Economic Analysis

BBVA November 9, 2011

Inflation Flash

Mexico

Inflation for October: slight annual rebound caused by higher
than expected energy prices

e CPI: Observed: 0.67% mom vs BBVA: 0.7% mom Consensus: 0.7% mom
e Core: Observed:0.26% mom vs BBVA: 0.23% mom Consensus:0.29% mom

« Inflation rebounded slightly in annual terms driven by the prices of energy which
accounted for 0.45% points of the 0.67% that inflation rose in October

« We estimate inflation will close the year around 3.4%. Despite there are some short
term factors that might deviate inflation upwards such as the high prices of corn,
wheat and oil, and to a lower extent the depreciation of the peso caused by global
uncertainty, inflation is fundamentally bounded, given that economic growth is not
strong enough to generate demand pressures.

During October inflation rose 0.67% mom (3.2% yoy) in line with market consensus and BBVA Research’s forecast
of 0.7% mom in both cases. Core inflation rose 0.26% mom also as expected (Consensus 0.29% mom BBVA
Research.0.23% mom), however this component performed below its medium term trend.

Core inflation raised 0.26% mom rebounding annually from 3.1% yoy in September to 3.2% in October. Within its
components, processed food (0.58% mom) showed renewed pressures due to the persistence of the high prices of
grains in the world, however non-food merchandise (0.18% mom) remains unaffected by the depreciation of the
peso and it even reduced annually from 2.17% in September to 1.93% in October. The prices of services
rebounded annually from 2.03% yoy to 2.3% yoy, driven by increases in the prices of professional services and
moderate pressures in the housing and education components.

Core Inflation raised 2.12% monthly reaching an annual rate of 3.25% yoy. The prices of energy grew from 4.3%
yoy in September to 5.6% in October, due to higher than expected adjustments in the prices of electricity and gas,
caused by the high prices of these commodities globally. On the other hand fruits and vegetables reduced their
prices -1.45% mom, this favorable performance has been an anchor for inflation all year.

We estimate inflation will close the year around 3.4%. Despite there are some short term factors that might deviate
inflation upwards such as the high prices of corn, wheat and oil, and to a lower extent the depreciation of the peso
caused by global uncertainty, inflation is fundamentally bounded, given that economic growth is not strong enough
to generate demand pressures.

Table 1
Inflation (m/m and y/y % change)
M/M % Change Y/Y % Change
Oct-11 Consensus BBVA Sep-11 Oct-11
CPI 0.67 0.70 0.70 3.14 3.20
Core 0.26 0.29 0.23 3.12 3.19
Non Core 2.12 2.05 2.25 2.98 3.09

Source: BBVA Research with INEGI data



Chart 1

General Inflation and Components

(yly % change)

Chart 2
General Inflation and Components
(m/m % change)

T 8.0

T 7.0

T 6.0

T 5.0

T 4.0

T 3.0

r 20

8.0 1
7.0
6.0
5.0 §
4.0 4
3.0 §
2.0

1.0 T T T T T T

o 9 O HA «dA «H -

RO B

5 02 L o0 o 9= 9=

c 20 §5¢ £ 2

= CPI Core

May-11

Jul-11

Jun-11
Ago-11

=== Non Core

Sep-11

Oct-11

1.0

2.5~
2.0 A
1.5
1.0 A
0.5 A
]
CPI Core Non Core
B Oct-11 Monthly Average 2004-2009

Source: BBVA Research with INEGI data

Pedro Uriz Borras
pedro.uriz2@bbva.com

Source: BBVA Research with INEGI data

Av. Universidad 1200, Col. Xoco, México 03339 D.F. | researchmexico@bbva.bancomer.com | www.bbvaresearch.com | Follow us on Twitter

Disclaimer

This document was prepared by Banco Bilbao Vizcaya Argentaria’s (BBVA) BBVA Research and BBVA Bancomer S. A., Institucion 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



