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Banxico – Another 50bps intra-meeting cut,
with additional liquidity measures
▪

In the second out-of-calendar meeting in a row, Banxico decided
unanimously to cut the reference rate by 50bps to 6.00%, in line with our
expectations

▪

Moreover, the central bank unveiled ten additional measures to promote
orderly market functioning, strengthen credit channels, and provide
liquidity to the financial system. These measures add up to $750 billion
(US$ 30.7 billion), which on top of the previously announced facilities
equate to 3.3% of GDP

▪

Regarding growth, they said the COVID-19 pandemic will lead to an
important economic contraction in 1H20. Although the outlook is very
uncertain, initial estimates point to a decline of more than 5% y/y, with
risks significantly biased to the downside

▪

On inflation, the communique stated that uncertainty about the outlook
has increased significantly, although it is expected to converge to target
within the time frame in which monetary policy operates

▪

We reiterate our call of an additional 50bps rate cut on May 14th,
followed by -75bps on June 25th, for a year-end level of 4.75%

April 21, 2020
www.banorte.com
@analisis_fundam

Gabriel Casillas

Chief Economist and Head of Research
gabriel.casillas@banorte.com

Alejandro Padilla

Executive Director of Economic Research
and Financial Markets Strategy
alejandro.padilla@banorte.com

Juan Carlos Alderete, CFA
Director of Economic Research
juan.alderete.macal@banorte.com

Francisco Flores

Senior Economist, Mexico
francisco.flores.serrano@banorte.com

Document for distribution among
public

Banxico cut the reference rate by 50bps, to 6.00%. With a unanimous vote and
in its second consecutive out-of-calendar decision, the central bank cut the
reference rate by 50bps to 6.00%, in line with our expectations. In addition, the
monetary authority announced ten measures to promote orderly market
functioning, strengthen credit channels, and provide liquidity to the financial
system. These add up to $750 billion (US$ 30.7 billion) of resources, equivalent
to 3.1% of GDP (see table below). Moreover, Banxico fully acknowledged the
impact that the COVID-19 pandemic will have on economic activity, with initial
estimates pointing to a decline of more than 5% y/y in GDP in the first half of the
year, although its magnitude and duration is still unknown. Regarding inflation,
uncertainty about the outlook has increased significantly, as some forces could
drive inflation higher (e.g. exchange rate depreciation) but others lower (e.g.
lower energy prices and the output gap) impacting prices with different time lags.

Banxico’s 2020 monetary policy
decisions
Date
February 13
March 20 (intra-meeting)
April 21 (intra-meeting)
May 14
June 25
August 13
September 24
November 12
December 17

Decision
-25bps
-50bps
-50bps
-------

Source: Banxico

Additional measures

MX$ billion, US$ billion, % of GDP
#
Measure
1
2
3
4
5
6
7
8
9
10

Total
Increasing liquidity during trading hours to facilitate the optimal functioning of financial markets and payment systems
Extending the securities eligible for the Ordinary Additional Liquidity Facility (FLAO, for its acronym in Spanish), foreign
exchange hedging program operations, and USD credit operations
Extending the counterparts eligible for the Ordinary Additional Liquidity Facility (FLAO, for its acronym in Spanish)
Government securities term repurchase window
Temporary securities swap window
Corporate Securities Repurchase Facility (FRTC, for its acronym in Spanish)
Provision of resources to banking institutions to channel credit to micro-, small-, and medium-size enterprises and individuals
affected by the COVID-19 pandemic
Collateralized financing facility for commercial banks with corporate loans, to finance micro-, small- and medium-size
enterprises
Swaps of government securities
Foreign exchange hedges settled by differences in US dollars with counterparts not domiciled in the country, to be traded
during hours when Mexican markets are closed

