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The rising dollar calls for caution regarding 
in�ationary pressures

In August of 2011 the average exchange 
rate was BRL1.60/USD1.00. In August of 
2012 it rose to BRL2.03/USD1.00, and in 
August of this year it hit BRL2.35/USD1.00. 
During the last twelve months the dollar 
has risen 16%, and over the last 
twenty-four months it has gone up 47%. 
Unlike the exchange rate alarm of 2008 
(see �rst graph), the current economic 
scenario does not envisage a rapid pullback 
to previous levels, because this present 
devaluation of the real is linked not only to 
the resumption of growth in the U.S. 
economy, which is strengthening the dollar 
internationally, but also to the structural 
deterioration of Brazil’s external accounts. 
Therefore, it is important to carefully analyze 
how much pressure the rising dollar will 
apply to Brazil’s in�ation, which has already 
been under considerable pressure for some 
time now.

The second graph, with our disaggregated 
projections for the IPCA in 2013 and 2014, 
shows that in�ation is likely to remain under 
pressure. As has been the case since 2010, the 
IPCA should stay closer to the Central Bank's 
target ceiling of (6.5%) than to its target center 
of (4.5%). In 2013, this should occur even with 
the bene�t of the lowest in�ation level for 
administered prices that has been seen in the 
Central Bank’s entire historic series since 1992. 
Our scenario contemplates an IPCA projection 
of 6.0% in 2013, resulting from an increase of 
1.3% for administered prices and 7.5% for 
market prices. This year, the in�ation of 
administered prices was greatly bene�ted by 
the government’s decision to reduce the 
electricity tariff for residential consumers, and 
by its decision to repeal bus and subway fare 
increases after those increases ignited massive 
street protests in June. It is highly unlikely that 
these factors will contribute as much in 2014 
to holding down the IPCA in�ation rate (our 
forecast is for a hike of 4.5% in administered 
prices, which will probably include an increase 
in gasoline prices).  
After two years of strong price hikes in the 
food-at-home category (10.0% in 2012 and 
8.8% projected for 2013), we expect to see a 
somewhat more moderate price increase for 
that category in 2014 (our current forecast 
stands at 5.5 % - see graph 2). However, the 
exchange rate alarm has sounded once again 
as an in�ationary risk precisely at a time when 
the Central Bank itself has declared that 
in�ation is proving to be "stubbornly resistant 
at a high level". Even though we expect to see 
weaker economic growth in the second half of 
2013 that will help to ease some of the 
in�ationary pressures (e.g. in�ation in the 
service sector should slow gradually to 6.8% in 
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2014), the risk of passing on the exchange rate 
devaluation to the price of internationally 
traded goods warrants continued caution with 
in�ation, and this is likely to motivate the 
Central Bank to keep raising interest rates 
during the coming months. The dollarized 
prices of international trade goods should be 
monitored with special attention, whether they 
are durable goods (such as cars, refrigerators, 
televisions and computers), semi-durable 
goods (such as clothing) or non-durable goods 
(such as food, personal care and household 
cleaning products). Notwithstanding the 
current high inventories of these goods (as 
pointed out by the indicators of the National 
Confederation of Industry and also by FGV) 
that in the short term will probably delay the 

transfer of price hikes arising from the 
appreciation of the dollar, the historic time 
series tellingly signal that this in�ationary 
pressure will come next year.
The increasingly widespread view is that the 
high level of in�ation itself, over the last few 
years, has hindered the growth of the Brazilian 
economy, by reducing the purchasing power of 
the population and by increasing the 
uncertainty surrounding the macroeconomic 
environment. Therefore, as the Central Bank 
itself has recognized, combatting the current 
in�ationary pressures appears to be a 
necessary prerequisite for re-paving the way to 
future conditions that will promote faster and 
more sustainable economic growth. 
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Evolution of the Exchange Rate since 2007 (BRL/USD)

Source: The Central Bank of Brazil
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The dollarized prices of 
international trade goods 
should be monitored with 
special attention, whether 

they are durable goods, 
semi-durable goods or 

non-durable goods

Weight* 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014

IPCA - Total 100% 5.69% 3.14% 4.46% 5.91% 4.31% 5.91% 6.50% 5.84% 6.0% 5.8%

IPCA - Administered prices 23.2% 8.98% 4.28% 1.65% 3.28% 4.74% 3.13% 6.20% 3.67% 1.3% 4.5%

IPCA - Services excluding food away from home 26.8% 6.77% 5.49% 5.17% 6.38% 6.37% 7.62% 9.01% 8.50% 8.1% 6.8%

IPCA - Goods excluding durable goods and food 16.0% 5.79% 4.33% 3.93% 7.25% 6.20% 5.24% 6.87% 5.24% 6.1% 6.1%

IPCA - Food at home 16.1% 0.59% -0.13% 12.36% 10.67% 0.88% 10.69% 5.41% 10.02% 8.8% 5.5%

IPCA - Food away from home 8.5% 6.90% 5.92% 7.68% 12.00% 7.75% 9.82% 10.47% 9.51% 9.9% 8.6%

IPCA - Durable goods 9.5% 3.06% -1.75% -0.05% -0.01% -1.87% 0.93% -1.56% -3.45% 3.2% 3.2%

Annual Inflation IPCA 
Variance decomposition between administered prices and prices of goods and services.

 Source: IBGE. Preperation and projections for 2013 and 2014: VAM.


