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December inflation - Strong pressures in fruits and
vegetables, but with the core more modest

= Headline inflation (December): 0.71% m/m; Banorte: 0.61%; consensus: 0.62% (range:
0.40% to 0.69%); previous: 0.64%

= Core inflation (December): 0.44% m/m; Banorte: 0.51%; consensus: 0.49% (range:
0.47% to 0.59%); previous: 0.26%

= We highlight the strong increase in fruits and vegetables (7.1%) after declining in the
two previous months. On the contrary, both meat and egg (0.0%) and energy (0.0%)
were unchanged —although with mixed dynamics inside the latter. At the core, ‘other
goods’ (0.2%) were impacted by the reversal of November discounts. Services grew
0.6%, with a seasonal uptick in tourism-related categories along usual pressures in
other items

= With this, inflation in full year 2023 stood at 4.66%, accelerating from 4.32% in
November. The core moderated, ending the year at 5.09% (previous: 5.30%)

= We believe short-term dynamics will remain challenging, with hurdles for some goods
within the non-core. As such, we believe Banxico will wait until March to begin cutting
rates

Inflation at 0.71% m/m in December. The result was pressured higher by a relevant increase
in fruits and vegetables —which prevailed throughout the month—, up 7.1% after a 3.2%
accumulated decline in the two previous months. The largest contributors were tomatoes,
onions, and nopales, just to name a few. Sticking with the non-core, meat and egg were
unchanged (0.0%), helped by the latter. Energy items were also contained (0.0%), noting the
decline in low-grade gasoline (-0.3%), albeit with LP gas (0.2%), and electricity (0.7%)
stronger. At the margin, government tariffs rose 0.2% after two months of modest changes.
Turning to the core (0.44%), the print was better-than-expected. Seasonality is relatively
adverse, with ‘other goods’ up 0.2% due to the reversal of several discount campaigns held
in November, although more modest than what we expected. ‘Other services’ (1.0%) are
skewed to the upside on the back of categories such as airfares (15.8%) and tourism
packages (6.1%) —even after adjusting lower in the 2" fortnight. Within the latter, pressures
persist in items such as ‘dining away from home’ (0.8%). On a more positive note, processed
foods moderated at the margin to 0.4% —despite Femsa’s announcement of upward
adjustments in its product offering during the month— after accelerating in October and
November. Lastly, in the remainder of services, housing was relatively low at 0.2%.

December 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
Tomatoes 17.8 29.6
Onions 13.7 55.3
Air fares 43 15.8
Dining away from home 4.2 0.8
Nopales (cactus) 3.2 33.8
Goods and services with the largest negative contribution
Serrano chilies -1.9 -16.5
Carrots -1.8 -15.1
Low-grade gasoline -1.5 -0.3
Eggs -1.0 -1.0
Lemons -0.9 -6.6
Source: INEGI
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Annual inflation ends 2023 at 4.66%... This represents an acceleration relative to the 4.32%
seen in the previous month. However, this is the best result for a year-end since 2020, leaving
behind some major shocks such as the pandemic and supply chain disruptions, the strong
rebound in food prices, and the war in Ukraine, to name a few. The core remains high at 5.09%
(previous: 5.30%), still pressured by services —especially ‘others’- despite a relevant
moderation in goods throughout the year.

Annual inflation by components
% y/y, year-end print
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...with relevant challenges in the short-term. One of the most important drivers in the last
couple of fortnights has been the strong increase in fruits and vegetables. This is not entirely
surprising, considering its high volatility and harsh droughts throughout the second half of
2023. Nevertheless, costs of these goods were contained in October and November, helping
headline CPI significantly. However, considering the prevailing climatological conditions at the
moment, characterized by a relatively difficult winter —coupled with an adverse seasonality for
some goods with an important weight, such as avocadoes—, pressures could continue. We must
add other factors that could skew results upwards in upcoming fortnights, such as: (1) The
usual adjustments that materialize at the beginning of the year, including government tariffs
and taxes (e.g. excise taxes on fuel, soft drinks); (2) potential pressures stemming from the
20% increase to the minimum wage, starting on January 15%; and (3) the possible pass-through
of higher agricultural products’ prices to items such as ‘dining away from home’ and ‘processed
foods’. We are also cautious on the recent increase in freight costs due to geopolitical issues,
which may affect disinflation in goods. Overall, it is our take that the first fortnights of the year
will be key to assess the underlying path of some important items, especially those within
‘other services’ due to its sensitivity to domestic demand conditions.

Banxico will wait until March to start cutting rates. The central bank’s latest communications
suggest that the time to discuss the first interest rate cut has arrived. However, we believe that
conditions still warrant caution, which would translate into: (1) A first rate cut materializing in
the second meeting of the year —on March 215- by 25bps; and (2) a gradual pace in the
reduction of monetary tightening, at least at the start of the easing cycle. In this sense, we
expect adjustments to accelerate, both in pace and magnitude, until well into the second half
of the year, taking the rate to 9.25% by the end of 2024.
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