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Mexico Inflation Flash

October’s biweekly inflation: inflation starts falling despite the
continuity of supply shocks

General: Actual: 0.45% f/f vs. BBVA: 0.48% f/f Consensus: 0.48% f/f
Core: Actual: 0.17% f/f, vs. BBVA:0.23% f/f, Consensus:0.16% f/f

« Non coreinflation remains affected by supply shocks although they were weaker in
the first half of October.

« Coreinflation remains well bounded by lack of demand pressures, and the recent
appreciation of the peso.

« Inflation will remain above 4% for a few more months; however this is the result of
increases within volatile prices rather than of a generalized inflationary process.

October’s biweekly Inflation dropped to 4.6% y/y from 4.8% in September. Core inflation remained at 3.6% vyly.
Meanwhile Non core inflation fell from 8.8% to 8.3% y/y and thus was the main contributor to the decrease in
general inflation.

Core inflation remained stable at 3.6% y/y, however the behavior of merchandise prices was better than
expected. Merchandise prices increased 0.17% f/f due to a lower than expected increase in the prices of
processed food whose inflation fell to 6.7% y/y from 6.9% y/y. This might be a consequence of producers not
being able to transfer the higher costs they are facing caused by the spike in grain prices globally, given that
demand remains weak. The inflation of the rest of merchandise remained stable around 4%, we expect this prices
to remain bounded in coming months given the recent appreciation in the exchange rate. The prices of services
remained stable at 2.25% y/y with all of its components practically unchanged in an annual basis. The positive
outcome in services inflation continues to signal the absence of demand pressures given the prevailing slack in the
economy. Core inflation will reduce slightly in the fourth quarter thanks to a better performance by the prices of
merchandise and the absence of pressures to services inflation.

Non core inflation reduced slightly as the supply shocks that have affected it seem to be weakening. The
prices of fruits and vegetables increased from 13.4% y/y in September to 14.3% y/y despite experiencing a -1.4%
reduction in the fortnight, this signals that production conditions in general are worse this year than in 2011. The
prices of livestock increased 0.22% f/f reducing its annual inflation from 17.7% to 17.2% yly, this was caused by a
favorable basis effect and by the fact that the supply shocks caused by the avian flu outbreak are weakening.
Despite this favorable outcome we must monitor the prices of livestock since its other components (pork and beef)
are facing higher costs caused by the spike of grain prices. Energy prices fell from 7.5% y/y in September to 5.9%
yly despite the increase of electricity fees that occurs in October and November caused by the end of the summer
season subsidies. This decrease was due in part by lower production costs, but it might also be caused by the new
fairer billing policy of CFE which causes a drop in the effective prices paid by households along the mid
consumption range. This immediate effect should dissipate in coming months although it will effectively help
annual electricity inflation to decrease for 12 months.

Bottom line: Inflation has begun decreasing, although the pace of this drop will be slow. Further
acceleration of the prices of fruits, vegetables and livestock cannot be ruled out, and poses the main
upwards risk to inflation. Tariffs set by local governments could also push inflation upwards at the
beginning of 2013. Inflation will remain above 4% for a few more months; however this will be the result of
increases within volatile prices rather than of a generalized inflationary process.


http://serviciodeestudios.bbva.com/

Table 1
Inflation (y/y and f/f % change)

Bi-weekly % chg. Annual %chg.
BBVA BBVA
1F Sep 2012 Consensus Research [1F Sep 2012 Consensus Research
CPI 0.45 0.48 0.48 4.64 4.68 4.68
Core 0.17 0.16 0.23 3.58 3.57 3.64
Non Core 1.38 1.54 1.30 8.27 8.44 8.19
Source: BBVA Research
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Source: BBVA Research with INEGI data.
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Disclaimer

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

Source: BBVA Research with INEGI data.
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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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