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Food inflation is highly volatile, while core inflation remains high

In September, monthly inflation was 0.54% and annual inflation was 11.0%. The results were in line with market
analysts' expectations (0.54% for the monthly variation, according to Banco de la Republica's survey) and ours
(0.50%). The result was 43 basis points (bps) lower than the previous month's figure. Food inflation, on the other
hand, decreased from 12.4% in August to 11.5% in September, which meant a reduction of 95 basis points.
Likewise, core inflation fell in annual variation for the third consecutive month, from 11.2% in August to 10.9% in
September, with an adjustment of 31 bps (Figure 1).

Food inflation accelerated its decline in September, with the perishable sub-basket once again playing a leading
role, rising from 15.2% in August to 15.6% in September, increasing by 37 bps compared to the previous month
(Figure 2). Within this, products such as tomatoes, fresh fruits and onions made the largest upward contributions,
while products such as bananas, cassava and tree tomatoes contributed to the decline. On the other hand, the
processed foods and meat baskets continued to reduce their annual inflation, reaching 11.2% and 8.0%,
respectively. Within the processed foods, products such as dried vegetables and edible oils put downward
pressure, while within the meat subbasket, poultry meat put upward pressure.

In this sense, food inflation continues to show high variations associated with its most volatile sub-basket:
perishables, while the processed and meat sub-baskets are favored by base effects. Additionally, it is possible that
the effect of the El Nifio phenomenon, which is expected to have a greater impact towards the last months of this
year and the first months of 2024, will generate additional increases.

In terms of core inflation, it declined in annual variation for the third consecutive month, from 11.2% in August to
10.9% in September, a reduction of 31 bps. On a monthly basis, core inflation continues to approach its 2011-2019
average, but maintains relatively high monthly variations.

The largest decrease came from the basket of goods, which declined by 140 bps versus the previous month, from
11.8% in August to 10.4% in September. The reduction is mainly explained by base effects, following the high
levels of 2022. However, these base effects are due to the fact that monthly inflation is approaching more rapidly
(compared to the other baskets) to its historical average (Figure 3). Within this basket, subclasses such as vehicles
are already registering negative monthly contributions, counteracting upward pressures from items such as
personal care items and beer.

The other core inflation baskets did not register significant changes compared to the annual variation of August. On
the one hand, the services basket reached 9.1%, a decrease of only 3 bps compared to the previous month.

Within it, rents and school transportation showed the highest contributions to the increase in the month and
inter-municipal transportation contributed to the decrease. In the case of rents and transportation, these increases
are associated with indirect indexation effects, where high levels of total inflation impact agents' expectations and
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generate greater rigidities in inflation. In comparison with its historical average (2011-2019), services inflation
doubled that value in September (Figure 4).

On the other hand, the administered prices basket registered an inflation rate of 15.8%, increasing by 7 bps
compared to August. Upward pressures remain from the fuels subclass and those associated with education, while
gas pressured downwards. In the case of fuels, the pressures are related to the increase in the price of gasoline,
which, although lower in the last month, continues to be significant within the aggregate. The subclasses
associated with education registered increases within the framework of tuition fees for B calendar schools, as well
as for universities starting the second school semester in 2023. Additionally, reductions in gas prices may be
associated with a lower average exchange rate in the month, leading to lower transmission of production costs to

consumers. In the comparison against its historical average (2011-2019), the inflation of administered prices basket
doubles the data for September (Figure 5).

The analysis of core inflation pressures is relevant insofar as this proportion of inflation tends to adjust less rapidly,
and therefore may give signals as to how long the high inflation cycle in the country may be prolonged. Core
inflation seems to be decelerating at a slower rate than expected. Although a greater moderation of the goods cycle
has favored reductions from this basket, the administered prices basket continues to be pressured by indexation
effects (directly or indirectly), a similar case to that of the services basket, which faces this effect and an additional

one related to a more resilient demand than expected. Thus, core inflation remains rigid due to indexation and
demand factors.

However, there is one factor that will continue to favor the decline in core inflation: the base effect. This will
continue to be significant in the basket of goods for the remainder of the year and even in the first two months of
2024. However, it is possible that the basket of services, which is the one that weighs the most in core inflation, will
experience little of this effect in the remaining months and will rather see it in 2024. This element puts a brake on
the downward effect provided by the basket of goods.

Based on the above, BBVA Research expects inflation to continue on a downward path in the last quarter of the

year, which, however, will be pressured by food inflation with upward risks due to the El Nifio phenomenon, and
with core inflation decreasing moderately.

Figure 1. HEADLINE INFLATION, CORE INFLATION AND MAIN BASKETS (ANNUAL CHANGE, %)
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Figure 2. FOOD INFLATION AND MAIN BASKETS Figure 3. GOODS BASKET INFLATION
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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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