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Inflation Forecast for the 1st Fortnight of May 2020:

COVID-19 related supply-side shocks at work?

Based on our price monitor, we expect headline inflation for the
1%t Fortnight of May 2020 at 0.31%, with underlying core and
non-core inflations at 0.23% and 0.54%, respectively (see Figure
1 and Table 1).

Accordingly, incidences of the core and non-core components in our
headline inflation forecast are 0.18 and 0.12 percentage points
(pps), respectively (see Figure 2 and Table 1):!

a. On the core component’s side, Food merchandises prices
contribute 0.15 pps to the headline estimate.

b. On the non-core component’s side, Fruits and Vegetables
prices contribute 0.21 pps. This effect is only partially offset by
Energy prices that subtract -0.09 pps to the final figure.

Should our estimates materialize, INPC prints for 1F May 2020 (to
be released by INEGI this Friday) will be very much atypical due to
three factors related to current extraordinary shocks:

i. Core inflation figures, which we expect to be affected by the
continuing increase in Food merchandises prices.

ii. Fruits and Vegetables prices reversing its recent downward
trend.

iii. Seasonal effects supporting low Energy prices (due to reduced
electricity tariffs) —which generally push biweekly non-core
inflation to negative domain at this time of the year—, being
offset to a great extent by Gasoline prices dynamics which,
albeit at still very low levels, we see increasing from its local

minimum.

1 The sum of incidences can differ from the headline number due to rounding effects.
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e As a result, our 12-month headline inflation forecast goes up, from 2.21% in 2F Apr, to

2.84%, with both 12-month core and non-core inflation estimates increasing from 3.61% and

-2.00% to 3.75% and 0.02%, respectively.

Figure 1. 1F May’s inflation (%) Figure 2. Inflation incidences (pp)
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Source: Finamex Economic Research with data from INEG

. Source: Finamex Economic Research with data from INEGI.

Table 1. 1F May’s inflation: Forecast and past prints

Bi-weekly variation (%)
Finamex 1F May 2020 1F May 2019 1F May 2018

Bi-weekly contribution (%)

X Difference
Finamex 1F May 2020

Core 0.23 0.09 0.13 0.18
Merchandise 0.38 0.13 0.06 0.15
Food merchandise 0.72 0.20 0.19 0.15
Non-food merchandise 0.02 0.04 -0.04 0.00
Services 0.06 0.05 0.18 0.02
Housing 0.07 0.15 0.09 0.01
Education (tuitions) 0.01 0.04 0.02 0.00
Other services 0.07 -0.02 0.33 0.01
Non-core 0.54 -1.49 -1.51 0.12
Agriculture 2.01 0.21 -0.69 0.21
Fruit and vegetables 4.34 -0.65 -1.60 0.21
Livestock 0.02 0.93 -0.16 0.00
Energy and government approved fares -0.70 -2.69 -1.99 -0.09
Energy -1.05 -3.87 -3.00 -0.09
Government approved fares 0.00 0.14 0.05 0.00

-The sum of the components among a subindexes may have differences due to rounding.
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Disclaimer

The information included in this document should not be considered as a complete and detailed description of the
terms and conditions of a particular operation. The terms and conditions applicable to a particular operation will
be included in the documents that, if applicable, the parties sign. The information included in this document is
based on reliable sources; however, it does not represent, imply or guarantee accuracy or fidelity and is subject to
changes, amendments, additions, clarifications or substitutions at any time and without prior notice. In the same
way, this document is for informational and guidance purposes and therefore should not be considered as an
investment recommendation or advisory or as an offering of investment instruments or securities for sale, purchase
or subscription. Past returns do not guarantee future returns. This document does not constitute a recommendation,
advice or opinion on accounting, tax, legal or any other aspects; these aspects must be evaluated by each party
with the support of the advisors it deems necessary. Casa de Bolsa Finamex, S.A.B. de C.V. (including its
shareholders, officers and employees) will not be liable for damages or losses of any kind that are intended to be
based on the use of this document or its content.

The information contained in this document is strictly confidential for its addressee and its total or partial
reproduction is prohibited without the prior written authorization of Casa de Bolsa Finamex, S.A.B. de C.V.

(*) Research analyst(s) primarily responsible for the preparation and content of this research report.




