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Abstract

This study analyzes the dynamics and effects of inflation expectations in South American countries. The first phase employs
the Kalman filter and state-space models to estimate unobservable time series of inflation expectations. In the second phase,
the effects of shocks to expectations on key macroeconomic variables—such as inflation, GDP, and interest rates—are
assessed using Bayesian Structural Vector Autoregressive (BSVAR) models. The results indicate that, during periods of
high inflation, expectations tend to rise, driven by inflationary inertia and heightened uncertainty. Conversely, during
periods of low inflation, the gap between expectations and actual inflation narrows, reflecting greater accuracy in more
stable environments. Moreover, shocks to expectations typically lead to increases in observed inflation, which in turn prompt
interest rate hikes in most countries. The response of GDP to these shocks, however, varies across countries, demonstrating
heterogeneous effects.
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1 Introduction

In the current global economic landscape, character-
ized by uncertainty and a range of complex factors in-
fluencing inflation, the study of inflation expectations
is essential for understanding economic dynamics in
South America. Over the past decades, this region
has experienced significant shifts in its economic en-
vironment, including commodity price volatility and
geopolitical tensions, both of which have had direct
impacts on inflation expectations.

Inflation expectations play a pivotal role in both
theoretical models and empirical analyses. Accurate
measurement of these expectations is critical for eval-
uating the effectiveness of monetary policy. As Visco
[1] argues, inflation expectations shape the behavior
of households and firms, thereby influencing over-
all price dynamics. Additionally, these expectations
are a fundamental component in the transmission of
monetary policy through the expectations channel
[2].

Darracq Pariès and Zimic [3] note that the transmis-

*Corresponding author: osmar.economics@gmail.com
Coauthors: chuanto@fen.uchile.cl; andreteranfleurs@gmail.com
The content of this document is the sole responsibility of the
authors and does not reflect the views of the institutions they are
affiliated.

sion of monetary policy may be less effective when
inflation expectations diverge among economic ac-
tors, while Visco [1] emphasizes that different agents
hold heterogeneous views about future price dynam-
ics.

González-Molano, Jalil-Barney, and Romero-
Chamorro [4] highlight that expectations primarily in-
fluence inflation trajectories in New Keynesian mod-
els, where three key transmission channels can be
identified: i) A direct channel via the New Keynesian
Phillips curve, where future inflation expectations
are integrated into the pricing of goods and services;
ii) An indirect channel through the real interest rate,
where higher inflation expectations lower the real
interest rate, widening the output gap and increas-
ing inflationary pressures; and iii) A wage channel,
where inflation expectations influence wage negotia-
tions, leading workers to demand higher wages and
firms to adjust their prices accordingly.

Accurately measuring inflation expectations is a
challenging but essential task for understanding in-
flation dynamics. Since expectations cannot be di-
rectly observed, they are typically measured through
surveys conducted among consumers, firms, and aca-
demic groups, as is the case for many central banks
in the region [1]. However, these surveys are often
subject to delays and may be affected by factors such
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as respondent numbers and sample diversity.
This research aims to analyze the dynamics and

effects of inflation expectations in selected South
American countries. To address this challenge, the
study adopts an empirical and analytical approach,
divided into two phases. The first phase applies the
Kalman filter and state-space models to estimate un-
observable time series of inflation expectations based
on observed inflation, while simultaneously estimat-
ing the parameters of the New Keynesian Phillips
Curve (NKPC). In the second phase, the effects of
shocks to inflation expectations on key macroeco-
nomic variables—including inflation, GDP, and in-
terest rates—are examined using Bayesian Structural
Vector Autoregressive (BSVAR) models.

This paper is structured as follows: Section 2 dis-
cusses the stylized facts related to inflation and mon-
etary policy in South America. Section 3 provides
a description of the methodology used to estimate
inflation expectations and analyze their effects on
macroeconomic variables. Section 5 presents the re-
sults and their interpretations. Finally, Section 6
offers conclusions and policy recommendations.

2 Stylized Facts

2.1 Inflation and Monetary Policy

In South American countries, year-on-year inflation
remained below double digits between early 2015
and mid-2017, except in Brazil and Uruguay. By the
first half of 2020, inflation had decreased to below 5%
(Figure 1).1

As reported by Cepal [5], year-on-year inflation in
South America decreased from 3.3% in October 2018
to 2.3% in October 2019, continuing a downward
trend that brought inflation to historically low levels.

The COVID-19 pandemic triggered a series of mea-
sures aimed at containing its spread, such as mobility
restrictions and factory shutdowns worldwide. These
measures disrupted supply chains, leading to short-
ages of products and components, which increased
production costs [6].

Ubide [7] proposed two hypotheses to explain in-
flation during the pandemic: one attributed inflation
to temporary supply shocks that could become pro-
longed, and the other linked it to excessively expan-
sionary demand, resulting from policies that quickly
reversed the recession and heightened inflation ex-
pectations.

In 2021, with the global economic recovery and the
emergence of new coronavirus variants, international

1 Argentina and Venezuela were excluded due to their atypical
inflation behavior, making them difficult to compare with other
South American economies.

prices—particularly oil—rose, which led to price in-
creases across Latin America (Figure 1).2 CEPAL [8]
noted that inflation in the region reached levels not
seen since the 2008 financial crisis.

The war between Russia and Ukraine in 2022 fur-
ther exacerbated inflation by causing global sup-
ply disruptions, particularly in energy, oil, gas, and
food. This pushed international prices even higher.
Cherkasky [9] highlighted that the war created addi-
tional inflationary pressures by disrupting the supply
of raw materials. Sanctions against Russia also sig-
nificantly impacted the global economy, including a
substantial devaluation of the Russian currency.

In response, several countries implemented mea-
sures to address the energy, oil, and price crises, such
as eliminating value-added taxes on gasoline and pro-
moting clean energy initiatives. These actions were
necessary, considering Russia’s role as the world’s
second-largest oil exporter and the various sanctions
imposed on it, which included reduced oil imports
[10].

Pantin [6] estimated that approximately 3% of
global oil production was removed from the market,
forcing oil-dependent nations to secure their internal
supply through alternative measures.

Sanctions on Russia also had significant global
economic repercussions, including restrictions on ex-
ports, the suspension of major projects like Nord
Stream 2, and the exclusion of Russian banks from
international financial systems. According to López
and Garzón [10], these sanctions caused a double-
digit devaluation of the Russian currency, a phe-
nomenon not seen since the 1990s.

