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Inflation closed 2015 at 10.67% YoY, somewhat lower than expected, but well above the target range
(2.5%-6.5%). After trending up last year, inflation will start to decline in January, due to lower (although still
high) pressure from regulated prices. Inertia and the effect of a weaker currency cast doubt over the
convergence of inflation to the target range in 2016.
Increases in food, housing and transport prices accounted for 71% of
inflation in 2015
Annual inflation reached 10.67% YoY, somewhat below expectations (BBVAe: 10.8% YoY; consensus:
10.7% YoY) and significantly above the 6.5% ceiling of the target range. This is the highest figure since
November 2013. By groups of products, the main contributors to the increase of inflation from 6.4% in 2014
to 10.67% YoY in 2015 were food, housing and transport prices. They contributed to annual inflation with
3.0, 2.7 and 1.9 percentage points respectively. Therefore, these three groups together accounted for 71%
of inflation in 2015. The "normalization" of regulated prices, which increased 18.1% YoY in 2015 after a
period at artificially low levels, is directly related to abnormally high inflation in the housing and transport
groups. Moreover, it is one of the factors -together with the impact of the exchange rate depreciation and
some other supply shocks- that help us to understand the 12.0% YoY increase in food prices in 2015.
Finally, it is worth to note that non-regulated prices augmented 8.5% YoY in 2015 (in comparison to 6.7% in
2014).
Monthly inflation reached 0.96% MoM in December
The monthly inflation figure was lower in December than in November, when it reached 1.01% MoM,
because of lower pressure from the food and housing groups (inflation in the former declined from 1.8%
MoM to 1.5% MoM while housing inflation decelerated from 0.8% MoM to 0.5% MoM) and in spite of a
higher variation in transport prices (1.4% MoM in December versus 1.1% MoM in November). Anyway,
monthly inflation was significantly higher than in the same month last year (0.78% MoM).
We expect inflation to converge to the target range in 2016
After the sharp adjustment observed in 2015, a significant part of the process of alignment of administered
prices is now over, which means that these set of prices will increase less in 2016 than they did in 2015.
Anyway, regulated prices will continue to grow above the 6.5% YoY level, implying that they will continue to
be an obstacle for the convergence of inflation to the 2.5%-6.5% target range. On top of that, 2016 inflation
will also be pressured by inertia and by the still unfinished process of depreciation of the exchange rate. In
spite of that, we expect inflation to moderate over the year and close 2016 around 6.1% YoY, within the
target range, mainly as a consequence of the sharp and still-far-from-its-end recession that the country is
going through. Even though inflation's downward surprise in December is good news for the BCB, which we
expect to leave the Selic rate unchanged in its monetary policy meeting on January 20, an extra dose of
monetary tightening should not be ruled out.
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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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