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Latin America: inflation in times of deceleration
Enestor Dos Santos
  
The Latin American economy contacted 0.4% in 2015 and the region’s GDP will probably fall again this year,
compared to average growth of around 4% in previous years.
Despite the sharp drop in economic activity, inflation is still high: Argentina close 40%, around 10% in Brazil,
Colombia and Uruguay and nearly 4% in Chile and Peru. Likewise, despite the disparate figures practically
all the countries in the region have inflation that surpasses the targets set by the respective monetary
authorities. The main exception is Mexico, where inflation remains below 3%, largely due to the positive
impact from the reforms approved in the last few years on the price of services such as telecommunications.
However, why is inflation so high in most of the countries if domestic demand is still weak? Forex
depreciation of late, mainly due to its effect on the prices of tradeable products has had a significant impact
on inflation. In many cases, negative weather impacts - mainly from “El Niño”- has driven food prices higher.
Furthermore, in countries like Argentina, Brazil and Uruguay, a necessary adjustment in government
regulated prices has pushed inflation higher recently. Lastly, tax adjustments have also resulted in
inflationary pressure in countries like Chile.
In any case, in the last few months we have seen clear signs of moderation in Brazil, Chile and Peru. This
downward trend will most likely spread to other countries and, over the rest of 2016 and into 2017, inflation
should converge with monetary policy targets. The prospects that currencies will stop depreciating as
sharply as they have in the recent past (in effect, we have already seen this in the last few months) supports
a scenario of slowing inflation. Furthermore, it is also likely that internal prices will benefit from better
weather conditions, smaller increases in regulated prices after the latest adjustments, domestic demand that
will remain relatively weak and cautious monetary policy in most of the region’s countries.
In any case, the speed at which inflation will converge with monetary policy targets will depend on how
persistent price increases are in each country. Therefore, if monetary policy has traditionally been tolerant of
inflation and if price indexation mechanisms don’t play very relevant role, inflation won’t be very persistent
and it will fall more quickly. If the opposite occurs, inflation will slow more gradually.
A recent study by BBVA Research (‘Persistent inflation in Latin America’) shows that inflationary inertia is
relative high in Argentina, but also in Brazil, Colombia and Uruguay. On the other hand, said analysis
reveals that persistence will be a less relevant problem in the future inflation scenarios of Chile, Peru and
Mexico.
These results are in line with the forecast calling for inflation to remain under control in Mexico, which will ly
hover in the target range in Chile and Peru and later in Brazil and in Colombia, and will remain above the
targets set in Argentina and Uruguay.
Likewise, the strengthening of monetary institutions (like the implementation of a target system in Argentina),
economic reforms that increase competition (like the ones recently adopted in Mexico) and changes in the
indexation mechanisms, for example, would help curb the degree of inertia in internal price dynamics and,
therefore, reduce the cost of lowering inflation, mainly in those countries in which persistent inflation is a
major problem.
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This document has been prepared by BBVA Research Department, it is provided for information purposes only and expresses data,
opinions or estimations regarding the date of issue of the report, prepared by BBVA or obtained from or based on sources we consider
to be reliable, and have not been independently verified by BBVA. Therefore, BBVA offers no warranty, either express or implicit,

regarding its accuracy, integrity or correctness.
Estimations this document may contain have been undertaken according to generally accepted methodologies and should be

considered as forecasts or projections. Results obtained in the past, either positive or negative, are no guarantee of future performance.
This document and its contents are subject to changes without prior notice depending on variables such as the economic context or

market fluctuations. BBVA is not responsible for updating these contents or for giving notice of such changes.

BBVA accepts no liability for any loss, direct or indirect, that may result from the use of this document or its contents.
This document and its contents do not constitute an offer, invitation or solicitation to purchase, divest or enter into any interest in
financial assets or instruments. Neither shall this document nor its contents form the basis of any contract, commitment or decision of

any kind.
In regard to investment in financial assets related to economic variables this document may cover, readers should be aware that under
no circumstances should they base their investment decisions in the information contained in this document. Those persons or entities
offering investment products to these potential investors are legally required to provide the information needed for them to take an

appropriate investment decision.
The content of this document is protected by intellectual property laws. It is forbidden its reproduction, transformation, distribution,
public communication, making available, extraction, reuse, forwarding or use of any nature by any means or process, except in cases
where it is legally permitted or expressly authorized by BBVA.
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