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Overview – “Little by little one walks far” 
 

We recognize political uncertainty may impact the economy but continue to expect strong growth in 

2018 thanks to the joint impact of fiscal stimulus and private investment. Higher copper prices should 

be a source of upside surprises, especially in the fiscal and external sectors. 
 

 We expect 3.9% growth in 2018. Domestic demand will stabilise and private sector investment 

will have its first year of positive growth since 2013. Public sector investment will be supported by 

construction for the Panamerican Games and reconstruction efforts after last year's floods. 
  

 Peru’s fiscal snapshot will continue to be characterized by managed deficits and consolidation. We 

forecast a deficit of 2.9% of GDP in 2018 and 2.3% of GDP in 2019, which are lower than 

the government’s estimates. Hence we foresee gross public sector debt at 27.5% of GDP in 2019. 
 

 In light of higher copper prices we now expect the current account deficit to stabilize at 1.1% 

of GDP in 2018 and 1.2% of GDP in 2019 and we expect the Peruvian sol to strengthen to 

3.20 soles per dollar in 2018 from levels closer to 3.27 soles per dollar currently.  
 

 The central bank cut the policy rate 150bps in the last 12 months given disinflation.  We forecast 

the policy rate will reach 3.5% by end of 2018 as policy normalizes. Higher rates in 2019 

may not be warranted if inflation is stable and activity decelerates slowly in response to les stimulus. 
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   2014  2015  2016  2017  2018F  2019F   

  
Real GDP growth (%)   2.4  3.3  4.0  2.5  3.9  3.5   
Growth in real private consumption (%)  3.9  4.0  3.3  2.5  3.5  3.4   

Growth in real fixed investment (%)  -2.2  -5.3  -4.6  0.0  6.0  3.2  
GDP per capita ($)   6,593  6,185  6,209  6,766  7,102  7,514 
 

Unemployment (% urban labor force, average year)  5.9  6.9  7.0  7.2  7.0  7.0 
 
CPI inflation (%, average)   3.2  3.5  3.6  2.8  1.6  2.2   

 
Exchange rate (PEN per USD, average)  2.84  3.19  3.38  3.26  3.23  3.21   
 

Reference rate (%, end-year)   3.50  3.75  4.25  3.25  3.50  3.50   
 
General government fiscal balance (% of GDP)  -0.3  -2.1  -2.3  -3.0  -2.9  -2.3   

Gross public sector debt (% of GDP, end-year)  20.1  23.3  23.8  24.8  26.3  27.5  
 
Current account (% of GDP)   -4.4  -4.8  -2.7  -1.3  -1.1  -1.2   

Net FDI ($bn)    3.6  8.1  6.6  6.5  5.6  5.2   
 
Foreign debt ($bn, end-year)   69.2  73.3  74.7  76.9  80.2  83.1   

Foreign debt (% of GDP, end-year)  34.1  38.1  38.2  35.7  35.1  34.0   
Foreign debt (% of exports of goods and services)  152.2  180.3  172.3  148.9  146.0  144.7   
Central bank gross FX reserves ($bn)  62.4  61.5  61.7  63.7  64.0  66.5   
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Economic Statistics & Credit Suisse Forecasts 
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Source: Central Bank, INEI, Ministry of Finance, Credit Suisse   
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Domestic Demand - Resilient 
 

 Whilst unemployment has risen from low levels we note stability in real incomes, a rise in job vacancies, 
growth in the number of self-employed and of workers aged 25+. Medium sized firms (11-50 people) and 
youth unemployment (<24) are more challenged but these represent smaller cohorts. 

  

 Low policy rates have translated to low consumer rates supporting credit growth and domestic demand. 
Imports of durable consumer goods are posting double digit growth rates so far in 2018. 

Credit Suisse 
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Source: BCRP, INEI, Bloomberg Last data point: March 2018 (left), June 2018 (right) 

Gross Domestic Product & Domestic Demand Policy, Residential Mortgage & Consumer Loan Interest Rates 
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Investment spending – A supportive environment 
 

 Improved terms of trade are in favour of improved private capital formation. Mining investment would be 
supported by the higher prices of metals, similarly energy and agricultural commodity pricing has improved.  

