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A faster recovery

P Positive terms of trade, the La Nifia phenomenon, and better-than-expected activity data led us to raise our
2024 GDP growth forecast to 3.1%, up from 2.7% in our previous scenario. We maintained our 2025 GDP

growth call at 3.0%.

P The BCRP extended the pause for second consecutive month, but it is still open for further rate cuts. We
expect the central bank to resume its easing cycle during the rest of the year amid well-behaved headline
inflation and below trend activity. Higher odds of the Fed starting its easing cycle in 3Q24 also support our call.
Our end of year policy rate forecast is at 5.00%, which imply three more rate cuts of 25-bp during the rest of
the year. The timing of other rate cuts will be dependent on improvements in core inflation readings, in our

view.

Positive activity drivers

Activity at the start of 2Q24 started off with an
unexpectedly strong print, supported mainly by the
primary sector. The monthly GDP proxy rose by 5.3%
YoY in April, driven in part by a favorable calendar base
effect (Easter holidays). Using seasonally adjusted
series, the monthly GDP expanded 1.7% mom/sa, taking
the quarter-over-quarter non-annualized growth rate to
1.1%. While the primary sector increased significantly
(4.9% yoy, 3mma), services and commerce are starting
to recover more clearly, rising by 2.2% yoy 3mma and
2.7%, respectively, compared with their 10-year
historical averages of 3.1% and 3.5%, respectively.
Following the greater-than-expected activity print in April,
the statistical carryover for the year reached 2.7%.

The La Nina weather phenomenon and positive
terms of trade should strengthen the activity
recovery during the rest of the year. According to the
authorities, a weak La Nifia weather anomaly has been
present since May and is expected to continue until
September. This phenomenon tends to boost fishing
output, which although it accounts for less than 1% in
the GDP, spills over to primary manufacturing activity,
which weighs 3%. Separately, still-high copper prices
should support mining investment and copper
production. We forecast copper prices to average USD
9,708/MT in 2024 and 2025, above the 10-year average
of USD 6,878/MT. Although prices are above the ten-
year average, persistent uncertainty from the political
environment could dent the mining investment outlook
relative to previous cycles (for example, 2011-2015).

Positve terms of trade
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BCRP extended the pause

In its July meeting, the Central Bank of Peru (BCRP)
kept its policy rate unchanged at 5.75%. This is the
third monetary pause in the year (second consecutive).
The statement kept the doors open for further rate
adjustments depending on inflation (emphasizing the
core index) and its determinants. The BCRP extended
the pause despite headline inflation inside the target
range (2+/-1%) for third consecutive month although with
core inflation slightly above the upper bound target.
Headline and core inflation stood at 2.3% and 3.1% in
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June, respectively. The central bank expects annual
inflation to remain around the central target. Twelve-
month inflation expectations fell further to 2.53% in June
(from 2.56% in May) taking the real ex-ante rate to
3.22% (previously 3.19%), above the neutral rate of
2.0%.

Fiscal deficit deviated further from target

On a 12-month rolling basis, the nominal fiscal
deficit in May increased to 3.9% of GDP, compared
with a deficit of 2.8% of GDP at the end of 2023,
deviating further from the Ministry of Finance
(MoF) target of 2.5% of GDP for 2024. The main
drag on the fiscal accounts has been soft revenues, as
was the case in other economies in the region that
experienced a growth slowdown last year. By the end
of May, revenues fell to 19.0% of GDP (from 19.8% of
GDP in 2023), also on a 12-month rolling basis. Total
expenditures have been relatively stable at 21.1% of
GDP. We note that the MoF’s 2024 nominal fiscal
deficit target of 2.5% of GDP was increased recently
from a deficit of 2.0% of GDP (with a more gradual
fiscal consolidation path for the following years), after
missing last year’s target (a deficit of 2.8% of GDP
versus 2.4% of GDP previously). Looking forward, high
copper prices and the recovery of activity should
contribute to an improvement in revenues during the
rest of the year, leading to a narrowing of the large
deficit accumulated in May. While rating agencies
seem comfortable with the fiscal accounts (based on
recent credit rating actions), mainly due to the low
levels of public debt, missing the deficit target for a
second consecutive year would increase the odds of a
rating action, in our view. The S&P rating is at BBB-,
one notch above investment grade with a stable
outlook, while Fitch (BBB) and Moody’s (Baa1) are two
and three notches above investment grade,
respectively, but both with a negative outlook.

Weak revenues
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Higher GDP growth

We increased our GDP growth forecast for 2024 to
3.1%, compared to our previous scenario of 2.7%.
The change in our call is explained mainly by better-
than-expected data at the start of 2Q24, as positive
terms of trade and the La Nifia phenomenon should
support fishing output.

We expect the central bank to continue easing its
monetary policy stance during the rest of the year
amid well-behaved headline inflation and below
trend activity. Higher odds of the Fed starting its
easing cycle in 3Q24 also supports our call, reducing
concerns of the narrowing of the BCRP-Fed rate
differential. Our end of year policy rate forecast is at
5.00%, which imply three more rate cuts of 25-bp
during the rest of the year. The timing of other rate
cuts will be dependent on improvements in core
inflation, in our view.

Andrés Pérez M.
Julio Ruiz
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Peru | Forecasts and Data

2019 2020 2021 2022 2023 2024F 2025F

Current Previous Current Previous

Economic Activity

Real GDP growth - % 2.2 -10.9 13.4 27 -0.6 3.1 2.7 3.0 3.0

Nominal GDP - USD bn 233 206 226 244 267 281 283 295 297

Population (millions) 33.2 33.5 33.8 34.2 34.5 34.9 34.9 35.2 35.2

Per Capita GDP - USD 7,030 6,156 6,690 7,155 7,747 8,063 8,130 8,392 8,448

Unemployment Rate - year avg 6.6 13.6 10.9 7.7 6.8 6.8 6.8 7.0 7.0
Inflation

CPI - % 1.9 2.0 6.4 8.5 3.2 2.8 2.8 2.5 25
Interest Rate

Monetary Policy Rate - eop - % 2.25 0.25 2.50 7.50 6.75 5.00 5.00 4.25 4.25
Balance of Payments

PEN /USD - eop 3.31 3.62 4.00 3.81 3.70 3.80 3.80 3.80 3.80

Trade Balance - USD bn 6.9 8.1 151 10.2 17.7 18.5 18.5 18.0 18.0

Current Account - % GDP -0.6 0.9 -2.1 -4.0 0.8 0.8 0.8 -0.7 -0.7

Foreign Direct Investment - % GD 2.0 0.3 3.2 4.6 1.5 25 25 3.0 3.0

International Reserves - USD bn 68.4 74.9 78.5 72.2 71.3 74.0 74.0 76.0 76.0
Public Finances

NFPS Nominal Balance - % GDP  -1.6 -8.9 -2.5 -1.7 -2.8 -2.5 -2.5 -2.2 -2.2

NFPS Primary Balance - % GDP  -0.2 -7.3 -1.0 -0.1 -1.1 -0.8 -0.8 -0.4 -0.4

NFPS Debt - % GDP 26.5 34.5 35.8 33.9 32.9 33.9 33.9 34.1 341

Source: IMF, INEI, BCRP, Itau
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