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Inflation: lower than expected, it reached its
minimum level in 2011. From now on, it
should rise

March 2011 inflation

e The CPlrose by 0.19% m/m in March, less than expected (BBVA Research: 0.30%;
Consensus: 0.27%). In annual terms, the inflation rate was 3.04%.

e The coreindex rose by 0.30% m/m (BBVA Research: 0.37%; market: 0.38%), due to an
unexpected reduction in mobile telephony prices. The prices of processed foodstuffs,
particularly corn by-products, continue to rise.

e Non-core inflation dropped by 0.16% m/m owing to the fall in agricultural prices and the
reduction in the automobile ownership fees in various cities.

e Starting in April, inflation should rise driven by: i) the effect of comparison with very low
monthly rates in the second quarter of 2010 and ii) pressures on commodity prices, in a
context in which the tone of demand will no longer be a major factor moderating price
pressures.

The drop in the annual CPI rate to 3.04% from the 3.57% recorded in February is a result of the base effect
in relation to 1Q10, when inflation was affected by the rise in VAT rates and various government rates.
However, the result posted in March was better than expected due to an unanticipated reduction in the
prices of mobile telephony and vehicle ownership fees in various cities.

Core inflation, which also fell in annual terms, showed asymmetric effects in its components. On the one
hand, upward pressures on foodstuff prices increased, particularly those of corn and its by-products
(tortillas: 3.93% m/m). On the other hand, containment in service prices thanks to a 3.5% m/m reduction in
mobile phone services and a lower upward contribution of tourist services owing to the seasonal effect of the
Holy Week in Easter. We believe that pressures on the prices of foodstuffs are still very significant and are
unlikely to ease in the short term, while the most positive factors seem to be more temporary.

Within non-core inflation, which fell in the month (-0.16% m/m) due to the drop in the prices of agricultural
prices and vehicle ownership fees, energy prices continue to be under pressure. Although the rise in the
price of gasoline continues as planned, without incorporating the greater pressures on the benchmark prices
of gasoline, electricity can be reacting, at least in part, to the higher oil prices.

As expected, in March inflation reached its minimum level in the year and, despite the good monthly
result, should start rising in annual terms in April. Although some temporary factors contributed to a
lower than expected inflation rate in March, the fundamental risks still exist —oil and grain prices on
international markets— in an environment where demand will no longer hold back the capacity for
transferring the higher costs to the end consumer. However, we should keep an eye on the annual
increase in inflation in April, which could reach 3.52%.
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Table 2
Inflation forecast breakdown for April
(m/m and y/y % change)
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