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Peru Macro Update
MAIN EVENTS — INFRASTRUCTURE
The Cabinet has approved a S/ 23.5bn (US$7bn) 3-year spending plan for postNiño reconstruction. The details will be available possibly by early September.
Approximately 75% (US$5.4bn) of this is earmarked for infrastructure projects,
including roads, homes and schools. Most of the spending will take place along
the Northern Coast.
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Although the bulk of spending will be in 2018-2019, construction of homes will
begin in 2017.
The largest of the 8 infrastructure projects for the Panamerican Games to be held
in Lima in 2019 will be tendered between September and December 2017. The
process is under the control of the British government through a bilateral
agreement. Total investment is S/ 1.7bn (US$500mn).
The first project to be tendered, the Olympic Village, is scheduled for September
8th. Seven finalists are competing, including locals Cosapi and ICCGSA.
The information provided by the government so far could mean an increase in
public sector investment between 15% and 20% in calendar year 2018, compared
to our prior forecast of 10%.
The government announced that it had signed a new amendment to the PPP
contract to expand the Lima airport, which would allow work to begin in 4Q18. The
expansion is a US$1.5bn project over 5 years. Financing must still be secured.
MAIN EVENTS — METAL PRICES
All major export metals have put in strong, above-expectations, performances this
past month, led by copper, which surpassed US$3.00 and zinc, US$1.40. Both
metals together represent 35% of total exports (all metals are 60% of exports).
As a result, the trade surplus is now trending at over US$5bn, the highest since
2012, and over double our initial estimates for the year. In 2Q17, the current
account deficit fell to 1.8% of GDP, the lowest level since 2011.
More importantly, there is a strong correlation between terms of trade and private
investment (consequently, also GDP). This correlation is not playing out quite yet,
but should in the near future. Mining exploration and capital goods imports have
both begun rising again.
GROWTH
The GDP rose 3.6%, YoY, in June. This came after 3.4% growth in May, and
signals that the economy has rebounded out of the El Niño slump (February to
April). However, fishmeal production accounted for much of headline growth. This
is temporary, and future GDP growth will be more in line with domestic demand,
which continues growing to date at only 2%.
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There are, however, signs that a turning point has been reached in domestic demand. Key indicators, including cement sales,
electricity, retail sales, value-added tax revenue, and government investment, have all begun turning up since June.
INFLATION AND MONETARY POLICY
Twelve-month inflation to July rose mildly to 2.8%, within the Central Bank (CB) target range. The CB has expressed some
concern over the belated impact of El Niño on certain food prices, which is expected to continue in August. However, this will be an
only temporary interruption of inflation’s downward decline. The CB continues to be on-message to lower its reference rate another
25 to 50bps this year.
FX
The last time Peru’s external accounts were as strong as now, in 2011-2012, the sol was appreciating. The only thing holding the
sol back from appreciating now is strong ongoing Central Bank intervention. The pressure in favor of a stronger sol has risen
strongly in recent weeks, and the risk is that at some point the CB will stop putting a floor in the FX market and allow the sol to
appreciate. When and how much is uncertain, however. Currently, our FX forecast of 3.25 for year-end 2017, and 3.20 for 2018
are under revision to the downside.
FISCAL ACCOUNTS
The expected deficit is 2.8% of GDP largely because government spending, although improving, continues to be weak. Aggressive
government spending plans going forward are likely to outpace improving revenue linked to higher metal prices, driving the deficit
up. The government needs to ensure that this does not jeopardize the legal deficit target for 2018 of 3.5% of GDP.
POLITICS
A widespread teachers’ strike that has closed most public schools for as long as two months is beginning to weaken after the
government used a combination of carrot and stick to entice teachers back to classes. Nonetheless, the strike has been yet
another cause for acrimony between the Executive and Congress.
On a more positive note, Luis Galarreta (opposition, Fuerza Popular) was elected to preside over Congress. In his new role,
Galarreta has toned down his criticism of the PPK government significantly.
Lava Jato (Car Wash) continues making noise. Recent information suggests that Keiko Fujimori may also have received campaign
funds from Odebrecht.

