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July inflation better than expected by analysts, at 0.27% (BBVA 0.26%, consensus 0.3%),
core inflation in line with forecasts at 0.34% (BBVA 0.34%, consensus 0.33%).

@ Headline inflation in July was under the consensus figure and the year-on-year rate fell from 5.74% in June to 5.44%
in July. Core annual inflation showed more resistance to the downward trend, dropping from 5.39% to 5.32%. The
biggest contribution to the fall in inflation was from non-core products (responsible for 80% of the reduction),
particularly livestock products (sensitive to the demand cycle and the drop in international commodity prices, e.g.
fodder) and administered and controlled prices (the result of greater competition in communications and a policy of a
freeze in public prices). Unlike what could be seen in the previous two-month period, the downward adjustment in
annual core inflation was restrained due to greater than estimated increases in tourist services.

e Core annual inflation shows a greater resistance to the downward trend and a relative inflexibility to the low
economic growth cycle in some markets (“other services” and “other goods”). Although price increases in "other
services” are due to holiday season factors, the size of the increase (0.94% compared with the average of
0.61% for 2003-08) was much greater than that we had considered due to the recessive phase of the economy.
Other core prices posted increases similar those expected.

® Non-core controlled (telephony), administered (domestic gas) and livestock (meat and eggs) prices presented a
favorable trend. Even the increases in fruit and vegetable prices in the first half of July returned in part to
expected levels. Although these prices could contribute to lower inflation throughout 2009, the main risk in
these areas is accelerated energy price increases for 2010 resulting from the need to boost public revenues.

e Outlook: So far, inflation movements are in line with our forecasts and the trajectory estimated by the Bank of
Mexico. We believe the biggest declines in annual inflation will be seen in September and October this year.
Although we consider that annual inflation could reach 3.8% by the end of 2009 or the start of 2008, we should
not forget the risks related to the rigidity in domestic markets and the policy on public prices.
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