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Low pass-through to inflation  
But not low enough to get inflation below 3% if CLP 
goes up over USD575 in the short term 

 We are reviewing our estimate of the exchange-rate pass-through to 
headline inflation, which, in the economy’s current cyclical position, we are 
estimating around 7% on a one-year horizon. That is, a depreciation of 20% would 
lead to 1.4% more inflation.  

 In its next Monetary Policy Report, the central bank will have to 
correct to the upside its inflation forecast to December, but it would stay 
under 3.0% in a scenario in which the exchange rate continues fluctuating around 
$550. 

 Scenarios in which the exchange rate maintains its downward bias, 
and goes up to levels of around USD570-580 in the short term, 
would take inflation to the end of the year slightly above 3%, in which 
case the central bank would prevent any additional cut to the reference rate. 
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In periods of exchange rate depreciation, such as the one we are going through, an issue 
which becomes relevant when discussing the situation is the so called pass-through of the 
increase in the exchange rate on domestic prices. This pass-though is variable in time and 
depends in the short term on what stage of the cycle the economy is at and, in a longer 
perspective, on the credibility of the inflation targets system, which in our country has its basis 
in an independent central bank and a floating exchange rate system. These factors are amply 
documented and, in the case of our economy, there is evidence of a notable drop in the 
exchange pass-through rate between the second half of the nineties and the mid noughties

1
.  

After the economic crisis of 2009, the continued existence of an exchange rate appreciated in 
historical terms took the spotlight off the value of pass-through in economic debate, but this 
subject has become relevant once again in the context of the peso depreciation we have been 
witnessing since the second half of 2013, and the inflationary uptick this has brought with it 
(Chart 1). In Chart 2 we can clearly see how exchange depreciation occurred in two phases: 
until May 2013 CLP value was moving around CLP476 per dollar; however, after the first 
depreciatory episode, it started fluctuating around $505 per dollar between June and October, 
which is the equivalent of a 6.2% increase. In February 2014, the exchange rate was quoting 
at around CLP553 per dollar, a figure which if it holds, is the equivalent of a further 9.5% 
depreciation. In short, the exchange rate depreciation between CLP476 and CLP553 is 
equivalent to a total depreciation of 16.2%.  

Together with this CLP depreciation, there have been noticeable price hikes in CPI products 
which are directly attributable to the exchange effect, amongst which are, for example, 
increases in fuel prices, new cars and tourism packages. 

We updated the estimate of the pass-through parameter using a standard methodology in 
which we estimate an equation for YoY inflation depending on the YoY depreciation of the 
exchange rate and a linear trend. The parameter accompanying the exchange depreciation 
variable is estimated recursively, and is the one which detects the so-called pass-through. For 
this estimate we used monthly data from January 1986 to April 2013, so as to omit the most 
recent episode of exchange rate depreciation from the sample.  

                                                                                                                                                      
1: See García & Restrepo (2001). Price Inflation and Exchange Rate Pass-Through in Chile. Chile Central Bank. Working Document N° 
128 & Banco Central de Chile (2005). Tipo de Cambio con Metas de Inflación en Chile: Experiencia y Temas de Interés. Documentos de 
Política Económica N° 14.  

Chart 1  

Depreciation of the nominal exchange rate and 
inflation,%  

Chart 2  

Nominal exchange rate (CLP per USD, monthly 
average) 

 

 

 
Source: BCCh, BBVA Research  Source: BCCh, BBVA Research 
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Chart 3 shows the results of this estimate. We can see how this parameter decreased 
persistently from values close to 35% in the middle of the nineties to values close to 10%, 
around which it has fluctuated in the last five years, and in April 2013 specifically, in a range 
between 7.6% and 12.5%. 

This ratio can be interpreted fairly directly and indicates that, other things being equal, a 10% 
rise in the exchange rate – for example from CLP500 to CLP550— has a link with a rise in 
annual inflation of between 0.76 and 1.25pp. Taking these estimated values, Table 1 quantifies 
the impacts on inflation of the exchange rate depreciation we have been seeing since last year, 
separating the two episodes of CLP depreciation previously described. The first two columns in 
the table show the variation in the exchange rate by phases and the total depreciation. The 
subsequent columns show the estimated impact on inflation, including the minimum and 
maximum value constructed on the basis of +/- one standard deviation. 

Table 1  

Impact on inflation of exchange depreciation 

NER Var. Min Pass-through Max. 

476-505 6.2% 0.47% 0,63% 0.78% 

505-553 9.5% 0.72% 0.96% 1.19% 

476-553 16.2% 1.24% 1.63% 2.03% 

Source: BBVA Research 

Considering the phase of the cycle through which the Chilean economy is passing, we think it is 
more appropriate to use the minimal pass-through estimate. The reason for this is that during 
the stages of economic growth slowdown, companies try to contain the effects of rises in the 
exchange rate on final prices by reducing margins or optimizing processes, so as not to impact 
their sales over and beyond what they are suffering as a result of lower demand.  

Thus we estimate that the exchange rate move from CLP476 to CLP505 on average during 
June last year will inject 0.5pp into inflation YoY up until the first half of 2014. Moreover, the 
move from CLP505 to CLP553 that occurred between November 2013 and February 2014 
will inject a further 0.7pp into inflation YoY over a 12-month horizon. So these two overlapping 
exchange rate rises in total have an effect on inflation of 1.2pp. As mentioned above, we are 
already seeing part of this increase in inflation, but the additional effect will continue to be seen 
throughout the year. 

