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Peru—Countercyclical Fiscal Stimulus to Cushion the
Economy from El Nifio

A series of fiscal policy measures have been announced in recent days that will lead to
higher public spending over the coming months. Last Wednesday, Congress approved
PEN 8.2 billion (US$ 2.4 billion) in supplementary resources for the 2026 Public Budget, as
requested by the Government. The additional funds will be allocated to completing
ongoing public investment projects and strengthening the Government’s capacity to
respond to potential emergencies associated with the El Niflo phenomenon (ENSO).
These supplementary resources, combined with the seasonal increase in public
expenditure toward year-end, would cause the fiscal deficit to widen from 0.9% of GDP in
September to around 1.8% of GDP by December 2026, broadly in line with the fiscal
deficit target.

In addition, the Government announced the implementation of a countercyclical fiscal
policy aimed at mitigating the impact of El Nifio, higher oil prices, and rising international
interest rates on Peru’s economic growth (chart 1). To this end, the fiscal deficit target will
be raised from 1.4% to 2.4% of GDP (chart 2), allowing for an increase of approximately
PEN 18 billion (US$ 5.2 billion) in the 2027 Public Budget. The additional resources will be
allocated to completing stalled public investment projects, maintaining infrastructure,
providing direct transfers to vulnerable households potentially affected by El Nifio and, to
a lesser extent, subsidizing fuel prices. The fiscal package seeks to prevent these supply-
side shocks from causing a sharper economic slowdown and to support the Government’s
3.4% growth target for 2027. According to the newspaper Gestion, the Government is
preparing sovereign bond issuance of approximately PEN 10 billion in international
markets to finance part of the fiscal stimulus package.

In our view, a countercyclical fiscal response is appropriate given the expected adverse
effects of an “Extraordinary” El Nifio event. According to our projections, GDP growth
would slow markedly during the first half of 2027, potentially falling below 2%, as the
adverse effects of El Nifio are expected to be concentrated during this period, particularly
in the Agriculture, Fisheries, Transportation, and Commerce sectors. During the 2017 and
2023 El Nifio events, the negative impact on annual GDP growth was around 1 percentage
point, broadly similar to the impact we anticipate across 2026 and 2027. Against this
backdrop, the fiscal package could support a recovery in GDP growth toward the
approximately 4% rate we project for the second half of 2027.

Peru also has sufficient fiscal space to implement a temporary countercyclical response,
particularly compared with several other Latin American economies. As shown in tables 1
and 2, Peru’s fiscal deficit (1.8% of GDP) and public debt (27.8% of GDP) remain well below
the averages for Latin American and emerging-market economies, providing room for a
temporary and targeted fiscal response.

COUNTERCYCLICAL FISCAL POLICY

The Government’s proposed PEN 18.0 billion countercyclical fiscal package is
concentrated in four main areas:

e PEN 13.0 billion for infrastructure projects. Of this amount, PEN 6.0 billion will be
allocated to education infrastructure, while PEN 7.0 billion will be used to complete
approximately 250 stalled public works that are more than 50% complete. For the
latter, the Government is considering mechanisms such as the Obras por Impuestos
(OxI, Works for Taxes) scheme.
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e PEN 2.5 billion in direct transfers to vulnerable households, to be provided for Table 1: Latin America Fiscal Deficit (% of GDP)

up to five months, depending on needs. The transfers will target households Countries 2024 2025 2026F
affected by excessive rainfall along the northern coast, droughts in the southern |51 62 -84 77
highlands, and landslides in the central highlands. Colombia -6.0 -5.7 5.2
Mexico -5.8 -4.9 -4.4

¢ PEN 2 billion for the maintenance of public infrastructure. Spending will focus Uruguay -3.2 -3.4 -3.8
primarily on preventive and corrective maintenance of schools, healthcare Chile 28 28 25

o X . . Lo . . Paraguay -2.1 -1.7 -1.3
facilities, police stations, and roads, with priority given to hiring local workers. Argentina 05 0.4 05

- . . " . . . o Ecuador -1.3 -29 0.0

e PEN 500 million in fuel subsidies, specifically to maintain diesel subsidies for Peru -3.4 2.2 .18

public passenger and freight transportation. Sources: Scotiabank Economics, BCRP.

The Government also plans to approve measures aimed at providing liquidity to
P PR P ghq y Table 2: Latin America Public Debt (% of GDP)

sectors affected by El Nifio. These would include the postponement of advance tax

. . . . . . Countries 2024 2025 2026F
obligations, the release of balances held in tax-withholding (detracciones) accounts,
and government-guaranteed loans for micro and small enterprises (mypes, by its Bzl Sl =E L
A Argentina 85 80 70
Spanish acronym) through Fondo Crecer, among other measures. Mo 59 62 63
. . . . . . L, Uruguay 68 66 67
Finally, the Government is reportedly considering the application of the suspension  |colombia 61 60 61
perfecta de labores, a temporary suspension of employment contracts, in sectors Chile 42 42 43
. o . . P 45 38 38
and regions most severely affected by El Nifio. Under this mechanism, employees Ei;iil;ary ) <4 N
temporarily cease providing services and employers suspend wage payments, while  |peru 32 30 28
the employment relationship itself remains in force. A similar measure was Sources: Scotiabank Economics, BCRP.

implemented during the pandemic.
SUPPLEMENTARY RESOURCES

The PEN 8.2 billion supplementary appropriation, equivalent to 3.2% of the original 2026 Public Budget, will finance priority interventions,
ensure the continuity of public works, and strengthen the provision of essential public services. The resources will also support
infrastructure development, public security, healthcare, education, the operational capacity of the Armed Forces, and pension payments.

The main expenditures to be financed through the supplementary appropriation include:

e PEN 1.0 billion to ensure the continuity of ongoing infrastructure projects, including Lima Metro Line 2, the Santa Rosa Expressway, the
Chulucanas and San Francisco bridges, and railway concessions.

e PEN 762 million for the maintenance of 12,054 educational facilities.
e PEN 691 million for healthcare services and comprehensive interventions to address anemia.

e PEN 581 million for El Nifio prevention and emergency-response measures aimed at reducing vulnerabilities and strengthening the
Government’s response capacity.

e PEN 516 million for the purchase of school kits for more than 1.2 million students living in poverty.
e PEN 380 million for water and sanitation investments.
e PEN 247 million for the maintenance of small-scale irrigation infrastructure and other investments in the agricultural sector.

According to the Ministry of Economy and Finance (MEF), 53.8% of the supplementary resources will be financed through sovereign bond
issuance, while the remaining 46.2% will come from higher tax revenues associated with elevated copper prices and stronger economic
activity.
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