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Inflation supports monetary pause September 12, 2011 
Economic Analysis 
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Joaquín Vial 

Inflation data from last week support the pauses in monetary policy shown in central bank 
actions and messages we have recently seen. In this vein, economic output data from Brazil, 
Argentina and Peru should show slowdown signs to consolidate said expectations.  
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Positive global signals (fiscal in the US and ESFS in Europe), but market 
sentiment will be dominated by political debate.  
Regional currencies saw slight falls in an uncertain scenario of sovereign and fiscal risks. 
Although fiscal stimulus proposals in the US and the possibility of German participation in new 
support programs injected optimism, the coming political debate may lead to volatility. Local 
factors in Latin America contributed to set the course for the BRL, MXN, CLP and COP. We 
expect the wide trading ranges for these currencies to remain in the short-term. 
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Chart 1  
LatAm stock markets 

-35%

-30%

-25%

-20%

-15%

-10%

-5%

0%

5%

10%

31
-1

2-
10

14
-0

1-
11

28
-0

1-
11

11
-0

2-
11

25
-0

2-
11

11
-0

3-
11

25
-0

3-
11

8-
04

-1
1

22
-0

4-
11

6-
05

-1
1

20
-0

5-
11

3-
06

-1
1

17
-0

6-
11

1-
07

-1
1

15
-0

7-
11

29
-0

7-
11

12
-0

8-
11

26
-0

8-
11

México Perú Colombia Argentina Chile Brasil

 
Source: BBVA Research 

juana.tellez@bbva.com.co 
 
México 
Julián Cubero 
juan.cubero@bbva.bancomer.com 
 
Perú 
Hugo Perea 
hperea@grupobbva.com.pe 
 
Venezuela 
Oswaldo López 
apuente@grupobbva.cl 
 
Markets 
Octavio Gutiérrez Engelmann 
o.gutierrez3@bbva.bancomer.com 
 
 

 

Highlights 
Inflation stable in line with forecasts for Brazil, Colombia, Chile and Mexico and a slight 

upswing in Venezuela  
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Markets 
Local factors took on importance as determining factors for currencies for 
the first time in months  
Latin American currencies mostly saw negative performances over the week. This was again 
due to influence from global risk aversion in the face of persistent fiscal concern in the EU and 
doubts surrounding the US cycle. Although there was a small breather at the end of the week 
thanks to possible further fiscal stimulus in the US and the chance of a third round of 
unorthodox stimulus (such as balance adjustment or higher liquidity injection), this was not 
enough to reverse the trend.  
 
In turn, for the first time in several months local factors started to act as determining factors in 
currency trades. This is especially so in Brazil where the BRL continued to fall in response to last 
week's SELIC rate cut and to expected additional short-term cuts. The MXN also remained 
downward with trading continuing to react to the risks of cuts in Banxico's benchmark rates but 
mainly to the greater exposure to the US economy. The CLP and COP saw the same reaction 
albeit with more limited downward moves since the positions at their Central Banks are slightly 
less dovish as well as Colombia placing a sovereign bond. In short, volatility remains on FX 
markets meaning we expect to see continued wide trading ranges in the short-term.  

Positive global signals for stock markets, but the political debate set to 
dominate investor sentiment  
In contrast, regional stock markets saw marginally favourable performances (except in Chile and 
Peru) with positive global news at the end of the week. German constitutional court approval for 
support for Greece has a positive effect on equity investors; although it does not guarantee 
future support (parliamentary votes on September 29 will be crucial). In turn, the analysis of the 
new fiscal stimulus package announced by Obama (Thursday 8) and the later political debate 
could mark investor sentiment. For the time being, continued support for household income (an 
extension of lower payroll tax) and higher infrastructure spending (schools and transport) is 
favourable. However, the stress levels in Europe remain high with the Greek CDS hitting new 
highs (due to compliance doubts around fiscal commitments) and US and German bonds hitting 
new lows.. In this setting, the market should continue to be led by political debate (US and 
Europe) imposing an outlook of volatility. 
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Chart 2  
Implied volatility of the BRL, MXN  and CLP 
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Highlights 
Inflation stable in line with forecasts for Brazil, Colombia, Chile and Mexico 
and a slight upswing in Venezuela  
Year-on-year inflation fell to 3.3% y/y and 3.4% y/y in August in Colombia and Mexico. It rose 
slightly in Brazil and Chile in line with forecasts, hitting 7.2% y/y and 3.2% y/y respectively. 
Inflation rose for the fourth month in a row, hitting 25.8% y/y in Venezuela. 
Central banks in Peru and Chile reassert their maintaining of interest rates 
While the Central Bank of Peru again held its rate at 4.25%, the Central Bank of Chile cut its 
growth forecast to a range of 6.25% - 6.75%, with a downward bias, and confirmed forecasts for 
lower inflation (3.3% y/y in contrast to the previous 4%) for the end of 2011, stating that the rate 
should remain at the current level. The Central Bank of Argentina meanwhile strongly intervened 
on currency markets to contain the fall of the peso due to strong retail and business demand in 
an uncertain global scenario 
Strong export figures in Colombia and Peru 
Exports in Colombia and Peru grew 55% y/y and 40% y/y respectively in July. The diversion of 
industrial products to other markets that before went to Venezuela stands out in Colombia. In 
both cases figures show the impact of higher staple commodity prices.  
Output slows in Chile and Colombia 
In Chile, the Monthly Economic Activity Indicator (IMACEC) was up 4.3% y/y in July, with a 0.3% 
m/m decline in margins showing the impact of stoppages to copper production. Colombia saw 
car sales of 28,500 units in August, a growth of 28.4% y/y. This figure shows a slowdown with 
regard to rates of 50% y/y at the start of the year. 
Higher tax revenues in Argentina and Peru 
Tax revenues increased 35.4% y/y (consensus: +30.2%) in August in Argentina, income from 
earnings (51%) and foreign trade (42.1%) standing out. Tax revenue at the Central Government in 
Peru increased 9.8% y/y in July in real terms with a moderation in the growth rate due to a 
reduction in the general sales tax rate in 1Q11. 
  
