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The world economy has continued recovering in the This Inflation Report was prepared using data on the Balance of Payments
third quarter of 2016. As a result of this, global and Gross Domestic Product as of the third quarter of 2016, data on Monetary
g rowth would increase from 3.0 percent in 2016 to Accounts as of October, and data on the operations of the Non-Financial Public

. . Sector, Inflation, Financial Markets, and the Exchange Rate as of November 2016.
3.4 percent in 2017 and to 3.5 percent in 2018.
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Source: Bloomberg, IMF, and Consensus Forecast.

current account of the balance of payments fell

from 5 3 percent Of GDP |n the same perlod of ZO'I 5 CURRENT ACCOUNT AND LONG-TERM EXTERNAL FINANCING
’ ) . OF THE PRIVATE SECTOR: 2009 - 2018"
to 3.6 percent, mainly as a result of lower imports and (% GDP)
higher exports of copper. The current account deficit 11 Moo et
. . . 93 9.7 ong-term external financing of the private sector
is projected to fall to 2.8 percent of GDP in 2017 and 70 72 72
. . . 5.8
in 2018 due to the increase of mining exports and to aa 46 45
the recent recovery of export prices. It is estimated
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1/ Includes net foreign investments, portfolio investment, and private sector's long-term disbursement

continue to be the main component of foreign direct *Forecast

investment.
TRADE BALANCE
(Million US$)
The trade balance would show a surplus of 2015 2016+ 2017+ 2018
e . . .o Jan.-Sep. Year  Jan.-Sep. IR Sep.16 IR Dec.16 IR Sep.16 IR Dec.16 IR Sep.16 IR Dec.16
US$ 0.6 billion in 2016 after havmg recorded a deficit EXPORTS 25,029 34,236 25749 35,299 36,062 38,524 40,252 40,675 41,986
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e e R — The GDP has been showing growth rates closer

(Real % change) to the potential output and recorded a rate of

20> 20102 i 20152 4.2 percent in January-September, this pace of
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growth being associated mainly with the dynamism
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Private fixed investment -5.3 -4.5 -6.2 -4.3 -5.5 5.0 5.0 5.0 5.0 the Other hand' Contlnued to decrease n thls
Change on nventores period (-6.2 percent), the fall being particularly
(contribution) 1.7 1.1 -1.1 -0.7 -0.2 0.1 0.0 -0.2 0.0 . L. .
noteworthy in mining investment (-45.0 percent).
2. Public expenditure 2.3 4.2 7.0 7.0 2.2 3.4 5.1 4.3 2.8 BUS| ness Confldence su rVeyS Con_tl nue ShOW| ng
Consumption 81 95 59 57 30 30 42 35 22
Investment <2275 101 103 01 45 74 62 45 positive business expectations in a context of
T DDA implementation of deregulation measures in the
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The growth of the GDP over the year is explained

S mainly by the growth of metal mining, driven
mostly by copper production at Las Bambas and

Cerro Verde. As a result of this, GDP would show

GDP GROWTH: 2016 VS 2014 a faster pace of growth in 2016, rising from 3.3

percent in 2015 to 4.0 percent in 2016, the latter

being the same rate forecast in the Inflation Report
of September although with changes in terms of
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In 2016, GDP would grow 4.0 percent, while in
2017 and 2018, it would grow 4.3 and 4.2 percent,

ECONOMIC BALANCE OF THE NON-FINANCIAL respectively, this growth trend being sustained by
PUBLIC SECTOR: 2010-2018 X X X
(% GDP) the dynamism of private investment that would
N} start recovering in the next two years with rates of
2.1 .
o 5 percent.
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‘“I o 06 '“I I r The fiscal deficit decreased in recent months in
v s . the context of the fiscal measures taken by the
3028 T 2s Government since 2016 to promote a downward
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comeniont s trend in the fiscal deficit, as a result of which the
* Forecast. accumulated deficit in the last twelve months
fell from 3.4 percent of GDP in September to
3.1 percent of GDP in November. Thus, like in

September, the deficit is projected at 3.0 percent
of GDP. A gradually declining fiscal deficit that

- would reach 2.5 percent of GDP in 2017 and 2.3

percent of GDP in 2018 is projected for the next
HHHH“H“H || -1 | IIT19 two years, which is consistent with the forecasts of
g | | | | | | [rr the current Revised Multiannual Macroeconomic
" Framework.
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Credit to the private sector grew at a year-on-
year rate of 4.9 percent in October, a lower rate

I Domestic currency Il Foreign currency — +==+-* Total



than at end 2015 (9.4 percent), this slowdown
being explained by the lower dynamism of private
investment. In the 2017-2018 forecast horizon,
credit to the private sector is expected to resume
again growth rates close to the nominal growth rate
of GDP, with credit in domestic currency showing
greater dynamism.