In this context, monetary authorities implemented
measures such as lowering interest rates and increas-
ing liquidity to mitigate the economic impact of the
pandemic. Vaccination efforts played a crucial role in
stabilizing the crisis, as noted by CEPAL [11]. Pantin
[6] also emphasized that the pandemic caused a sharp
economic shock in 2020, resulting in a significant
drop in aggregate demand and widespread border
closures as preventive measures.

In parallel, the inflationary context, worsened by
the war, prompted economies to raise interest rates
and withdraw excess liquidity from financial systems
through various monetary instruments.

Among the major economies, the U.S. Federal Re-
serve raised its policy rate by 150 basis points during
the first seven months of 2022, while the European
Central Bank increased its benchmark rate by 50 ba-
sis points in July 2022, marking its first rate hike in
11 years.

Regionally, South American economies followed

2 Bolivia and Ecuador were exceptions, maintaining year-on-year
inflation below 3.0%.
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Figure 1: Year-on-year Quarterly Inflation, 2010Q1-2023Q1. Note: The monthly average of the consumer price index for the
corresponding quarter was compared. Source: Central banks and national statistical institutes of each country.

suit. Brazil led this trend, raising its monetary policy
rate in March 2021. By July 2022, the rate had climbed
from 2.0% in December 2020 to 13.25%. Chile also
saw a substantial increase, with its interest rate rising
by 9.75% in July 2022 (Figure 2).

These monetary tightening measures led to lower
growth rates in the monetary base in 2022 compared
to the pre-pandemic period, irrespective of the mon-
etary policy framework adopted by each country.

Looking ahead to 2023, persistent global financial
volatility and inflation in the region suggest that
widespread monetary policy easing is unlikely in
the short term. Additionally, the ongoing conflict
between Russia and Ukraine continues to pose risks
to the global economy. Notably, Bolivia and Ecuador
maintained the lowest inflation rates in the region as
of July 2023.

2.2 Economic Activity

South America faced significant economic challenges
starting in 2014, primarily due to declining interna-
tional commodity prices. Year-on-year GDP growth
rates fell below 5% in most countries, a notable de-
parture from previous years. Between 2018 and
early 2019, countries such as Brazil, Chile, Ecuador,
Paraguay, and Uruguay experienced further de-
creases in economic activity (Figure 3).

The arrival of the COVID-19 pandemic in 2020
marked a dramatic turning point. That year, the
global economy experienced its worst recession since
1961, with global GDP contracting by 3.3%, a fig-
ure that surpassed the 2 percentage point decline
recorded during the 2009 financial crisis. For Latin
America and the Caribbean, the impact was even
more severe, with a 6.7% GDP contraction, represent-
ing one of the region’s worst economic performances

in recent history.3

A sharp V-shaped recovery followed in 2021,4

driven by the gradual easing of lockdowns and so-
cial distancing measures implemented in response
to the pandemic (Figure 3). However, this recovery
was accompanied by rising prices, fueled in part by
strong monetary and fiscal stimuli.

By the first quarter of 2023, rising interest rates led
to a slowdown in regional GDP, with growth rates
falling by half a percentage point compared to the
same period in 2022. This widespread slowdown
marked a setback in economic growth, as highlighted
in the CEPAL [12] report.

The key factors contributing to this slowdown in-
clude a decline in private consumption, reduced fis-
cal spending, lower investment due to the depletion
of pandemic-era savings, and credit restrictions im-
posed by monetary policy.5 These challenges under-
score the need for effective policy measures to foster
a sustainable recovery.

2.3 Key Affected Products

CEPAL [8] highlighted several factors that con-
tributed to the global inflationary landscape, includ-
ing rising prices for energy products and essential
goods, increased international transportation costs,
and supply chain disruptions. Rising domestic de-
mand in developed economies also exacerbated these
inflationary pressures.

The CEPAL [13] report emphasized that inflation

3 Information sourced from World Bank data.
4 A V-shaped recovery indicates a short period of stagnation fol-

lowed by a rapid rebound, in contrast to a U-shaped recovery,
where stagnation persists for a longer time.

5 https://www.cepal.org/en/pressreleases/economies-latin-
america-caribbean-maintain-low-growth-levels-2023-2024

Bolivian Economic Research Papers (2023) Vol. 6(1) 5
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Figure 2: Monetary Policy Rates, January 2016 - August 2023. Note 1: Uruguay transitioned from a monetary aggregates approach
to inflation targeting as of September 2020. Note 2: The daily average of the monetary policy rates for the corresponding month was
used.
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Figure 3: Year-on-year GDP Growth Rate, 2006Q1-2023Q1. Source: Central banks and national statistical institutes of each country.

was primarily driven by escalating food and oil prices.
Components such as food, transportation (including
fuel), and housing (electricity, gas, and water) played
crucial roles in transmitting external price shocks to
domestic inflation.

The rise in food prices, which outpaced overall
inflation, had a particularly negative impact on pop-
ulations, affecting not only those in extreme poverty
but also broader segments of society [8].

In summary, the rising cost of food, combined
with supply chain disruptions, has significantly con-
tributed to global inflation, with wide-ranging reper-
cussions for various demographic groups.

2.4 Inflation Expectations

The analysis of inflation expectations reveals several
key insights. Ubide [7] noted that despite an increase

in the adaptive component of inflation expectations
during the low-inflation period between 2014 and
2019, there is little evidence that long-term expecta-
tions are becoming adaptive, reflecting inflationary
concerns.

CEPAL [14] acknowledged the region’s challenge
of containing inflationary pressures without stifling
economic growth, aiming to avoid the misalignment
of inflation expectations.

Similarly, inflation expectations have been influ-
enced by rising inflation, which has altered house-
hold consumption patterns, as argued by Olivieri
et al. [15]. These shifts have had a substantial impact
on government strategies for combating inflation and
on household expectations.

A recent study by Galindo and Nuguer [16] exam-
ined the effect of fuel prices on inflation expectations,
finding that these expectations have been persistently

6 Bolivian Economic Research Papers (2023) Vol. 6(1)
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affected by fuel price shocks. These shocks largely
explain the shift in expectations beginning in 2021,
highlighting the need for strong policies to prevent
expectations from becoming unanchored and infla-
tion targets from being missed, potentially affecting
contractual obligations.

CEPAL [13] anticipates that as inflation expecta-
tions become anchored, the current cycle of monetary
policy tightening will likely come to an end.

In summary, inflation expectations are shaped by a
variety of factors, including price behavior, changes
in consumption patterns, and fuel price shocks. Man-
aging these expectations is crucial to ensuring eco-
nomic stability and meeting inflation targets.

