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July CPI comes in line, reinforcing case for a September Fed hold

Largely in line with expectations, U.S. consumer inflation was weak in July rising a mere 0.1% vs. June which comes after a sharp
0.42% drop in June. Annual headline inflation fell to 3.30% from 3.46% in July. For its part, core inflation fell to 2.47% from 2.57%
in June. This, combined with the weak employment report, significantly reduces the pressure on the Fed to raise rates, at least
through the next meeting in September. In contrast, there appears to have been less progress in the costs related to food and
apparel. Given the overall good news HR Ratings anticipates that the modest inflation recorded in July, aligning with the
consensus, alongside a weaker employment report, will lead the Federal Reserve to maintain its reference rates at 3.5%-3.75%
during the forthcoming September meeting. Nevertheless, a hike in rates late this year is still possible as inflation continues to

exceed the objective.

According to the Bureau of Labor Statistics, the seasonally adjusted Consumer Price Index (CPI) had a 3.3% rise over the previous

twelve months, ending in July, after a 3.46% increase in June, as shown in Figure 1.

Figure 1. CPI Inflation Evolution

. . June-26 July-26 Annualized 3MMA

Inflation During:

Monthly Annual Monthly Annual May-26 Jun-26  Jul-26
Headline -0.42%  3.46% 0.07% 3.30% 6.95% 6.07% 3.77%
Core -0.02%  2.57% 0.22% 2.47% 3.08% 2.88% 2.36%
Services less Energy -0.03%  3.16% 0.08% 3.01% 5.20% 4.75% 3.62%
Services less Rent -0.18%  3.15% 0.19% 2.99% 4.40% 4.11% 3.50%
Rent of Shelter 0.13%  3.24% 0.14% 3.15% 4.15% 4.71% 3.99%
Non Durable Goods -1.53%  5.96% -0.29% 5.61% 17.87%  15.16% 7.55%
Durable Goods -0.02% -0.18% 0.31% -0.17% -2.25% -1.25% -0.29%
Food 0.21%  2.99% 0.08% 2.94% 2.85% 3.26% 2.64%
Energy -5.71% 15.45% : -1.48% 14.45% 75.48%  57.22%  23.11%
Gasoline -9.69% 26.72% | -2.86% 24.64% | 167.66% 115.44% 41.12%
Source: HR Ratings with seasonally adjusted information from the U.S. Bureau of Labor Statistics, retreived from

FRED.

The primary catalyst for this year's inflation is the increase in energy costs, since the conflict with Iran appears to be ongoing. The
overall energy index decreased by 1.5% month-on-month (m/m) subsequent to a 5.7% reduction in June. Despite this, it has

increased by 14.45% during the last twelve months. Gasoline prices experienced a reduction of 2.9% in comparison to June. In
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July, the average price of regular gasoline in the U.S. was US$4.06 per gallon, a decrease from US$4.18 in June and a peak of
US$4.609 in May.

Excluding volatile food and energy categories, the CPI experienced a 0.22% rise in July, having remained unchanged in the month
before. Core CPI had a 2.5% annual increase, in contrast to the 2.6% recorded in June. This includes increases in medical care,
airlines fares, transportation, education, and recreation. In Figure 2 we show the 12 month annual evolution of headline CPI along

with its core component and to provide more context we also present the evolution of the PCE.

Figure 2. Annual CPI
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Source: HR Ratings Retrieved from FRED. Data are seasonally adjusted and calculated on a monthly

A small 0.1% increase in housing expenses, representing approximately two-thirds of the overall monthly gain in the Consumer
Price Index, as reported by the U.S. Bureau of Labor Statistics. Rental prices for primary residences increased by 0.3% month-to-
month and by 2.9% over the last year. The equivalent rent for owners increased by 0.3% month-over-month and 3.2% year-over-
year. The cost of hotel and motel accommodations in the United States decreased by 3.3% in July on a month-to-month basis,
attributed to the conclusion of the FIFA World Cup, which contributed to curbing total housing inflation.