 In 2018, Proinversión expects to award PPP projects in concession for a total of US$ 4.84 billion, 
including the US$ 2.50 bn for the Michiquillay project awarded to Southern. In 2019-2020, investments 
for projects awarded under concession contracts would total circa US$ 5.30bn. 
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Source: BCRP, Bloomberg, Company Reports Last data point: June 2018 (left), March 2018 (right) 

 Investment (US$mm) Projects 

Mining  6,692   28 
Infrastructure  4,098   26 

Other sectors  3,737  63 

Hydrocarbons  2,025   16 
Energy  969   21 

Industry  760   11 

TOTAL  18,281   165 

Project Pipeline (Top) & Private Investment (Real % Change; Bottom) Terms of Trade versus Private Investment (% year on year change) 
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Public Sector – Past & future discipline facilitates stimulus & hastens the recovery 
 

 In 2018 expenditure representing 20.3% of GDP will lead to a deficit of -2.9%. This projection is basically 
explained by Reconstruction works post El Nino Costero and the Pan American Games. The resumption of 
projects such as Lima Metro’s Line 2 and large scale sanitation & water projects will contribute importantly.  
 

 Deficit improvement and revenue recovery thereafter will be supported by: i) improving domestic demand; 
ii) higher revenue from the mining sector due to higher prices of minerals; iii) the return of tax refunds to 
historical levels, and iv) the increase in the rate of withholdings or advance payment on VAT.. 
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Source: BCRP, Bloomberg, Credit Suisse Last data point: March 2018 (left & right), December 2017 (middle) 

Nominal and primary fiscal balance (% GDP) Govt Capital Spending (%, moving averages) Peru Sovereign Credit Ratings 
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External Sector – Better pricing and volume 
 

 The trade balance saw 6 consecutive quarters of surpluses closing 2017 in the black by US$6.27bn, a 
result not observed since 2012. As a result, the deficit in the current account of the balance of payments 
has decreased from 2.7% of GDP in 2016 to 1.3%of GDP in 2017. (2018/19e: -1.1% & -1.2%) 
 

 Growth in the value of exports in the next two years is expected to be associated with both better 
commodity prices and greater volume, since exports are expected to grow by circa 3% in volume terms in 
both years. We see metals prices near fair value so we think the terms of trade improvement can persist. 
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Source: Observatory of Economic Complexity, Credit Suisse, Bloomberg Last data point: June 2018 
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Monetary Policy – Normalisation of accomodative policy & FX stability 

 

 Given the central bank's strong reserve position, we expect continued intervention on both sides of the 
currency market to avoid excessive volatility, which could also mitigate short term appreciation pressures. 
 

 Headline and core inflation indices have fallen dramatically, leading to an aggressive easing cycle by the 
central bank. While we cannot rule out further policy rate cuts in the short term, our view is that the central 
bank will likely increase interest rates towards the end of the year. 
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Source: BCRP, Credit Suisse Last data point: March 2018 

International Reserves ($bn) Inflation (%yoy) Monetary Policy Rate (%) & Forecast 
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Funding – De-dollarisation of debt 
 

 At the end of 2017 dollarization in the Peruvian 
economy had declined to 29% from 44% in 2013. 

  

 De-dollarisation of mortgages has been notable. 
 

 For credit to non-financial private businesses, the 
the highest rate of de-dollarization is the segment 
of loans to medium-sized companies. 
 

 Levels are still higher in some sectors including 
construction, manufacturing, and services. 

Credit Suisse 
Outlook - Peru 

Source: BCRP Last data point: March 2018 

Ratio of dollarisation by type of business loan 

Dollarisation of credit by business and households 

Ratio of dollarisation by type of household loan 
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Labour Market Reform – Ongoing and important 
 

 The productivity differential between the informal and formal sectors in Peru is important with productivity in 
the former less than 50% of the productivity in the latter in all sectors. Higher economies of scale and 
capital/labor ratios in the formal sector suggest reforms that achieve a reallocation of labor are likely to be 
growth enhancing. It can also lead to financial deepening where inclusion is currently below average. 
 

 This has been recognised by the government and the Social Protection Commission has an important 
mandate in this regard. 