Source: Banxico
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MXN

USD

% of GDP

750
--

30.7
--

3.1
--

--

--

--

-100
100
100

-4.1
4.1
4.1

-0.4
0.4
0.4

250

10.2

1.0

100

4.1

0.4

100

4.1

0.4

--

--

--

Banxico acknowledged the negative effects of the COVID-19 pandemic and
announced ten additional measures. In tandem with the 50bps rate cut, Banxico
called for additional measures to support an orderly functioning of financial
markets, improve liquidity conditions and strengthen the different credit channels
of the economy. The central bank stressed out that “…All measures are intended
to reduce the possibility of credit institutions having a pro-cyclical behavior, and
to create the conditions so that financial intermediaries can fulfill their primary
function of providing financing to the economy, in particular to micro, small- and
medium-size enterprises, and to those households that have temporarily
undergone a reduction in their sources of income…”. The actions announced
today will amount up to $750 billion (US$30.7 billion), equivalent to 3.1% of
GDP. They highlighted that, if we add previously announced facilities, the total
will reach 3.3% of GDP. Overall, these measures can be grouped in three broad
categories: (1) Five actions to improve market liquidity and strengthen financial
conditions of market participants; (2) three measures to enhance credit conditions
targeting MSMEs (improving liquidity, harmonizing or reducing collateral
provisions for financial institutions, and boosting the capacity of development
banks); and (3) two proceedings that will improve liquidity and credit conditions
for the entire banking system. In our view, these are timely and bold measures
similar to those adopted by other central banks worldwide (e.g. Fed, BoE, ECB)
to cope with the stressed backdrop triggered by the Coronavirus pandemic. It
should be mentioned that all these measures except for one (number 10 in the
table above) will be available at least until September 30th, 2020.
Banxico to keep cutting the reference rate. In our view, the central bank fully
recognizes the highly complicated situation stemming from the COVID-19
pandemic on both the economy and markets, exhibiting a dovish tone. In this
sense, the measures announced today signal the absolute resolution of Board
members to keep supporting the orderly functioning of financial markets. In
addition, they also acted decisively to improve the flow of credit, as in times of
stress the usual channel from financial institutions to households and businesses
can be somewhat impaired. In this respect and in our view, today’s
announcements are positive and go in the right direction, without ruling out
additional measures if needed. Given the rapid evolution of market and economic
events –both globally and domestically– we have recently updated our framework
in a series of notes. On growth, earlier today we lowered our 2020 GDP forecast
to -7.8% y/y. Although Banxico will officially update its estimate for this year
until the release of the 1Q20 Quarterly Report (May 27th), we expect GDP to
decline 9.8% y/y in 1H20, consistent with their view of a contraction of more than
5% in the same period. On inflation, we also cut our year-end estimate, to 3.2%
from 3.6%, in which we incorporate lower energy prices along those of other
services (particularly related to tourism) and potential pressures from higher FXpassthrough (factors also mentioned today in the statement), among others. Given
these changes, coupled with more ample room to ease as the world has embarked
in another round of extraordinary monetary easing, we reiterate our view of an
additional 50bps rate cut on May 14th, to 5.50%, followed by -75bps on June 25th
to 4.75%, level where we expect the reference rate to end this year.
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that the points of view expressed in this document are a faithful reflection of our personal opinion on the company (s) or firm (s) within this report,
along with its affiliates and/or securities issued. Moreover, we also state that we have not received, nor receive, or will receive compensation other
than that of Grupo Financiero Banorte S.A.B. of C.V for the provision of our services.

