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            The slowdown in LatAm is coming to an end

            Juan Manuel Ruiz

        

        Diario El País (Spain)

        

 The slowdown in Latin America that began in 2012 will come to an end this year. After a difficult start of the year, foreign and domestic conditions seem to be improving in most Latin American countries. Decreasing doubts about China have brought greater calm to financial markets in the region. Latin America managed to cope well with Brexit and the ensuing increase in global risk aversion, no doubt thanks to the reaction of the central banks of developed economies, which made it clear that they would do everything necessary to put a stop to that volatility, in the case of the Federal Reserve by delaying interest rate hikes. 


Against this backdrop, and despite the fact that activity in the region is still weak, a certain recovery of growth can be perceived, particularly in the second half of this year. 2016 will still be a year of adjustment, with a decline in activity of -0.9%, after 5 years of slowdown and three years of growth below OECD countries, something not seen since the start of this century. Even so, the second half of this year sould show strong activity, and the slowdown in the region should bottom out this year. Growth would be 1.8% in 2017, even lower than in OECD countries and than the region's potential -closer to 3%-, but it will be a turning point, supported by the foreign sector and, in countries like Argentina, Peru and Colombia, by public and private investment. These three countries will precisely be the fastest-growing economies next year in Latin America.


Of course, there will be much disparity, with the Pacific Alliance countries (Mexico, Colombia, Peru and Chile) posting average growth of around 2.7%, compared to the recession in Brazil and Argentina this year.


On the inflation side, the news has been positive in most countries. Even though it is still above the targets set by the central banks (except for Mexico and Peru) it has decreased in recent months, due to lower exchange-rate pressure. The exceptions are Colombia, Argentina and Uruguay, although it should start to decline in the first two countries in the coming months. This will enable many central banks to adopt a laxer stance in their monetary policy in the future, with the notable exception of Colombia and Mexico: the former still with major inflation concerns and the latter following closely the rate hikes announced by the Fed.


The risks surrounding this forecast continue to be tilted to the downside, although they are now less intense than three months ago, due in part to fewer (but still relevant) concerns about the Chinese economy and to the gradual approach adopted by the Federal Reserve. But the region is also facing internal risks derived from the political process in many countries, low confidence or possible delays in investment in infrastructures. And of course, there is still the major risk of not tackling the reforms needed to boost growth in the medium and long term.
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This document has been prepared by BBVA Research Department, it is provided for information purposes only and expresses data, opinions or estimations regarding the date of issue of the report, prepared by BBVA or obtained from or based on sources we consider to be reliable, and have not been independently verified by BBVA. Therefore, BBVA offers no warranty, either express or implicit, regarding its accuracy, integrity or correctness.
Estimations this document may contain have been undertaken according to generally accepted methodologies and should be considered as forecasts or projections. Results obtained in the past, either positive or negative, are no guarantee of future performance.
This document and its contents are subject to changes without prior notice depending on variables such as the economic context or market fluctuations. BBVA is not responsible for updating these contents or for giving notice of such changes.
BBVA accepts no liability for any loss, direct or indirect, that may result from the use of this document or its contents.
This document and its contents do not constitute an offer, invitation or solicitation to purchase, divest or enter into any interest in financial assets or instruments. Neither shall this document nor its contents form the basis of any contract, commitment or decision of any kind.
In regard to investment in financial assets related to economic variables this document may cover, readers should be aware that under no circumstances should they base their investment decisions in the information contained in this document. Those persons or entities offering investment products to these potential investors are legally required to provide the information needed for them to take an appropriate investment decision.
The content of this document is protected by intellectual property laws. It is forbidden its reproduction, transformation, distribution, public communication, making available, extraction, reuse, forwarding or use of any nature by any means or process, except in cases where it is legally permitted or expressly authorized by BBVA.
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