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Summary
= Inflation moderated less than expected in the first two months of ‘24 constrained by the modest decline in services

o US headline inflation ticked up in Feb 24 (to 3.2% y/y from 3.1%), but core inflation edged down (to 3.8% yly
from 3.9%). Services prices continued declining slowly. Core goods inflation, which has driven inflation lower
during 2023, increased for the first time since mid-2023.

o  Preliminary Eurozone (EZ) inflation moderated slightly less than expected in Feb’24 (to 2.6% y/y from 2.8%),
Core CPI eased in line with expectations, with services moderating only slightly (3.9%yly, -0.1pp).

o Annualized 3-month moving average inflation rebounded: In the US, core CPI rose to 4.2% 3mma (from 4.0%)
while core PCE climbed to 2.6% 3mma (from 1.6%) in Jan. In the EZ, core CPI rose to 3.1% 3mma (+1.4pp).

Our inflation synchronicity indicators improved in the US, after a slight deterioration in Jan. In the EZ, this indicator rose
sharply in Jan following a seasonal pattern, distorted by the increases of taxes on some goods.

US consumers’ inflation expectations hover around 3%, while markets’ long-term inflation expectations also remains
well above Fed’s target. In contrast, professional forecasters project long-term inflation around 2% target. In the EZ
consumer, market and professional forecasters see inflation trend toward ECB’s target in the medium term.

Disruption in the Red Sea maritime routes continued in Feb’ 24, as the number of ships on the Suez Canal declining
further. However, container freight costs inched down.

Mild spillover effects from current disruptions and higher transport costs are evident in manufacturing, with slight
increases in manufacturing prices and suppliers' delivery times.

Our supply bottlenecks indicators inched up in Feb’ 24 but remain at very low levels. The slack in the manufacturing
sectors in both the US and the Eurozone is still offsetting the impact of higher maritime transport costs.



Summary indicators

Feb-23 Mar-23 Apr-23 May-23 Jun-23 Jul-23 Aug-23 Sep-23 Oct-23 Nov-23 Dec-23 Jan-24 Feb-24

6.0 5.0 49 40 3.0 32 37 37 31 32 IPC Headline (%YoY)
55 56 55 53 48 47 43 41 39 38 US IPC Core (%YoY)
28 26 24 23 24 25 24 25 2.2 24 Inf exp (2Y inf. Swap)
Inflation 26 26 25 25 26 26 26 27 26 26 Inf exp (SYSY inf. Swap)
85 6.9 7.0 6.1 55 53 52 43 28 26 IPC Headline (%YoY)
56 57 56 53 55 55 53 45 33 31 EZ IPC Core (%YoY)
28 3.0 2.8 25 25 27 27 26 1.9 21 Inf exp (2Y inf. Swap)
2.5 23 2.5 25 25 26 2.5 2.5 2.2 23 Inf exp (5YSY inf. Swap)
47.0 446 455 429 45.7 47.0 46.4 48.6 52.5 49.2 ISM New Orders
451 438 431 375 38.7 428 441 424 447 46.3 Backlog of Orders
476 48.0 48.7 50.5 471 48.4 499 519 504 484 US manuf. Production Index
452 448 446 435 457 46.1 486 464 49.1 50.1 Suppliers' delivery times
46.9 48.9 513 514 46.2 48.7 48.7 471 43.7 458 Customer Inventories
Bottlenecks  -7.9 -8.2 -11.3  -202 244  -281 -386  -38.1 -41.4 -42 EZ Order books
,,,,, 38 23 30 64 36 41 94 69 84 72 63 72  -42  manuf.  Productiontrend
19.4 167 134 113 104 101 9.4 102 93 94  EZconst Equipshortage
445 448 422 435 441 438 442 43.8 46.8 46.8 Taiwan  Suppliers' delivery times
553 546 543 543 549 559 554 552 511 522 Input costs CRB Spot Comdty. Price
1100 1058 1108 1217 1238 1227 1112 1083 1004 1158 Harpex Container freight

Note: US and Taiwan (SA, 50+=Increasing); EZ Percent Balance (SA, %).
Source: BBVA Research and Haver Analytics
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The moderation of annual inflation, both headline and core, continued in
February (excl ARG, TUR)

