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Consumer prices up 0.68% 2w/2w in 1H-November. This number was higher
than consensus (0.66%), and our 0.62% forecast. Core inflation rose 0.16% 'F-.eS"e Orozco .
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(Banorte: 0.17%). The main deviation came from: (1) A higher impact from leslie.orozco.velez@banorte.com
agricultural goods (15bps vs. our +3bps), both because of fresh fruits and
vegetables (10bps) and meat and egg (5bps); (2) a lower contribution from
energy (+40bps vs our +46bps); and (3) a more significant contribution from
other services (+7bps vs. our +4bps), as shown in the table below.

1H-Nov inflation by components
% bi-weekly incidence

INEGI Banorte Difference

Total 0.68 0.62 0.06
Core 0.12 0.13 -0.01
Goods 0.04 0.06 -0.02
Processed foods 0.02 0.04 -0.01

Other goods 0.02 0.03 -0.01
Services 0.08 0.06 0.01
Housing 0.01 0.02 -0.01
Education 0.00 0.00 0.00

Other services 0.07 0.04 0.02
Non-core 0.56 0.49 0.07
Agriculture 0.15 0.03 0.12
Fruits & vegetables 0.10 0.04 0.06

Meat & egg 0.05 -0.01 0.06

Energy & government tariffs 0.41 0.46 -0.05

Energy 0.40 0.46 -0.05
Government tariffs 0.01 0.01 0.00

Source: INEGI, Banorte. Document for distribution among

Note: Contributions might not add due to the number of decimals allowed in the table. public
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Dynamics explained by pressures in components within non-core inflation.
In particular and as is typical in the period, the highest contribution came from
the reversal of electricity tariffs’ subsidies in some states (23.3% 2w/2w,
contributing 40bps). Apart from this, we also highlight pressures in some energy
and agricultural goods. Regarding the former, LP gas picked up 0.5% 2w/2w,
now with six consecutive fortnights increasing. On the contrary, low-grade
gasoline was basically flat in a context in which the international reference price
and the peso were relatively stable, while tax subsidies decreased marginally.
Regarding agricultural goods, we observed a 1.5% increase (15bps
contribution). Among the products with the highest impact, we highlight
tomatoes, up by 13.3% 2w/2w, on top of the 5.9% monthly increase registered
in October. Other goods in the top ten within this category included eggs
(4.7%), husk tomatoes (15.2%), nopal cactus (19.8%), and chicken (0.5%). On
the contrary, these were partially offset by avocadoes (-6.8%), lemon (-6.4%),
and oranges (-4.0%).

On the other hand, the core component grew 0.16%, resulting in a 12bps
contribution. We highlight that goods were up 0.1%, which was modest.
Contrary to our expectations, this component was not pressured due to a
previous adjustment higher in prices due to the start of EI Buen Fin (Mexico’s
version of Black Friday in the US). In this respect, we should mention that one
day of the event (November 15") fell within the sample period. Moreover and as
we expected, airfares (11.7%) were slightly pressured as a result of the extended
weekend due to the holiday in remembrance of the Day of the Mexican
Revolution, albeit tourism services were not as impacted (0.6%). We also
highlight that professional services saw a sizable 12.6% increase, which is
relevant in a context of concerns over the effect of a higher pace of minimum
wage hikes on labor costs.

Annual inflation inching slightly higher, but still close to the 3% target. In
particular and using bi-weekly figures, headline inflation was up by 7bps to
3.10%, still hovering near Banxico’s target. Nonetheless, it should be mentioned
that non-core inflation, while remaining low at 1.45%, has been increasing for
the last four consecutive prints. Core inflation inched lower at the margin,
standing at 3.66%. We believe controlled price dynamics, along the weakness of
activity and the widening of the output gap, among other factors, still argue for
the continuation of the central bank’s easing cycle in a prudent manner. For
details, see: “Banxico — The easing cycle will continue, decoupling from the
Fed”, <pdf>, November 14, 2019. We maintain our year-end inflation forecast
at 3.00% and will be focused on the adjustments of the central bank’s estimates
—both for headline and non-core inflation— within the 3Q19 Quarterly Report, to
be published in November 27". In the short-term, the central bank will keep its
attention to the magnitude of the minimum wage hike for 2020, which was
ranked at second place in the list of the main upside risks for inflation going
forward in the latest communique. This decision is going to be announced in
coming weeks. Lastly, we will keep looking at non-core dynamics, particularly
agricultural goods and energy, with some signs of an upward trend in the former
after an unusually muted behavior almost all year long, while the latter remains
negative at -2.2% yoy, aided by government policies.
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From our fixed income and FX strategy team

The market holds its pricing on further stimulus from Banxico,
acknowledging seasonality in today’s CPI. November’s 1H CPI printing at
0.68% 2w/2w came slightly above market expectations (0.66%) and our
estimate (0.62%), with a general annual reading that at 3.10% is still fairly close
to Banxico’s target. Meanwhile, core annual inflation located at 3.66% (from
3.68% at the end of last month), a factor to be considered in the central bank’s
following communications (Quarterly Report due on Wednesday and the
minutes from its last policy decision on Thursday). Pressures registered in the
bi-weekly reading are consistent with the typical and expected seasonality,
associated with the electric tariffs subsidy withdrawal at this stage of the year.
The market has acknowledged more favorable inflation dynamics in the last
months, expressed among in other gauges, in breakevens that hold at relatively
low levels despite recent adjustments that we link to the widespread local rate
sell-off recently experienced, on the back of weaker risk appetite conditions
globally. In particular, the 3- and 5-year readings print at 3.25% and 3.37%,
respectively, from 3.03% and 3.14% at the end of October, though still holding
a drop of nearly 70bps from the beginning of the year. This perception joins a
market pricing which is consistent with our view of further stimulus from the
central bank going forward. Specifically, the market currently discounts implied
rate cuts of -28bps for 2019 year-end and -138bps for 2020 year-end. In this
sense, we expect an additional 25bps rate cut for Banxico’s next meeting on
December 19" and an accumulated cut of 125bps in 2020, leaving the
benchmark rate at 6.00%. In terms of strategy, we prefer to wait for better entry
levels and market conditions for new directional recommendations.

Disclaimer

The information contained in this document is illustrative and informative so it should not be
considered as an advice and/or recommendation of any kind. BANORTE is not part of any party or
political trend.
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