3 Methodology

3.1 Theoretical Framework

This section develops the theoretical framework used
to analyze how inflation expectations affect macroe-
conomic dynamics. Specifically, the framework gener-
ates theoretical predictions about the impacts of infla-
tion expectations on observed inflation, output, and
the potential responses of monetary policy, within
the context of conventional economic theory. This
framework serves as a benchmark for the empirical
analysis that follows.

Following the approach of Barrett and Adams [17],
the canonical New Keynesian model—comprising
three key equations—is extended to include an ex-
plicit component addressing inflation expectations.
This theoretical structure produces macroeconomic
responses that align with the perspective of mone-
tary policymakers. A significant increase in inflation
expectations can lead to higher observed inflation, a
tightening of monetary policy, and changes in eco-
nomic output, either an increase or a decline, depend-
ing on the policy response.

The theoretical model is described as follows:

• Hybrid Phillips Curve:

πt = γπt−1 + (1 − γ)πe,h
t + κyt (1)

• Fisher Equation:

it = Et [γ (yt+1 − yt)] + πe,h
t (2)

• Taylor Rule:
it = ϕyyt + ϕππt (3)

Where πt denotes the inflation rate, yt represents
the output gap (or business cycle), it is the nomi-
nal interest rate, and E[·] represents the expectation
operator. Additionally, πe,h

t reflects the inflation ex-
pectations of economic agents for a time horizon h

(∀h ≥ t). These expectations are decomposed into
two components: i) a persistence component πe,h

t−1
and ii) a stochastic component vt:

πe,h
t = πe,h

t−1 + vt (4)

Inflation expectations are considered rational,
meaning they are formed by economic agents based
on available information. Expectation shocks (vt)
are treated as exogenous and stochastic, represent-
ing unforeseen changes in inflation expectations that
are not attributable to variables within the model.
These shocks are "forward-looking" as they influence
expectations in subsequent periods.

The rationale for treating rational expectations as
exogenous and stochastic stems from the nature of
information and inherent uncertainty in decision-
making. Despite agents’ efforts to use available infor-
mation, unexpected events and external shocks can
impact the economy. These shocks, being exogenous,
arise independently of the model and influence ex-
pectations unpredictably. As the economy is subject
to multiple sources of uncertainty, expectations are
modeled stochastically to reflect the random nature
of economic variables.

Given the critical role of inflation expectations in
decision-making, a sudden change in these expecta-
tions can significantly impact spending, investment,
and saving decisions. Understanding the interaction
between inflation expectations and broader macroeco-
nomic dynamics is central to analyzing shocks. This
interaction can be illustrated through the aggregate
supply (AS) and aggregate demand (AD) curves.6

πt = γπt−1 + (1 − γ)vt + κyt [AS] (5)

ϕππt = −(ϕy + γ)yt + ζt [AD] (6)

An expectation shock shifts the AS curve upward
as firms adjust prices in anticipation of higher future
inflation. Concurrently, the AD curve shifts upward
due to the reduction in the effective real interest rate,
which stimulates consumption and output. The net
effect of these shifts is ambiguous: inflation rises, but
the impact on output depends on the relative magni-
tude of these changes. This framework highlights the
complex dynamics through which inflation expecta-
tions and expectation shocks influence the broader
economy.

3.2 Empirical Strategy

Inflation Expectations Series The previous section
underscores the significant influence of inflation ex-
6 These equations are referred to as the “aggregate supply” and

“aggregate demand” curves in New Keynesianism [18], due to
their resemblance to traditional Keynesian relationships. For
clarity, vt replaces πe,h

t in this context.

Bolivian Economic Research Papers (2023) Vol. 6(1) 7
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pectations on economic behavior and policy formu-
lation, particularly during periods of heightened un-
certainty. Accurately measuring these expectations
is therefore crucial for researchers seeking to under-
stand inflation dynamics.

Inflation expectations are inherently unobservable,
posing a considerable challenge for their estimation.
Typically, central banks gather data on expectations
through surveys of consumers, businesses, and aca-
demic groups. However, these surveys often suffer
from delays, and their quality may be affected by
factors such as sample size and respondent diversity.

In line with Galí [19], we adopt a hybrid Phillips
curve model that incorporates both rational and adap-
tive expectations. This model is built on the premise
that inflation depends on past inflation, current eco-
nomic conditions, and inflation expectations. The
approach recognizes that inflation expectations are
neither fully rational nor entirely adaptive. Since
these expectations cannot be directly observed, the
primary challenge is estimating this unobservable
component.

The hybrid Phillips curve is further adapted to re-
flect situations where neither policymakers nor the
public have perfect knowledge of the economic struc-
ture. Additionally, it accommodates scenarios in
which economic agents lack full understanding of
the central bank’s objective function, or where up-
dating information is not optimal for all agents [20,
21].

In this context, we aim to estimate inflation expec-
tations—an unobservable variable—using state-space
models and the Kalman filter.7 This methodology of-
fers a distinct advantage by extracting unobservable
inflation expectations from observed inflation while
jointly estimating the parameters of the New Keyne-
sian Phillips Curve (NKPC) model. By leveraging
the interdependence between the different compo-
nents of the model, we anticipate more reliable and
accurate estimates.

Following Galı and Gertler [24], we begin with a
hybrid Phillips curve that accounts for both forward-
looking and backward-looking agents (equation 7).

πt = γπt−1 + (1 − γ)πe
t + κyt + ut (7)

ut ∼ i.i.d. N(0, σ2
t )

In equation 7, πt represents the year-on-year quar-
terly inflation rate of the Consumer Price Index (CPI),
calculated as πt = (CPIt/CPIt−4 − 1) × 100. The
variable πe

t denotes expected inflation, while yt rep-
resents the output gap, measured as the deviation of

7 State-space models, like those used in Dynamic Stochastic Gen-
eral Equilibrium (DSGE) frameworks, also structure the model-
ing of expectations via a hybrid Phillips curve [22, 23].

real Gross Domestic Product (GDP) from its trend,
estimated using the Hodrick-Prescott filter.

