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 First quarter GDP reports for Latin America, released over the last couple of weeks, surprised to the 
upside. According to consensus surveys conducted earlier this year, several economies were expected to 
contract in quarterly terms – in the event, not one major economy in the region declined versus the fourth 
quarter of last year. GDP growth in the six major Latin American economies expanded 6% in quarterly 

annualized terms in Q1-21, after growing 17% in Q4-20 (see chart). 

We can draw several conclusions about this outperformance from the data. First, services sectors are 

becoming more resilient to unfavorable pandemic developments – this is the main reason for the upside 
surprise on Q1 GDP growth. Second, the rally in commodity prices is certainly helping the region, but it’s 
not why GDP was stronger than expected. And third, nothing has changed to modify the long-term growth 
outlook for the region – GDP growth will converge to its normal low of 2-3% on average in the coming 

years, due primarily to low and inefficient investment. 
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Starting with services, in LATAM the sector expanded by a median of 9% in quarterly annualized terms in 
Q1-21, three percentage points above GDP growth. This was at odds with expectations that a rise in new-

daily COVID-19 cases to record-highs at the time, combined with additional lockdown measures in some 
countries, would result in a more acute slowdown in the services sector. The lesson learned here is that 
households and business in the region are adapting quickly to living in a pandemic – more online 
shopping, more bulk buying, and generally more comfortable in resuming “normal” lives even in the face 

of the pandemic-related uncertainties. However, in order to have sustained growth in the services 
sectors, labor market dynamics need to improve. Services have benefited from stimulus measures, such 
as direct cash transfers and unemployment insurance, but as these are phased out, healthy growth in 
consumption will rely more on improvements in employment. Employment levels in the typical Latin 

American economy are still 5%-10% below pre-pandemic levels, underemployment rates are still high, 
and progress on both metrics has slowed in recent months. Vaccination progress will therefore be the key 

to creating more employment by allowing more sectors to open up and return to full capacity.  

Moving to the impact of commodities on growth. Latin America clearly benefits from higher commodity 
prices, especially when they are demand-driven, via exports and investment. However, commodity prices 
have been going up since Q2-20, and we, along with most other analysts, already expected a strong 

export performance in Q1-21. So, nothing new or unexpected here. In fact, in some cases commodity-
related GDP data surprised to the downside, such as in Chile, where copper export volumes actually 

declined in Q1-21, amid pandemic-related supply disruptions. 

While the stronger carry over from the expansion in Q1 certainly puts upward pressure on our 2021 GDP 
growth forecast for Latin America, currently at about 5%, it does not change our long-term growth 
expectations. Latin America has a problem of low productivity, driven by low levels of fixed investment, 

which has averaged less than 1% over the last decade (compared to 5% in the rest of EMs), and 
inefficient investment (one unit of investment on average returns 50% less of GDP than in the rest of 
EMs). The pandemic has not changed that, and in some ways the investment prospects look dimmer 
post-pandemic due to rising political and social instability in the region. As a result, our post-pandemic 

GDP outlook for the region still is average growth in the 2%-3% range, which is about half of what other 

major EMs grow on average. 
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