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Inflation increased in August by 0.24% (5.08% annual), less than expected
thanks to unrealized pressures of wholesale agricultural produce prices

August inflation was less than expected by the BBVA (0.25% consensus and 0.36 BBVA), reaching a year-on-
year variation of 5.08% (5.44% in July). The downward surprise comes from the non-core rate since higher
wholesale agricultural produce prices were not passed on the end consumers. In turn, the core inflation rate also
saw lower processed food price pressure, moderating to 5.10% annual vs. 5.13% estimated by the BBVA.

Annual core inflation in August was 5.10%, two points below July’s figure. The goods sub-index reached 6.48%
(vs. 6.79% in July) with falls in the prices of some foodstuffs such as rice, ham and oil. The services sub-index
reached 3.80% (vs. 3.96% in July) with declines in package tourist services (seasonal factor) and lower growth
in services related to education, normal behavior for the economic cycle.

Non-core prices reached an annual 5.04% inflation rate, which is 0.71 percentage points less than that recorded
in_the previous month, due to wholesale agricultural price pressures not being completely passed on to end
consumers, with annual inflation in August running at 11.58% (vs. 12.14% in July): In turn, administered and
regulated goods prices continued their favorable development, in August recording annual inflation at 1.74%
(vs. 2.51% in July) with declines in domestic gas and local telephone service prices.

Outlook: the downward inflation movement continues in line with our forecasts, meaning inflation could come in
below 4% at the end of 2009. Potential upward pressures may come from more volatile agricultural prices and
advanced modifications to public prices and higher advances for fiscal costs towards 2010.
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Goods 038 031 _ 031 -0.07 0.00 587
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