Headline Inflation Y/Y%, NSA
2022 2023 2024
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Core Inflation Y/Y%, NSA

us us

China China

Eurozone Eurozone

Germany Germany

France France Period considered: 2015-2019
Spain Spain StDev below:
UK UK I + than 3
Turkey Turkey - 3 ::: g
Argentina Argentina Ato+1
Colombia Colombia 1102
Mexico Mexico Bl2t3
Peru Peru B + than 3
Brazil Brazil

Chile Chile

Source: BBVA Research, Haver Analytics. We report here harmonised core inflation excluding food and energy. These measures may differ from local measures of core
inflation where EA and Spain: excludes unprocessed food and energy, France excludes government tariffs and volatile prices, Germany excludes energy prices.
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In February the moderation of the underlying rate was accentuated in almost
all countries; the gap between headline and core inflation continues to close

INFLATION, Y/Y%
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Source: BBVA Research, “L” refers to local definition. Haver Analytics.
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Sequentially, inflation rebounded in almost all geographies, largely driven by

services and, to a lesser extent, energy
Headline Inflation M/M%, SA

2022
A S (0]
us 0.1 04 05 k us
China S oo 02 o China
Eurozone 05 . Eurozone
Germany 05 i Germany
France 01 00 0. France
Spain 02 -04 -01 Spain
UK 05 04 WiSH UK
Turkey 20 FSSEaS Turkey
Argentina 56 6.1 Argentina
Colombia 1.0 Colombia
Mexico 07 06 05 Mexico
Peru 07 06 Peru
Brazil 02 06 Brazil
Chile 06 03 Chile
Core Inflation M/IM%, SA
* The Eurozone core inflation data
us us shown in the table are seasonally
China China adjusted by Haver Analytics.
Eurozone * Eurozone *
Germany Germany Period considered: 2015-2019
France France StDev below
Spain Spain B + than 3
UK UK Bl2t3
Turkey Turkey 1t02
Argentina Argentina -1to+1
Colombia Colombia 1to2
Mexico Mexico 2t03
Peru Peru B + than 3
Brazil 0.6 Brazil
Chile 04 PN o5 ol o: Chile

Source: BBVA Research, Haver Analytics. We report here harmonised core inflation excluding food and energy. These measures may differ from local measures of core
inflation for the EA and Spain: excludes unprocessed food and energy, France excludes government tariffs and volatile prices, Germany excludes energy prices.
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Sequentially, services inflation are stuck at high rates in most countries. The
disinflationary process of core goods in the US seems to be ending

Services Inflation M/M%, SA Nonenergy Industrial Goods M/M%, SA
2023 2024 2023 2024
J A S8 © N D 4 F J A 8 O N D|Jd F
us 0.4 us -03 -02 -02 00 -02 -0.1|-03 01
FRA 0 -041 USROS 0.2 OIS China -02 03 -1 00 -03 00 |-02 -02
GER 5 04 02 01 04 02|04 04 Eurozone 02 M o1 o1 o.1 JO2NE0RN -0.1
China 03 01 00 -01 00 01|02 08 Germany 02 04 01 01 02 02 |-02 03
Eurozone e 02 02 03 01 03] 03 mEs France 01 02 01 00 01 00 |-06 0.1
Spain g6m 02 02 02 00 03 | 0.1 NOE Spain 00 0.0  -0.1 OSSO 0.2
UK 03 05 00 07 UK 07 02 -05 01]|-12 08
Turkey Turkey SONN288 19 1.7 [F3:8 S0
Argentina Argentina
Colombia Colombia
Mexico Mexico
Peru Peru

Nonenergy industrial goods for EZ countries and Turkey, Commodities Less Food and
Energy Commodities for US, Consumer Goods for China, Goods for Argentina, Goods
Excluding Food and Regulated Goods for Colombia, Consumer Price Index: Core:
Merchandise and Consumer Price Index: Core Inflation: Goods for Peru

Source: BBVA Research, Haver Analytics.
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US consumer 1Y-ahead inflation expectations stayed at 3%, close to its long
term value but above analysts’ and market-based expectations of 2.5%

EXPECTATIONS: EXPECTATIONS:

EXPECTATIONS:
CONSUMERS SURVEY PROFESSIONAL FORECASTERS MARKET
(NEXT YEAR, NEXT 5 YEARS) (LONG-TERM*, %) (5Y5Y FORWARD, 5Y SWAP)
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Source: BBVA Research, Haver Analytics. */ This refers to an average of 5 and 10-year ahead expected rate of inflation

