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7. Inflation will bottom out at the end of this quarter,
but will then tend to move towards the middle of the

target range

In the last quarter of 2017, inflation fell sharply, from 2.9% in September to 1.4% in December. The prices of some
foodstuffs, which had risen temporarily with the impact of El Nifio Costero, tended to return to normal. The latest
inflation figure is the lowest for seven and a half years. Indicators of inflationary trends also showed a declining
trajectory in the last few months and over the course of the year, probably as a reflection of the appreciation of the

national currency and the weakness of economic activity.
Figure 7.2. Inflation

Figure 7.1 Inflation: total; without food and energy; and
only food and energy (change % YoY) (change % YoY of the CPI)
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We estimate that the bulk of the food price corrections had already taken place. Even so, due to the high base for
year-on-year comparison, inflation will continue to fall in the first quarter of 2018 and for a short time will be below the
target range (see Figure 7.2). Later on, however, it will tend to move closer to the middle of the target range, which we
estimate will reach towards year-end. This reflects four things. Firstly, that the rate of YoY food price increases, which
fell sharply last year, will return to normal. Thus the projection assumes no supply-side shocks in this respect.
Secondly, that the exchange rate will hold relatively steady, in contrast to what happened in 2017, when it fell (in terms
of PEN per USD) by 4%, bringing inflation down with it. Thirdly, and rather containing price increases, although the
economic activity will continue gaining traction, there will still be slacks in the economy. Lastly, and also partly
offsetting the first two factors, the rate of YoY increase in the price of oil will slow in the middle part of this year,

generating downward pressure on domestic inflation.
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DISCLAIMER

This document, prepared by BBVA Research Department, is informative in nature and contains data, opinions or estimates as at
the date of its publication. These derive from the department’'s own research or are based on sources believed to be reliable, and
have not been independently verified by BBVA. BBVA therefore makes no guarantee, either express or implied, as to the
document's accuracy, completeness or correctness.

Any estimates contained in this document have been made in accordance with generally accepted methods and are to be taken as
such, i.e. as forecasts or projections. Historical trends in economic variables (positive or negative) are no guarantee that they will
move in the same way in the future.

The contents of this document are subject to change without prior notice, depending on (for example) the economic context or
market fluctuations. BBVA does not give any undertaking to update any of the content or communicate such changes.

BBVA assumes no liability for any loss, direct or indirect, that may result from the use of this document or its contents.

Neither this document nor its contents constitute an offer, invitation or solicitation to acquire, disinvest or obtain any interest in
assets or financial instruments, nor can they form the basis of any contract, undertaking or decision of any kind.

In particular as regards investment in financial assets that could be related to the economic variables referred to in this document,
readers should note that in no case should investment decisions be made based on the contents of this document; and that any
persons or entities who may potentially offer them investment products are legally obliged to provide all the information they need
to take such decisions.

The contents of this document are protected by intellectual property law. The reproduction, processing, distribution, public
dissemination, making available, taking of excerpts, reuse, forwarding or use of the document in any way and by any means or
process is expressly prohibited, except where this is legally permitted or expressly authorised by BBVA.
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