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Prospects for Central America in 2015.

Lower commodity prices and US recovery will contribute to Central America's economic growth. On the other har
environmental challenges, including coffee diseases and insufficient rainfall, will harm economic prospects,
affecting the poor disproportionately. Criminal organisations will remain strong, controlling drug and human
trafficking and contributing to institutional weakness.
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SUBJECT:Prospects for Central America in 2015.

SIGNIFICANCE:Lower commodity prices and US recovery will contribute to Central America's economic growth.
On the other hand, environmental challenges, including coffee diseases and insufficient rainfall, will harm
economic prospects, affecting the poor disproportionately. Criminal organisations will remain strong, controlling
drug and human trafficking and contributing to institutional weakness.

ANALYSIS: Strategic summary.
Coffee production and exports are likely to remain stagnant in the next harvest.

Illegal networks will remain the most significant challenge in 2015, with negative effects on security and
governance.

Low tax receipts will drive fiscal weaknesses across the five countries in the sub-region.

In 2014 Central America's GDP is likely to expand by 3%. While this is insufficient to confront multiple social
demands, it is higher than the forecasted Latin American average of 1.3%. In 2015 the Central American
economies will confront similar challenges and opportunities:

Improving international enviroment.

The steady recuperation of the US economy has supported sub-regional growth. Exports of goods, tourism incon
and especially remittances have recovered since the global crisis of 2008-09. In Guatemala remittances increase
by 14% in the first half of 2014 and in Honduras by 9% between January and September. The reduction in oil price
will also have a positive effect in the terms of trade and will contribute to small improvements in the current
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Fiscal challenges.

Taxes as a percentage of GDP are below 15% throughout Central America and radical reforms are unlikely. The
fiscal position is particularly daunting in Costa Rica and Honduras, where the public deficit will be above 6% of
GDP in 2014 and may decline only slightly in 2015.

In El Salvador, public debt will continue increasing and may reach 60% of GDP. The fiscal challenges are less
dramatic in Guatemala and Nicaragua, but only because public spending is unsustainably low in the former case
and foreign aid high in the latter.

Environmental challenges.

In 2015, Central America will have to deal with the consequences of recent environmental shocks and may face
new ones:

Unprecedented droughts.

In 2014, there was almost no rain during the summer across Central America, affecting coffee, corn, beans and
other basic grains. The human costs have been high: according to Oxfam, some 500,000 people currently do not
have enough to eat, more than half of them in Guatemala. The drought is also affecting the economic viability of
some rural areas and will likely trigger internal and external migration in coming months. Given the El Nino
phenomenon, rainfall shortages may continue in 2015.

Coffee rust disease.

The disease began in 2013 and has affected thousands of producers, particularly in El Salvador, Honduras and
Nicaragua (see CENTRAL AMERICA: Coffee rust risks hunger crisis - July 8, 2014). Coffee rust reduces productiol
and also cuts profitability by increasing pesticides spending. Between October 2013 and August 2014, Arabica
coffee exports decreased by 57% in El Salvador, 16% in Guatemala, 12% in Nicaragua and 10% in Costa Rica.

Earthquakes.

Earthquakes in Nicaragua in April and El Salvador in October were felt across the sub-region and caused
significant economic losses. Despite improvements in management systems in recent years, risks associated wi
natural disasters will remain extremely high.

Crime challenges.
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