  

Chart 3  

Exchange rate pass-through to domestic inflation , % 

 
Source: BBVA Research 
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What is the implication of these effects on inflation projected to December 
2014 and on monetary policy? 
Let us recall that in last December’s Monetary Policy Report, the central bank forecast that 
inflation would close this year at 2.5%, with an exchange rate which stood at CLP520 when the 
report’s statistics were closed. Keeping the exchange rate at levels close to CLP550 is 
equivalent to between 0.4pp and 0.5pp of greater inflation in the year, according to the pass-
through ratio estimated in this paper, taking us to levels of 2.9%-3.0% for the end of the year. 
However, we should remove the deflationary impact from the lower growth from 3.75%-4.75% 
to 3.5%-4.5%, which ought to have a negative impact, although a limited one, on estimated 
inflation for the year. If the scenario of an exchange rate around CLP550 is maintained, the 
central bank will revise inflation in December to values of around 2.8%-2.9% in its base 
scenario and in its next Monetary Policy Report, sustaining an additional cut of 25bp in the MPR 
to 4%.  

However, scenarios in which the exchange rate keeps trending upwards, and sticks at levels 
of around CLP570-580 per dollar in the short term, could bring inflation to the end of the 
year above 3%, in which case the central bank will evaluate the option of not continuing to 
cut the reference rate and will wait to see the pass-through effects of these rises on 
exchange rates on domestic prices.  
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This document and the information, opinions, estimates and recommendations expressed herein, have been prepared by Banco Bilbao Vizcaya 
Argentaria, S.A. (hereinafter called “BBVA”) to provide its customers with general information and are current as of the date of issue and subject to 
changes without prior notice. BBVA is not liable for giving notice of such changes or for updating the contents hereof. 

This document and its contents do not constitute an offer, invitation or solicitation to purchase or subscribe to any securities or other instruments, 
or to undertake or divest investments. Neither shall this document nor its contents form the basis of any contract, commitment or decision of any 
kind. 

Investors who have access to this document should be aware that the securities, instruments or investments to which it refers may not be 
appropriate for them due to their specific investment goals, financial positions or risk profiles, as these have not been taken into account to 
prepare this report. Therefore, investors should make their own investment decisions considering the said circumstances and obtaining such 
specialized advice as may be necessary. The contents of this document are based upon information available to the public that has been obtained 
from sources considered to be reliable. However, such information has not been independently verified by BBVA and therefore no warranty, either 
express or implicit, is given regarding its accuracy, integrity or correctness. BBVA accepts no liability of any type for any direct or indirect losses 
arising from the use of the document or its contents. Investors should note that the past performance of securities or instruments or the historical 
results of investments do not guarantee future performance. 

The market prices of securities or instruments or the results of investments could fluctuate against the interests of investors. Investors 
should be aware that they could even face a loss of their investment. Transactions in futures, options and securities or high-yield securities 
can involve high risks and are not appropriate for every investor. Indeed, in the case of some investments, the potential losses may exceed 
the amount of initial investment and, in such circumstances; investors may be required to pay more money to support those losses. Thus, 
before undertaking any transaction with these instruments, investors should be aware of their operation, as well as the rights, liabilities and 
risks implied by the same and the underlying stocks. Investors should also be aware that secondary markets for the said instruments may be 
limited or even not exist. 

BBVA or any of its affiliates, as well as their respective executives and employees, may have a position in any of the securities or instruments 
referred to, directly or indirectly, in this document, or in any other related thereto; they may trade for their own account or for third-party account 
in those securities, provide consulting or other services to the issuer of the aforementioned securities or instruments or to companies related 
thereto or to their shareholders, executives or employees, or may have interests or perform transactions in those securities or instruments or 
related investments before or after the publication of this report, to the extent permitted by the applicable law. 

BBVA or any of its affiliates´ salespeople, traders, and other professionals may provide oral or written market commentary or trading strategies to 
its clients that reflect opinions that are contrary to the opinions expressed herein. Furthermore, BBVA or any of its affiliates’ proprietary trading and 
investing businesses may make investment decisions that are inconsistent with the recommendations expressed herein. No part of this document 
may be (i) copied, photocopied or duplicated by any other form or means (ii) redistributed or (iii) quoted, without the prior written consent of 
BBVA. No part of this report may be copied, conveyed, distributed or furnished to any person or entity in any country (or persons or entities in the 
same) in which its distribution is prohibited by law. Failure to comply with these restrictions may breach the laws of the relevant jurisdiction. 

In the United Kingdom, this document is directed only at persons who (i) have professional experience in matters relating to investments falling 
within article 19(5) of the financial services and markets act 2000 (financial promotion) order 2005 (as amended, the “financial promotion order”), 
(ii) are persons falling within article 49(2) (a) to (d) (“high net worth companies, unincorporated associations, etc.”) Of the financial promotion order, 
or (iii) are persons to whom an invitation or inducement to engage in investment activity (within the meaning of section 21 of the financial services 
and markets act 2000) may otherwise lawfully be communicated (all such persons together being referred to as “relevant persons”). This 
document is directed only at relevant persons and must not be acted on or relied on by persons who are not relevant persons. Any investment or 
investment activity to which this document relates is available only to relevant persons and will be engaged in only with relevant persons. The 
remuneration system concerning the analyst/s author/s of this report is based on multiple criteria, including the revenues obtained by BBVA and, 
indirectly, the results of BBVA Group in the fiscal year, which, in turn, include the results generated by the investment banking business; 
nevertheless, they do not receive any remuneration based on revenues from any specific transaction in investment banking. 
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BBVA is subject to the BBVA Group Code of Conduct for Security Market Operations which, among other regulations, includes rules to 
prevent and avoid conflicts of interests with the ratings given, including information barriers. The BBVA Group Code of Conduct for Security 
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