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Ahead of the Curve 

Inflation to reach 3.67% in July and IMEF indicators to signal an 

extension of their advance in the same month 

▪ Inflation (July). We estimate headline inflation at 0.71% m/m, with core 
prices up 0.42%. We should mention that the first fortnight surprised to the 
upside, particularly on higher core goods. At the non-core, energy prices 
contributed the most in the first half as both LP gas and gasolines still trended 
higher. We expect these to increase again in the second fortnight, albeit more 
modestly. With these results, annual inflation would reach 3.67% from 3.33% 
in June –highest since March– and the core to 3.87% from 3.71% previously. 
Meanwhile, the non-core is estimated at 3.06% from 2.16%, increasing for 
third consecutive month but still low relative to long-term averages   

▪ IMEF indicators (July). We estimate a rebound in both indicators for second 
consecutive month, once again driven by the gradual reopening of the 
economy. However , we still believe they will remain in contraction, even 
when observing signs of a recovery in other data. The manufacturing 
indicator would increase 4.4pts to 46.4pts, highest since February. On the 
other hand, the non-manufacturing index would increase 3.0pts, to 45.5pts  

 

 

 

 

 
 

Mexico weekly calendar  

DATE HOUR (ET) EVENT PERIOD UNIT BANORTE CONSENSUS PREVIOUS 

Mon 3-Aug 10:00am Family remmittances June US$ mn 3,244.9 -- 3,379.4 

Mon 3-Aug 10:00am Banxico's survey of economic expectations July     
Mon 3-Aug 1:00pm PMI's survey (IMEF) July     
    Manufacturing  indicator 46.4 -- 42.0 
    Non-manufacturing  indicator 45.5 -- 42.5 

Tue 4-Aug 10:00am International reserves Jul-31 US$ bn -- -- 192.3 

Wed 5-Aug 3:30pm Citibanamex bi-weekly survey of economic expectations 
Thu 6-Aug 7:00am Gross fixed investment May % y/y -39.6 -- -36.9 
    sa  % m/m -4.3 -- -28.9 
      Machinary and equipment  % y/y -44.8 -- -37.9 
      Construction  % y/y -35.3 -- -36.2 

Thu 6-Aug 7:00am Private consumption May % y/y -- -- -22.3 
    sa  % m/m -- -- -19.7 
      Domestic (Goods and services)  % y/y -- -- -21.2 
      Imported (Goods)  % y/y -- -- -31.8 

Fri 7-Aug 7:00am CPI inflation July % m/m 0.71 -- 0.55 
    % y/y 3.67 -- 3.33 
    Core  % m/m 0.42 -- 0.37 
    % y/y 3.87 -- 3.71 

 

Source: Banorte; Bloomberg  
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Proceeding in chronological order... 

Remittances to slightly decelerate in June. We expect remittances to increase 
1.9% y/y to US$3,244.9 million, lower than the 3.0% expansion of the previous 
month. In this sense, flows have remained resilient in the last three months despite 
strong shocks to the US labor market. Nevertheless, we believe this situation 
cannot continue for much longer, considering that savings are probably being 
depleted and a strong recovery to pre-pandemic levels still looks distant. We 
expect migrants to continue their extraordinary efforts to support their families, 
giving some support to the figure.  

In this context, employment conditions in June marginally improved relative to 
May, albeit remaining sharply worse when compared to levels seen before the 
pandemic. The unemployment rate among the Hispanic or Latino population 
came in at 14.5%, 2.1%-pts lower than the previous month’s reading. Meanwhile, 
the total number of direct or indirect Mexican migrants rose by 140.6 thousand, 
still almost 700 thousand less than in March, limiting the possibility of additional 
upside. In terms of jobs, 943.9 thousand positions were created, with 89.6% 
concentrated among ‘natives’, with ‘non-native citizens’ and ‘non-citizens’ also 
improving, but much more modestly. This is relevant as we believe these two 
groups are likelier to send remittances, particularly the latter. It should be noted 
that since March, 1.8 million jobs have been lost between the three groups.  

