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Gasoline prices - Transition from a state-
managed framework to a market-driven
system

The Ministry of Finance published today the methodology for
determining the maximum prices of fuel in January

The average price for low-grade gasoline will be MXN$15.99, while the
price for high-grade gasoline will be MXN$17.79, and for diesel will be
MXN$17.05. These prices will be valid until February 3

These prices imply increases of 14.4%, 20.1%, and 16.6%, respectively

In February, prices will be revised twice on until the 18" of February,
when prices will be set on a daily basis

In addition, the MoF announced the formula to calculate the maximum

gasoline prices by region, which are determined by three factors:

(1) International reference prices, particularly the ones in the US Gulf
Coast;

(2) Pemex’s transportation and distribution costs; and

(3) Other concepts such as taxes and commercial margins for service
stations

It is worth noting that January’s increase is explained by higher
international gasoline prices and does not include any modification to
the current gasoline excise tax or the creation of any other tax

This pricing scheme will be in force until the liberalization of gasoline
prices, which will start March 30™ on Northwestern states. For details,
see: “The CRE outlines price liberalization calendar” <pdf>

We highlight the maximum prices for the following cities:

(1) Mexico City: Low-grade MXN$16.33, High-grade MXN$18.20 and
diesel MXN$17.07

(2) Guadalajara: Low-grade MXN$16.52, High-grade MXN$18.40 and
diesel $17.24

(3) Monterrey: Low-grade MXN$16.31, High-grade MXN$18.19 and
diesel MXN$17.03

As a result, we revised our inflation forecast for 2017 to 4.7% from
4.3% year-end

All in all, these distortions are part of the country’s efforts to continue
to foster free markets, however it would have been desirable that these
increases had been made in a gradual manner, given the negative
impact the increase will have on private consumption

In addition, we now expect a 50bps rate hike in Banxico’s first
monetary policy meeting on February 9, which would imply at least a
150bps accumulated hike throughout the year
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= Good performance in short-term Udibonos after the announcement,
with average gains of 15bps in securities maturing from Jun’19 to
Jun’22. Concerns over inflation next year have picked up strongly, with
breakeven inflation levels trading around 3.1% a month ago in almost
all tenors to slightly above 4.0% currently except for the 30-year
maturity, with the 3-year tenor closing yesterday at 4.2%

= We reiterate our recommendation of long positions in Udibonos Jun’19,
Dec’20 and Jun’22 after the release. In our view, inflation next year
could be severely impacted by three factors, mainly: (1) An additional
pass-through effect from peso weakness to prices, (2) gasoline price
liberalization, and (3) the increase in minimum wages. Considering
today’s information, we now forecast year-end 2017 inflation at
4.7%yoy from a previous of 4.3%, with 2016 ending at 3.3%
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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.
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