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O Inflation contained within the central bank’s target band

In November, consumer prices rose 0.4% MoM. This means that YoY inflation was 2.9% (see Table 5.1),
which is below the middle of the target band established by the central bank (4.5%). Over the year, certain
one-off supply factors have exerted a favourable influence on the CPI reading (a record wheat harvest and
an oversupply of dairy products, that were prompted by the weather conditions) and the low world cereal
price, which has been reflected in lower food prices (mainly those of meat and food derivatives). On the
other hand, an offsetting influence in the aggregate figure was provided by the rises in other components of
the CPI basket which are more closely tied to exchange rate movements, such as imported goodsl (with the
exception of fuels, which continued to fall). Given this situation, we have changed our 2015 inflation forecast
to 3.6% from 4.3% in July. Our estimate remains in line with the market consensus (3.7%, according to the
November survey of Expectations of Economic Variables).

For the subsequent months, we estimate that inflation should continue at around the middle of the target
range established by the central bank (see Figure 5.1). Specifically, the mildly negative GDP gap, inflation
expectations in line with the target and continuing low world prices of commodities (especially those imported
by Paraguay, such as oil and foods) will partially offset the depreciation of the PYG and the turnaround of the
supply shocks observed in 2015. We therefore expect inflation to pick up speed towards the middle of 2016,
although without posing a risk to achieving the central bank’s target. Towards the end of 2016, inflation will
be 4.6%, which is similar to the expectations of other economic agents on average.

Table 5.1 Figure 5.1
Inflation (% var. YoY) Inflation (% var. YoY)
Oct  Nov 8
Iltems 1Q15 2Q15 3Q15 15 15 Forecast
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Source: BCP and BBVA Research Source: BCP and BBVA Research

1: It should be pointed out that, even though the PYG has weakened against the USD, the depreciations experienced by the Brazilian real and the
Argentine peso have been far greater. This ultimately implies an appreciation (in nominal and real terms) of the PYG against these currencies, which also
constitutes a depressing influence on local inflation.
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DISCLAIMER

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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