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July inflation – Below expectations, but with 

higher pressures at the non-core 
 

▪ Headline inflation (July): 0.48% m/m; Banorte: 0.50%; consensus: 

0.49% (range: 0.39% to 0.50%); previous: 0.10% 
 

▪ Core inflation (July): 0.39% m/m; Banorte: 0.43%; consensus: 0.42% 

(range: 0.37% to 0.45%); previous: 0.30% 
 

▪ We highlight again higher-than-expected pressures at the non-core, in 

line with our view. Specifically, this component picked up 0.77% m/m, 

especially affected by fruits and vegetables (5.5%). The core was 

marginally higher, in part due to seasonal effects in tourism-related 

categories due to the holiday period 
 

▪ Notwithstanding, annual inflation fell to 4.79% from 5.06% in the 

previous month. The core declined to 6.64% from 6.89%  
 

▪ We expect Banxico to keep the rate unchanged tomorrow at 11.25%, in 

line with consensus. Moreover, we still believe it will stay at that level 

for the remainder of 2023 
 

▪ We maintain our preference for paying TIIE-IRS at the front-end and 

in short-term Udibonos 

Inflation at 0.48% m/m, with signs of pressures at the non-core. This was 
slightly below expectations, and also lower than its five-year average of 0.58%. 
Despite this, the non-core component surprised to the upside, increasing 0.77%. 
Specifically, on agricultural goods (1.9%), mainly fruits and vegetables (5.5%) 
on sizable increases in items such as avocadoes and onions. Energy remains to 
the downside (-0.4%), albeit moderating its recent declines due to a rebound in 
LP gas in the 2nd fortnight (+0.9% 2w/2w). Given recent dynamics in international 
markets, we reiterate our warning of a potential inflection point in this component 
for the rest of the year. At the core, goods were stable (0.3%), with some items 
within ‘other goods’ (0.2%) moderating, among them school supplies (-0.9%). 
Services (0.5%) accelerated at the margin, partly due to seasonal drivers. Airfares 
(17.0%) and tourism services (6.8%) were high since the first fortnight due to the 
start of the holiday season. In addition, ‘dining away from home’ within ‘others’ 
picked up 0.5%, remaining as a constant to the upside. Housing (0.3%) struck out 
another period of stability in the monthly comparison. 
July 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 

Avocadoes 6.5 28.3 

Onions  4.1 22.9 

Airfares 3.7 17.0 

Bananas 3.0 10.7 

Oranges 3.0 12.2 

Goods and services with the largest negative contribution   

LP gas -6.1 -4.3 

Eggs -5.9 -6.2 

Grapes -2.3 -29.8 

Potatoes -2.1 -4.3 

Tomatoes -1.8 -3.4 
 

Source: INEGI 
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Despite of the abovementioned pressures, annual inflation declined further. 

Headline inflation dropped to 4.79% y/y from 5.06% in June. Meanwhile, the core 
fell to 6.64% from 6.89% in the same period. This materialized despite seeing 
more price pressures throughout the month, particularly at the non-core, as we 
had previously warned. In any case, the latter component remains negative in 
annual terms, reaching -0.67% from -0.36%. As we have stated before, base 
effects play a key role, with said component reaching 9.65% in the same period 
last year. This distortion will remain in place at least until August, when it shot 
up towards 10.65%. At the core, the same effect will be important a little longer, 
probably up until November. Despite the fact that the path of annual inflation 
remains relevant for upcoming monetary policy decisions (considering also that 
it is positively correlated to 12-month expectations, essential for the calculation 
of the real ex ante policy rate), we will be watching closely the possible 
passthrough effect from higher agricultural goods and energy prices to the core, 
particularly on: (1) Processed foods, which could resent this despite being 
mitigated by a strong MXN that has also helped other tradeable goods; and (2) 
‘dining away from home’ within services, with this category still high at an annual 
pace of 10.15%. On the contrary, the move higher in international goods’ prices 
could be lessened by expectations of an economic deceleration during the rest of 
the year and into 2024. Here, we note China due to its strong influence on 
commodities. This country has announced some stimulus measures to boost 
growth, albeit so far with widespread skepticism about its potential effect. 

We expect Banxico to stand pat at 11.25% tomorrow. This would be in line 
with consensus. It would be more important if there are any changes in the 
statement’s language and tone pointing towards a possible start of an easing cycle 
before year-end. Among them, we identify as candidates dropping out the phrase 
about ‘an extended period’ in the forward guidance, and/or an improvement in 
the balance of risks for prices. Nevertheless, we do not expect modifications this 
time around. For further details, see our document, Ahead of the Curve. In a still 
uncertain backdrop for prices and with the possibility of more rate hikes in 
developed economies, we believe Banxico will remain vigilant. With this in mind, 
we reiterate our view that the reference rate will stay at the current level for the 
rest of 2023, with a first rate cut until February 2024. 

From our fixed income and FX strategy team 

We maintain preference for paying TIIE-IRS at the front-end and in short-

term Udibonos. Despite a slightly positive surprise, we expect Banxico to keep 
the reference rate unchanged at 11.25% for the remainder of the year. For its part, 
the market has slowly reduced its bets for cuts in 2023, pricing-in an accumulated 
adjustment to December of -32bps from -47bps at the beginning of July. In this 
backdrop, we continue to see value in paying very short-term TIIE-IRS, expecting 
the market to assimilate a higher-for-longer rate path ahead. On other hand, long-
term Mbonos with yields above 9.00% have gained appeal, particularly the 
Nov’42 node. However, we do not favor directional positions due to the positive 
correlation with Treasuries and higher-than-expected supply announced in the 
latter securities. Lastly, short-term Udibonos with breakevens below 4.00% 
reflect better valuation in relative terms. In particular, the 3-year breakevens has 
been around 3.92% during August. Although today’s print could keep it low, it is 
our take that these instruments are at attractive levels for longer-term positions. 

https://banorte-v2.cd.invdcloud-is.us/~/media/Files/B/Banorte-V2/Analisis%20Ingles/Economy%20-%20Mexico/20230804_Ahead_of_the_Curve_Aug_04_23.pdf
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