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Energy Prices Drive Headline Inflation, Core Prices Ease

« Headline consumer price inflation increased 0.4% in February following 0.2% in
January, while core prices eased to 0.1%

« Energy prices jumped 3.2%, the largest gain since March 2011, mostly due to a 6.0%
rise in the gasoline index

Consumer price inflation increased 0.4% in February following a 0.2% rise in January and marking the largest gain in
ten months. As expected, energy prices were the main driver of inflation, up 3.2% after rising 0.2% in January. The
gasoline index led the energy components at 6.0%, while the household energy index declined for the fifth
consecutive month. Food inflation was unchanged in February for the first time since July 2010, in line with our
expectations for easing commodity prices throughout 1Q12. Excluding food and energy, core inflation eased to 0.1%
from a 0.2% gain in January. Leading the core components were transportation, medical care, and shelter at 2.1%,
0.2%, and 0.2%, respectively. On a YoY basis, headline inflation held steady at 2.9% in February, while core declined
slightly from 2.3% to 2.2%.

Energy prices appear to be the main focus in today’s data, although concerns are limited for the time being. In general,
energy prices have mostly recovered from three consecutive months of decline in 4Q12, though the index remains
slightly below September’s level. Prolonged tensions in the Middle East could cause prices to remain high for longer
than previously expected, yet we maintain our baseline scenario for moderating price pressures throughout the coming
quarters. In the latest FOMC meeting announcement, the Fed noted that rising oil prices will increase inflation only
temporarily, and inflation expectations remain stable. Thus, we do not expect today’s data to expedite Fed action.

Chart 1 Chart 2
Consumer Price Inflation Trimmed Mean, Shelter, and Core CPI
YoY % Change YoY % Change

6% 6

= Trimmed Shelter Core ex shelter+used autos

. hp "’
3% \J\A AVMVI W I I/\‘ 4
e GVAUNY DAV %% T N SRS

W \V/Z8N
0% ' : : : " " " " " ! ! 1
——Core \
-1%
——Headline 0
-2% v
-1
-3% 00 01 02 03 04 05 06 07 08 09 10 1 12
00 01 02 03 04 05 06 07 08 09 10 11
Source: Bureau of Labor Statistics and BBVA Research Source: Bureau of Labor Statistics and BBVA Research
Nathaniel Karp Marcial Nava Jeffrey Owen Herzog
Nathaniel.Karp@bbvacompass.com Marcial.Nava@bbvacompass.com Jeff.Herzog@bbvacompass.com
Hakan Danig Jason Frederick Boyd Stacey Kim Fraser
Hakan.Danis@bbvacompass.com Jason.Frederick@bbvacompass.com Boyd.Stacey@bbvacompass.com Kim.Fraser@bbvacompass.com
BBVA | 2001 Kirby Drive, Suite 310, Houston, TX 77019 USA | http://www.bbvaresearch.com/ | Follow us on Twitter
DISCLAIMER

This document was prepared by Banco Bilbao Vizcaya Argentaria’s (BBVA) BBVA Research U.S. on behalf of itself and its affiliated companies (each BBVA Group Company) for distribution in the
United States and the rest of the world and is provided for information purposes only. Within the US, BBVA operates primarily through its subsidiary Compass Bank. The information, opinions,
estimates and forecasts contained herein refer to the specific date and are subject to changes without notice due to market fluctuations. The information, opinions, estimates and forecasts
contained in this document have been gathered or obtained from public sources, believed to be correct by the Company concerning their accuracy, completeness, and/or correctness. This
document is not an offer to sell or a solicitation to acquire or dispose of an interest in securities.



