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… but is set to ease substantially in the coming months

▰ Headline inflation ticked up in Dec to 3.4% YoY (vs expectations of 3.2% and up from 3.1% in Nov) after
posting a higher-than-expected 0.3% MoM reading.

▰ Core inflation also increased by 0.3% MoM, boosted by 0.5% MoM increases in both used vehicle prices
and shelter inflation (which accounts for 2.1 pp of the CPI variation), but edged down in annual terms to
3.9% from 4.0% in November.

▰ Core goods excluding used vehicles fell by 0.1% MoM; durable goods continue to show negative
year-on-year variations (-1.2% sa). Used cars and trucks rose strongly (0.5% MoM sa), but its contribution to
annual inflation was negative. Regardless of this monthly rebound, the most current data points to a significant
decline in this component in the coming months. The above implies that services and housing components
remain the key drivers of inflation.

▰ Rent of shelter continues to post outsize increases (0.4% MoM), but it's known that rents are set to post
much lower increases in coming months. Shelter is the component with the most significant weight in
inflation. Only the owners' equivalent rent component contributed nearly half of inflation (1.6 percentage
points). As this component continues to slow down, it will be a key factor in achieving the Fed's target
range faster and accounts for 44% of the core inflation index. Medical care services also posted a large
increase (0.7% sa).

▰ In the non-core components, gasoline and gas continued to experience a significant decline, with
month-on-month variations of (-)5.5% and (-)0.4%, respectively. On the other hand, there were some increases
in energy services and household electricity, with month-on-month variations of 0.9% and 1.3%, respectively.
Overall, energy saw monthly growth of 0.4%; however, its contribution to the total inflation was negative at
(-)0.1 percentage points. Food was the non-core component with the largest contribution to the overall
CPI, experiencing a year-on-year growth of 2.7%, contributing 0.4 percentage points, with food away from
home still increasing at a faster pace than overall inflation.

▰ There is a clear slowdown in inflation compared to previous years, and although inflation has increased in
recent months closer to the Fed's goal -in fact, the three-month annualized rate is already below 2.0%-, we
think that December’s higher-than-expected print on balance reduces somewhat the odds of a rate cut
in March.
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Headline inflation ticked up, but core inflation
edged down in December

Most components are now posting year-on-year
increases around or well below the target

Figure 1. CONSUMERS PRICE INDEX (CPI)
(YoY %, NSA)

Figure 2. CPI SELECTED ITEMS
(YoY %, SA)

Source: BBVA Research based on data by Haver Analytics. Source: BBVA Research based on data by Haver Analytics.

Non-core inflation continues to show a mixed
picture with food away from home easing…

… but still increases at a faster pace than
overall inflation

Figure 3. CPI ALL ITEMS LESS CORE
(MoM %, SA)

Figure 4. CPI ALL ITEMS LESS CORE
(YoY %, SA)

Source: BBVA Research based on data by Haver Analytics. Source: BBVA Research based on data by Haver Analytics.
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Shelter continues to be the main driver of core
inflation, but has eased from the 8.3% peak…

… in 2Q23 to 6.2% in Dec, and is set to ease
substantially in coming months

Figure 5. CORE CPI
(MoM %, SA)

Figure 6. CORE CPI
(YoY %, SA)

Source: BBVA Research based on data by Haver Analytics. Source: BBVA Research based on data by Haver Analytics.

Food is still driving up non-core inflation, but
food away from increased a more moderate
0.3% MoM sa in December

The slowdown in shelter inflation to levels
closer to the target will do the heavy lifting in
bringing down core inflation throughout 2024

Figure 7. CONTRIBUTION TO INFLATION BY
NON-CORE CPI ITEMS
(PERCENTAGE POINTS, NSA)

Figure 8. CONTRIBUTION TO INFLATION BY CORE CPI
ITEMS
(PERCENTAGE POINTS, NSA)

Source: BBVA Research based on data by Haver Analytics. Source: BBVA Research based on data by Haver Analytics.
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Both headline and core inflation increased at a
more modest pace throughout 2023…

… even though shelter inflation did not start to
ease until 2H23 and slowed down only modestly

Figure 9. CPI
(CUMULATIVE MoM %, SA)

Figure 10. CORE CPI
(CUMULATIVE MoM %, SA)

Source: BBVA Research based on data by Haver Analytics. Source: BBVA Research based on data by Haver Analytics.

As shelter inflation accounts for 44% of the core
index, it will be a key driver of lower inflation

3-month annualized core inflation is already
rising around the 2.0% target

Figure 11. CPI SPECIAL AGGREGATE INDEXES
(YoY %, SA)

Figure 12. CORE CPI ANNUALISED
(YoY %)

Source: BBVA Research based on data by Haver Analytics. Source: BBVA Research based on data by Haver Analytics.
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DISCLAIMER
The present document does not constitute an “Investment Recommendation”, as defined in Regulation (EU) No 596/2014 of the
European Parliament and of the Council of 16 April 2014 on market abuse (“MAR”). In particular, this document does not
constitute “Investment Research” nor “Marketing Material”, for the purposes of article 36 of the Regulation (EU) 2017/565 of 25
April 2016 supplementing Directive 2014/65/EU of the European Parliament and of the Council as regards organisational
requirements and operating conditions for investment firms and defined terms for the purposes of that Directive (MIFID II).

Readers should be aware that under no circumstances should they base their investment decisions on 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.

This document has been prepared by BBVA Research Department. It is provided for information purposes only and expresses
data or opinions 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.

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.

The content of this document is protected by intellectual property laws. Reproduction, transformation, distribution, public
communication, making available, extraction, reuse, forwarding or use of any nature by any means or process is prohibited,
except in cases where it is legally permitted or expressly authorised by BBVA on its website www.bbvaresearch.com.
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