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Economic Overview
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SOURCE: IMF, World Economic Outlook, April 2013.

Argentina’s real GDP growth has decreased tremendously to 1.9 percent in 2012 from 8.9 percent in 201 I, and
is forecast to stay low at an average of 3.0 percent through 2018. A stronger than expected grain harvest would
boost the Argentine economy in the short term. Nonetheless, the country needs to undergo a series of eco-
nomic reforms to regain its economic health. Argentina has great economic potential primarily due to its wealth
in natural resources, high agricultural commodity exports, and educated workforce. However, the Argentinian
government has long mismanaged the economy and needs to address many issues to increase economic growth.
Some of these issues are: highly overvalued exchange rate, a potential for technical default on restructured debt,
shaky foreign investor confidence especially after the inaccuracies in government reported data, high inflation,
and a weak business environment.

Countries covered in this report include Argentina, Bolivia, Brazil, Chile, Colombia, Ecuador, Guyana, Paraguay, Peru, Suriname, Uru-
guay, and Venezuela. Due to data limitations and space constraints, not all countries are represented in every graph or analytical sec-
tion.
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The Peruvian GDP growth rate is forecast to decrease slightly and stay around 6.0 percent in 2013-2018. The
decrease is caused by a slowdown in Peru’s metal exports to China. Private consumption and fixed investment
will be the primary drivers of Peruvian growth in the future. The Peruvian government is fighting poverty and
income inequality, which will increase the middle class and boost consumerism. Moreover, investment in the
infrastructure, energy, and mining sectors is projected to surge in the next five years. However, the Peruvian
economy remains reliant on foreign capital and Chinese economic growth in the short term.

Fixed investment underperformance and government pressure on the banking sector negatively affected Brazili-
an economic activity in 2012, which grew by only 0.9 percent. Fixed investment was hit because of high con-
struction costs, a complex tax system, high tariffs, investors’ lack of access to heavy industry, and complicated
legal and capital structures. In addition, the banking sector had a low profit in 2012 because of government pres-
sure on commercial banks to decrease lending rates. On the other hand, Brazil’s GDP is forecast to slightly re-
cuperate in 2013 and grow by 3.0 percent. The recovery is caused by a forecasted increase in private consump-
tion, a boost in activity in the consumer and manufacturing sectors, and a backlog of infrastructure projects for
the 2014 FIFA World Cup and 2016 Olympic Games.

The slight decrease in the Colombian GDP growth rate in 2012 was caused by a slowdown in private consump-
tion, tighter credit conditions, and slow domestic capital investment. However, GDP is forecast to increase at an
average above 4.0 percent in 2013 through 2018. The solid political environment, improved security situation,
and optimistic economic outlook by the IMF and rating agencies will elevate foreign investment inflows. Still, Co-
lombia is overly dependent on U.S. trade and high oil prices. An unexpected slowdown in global growth could
negatively impact Columbian growth by decreasing demand for Colombian exports, reducing foreign direct in-
vestment, and lowering energy prices.

In Venezuela, GDP growth is forecast to decline to 0.1 percent in 2013 from 5.5 percent in 2012 mainly due to
currency devaluation, decreases in private consumption and gross fixed investment, and political and social ten-
sions. These tensions, along with deteriorating consumer and business confidence, will negatively affect prospec-
tive international investment.

Ecuadorian GDP growth has decreased to 5.0 percent in 2012 from 8.0 percent in 2011, and it is forecast to
decline further to 4.4 percent in 2013 and 3.9 percent in 2014. The sluggish GDP growth is caused by a decline
in private consumption, slowdown in the oil sector and infrastructure spending, and reduction in investment.
Business-friendly policies could improve investor confidence in the economy and increase investment, especially
in the infrastructure, and oil and mining sectors. According to the World Bank’s Doing Business 2013 report,
Ecuador ranked 139th out of 185 countries in ease of doing business. The report cites Ecuador’s difficulties in

starting new businesses, trading across borders, protecting investors, and resolving insolvency—all of which hin-
der investment.