Next, we define the law of motion for the latent
variable of the model, which in this case is inflation
expectations. Based on Lee and Nelson [25], Bashar
[26], and Marfatia [27], inflation expectations tend to
be highly persistent. As a result, we model expecta-
tions using a Random Walk (RW) process (equation 8)
for Bolivia, Ecuador, Brazil, and Uruguay. For Chile,
Colombia, Peru, and Paraguay, we employ a Random
Walk with stochastic drift (equation 9), a choice that
has proven to improve model convergence.8

πe
t = πe

t−1 + vt (8)

πe
t = βt−1 + πe

t−1 + vt (9)

In this framework, the core NKPC equation (7)
serves as the measurement equation in a state-space
representation. Meanwhile, the temporal evolution
of expectations follows equations (8) or (9). The state-
space model is then expressed as:

• Measurement equation:

Yt = AZt + εt (10)

• Transition equation:

Zt+1 = HZt + vt (11)

The matrices and variables are defined as follows:

Yt =
[
πt − γπt−1 − αyt

]
A =

[
(1 − γ) 0

]
εt =

[
ut
] (12)

Zt =

[
πe

t
βt

]
, H =

[
1 1
0 1

]
, vt =

[
vπ

t
vβ

t

]
(13)

The use of unobserved components models within
the NKPC framework provides several advantages.
First, the Kalman filter technique allows for the si-
multaneous extraction of the unobservable inflation
expectations component. Second, it enables the joint
estimation of the NKPC equation, the unobserved
inflation expectations, and any associated measure-
ment error. This approach is expected to yield more
accurate parameter estimates by leveraging the inter-
dependencies within the model. All parameters are
estimated via the maximum likelihood method, with
unobserved components subsequently derived using
the Kalman filter.
8 Several specifications for modeling the Phillips curve were evalu-

ated, as detailed in Appendix A. Among these, two specifications
stood out for their performance.

8 Bolivian Economic Research Papers (2023) Vol. 6(1)



Inflation Expectations: Dynamics and Effects for South America

Effects Associated with Inflation Expectations Us-
ing the methodology outlined in the previous section,
time series representing inflation expectations for the
countries under study are generated. The next step is
to develop models that approximate the effects and
interactions of these inflation expectations with other
macroeconomic variables, such as observed inflation,
gross domestic product (GDP), and the interest rate.

In this research, the analysis of the effects of infla-
tion expectations is conducted using Bayesian Struc-
tural Vector Autoregressive (BSVAR) models. Several
factors justify the use of these models: First, the pa-
rameters are treated as random variables, meaning
the results are posterior probability distributions that
closely approximate the underlying data generation
process. Second, Bayesian methods are particularly
suited to small sample sizes and series with outliers,
as they incorporate prior information alongside ob-
served data, offering greater flexibility. Third, BSVAR
models effectively align structural shock identifica-
tion with economic theory by applying sign, zero,
and time-period restrictions to identify shocks.

A key methodological component of this approach
is the identification of shocks. To address this, we es-
timate BSVAR models using the algorithm developed
by Arias, Rubio-Ramírez, and Waggoner [28], which
facilitates the identification of structural shocks. This
method enables the imposition of restrictions on
signs and zeros, both for contemporaneous effects
and subsequent periods, in relation to the structural
shocks.

By employing this methodology, we recover pos-
terior probability distributions for impulse-response
functions and perform historical decompositions of
endogenous variables based on the identified struc-
tural shocks, including those related to inflation ex-
pectations, which drive the dynamics of South Amer-
ican economies.

To understand this process, we begin with the
structural form of a conventional SVAR model:

D0yt =D1yt−1 + D2yt−2 + . . .

+ Dpyt−p + Fxt + ηt, t = 1, 2, . . . , T
(14)

Here, yt is a vector of endogenous variables, xt
is a vector of exogenous variables, and ηt repre-
sents structural disturbances. It is assumed that
ηt ∼ N(0, I), meaning that structural shocks are or-
thogonal and have unit variance. The objective is
to find a structural matrix D = D−1

0 such that the
structural impulse-response functions Ψ̃0, Ψ̃1, Ψ̃2, . . .,
satisfy the user-specified restrictions.

To verify the restrictions, we stack the matri-
ces of the structural impulse-response functions
for all periods subject to a restriction into a sin-

gle matrix f (D, D1, . . . , Dp). For instance, if restric-
tions are imposed for periods p1, p2, . . . , pn, then
f (D, D1, . . . , Dp) is expressed as:

f
(

D, D1, . . . , Dp
)
=


Ψ̃p1

Ψ̃p2
...

Ψ̃pn

 (15)

Verification of sign restrictions can be done using
selection matrices. For a structural shock j, the sign
restriction matrix Sj has columns equal to the rows
in f (D, D1, . . . , Dp), and rows corresponding to the
number of sign restrictions. Each row of Sj contains
only zeros, except for a one (for positive restrictions)
or minus one (for negative restrictions) in the appro-
priate entry. The restrictions on shock j are satisfied
if:

Sj × f j
(

D, D1, . . . , Dp
)
> 0 (16)

Here, f j(D, D1, . . . , Dp) represents the jth column
of f (D, D1, . . . , Dp). The condition in equation 16
must hold for all shocks j = 1, 2, . . . , n.

Zero restrictions associated with structural shock
j can be tested using the selection matrix Zj. Zero
restrictions are satisfied if:

Zj × f j
(

D, D1, . . . , Dp
)
= 0 (17)

Zero restrictions are verified by ensuring that equa-
tion 17 holds for all shocks j = 1, 2, . . . , n.

With this foundation, posterior probability distri-
butions are recovered using the following Gibbs sam-
pling algorithm:

1. Draw random realizations of the coefficients
D0, D1, D2, . . . , Dp and F from the posterior dis-
tributions obtained from the reduced-form VAR
estimation (details of this estimation are pro-
vided in the subsequent paragraphs).

2. Compute the structural impulse-response func-
tions Ψ̃0, Ψ̃1, Ψ̃2, . . . using the coefficients from
step 1.

3. Check whether the sign and zero restrictions are
satisfied, following equations 16 and 17. If the
restrictions are met, proceed with the iterative
process; otherwise, discard the random realiza-
tion.

4. Repeat steps 1-3 until the required number of
valid iterations is obtained.

The Gibbs sampling algorithm requires posterior
distributions from the Bayesian reduced-form VAR
models. In this research, we use the “Artificial Coef-
ficients Prior” [29], which is computationally more
efficient than the Independent Normal-Wishart prior
and well-suited for handling non-stationary variables.

Bolivian Economic Research Papers (2023) Vol. 6(1) 9
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Table 1: Structural Shock Identification Strategy

Variables
Shocks

Mon. Pol. Supply Demand Expectations

i + (t = 0) • • •
y - (t = 0) + (t = 0) + (t = 0) •
π - (t = 0) - (t = 0) + (t = 0) •
πe 0 (t = 0) 0 (t = 0) 0 (t = 0) + (t = 0)

Note: [ + (t = 0)] indicates a positive contemporaneous effect on the variable. [ - (t = 0)] indicates a negative effect. [ 0 (t = 0)] indicates
no contemporaneous effect. [ • ] means no prior restriction is imposed, and the effect is determined within the model.

This approach yields posterior distributions for both
the variance-covariance matrix and the coefficient
matrices.

