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Annual inflation at a new historical low,
yet again

= INEGI just published its inflation report for in the first half of
September

= Headline inflation (Sep): 0.32%2w/2w (Banorte-Ixe: 0.29%2w/2w;
consensus: 0.26%2w/2w)

= Core inflation (Sep): 0.27%?2w/2w (Banorte-Ixe: 0.32%2w/2w;
consensus: 0.26%2w/2w)

= Inflation in the first half of September was explained by pressures on
education prices along with increases in other merchandise prices

= With these numbers, annual inflation is at 2.53% vs. 2.59% in previous
month

= Sell-off in local rates as concerns increase on the effects of FX dynamics
on Banxico’s stance and inflation

Consumer prices increased 0.32%2w/2w in in the first half of September,
above expectations. Core inflation was 0.27% vs. our 0.32% estimate. The
main deviation from our forecast comes from: (1) A lower than expected
contribution of services prices (8.8bps vs. our 13.1bps); (2) a larger than
expected contribution of energy prices (0.6bps vs. our 0.4bps); (3) an
underestimation of merchandise prices (11.7bps vs. our 11bps); (4) an
underestimation of government tariffs (1.8bps vs. our 0.2bps); (5) a larger than
expected contribution of agricultural prices (9bps vs. our 4bps), as shown in the
table below.

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

INEGI Banorte-Ixe Difference
Total 0.32 0.29 0.03
Core 0.20 0.24 -0.04
Goods 0.12 0.11 0.01
Processed foods 0.03 0.07 -0.03
Other goods 0.08 0.05 0.04
Services 0.09 0.13 -0.04
Housing 0.013 0.017 0.00
Education 0.1 0.1 -0.01
Other services -0.03 0.00 -0.03
Non-core 0.12 0.05 0.07
Agriculture 0.09 0.04 0.05
Fruits & vegetables 0.07 0.02 0.05
Meat & eggs 0.02 0.02 0.00
Energy & government tariffs 0.02 0.01 0.02
Energy 0.01 0.00 0.00
Government tariffs 0.02 0.00 0.02

Source: Banorte-Ixe with data from INEGI and Banco de México.
Note: Contributions might not add due to the number of decimals allowed in the table. Previous to year 2011, contributions might
not add because of the change in CPI-calculation methodology.
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Inflation in the first half of September was explained by pressures on
education costs along with increases in other merchandise prices. In the first
case, merchandise prices increased 0.34%2w/2w on the back of an increase of
0.21% in food prices. Meanwhile, other goods were up 0.44%, which could
suggest some pass-through from the exchange rate depreciation to inflation.
Meanwhile, services prices increased 0.22%, as a result of housing costs up
0.07%, while education costs increased 2%, explained by seasonal increases
given the back to school season. In fact, the report mentioned tuition costs for
primary (3.97%), high-school (3.71%), college (3.62%), and preschool
education (3.62%), among the items with increasing prices. In the non-core,
agricultural prices were up 0.98%2w/2w due to higher prices of fruits and
vegetables (2.1%) along with an increase of 0.38% in “meat and egg”. INEGI
mentioned tomatoes (7.41%) and onion (11.74%), among the products with
rising prices. In addition, government tariffs increased 0.33%, as a result of
increases in urban bus fares, among others.

A new historical low. With these data, 12-month inflation stands at 2.53% vs.
2.59% in the previous month. Meanwhile, the core inflation remains unchanged
at 2.3%yoy.
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From our fixed income and FX strategy team

Sell-off in local rates as concerns increase on the effects of FX dynamics on
Banxico’s stance and inflation. The local fixed-income market has been
strongly affected by the risk aversion observed worldwide. The uncertainty on
several factors such as Fed and China has steered EM risk premia higher. In
addition, market participants have depicted their concern on pent up inflation
given recent FX dynamics that could result in a pass-through effect (hot seen at
the moment). Today’s CPI report put additional pressure on local rates, as it
came in above market expectations, despite an annual print reaching new lows.
In this sense, we expect market correction to continue on the back of current
global conditions. However, we acknowledge that the short-end of the curve is
approaching once again interesting entry levels for long positions. On the other
hand, short-term Mexican linkers benefited today from the inflation reading, in
addition to a cheap relative valuation vis-a-vis nominal-rate securities. In the FX
market, the Mexican peso continues on a downward trend, currently trading at a
new historical low of 17.32 per dollar, although with scarce evidence of a strong
reaction to the report. Nevertheless, concerns over pass-through effects to prices
from FX weakness should stay as the currency remains pressured in a highly
volatile and uncertain external environment, particularly after the latest Fed
decision. Since that moment we have been recommending to buy USD/MXN on
dips, with the peso still vulnerable given low carry levels and Banxico’s
reticence to hike rates ahead of the US. We maintain this view in spite of the
recently strong depreciation which could entice some investors for long peso
positions, at least on a tactical basis. After breaching the 17.00 per dollar level
and trying to weaken past its previous historical low at 17.31, we do not discard
that further volatility in global markets that could push the peso to test the
psychological of 17.50 in coming days as the next relevant technical level.