Real GDP Growth, 2013 South America Central America Mexico Caribbean
(IMF Projections) 4.6% 4.0% 3.4% 1.8%
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Inflation
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Venezuelan bolivar. The increase in inflation is likely

to have a negative effect on the private sector by reducing profit margins and social stability since Venezuelans
heavily rely on imported goods. To protect consumers from rising prices, the government subsidizes goods, en-
forces price controls, and has lifted minimum wages. However, these policies do not address the causes of infla-
tion and are contributing to an unsustainable situation, especially if oil prices begin to decline and the govern-
ment is no longer able to finance its subsidy programs. A solution to the high inflation would be to increase pri-
vate investment to elevate productivity. However, that might be a challenge since Venezuela was ranked among
the worst countries globally for ease of doing business, at 180th out of 185 countries in the Doing Business 2013
report.

In Argentina, elevated inflation remains the major economic problem in the country. In 2012, inflation was in the
double digits and expected to stay steady at around 10.0 percent through 2018. The high inflation is primarily
caused by the current expansionary monetary and fiscal policy to support economic growth. Of further concern
is the poor quality of official inflation data from Argentine authorities. This uncertainty in the data is likely to
cause additional damage to business investments and may pose a major threat to the stability and resilience of
the country's financial system. Furthermore, high inflation may cause Argentine consumers and businesses to use
their savings to fund purchases. In addition, high inflation may cause the peso to overvalue in real terms and
make imported goods cheaper in comparison to domestic ones. Argentina experienced hyperinflation in 2002,
which forced it to abandon its fixed exchange rate regime with the U.S. dollar and caused major social turbu-
lence.

Last year, Colombia reached its lowest level of inflation since 1955, mainly because of weak domestic demand. It
is forecast to stay low because of strong currency and consumer tax reform for many goods. Low inflation rep-
resents price stability and encourages planning and investment. However, the strong currency in Colombia has
weighed heavily on export growth and negatively affected agricultural producers.

CPI Inflation, 2013 Mexico Caribbean Central America South America
(IMF Projections) 3.7% 4.0% 4.3% 6.2%
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Trade
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Brazilian exports were hit in 2012
due to the slowdown in China but
forecast to grow by 5.0 percent in
2013. The growth is supported by an increase in agricultural production (sugar, coffee, and soybeans) and rising
Chinese demand for iron ore and steel. In Paraguay, exports are forecast to increase by 23.5 percent in 2013.
Exports are dependent on few commodities (beef and soy) and a few destinations in the Mercosur area (Uru-
guay, Argentina, and Brazil). The lack of diversification in its export commodities and markets is increasing the
vulnerabilities to supply and demand shocks. In 2012, Paraguayan exports decreased by 7.7 percent because of
the spread of foot and mouth disease and a drought that hurt the soy harvest.

SOURCE: IMF, World Economic Outlook, April 2013.

Venezuelan exports are expected to decline in 2013 by 1.9 percent due to a contraction in oil sector produc-
tion. This sector accounts for 95 percent of total exports, and the decline in production is caused mainly by un-
derinvestment. On the other hand, Colombia’s exports are expected to rise in 2013 by 5.2 percent mainly due
to the launching of U.S.-Colombia free trade agreement in 2012, which will give Colombia privileged access to
the U.S. market. Furthermore, the Colombian oil sector is forecast to increase its production due to major im-
provement in its infrastructure that will increase exports. Nonetheless, dependency on U.S. trade and oil prices
will expose Colombia to external economic changes.

