Economic and Financial Markets Research
Economic Research, Mexico

Inflation 1H-June - The non-core moderated, but

lingering pressures in services remain

= Headline inflation (1H-June): 0.10% 2w/2w; Banorte: 0.06%; consensus: 0.11% (range:
-0.01% to 0.20%); previous: 0.19%

= Core inflation (1H-June): 0.22% 2w/2w; Banorte: 0.17%; consensus: 0.18% (range:
0.09% to 0.25%); previous: 0.15%

= Price dynamics were favored by the decline of the non-core component (-0.29%),
driven by agricultural items (-0.5%). This was mainly due to fruits and vegetables
(-1.7%), with a favorable rainy season for some crops. In energy (0.2%), electricity, LP
gas and low-grade gasoline fell again

= The core accelerated to 0.22%. Goods (0.2%) showed some pressures in ‘others’ (0.3%)
with processed foods (0.1%) more stable. In services (0.2%), the upward trend
continued for most categories. In this sense ‘others’ (0.4%) reflected a rebound in
tourism items, with ‘dinning away from home’ still under pressure

=  With bi-weekly figures, annual inflation moderated to 4.51% from 4.62% in the 2" half
of May, above 4% for a third consecutive fortnight. On the contrary, the core
accelerated to 4.20% (previous: 4.15%)

= Despite a complex outlook, we still expect -50bps by Banxico on Thursday. In addition,
we reiterate our year-end estimate at 7.00%

Inflation of 0.10% 2w/2w in the first half of June. The result was helped by the fall of the
non-core component (-0.29%), with declines both in agricultural items (-0.5%) and energy
(-0.2%). Within the former, fruits and vegetables came in at -1.7% —with relevant declines in
tomatoes, papaya, and zucchinis. ‘Meat and egg’ moderated to 0.3% after two fortnights of
meaningful increases, especially due to chicken. In energy, declines continued in electricity
(-0.9%), low-grade gasoline (-0.1%), and LP gas (-0.23%) —supported by international
references, among other factors. The core advanced 0.22%. Goods accelerated to 0.2%. We
should consider the end of the Hot Sale discount campaign, resulting in a rebound; on the
contrary, summer discounts began in this period. Processed foods grew 0.1%, with ‘others’
at 0.3%. Pressures in services (0.2%) continued. ‘Others’ rose 0.4%, impacted by the rebound
in tourism items (e.g. air fares up 9.9 % and packages up 2.0%). Moreover, ‘dining away from
home’ (0.4%) and restaurants (0.3%) kept trending higher. Finally, housing was more stable
at 0.2%.

1H-June 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
Housing 2.3 0.2
Air fares 2.2 9.9
Dining away from home 2.2 0.4
Beef 1.4 0.7
Pork 1.1 1.2
Goods and services with the largest negative contribution

Tomatoes -1.7 -3.0
Papaya -1.1 -9.4
Zucchinis -1.0 -8.8
Electricity -1.0 -0.9
Serrano chilies -0.9 9.4

Source: INEGI
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Slight moderation in annual headline inflation but still above 4%. Annual inflation has been
above Banxico’s target range for three consecutive fortnights, currently at 4.51% from 4.62%
y/y in the second half of May. The core accelerated at the margin to 4.20% (previous: 4.15%).
It is important to note that services have shown resistance to dip below 4.0% since the
beginning of the year, while goods have rebounded. The non-core moderated to 5.25% from
5.91%, again supported by energy prices. Agricultural products remain somewhat volatile, so
we will monitor closely the evolution of chicken, beef, and pork prices. President Sheinbaum
said on June 12 that the Ministry of Agriculture is seeking voluntary agreements or pacts to
include these three goods in the Plan Against Inflation (PACIC in Spanish). The National Union
of Poultry Farmers (UNA in Spanish) and the president of the Consejo Coordinador Empresarial,
Francisco Cervantes, have confirmed an upcoming agreement for them. In this backdrop, it is
relevant to recap other pricing policies implemented or planned by the government to
‘contribute to price stability’. The most recent is the National Corn-Tortilla Agreement (June
12t), which aims to maintain a stable price for tortillas. This could benefit items such as
processed foods and ‘other services’ (through the ‘dining away from home’ component). In
energy, the low-grade gasoline cap at $24 per liter is expected to expire in August 2025.
Nevertheless, it will likely be renewed for another six months. We will monitor closely whether
these policies are reflected in the CPI. For now, results indicate that it has been effective for
gasoline, with decreases since the agreement went into effect. In meat and eggs, the scope is
unclear, as the specifics will be key (e.g. a goal for each product, maximum prices, etc.). On
another front, the implementation of the 21% US tariff on Mexican tomatoes is scheduled for
July 15, which would be significant. The first effect will involve an excess of domestic supply,
helping to prices to the downside.
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Banxico will make its fourth consecutive 50bps rate cut on Thursday. With this result,
headline inflation has averaged 4.2% so far in 2Q25, 30bps higher than Banxico’s estimates for
the period. However, recent statements by some Board members suggest a strong conviction
for a 50bps cut to the reference rate, taking it to 8.00%. We anticipate a split decision. In our
view, the statement will continue to reflect concerns about the economic slowdown.
Nevertheless, the focus will be on the forward guidance and if they reiterate, eliminate or
modify it. All in all, we reaffirm our estimate of a 7.00% reference rate by year-end 2025.
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