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June inflation – Inflation keeps moderating 

due to the non-core 
 

▪ Headline inflation (June): 0.10% m/m; Banorte: 0.07%; consensus: 
0.09% (range: 0.0% to 0.15%); previous: -0.22% 
 

▪ Core inflation (June): 0.30% m/m; Banorte: 0.29%; consensus: 0.28% 
(range: 0.25% to 0.31%); previous: 0.32% 
 

▪ The result is quite positive relative to the five-year average at 0.48%. In 
particular, the non-core fell 0.52%, helped by energy (-1.2%) and 
agricultural items (-0.2%). The core moderated, now at 0.30%, with Hot 

Sale discounts helping the performance of ‘other goods’ (0.1%). Services 
(0.3%) were affected by seasonal factors, especially in tourism  
 

▪ Annual inflation dropped to 5.06% from 5.84%, a new low since March 
2021. The core also posted a significant decline at 6.89% from 7.39% 
previously 
 

▪ Considering recent dynamics, we make a slight adjustment to our year-
end inflation forecast, now at 4.5% (previous: 4.8%), with the core at 
5.3% (previous: 5.6%). Despite the improvement –with several positive 
factors already having materialized–, we remain on the look to possible 
risks going forward, especially for the non-core 
 

▪ CPI-linked bonds will become more attractive if inflation breakevens go 
below 4.00% 

Inflation at 0.10% m/m. Similar to the previous month, the result is very positive 
relative to the five-year average at 0.48%. The non-core component keeps 
providing good news, declining for a fourth consecutive month at -0.52%. Inside, 
energy (-1.2%) remains supported by LP gas (-7.8%), with modest upticks in low-
grade gasoline (0.3%) and electricity (0.3%). In addition, agricultural items                             
(-0.2%) extended the decline seen in the first fortnight, especially on eggs, 
chicken and fish. The core (0.30%) was also favorable, moderating at the margin. 
In goods (0.3%), processed foods (0.4%) maintained a more positive dynamic, 
registering their smallest monthly increase since December 2020. ‘Others’ (0.1%) 
rebounded in the second half, partly on a reversion of Hot Sale discounts, albeit 
with the net effect being positive in the month. Lastly, services (0.3%) were 
impacted by airfares (7.1%) due to the start of the holiday period, albeit with 
‘dining away from home’ still high (0.5%). On the contrary, mobile service fell 
1.0%.  
June inflation: Goods and services with the largest contributions  
% m/m; monthly incidence in basis points 

Goods and services with the largest positive contribution Incidence % m/m 

Housing 3.1 0.3 

Potatoes 2.8 5.9 

Dining away from home 2.7 0.5 

Oranges 2.2 9.7 

Squash 2.2 36.4 

Goods and services with the largest negative contribution   

LP Gas -12.2 -7.8 

Eggs -11.3 -10.7 

Chicken -2.1 -1.2 

Lemons -2.1 -14.0 

Mobile services -0.9 -1.0 
 

Source: INEGI 
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Annual inflation close to breaching the 5% mark to the downside. Headline 
inflation fell to 5.06% y/y from 5.84% in the previous month, with the core 
standing at 6.89% from 7.39% in the same order. As we have mentioned, a large 
part of this is explained by favorable base effects, situation which will continue 
at least until September or October. More important though: (1) Inflation surprises 
have been consistently to the downside (see char below); and (2) average headline 
and core inflation in 2Q23 came in at 5.7% and 7.3%, respectively, matching the 
latest estimates from Banxico.  

Inflation surprises*  
Basis points, bi-weekly frequency  

 
*Nota: Surprises are calculated as the difference between actual data and consensus in Bloomberg’s survey  
Source: Banorte with figures from INEGI and Bloomberg 

Small changes to our 2023 year-end forecast after the performance seen in 
recent months. We adjust our year-end headline inflation forecast from 4.8% to 
4.5%. The change is primarily explained by inflation surprises in recent months. 
The latter pushed our nowcast for headline inflation about 80bps lower than our 
estimate, to 4.00%. In this regard, we are mainly acknowledging the unexpectedly 
sharp drop in the non-core component. However, we also add other relevant 
elements. Regarding energy items, we believe that they will probably remain 
stable and even with a slight downward trend due to recession fears, led by China. 
On the other hand, food is a greater concern due to the El Niño phenomenon, as 
we recently warned, which could have a more prolonged and persistent effect. 
Specifically, we see more pressures in this category, particularly starting in 
September. All in all, this category will probably rise, although the advance would 
be relatively gradual and will likely accumulate towards next year. At the core 
component, MXN strength is the main factor behind our revision from 5.6% to 
5.3% by the end of December. However, we remain cautious on the strength of 
domestic demand and its potential impact on non-tradable goods and services. 
The latter component will likely maintain upward pressures due to employment 
strength. We agree with Banxico on the need to remain vigilant due to the 
possibility of domestic pressures on price dynamics. We reiterate our forecast that 
the first central bank cut is likely to be until February next year. 

Towards 2024, our main assumptions include: (1) The slowdown of the global 
economy, especially in the first half of the year, even though the US would 
experience a modest recession in time and magnitude; (2) increasing difficulties 
for the USD as the Fed starts its easing cycle, which could also induce pressures 
on the MXN. (3) the continuation of El Niño, which would be pressure food and 
energy prices; and (4) a boost to domestic demand due to factors related to the 
electoral process. With all this in mind, we estimate headline inflation at 4.1%, 
with the core at 3.7%. The next chart presents our new projections: 
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Inflation forecasts 
% y/y, bi-weekly frequency 

 
Source: Banorte with data from INEGI 

 

From our fixed income and FX strategy team 

CPI-linked bonds will become more attractive if inflation breakevens go 
below 4.00%. Positive inflation surprises have favored fixed-income securities 
despite a more hawkish Fed tone and its high correlation with US Treasuries. In 
relative terms, Mbonos outperformed CPI-linked bonds (Udibonos) during June, 
resulting in lower breakevens for all tenors. In our view, shorter-term Udibonos 
have become more attractive, especially if breakevens dip below 4.00%. 
Historically, said level has triggered strong buying interest from pension funds, 
which are the main holders of these securities (53% of the total amount 
outstanding). We highlight the 3-year on-the-run Udibono that traded at all-time 
highs of 5.55% at the start of 2Q23 and is currently at 5.27%, with a breakeven 
of 4.10%; only 40bps above the 12-month low. 
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