Relevant statements.
In accordance with current laws and internal procedures manuals, analysts are allowed to hold long or short positions in shares or securities
issued by companies that are listed on the Mexican Stock Exchange and may be the subject of this report; nonetheless, equity analysts have to
adhere to certain rules that regulate their participation in the market in order to prevent, among other things, the use of private information for their
benefit and to avoid conflicts of interest. Analysts shall refrain from investing and holding transactions with securities or derivative instruments
directly or through an intermediary person, with Securities subject to research reports, from 30 calendar days prior to the issuance date of the
report in question, and up to 10 calendar days after its distribution date.
Compensation of Analysts.
Analysts’ compensation is based on activities and services that are aimed at benefiting the investment clients of Casa de Bolsa Banorte and its subsidiaries.
Such compensation is determined based on the general profitability of the Brokerage House and the Financial Group and on the individual performance of
each analyst. However, investors should note that analysts do not receive direct payment or compensation for any specific transaction in investment banking
or in other business areas.
Last-twelve-month activities of the business areas.
Grupo Financiero Banorte S.A.B. de C.V., through its business areas, provides services that include, among others, those corresponding to investment
banking and corporate banking, to a large number of companies in Mexico and abroad. It may have provided, is providing or, in the future, will provide a service
such as those mentioned to the companies or firms that are the subject of this report. Casa de Bolsa Banorte or its affiliates receive compensation from such
corporations in consideration of the aforementioned services.
Over the course of the last twelve months, Grupo Financiero Banorte S.A.B. C.V., has not obtained compensation for services rendered by the investment
bank or by any of its other business areas of the following companies or their subsidiaries, some of which could be analyzed within this report.
Activities of the business areas during the next three months.
Casa de Bolsa Banorte, Grupo Financiero Banorte or its subsidiaries expect to receive or intend to obtain revenue from the services provided by investment
banking or any other of its business areas, by issuers or their subsidiaries, some of which could be analyzed in this report.
Securities holdings and other disclosures.
As of the end of last quarter, Grupo Financiero Banorte S.A.B. of C.V. has not held investments, directly or indirectly, in securities or derivative financial
instruments, whose underlying securities are the subject of recommendations, representing 1% or more of its investment portfolio of outstanding securities or
1 % of the issuance or underlying of the securities issued.
None of the members of the Board of Grupo Financiero Banorte and Casa de Bolsa Banorte, along general managers and executives of an immediately below
level, have any charges in the issuers that may be analyzed in this document.
The Analysts of Grupo Financiero Banorte S.A.B. of C.V. do not maintain direct investments or through an intermediary person, in the securities or derivative
instruments object of this analysis report.
Guide for investment recommendations.

Reference

BUY
HOLD
SELL

When the share expected performance is greater than the MEXBOL estimated performance.
When the share expected performance is similar to the MEXBOL estimated performance.
When the share expected performance is lower than the MEXBOL estimated performance.

Even though this document offers a general criterion of investment, we urge readers to seek advice from their own Consultants or Financial Advisors, in
order to consider whether any of the values mentioned in this report are in line with their investment goals, risk and financial position.
Determination of Target Prices
For the calculation of estimated target prices for securities, analysts use a combination of methodologies generally accepted among financial analysts,
including, but not limited to, multiples analysis, discounted cash flows, sum-of-the-parts or any other method that could be applicable in each specific case
according to the current regulation. No guarantee can be given that the target prices calculated for the securities will be achieved by the analysts of Grupo
Financiero Banorte S.A.B. C.V, since this depends on a large number of various endogenous and exogenous factors that affect the performance of the issuing
company, the environment in which it performs, along with the influence of trends of the stock market, in which it is listed. Moreover, the investor must consider
that the price of the securities or instruments can fluctuate against their interest and cause the partial and even total loss of the invested capital.
The information contained hereby has been obtained from sources that we consider to be reliable, but we make no representation as to its accuracy or completeness. The
information, estimations and recommendations included in this document are valid as of the issue date, but are subject to modifications and changes without prior notice;
Grupo Financiero Banorte S.A.B. of C.V. does not commit to communicate the changes and also to keep the content of this document updated. Grupo Financiero Banorte
S.A.B. of C.V. takes no responsibility for any loss arising from the use of this report or its content. This document may not be photocopied, quoted, disclosed, used, or
reproduced in whole or in part without prior written authorization from Grupo Financiero Banorte S.A.B. of C.V.
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