Using this empirical strategy, models are estimated
for Bolivia, Brazil, Chile, Colombia, Paraguay, and
Peru. Ecuador and Uruguay are excluded due to
incomplete data.9 The results presented in section 4.2
are derived from the Gibbs sampling algorithm with
30,000 iterations and a burn-in of 10,000 iterations,
following the methodology proposed by Arias, Rubio-
Ramírez, and Waggoner [28]. Hyperparameters are
defined based on the approach of Dieppe, Legrand,
and Van Roye [30].

The results correspond to the median of the pos-
terior probability distributions for each country’s
BSVAR model under the structural shock identifi-
cation scheme outlined in Table 1.

In this context, the endogenous variables include
the year-on-year change in the interest rate (i), year-
on-year GDP growth, year-on-year observed inflation
(π), and inflation expectations (πe). The dynamics
of these variables are driven by monetary policy, ag-
gregate supply and demand shocks, as well as expec-
tation shocks. The identification assumptions are as
follows:

• Supply and demand shocks generate a positive
contemporaneous effect on output, but they dif-
fer in their impact on prices. Supply shocks
lead to price reductions, reflecting productivity
improvements [31].

• Monetary policy shocks, following Mountford
[32] and Uhlig [33], are identified as those that
raise interest rates and have contractionary ef-
fects on output and prices.

• As Alessi and Onorante [34] and Barrett and
Adams [17] argue, expectations shocks are ex-
ogenous and random. It is assumed that agents
lack contemporaneous information on GDP, un-
employment, and other variables, justifying the
null contemporaneous effects of other shocks
on expectations. However, no restrictions are

9 Data sample periods are: Bolivia 2006Q1-2023Q1; Brazil 2000Q1-
2023Q1; Chile 1997Q1-2023Q1; Colombia 2001Q1-2023Q1;
Paraguay 2011Q1-2023Q1; Peru 2002Q1-2023Q1.

placed on the effects of expectation shocks on
observed inflation, the interest rate, or output;
these effects are determined within the model.

4 Results

This section presents the results of the inflation expec-
tations series estimations obtained through the appli-
cation of the Kalman filter technique. Additionally,
the responses of various macroeconomic variables
to shocks affecting inflation expectations in South
American countries are analyzed. These findings of-
fer valuable insights into how inflation expectations
significantly influence the economies under study.

4.1 Inflation Expectations

Figure 4 illustrates the estimated inflation expecta-
tions series for the selected countries, derived from
the Kalman filter. Overall, the results display evo-
lution patterns consistent with those found in other
studies utilizing state-space methodologies [27, 35,
36]. Specifically, inflation expectations tend to show a
strong correlation with observed inflation, although
there is often a lag between the contemporaneous
observed inflation and the expected inflation values.
Kelly [37] also provides evidence of a strong relation-
ship between inflation and expectations.

To ensure the robustness of these estimates, the
estimated series were compared with inflation expec-
tations obtained from surveys conducted by central
banks in the analyzed countries (see Appendix C).
In general, the estimated inflation expectations align
with the trends observed in the survey data, support-
ing the consistency of the state-space methodology
and its capacity to capture inflation dynamics as per-
ceived by economic agents.

The results show that in periods of high inflation,
inflation expectations tend to exceed observed infla-
tion. This phenomenon can be attributed to "inflation
inertia," wherein past inflation expectations continue
to influence future expectations. In such environ-
ments, economic agents may project future inflation
rates based on their recent experiences, which causes

10 Bolivian Economic Research Papers (2023) Vol. 6(1)



Inflation Expectations: Dynamics and Effects for South America

-5

0

5

10

15

20

25
1
9
9
1
Q
1

1
9
9
1
Q
3

1
9
9
2
Q
1

1
9
9
2
Q
3

1
9
9
3
Q
1

1
9
9
3
Q
3

1
9
9
4
Q
1

1
9
9
4
Q
3

1
9
9
5
Q
1

1
9
9
5
Q
3

1
9
9
6
Q
1

1
9
9
6
Q
3

1
9
9
7
Q
1

1
9
9
7
Q
3

1
9
9
8
Q
1

1
9
9
8
Q
3

1
9
9
9
Q
1

1
9
9
9
Q
3

2
0
0
0
Q
1

2
0
0
0
Q
3

2
0
0
1
Q
1

2
0
0
1
Q
3

2
0
0
2
Q
1

2
0
0
2
Q
3

2
0
0
3
Q
1

2
0
0
3
Q
3

2
0
0
4
Q
1

2
0
0
4
Q
3

2
0
0
5
Q
1

2
0
0
5
Q
3

2
0
0
6
Q
1

2
0
0
6
Q
3

2
0
0
7
Q
1

2
0
0
7
Q
3

2
0
0
8
Q
1

2
0
0
8
Q
3

2
0
0
9
Q
1

2
0
0
9
Q
3

2
0
1
0
Q
1

2
0
1
0
Q
3

2
0
1
1
Q
1

2
0
1
1
Q
3

2
0
1
2
Q
1

2
0
1
2
Q
3

2
0
1
3
Q
1

2
0
1
3
Q
3

2
0
1
4
Q
1

2
0
1
4
Q
3

2
0
1
5
Q
1

2
0
1
5
Q
3

2
0
1
6
Q
1

2
0
1
6
Q
3

2
0
1
7
Q
1

2
0
1
7
Q
3

2
0
1
8
Q
1

2
0
1
8
Q
3

2
0
1
9
Q
1

2
0
1
9
Q
3

2
0
2
0
Q
1

2
0
2
0
Q
3

2
0
2
1
Q
1

2
0
2
1
Q
3

2
0
2
2
Q
1

2
0
2
2
Q
3

2
0
2
3
Q
1

Expectation Observed

(a) Bolivia
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(b) Chile
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(c) Colombia
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(d) Peru

Figure 4: Observed Inflation and Estimated Inflation Expectations
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(a) Paraguay
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(b) Brazil
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(c) Uruguay
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(d) Ecuador
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a delayed adjustment to changing economic condi-
tions. This inertia often anchors expectations at ele-
vated levels even when inflationary pressures begin
to subside.

Furthermore, heightened inflation rates introduce
greater uncertainty, which can drive inflation expec-
tations higher than observed inflation. In inflationary
contexts, increased price variability and unclear eco-
nomic policies lead economic agents to adopt a more
conservative stance, resulting in expectations that are
biased upward to mitigate the risk of underestimat-
ing future inflation.

