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•

Colombia: Headline inflation hits 8.01% y/y, with core inflation well above target

•

Mexico: Consumption, investment and auto numbers provide a mixed outlook

COLOMBIA: HEADLINE INFLATION HITS 8.01% Y/Y, WITH CORE INFLATION WELL
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ABOVE TARGET
Monthly CPI inflation was 1.63% m/m in February 2022, according to DANE data
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published on Saturday, March 5, well above the median forecast in BanRep’s survey
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(1.23% m/m), and Scotiabank Economics’ projection (1.27% m/m). February’s inflation
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and above BanRep’s target range (2%–4%) for the seventh month in a row.
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goods inflation came in at 4.14% y/y (up from 3.47 % the previous month). Inflation not
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was twice the average observed since 2009 (0.76% m/m) and brings annual headline
inflation to 8.01% y/y, the highest since mid-2016, up from 6.95% y/y in January (chart 1),
Core inflation also increased, from 4.47% y/y to 5.01% y/y, while ex-food and regulated
only reflects the effect of supply shocks on food prices, but also upside pressures on other
key prices as the economy recovers, as well as indexation effects.
We affirm our expectation of at least a 125 bps rate hike in March’s monetary policy
meeting. The near-term inflation outlook is subject to several factors. In March, inflation
will include the downside effect of the VAT holiday (March 11), and still material upside
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pressures on food prices. Meanwhile, the possibility remains that inflation could start a
downward trend in May. The current environment is challenging for the central bank,
however, since inflation risks remain on the upside while economic activity could slow as
higher prices affect private consumption and election uncertainty looms. Regardless, we
think the inflation targeting mandate will prevail and the central bank will consider
overshooting the neutral level. Our expectation of the monetary policy rate for
December 2022 is 6.50%, with the rate easing to 5% by the end of 2023.
Looking at the February’s numbers in detail, all components contributed to higher
inflation (charts 2 and 3), with foodstuffs once again posting the highest gains. The main
highlights are:

•

Foodstuffs had the largest contribution (+59 bps), with inflation of +3.26% m/m, coming
from milk (+4.25% m/m), potatoes (+16.14% m/m), fruits (+5.70% m/m) and rise
(+4.26% m/m). Rising input prices and FX depreciation are exacerbating food prices. In
some cases, products are increasing faster than in last year’s nationwide strike.
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•

Lodging and utilities (+23 bps) were the second largest contributors to inflation. In February, rents rose 0.41% m/m, above the
0.26% m/m increase in January, reflecting indexation effects. Utility fees jumped by 1.66% m/m, led by electricity (+2.62% m/m),
gas (+2.20% m/m), and garbage collection (+1.41% m/m), with the last component showing the effect of the minimum wage hike.

•

Education fees increased by 4.48% m/m, below our projection, but at a rate similar to that observed in pre-pandemic periods.
However, DANE noted that some educational establishments have still not reported fees, which could lead to further positive
contribution in forthcoming months. Meanwhile, elementary school fees rose at a below-pre-pandemic pace, providing some relief to
inflationary pressures.

•

Other components recorded monthly inflation at above pre-pandemic averages. Clothing had a residual effect from the normalization
after the last year’s VAT holiday. In addition, some cleaning-related goods also contributed to price pressures owing to higher input
prices.

Looking at annual inflation across major categories, goods inflation jumped to 5.98% y/y in February, while services increased by 61 bps
from 2.79% y/y to 3.40% y/y. Regulated-price inflation rose 59 bps to 8.91% y/y.
All in all, 35% of total inflation was explained by food inflation, with the rest attributable to a combination of higher input prices, FX
effects on tradable goods, and indexation of rent and educational fees. Year-end inflation would exceed 6% if inflation pressures remain.
That said, the monetary policy rate will keep rising, with a 125 bps hike in the March 31 meeting, to end 2022 at 6.50%. However, we
anticipate rates start to ease in early in 2023 as inflation returns to target.
—Sergio Olarte & Jackeline Piraján
MEXICO: CONSUMPTION, INVESTMENT AND AUTO NUMBERS PROVIDE A MIXED OUTLOOK
I. Consumption keeps its upward trend, already above pre-pandemic levels
Consumption accelerated in annual terms in December to 7.7% y/y from 7.4% y/y, measured on a non-seasonally adjusted basis (chart 4).
Seasonally adjusted, consumption rose from 0.7% m/m to 1.5% m/m, with increases in all its components. Domestic goods accelerated from
0.1% m/m to 1.7% m/m, services from 0.9% m/m to 1.4% m/m, and imported goods from 1.3% m/m to 2.2% m/m. In general terms,
consumption is already above pre-pandemic levels, with a stronger recovery in goods than in services reflecting the risks in contact-intensive
activities in the pandemic.
II. Investment for December recovered modestly, but remains weak
Gross fixed investment for December accelerated to 8.1% y/y, exceeding the expected figure of 5.5% and the previous figure of 5.9%
(chart 5). Investment has now grown 10 consecutive periods on a y/y basis, but still remains below pre-pandemic levels. Construction
increased 4.2% y/y in December, with machinery and equipment up 13.1% y/y and imported goods growing 19.5% y/y. Meanwhile,
residential construction has posted three consecutive monthly declines. In monthly terms, investment grew 1.2% m/m. Construction was
unchanged from the previous month, while machinery and equipment increased 2.2% m/m. Investment continues to be one of the major
obstacles to economic recovery, and may be held back by the complicated relationship between the public and private sectors.
III. Automotive industry limited by input and inventory scarcity
Preliminary numbers show that 79,600 light vehicles were sold in February, the lowest level for the month since 2012 (chart 6). Final
automotive industry figures point to a slight recovery in production, though signs of weak demand and disruptions in the value chains
remain. Production rebounded from -9.1% to 0.7% y/y, while exports extended their decline from -3.1% to -5.7% y/y and domestic sales
went from -3.8% to -3.9% y/y. In the January–February period, production totaled 493 thousand units assembled, its lowest level since
2014. Meanwhile, exports were 418 thousand and domestic sales 158 thousand, the lowest levels since 2015 and 2013, respectively.
—Miguel Saldaña
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