Visit our web site at scotiabank.com/economics or contact us by email at scotia.economics@scotiabank.com

2

GLOBAL ECONOMICS
| COUNTRY BRIEFING
September 8, 2017

This report has been prepared by Scotiabank Economics as a resource for the clients of Scotiabank. Opinions, estimates and projections
contained herein are our own as of the date hereof and are subject to change without notice. The information and opinions contained herein
have been compiled or arrived at from sources believed reliable but no representation or warranty, express or implied, is made as to their
accuracy or completeness. Neither Scotiabank nor any of its officers, directors, partners, employees or affiliates accepts any liability
whatsoever for any direct or consequential loss arising from any use of this report or its contents.
These reports are provided to you for informational purposes only. This report is not, and is not constructed as, an offer to sell or solicitation of
any offer to buy any financial instrument, nor shall this report be construed as an opinion as to whether you should enter into any swap or
trading strategy involving a swap or any other transaction. The information contained in this report is not intended to be, and does not
constitute, a recommendation of a swap or trading strategy involving a swap within the meaning of U.S. Commodity Futures Trading
Commission Regulation 23.434 and Appendix A thereto. This material is not intended to be individually tailored to your needs or characteristics
and should not be viewed as a “call to action” or suggestion that you enter into a swap or trading strategy involving a swap or any other
transaction. Scotiabank may engage in transactions in a manner inconsistent with the views discussed this report and may have positions, or
be in the process of acquiring or disposing of positions, referred to in this report.
Scotiabank, its affiliates and any of their respective officers, directors and employees may from time to time take positions in currencies, act as
managers, co-managers or underwriters of a public offering or act as principals or agents, deal in, own or act as market makers or advisors,
brokers or commercial and/or investment bankers in relation to securities or related derivatives. As a result of these actions, Scotiabank may
receive remuneration. All Scotiabank products and services are subject to the terms of applicable agreements and local regulations. Officers,
directors and employees of Scotiabank and its affiliates may serve as directors of corporations.
Any securities discussed in this report may not be suitable for all investors. Scotiabank recommends that investors independently evaluate any
issuer and security discussed in this report, and consult with any advisors they deem necessary prior to making any investment.
This report and all information, opinions and conclusions contained in it are protected by copyright. This information may not be
reproduced without the prior express written consent of Scotiabank.
™ Trademark of The Bank of Nova Scotia. Used under license, where applicable.
Scotiabank, together with “Global Banking and Markets”, is a marketing name for the global corporate and investment banking and capital
markets businesses of The Bank of Nova Scotia and certain of its affiliates in the countries where they operate, including, Scotiabanc Inc.;
Citadel Hill Advisors L.L.C.; The Bank of Nova Scotia Trust Company of New York; Scotiabank Europe plc; Scotiabank (Ireland) Limited;
Scotiabank Inverlat S.A., Institución de Banca Múltiple, Scotia Inverlat Casa de Bolsa S.A. de C.V., Scotia Inverlat Derivados S.A. de C.V. – all
members of the Scotiabank group and authorized users of the Scotiabank mark. The Bank of Nova Scotia is incorporated in Canada with
limited liability and is authorised and regulated by the Office of the Superintendent of Financial Institutions Canada. The Bank of Nova Scotia is
authorised by the UK Prudential Regulation Authority and is subject to regulation by the UK Financial Conduct Authority and limited regulation
by the UK Prudential Regulation Authority. Details about the extent of The Bank of Nova Scotia's regulation by the UK Prudential Regulation
Authority are available from us on request. Scotiabank Europe plc is authorised by the UK Prudential Regulation Authority and regulated by the
UK Financial Conduct Authority and the UK Prudential Regulation Authority.
Scotiabank Inverlat, S.A., Scotia Inverlat Casa de Bolsa, S.A. de C.V., and Scotia Derivados, S.A. de C.V., are each authorized and regulated
by the Mexican financial authorities.
Not all products and services are offered in all jurisdictions. Services described are available in jurisdictions where permitted by law.

Visit our web site at scotiabank.com/economics or contact us by email at scotia.economics@scotiabank.com

3