Conversely, in periods of low inflation, the gap be-
tween observed inflation and inflation expectations
narrows. Several factors could explain this behav-
ior. In stable, low-inflation environments, economic
agents tend to form more accurate expectations based
on recent data and predictable economic conditions.
The reduced influence of past inflation helps align
expectations more closely with observed inflation.
Additionally, in such environments, monetary author-
ities—particularly central banks—may have greater
success in managing inflation expectations due to the
clarity and consistency of their policy actions aimed
at maintaining price stability.

However, the analysis reveals some heterogene-
ity in the behavior of inflation expectations across
countries, which may be linked to the diversity of
policy approaches. For instance, in Bolivia, direct
market interventions, such as the establishment of
the Food Production Support Company (EMAPA)
and the Rotating Fund for Food Security, have been
used to alleviate price pressures. In Ecuador, the use
of the U.S. dollar as the national currency has played
a stabilizing role. In Peru, sound monetary policy
management has contributed to generally anchored
inflation expectations, while in Paraguay, inflation
targeting has been in place since 2004.

Since 2021, inflation rates have surged in several
countries, driven by factors such as the pandemic’s
aftermath, global supply chain disruptions, and the
Russia-Ukraine conflict. These developments have
resulted in a corresponding rise in inflation expecta-
tions in the countries experiencing higher inflation.

Notably, Bolivia and Ecuador have maintained rel-
atively low inflation levels compared to other South
American countries in the sample. This effective in-
flation management has likely contributed to more
stable inflation expectations. The ability to anchor ex-
pectations in these countries could be a crucial factor
in fostering resilience amid global uncertainty, as it
provides a more predictable economic environment
for decision-making by businesses and households.

4.2 Inflation Expectations Shocks

As outlined in section 3.1, theory suggests that an
unexpected increase in inflation expectations leads to
a rise in observed inflation, prompting monetary au-
thorities to raise interest rates. However, the impact
on economic output remains ambiguous.

This section presents the results of the responses
of observed inflation, interest rates, and Gross Do-
mestic Product (GDP) to an inflation expectations
shock, based on the Bayesian Structural Vector Au-
toregressive (BSVAR) models estimated for the coun-
tries under study. Given the Bayesian framework of
this approach, posterior distributions of the impulse-
response functions have been recovered. For clarity,
statistical measures such as the median and interquar-
tile range for confidence intervals are used in the
visual representation.

Figure 5 illustrates a common pattern across the
countries analyzed, where inflation rises following an
inflation expectations shock. On average, the effects
of these shocks on observed inflation persist for ap-
proximately 8 quarters. Notably, Colombia exhibits
the longest persistence, with effects lasting around
10 quarters, while Bolivia sees the quickest return to
pre-shock levels, in about 6 quarters.

In the literature, it is common to examine the mul-
tiplier effect of inflation expectations, which refers
to how many percentage points observed inflation
increases following a 1 percentage point rise in ex-
pectations. The results in Figure 5 reveal that in
none of the studied cases does the multiplier effect
exceed one. For example, in Peru, a 1 percentage
point increase in inflation expectations results in a
0.66 percentage point increase in observed inflation,
the highest pass-through effect among the countries
analyzed. In contrast, Bolivia shows the smallest
pass-through effect, with a 0.30 percentage point in-
crease. Colombia, Brazil, Paraguay, and Chile exhibit
pass-through effects of 0.40, 0.40, 0.59, and 0.62 per-
centage points, respectively.

After confirming that inflation expectations lead
to higher observed inflation, we now turn to the
response of monetary policy, proxied by movements
in the interest rate, to such shocks. Figure 6 shows
that an increase in inflation expectations prompts
an immediate rise in the interest rate, a generalized
pattern across the economies studied. The increase
in interest rates ranges from 20 to 42 basis points
(with an average of 30 basis points) in response to a
1 percentage point increase in inflation expectations.

Interestingly, except for Bolivia and Brazil, the
largest increases in interest rates occur between 1
and 2 quarters after the shock, rather than contempo-
raneously. This delayed response may be related to
the gradual adjustment of expectations, the staggered

Bolivian Economic Research Papers (2023) Vol. 6(1) 13



Inflation Expectations: Dynamics and Effects for South America

-0.2

-0.1

0.0

0.1

0.2

0.3

0.4

1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18 19 20

Interquartile range P50

(e) Bolivia

-0.1

0.0

0.1

0.2

0.3

0.4

0.5

1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18 19 20

Interquartile range P50

(f) Brazil

-0.4

-0.2

0.0

0.2

0.4

0.6

0.8

1.0

1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18 19 20

Interquartile range P50

(g) Chile

-0.3

-0.2

-0.1

0.0

0.1

0.2

0.3

0.4

0.5

0.6

0.7

1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18 19 20

Interquartile range P50

(h) Colombia

-0.1

0.0

0.1

0.2

0.3

0.4

0.5

0.6

0.7

1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18 19 20

Interquartile range P50

(i) Paraguay

-0.4

-0.2

0.0

0.2

0.4

0.6

0.8

1.0

1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18 19 20

Interquartile range P50

(j) Peru

Figure 5: Response of Observed Inflation to a Shock that Increases Inflation Expectations by 1pp. Note: These results are based on
posterior distributions of the impulse-response functions.

nature of monetary policy actions, and the lag in the
effects of inflation expectations on the real economy.
These factors contribute to a gradual adjustment over
time, rather than an immediate and complete policy
response.

Excluding Paraguay, approximately two years af-
ter the shock, interest rates begin to decrease below
pre-shock levels. This shift may reflect the need to
stimulate economic activity, as contractionary effects
on output start to emerge.

The responses of GDP to a 1 percentage point
inflation expectations shock are presented in Figure 7.

For Bolivia, the effect on output is ambiguous, with
wide confidence intervals.

In Paraguay, a contemporaneous contraction in out-
put is evident, likely driven by higher prices and ris-
ing interest rates affecting aggregate supply, without
an offsetting increase in aggregate demand, resulting
in a negative impact on GDP.

Brazil and Chile exhibit statistically insignificant
contemporaneous effects on output. However, a con-
traction is observed from the third quarter onward.
Peru displays a similar pattern, though with con-
fidence intervals closer to zero, indicating greater
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Figure 6: Response of the Interest Rate to a Shock that Increases Inflation Expectations by 1pp. Note: These results are based on
posterior distributions of the impulse-response functions.

uncertainty. In these economies, the initial quarters
reflect mixed effects on output due to simultaneous
changes in supply (higher prices and interest rates)
and demand (lower real interest rates). In subsequent
quarters, the negative effects on aggregate supply
dominate, leading to a contraction in output.

Colombia shows a unique response, with a tem-
porary increase in output one quarter after the infla-
tion expectations shock, driven by lower real interest
rates boosting aggregate demand. However, this ef-
fect reverses in subsequent quarters, leading to a
contraction in output.

