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Key messages

a The global cycle remains robust, especially in developed economies, while
China is slowing down. The world economy growth will increase from 3% in 2013
to 3.4% in 2014 and 3.8% in 2015.

Latam’s financial markets recovered in March and April. Looking ahead, they will
be shaped by the effects of the Fed’s withdrawal of monetary stimulus and the
pattern of growth in China.

Latam will grow by 2.3% in 2014 and 2.5% in 2015, similar to 2013. Growth will
be below the region’s potential and very heterogeneous, with the Pacific Alliance
countries performing well above the regional average.

0 External deficits remain high and the fiscal perspective worsens, but both
deficits continue to be manageable, on the whole.

An unlikely scenario of sharp deceleration in China would have a substantially
negative effect on South America. The shock would be absorbed better by the
Andean countries, which have more scope for countercyclical policies.
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Global cycle: growth remains robust at a
guarterly 0.8% in the first half of the year

World GDP growth % qo0)

Source: BBVA Researc h
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Tensions have fallen in financial markets since
the beginning of the year

BBVA financial tensions index in developed and
emerging economies

Fuente: BBVA Researc h
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Deceleration in China is confirmed, although

growth is still above /7%

China: GDP growth (% YoY)

Source: BBVA Researcl h
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Doubts about the cyclical strength of the
Chinese economy have made themselves felt
in 1Q14, but less than anticipated

Greater loss of cyclical inertia in investment
than in consumption

In turn, the authorities are taking measures to
contain the vulnerabilities caused by the
boosts in 2008-09
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Raw material prices adjust downwards,
especially industrial metals

= Adjustments in the medium- and long-term growth scenario in China are impacting on long-term price changes
in copper and oil

» This adjustment is limited as long as the production costs continue to set a lower limit to prices

»= Soy bean prices are higher than expected because of the poor harvest in Brazil, while convergence to the
downside is expected in the medium-term

Brent Crude (USD/bl) Soy bean (USD/mt) Copper:(USD/Ib)
Source: Bloomberg and BBVA Research Source: Bloomberg and BBVA Research Source: Bloomberg and BBVA Research
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Aceleration in world activity in 2074 and
20715, with the help of developed countries

World growth forecasts (% YoY)

Fuente: BBVA Research
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Forecasts in US and Europe remain steady.
Growth is on an upward path

Greater contribution to world growth from
developed economies than in 2013, but
emerging markets still make up 2/3rds of

Revision to the downside of growth forecasts
in the main emerging economies

1 - -04
13‘14‘15 13‘14‘15 13‘14‘15‘ 13‘14‘15 | |
World us Eurozone Eagles*

B Forecasts in May 2014 Forecasts in Feb 2014

EAGLESs is the group of emerging economies which will contribute most to world
GDP in the next 10 years. The group is composed of: China, India, Indonesia,
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In Latin America, the markets forget (for the
time being) about tapering

Sovereign differentials in emerging markets (EMBI, index
January 2013=100)
Source:

: Haver and BBVA Researc h
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Latin America will grow 2.3% in 2014 and
2.5% in 2015, rates similar to 2013

Latam*: GDP growth (% YoY)

Source: BBVA Research

7 -
Latam  ~#-Mercosur —&—Pacific Alllance Internal demand has moderated in the last few
6 1 quarters, particularly investment
5 - .
Activity will gradually recover in 2014-15,
4 - supported by an increase in world growth
A
3 1 In the longer term, regional growth will start
converging towards its potential, at around
5 | 3.5%
1 1 Increasing heterogeneity: the Pacific Alliance
will grow around 4% in 2014 and 2015, well
above the region as a whole

O 1 1 1 1 1 1
2010 2011 2012 2013 2014e  2015e | |

* Weighted average of Argentina, Brazil, Chile, Colombia, Mexico,
Paraguay, Peru, Uruguay and Venezuela

Page 11



Latin America Outlook / May 2014
BBVA | esenc

Peru, Paraguay and Colombia will continue to
grow the most

Latam countries: GDP growth (% YoY)

