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1H-June inflation –Upside surprise drives the 

annual rate slightly above target  
 

▪ Headline inflation (1H-Jun): 0.32% 2w/2w; Banorte: 0.20%; consensus: 

0.22% (range of estimates: 0.02% to 0.33%); previous: -0.01% 
 

▪ Core inflation (1H-Jun): 0.29% 2w/2w; Banorte: 0.14%; consensus: 

0.14% (range of estimates: 0.05% to 0.21%); previous: -0.06% 
 

▪ At the core level, we highlight pressures in other goods (0.9% 2w/2w), in 

our view influenced by the reversal of discounts seen in the previous 

fortnight, while processed foods kept moderating (0.0%). Non-core 

prices were up 0.4%, with a mixed performance within agricultural 

goods (-0.9%) but with energy still trending higher  
 

▪ Annual inflation increased to 3.17% from 2.84% in May, slightly above 

Banxico’s target. Core inflation stood at 3.66% from 3.64%. Non-core 

prices keep normalizing, at 1.63% from 0.35% 
 

▪ We expect Banxico to cut the reference rate by 50bps to 5.00% on 

Thursday, in line with consensus expectations, likely remaining dovish 

despite its prudent approach to easing  
 

▪ We suggest waiting for more attractive valuations in long-term Mbonos 

for new tactical long positions 

Consumer prices up 0.32% 2w/2w in the first half of June. This was higher 

than consensus at 0.22%, which was close to our 0.20%. Both the core and non-

core components were higher relative to the previous fortnight. In the former, we 

highlight the upside surprise in other goods (see table below), in our view 

influenced by the reversal of discounts from the Hot Sale campaign in the 

previous fortnight. Processed foods moderated after recent pressures, while tax 

adjustments in some digital services did not show up very strongly. In the latter, 

performance was more mixed. Agricultural goods declined 0.9%, with fruits and 

vegetables lower but meat and egg higher. On the other hand, energy picked up 

2.2%, with both LP gas and gasolines higher for three consecutive prints.  

 

1H-June inflation by components 
%, bi-weekly incidence 

  INEGI Banorte Difference 

Total 0.32 0.20 0.11 

    Core 0.22 0.11 0.12 

        Goods 0.17 0.07 0.11 

            Processed foods 0.01 0.06 -0.05 

            Other goods 0.16 0.01 0.15 

        Services 0.05 0.04 0.01 

            Housing 0.00 0.01 0.00 

            Education 0.00 0.00 0.00 

            Other services 0.05 0.03 0.02 

    Non-core 0.09 0.10 -0.01 

        Agriculture -0.10 -0.05 -0.05 

            Fruits & vegetables -0.12 -0.07 -0.06 

            Meat & eggs 0.02 0.02 0.00 

        Energy & government tariffs 0.19 0.15 0.04 

            Energy 0.19 0.15 0.03 

            Government tariffs 0.00 -0.01 0.01 
 

Source: INEGI, Banorte.  
Note: Contributions might not add due to the number of decimals allowed in the table.  
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1H-Jun inflation: Goods and services with the largest contributions 
% 2w/2w; bi-weekly incidence in basis points 

Goods and services with the largest positive contribution Incidence % 2w/2w 

Low-grade gasoline 13.3 3.0 

Chicken 4.6 3.2 

LP gas 3.1 1.6 

Airfares 2.6 16.4 

Oranges 2.1 10.9 

Goods and services with the largest negative contribution   

Beer -4.9 -3.4 

Tomatoes -4.4 -6.3 

Eggs -3.4 -3.6 

Serrano chilies -2.4 -13.7 

Onions -1.7 -8.2 
 

Source: INEGI 

Annual inflation an inch above Banxico’s target. With today’s report, headline 

inflation increased to 3.17% y/y from 2.84% in May, slightly above Banxico’s 

target after staying below 3% during the previous two months. The uptick in May 

and the first half of June was faster than we had anticipated, as we stated that 

headline inflation could reach the latter level until late in the third quarter. 

Moreover, core inflation increased to 3.66% from 3.64% in the same period, 

failing to consistently breach the 3.50% psychological level since late 2016. 

Broadly speaking, short-term price dynamics have been distorted by COVID-19, 

including higher volatility in recent bi-weekly figures (see chart below). Despite 

of these caveats, we believe the economic outlook –downgrading further our GDP 

forecast for this year earlier this week, to -9.8%– and current inflation still argue 

in favor of additional central bank easing. In this respect, we expect Banxico to 

cut the reference rate by 50bps tomorrow, to 5.00%, in line with consensus. As 

we argued previously, we expect another unanimous decision, although we 

cannot rule out a dissenter, as: (1) In the latest minutes, we identified two 

members in favor of more aggressive cuts; and (2) we believe that, at the margin, 

economic and financial conditions have evolved in a way that could convince 

some in this regard. Despite of this, most Board members will likely keep 

following a prudent and cautious approach, seeing the trade-off between cutting 

at a more accelerated pace to boost activity and risks that this could entail to 

financial stability as still favoring the current strategy. Going forward and after 

tomorrow’s decision, we maintain our view of an additional 50bps decrease in the 

meeting to be held on August 13th, with the reference rate reaching 4.50%, where 

we expect it to finish this year. 

Inflation surprises 
Bps, actual less consensus, bi-weekly frequency 

 
Source: INEGI and Bloomberg 
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From our fixed income and FX strategy team 

We suggest waiting for more attractive valuations in long-term Mbonos for 

new tactical long positions. This morning’s higher-than-expected CPI print adds 

to the high uncertainty backdrop in local price dynamics, ahead of Banxico’s 

decision tomorrow with a market pricing in close to 133bps of accumulated rate 

cuts for 2020. In our view, this discount is excessive considering our estimate for 

a terminal rate at 4.50% this year, where we expect two additional 50bps rate cuts; 

one in tomorrow’s decision and the other one in August. In this sense, this 

positioning will probably moderate during today’s session amid a pressured 

performance in nominal rates, with real-rate bonds outperforming. Under this 

scene, breakevens between Mbonos and Udibonos have modestly compressed 

during the month, especially in 5- and 10-year maturities. We prefer to wait for 

better entry levels for long positions in long-term Mbonos, after the recent profit 

taking in our trade idea of long positions in Udibono Nov’35. 
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BUY When the share expected performance is greater than the MEXBOL estimated performance. 
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