Source: Federal Reserve Bank of Philadelphia.
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Monthly inflation: There is a uptick in annualized monthly data (3-month avg)
in both US and the EZ

US INFLATION HEADLINE CPI AND PCE, EZ INFLATION CORE AND PCE,
AVERAGE 3M M/M% ANNUALIZED AVERAGE 3M M/M% ANNUALIZED
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Source: BBVA Research, Haver Analytics. Latest data are February for CPI and January for PCE



above their long-term expectations (2.5%)

EXPECTATIONS:

CONSUMERS SURVEY
(NEXT YEAR, 3Y AHEAD)
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Source: BBVA Research, ECB, consumer survey
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EXPECTATIONS:

PROFESSIONAL FORECASTERS
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Source: ECB
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EZ consumers’ 1Y-ahead inflation expectations rebounded slightly to 3.3%, still

EXPECTATIONS
MARKET
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High inflation items have normalized in the US but rose in the EZ. The number
of items with frequent price increases dropped in the EZ and increase in US

ITEMS OF THE CPI BASKET WITH ANNUALIZED
MONTHLY INFLATION HIGHER THAN 4%

(%)
80
60

40

20

US e—Eurozone

Source: BBVA Research, Haver Analytics.
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Source: BBVA Research, Haver Analytics.



Geopolitical indicators and conflict indexes relaxed compared with last
month, while protest indicators increased in Europe

BBVA RESEARCH GEOPOLITICS MONITOR MAIN "SIGNAL" CHANGES AFTER THE HAMAS-ISRAEL CONFLICT
(Signals in Geopolitical Risk, Political Tensions, Economic Policy Uncertainties,Protest and Conflict according to Standard Deviations)
Link to DashBoard

Summary of Signals After Hamas-Israel Conflict (January 18th, 2024)

(News Sentiment Map. Sentiment relative to average sentiment in each country)
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Summary of Signals After Hamas-Israel Conflict (February 19th, 2024)

(News Sentiment Map. Sentiment relative to average sentiment in each country)
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https://lookerstudio.google.com/u/0/reporting/9b15825c-f095-4ea4-9cf8-524a8ea2c4d9/page/p_pdyd3ui06c
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Container freights halted their upward trend, and declined in February despite
the fact that the disruption on Red Sea maritime routes continued

WORLD CONTAINER FREIGHT

NUMBER OF CONTAINER SHIP IN THE RED SEA
((USD/40 FT BOX, LAST DATA FEBRUARY 23TH) (NUMBER OF SHIPS)
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Source:Source: DREWRY WORLD CONTAINER INDEX and BBVA Research. Source:Kiel Institute for the world economy
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Suppliers’ delivery times in manufacturing increased in the US, while
shortage of materials in Germany inched up, boosting prices from low levels

US AND GERMANY SUPPLIERS’ DELIVERY TIMES US AND GERMANY EXPECTED MANUFACTURING
(INDEX) PRICES
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Source:Source: German IFO, US ISM and BBVA Research.
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BBVA supply bottlenecks indicator remained low, as the slack in the
manufacturing sector offset the effect of higher maritime costs

US SUPPLY BOTTLENECKS INDICATOR EZ: SUPPLY BOTTLENECKS INDICATOR
(INDEX; LAST AVAILABLE DATA: FEBRUARY 2024) (INDEX; LAST AVAILABLE DATA: FEBRUARY 2024)
04 06
03 05
0.2 04
0.3
0.1
0.2
0.0
0.1
01 0.0
-0.2 -0.1
-0.3 -0.2
N N 00 0 OO0 O O O «~ «~— N N o O < M M~ 00 0 O O O O «~ W N N 0 O <
YT OSSOSO T g g Qg o Qg o T Y T T YT T g g Qg g g d
$29898%828985%48 293 $2898%282825528 23
L < L € L € WL < Wb € WL < W < L < W <€ W < WL < W < b < W < W

Principal Component Analysis (PCA) has been the methodology followed in the construction of the supply bottlenecks indicator for United States and the Euro Area, whereby the first principal component has been
considered as the corresponding supply bottlenecks indicator.

Variables included in the indicator: EA19: factors limiting production - Equipment (Percent Balance SA); EA19: Material shortage construction (Percent Balance SA);IFO: Germany: Material shortage in construction
(Percent Balance SA);Ea 19: Retail Inventories (Percent Balance SA);Harpex Shipping Index;Vessel Size in TEU - Rates in US$.
Source: BBVA Research, 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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