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Ahead of the Curve April 18, 2022

Annual inflation to keep trending higher on generalized pressures
www.banorte.com
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Mexico weekly calendar

DATE TIME (ET) EVENT PERIOD UNIT BANORTE CONSENSUS PREVIOUS

Tue 19-Apr  7:00am Timely Indicator of Economic Activity (sa) March % yly - - 2.8

Tue 19-Apr  10:00am International reserves Apr-15 US$ bn - - 200.1

Wed 20-Apr 3:30pm Citibanamex bi-weekly survey of economic expectations

Fri22-Apr ~ 7:00am  CPlinflation 1H Apr % 2wl2w 011 0.05 0.59
%yly 767 751 762

Core %2w/2w 0.38 0.30 040

%yly 7.10 7.01 6.88

Source: Banorte; Bloomberg


https://www.banorte.com/cms/casadebolsabanorteixe/analisisyestrategia/analisiseconomico/mexico/20220401_IMEF_PMI_Mar_22.pdf

Proceedingin chronologicalorder...

February’s activity forecasts possibly lower, with positive signs for March.
This release will include the first estimate for March, as well as revised figures
for February. Werecall that January’s mid-point forecast stood at 1.8% y/y (using
sa figures), higher than the GDP-proxy (IGAE) at 1.6%. Turning to February, we
believe there is some uncertainty regarding the revision, albeit likely being to the
downside, considering that it stands at 2.8% y/y. So far, industrial production was
lower than what the indicator suggested, albeit with services giving hints of
further progress amid a more favorable backdrop. Despite of this, it will likely
maintain a sequential expansion. Signals for March are more positive, with
additional improvements in virus dynamics and mobility apparently stabilizing
above the pre-pandemic average. As such, timely data suggest that dynamism
continued, including IMEF’s PMIs and ANTAD sales.

Monthly GDP-proxy and the Timely Indicator of Economic Activity (TIEA)
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Weekly international reserves report. Last week, net international reserves
decreased by US$580 million, closing at US$200.1 billion (please refer to the
following table). According to Banxico’s report, this was explained by a negative
valuation effect in institutional assets. Year-to-date, the central bank’s
international reserves have fallen by US$2.3 billion.

Banxico's foreign reserve accumulation details

US$ millions
2021 Apr 8, 2022 Apr8, 2022 Year-to-date
Balance Flows
International reserves (B)-(C) 202,399 200,146 -580 -2,254
(B) Gross international reserve 207,745 207,319 -936 -426
Pemex - 0 350
Federal government - -121 3,208
Market operations - 0 0
Other - -815 -3,984
(C) Short-term govemment's liabilities 5,346 7173 -356 1,828

Source: Banco de México

Inflation in 1H-April boosted by the core component. We expect headline
inflation at 0.11% 2w/2w, 35bps higher than its 5-year average. Inside, the core
would be pressured once again, up 0.38% (contribution: +28bps), driven again by
increases in goods —partly due to an adverse seasonal effect—, but more modest in
services. The non-core would fall 0.67% (-17bps), benefiting from the start of the
summer discounts on electricity tariffs.
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However, we highlight additional pressures on other energy items and agricultural
goods. With these results, annual inflation would reach 7.67% from 7.45% on
average in March. Meanwhile, the core would rise to 7.10%, with 16 consecutive
fortnightshigher. Lastly, the non-corewould comeinat 9.37% (previous: 9.45%).

Within the core, pressures would center, once again, on goods (0.5%; +20bps),
particularly processed foods. These would climb 0.6% (+13bps), anticipating a
higher pass-through from input costs to final prices, mainly reflected on items
related to grains —like corn tortillas, cooking oils— but also soda and milk. ‘Other
goods’ would rise 0.6% (+8bps), with an adverse seasonality due to the end of the
last discounts on clothing that began at the start of the year. Services would be
more modest (0.2%; +8bps). On ‘others’ we notice a less adverse seasonality from
the Easter holiday on tourism categories —considering that increases occur mostly
before this period—, although with pressures on inputs driving up the rest of the
items, resulting in a 0.4% advance overall (+7bps). Housing would be more stable
and modest at the margin at 0.1% (+2bps).

At the non-core, energy would fall 2.7% (-28bps), dragged by electricity tariffs
(-12.1%; -25bps) given their typical seasonality. Also, on the downside we note
LP gas, down by 2.6% (-6bps). Specifically, declines in international references
and the appreciation of the MXN would have resulted in a lower price ceiling,
although with the latter also smoothening the fall. Meanwhile, and despite similar
dynamics for gasoline in global markets, fiscal stimulus to the excise tax was
reduced for all fuels, which we believe may have overcompensated for said
benefits. As a result, we anticipate low-grade gasoline at +0.5% (+2bps). In
agricultural goods (0.9%; +11bps), the increase would be concentrated in fruits
and vegetables, up 1.1% (+6bps), with our price monitoring suggesting upward
moves in chilies and tomatoes, albeit with declines in bananas and onions. On the
other hand, meat and egg (0.8%; +5bps), would be boosted again by chicken and,
to a lesser extent, eggs.
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