Credit Suisse 
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Source: IMF, INEI Last data point: June 2017 
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Cross Country Study - Informality versus GDP per capita Informality and Productivity per Sector, 2014 
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Capital Markets & Financial Sector – Pricing reflects a constructive outlook 
 

 Proportional to strong debt metrics, government bond yield curves show long term credit risk in Peru is 
priced favourably relative to US Treasuries. Market concern due to trade or political considerations in Brazil, 
Argentina and Mexico has not spilled over to Chile or Peru as highlighted by credit default swaps. As of 21 
June the SP/BVL Peru 25 index was +1.2% versus MSCI LatAm at -13.6%. 
 

 Bank profitability (RoE) is ~18%. The ratio of non performing loans has risen to > 3% reducing NPLs net 
of Provisions to -1.2% but capitalisation as of Q4’17 was also 2pp stronger than Q1’16 at 12.1%. 
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Source: Bloomberg, IMF, Superintendencia de Banca y Seguros Last data point: June 2018 
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Risk warning 
 
Every investment involves risk, especially with regard to fluctuations in value and return. If an investment is denominated in a currency other than your base currency, changes in the rate of exchange may 

have an adverse effect on value, price or income.  

  
For a discussion of the risks of investing in the securities mentioned in this document, please refer to the following Internet link: 

https://research.credit-suisse.com/riskdisclosure 

  
This document may include information on investments that involve special risks. You should seek the advice of your independent financial advisor prior to taking any investment decisions based on this 

document or for any necessary explanation of its contents. Further information is also available in the information brochure “Special Risks in Securities Trading” available from the Swiss Bankers 

Association. 
  

Past performance is not an indicator of future performance. Performance can be affected by commissions, fees or other charges as well as exchange rate fluctuations. 

 

Financial market risks 

Historical returns and financial market scenarios are no guarantee of future performance. The price and value of investments mentioned and any income that might accrue could fall or rise or fluctuate. 

Past performance is not a guide to future performance. If an investment is denominated in a currency other than your base cur rency, changes in the rate of exchange may have an adverse effect on value, 
price or income. You should consult with such advisor(s) as you consider necessary to assist you in making these determinations. 

  

Investments may have no public market or only a restricted secondary market. Where a secondary market exists, it is not possible to predict the price at which investments will trade in the market or 
whether such market will be liquid or illiquid.  

   

Emerging markets 

Where this document relates to emerging markets, you should be aware that there are uncertainties and risks associated with investments and transactions in various types of investments of, or related or 

linked to, issuers and obligors incorporated, based or principally engaged in business in emerging markets countries.  Investments related to emerging markets countries may be considered speculative, 

and their prices will be much more volatile than those in the more developed countries of the world.  Investments in emerging markets investments should be made only by sophisticated investors or 
experienced professionals who have independent knowledge of the relevant markets, are able to consider and weigh the various risks presented by such investments, and have the financial resources 

necessary to bear the substantial risk of loss of investment in such investments.  It is your responsibility to manage the ri sks which arise as a result of investing in emerging markets investments and the 

allocation of assets in your portfolio. You should seek advice from your own advisers with regard to the various risks and factors to be considered when investing in an emerging markets investment. 
   

Alternative investments 

Hedge funds are not subject to the numerous investor protection regulations that apply to regulated authorized collective investments and hedge fund managers are largely unregulated. Hedge funds are 
not limited to any particular investment discipline or trading strategy, and seek to profit in all kinds of markets by using leverage, derivatives, and complex speculative investment strategies that may 

increase the risk of investment loss. 

  
Commodity transactions carry a high degree of risk and may not be suitable for many private investors. The extent of loss due to market movements can be substantial or even result in a total loss. 

  

Investors in real estate are exposed to liquidity, foreign currency and other risks, including cyclical risk, rental and loca l market risk as well as environmental risk, and changes to the legal situation. 
   

Interest rate and credit risks 

The retention of value of a bond is dependent on the creditworthiness of the Issuer and/or Guarantor (as applicable), which may change over the term of the bond. In the event of default by the Issuer 
and/or Guarantor of the bond, the bond or any income derived from it is not guaranteed and you may get back none of, or less than, what was originally invested.   
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Investment Strategy Department 
 

Investment Strategists are responsible for multi-asset class strategy formation and subsequent implementation in CS’s discretionary and advisory businesses. If shown, Model Portfolios are provided for 

illustrative purposes only. Your asset allocation, portfolio weightings and performance may look significantly different based on your particular circumstances and risk tolerance. Opinions and views of 
Investment Strategists may be different from those expressed by other Departments at CS. Investment Strategist views may change at any time without notice and with no obligation to update. CS is 

under no obligation to ensure that such updates are brought to your attention. 