Moreover, there were relevant announcements on migration, as the Supreme 
Court upheld DACA (Deferred Action for Childhood Arrivals) on June 18th, while 
the Federal Administration announced travel restrictions on different types of 
visas, later backtracked on. Another relevant development was the approval of 
expedited procedures to extradite migrants with less than two years of residence 
in the US. In this sense, the balance is relatively mixed, which considering the 
current environment, possibly did not have a substantial effect in monthly 
performance. Finally, the Mexican peso traded slightly stronger, going from 
USD/MXN 23.42 in May to 22.30 in June. However, and similar to the situation 
already described, this probably did not have a significant impact on dynamics 
given migrants’ efforts to send as much resources as possible.  

All in all, performance should be telling over the path going forward, considering 
additional efforts to restart the US economy. Nevertheless, we still believe risks 
are tilted to the downside as the uptick in COVID-19 cases in July has pushed 
some cities and states to re-impose stricter social distancing measures, impacting 
the recovery of activity and thus, job creation.  
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Family remittances 
% y/y 

 
Source: Banxico 

Banxico’s survey of economic expectations. As usual, market participants will 
focus on inflation, growth, reference rate, and exchange rate forecasts. In the first, 
analysts expect 2020 year-end inflation at 3.34%, below our 3.7% estimate. 
Considering latest inflation dynamics, we do not rule out some marginal revisions 
to the upside. Meanwhile, medium and long-term expectations could remain 
unchanged, still above target. On GDP, this year’s estimate stands at -8.8% 
(Banorte: -9.8%). It should be noted that the survey was carried out before the 
release of the 2Q20 preliminary report, leading us to believe that changes might 
be modest. The current view on the reference rate by YE20 is 4.50%, which could 
remain unchanged given recent dynamics in more timely surveys (Banorte: 
4.00%). Finally, the year-end exchange rate stands at USD/MXN 22.66, which 
could also show marginal adjustments (Banorte: 22.00). 

IMEF indicators to keep improving in July. We estimate an additional rebound 
in both indicators, once again driven by the gradual reopening of the economy. 
However, we still believe they will remain in contraction territory, even when 
observing signs of a recovery in other data.  

The manufacturing indicator would increase 4.4pts to 46.4pts, highest since 
February. Signals in the latest trade balance report and 2Q20 GDP suggest the 
economy started to bounce back in June, although still at a very gradual pace. 
Considering that restrictions were relatively similar in July, coupled with a rise in 
mobility according to Apple and Google, we believe activity will show an 
additional improvement. This is supported by higher dynamism in the US, with 
Markit’s PMI standing at 51.3pts from 49.8pts. According to the report, the 
rebound in production was explained by a greater inflow of raw materials, which 
we believe is a favorable signal for the sector in Mexico. In addition, comments 
from industry representatives and other anecdotal evidence suggests a better 
performance. In this context, we anticipate new orders and production to be the 
components with the highest increases, with modest adjustments in the rest, with 
special attention on employment. Going forward, we will investigate performance 
in the US given that the increase in cases has resulted in some states implementing 
stay-at-home orders once again, possibly causing new disruptions to supply 
chains and thus affecting domestic production.  
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https://www.banorte.com/cms/casadebolsabanorteixe/analisisyestrategia/analisiseconomico/mexico/20200723_Inflation_1H_Jul.pdf
https://www.banorte.com/cms/casadebolsabanorteixe/analisisyestrategia/analisiseconomico/mexico/20200730_Preliminary_GDP_2Q20.pdf
https://www.banorte.com/cms/casadebolsabanorteixe/analisisyestrategia/analisiseconomico/mexico/20200727_Trade_Balance_Jun_20.pdf
https://www.banorte.com/cms/casadebolsabanorteixe/analisisyestrategia/analisiseconomico/mexico/20200730_Preliminary_GDP_2Q20.pdf
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The non-manufacturing index would also improve, although its advance would 
be more moderate, increasing 3.0pts to 45.5pts. Although we expect increases in 
categories such as commerce and basic services, recreational and tourism-related 
services would continue showing significant weakness given the extension of the 
pandemic. In the former, we think the increase would be explained by higher 
mobility, as previously mentioned, but more so by the reopening of malls and 
other stores in several states (such as Mexico City and the State of Mexico). 
Meanwhile, it is likely that other defensive categories, such as financials and 
health care, will remain resilient. On the other hand, even though we have seen a 
slight increase in seated diners in Open Table figures, data still shows strong 
declines in the annual comparison, leading us to believe that an advance would 
only be marginal. In the next few months we believe performance of this sector 
relative to the manufacturing indicators will be slower, with the latter benefiting 
from greater external demand –supported by stimulus measures in the US– while 
the non-manufacturing would be impacted by the deterioration in employment 
conditions, and as a result, consumption fundamentals.  
IMEF indicators 
Diffusion indicators, sa 

