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Inflation 1H-October – Downside surprise on the back 
of non-core prices  
 Headline inflation (1H-Oct): 0.24% 2w/2w; Banorte: 0.32%; consensus: 0.33% (range:

0.26% to 0.54%); previous: 0.13%

 Core inflation (1H-Oct): 0.24% 2w/2w; Banorte: 0.19%; consensus: 0.19% (range: 0.16%
to 0.24%); previous: 0.11%

 As usual for the period, figures were dominated by the end of the summer discounts
on electricity tariffs, expanding 19.2%. However, the dynamics in the remainder of the
non-core were more positive, with declines in other energy items –highlighting low
grade fuel (-0.2%)– and in agricultural goods (-1.7%). At the core, goods (0.2%)
accelerated at the margin, driven by processed foods (0.3%). Services (0.3%) were
driven by the rebound in ‘professional services’ (3.6%), along with tourism items

 In bi-weekly terms, annual inflation dropped to 4.27% from 4.47%. We believe this will
be the lowest point in the year. Core inflation fell to 5.54% from 5.74%, still helped by
a positive base effect

 Considering a more challenging outlook across several fronts, we maintain our forecast 
of an upward trajectory in the remainder of the year, closing at 5.0%. Given this, we
expect the central bank to remain cautious, maintaining high rates for longer

Prices up 0.24% 2w/2w in the 1st half of October. This period is mainly impacted by the end 
of summer discounts on electricity tariffs –in its first tranche–, driving electricity up 19.2%. 
However, other energy items had a more favorable performance, noting a 0.2% drop in low-
grade gasoline –reflecting decreases in international references– and with LP gas more 
stable (0.0%). Agricultural items (-1.7%) showed relevant declines, with fruits and vegetables 
down 2.3% –highlighting tomatoes, onions, and oranges– and meat and egg contracting 
1.2% –with chicken and eggs dragging down the category. In this sense, both items fell for a 
second consecutive fortnight. At the core (0.24%), goods rose 0.2%, in turn driven by 
processed foods at 0.3% –highlighting pressures in sugar and beer. ‘Other goods’ were more 
contained at 0.1%. The seasonality in services (0.3%) is unfavorable in ‘others’ (0.4%), with 
a 3.6% rebound in ‘professional services’ after discounts in the previous month. On top of 
this, there were advances in airfares (11.0%) and tourism services (5.8%). ‘Dining away from 
home’ increased 0.2%. Finally, housing climbed 0.2%, with a slight acceleration relative to 
the previous fortnight. 

1H-October 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 
Electricity 27.1 19.2 
Sugar 2.6 5.6 
Air fares 2.4 11.0 
Tourism services 1.8 5.8 
Housing 1.6 0.2 
Goods and services with the largest negative contribution 
Tomatoes -6.9 -9.7 
Chicken -5.6 -3.3 
Onions -2.1 -7.3 
Eggs -1.5 -1.7 
Oranges -1.5 -6.8 
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The annual rate moderated again, although we believe it has already reached its lowest point 
of the year. Headline inflation fell to 4.27% from 4.47% in the 2nd half of September –which 
had already been above the figure seen in the first half of that month. Goring forward, more 
challenging outlook in terms of both base effects and other circumstantial conditions awaits 
us. Regarding the latter, we believe that risks are concentrated at the non-core –which 
moderated in the period to 0.48% from 0.71%. While agricultural goods have shown some 
respite in recent prints, we believe that the outlook remains highly complex. According to the 
National Water Commission, some form of drought or abnormally dry conditions affect 81.5% 
of the country's municipalities through October 15, improving at the margin vs. the second half 
of September which stood at 88.9%. However, according to the US National Oceanic and 
Atmospheric Agency (NOAA) Climate Prediction Center models, the chance of a ‘historically 
strong’ El Niño event stands at 30% –which we believe is a significant increase considering this 
scenario was not included in their previous report. In energy, although the price of oil has 
moderated relative to the previous month, we believe the possibility of additional shocks in a 
more complex geopolitical context –highlighting the conflict in the Gaza Strip– is higher. In the 
core –which kept moderating in the fortnight, standing at 5.54% from 5.74%–, we believe that 
services are still under greater risk –a position we share with the central bank. This category is 
only 40bps below its peak in this cycle (of 5.73% in the 2H-March 2023), unlike goods, where 
declines have been more substantial. However, there are still risks for processed foods and 
other goods, with further declines possibly hindered by increases in some input prices and the 
slight depreciation of the MXN. Given this, we maintain our call of an upward trajectory for 
headline inflation in the remainder of the year –closing at 5.0% y/y–, and a limited moderation 
at the non-core component to 5.1%.   

Considering risks for inflation, we believe Banxico will maintain a cautious stance in coming 
months. The minutes of the last meeting maintained a hawkish tone, with relevant comments 
on the balance of risks for inflation that in our view suggest heightened concerns. This, on top 
of other adverse factors that we have identified for prices in 2024, including that higher fiscal 
spending may have on demand side pressures. Given this scenario, we reiterate our estimate 
that the rate will remain unchanged for the rest of the year at 11.25%, with the first 25bps cut 
materializing until the May 9th meeting, standing at 9.25% by the end of 2024.  
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