  
From time to time, Investment Strategists may reference previously published Research articles, including recommendations and rating changes collated in the form of lists. The recommendations 

contained herein are extracts and/or references to previously published recommendations by Credit Suisse Research. For equiti es, this relates to the respective Company Note or Company Summary of 

the issuer. Recommendations for bonds can be found within the respective Research Alert (bonds) publication or Institutional Research Flash/Alert – Credit Update Switzerland. These items are available 
on request or from https://investment.credit-suisse.com. Disclosures are available from https://www.credit-suisse.com/disclosure 

  

Global disclaimer / important information 

This document is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any locality, state, country or other jurisdiction where such 

distribution, publication, availability or use would be contrary to law or regulation or which would subject CS to any registration or licensing requirement within such jurisdiction. 

  
References in this document to CS include Credit Suisse AG, the Swiss bank, its subsidiaries and affiliates. For more information on our structure, please use the following link: 

http://www.credit-suisse.com 

  
NO DISTRIBUTION, SOLICITATION, OR ADVICE: This document is provided for information and illustrative purposes and is intended for your use only. It is not a solicitation, offer or recommendation 

to buy or sell any security or other financial instrument. Any information including facts, opinions or quotations, may be condensed or summarized and is expressed as of the date of writing. The 

information contained in this document has been provided as a general market commentary only and does not constitute any form of regulated financial advice, legal, tax or other regulated service. It does 
not take into account the financial objectives, situation or needs of any persons, which are necessary considerations before making any investment decision. You should seek the advice of your 

independent financial advisor prior to taking any investment decisions based on this document or for any necessary explanation of its contents. This document is intended only to provide observations and 

views of CS at the date of writing, regardless of the date on which you receive or access the information. Observations and views contained in this document may be different from those expressed by 
other Departments at CS and may change at any time without notice and with no obligation to update. CS is under no obligation  to ensure that such updates are brought to your attention.  FORECASTS 

& ESTIMATES: Past performance should not be taken as an indication or guarantee of future performance, and no representation or warranty, express or implied, is made regarding future performance. 

To the extent that this document contains statements about future performance, such statements are forward looking and subject to a number of risks and uncertainties. Unless indicated to the contrary, 
all figures are unaudited. All valuations mentioned herein are subject to CS valuation policies and procedures. CONFLICTS: CS reserves the right to remedy any errors that may be present in this 

document. CS, its affiliates and/or their employees may have a position or holding, or other material interest or effect transactions i n any securities mentioned or options thereon, or other investments 

related thereto and from time to time may add to or dispose of such investments. CS may be providing, or have provided within  the previous 12 months, significant advice or investment services in relation 
to the investments listed in this document or a related investment to any company or issuer mentioned. Some investments referred to in this document will be offered by a single entity or an associate of 

CS or CS may be the only market maker in such investments. CS is involved in many businesses that relate to companies mentioned in this document. These businesses include specialized trading, risk 

arbitrage, market making, and other proprietary trading. TAX: Nothing in this document constitutes investment, legal, accounting or tax advice. CS does not advise on the tax consequences of 
investments and you are advised to contact an independent tax advisor. The levels and basis of taxation are dependent on indi vidual circumstances and are subject to change. SOURCES: Information and 

opinions presented in this document have been obtained or derived from sources which in the opinion of CS are reliable, but CS makes no representation as to thei r accuracy or completeness. CS accepts 

no liability for a loss arising from the use of this document. WEBSITES: This document may provide the addresses of, or contain hyperlinks to, websites. Except to the extent to which the document refers 
to website material of CS, CS has not reviewed the linked site and takes no responsibility for the content contained therein. Such address or hyperlink (including addresses or hyperlinks to CS’s own 

website material) is provided solely for your convenience and information and the content of the linked site does not in any way form part of this document. Accessing such website or following such link 

through this document or CS’s website shall be at your own risk.  
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