 
Source: IMEF 

Weekly international reserves report. Last week, net international reserves 
increased by US$824 million, closing at US$192.3 billion. According to 
Banxico’s report, this was explained by: (1) Sales of US$540 million from the 
Federal Government to the central bank; and (2) a positive valuation effect in 
institutional assets of US$284 million. In this context, the central bank’s 
international reserves have increased by US$11.4 billion so far in 2020 (please 
refer to the following table).  

Banxico's foreign reserve accumulation details 
US$, million 

  2019 Jul 24, 2020  Jul 24, 2020 Year-to-date 
 Balance  Flows 

International reserves (B)-(C) 180,877 192,292  824 11,415 

    (B) Gross international reserve 183,028 197,744  518 14,716 

        Pemex -- --  648 3,367 

        Federal government -- --  -234 6,391 

        Market operations -- --  0 0 

        Other -- --  104 4,958 

    (C) Short-term government's liabilities 2,151 5,451   -306 3,301 
 

Source: Banco de México 
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Another considerable drop in investment in May. We expect GFI to decline 
39.6% y/y, below the -36.9% of the previous month. This would be explained by 
additional weakness due to the pandemic shock –evidenced in several reports for 
the period– as well as an adverse impact in terms of working days in the annual 
comparison, even after a more favorable base effect. Despite of this, the figure 
would remain slightly above the lows seen in the midst of the Tequila Crisis 
(2Q95 and 3Q95). In monthly terms we expect a 4.3% m/m contraction (sa). 

All sectors would remain negative, albeit with the fall exacerbated by machinery 
and equipment (M&Eq.), coming in at -44.8% y/y (previous: -37.9%). Relative 
to April, we believe the plunge will be more sizable in the imported component 
(-38.7% vs. -28.9% previously), although with domestic M&Eq staying in deep 
negative territory (-53.4% vs -52.6%). In the former, the trade balance report 
showed a 38.3% y/y contraction in capital goods imports, a new low since late 
1995. Accumulated currency weakness was likely an additional drag. For the 
domestic branch, manufacturing data within the IP report remain unfavorable, but 
hinted at a slight rebound. We saw additional declines in relevant categories such 
as M&Eq manufacturing and electrical/electronic equipment; meanwhile, 
transportation showed a marginal recovery.  

In construction, we could see a slight increase in the annual comparison, coming 
in at -35.3% vs. -36.2% in the previous month. This is similar to dynamics within 
industrial activity, where we saw a 36.3% decline, 1.6%-pts higher than April. 
Nevertheless, this was mostly due to a favorable base effect, given that monthly 
figures did show an additional deterioration. In this sense, aggregate trend and 
confidence indictors were lower again, standing at new historical lows until 
improving in June. Meanwhile, public finance data showed that federal spending 
in physical investments went up 48.4% y/y in real terms. Nevertheless, this does 
not seem to have translated strongly into higher activity.  

