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Inflation in July explained by higher 

government tariffs 

 

 INEGI just published its inflation report for July 
 

 Headline inflation (Jul): 0.26%m/m (Banorte-Ixe: 0.27%m/m; 

consensus: 0.33%m/m) 
 

 Core inflation (Jul): 0.17%m/m (Banorte-Ixe: 0.19%m/m; consensus: 

0.19%m/m) 
 

 Inflation July was explained by pressures on government tariffs prices 

along with increases in the price of services 
 

 With these numbers, annual inflation is at 2.65% vs. 2.54% in previous 

month  
 

 CPI dynamics could result in fewer pressures in the short-end 

Consumer prices increased 0.26%m/m in July, in line with our expectations 

but lower than consensus. Core inflation was 0.17% vs. our 0.19% estimate. 

The main deviation from our forecast comes from: (1) A lower than expected 

contribution of services prices (11.6bps vs. our 13.9bps); (2) an underestimation 

of merchandise prices (1.2bps vs. our 0.6bps); and (3) lower than expected 

reduction in agricultural prices (-7.2bps vs. our -8.6bps), as shown in the table 

below. 

 

Inflation by components in July 
%monthly incidence 

  INEGI Banorte-Ixe Difference 

Total 0.26 0.27 -0.006 

    Core 0.13 0.15 -0.017 

        Goods 0.01 0.01 0.006 

            Processed foods 0.01 0.00 0.008 

            Other goods 0.00 0.00 -0.002 

        Services 0.12 0.14 -0.023 

            Housing 0.04 0.04 -0.002 

            Education 0.01 0.01 -0.001 

            Other services 0.07 0.09 -0.020 

    Non-core 0.13 0.12 0.010 

        Agriculture -0.07 -0.09 0.014 

            Fruits & vegetables -0.05 -0.05 -0.001 

            Meat & eggs -0.02 -0.04 0.015 

        Energy & government tariffs 0.21 0.22 -0.003 

            Energy 0.10 0.11 -0.001 

            Government tariffs 0.11 0.11 -0.002 
 

Source: Banorte-Ixe with data from INEGI and Banco de México.  
Note: Contributions might not add due to the number of decimals allowed in the table.  
Previous to year 2011, contributions might not add because of the change in CPI-calculation methodology 
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Inflation in July was explained by pressures on government tariffs and on 

the price of services. In the first case, tariffs set by the government rose 2% on 

the back of higher subway fares, which rose 25.7% in the first half of the month. 

Meanwhile, prices of other services were up 0.41% m/m due to seasonal 

pressures (summer vacation season) on air transportation and tourism services 

prices. These pressures were partly offset by the drop in prices of mobile phone 

service (-3.9%). Also in the core index, merchandise prices increased 0.03% 

m/m. Meanwhile, energy prices were up 1.09% on the back of the announced 

increases of low grade (1.57%) and high grade (2.25%) gasoline prices. Finally, 

agricultural prices fell 0.77% m/m on the back of the reduction in the prices of 

products like poultry (-2.04%), Husk tomatoes (-18.97%) and lemons (-20.4%), 

among others. 

With these data, annual inflation is at 2.65% vs. 2.54% in the previous 

month. Meanwhile, core inflation remains at 2.97%. We continue to see 

pressures on merchandise prices, on the back of the contagion coming from the 

depreciation of the Mexican peso, although inflation in the rest of the 

components of the core sub-index remains relatively stable, as shown in the 

chart below. In this context, we maintain our expectation that inflation will end 

the year at around 2.8%, taking into account, among others: (1) Increases in 

gasoline prices; (2) increases in electricity rates high consumption; and (3) the 

fact that INEGI has delayed the coming year change in CPI methodology. 

Core inflation 
% yoy 

Energy and government tariffs inflation 
% yoy 

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

CPI dynamics could result in fewer pressures in the short-end. Today’s 

inflation report in Mexico came in line with our expectations but below 

consensus, resulting in a 3-4bps rally in short-term nominal-rate securities, 

while inflation-linked bonds Udibonos sold off nearly 7bps in every maturity. In 

our view, current conditions could result in fewer pressures in the short-end of 

the yield curve ahead of Banxico’s communiqué on Thursday. Overall, we hold 

our trade idea regarding long positions on Mbono Jun’21 and Udibono Jun’19 

given the current pricing of these securities. More details in our research note 

“Mexico Trade Idea: Buy Udibono Jun’19 and Mbono Jun’21” <pdf>, 

published on July 13th, 2016. 

 

 

 

 

 

 

Disclaimer 
The information contained in this document is illustrative and informative so it should not be considered as an advice and/or 

recommendation of any kind. BANORTE is not part of any party or political trend. 

 

https://www.banorte.com/cms/casadebolsabanorteixe/analisisyestrategia/estrategiasemanalrentafija/20160713_TradeIdeaEnglish.pdf
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