Export Volume of Goods . . . .
and Services, 2013 South America Caribbean Central America Mexico

(annual percentage change) 6.7% 6.5% 3.5% 2.9%
(IMF Projections)
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Investment

Capital inflows and investment in South America have
been hit slightly in 2012 by the economic crisis cur-
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zil's investment as a percentage of GDP is expected SOURCE: IMF, World Economic Outlook, April 2013.

to increase in 2013 as a result of its recent onshore

and offshore oil discoveries and infrastructure investment plans in preparation for the FIFA World Cup and
Olympic Games. These discoveries and events could help attract investors and businesses over the long term. In
2012, investment has decreased because of weak economic growth in China which weakened the demand for
base metals from Brazil. In addition, Brazil still needs to improve its business environment.

Investment as a percentage of GDP in Argentina is expected to decrease slightly in 2013, primarily because of
the uncertain political landscape, elevated corruption, high inflation, and possible devaluation and technical de-
fault on restructured debt. However, Argentina has been trying to be investment-friendly especially after the
2001 debt default. For instance, foreign companies are permitted to invest without registration or pre-approval
from the government. Also, they are allowed to enter Argentina through mergers, acquisitions, and joint ven-
tures.

Paraguay has the lowest investment as percentage of GDP in the South American region, mainly due to a high
level of corruption. Paraguay received ‘Highly Corrupt’ on the Corruption Perceptions Index score by Transparency
International. However, the investment environment might change if the newly elected president, Horacio
Cartes, will work with the opposition to reduce corruption and ramp up investment in the infrastructure and oil
and gas sectors. Ecuador’s investment/GDP ratio is forecast to increase in 2013 after a slight decrease in 2012.
Despite the expected slight improvement, Ecuador has a weak business environment and limited sources to fi-
nance investment. The country ranked 139th out of 185 countries in the World’s Bank Doing Business 2013 re-
port. Unless Ecuador taps international capital markets for funding, its investment forecast will be weak.

Chile, Colombia, and Peru rank in the top 50 for overall ease of doing business. These three countries scored
high in the region due to the ease of starting a business and registering property and protecting investor. They
stand out because of their strong institutions, good infrastructure, and business-friendly regulatory environ-
ments. In contrast, Venezuela, Suriname, and Ecuador rank in the lowest 50 because of challenges in the follow-
ing areas: starting a business, investor protections, and insolvency resolution.

(a.i,gvs ;g:niqgté ifoégp) Caribbean Mexico South America Central America
(IMF Projections) 27.0% 24.4% 22.9% 21.3%
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Poverty Reduction and Sustainable Development

According to the UNDP 2013

Human Development Report, South Inequality Adjusted Human Development Index (I-HDI)
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basic dimensions of human development.
e innovative social policies.
However, the region still remains the one with the world’s highest levels of income inequality. Economic growth
alone does not guarantee a reduction in poverty if there are structural or social factors that cause some groups
to be left behind. In Brazil, for example, inequality in earnings is directly related to household circumstances such
as race, ethnicity, place of birth, and parent’s educational attainment. Studies by the UNDP highlight the follow-
ing factors that contribute to the persistence of inequality:

e continued gaps in the quality of services and human security,
e institutional and regulatory challenges, and
e lack of opportunity for decent work.

Income inequality in Latin America is the highest in the world despite the decrease since 2000. However, the
slight decline in income inequality is the results of cash-transfer programs (Chile’s Chile Solidario and Brazil’s
Bolsa Familia). These programs attempt to reduce short-term poverty by direct cash transfers and to fight long-
term poverty by increasing human capital among the poor through conditional cash transfers.

Additional Information

For questions or more information, please contact the author, Georges Fadel, at gfadel@devtechsys.com.

For country-specific data and additional information about the countries covered in this report, please visit the ESDB
Country Portal at http://esdb.eads.usaidallnet.gov/query/do?_program=/eads/esdb/countryPortal.

Sources used in compiling this report include the semi-annual World Economic Outlook from the International Monetary
Fund (http://www.imf.org/), the Global Economic Prospects and Doing Business reports from the World Bank
(http://www.worldbank.org/), the UNDP Human Development Report 2013 (http://hdr.undp.org/en/reports/global/hdr2013/),
and Business Monitor International Business Forecast Reports (http://www.businessmonitor.com/).
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