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In February, monthly inflation was 1.66% and annual inflation was 13.28%, very close to the forecast of BBVA
Research (1.65%) and market analysts, who according to Banco de la República's survey expected 1.57%. During
the month, annual food inflation decreased 206 bps to 24.14%, while annual non-food inflation increased 43 bps to
10.86%, the highest since September 1999.

Does food inflation give way beyond base effects?
Annual food inflation decreased again in February, this is partly due to the high levels of comparison recorded in
the same month of 2022, however monthly inflation is still slightly more than double the average recorded between
2011 and 2019 for this month, reaching 1.60%, but reflecting lower pressures than in January. All sub-baskets in
food showed a moderation in the annual variation of their prices, highlighting the behavior observed in perishable
products, with a reduction of 576 bps. This movement was mainly explained by the deceleration of tomato (21%
annual change), potatoes (17.8% annual change), cassava (23.7% annual change) and onion (25.7% annual
change), products that also showed a decrease in prices during the month. On the other hand, fresh fruits
continued to show upward pressure, probably due to the effects of excess rainfall on fruit formation. The other food
sub-baskets, processed foods and meats, showed decreases in annual inflation of 74 bps and 70 bps, respectively.

This reflects that inflationary pressures are moderating, although they have not yet disappeared. This is also
evident in the Producer Price Index (PPI) for the agricultural sector for domestic supply, which continues to register
positive variations in February, even though it is decelerating, it means that costs for producers continue to
increase even though they do so to a lesser extent than in the past. This suggests that producers are still seeing
cost pressures.

In particular, food inflation reflects a moderation in February that is partly explained by seasonal effects and partly
because cost pressures are easing for producers. However, this reduction is still not a clear victory and shows
some persistence of inflation in this basket.

External prices and demand drive nonfood inflation
Annual non-food inflation continued to rise in February, as expected, with great prominence of administered prices,
whose basket accelerated by 104 bps in February, reaching 13.9%. This acceleration was associated to a greater
extent with the increase in enrollment in preschool and primary education, which accelerated by 350 bps (and
reached an annual variation of 9.8%), followed by secondary education with 379 bps (annual variation of 10.2%), to
the extent that these are adjusted based on a high inflation the last year. Fuels also contributed to the result with an
acceleration of 181 bps (annual change of 14.5%), accompanied by urban transport, which after presenting a
significant increase in January, continued to materialise the upward pressure in February, with 108 bps of
acceleration (annual change of 11.5%). Finally, public utilities were not far behind either, with significant
contributions from gas, which accelerated by 149 bps (annual variation of 22.1%).
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The second basket with the highest contribution to the acceleration of annual non-food inflation was services, with
an annual variation of 8.3%, accelerating 36 bps compared to January. The result was driven by subclasses such
as meals at table service establishments and fast food (annual variation of 18.9% and 20.9%, respectively). Rent
accelerated by 23 bps (annual variation of 4.1%). This basket presents pressures associated with both demand
and the indexation resulting from high inflation closing in 2022.

On the other hand, annual inflation of the basket of goods remained stable in February, although it evidenced, like
food, a high base of comparison, which does not mean that prices do not continue to show significant increases
(with a monthly variation of 1.61%). Thus, within the subclasses associated with imports continue to show the
greatest pressures, led by cleaning and maintenance products, vehicles, articles for corporal hygiene and other
personal hygiene products. These increases may be associated with the fact that demand pressures are still
present and that in some cases there may be supply restrictions. In addition, uniforms also registered a significant
increase (11.3%), due to the start of the school term.

In general, the increase in February prices was largely associated with the usual seasonal adjustments in prices
during the first months of the year, which are higher after the high inflation closing in 2022, associated with
indexation. In addition, we still see a continuity in demand pressures, which from the point of view of the basket of
goods allowed us to consolidate transmissions of import costs, and from the basket of services, transmissions in
price adjustments in restaurant services.

Thus, we maintain the perspective that food inflation will continue to gradually moderate pressures on total inflation,
while in annual terms it will help total inflation to ease. On the other hand, pressures on core inflation will still be felt,
easing more significantly in the second part of the year. Thus, we forecast that the inflationary path will remain at
high levels throughout the year, tightening further towards the second part of 2023, closing at 9.0%.

Given that the February figure did not come as a major surprise to market analysts, expectations may be
maintained, which adds to Banco de la República's position that the current pressures are transitory in nature.
Thus, pressures on Banco de la República's decisions could be moderating, and we maintain the expectation that
the Board of Directors will opt for a lower increase in March, of 25bp, and could thus reach the end of its rate hike
cycle.
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Figure 1. HEADLINE AND CORE INFLATION (ANNUAL CHANGE %)

Source: BBVA Research with data from DANE

Figure 2. HEADLINE INFLATION AND MAIN BASKETS
(ANNUAL CHANGE %)

Figure 3. FOOD INFLATION AND MAIN SUB-BASKETS
(ANNUAL CHANGE %)

Source: BBVA Research with data from DANE Source: BBVA Research with data from DANE
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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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