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September inflation forecast: annual headline inflation
will ease for the fifth month in a row and core inflation
for the fourth consecutive month
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We expect a 0.25% MoM headline inflation print in September (2.99% YoY), with core coming in at 0.27% MoM
(3.72% YoY). If our monthly forecasts prove correct, annual headline inflation would further slow down to 3.0% from
3.2% in August. September will mark the fifth month in a row with annual headline inflation declining since reaching
4.4% in April. It will stand below 3.0% for the first time in three years. Meanwhile, core inflation will most likely ease to
3.7% (from 3.8% in August), staying in a downward trend for the fourth consecutive month. We have been expecting
core inflation to somewhat ease in 3Q and to ease markedly in 4Q. As we have been arguing, in a backdrop of a
widening negative output gap and a stable MXN, core inflation was set to begin to slow down. Recent data supports
our view. We expect core inflation to ease to 3.6% in October, to 3.5% in November and to 3.3% by year-end.
Meanwhile, we further adjusted to the downwards our year-end headline inflation forecast, now to 2.7% (from 2.9%),
well below the recently adjusted consensus forecast (3.1%). We are certain that headline inflation will end the year
below 3.0%, but we fine-tuned our year-end forecast to allow for a more likely close of the year and to signal that we
now believe that inflation will close the year somewhat closer to 2.5% than to 3.0%. Inflation’s backdrop along with a
weakening economy and a stable MXN points to a faster monetary policy-easing pace. We now expect the monetary
policy rate to reach 7.0% by year-end and 6.0% by year-end 2020.
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Disclaimer

This document was prepared by Banco Bilbao Vizcaya Argentaria’s (BBVA) BBVA Research and BBVA Bancomer S. A, Institucién de Banca
Multiple, Grupo Financiero BBVA Bancomer on behalf of itself and is provided for information purposes only. The information, opinions, estimates
and forecasts contained herein refer to the specific date and are subject to changes without notice due to market fluctuations. The information,
opinions, estimates and forecasts contained in this document are based upon information available to the public that has been obtained from
sources considered to be reliable. However, such information has not been independently verified by BBVA Bancomer, and therefore no warranty,
either express or implicit, is given regarding its accuracy, integrity or correctness. This document is not an offer to sell or a solicitation to acquire or
dispose of an interest in securities.
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