustavo Petro indicated he
opposed fiscal adjustment, but polls suggest he would lose
to all other candidates in a second round run-off election.
Considering the tight race, the Congressional elections (set
for March 2018) will serve as a bellwether for the
presidential election and whether the new president will
have the support needed to implement fiscal adjustments.

Tax reform increased tax collection as a % of 
GDP, but spending cuts were modest.

The outcome of the elections remains 
uncertain, and a run-off vote is likely.
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• NAFTA negotiations have reached their final stage, but there are still points to be discussed in the
seventh – and most likely last – round of negotiations.

• Upcoming elections in Mexico and the U.S. could bring negotiations to a halt, and the deal could fall
through depending on poll results.

• Several issues have yet to be discussed after the first six rounds of negotiations, but steps have been
taken towards updating the deal.

Mexico

NAFTA negotiations have reached its final stage, but there
are still points to be discussed in the seventh – and most
likely last – round of negotiations. The seventh round of
negotiations is scheduled to take place in Mexico City
between February 26 and March 3, but the countries could
extend the renegotiation for a few more rounds. The
downside of extending the negotiations would be that they
might end up being affected by elections in Mexico and the
U.S. General elections are scheduled to be held in Mexico on
July 1, when the presidency and all congressional seats will
be contested. U.S. midterm elections (scheduled for
November 6) could also delay negotiations.

Mexican elections are an important risk factor because the
polls indicate (i) a victory of the presidential candidate
from the left-wing coalition (Morena-PT-PES), and (ii) that
this coalition will win a significant portion of congressional
seats. A victory by the left-wing coalition could hinder the
renegotiation of NAFTA, given the nationalist, protectionist
and interventionist tone of pre-campaign speeches¹. With
less than five months to go before the elections, the latest
poll shows that left-wing Andrés Manuel López Obrador
(AMLO) increased his lead over the other candidates, and
that his party should increase its ranks in Congress, even
though the oppositionist Frente Ciudadano por México (PAN-
PRD-MC) looks set to keep the largest contingencies in the
House and the Senate, followed by the current government’s
coalition Todos por México (PRI-PVEM-PANAL).

Note that AMLO faces strong rejection ratings and, since
there is no runoff for the presidential elections, there are
signs that supporters of the third-placed candidate could
switch to the candidate seen as a viable opponent to AMLO
at the last moment. Therefore, despite AMLO’s leadership
position, the outlook remains quite uncertain, and
opposition candidate Ricardo Anaya (PAN-PRD-MC) stands to
be the biggest beneficiary from voter migration right before
the election.

Continuity of checking account adjustments 
in jeopardy after changes to NAFTA.

Uncertainty remains high, as the polls show 
a highly fragmented field.

_______________________

¹ One of the left-wing coalition’s proposals is to guarantee that the country is self-
sufficient in food production.
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Despite significant advances in recent rounds of NAFTA
renegotiation, a few key issues still need some fine-tuning.
To recap all renegotiation rounds, the first round, ended on
August 20, 2017, focused its discussions on “country of
origin rules” (a U.S. proposal requiring that a certain
percentage of parts and products sold be produced by
NAFTA member countries). There was no significant
progress on the issue. The second round, ended on
September 5, 2017, resulted in some progress on less
controversial issues, particularly in the area of competition
policy. In the third round, the major advance was the
modernization of rules for small- and medium-sized
companies and financial services within the block. In
addition, the negotiations saw some progress on electronic
trade and data security.

In the fourth round, the U.S. looked to insert a sunset
clause that would require that the deal be re-evaluated
every five years, and that all parties must endorse the
agreement in order to maintain its validity. The U.S. also
suggested raising the requirements for locally made
content for some products (from 65% to 85%) to be eligible
for tax exemption within the block. In the case of vehicles,
the new local content rule would require that 50% of
automobiles be manufactured in the United States.

The fifth round of NAFTA renegotiations was held
November 17-21, and consolidated some of the progress
achieved in previous rounds, such as: (i) the regulation of
electronic commerce, (ii) the standardization of health
agency requirements for plant-based products (which
should facilitate trade of raw fruits and vegetables), (iii)
anticorruption policy, and (iii) new rules for
telecommunications services. In addition, Mexico and
Canada introduced a proposal for easing the sunset clause.
There was little progress once again in the sixth round
(held in January), as the countries did not reach an
agreement on key issues such as the rule of origin and the
sunset clause.

Uncertainties surrounding NAFTA renegotiations and the
upcoming elections have affected the business
environment and the country’s growth. However, we
believe that the resumption of investments and household
spending should cause GDP growth to accelerate from 2.1%
in 2017 to 2.3% in 2018. Our scenario includes (i) a
favorable outcome for the NAFTA renegotiation, and (ii)
the non-reversal of the market-friendly reforms enacted
over the past few years.