4.3 Impact of Expectations on Observed
Inflation

In the previous section, evidence was presented on
the reaction of key macroeconomic variables to in-
flation expectations shocks. This section provides a
more in-depth analysis of observed inflation through
its historical decomposition, highlighting the influ-
ence of underlying shocks on inflation dynamics.
This analysis is crucial for understanding the mecha-
nisms driving inflation fluctuations and contributes
to a clearer picture of price stability in the studied
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Figure 7: Response of GDP Growth to a Shock that Increases Inflation Expectations by 1pp. Note: These results are based on posterior
distributions of the impulse-response functions.

economies.

By decomposing observed inflation into its under-
lying components, we can better distinguish whether
inflationary changes are transitory or persistent, iden-
tify specific shocks related to inflation expectations,
and assess how these factors affect economic agents’
decisions and policy formulation. This analysis offers
valuable insights into the effectiveness of monetary
and economic policies in controlling inflation and
maintaining macroeconomic stability. The findings
serve as essential guidance for policymakers and
market participants in navigating an ever-changing

economic environment.
One important finding is that, across most of the

evaluated economies, steady-state inflation hovers
around 4%.10 This implies that under normal eco-
nomic conditions, absent transitory or exceptional
shocks, inflation tends to converge toward this long-
term reference level. The steady-state inflation rate
of around 4% suggests that economic agents, includ-
ing consumers and businesses, perceive this level as

10The estimated steady-state inflation rates are: Bolivia 4.4%; Brazil
6.3%; Chile 3.7%; Colombia 5.1%; Paraguay 4.5%; and Peru 3.2%.
These estimates depend on the sample period considered.
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"normal" and use it as a reference point for economic
decisions. In other words, inflation expectations are
anchored around this level, and temporary inflation-
ary fluctuations are viewed as transitory, with little
impact on long-term decisions.

This finding has significant implications for mone-
tary policy. Central banks in these economies often
consider the steady-state inflation rate when setting
and adjusting inflation targets. Maintaining inflation
around 4% could be an explicit goal of monetary
policy, and central banks may deploy various policy
tools to achieve this target and keep inflation expec-
tations anchored at this level.

A key takeaway from the historical decomposition
is that, since the second half of 2021, inflation has
exceeded steady-state levels in Brazil, Chile, Colom-
bia, Paraguay, and Peru. In these cases, expecta-
tion shocks have been the primary factor explaining
the upward deviations in inflation from its steady-
state level. During this period, many countries faced
global economic uncertainty, marked by significant
supply and demand imbalances, especially in com-
modity markets. These challenges, largely stemming
from the pandemic aftermath, supply chain disrup-
tions, and geopolitical events, significantly influenced
the inflation expectations of economic agents.

The widespread uncertainty during this time likely
prompted economic agents to adjust their expecta-
tions, anticipating sustained price increases in re-
sponse to a volatile environment. Market volatility
and persistent uncertainty surrounding the availabil-
ity and prices of essential raw materials may have
directly contributed to elevated inflation expectations
in these countries.

The response of economic agents to adverse mar-
ket conditions—characterized by the belief that prices
would continue rising—may have created a feedback
loop in which inflation expectations reinforced them-
selves. The persistence of these expectation shocks
has had lasting effects on observed inflation, as re-
flected in the decomposition results.

By the first quarter of 2023, Brazil was the only
country among those previously mentioned to have
successfully returned to its steady-state inflation level.
In fact, expectation shocks in Brazil were contributing
to slightly lower inflation than the steady-state level.
In Chile and Paraguay, expectation shocks began
to wane, leading to a gradual reduction in inflation,
although it still remained above the steady-state level.

In contrast, Colombia and Peru continue to expe-
rience inflation above their steady-state levels, with
no significant signs of a reduction in the influence
of expectation shocks. These economies may face
considerable challenges in bringing inflation expecta-
tions under control.

Finally, Bolivia stands out as an exception, with in-
flation consistently remaining below its steady-state
level since 2019. Unlike the other countries in the
sample, inflation expectations in Bolivia remained
relatively anchored during 2021 and 2022, meaning
their influence on inflation was minimal. The his-
torical decomposition of Bolivia’s observed inflation
suggests that supply shocks and monetary policy
have played a more prominent role in determining
aggregate price levels in recent years.

5 Conclusions and
Recommendations

This study successfully fulfills its objective of analyz-
ing the dynamics and effects of inflation expectations
in South American countries. Regarding the dynam-
ics, the analysis of inflation expectations using the
Kalman filter reveals patterns consistent with the
existing literature. During periods of high inflation,
expectations tend to exceed observed inflation, driven
by inflation inertia and heightened uncertainty. In
contrast, during times of low inflation, the gap be-
tween expectations and observed inflation narrows,
reflecting greater accuracy in stable environments.
The heterogeneity observed across countries high-
lights the role of specific policies in shaping inflation
dynamics. Furthermore, the recent global rise in
inflation, attributed to various factors, has affected in-
flation expectations. However, countries like Bolivia
and Ecuador have maintained low inflation levels,
anchoring expectations and demonstrating resilience
against global uncertainty.

In terms of effects, this study evaluates the impact
of inflation expectations on other macroeconomic
variables through a structural approach. The results
indicate that an unexpected increase in inflation ex-
pectations leads to a rise in observed inflation, with
the effects persisting for an average of 8 quarters.
Regarding monetary policy, the initial response to an
upward shock in inflation expectations is an interest
rate hike, followed by additional increases in sub-
sequent quarters, suggesting a gradual adjustment
in monetary policy. The effects on gross domestic
product (GDP) are heterogeneous, with contractions
observed in some cases following the shock.

Thus, the upward trend in inflation in recent
years—driven by global supply and demand fac-
tors—has led economic agents to consistently raise
their inflation expectations in the region. This has
caused expectations to become unanchored from the
inflation targets set by central banks or even exceed
their steady-state levels. This presents a significant
challenge for monetary authorities: re-anchoring in-
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Figure 8: Decomposition of Observed Inflation by Shocks. Note: These results are based on the median of the posterior distributions
recovered for the historical decomposition.

flation expectations in an uncertain economic envi-
ronment.

Based on the findings and evidence analyzed in
this study, several key recommendations can be made
for economic authorities and central banks. First, the
importance of addressing the anchoring of inflation
expectations cannot be overstated. As Binder, Janson,
and Verbrugge [38] suggests, clear and effective com-
munication of inflation goals and targets by monetary
authorities is essential. This strengthens confidence
in central banks and ensures that monetary policy
information is easily understood by the public.