 
 

Chart 3  
Export figures in Colombia and Peru (y/y, %)  

Chart 4 
Annual inflation in Brazil, Chile, Colombia, 
Mexico, Peru and Venezuela  
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Calendar: indicators  
 

Next Week: 12 - 16 September 2011
Argentina Data Period Forecast Consensus Previous Comment
Price Consumer Index 14-Sep Aug 2011 0,9% m/m 1,0% m/m 0,8% m/m
Wholesale Price Index 14-Sep Aug 2011 0,9% m/m
Cost of Construction Index 14-Sep Aug 2011 1,6% m/m
GDP 16-Sep 2Q11 7,8% y/y 7,1% y/y 9,9% y/y The activity reduces slightly
Brazil Data Period Forecast Consensus Previous Comment
Retail sales 13-Sep Jul 2011 0,8% m/m 0,2% m/m
Economic Activity Index - CB 14-21-Sep Jul 2011 -0,25% m/m

Chile Data Period Forecast Consensus Previous Comment
Survey of Economic Expectations 12-Sep Sept 2011

 Survey of Financial Operators 12-Sep
First fortnight of 
Septembre

Colombia Data Period Forecast Consensus Previous Comment

Imports 13-Sep Jul 2011 33.0% y/y 45.9% y/y
imports are driven by purchases of capital goods and raw materials for 
industry.

Trade balance 13-Sep Jul 2011  USD 400 millions    USD 378 millions  Significant recovery in industrial exports guaranteed trade surplus.

Building permits 15-Sep Jul 2011 20.0% y/y 66.5% y/y
 The construction sector will be around 200 thounsand homes built 
this year.

Mexico Data Period Forecast Consensus Previous Comment

Industrial Production 12-Sep Jul 2011 0.5% m/m (3.9% y/y) NA -0.6% m/m (3.8% y/y)
Good production data in the U.S. have benefited the export industries
as automotive, electrical and electronic equipment and foodstuffs. We
believe this will contribute to a slight recovery for August.

Peru Data Period Forecast Consensus Previous Comment

GDP 15-Sep Jul 2011 6,9% n.a. 5,3%
We expect a positive behaviour in primary sectors and those linked to 
private consumption. 

Source: BBVA Research

 

Calendar of events 
Chile: Monetary Policy Meeting (September 15) 
Forecast: 5.25% Consensus: 5.25% Previous: 5.25% 

We expect the monetary policy rate to remain steady in the face of a worsening external 
scenario. The September monetary policy report (IPoM) confirms this. 

 

 

Calendar of holidays 
Mexico: September 16 
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Market Data 
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Charts 
Chart 4  
Stock markets (base index Jan09 = 100)  

Chart 5 
Stock markets (base index Jan09 = 100) 
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Chart 6  
Exchange rates (base index Jan09 = 100)  

Chart 7 
Exchange rates (base index Jan09 = 100) 
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Chart 8  
Credit Default Swaps (levels)  

Chart 9 
Credit Default Swaps (levels) 
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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 
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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. 
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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. 

BBVA is not a member of the FINRA and is not subject to the rules of disclosure affecting such members.  

“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 Market Operations is 
available for reference at the following web site: www.bbva.com / Corporate Governance”. 

BBVA is a bank supervised by the Bank of Spain and by Spain’s Stock Exchange Commission (CNMV), registered with the Bank of Spain with number 0182. 
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