April inflation - Favorable seasonality, with
an additional decline in the annual print

= Headline inflation (April): -0.02% m/m; Banorte: 0.02%; consensus:
-0.04% (range: -0.10% to 0.04%); previous: 0.27%

= Core inflation (April): 0.39% m/m; Banorte: 0.43%; consensus: 0.41%
(range: 0.37% to 0.45%); previous: 0.52%

= Results were mostly favorable, remembering the downward seasonality
for electricity (-12.5%) given the start of the summer discounts. In
addition, we saw an additional decline for LP gas (-5.6%). Nevertheless,
agricultural items were more mixed (0.0%), with meat and egg to the
upside (1.2%). In the core, goods were held in check (0.5%), including
processed foods (0.5%) In services (0.3%), some pressures persisted in
‘others’ (0.2%)

= Annual inflation fell to 6.25% from 6.85%, helped by base effects along
more modest pressures in some categories. The core shows more
reluctance to the downside at 7.67% from 8.09% previously

= Considering recent comments from Banxico members, along today’s
results and the new tone from the Fed, we believe that the hiking cycle
is over. We expect the central bank to hold its reference rate at 11.25%
in its upcoming decision next week

= The market assimilates the end of the tightening cycles in the US and
Mexico

Inflation at -0.02% m/m, with favorable seasonal effects. The core came in at
0.39%, also lower at the margin. Many of the changes from the first half would
have determined the result, especially for the non-core, noting the 12.5% decline
in electricity due to the start of summer discounts. LP gas extended its decline by
-5.6% —despite increases in the 2™ half-, with low-grade gasoline (0.6%) affected
by higher international prices. In agricultural items (0.0%), fruits and vegetables
declined 1.6% given a good performance in the early part of the month. In meat
and egg (1.2%), increases were seen in chicken through the period. In the core,
goods (0.5%) were influenced both by processed foods (0.5%) as well as ‘others’
(0.5%). In the former we note advances in key items such as corn tortillas and
‘other cooked foods’. Meanwhile, services (0.3%) were affected by some
pressures in ‘others’ (0.2%). Increases centered in categories such as ‘dining away
from home’, partially offset by the decline in tourism items after Easter.

April inflation: Goods and services with the largest contributions
% m/m; monthly incidence in basis points

Goods and services with the largest positive contribution Incidence % m/m
Chicken 8.2 4.7
Housing 3.7 0.4
Low-grade gasoline 3.0 0.6
Dining away from home 2.8 0.6
Oranges 2.6 14.6
Goods and services with the largest negative contribution
Electricity -25.2 -12.5
LP gas 9.6 5.6
Tomatoes 5.6 9.9
Air fares 3.7 -15.8
Serrano chilies 2.4 -18.1
Source: INEGI
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Annual inflation keeps declining due to several factors. Headline inflation fell
to 6.25% y/y from 6.85% in the previous month, adding three months of declines.
Similarly, both the core and non-core were lower at 7.67% and 2.12%,
respectively. This is due to several factors, such as: (1) A more favorable base
effect (with the annual metric for the headline climbing 23bps in the same period
of the previous year); (2) declines in several categories, especially some energy
(e.g. LP and natural gas) and agricultural items; and (3) lower pressures on goods
within the core. Regarding the second ones, although we expected more risks after
the OPEC+ announcement on output cuts, adjustments after the first reactions
have been to the downside —partly affected by growing fears of a coming
recession. This in a context of local ‘shock absorbers’ —including the subsidy to
the gasoline excise tax and the price ceiling for LP gas— that seem to have helped
to lessen the shock, with attention to movements on upcoming fortnights. On the
third point, the decline has been seen in both processed foods and ‘other goods’,
where we believe the strength of the MXN and lower input costs have helped.
However, our concerns remain in services, particularly ‘others’, although with
housing also gaining importance. We believe the effects of higher labor costs have
had an adverse impact on several categories, such as ‘dining away from home’
and medical services. Meanwhile, we think that the cumulative effect on prices in
recent years may be influencing consumer expectations to some degree, thus
impacting rent adjustments. In this context, we maintain our year-end forecast for
headline inflation at 4.8% y/y, with balanced risks.

We continue to believe that Banxico has already ended the tightening cycle
at 11.25%. Following recent comments from some Board members, we maintain
our expectation that the central bank will keep the reference rate unchanged in its
decision next week. Moreover, today's results —with an additional moderation in
annual rates— and a change in the tone of the Fed's communication in its last
decision, reaffirm our view that the tightening cycle in Mexico is over, with the
terminal level of the rate having been reached in March at 11.25%. However, we
believe the central bank will maintain a hawkish tone and a cautious stance as
concerns about core dynamics persist. Specifically, we believe that the latter will
mean that there is will take some time before cuts can begin, which we see until
next year.

From our fixed income and FX strategy team

The market assimilates the end of the tightening cycles in the US and Mexico.
Market participants believe that both the Fed and Banxico have already ended
their tightening cycles at levels of 5.00%-5.25% and 11.25%, respectively,
because of the accumulated tightening of +500bps and +725bps in the same order
will return inflation to their respective targets. In Mexico, this vision was
consolidated after today’s CPI report, while CPI in the US will be released
tomorrow. Since the last decision by Banxico, Mbonos have registered a modest
gain of 8bps, on average. In contrast, inflation-linked bonds (Udibonos) have
averaged losses of 20bps. As a result, breakevens continue to compress, with most
tenors approaching 12-month lows, except for the 3-year and 5-year readings.
Despite this adjustment, we do not see enough attractive in Udibonos, at least for
now.
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