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Favorable inflation scenario across Latin America in 2018

Marcio Aldred Gregory

We have witnessed a widespread decline in inflation across Latin America in 2017, except for Mexico, where
inflation accelerated due to the lagging effects of MXN depreciation following the U.S. election, as well as
higher fuel prices in the beginning of the year. We expect the region’s overall inflation to remain relatively
stable in 2018, allowing central banks to maintain current interest rates at their current historically low levels.
However, there are risks to this scenario, such as the possibility of a stronger La Niña or higher oil prices.

The slowdown in food prices was an important factor in this trend. This group’s favorable performance
affected the behavior of international prices surrounding agricultural commodities. This phenomenon becomes
particularly relevant when considering the group’s relevance in the region’s consumption basket, as shown in
Table 1. In Brazil, the Household food group accounts for 15.9% of the index and recorded a 5.1% drop by
October, mainly due to the record grain harvest in the country. Nonetheless, the food inflation drop scenario
spread across multiple countries in the region, as shown in Chart 1.

Chart 1 – Food inflation in 12 months, in %

Country Food group weight

Argentina 26,9%
Brazil 15,9%

Chile 19,1%
Colombia 28,2%

Mexico 19,1%
Peru 27,5%

Source: Bradesco

Table 1 – Food group weight in the inflation index 

Source: Statistics Institutes, Bradesco
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The slowdown in food prices in Colombia was the main factor driving inflation lower. Prices reached a year-
over-year high of 15.7% in mid 2016, and then fell to 2.5% in October, which helped drive inflation down by 3.8
p.p. – seeing as the food group accounts for 28.2% of the index. As a result, consumer inflation fell back down to
4.0% after the 9.0% peak in 2016. Another important factor behind the inflation’s decompression trend in
recent months is the lower household demand, due to successive increases in the base interest rate throughout
2016.

In Peru, the spike in food prices caused by heavy rainfall during the first few months of the year was quickly
reversed. The rain affected the North coast infrastructure, with collapsed bridges and blocked roads due to
landslides. The problems caused by the rain and affected transport ultimately led to a spike in food prices.
However, the reversal of this shock was considerably quick, as prices returned to the previous level in the
following months.

In most cases, the performance of the countries’ currencies in the region did not lead to inflationary pressure.
The high-liquidity international scenario favored the currencies of emerging countries, particularly in Latin
America, as shown in Chart 2. The currencies of Chile and Peru grew throughout the year, due to an
appreciation in metal prices – especially copper, which is these countries’ primary export product. In Argentina,
the nominal depreciation was lower than the inflation for the period.

The exception was Mexico, where inflation was heavily impacted by MXN depreciation, following the U.S.
elections. The Mexican peso depreciated in the second half of 2016, after Donald Trump’s election. Throughout
the year, however, as Trump faced resistance and struggled to have his legislative proposals approved by
Congress, the Mexican peso appreciated and returned to around the same levels as it was before the election.
Despite this appreciation, the year’s inflation ultimately grew due to lagging depreciation effects. In addition, as
a result of a worsened outlook for the external scenario, the Mexican government sanctioned adjustments in
gas prices in January 2017. This ultimately drove consumer prices up 20.0% over the previous month. The
combination of these two events led the 12-month inflation to accelerate from 3.4% to 6.2%.

Chart 2 – Exchange rate variation compared to USD in 2017
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The scenario for the region’s currencies remains favorable. Although we expect the Fed to keep the monetary
policy normalization process on course, raising the interest rates next year, we do not expect exchange rates to
generate significant inflationary pressure in Latin America in 2018. The region’s terms of trade will benefit from
stronger global growth and higher commodity prices. Chile, Peru and Brazil may benefit from higher metal
commodity prices, while Mexico and Colombia may benefit from higher oil prices. Most Latin American
countries have also shown a considerable improvement in their external accounts compared to 2013 (Table 2),
when the expected reduction of the monetary easing in the U.S. ultimately led to a depreciation of EM
currencies, including in Latin America.

Inflation has behaved differently in Argentina compared to other countries. After rising 41.0% in 2016,
spurred by the withdrawal of subsidies to electric power rates, inflation slowed down this year, mainly due to
the lower impact of these measures. Nonetheless, the pace of this decline has thwarted expectations, as
inflation already reached 19.4%1 high between January and October – surpassing the central bank’s target
ceiling for the year as a whole of 17.0%.

Oil prices are a risk for 2018. Prices have been recovering in recent months due to the higher demand, while
production increments have toned down. OPEC countries have been reaching the organization’s production
quotas, whereas it seems like there won’t be any production increases in the U.S. in the short term. This
ultimately skyrocketed Brent barrel prices to around USD 65 per barrel, after fluctuating around USD 50 and
USD 55 for several months. If oil prices continued to rise, inflation would be impacted mainly due to higher fuel
prices. On the other hand, the currencies of oil-exporting countries, such as Mexico and Colombia, would
benefit from this scenario, ultimately mitigating the high inflation. However, we expect these prices to remain
around their current levels.