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

For 2018, the resumption of investments and 
household consumption should cause GDP growth 

to accelerate to 2.3%.
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• President Pedro Paulo Kuczynski managed to avoid impeachment proceedings in Congress, but the
political situation remains difficult because he lacks a stable coalition in parliament.

• The international scenario is currently very favorable due to high price of metal commodities, given the
country’s large concentration in mining.

• The external scenario should accelerate the appreciation of the local currency amid significantly low
inflation.

Peru

In Peru, the latest highlight was the political compromise
that involved current president Pedro Kuczynski and the
party led by Keika Fujimori, daughter of former president
Alberto Fujimori. The compromise was reached with a view
to preventing the current president’s impeachment from
advancing in Congress. In exchange, Mr. Fujimori was
pardoned and released from prison after serving 12 years.

The support of the party led by Keika Fujimori (which cast
10 votes against impeachment) saved Mr. Kuczynski from
being removed from office, but could come at a cost and
make it even more difficult for the government to rebuild
its power base in parliament going forward. Several
previous supporters have announced their departure from
the base after the latest political maneuver. The president’s
popularity reached its lowest level since he was elected,
which shows the political challenges that the country could
face in the future.

With this political noise and a fragile parliamentary base,
pushing a more ambitious economic reform agenda will be
difficult. With that, the expectations for economic growth,
and especially domestic demand, may be slightly revised
downwards, but remain at a good pace.

Spending with infrastructure investments should remain
low given the public mistrust with the political system, and
suspicion over the conditions under which companies
operate certain infrastructure projects within the country.
This weak investment environment is countered by the
prospect that consumption will continue to grow at a good
rate. Low unemployment, controlled inflation and interest
rates at a very expansionary level should boost performance
of this key component of domestic demand throughout
2018.

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

The end of a series of temporary shocks should 
keep inflation at a low level in the next few 

months.
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The international environment is currently quite favorable
for the Peruvian economy. The mining industry is the main
engine of the country’s economy, as its exports account for
nearly 14% of GDP, and should benefit greatly from the
recent increase in international prices. The country is one
of the most competitive producers of some metal
commodities, and should benefit from an improved
environment, including the possibility of a new investment
cycle to come on the heels of this improved outlook for
international prices. It is important to note that the country
already has a trade surplus and a very low checking account
deficit (less than 1% of GDP), which is likely to pull a
stronger currency over the next few months.

The currency appreciation will occur in a context of very low
inflation (currently at 0.21% YoY), and may make extra room
for cutting interest rates, which have already been slashed
by 125 bps in the last 12 months. This monetary expansion
will be the most relevant source of support to growth in
2018, when the economy could grow as much as 4.0%,
keeping the Peruvian economy as the most robust in Latin
American this year.

More consistent disinflation will sustain the 
central bank’s interest rates cuts.
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Special on Commodities: countries that benefit most from an increase in 
commodity prices

o The prices of major commodities have been rising in recent months, and are expected to increase on
the average for 2018. After significant price declines since 2014, current estimates point to modest yet
widespread increases in 2018. A sustained and simultaneous recovery of global growth is expected to
boost demand once again, reducing oversupply of major commodities.

o Robust growth for developed countries should sustain commodity price increases, which are likely to
benefit emerging markets, as commodities tend to account for a major share of exports and GDP in
these countries.

o With manufacturing and investments heating up in the U.S., the Eurozone, Japan and even China, metal
commodity prices have risen substantially in recent months, as the outlook for demand has improved.
To a lesser extent, the same situation applies for oil prices, which are still driven mainly by supply. In this
case, despite a continuing oversupply, geopolitical conditions have kept prices much higher than last
year's average amid recovering demand. Even though our base scenario has oil prices coming down to
USD 65/barrel, the average for the year should be 18% higher than in 2017.

o Agricultural prices should rise 5% this year, less than metal commodities and oil. However, the
exported volume tends to be large once again. The low level of prices in the last few years has reduced
the incentive to expand crops. Therefore, production increases have been limited, and any negative
production shock could keep prices under pressure, even amid improved global growth. In this case, we
also expect prices to perform better than in the last few years.

o Considering the largest net exporters of commodities and the price outlook for each product group, we
outline those who are expected to benefit the most from this price increase¹. With the increase seen so
far this year (compared to 4Q17), Mexico stands to be the biggest beneficiary. The country is a net
exporter of oil, a commodity whose price has risen by more than 13%. Next, Peru (metals), Colombia (oil)
and Chile (metals) also expect to see significant gains. Brazil is last on the list. Despite benefitting from an
increase in iron ore prices, the country is a net importer of oil, offsetting the gains from metal prices.

Net commodities exports, in % of GDP

Chile, Colombia and Peru 
stand to be the biggest 
winners in Latin America. A 
major oil exporter, Mexico also 
stands out.

Note 1: we calculate the change for each 
commodity class and the net weight in each 
country’s total exports.
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