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Inflation continues on the rise, though its monthly change and
annual acceleration moderate

March monthly inflation was 1.0%, more than double its historical average (0.41% average between 2011-2019)
and annual inflation was 8.53%, placing it above analysts' expectations (0.90% monthly according to the BanRep
survey) and BBVA Research's projection (0.84%). In line with the results of recent months, the greatest pressure
came from food prices, with a monthly inflation of 2.84% and a deceleration compared to February of 42bp. On the
other hand, core inflation also presented an annual increase, reaching 5.31% with monthly inflation of 0.59%
exceeding its recent monthly average by 22bp (average between 2011-2019 for March).

The food division surprised to the upside with an annual variation of 25.4%, affected by the continuity in cost
increases for agricultural producers that were reflected in a Producer Price Index - PPI,- that reached 45.46% in
annual variation in March for the agricultural sector. Within this division, meat products decelerated both in the
annual variation (at 27.6%) and in the monthly variation, mainly favored by a reduction in costs for the producer,
where balanced feedstuffs began to regulate their costs. However, perishable foods maintain the greatest pressure,
registering an annual variation of 38.7%, in spite of a slowdown in their monthly variation, a behavior similar to that
of the rest of processed foods, which reached an annual inflation of 15.2%.

Another of the divisions of relevance for its contribution to the month's result was shelter. This registered a monthly
variation of 0.58%, in line with BBVA Research's expected figure of 0.59%. In this division, water, sewage and
garbage services increased by 2.41% in the month, as an adjustment of the rates that, by regulation, had the space
to increase in line with headline accumulated inflation. Electricity services again showed variations in their rates,
with a monthly increase of 1.44%, but below the significant increase in February, which had reached 2.62%.

In spite of the upward pressures on public services contained in the previous division, in the aggregate, the basket
of regulated services showed an annual deceleration due to lower inflation in transportation (0.37% m/m) and gas
(-1.65% m/m). These results are explained by price decreases in air transportation and inter-municipal
transportation, affected by the low season in terms of tourism, while gas had a new tariff adjustment.

In contrast to the above, the basket of tradable goods accelerated in annual variation. These results are explained
by increases in cleaning and household maintenance products, toiletries and body hygiene items, which is
significantly related to the increase in the international cost of chemicals associated with these products. Another
relevant product was vehicles, whose prices increased due to a decrease in international supply in the midst of
bottlenecks and shortages of chips in producing countries.

Non-tradable goods, on the other hand, also accelerated, but to a lesser extent, in the annual variation, reaching
1.7% (from 1.5% reported in February) due to lower increases in rent, one of the basic expenses of greater weight
in the basket.
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On the other hand, the first VAT-free day of the year generated negative contributions to total inflation, offsetting the
total result by 7 basis points. The main effects were seen in the clothing and footwear (-1.78% m/m) and
information and communication (-0.19% m/m) divisions. Within the former, men's and women's clothing showed
variations that were close to those of the first day without VAT, reaching -3.9% approximately. The information and

communication division, on the other hand, showed an important impact in the subdivision of mobile telephone
equipment, which had a monthly variation of -2.8%.

To this extent, inflation is expected to remain under pressure from food, while costs may still take time to ease, as
both international bottlenecks and high commaodity prices continue. The second round effects of these increases
will continue to be seen in divisions such as restaurants and hotels. From the point of view of tradables, several
products will continue to be impacted as long as global production chains continue to be affected. However, relief
for headline inflation will come in the second half of the year, when food inflation eases from its current high levels
and offsets an expected rise in annual core inflation. Meanwhile, one of the main risks is tied to the behavior of
inflation expectations, whereby the spate of upward inflation surprises in recent months will keep pressure on the
formation of expectations. In this context, we expect Banco de la Republica to continue with its interest rate

adjustment in the coming months to bring the rate into contractionary territory, seeking to anchor expectations and
moderate spending, especially by households.
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DISCLAIMER

This document, prepared by the BBVA Research Department, is informative in nature and contains data, opinions or estimates
as at the date of its publication. These arise from the department's own research or are based on sources believed to be reliable
and have not been independently verified by BBVA. BBVA therefore offers no express or implicit guarantee regarding its
accuracy, completeness or correctness.

Any estimates contained in this document have been made in accordance with generally accepted methods and are to be taken
as such, i.e. as forecasts or projections. Past trends for economic variables, whether positive or negative, are no guarantee of
future trends.

This document and its contents are subject to change without prior notice, depending on variables such as the economic
context or market fluctuations. BBVA is not responsible for updating this content or for giving notice of such changes.

BBVA accepts no liability for any direct or indirect loss that may result from the use of this document or its contents.

Neither this document nor its contents constitute an offer, invitation or request to acquire, disinvest or obtain any interest in
assets or financial instruments, nor can they form the basis for any kind of contract, undertaking or decision.

The content of this communication or message does not constitute a professional recommendation to make investments under
the terms of Article 2.40.1.1.2 of Decree 2555 of 2010 or the regulations that modify, replace or supplement it.

With particular regard to investment in financial assets that could be related to the economic variables referred to in this
document, readers should note that under no circumstances should investment decisions be made based on the contents of this
document; and that any persons or entities who may potentially offer them investment products are legally obliged to provide all
the information they need to make such decisions.

The contents of this document are protected by intellectual property laws. The reproduction, processing, distribution, public
dissemination, making available, excerpting, reuse, forwarding or use of the document in any way and by any means or process
is expressly prohibited, except where legally permitted or expressly authorized by BBVA on its website www.bbvaresearch.com.
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