In summary, the data from July indicates that inflationary pressures persist at somewhat elevated levels throughout the U.S.
economy. Despite certain sectors like energy costs (gasoline) and non-durable goods showing signs of decline, inflation in services
persists, challenging the Federal Reserve's objective of achieving a 2.0% inflation rate. As illustrated in Figure 3, the ex-post real
interest rate reached 0.32%, lower than their historical average (1.0%). Data from the Federal Open Market Committee (FOMC)
reveals that the Fed estimates an implied neutral real rate of 1.1%, based on long-term expectations for federal funds at 3.1% and
a CPI target of 2.0%?. Nonetheless, the headline Consumer Price Index is presently elevated due to a temporary energy surge,

which the Federal Reserve typically ignores, making core inflation the more pertinent metric. According to the core CPI data, the

!Link to the economic projections of Federal Reserve Board https://www.federalreserve.gov/monetarypolicy/files/fomcprojtabl20260617. pdf
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actual rate stands at 1.1%, in line with the historical levels. This is consistent with the Fed's decision to maintain interest rates in

September.

Figure 3. Federal Funds Rates in Nominal and Real Terms
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Source: HR Ratings and historic information from the Fderal Reseve retrieved from FRED.
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HR Ratings de México, S.A. de C.V. (“HR Ratings”), is an credit rating agency authorized by the National Banking and Securities Commission(CNBV) and registered by the Securities and
Exchange Commission (SEC) as a Nationally Recognized Statistical Rating Organization (NRSRO) for the assets of public finance, corporates and financial institutions as described in section 3
(a) (62) (A) and (B) subsection (i), (iii) and (v) of the US Securities Exchange Act of 1934 and certified as a Credit Rating Agency (CRA) by the European Securities and Markets Authority (ESMA)
and the Financial Conduct Authority (FCA).

The ratings and/or opinions of HR Ratings are opinions regarding the credit quality and/or the asset management capacity, or relative to the performance of the tasks aimed at the fulfillment of the
corporate purpose, by issuing companies and other entities or sectors, and are based on exclusively in the characteristics of the entity, issue and/or operation, regardless of any business activity
between HR Ratings and the entity or issuer. The ratings and/or opinions granted are issued on behalf of HR Ratings and not of its management or technical personnel and do not constitute
recommendations to buy, sell or maintain any instrument, or to carry out any type of business, investment or operation, and may be subject to updates at any time, in accordance with the rating
methodologies of HR Ratings.

HR Ratings bases its ratings and/or opinions on information obtained from sources that are believed to be accurate and reliable. HR Ratings, however, does not validate, guarantee or certify the
accuracy, correctness or completeness of any information and is not responsible for any errors or omissions or for results obtained from the use of such information. Most issuers of debt securities
rated by HR Ratings have paid a fee for the credit rating based on the amount and type of debt issued. The degree of creditworthiness of an issue or issuer, opinions regarding asset manager
quality or ratings related to an entity’s performance of its business purpose are subject to change, which can produce a rating upgrade or downgrade, without implying any responsibility for HR
Ratings. The ratings issued by HR Ratings are assigned in an ethical manner, in accordance with healthy market practices and in compliance with applicable regulations found on the
www.hrratings.com rating agency webpage. HR Ratings’ Code of Conduct, rating methodologies, rating criteria and current ratings can also be found on the website.

Ratings and/or opinions assigned by HR Ratings are based on an analysis of the creditworthiness of an entity, issue or issuer, and do not necessarily imply a statistical likelihood of default, HR
Ratings defines as the inability or unwillingness to satisfy the contractually stipulated payment terms of an obligation, such that creditors and/or bondholders are forced to take action in order to
recover their investment or to restructure the debt due to a situation of stress faced by the debtor. Without disregard to the aforementioned point, in order to validate our ratings, our methodologies
consider stress scenarios as a complement to the analysis derived from a base case scenario. The fees HR Ratings receives from issuers generally range from US$1,000 to $1,000,000 (one million
dollars, legal tender in the United States of America) (or the equivalent in another currency) per offering. In some cases, HR Ratings will rate all or some of a particular issuer’s offerings for an
annual fee. Annual fees are estimated to vary between $5,000 and US$2,000,000 (five thousand to two million dollars, legal tender in the United States of America) (or the equivalent in another
currency).
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