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Inflation continues to accelerate
in May to 5.84%: regulated items
and services lead the increase

Mariana Quinche Bustamante
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— Inflation in May came in line with BBVA Research expectations and continued its
upward trend, reaching 5.84% year-on-year, representing an increase of 16 basis
points (bps) compared to April and 74 bps relative to the end of last year.

— The increase relative to April was mainly explained by regulated items and services.

— In regulated items, the increase was driven by higher gasoline prices (COP 400
increase in May), electricity tariffs, and water prices.

— In services, the increase was driven by airfares, package holidays, and rents. In the
case of the first two components, this behavior may be associated with the approaching
holiday season. Meanwhile, rent inflation reversed the deceleration trend observed during
the first months of the year and increased to 4.89% year-on-year (+9 bps compared to the
previous month) in May. This behavior may be reflecting demand pressures in a context of
limited housing supply. However, it is still too early to determine whether rents will begin
an upward trend or whether what was observed in May corresponds to a temporary
phenomenon.

— Looking ahead, we expect inflation to continue increasing over the remainder of the
year, reaching levels close to 7.0%, driven by the lingering effects of the minimum wage
increase, strong domestic demand, the imminent occurrence of an El Nifio phenomenon
during the second half of the year, and risks associated with the conflict in the Middle
East.

Monthly inflation in May stood at 0.47%, in line with BBVA Research expectations and
slightly below analysts’ forecasts (0.52%). As a result, annual inflation stood at 5.84%,
representing an increase of 16 basis points (bps) compared to April and 74 bps relative to
the end of last year.

The acceleration in annual inflation was exclusively explained by the non-food basket,
whose annual variation stood at 5.79%, increasing by 35 bps compared to the previous month.
This behavior was driven by the increase in the regulated items sub-basket and, to a lesser
extent, in services.
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In regulated items, annual inflation increased to 5.19% (+85 bps), mainly driven by higher
gasoline prices (COP 400 increase in May), electricity tariffs, and water prices. In the case of
electricity, the increase was concentrated mainly in Medellin, where the monthly variation
reached 5.65%. Meanwhile, gas tariffs showed a slight correction, with a monthly variation of
-0.10%, after registering significant increases during the previous two months (1.39% in March
and 2.13% in April).

Although no changes have been announced for gasoline and diesel prices in June, the conflict in
the Middle East continues to exert pressure on international fuel prices, suggesting that further
upward adjustments may be required in the coming months. Additionally, the combination of this
conflict and the imminent occurrence of an El Nifio phenomenon during the second half of the
year could generate additional pressures on gas and electricity tariffs.

In services, annual inflation increased to 7.04% (+27 bps), breaking the stability observed in
April and resuming the upward trend seen during the first quarter of the year. This acceleration
was mainly explained by airfares, package holidays, rents, cable and network television
subscriptions, and communication and internet services. In the case of airfares and package
holidays, this behavior may be associated with the approaching holiday season.

Meanwhile, rents showed a change in trend. After four consecutive months of moderation
in annual inflation, rent inflation increased to 4.89% (+9 bps) in May. In fact, the monthly
variation of this component accelerated to 0.67%, standing above its pre-pandemic average. This
behavior may be reflecting demand pressures in a context of limited housing supply. However, it
is still too early to determine whether rents will begin an upward trend or whether what was
observed in May corresponds to a temporary phenomenon. Therefore, it will be important to
monitor the evolution of this component over the coming months.

Likewise, services inflation excluding rents increased to 9.08% (+45 bps), representing an
increase of 243 bps relative to the end of last year. This behavior is consistent with domestic
demand that remains dynamic and a labor market that continues to be robust, and it also
suggests that the lingering effects of the minimum wage increase remain in place.

In goods, annual inflation remained relatively stable at 3.13% (+1 bp), reflecting offsetting
forces within the basket. While cleaning and maintenance products and mobile phone equipment
exerted upward pressure, private vehicles and personal care products showed moderation in
annual inflation. The behavior of cleaning and maintenance products, mobile phone equipment,
and private vehicles is not surprising, as these components have maintained the same trend over
recent months.

In this context, inflation excluding food and regulated items—a measure closely
monitored by the Central Bank—also increased to 5.99% (+20 bps). This result also breaks
the stability observed in April and constitutes a signal that inflationary pressures persist,
reinforcing the arguments for a possible increase in the policy rate at the June meeting.

Meanwhile, food inflation declined and stood at 6.04%, representing a reduction of 67 bps
compared to the previous month and breaking the upward trend observed since the
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beginning of the year. This behavior was mainly explained by perishables and, to a lesser
extent, processed foods.

In perishables, annual inflation declined to 9.95% (-187 bps), following four consecutive
months of significant increases associated with the effects of the rainy season. This moderation
is consistent with a recovery in food supply once this shock has passed. The relief mainly came
from tomatoes, plantains, onions, cassava, and fresh vegetables and legumes.

In processed foods, annual inflation declined to 3.07% (-60 bps), mainly driven by coffee,

edible oils, and sugar. Meanwhile, meat continued to exert upward pressure, particularly beef.
Inflation in this category increased to 6.74% (+53 bps).

However, the imminent occurrence of an El Nino phenomenon during the second half of the year
could generate new pressures on food prices.

During May, the National Oceanic and Atmospheric Administration (NOAA) increased the
probability of an El Nifio phenomenon materializing between May and July of this year to 82%,
and the probability of it extending through the period between December this year and February

next year to 96%. Additionally, the most likely scenario is that the phenomenon will reach strong
or very strong intensity.

Furthermore, the conflict in the Middle East continues to push international fuel prices upward,
making further increases in gasoline prices likely in the coming months.

Therefore, together with the lingering effects of the minimum wage increase and strong domestic

demand, we expect inflation to continue increasing over the remainder of the year,
reaching levels close to 7.0%.
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FOOD INFLATION AND MAIN BASKETS
(ANNUAL CHANGE, %)
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INFLATION OF MAIN NON-FOOD BASKETS
(ANNUAL CHANGE, %)
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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 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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