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October inflation - Agricultural items declined
despite a challenging backdrop

= Headline inflation (October): 0.38% m/m; Banorte: 0.36%; consensus: 0.39% (range:
0.36% to 0.44%); previous: 0.44%

= Core inflation (October): 0.39% m/m; Banorte: 0.39%; consensus: 0.38% (range: 0.35%
to 0.41%); previous: 0.36%

= The period is characterized by relevant seasonal patterns, noting the end of summer
discounts on electricity (19.2% m/m), which materialized since the 1% fortnight. Other
energy items were more mixed, while declines in agricultural goods were broader
(-2.1%). In the core, goods accelerated (0.3%), driven by processed foods. In services
(0.4%), ‘others’ rose 0.6% given seasonal upticks in several categories

= With this, annual inflation moderated to 4.26% from 4.47%. The core was also lower,
coming in at 5.50% (previous: 5.76%)

= Dynamics in the last couple of fortnights within the agricultural sector have surprised
to the downside, despite very challenging weather conditions. Nevertheless, given this,
along other challenges, could imply risks of a rebound in this category —possibly
impacting the headline index further ahead-

= Attention on Banxico’s decision later today, where we expect them to maintain a
hawkish tone, hinting that the easing cycle will take longer to start

Inflation of 0.38% m/m in October. This month is one of the most affected by seasonal
patterns, with the most relevant ones having already materialized in the first fortnight.
Among them, the end of the first tranche of the summer discounts on electricity stands out,
resulting in a 19.2% increase in this item. Other energy items were mixed, with low-grade
fuel falling marginally (-0.03%), while LP gas increased (+3.4%). Agricultural goods fell 2.1%,
dragged down by both fruits and vegetables (-3.1%) —highlighting declines in tomatoes,
onions, and oranges— and meat and egg (-1.1%) —even despite a slight reversal higher in the
2" half, especially in eggs. At the core (0.39%), we highlight an acceleration in goods, up
0.3%. The boost came mainly from processed foods (0.5%) —with a relevant increase in
sugar— although with ‘others’ also higher (0.2%). Seasonal gains also stand out in services
(0.4%), particularly in ‘others’ (0.6%). The latter included airfares (13.4%) and tourism
services (7.0%), as well as a rebound in professional services (4.7%). In addition, increases
continued in ‘dining away from home’, up 0.4%. Finally, housing was higher at the margin at
0.3%.

October 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

Electricity 27.1 19.2
LP gas 5.1 3.4

Sugar 4.3 9.7

Housing 3.1 0.3

Air fares 3.0 13.4
Goods and services with the largest negative contribution

Tomatoes -10.5 -14.5
Chicken -6.9 -4.1

Onions -3.5 11.7
Oranges -2.7 -11.9
Avocadoes -2.2 -8.6

Source: INEGI
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The annual rate continues to moderate, although risks remain to the upside. With these
results, annual inflation moderated to 4.26% from 4.45% in September, its lowest level since
early 2021, even though base effects have become more challenging. Meanwhile, the core
declined to 5.50% (previous: 5.76%), with goods behind this (at 5.6% from 6.2%), considering
that services maintain larger persistence to the upside (at 5.3% from 5.2%), as seen in the chart
below on the left. As mentioned in previous publications, the latter is quite relevant as we
believe risks are more tangible (e.g. such as cost increases, including wages) and also as this is
one of the components where monetary policy may have a greater effect. On the other hand,
non-core inflation adjusted lower to 0.56% after increases in the previous two months. Despite
significant declines in some items within the latter, we remain concerned going forward. We
are struck by the recent downward reversal in fruits and vegetables —accumulating a 4.0%
decline since the 1%t half of September—, despite drought levels in our country having reached
some of their worst points in about three years. We believe that a catalyst for the decline has
been the fall in fertilizer prices. According to Grupo Consultor de Mercados Agricolas, this is
explained by higher imports at lower prices. However, if the benefits cannot be transferred to
production further due to water scarcity —especially given greater disruptions due to the E/
Nifio phenomenon-—, it is very likely that prices will rebound. We must add to this the effects
from the aftermath of Hurricane Otis. Just on this front, according to several press reports,
about 70% of the crops in the state of Guerrero are at risk of being lost. Considering these and
other factors detailed recently, we maintain our year-end inflation estimate at 5.0%, while
acknowledging that the figure could be slightly lower given most recent dynamics.
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Attention on Banxico’s decision later today. We expect the monetary authority to maintain
its reference rate unchanged at 11.25%. This is a forecast we have held since late April, with
the consensus view converging to this point only recently. We think the statement will
maintain a hawkish tone, consistent with a complex outlook for monetary policy. On some of
the most relevant points that are included in the release, we anticipate: (1) Upward revisions
in headline and core inflation forecasts, with changes between 10 and 30bps in coming
quarters; (2) a balance of risks to prices still skewed to the upside; (3) the repetition of the
phrase about the convenience of an ‘extended period’ with the rate at the current level; and
(4) reaffirming a constructive view on economic activity. As such, we believe the document will
support our view that the easing cycle will take longer to materialize, starting with a 25bps cut
in May 2024’s meeting.
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