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Key messages

G The global cycle remains robust, despite the soft patch in the first quarter.
Global growth will rise from 3.0% in 2013, to 3.3% in 2014 and 3.8% in 2015.

Low volatility in international financial markets has spread to LatAm, even
with the sharp slowdown in activity, but runs the risk of going into reverse if there is
significant volatility after the Fed raises interest rates.

LatAm will grow 1.6% in 2014 and 2.5% in 2015, similar to 2013. The sharp
downturn in regional growth in the first half of this year is behind us. The Pacific
Alliance will grow by 3.1% and 4.0% in 2014-15, well above the regional average.

Slowdown reduces pressure on external deficits, but increases the pressure on
fiscal accounts.

more accommodative tone, even in economies where high inflation leaves doubts

e Weak growth has tended to bias the region’s monetary policies towards a
about the space for further monetary stimulus.
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Overview

1 Global economy: recovery will continue, after the setback in
the first quarter

2 LatAm: sharp slowdown in the first half of 2014 is behind us
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Global cycle: global growth will increase after the
temporary setback in TH14

Global GDP growth (% QoQ)

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

BBVA financial stress index, developed and emerging
mal‘kets Source: BBVA Research
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We stick to our central scenario for China:
growth of over /%

China: GDP growth (%)

Source: BBVA Researc| h
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US: growth surged in 2Q14. The Fed will match
improvements in growth by raising interest rates

US: Fed funds (%)

Source: BBVA Research
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Furozone: ECB measures bias upwards both
growth and inflation

Eurozone:
Source: BBVA Researc|
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Economic recovery will be based on
(i) positive policy combinations;
(ii) progress on banking union;
(ii) improvement in the external environment

The ECB’s measures (TLTROs, LTROs, negative
deposit rates, non-sterilisation, QE?)
strengthening interest-rate guidelines and the
monetary policy transmission mechanisms
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Oil prices will stay high because of geopolitical risks.
Soy bean and copper trending downwards

Brent Crude: (USD/barrel) Soy bean: (USD/mt) Copper: (USD/Ib)
Source: BBVA Research and Bloomberg Source: BBVA Research and Bloomberg Source: BBVA Research and Bloomberg
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Adjustment in the oil price scenario as a >0y bean and copper prices will continue to

fall back down to their long-term values, very

reflection of greater geopolitical risks similar to our estimates three months ago
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N short, increasing global growth in 2014 and
2015

World growth forecasts (%)

Source: BBVA Research
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EAGLEs is the emerging markets group which will contribute most to world
GDP in the next 10 years. The group consists of China, India, Indonesia, Brazil,
Russia, Turkey and Mexico. Page 10
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Overview

1 Global economy: recovery will continue, after the setback in
the first quarter

2 LatAm: sharp slowdown in the first half of 2014 is behind us
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Calm in the international financial markets also
reached LatAm

Sovereign spread in emerging economies (%)

Source: BBVA Research and Haver Analytics
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Latin America will grow 1.6% in 2074 and
2.5% in 2015, similar rates to those of 2013

LatAm*: GDP growth (%YoY)

Source: BBVA Researcl h
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N will continue to be very heterogeneous, with

the 3 Andean countries and Paraguay standing out

LatAm countries: GDP growth (%)

Source: BBVA Research
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Box 1: Slight downward revision of potential
growth rate in LatAm

LatAm: Potential GDP growth (% YoY avg.)
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Economic deceleration reduces the pressure
on external accounts ..

LatAm Current account deficit (% GDP)

: BBVA Res

rch and Haver Analytics
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External deficits will start to fall from 2014
and 2015, due to weak internal demand and
rising global growth ...

... the end of a series of supply shocks in the
export sector (Peru, Colombia, Chile,

Argentina)...

... and weaker exchange rates, which will partly

offset the lower terms of trade
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.. but raises it on fiscal accounts

LatAm: Fiscal deficits (% GDP)

Source: BBVA Research and Haver Analytics
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Upward pressures on inflation start to slacken

LatAm: inflation (% YoY) in countries with inflation targets

Source: BBVA Research and Haver Analytics
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Inflation driven by shocks to food prices and Inflation will stay in the upper reaches of

: e central banks’ target bands, except in Chile.
exchange-rate depreciation Little scope for relaxing monetary policy
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Weak growth has tended to bias monetary policies
towards a more relaxed tone

Official interest rate in countries with inflation targets (%)

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

Variation in the exchange rate against the dollar in
countries with inflation targets (%)

Source: BBVA Research and Haver Analytics
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Key messages

G The global cycle remains robust, despite the soft patch in the first quarter.
Global growth will rise from 3.0% in 2013, to 3.3% in 2014 and 3.8% in 2015.

Low volatility in international financial markets has spread to LatAm, even
with the sharp slowdown in activity, but runs the risk of going into reverse if there is
significant volatility after the Fed raises interest rates.

LatAm will grow 1.6% in 2014 and 2.5% in 2015, similar to 2013. The sharp
downturn in regional growth in the first half of this year is behind us. The Pacific
Alliance will grow by 3.1% and 4.0% in 2014-15, well above the regional average.

Slowdown reduces pressure on external deficits, but increases the pressure on
fiscal accounts.

more accommodative tone, even in economies where high inflation leaves doubts

e Weak growth has tended to bias the region’s monetary policies towards a
about the space for further monetary stimulus.
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Growth forecasts in Latin America

GDP growth (% YoY)

Source: BBVA Research. *Forecasts

| 2011 2012] _2013] _2014"] 2015’
Argentina 8.6 0.9 2.9 -1.0 0.2
Brazil 2.7 1.0 2.5 1.3 1.6
Chile 5.8 5.4 4.1 2.9 3.8
Colombia 6.6 4.0 4.7 4.9 4.8
Mexico 3.9 3.8 1.1 2.5 3.5
Paraguay 4.3 1.2 14.4 4.9 4.3
Peru 6.5 6.0 5.8 4.1 5.9
Uruguay /.3 3.7 4.4 2.7 2.9
Mercosur 3.5 1.3 2.4 0.4 1.2
Pacific Alliance 4.8 4.2 2.5 3.1 4.0
Latin America 4.1 2.6 2.5 1.6 2.5
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