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Inflation 1H-July surprises on the back of
higher agricultural prices

INEGI just published its inflation report for in the first half of July

Headline inflation (1H-Jul): 0.32%2w/2w (Banorte: 0.23%2w/2w;
consensus: 0.26%2w/2w)

Core inflation (1H-Jul):
consensus: 0.15%2w/2w)

0.19%2w/2w (Banorte: 0.12%2w/2w;

Inflation in the first half of July was explained by pressures on fruits &
vegetables prices along with increases in other services prices

With these numbers, annual inflation is at 4.85% vs. 4.65% in the
previous month

Sell-off in Mbonos following a higher than expected inflation print

The dynamics in consumer prices are helping our short-term tactical
trade idea of long positions in floating-rate Bondes D

Consumer prices increased 0.32%2w/2w in in the first half of July, above
expectations. Core inflation was 0.19% vs. our 0.12% estimate. The main
deviation from our forecast comes from: (1) An underestimation of agricultural
prices (10.2bps vs. our 8.5bps); (2) an underestimation of energy prices (7.3bps
vs. our 5.4bps); and (3) a larger than expected contribution of goods prices
(6.5bps vs. our 1bps), as shown in the table below.

Inflation by components in the first half of July
% bi-weekly incidence

INEGI Banorte Difference
Total 0.32 0.23 0.09
Core 0.14 0.09 0.05
Goods 0.07 0.01 0.06
Processed foods 0.05 0.02 0.03
Other goods 0.02 -0.01 0.03
Services 0.08 0.08 0.00
Housing 0.01 0.02 -0.01
Education 0.00 0.00 0.00
Other services 0.06 0.06 0.00
Non-core 0.18 0.14 0.04
Agriculture 0.10 0.09 0.02
Fruits & vegetables 0.13 0.07 0.06
Meat & eggs -0.03 0.02 -0.05
Energy & governmenttariffs 0.08 0.06 0.02
Energy 0.07 0.05 0.02
Gov ernment tariffs 0.00 0.00 0.00

Source: INEGI, Banorte
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

Inflation in the first half of July was explained by pressures on fruits &
vegetables prices along with increases in other services prices. Agricultural
prices increased 1.11% 2w/2w on the back of a 3.32% increase in fruit and
vegetable prices, which was partially offset by a drop in “meat & egg” prices
(-0.54%). INEGI’s report mentioned husk tomatoes (42.1%), tomatoes (5.7%),
potatoes (4.35%) and onions (6.73%), among the products with higher prices.
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Altogether, these five elements added 8.4bps to the total inflation during the
period in question. Nevertheless, among the products with falling prices, the
report highlighted the prices of poultry (-2.25% 2w/2w) and eggs (-1.96%),
subtracting as much as 4.6bp to total index variation. Meanwhile, energy prices
increased 0.69% 2w/2w on the back of a 0.9% increase in low-grade gasoline
prices.

In the core index, other services prices climbed 0.34% 2w/2w on the back of
pressures on tourism services (3.42%) and dining away from home items
(0.29%). On top of this, living and education costs edged-up 0.08%,
respectively. Moreover, merchandise prices were up 0.19% 2w/2w derived from
0.29% and 0.1% 2w/2w increases in the prices of processed food and of other
merchandise prices, respectively.

With these figures, annual inflation is at 4.85% vs. 4.65% in the previous
month. Core inflation edged up marginally to 3.64% from 3.62% in June. In our
view, 12-month inflation will remain above 4.6% during the coming months, to
converge toward the end of the year to our year-end forecast of 4.3% y/y. Note
that in the first half of August, INEGI will apply the methodology and base year
changes to Mexico’s CPI.

From our fixed income and FX strategy team

Sell-offin Mbonos following a higher than expected inflation print. Today’s
fortnightly CPI reading came above market expectations, increasing the
inflationary premium embedded in local rates. Mbonos are extending
yesterday’s losses, trading 4bps higher this morning. A similar performance is
observed in the TIIE-IRS curve. This is consistent with our view about an
expensive valuation in Mbonos and the risks associated to a short-term
correction. For more information please refer to our “Fixed-Income and FX
Weekly” <pdf>, published yesterday. In contrast, inflation-linked Udibonos are
rallying 2-3bps, mainly in short-term securities, despite valuations that have
turned expensive in recent weeks (especially in terms of inflation breakevens).
The dynamics in consumer prices are helping our short-term tactical trade idea
of long positions in floating-rate Bondes D, as market participants are likely to
increase their odds of a rate hike from Banxico this year (currently pricing in
+9bps). With a short-term perspective, we expect this CPI inflation report to
have a relevant influence in today’s ordinary auctions, with investors likely to
increase their appetite for the 3-year Udibono and reduce exposure in the 3-year
Mbonos despite a higher breakeven at 4.18%. More details in our publication
“3Y Mbono and Udibono auction preview” <pdf>, released today.
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The information contained in this document is illustrative and informative so it should not be considered as an advice and/or

recommendation ofany kind. BANORTE is not part ofany party or political trend.


https://www.banorte.com/cms/casadebolsabanorteixe/analisisyestrategia/estrategiasemanalrentafija/20180723_FIFXWeekly.pdf
https://www.banorte.com/cms/casadebolsabanorteixe/analisisyestrategia/estrategiasemanalrentafija/20180724_Government_Bond_Auction_Preview.pdf
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