Inrecentmonthsinflation has registered rates above
the upper band of the inflation target, reflecting
the rises observed in the prices of some perishable
food products and fuels. Expectations of twelve-
month inflation remain within the target range.
In this context, the Board of BCRP has
maintained its policy interest rate at 4.25
percent and has reiterated that it oversees
inflation forecasts and inflation determinants to
evaluate the convenience of making additional
adjustments in the monetary policy rate.

In this context, inflation is forecast to converge to
2 percent in the 2017-2018 horizon, although at
a slower pace than that foreseen in the Inflation
Report of September. This slower pace in inflation’s
convergence to the inflation target results mainly
from unexpected rises in food and energy prices in
the last two months, and would reflect expectations
of inflation that have declined more slowly. This

Risk Balance
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* Ex-ante: With expectation of inflation.

INFLATION FORECAST: 2010 - 2018
(Last 12-month % change)
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convergence of inflation is consistent with a projected
scenario of economic growth without inflationary
pressures on the side of demand, falling expectations
of inflation in the forecast horizon, and with no new
supply shocks affecting prices.

The risk factors considered in this report (supply shocks, demand shocks, greater volatility in international financial
markets, and lower global growth) have a neutral balance on the inflation forecast, so the impact of factors that
could increase inflation is equal to the impact of factors that imply a fall in prices.
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SUMMARY OF INFLATION REPORT FORECAST

2016" 2017" 2018"
2015
IR Sep.16 | IRDec.16 | IR Sep.16 | IR Dec.16 | IR Sep.16 | IR Dec.16
Real % change
1. Gross Domestic Product 33 4.0 4.0 45 43 4.2 42
2. Domestic demand 3.0 1.8 13 4.0 40 40 4.0
a. Private consumption 34 35 35 38 35 4.0 4.0
b. Public consumption 9.5 5.7 3.0 3.0 42 35 22
c. Fixed private investment -4.5 4.3 -5.5 5.0 5.0 5.0 5.0
d. Public investment -7.5 10.3 0.1 45 74 6.2 45
3. Exports (good and services) 35 6.9 8.6 55 47 46 46
4. Imports (good and services) 2.1 1.7 2.1 3.6 3.6 3.7 3.7
5. Economic growth in main trading partners 3.1 2.7 2.8 3.1 3.1 32 32
Memo:
Output gap % (%) -15;-05( -1.5;00 | -1.5;00 | -1.0;00 | -1.0;0.0 | -05;0.0 | -0.5;0.0
% change
6. Inflation 44 26-31] 30-33| 20-22 | 20-25 20-22 20-22
7. Expected inflation ¥ - 29 3.1 2.8 29 2.7 2.8
8. Expected depreciation ¥ - 0.4 1.7 23 1.6 1.2 14
9. Terms of trade 6.3 22 -1.5 1.0 3.9 -0.1 -1.6
a. Export prices -14.9 -4.8 -4.4 3.7 7.3 1.2 -0.1
b. Import prices 9.2 -2.6 2.9 2.7 32 1.3 1.6
Nominal % change
10.  Currency in circulation 3.8 5.4 4.1 6.0 55 6.0 5.9
11, Credit to the private sector * 9.4 6.5 5.5 7.0 6.5 6.5 6.5
% GDP
12. Gross fixed investment 243 234 227 237 230 24.1 233
13. Current account of the balance of payments -4.8 3.8 3.2 34 2.8 3.3 2.8
14, Trade balance -1.6 0.2 0.3 0.2 1.2 0.3 1.0
15.  Long-term external financing of the private sector ¢ 5.8 45 44 49 4.6 47 45
16.  Current revenue of the general government 19.9 18.9 18.3 19.2 19.0 19.4 18.7
17. Non-financial expenditure of the general government 21.2 20.8 20.1 20.5 20.3 20.4 19.7
18.  Overall balance of the non-financial public sector 2.1 3.0 3.0 -2.5 2.5 2.3 2.3
19.  Balance of total public debt 233 254 245 259 24.9 27.5 26.2
20.  Balance of net public debt 6.5 9.2 9.2 11.7 11.6 13.8 13.6
1/ Forecast.

2/ Differential between GDP and potential GDP (%).

3/ Survey on expectations to the economic agents.

4/ Average.

5/ Includes loans made by banks’ branches abroad.

6/ Includes net direct investment, portfolio investment and private sector’s long term disbursement.
IR: Inflation Report.




