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Mexican Inflation Surprises Higher

e Mexico: October inflation surprises to the upside

e Headline inflation stood at 3.75% y/y, above consensus and still below 4%,
although with increases across its components

e Coreinflation accelerated to 3.80% after months of deceleration, with increases in
both goods and services

e The non-core component rebounded, rising to 3.59% y/y, mainly due to sharp
increases in fruits and vegetables and slight increases in energy prices

¢ Inflation expectations for year-end 2026 remain elevated, although below 4%

In October, headline inflation rebounded, rising from 3.45% to 3.75% (chart 1). Although it
remains below 4% for the sixth consecutive month, it came in above the 3.65%
anticipated by consensus. On a sequential monthly basis, it rose 0.65%, and it continues
to be pressured by both the core component and by agricultural products within the non-
core component (chart 2).

After an eleven-month deceleration process, core inflation increased again from 3.75% to
3.80%, also above the 3.78% consensus, with a sequential monthly surge of 0.34%. Within
it, goods rose from 3.21% to 3.25%, driven by a rise in non-food goods, which stood at
2.15% from the previous 2.03%, while food goods edged down to 4.53% from the 4.57%
recorded the previous month. Services increased again after five months of deceleration:
they rose from 4.27% to 4.32% in October, driven by services other than housing and
education, which moved from 4.73% to 4.87%, although education held at 5.84% and
housing stood at 3.53% from the previous 3.55%.

For its part, non-core inflation rose again, going from 2.45% to 3.59% y/y, with a 1.75%
m/m change, the largest monthly increase since April. The agricultural component stood
at 2.99%, where fruit and vegetable subcomponents rebounded to 13.89%—its highest
level in five months— offset by livestock products, which showed a negative annual
change of -3.61%. Energy and government-approved tariffs stood at 4.06%—rising above
4% for the first time in 20 months—driven by an increase in energy prices from 1.48% to
2.27%—their highest level in fifteen months.

Among the products with the largest upward impact—ordered by greatest incidence—
are electricity, with a monthly change of 18.51%, air transportation at 26.36%, tomatoes at
9.68%, domestic LP gas at 3.67%, and tomatillos at 35.58%; while internet, telephone and
pay-TV packages, potatoes, and lemons continued to see falling prices this month.
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Among the factors and products that moved prices this month, energy prices stand out, specifically electricity, which had a monthly change
of 18.51% caused by the end of the summer subsidy. Beyond electricity, domestic LP gas rose 3.67% month over month, a pressure that had
already been building since September. In services, air transportation stood out with a 26.36% increase, followed by professional services
(9.88%), package tourism services (8.72%) and owner-occupied housing (0.26%). On the agricultural side, supply shocks in fruits and
vegetables explained a large part of the non-core increase: tomatillos rose 35.58%, zucchini 23.22% and tomatoes 9.68%. Conversely,
several items helped contain and prevented a larger rebound: internet, telephone and pay-tv packages (-2.48%), potatoes and other
tubers (—6.29%), lemons (-16.53%), oranges (—8.90%) and automobiles (-0.47%). It is important to note that, while electricity and gas are
seasonal or cost adjustments tend to reverse, the recovery of core inflation to 3.80% y/y—which broke nine months of deceleration—
points to more persistent pressures, especially in services.

This data is released against a delicate monetary policy backdrop. Last Thursday, Banco de México’s Board of Governors cut the policy rate
by 25 basis points to 6.25% in a split decision that surprised markets, as consensus had anticipated a pause. The majority justified the
adjustment by noting that the disinflation process “has continued,” alongside the absence of demand-side pressures and limited exchange-
rate pass-through. Moreover, three of the five Board members had indicated in the minutes of the September meeting that there was still
room for additional “fine-tuning”. Regarding year-end 2026 headline inflation expectations, the Citi Survey placed them at 3.90% and the
Banxico Survey at 3.88%, while Banxico revised its 4Q26 forecast to 3.7% from 3.5%, suggesting that inflationary pressures could persist
through year-end. With the balance of risks skewed to the upside, particularly due to persistent services inflation, peso depreciation, and
energy price volatility, the October inflation print and market expectations appear somewhat at odds with the outlook of some Board
members. This divergence could strengthen the case for keeping monetary policy on hold rather than resuming the easing cycle, although
the policy path will ultimately depend on the evolution of inflation and its underlying components over the coming months.

—Rodolfo Mitchell, Miguel Saldaiia & Martha Cordova
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