Another relevant risk is the occurrence of a potentially stronger La Niña. Earlier this month, the National
Oceanic and Atmospheric Administration (NOAA) stated that we are currently under the effects of the La Niña
weather phenomenon, which should probably continue throughout the first quarter of 2018. In addition,
experts indicate that this phenomenon will have a low intensity. In the event of a stronger La Niña, food prices
could be affected.

Table 2 – Current account results (% of GDP)

2013 2017

Argentina -2,1 -3,6

Brazil -3,0 -1,4

Chile -4,1 -2,3

Colombia -3,3 -3,8

Mexico -2,5 -1,7

Peru -4,4 -1,5

Source: IMF, Bradesco

1 According to the new National Consumer Inflation Index, calculated by INDEC, which is used as a reference for the Central Bank’s target regime.
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Table 3 – Inflation targets and forecasts for 2018

Country Inflation target 2018 forecast

Argentina
12 a 17% (2017)

8 a 12% (2018)
15,0

Brazil * 4,5% ± 1,5 p.p. 3,9

Chile 3,0% ± 1,0 p.p. 3,0
Colombia 3,0% ± 1,0 p.p. 3,5

Mexico 3,0% ± 1,0 p.p. 3,5
Peru 1 a 3% 2,5

(*) The inflation target was lowered to 4.25% in 2019 and 4.0% in 2020

Source: Central Banks, Statistics Institutes, Bradesco

Lower inflation allowed most Latin American countries to embark in monetary easing cycles this year.
Countries such as Brazil, Chile and Peru cut interest rates throughout the year, due to the favorable inflation
scenario (Table 3) and a still sluggish economy. The Central Bank of Mexico, on the other hand, recently ended
a tightening cycle (raising interest rates from 3.0% to 7.0%). The Central Bank of Argentina, in turn, raised the
interest rate by 2.5 p.p. over the last two months, to 28.75%, increasing the real interest rate2 to approximately
10.0% per annum. This increase took the market by surprise, as a downtrend was expected. Considering the last
meeting’s announcement and the level of interest, we believe that the monetary authority will not continue to
tighten the monetary policy over the next few months, only discussing the possibility of an easing process after a
considerable drop in core inflation.

Considering the favorable outlook for inflation, we do not expect tightening of the monetary policy in most of
the region next year. In addition, we believe most central banks of the region should maintain the current low
interest rate levels (Chart 3). As for Mexico and Argentina, which currently have high real interest rates and
inflation above the target, monetary authorities should cut down interest throughout next year, if our inflation
drop forecasts in these countries is confirmed.

Chart 3 – Ex-ante real interest rate (%) Chart 4 – Deviation of the current real interest rate 
compared to the average since 2010 (p.p.)
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2 Nominal interest rate minus inflation expectations for the next 12 months.

3,3

0,0

1,5

0,4

-3,0

-1,0

1,0

3,0

5,0

7,0

9,0

10 11 12 13 14 15 16 17

Título do Gráfico

Brazil
Chile
Colombia
Mexico
Peru

Source: Bloomberg, Central Banks, Bradesco Source: Bloomberg, Central Banks, Bradesco



Macroeconomic Research Department 5

DEPEC Highlight – Bradesco

Technical Staff 

DEPEC – BRADESCO is not responsible for any acts/decisions taken on the basis of the information available through its publications and
projections. All data or opinions contained in the information herein is carefully checked and prepared by fully qualified professionals, but should
not be taken, under any circumstances, as a basis, support, guidance or standard for any document, assessment, judgment or decision-making, of a
formal or informal nature. Thus, we emphasize that all consequences and responsibility for the use of any data or analysis of this publication are
assumed solely by the user, exempting BRADESCO from all actions resulting from the use of this material. We also point out that access to this
information implies acceptance of this term of responsibility and usage. The total or partial reproduction of this publication is strictly prohibited,
except with authorization from Banco BRADESCO or full citation of the source (naming of the authors, the publication and Banco BRADESCO).

Director of Economic Research and Studies Fernando Honorato Barbosa

Economists Ana Maria Bonomi Barufi / Andréa Bastos Damico / Constantin Jancso / Daniela Cunha de Lima / Ellen 
Regina Steter / Estevão Augusto Oller Scripilliti / Fabiana D’Atri / Igor Velecico / Leandro Câmara Negrão
/ Marcio Aldred Gregory / Myriã Tatiany Neves Bast / Priscila Pacheco Trigo / Regina Helena Couto Silva 
/ Thomas Henrique Schreurs Pires

Interns Alexandre Stiubiener Himmestein / Camila Medeiros Tanomaru / Felipe Yamamoto Ricardo da Silva / 
Mariana Silva de Freitas / Rafael Martins Murrer / Thaís Rodrigues da Silva

economiaemdia.com.br