Source: BBVA Research
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Box Z2: Highly dynamic house prices , but no
significant risks

Housing affordability: Price to family income
ratio

Source: Global Property Guide and BBVA Research
Adjusted price to income ratio*
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Fiscal outlooks worsen in the region, but
deficits will be manageable

Latam: Fiscal deficit (% GDP)

Source: Haver and BBVA Research
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Nal deficits are high, but will start to

dimin

ishin 2014

Latam: Current account balance (% GDP)

Source: Haver and BBVA Research
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INnflation in line with central bank targets, apart
from Brazil and Uruguay

Deviation of YoY inflation from central bank target (pp)

Source : Haver an d BBVA Researcl h

6_
4_
Inflation driven by shocks to food prices and
2 - depreciation in the exchange rate
|
0_
Inflation will converge on central bank targets
-2 A at the end of 2014, with the exception of
Uruguay and (although less so) Brazil
-4
c The depreciation in the exchange rate will
6 6 6 - N N N ¢ M o< < 1 o1, o generate a generally limited pass-through to
Tt £t : LI : A % : %5 B EE G it
8 3 2 <8 &> 4820 =238 327 |
—BRA ——CHI MEX COL —PER —URU

Page 16



Latin America Outlook / May 2014
BBVA | reseance

Monetary pause in Latam for the rest of 2014, apart

from Colombia and Chile. Generalised tightening in
2015

Official interest rates in countries with inflation targets (%)

Source: Haver and BBVA Research
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Exchange rates will depreciate in 2014 and 2015,
with very heterogeneous intensities

Variation in the exchange rate against USD in
countries with inflation targets (% Jan-Dec)
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A sharp deceleration in China is one of the principal
risk scenarios for Latam

China: baseline and risk scenarios (% YoY)

Source: BBVA Research
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A negative shock in China would affect Latam
through three channels

Effect of the risk scenario in China on the price of raw icci
material exports (% change from the baseline scenario) Tra NSMISSIon Cha i n6|5 tO Lata m

Fuente: BBVA Research
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The impact on South America would be substantial,
better weathered by the Andean countries

Latam: impact on growth of the risk scenario in China
(difference in pp from baseline scenario)

Source: BBVA Research
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Key messages

a The global cycle remains robust, especially in developed economies, while
China is slowing down. The world economy growth will increase from 3% in 2013
to 3.4% in 2014 and 3.8% in 2015.

Latam’s financial markets recovered in March and April. Looking ahead, they will
be shaped by the effects of the withdrawal of monetary stimulus by the Fed and
the pattern of growth in China.

Latam will grow by 2.3% in 2014 and 2.5% in 2015, similar to 2013. Growth wiill
be below the region’s potential and very heterogeneous, with the Pacific Alliance
countries well above the regional average.

0 External deficits remain high and the fiscal perspective worsens, but both
deficits continue to be manageable on the whole.

An unlikely scenario of sharp deceleration in China would have a substantial
negative effect on South America. The shock would be absorbed better by the
Andean countries, which have more scope for countercyclical policies.
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Appendix:

Growth forecast in Latin America

GDP growth (% YoY)

Source: BBVA Research. *Forecasts

Latin America Outlook / May 2014

| 2011 2012] 2013| 2014*| _2015"
Argentina 8.6 0.9 3.0 2.8 2.1
Brasil 2.7 1.0 2.3 2.0 1.6
Chile 5.8 5.4 4.1 3.4 4.3
Colombia 6.6 4.0 4.3 4.7 4.8
Mexico 4.0 3.7 1.3 3.4 3.0
Paraguay 4.3 1.2 14.4 5.3 4.2
Peru 6.5 6.0 5.6 5.2 5.6
Uruguay /.3 3.7 4.4 3.2 3.3
Mercosur 3.5 1.3 2.3 1.7 1.5
Pacific Alliance 4.9 4.2 2.6 3.8 3.7
Latam 4.1 2.6 2.4 2.3 2.5
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