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.



STBANORTE [(@1xe]

GRUPO FINANCIERO BANORTE S.A.B. de C.V.

Research and Strategy
Gabriel Casillas Olvera Chief Economist and Head of Research gabriel.casillas@banorte.com (55) 4433 - 4695
Raquel Vazquez Godinez Assistant raquel.vazquez@banorte.com (55) 1670 - 2967

Economic Analysis

Delia Maria Paredes Mier Executive Director of Economic Analysis delia.paredes@banorte.com (55) 5268 - 1694
Alejandro Cervantes Llamas Senior Economist, Mexico alejandro.cervantes@banorte.com (55) 1670 - 2972
Katia Celina Goya Ostos Senior Global Economist katia.goya@banorte.com (55) 1670 - 1821
Eﬂégn:ﬁ:g/-:lzjzandro Calvo Economist, Regional & Sectorial miguel.calvo@banorte.com (55) 1670 - 2220
Juan Carlos Garcia Viejo Economist, International juan.garcia.viejo@banorte.com (55) 1670 - 2252
Rey Sall Torres Olivares Analyst saul.torres@banorte.com (55) 1670 - 2957
Lourdes Calvo Fernandez Analyst (Edition) lourdes.calvo@banorte.com (55) 1103 - 4000 x 2611

Fixed income and FX Strategy

Alejandro Padilla Santana Head Strategist — Fixed income and FX alejandro.padilla@banorte.com (55) 1103 - 4043
Juan Carlos Alderete Macal, CFA  FX Strategist juan.alderete.macal@banorte.com (55) 1103 - 4046
Santiago Leal Singer Analyst Fixed income and FX santiago.leal@banorte.com (55) 1670 - 2144

Equity Strategy

Director Equity Research —
Telecommunications / Media

Victor Hugo Cortes Castro Equity Research Analyst victorh.cortes@banorte.com (55) 1670 - 1800

Senior Equity Research Analyst —
Conglomerates/Financials/ Mining/ Chemistry

Marisol Huerta Mondragén Equity Research Analyst — Food/Beverages marisol.huerta.mondragon@banorte.com (55) 1670 - 1746
Equity Research Analyst — Airports / Cement /

Manuel Jiménez Zaldivar manuel.jimenez@banorte.com (55) 5268 - 1671

Marissa Garza Ostos marissa.garza@banorte.com (55) 1670 - 1719

José ltzamna Espitia Hernandez . jose.espitia@banorte.com (55) 1670 - 2249
Infrastructure / Fibras

Valentin Ill Mendoza Balderas Equity Research Analyst — Auto parts valentin.mendoza@banorte.com (55) 1670 - 2250
Maria de la Paz Orozco Garcia Analyst maripaz.orozco@banorte.com (55) 1670 - 2251
Corporate Debt

Tania Abdul Massih Jacobo Director Corporate Debt tania.abdul@banorte.com (55) 5268 - 1672
Hugo Armando Gémez Solis Analyst, Corporate Debt hugoa.gomez@banorte.com (55) 1670 - 2247
|dalia Yanira Céspedes Jaén Analyst, Corporate Debt idalia.cespedes@banorte.com (55) 1670 - 2248
Wholesale Banking

Armando Rodal Espinosa Head of Wholesale Banking armando.rodal@banorte.com (55) 1670 - 1889
Alejandro Eric Faesi Puente Head of Global Markets and Institutional Sales  alejandro.faesi@banorte.com (55) 5268 - 1640
Alejandro Aguilar Ceballos Head of Asset Management alejandro.aguilar.ceballos@banorte.com (55) 5268 - 9996
Arturo Monroy Ballesteros Eii:\i(?; Investment Banking and Structured arturo.monroy.ballesteros@banorte.com (55) 5004 - 1002
Gerardo Zamora Nanez I;I:stc(j)r?rf];ransactlonal Banking, Leasing and gerardo.zamora@banorte.com (81) 8318 - 5071
Jorge de la Vega Grajales Head of Government Banking jorge.delavega@banorte.com (55) 5004 - 5121
Luis Pietrini Sheridan Head of Private Banking |uis.pietrini@banorte.com (55) 5004 - 1453
René Gerardo Pimentel Ibarrola ~ Head of Asset Management pimentelr@banorte.com (55) 5268 - 9004
Ricardo Velazquez Rodriguez Head of International Banking rircado.velazquez@banorte.com (55) 5268 - 9879
Victor Antonio Roldan Ferrer Head of Corporate Banking victor.roldan.ferrer@banorte.com (55) 5004 - 1454


mailto:katia.goya@banorte.com
mailto:jespitia@ixe.com.mx
mailto:hgomez01@ixe.com.mx