Second, as highlighted by Montenegro [39], cen-
tral banks must work to strengthen their credibility.
Credibility plays a vital role in the formation of in-
flation expectations and can be achieved through
transparent and effective management of monetary
policy.

Third, in the event of sustained inflationary pres-
sures that risk decoupling inflation expectations from
the targets set by economic authorities, or when fac-
ing significant demand shocks, a restrictive monetary
policy should be maintained, as recommended by
Romero et al. [40]. This strategy should continue
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until both demand and supply indicators provide
strong evidence of inflation reduction. The rationale
behind this recommendation is the proven effective-
ness of such policies in controlling the unanchoring
of inflation expectations.

In addition to focusing on inflation expectations, it
is crucial to monitor other relevant macroeconomic
indicators, such as corporate pricing behavior, finan-
cial stability, and fiscal variables, as suggested by
Visco [1], Montenegro [39], Fornet [41], and Carvalho
et al. [42]. These indicators offer a more comprehen-
sive view of the macroeconomic landscape and are
vital for informed decision-making.

Moreover, as Pattanaik, Nadhanael, and Muduli
[43] emphasizes, monetary authorities must adopt
a proactive approach to managing monetary policy.
Timely decision-making is critical to preventing the
unanchoring of inflation expectations, and the role
of monetary policy in inflation dynamics cannot be
overstated.

Finally, central banks should engage in continuous
learning and collaboration with other stakeholders,
as recommended by Thorbecke [44]. This includes
engaging with those outside the traditional policy-
making sphere and regularly reviewing their implicit
economic models. Such collaboration and openness
can help central banks gain fresh perspectives and
refine their approaches to managing the economy
effectively.

Future research should consider incorporating ad-
ditional variables of interest to further improve the
analysis of inflation expectations. Expanding the
scope of the models could offer a more comprehen-
sive understanding of the factors influencing the re-
lationship between inflation and expectations. This
approach would enrich the modeling framework and
provide a more detailed view of economic dynam-
ics, paving the way for more precise and nuanced
analyses of inflation expectations.
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A Evaluated Models for the Phillips Curve

Several specifications for the Phillips Curve were explored; however, two stood out for their notable perfor-
mance:

Tested Models Specification Countries

Gali and Gertler (1999)
Hybrid Curve

πt = γπt−1 + (1 − γ)πe
t + κyt + ut Colombia and Ecuador

Gali and Gertler (1999)
Hybrid Curve

πt = γπt−1 + βπe
t + κyt + ut Uruguay, Brazil, and

Paraguay

Gali (2015)
Hybrid Curve with interest

πt = γπt−1 + βπe
t + κyt + αit−1 + ut Chile, Peru, and Bolivia

Calvo (1983)
Rational Expectations with
Complete Information

πt = βπe
t + κyt + ut No country had good results

Milani (2005)
Adaptive Learning

πt = πe
t + κyt + ut No country had good results

B Data Information Used

Variable Frequency Source

Consumer Price Index Monthly

National Institute of Statistics of Bolivia
Brazilian Institute of Statistics and Geography
National Institute of Statistics of Chile
National Administrative Department of Statistics of Colombia
National Institute of Statistics and Informatics of Peru
National Institute of Statistics and Censuses of Ecuador
Central Bank of Paraguay
National Institute of Statistics of Uruguay

Monetary Policy Rate Daily Bloomberg

Gross Domestic Product Quarterly

National Institute of Statistics of Bolivia
Central Bank of Brazil
Central Bank of Chile
National Administrative Department of Statistics of Colombia
Central Bank of Ecuador
Central Bank of Paraguay
Central Reserve Bank of Peru
Central Bank of Uruguay

C Comparison Between Expectations and Observed Data

A comparative analysis has been conducted between inflation expectations from surveys and observed inflation
series for countries such as Bolivia, Chile, Uruguay, Paraguay, Colombia, and Peru. For this comparison,
12-month inflation expectations have been used, presented as a monthly series.

When analyzing the relationship between surveyed inflation expectations, observed inflation, and the
inflation expectations estimated using the Kalman filter (KF), a strong correlation among these variables
emerges. This finding indicates that inflation expectations demonstrate notable persistence over time. The
persistence of inflation expectations suggests that unexpected macroeconomic events may have lasting effects
on these expectations. In other words, surprises in key economic indicators can generate significant and
sustained changes in inflation expectations, influencing them over the medium term.

22 Bolivian Economic Research Papers (2023) Vol. 6(1)



Inflation Expectations: Dynamics and Effects for South America

-2

2

6

10

14

18

22

26

2
0
0
6
Q

1

2
0
0
6
Q

3

2
0
0
7
Q

1

2
0
0
7
Q

3

2
0
0
8
Q

1

2
0
0
8
Q

3

2
0
0
9
Q

1

2
0
0
9
Q

3

2
0
1
0
Q

1

2
0
1
0
Q

3

2
0
1
1
Q

1

2
0
1
1
Q

3

2
0
1
2
Q

1

2
0
1
2
Q

3

2
0
1
3
Q

1

2
0
1
3
Q

3

2
0
1
4
Q

1

2
0
1
4
Q

3

2
0
1
5
Q

1

2
0
1
5
Q

3

2
0
1
6
Q

1

2
0
1
6
Q

3

2
0
1
7
Q

1

2
0
1
7
Q

3

2
0
1
8
Q

1

2
0
1
8
Q

3

2
0
1
9
Q

1

2
0
1
9
Q

3

2
0
2
0
Q

1

2
0
2
0
Q

3

2
0
2
1
Q

1

2
0
2
1
Q

3

2
0
2
2
Q

1

2
0
2
2
Q

3

2
0
2
3
Q

1

Expectation KF Expectation Survey Observed Inflation

(a) Bolivia
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(b) Chile
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(c) Colombia

Figure A.1: Observed Inflation and Inflation Expectations. Note: In order to align these data with study results, an average of the last
3 months for each quarter was calculated.
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(a) Paraguay
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(b) Peru
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(c) Uruguay

24 Bolivian Economic Research Papers (2023) Vol. 6(1)


	Introduction
	Stylized Facts
	Inflation and Monetary Policy
	Economic Activity
	Key Affected Products
	Inflation Expectations

	Methodology
	Theoretical Framework
	Empirical Strategy
	Inflation Expectations Series
	Effects Associated with Inflation Expectations


	Results
	Inflation Expectations
	Inflation Expectations Shocks
	Impact of Expectations on Observed Inflation

	Conclusions and Recommendations
	Evaluated Models for the Phillips Curve
	Data Information Used
	Comparison Between Expectations and Observed Data