Going forward we could start seeing a recovery given the restart of construction 
and other sectors within manufacturing, on top of the recent uptick in capital 
goods imports. Nevertheless, it is our take that an investment rebound will be very 
slow, impacted by uncertainty about the short- and medium-term outlook amid 
many unknowns regarding the virus and its implications for the economy. In 
addition, and given the effects of the shock so far, the financial position of many 
businesses has been compromised, which is very relevant for capital spending 
possibilities. 

GFI 
% y/y 

 

Source: INEGI, Banorte  
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Weakness to persist in private consumption during May. In the last few 
months, private consumption in the domestic market has fallen in the annual 
comparison as a result of the pandemic. In particular, in April it declined 22.3% 
y/y, lowest in history. We believe this comes as a result of both stores closing 
down, limiting purchasing options and triggering changes in consumption 
patterns, as well as the shock on employment conditions, leading to people being 
more careful with their spending. In this sense, dynamics have been telling so far, 
seeing strong declines in purchases of durables (domestic: -48.3% y/y; imported: 
-46.6%) and semi-durable goods (domestic: -75.6%; imported: -33.3%) in April. 
Meanwhile, consumption of non-durable items –where food and healthcare items 
are included– have posted a more resilient performance within retail sales 
(domestic: -5.7%; imported: -16.9%). In this sense, attention in May’s report will 
be on their relative performance, still anticipating weakness to persist.  

Annual headline and core inflation to increase in July. We estimate headline 
inflation at 0.71% m/m (previous: 0.55%), with core prices up 0.42% after 
advancing 0.37% in the previous month. We should mention that the first 
fortnight surprised to the upside, particularly on higher core goods. At the non-
core, energy prices contributed the most in the first half (19bps out of a total 17bps 
of this category, with around -2bps from agricultural goods) as both LP gas and 
gasolines still trended higher. We expect these to increase again in the second 
fortnight, albeit more modestly. With these results, annual inflation would reach 
3.67% from 3.33% in June –highest since March– and the core to 3.87% from 
3.71% previously. Meanwhile, the non-core is estimated at 3.06% from 2.16%, 
increasing for third consecutive month but still low relative to long-term averages.   

Within the core, pressures are likely to prevail in goods, expected at 0.7% from 
0.6% in June. Our monitoring suggests a relative normalization in the recent 
acceleration of price hikes, with the economy adjusting to the gradual reopening. 
Nevertheless, downside seems limited somewhat by a significantly weaker MXN 
relative to the same period a year ago. The latter may be gaining more relevance, 
with the recent pick up in other goods –which have a more modest share of 
essential items relative to processed foods, mainly medicines– potentially as an 
important signal. In contrast, services will remain very contained, expected at 
0.1%. We highlight that the second fortnight is typically negative in airfares and 
tourism services on summer seasonality. Although we expect this to repeat, we 
believe it will be more modest as airlines’ profit margins are already quite 
challenged. 

Going to the non-core, we expect agricultural goods at -1.2% and energy at 4.0%, 
albeit with the latter moderating in the second fortnight after trending significantly 
higher since the second half of May. We expect low-grade gasoline up by 1% 
2w/2w (previous: 3.0%), with US prices and the exchange rate more stable, while 
subsidies to excise taxes remain at zero. LP gas would observe similar dynamics 
after recent pressures. In agricultural goods, our monitoring identified a reversal 
of the decline in fresh fruits and vegetables in the second half of the month. 
Specifically, we observed higher prices in tomatoes, with scattered reports of 
lower production and some focalized problems due to heavy rains. Others relevant 
increases included apples and lemons. On the other hand, within meat and egg we 
expect only a modest uptick. 

https://www.banorte.com/cms/casadebolsabanorteixe/analisisyestrategia/analisiseconomico/mexico/20200722_Retail_Sales_May.pdf
https://www.banorte.com/cms/casadebolsabanorteixe/analisisyestrategia/analisiseconomico/mexico/20200723_Inflation_1H_Jul.pdf
https://www.banorte.com/cms/casadebolsabanorteixe/analisisyestrategia/analisiseconomico/mexico/20200723_Inflation_1H_Jul.pdf
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