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Inflation 1H-April - Core surprises higher, but Banxico

will stay the course

= Headline inflation (1H-April): 0.12% 2w/2w; Banorte: 0.04%; consensus: 0.03% (range:
-0.11% to 0.10%); previous: 0.21%

= Core inflation (1H-April): 0.34% 2w/2w; Banorte: 0.25%; consensus: 0.24% (range:
0.17% to 0.32%); previous: 0.18%

= The period has a positive seasonal bias with the start of summer discounts on electricity
tariffs (-12.2%). The rest of energy items were mixed, with low-grade gasoline down (-
0.2%), but LP gas higher (0.2%). Agricultural items advanced 0.6%, driven by fruits and
vegetables (1.5%), albeit with meat and egg more stable (0.0%). Turning to the core,
goods accelerated to 0.5%, highlighting a relevant uptick in ‘others’ (0.6%). In services
(0.2%), the push continued in ‘others’ (0.3%) due to the holidays, while housing came
in at 0.2%

= With bi-weekly figures, annual inflation increased to 3.96% from 3.93% in the 2" half
of March. The core accelerated to 3.90% (previous: 3.72%), with the change in the
timing of Easter skewing the result

= |nflationary conditions, along with a challenging outlook for growth, will continue to
drive Banxico’s cuts. We expect -50bps in May 15t and a year-end level of 7.75%

Inflation of 0.12% 2w/2w in the 1% half of April. Each year, the result is strongly skewed by
the start of the first tranche of summer discounts in electricity tariffs (-12.2%). On the rest
of energy items, results were more mixed, with low-grade gasoline down again (-0.2%), but
with LP gas higher by 0.2% after greater stability in recent months. Agricultural items rose
0.6%, with the push concentrated in fruits and vegetables at 1.5% —highlighting advances in
tomatoes and avocadoes. Meat and egg came in at 0.0% —with beef up again, but with eggs
and pork to the downside. The core expanded by 0.34%, higher at the margin. Goods
accelerated to 0.5%, with ‘others’ (0.6%) facing a more adverse seasonality, but also with
increases in items such as body lotion and autos. Processed foods were relatively contained
at 0.3%. In services (0.2%), ‘others’ advanced 0.3%, biased by tourism items due to the Easter
holiday (e.g. air fares at 4.3%; packages at 4.9%). In addition, certain pressures remained in
items such as ‘dining away from home’ (0.3%). Finally, housing expanded 0.2%.

1H-April inflation: Goods and services with the largest contributions
% 2w/2w; bi-weekly incidence in basis points

Goods and services with the largest positive contribution Incidence % 2w/2w
Tomatoes 5.2 12.1
Housing 2.2 0.2
Body lotion 2.0 6.2
Beef 2.0 1.1
Dining away from home 1.7 0.3

Goods and services with the largest negative contribution

Electricity -20.0 -12.2
Cinema -1.4 -9.9
Eggs -1.2 -1.2
Onions -1.1 -6.3
Pork -1.1 -1.2
Source: INEGI
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Slight acceleration in the annual comparison, with the core even higher at the margin. The
former came in at 3.96% from 3.93% y/y in the 2" half of March. The core accelerated to 3.90%
(previous: 3.72%). This is partly due to base effect distortions due to the Easter holiday,
occurring in mid-April this year vs. late March in 2024. Thus, the increase is most noticeable in
services (by 4.6%), with tourism items within ‘others’ driving much of the adjustment (see chart
below, right). In addition, we keep watching closely the adjustments in dining away from home,
which continues advancing at an elevated pace. Goods also increased, reaching 3.3%. While
processed foods have adjusted at a faster rate, ‘others’ have been more stable, with some
products likely impacted by increased economic slack. On the other hand, the non-core
moderated to 3.95% (previous: 4.44%). Inside, agricultural products were lower at 4.4%, with
the challenging base effect in fruits and vegetables fading away, albeit with meat and egg still
higher given pressures in beef, in addition to distortions in the prices of other goods. At the
margin, weather conditions were mixed, with deteriorating drought levels —especially in the
northwestern part of the country (see chart below, right)—, but improving with the end of the
La Nifia phenomenon. Energy was stable at 2.6%. As in previous fortnights, we highlight the
move lower in LP gas and low-grade gasoline, where government actions will probably be
helped by the decline in international benchmark prices on expectations of lower global
growth and higher OPEC+ supply. In this sense, we maintain our call for year-end inflation at
3.8%, with the core also at that level.

Core inflation: Service Drought monitor*
% y/y, bi-weekly frequency Figures for April 15t
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Banxico will keep cutting in the near term. Despite the pressures at the margin on inflation
seen in today’s report, price dynamics going forward, along with greater slack in the Mexican
economy, will allow Banxico to continue with the rate cutting cycle. Considering that concerns
on this last front dominated much of the discussion in the latest minutes, we believe the
scenario for a 50bps cut in the May 15 decision is clear, with additional cuts in the remainder
of the year to bring the rate by the end of 2024 to 7.75%.
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