Banxico Survey - Estimates for activity and
prices keep trending up

Banxico just published its survey of expectations from private sector
analysts for April

Forecasts for 2021 keep showing adjustments, specifically on activity and
prices. We believe this is a result of additional information and marked
changes in the environment

The GDP estimate for 2021 was adjusted higher, to 4.8% y/y from 4.5%,
below our 5.9%. For 2022, it was unchanged at 2.7%

Consensus expects inflation at 4.56% at the end of the year, 42bps higher
than the previous survey and closing in on our 4.7%. This is likely driven
by recent pressures, along expectations of higher growth. For 2022, the
estimate was unchanged at 3.6%. Medium- and long-term expectations
were unchanged at 3.5%, in line with our forecast

On the central bank’s reference rate, analysts do not expect further
adjustments for the remainder of the year, standing at 4.00%. This
contrasts with our call of a 25bps hike in the December meeting

The year-end forecast for the USD/MXN exchange rate was practically
unchanged at 20.45 pesos per dollar from 20.50, slightly above our 20.20.
For 2022, it is also seen weaker, at 20.90 per dollar (previous: 21.10)

GDP forecast for 2021 on the move again. Analysts revised their GDP
expectations for this year to 4.8% y/y (as seen in the following chart) from 4.5%
in the previous survey. We should mention that this does not include the print for

1

Q21, which surprised to the upside, leading us to believe that additional upward

adjustments might happen in the next survey. In this sense, it stands below our
recently revised forecast of +5.9%. The minimum sees an expansion of 3.4%, and
the maximum at 6.5%, This is a looser range than last month, with the upper
bound higher by 50bps. For 2022, expectations were unchanged at 2.7%
(minimum: 1.5%; maximum: 3.7%). Finally, long-term growth (10-year average)
was also in line with the previous month at 2.1%.
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Year-end inflation forecasts also extend higher. The figure for the end of 2021
came in at 4.56%, 42bps above the previous survey, remaining above the 4%
upper bound of the central bank’s target range. It is still closing in on our 4.7%
estimate. In our opinion, this comes as a result of both recent dynamics and
expectations of higher global growth. This, in turn, would result in worldwide
inflationary pressures, especially on commodities’ prices. The range was wider
relative to the last survey, with a maximum of 5.2% and minimum of 3.9%, as
seen in the chart below on the left. Core inflation came in at 3.7%, in line with
our forecast. Expectations for the next twelve months were unchanged at 3.30%.
Finally, estimates for year-end 2022 point to the headline at 3.6% and the core
reaching 3.5%.

Medium- and long-term expectations anchored slightly above target.
Medium- (1-4 years) and long-term expectations (5-8 years) remain at 3.5%,
adding 23 months at this exact level. Moreover, estimates for medium- and long-
term core inflation were also unchanged, with both at 3.5%.
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Analyst forecasts suggest that Banxico’s easing cycle is over, with hikes on
the horizon. Consensus expects the reference rate to remain unchanged at 4.00%
for the remainder of 2021. However, they are penciling in a 25bps hike in 4Q22
taking the rate to 4.25%. This is rather late relative to our forecast, considering
that we expect this exact same move to happen in 4Q21 —in the December 16"
meeting — with further upward adjustments in early 2022.

Exchange-rate practically unchanged. The year-end estimate came in at
USD/MXN 20.45, almost unchanged relative to the 20.50 of the previous month,
and still slightly above our 20.20. Both the minimum and maximum were
unchanged at 19.25 and 22.09, respectively. For 2022, consensus expects it to end
at 20.90 per dollar, stronger than 21.10 before, with the low unchanged at 19.00
and the high at 23.29 (previous: 23.31).

Governance overtakes domestic economic conditions as the main obstacle for
growth. The main factors —grouped by categories— that are likely to impact GDP
growth are: (1) Governance, with 44% of responses; (2) domestic economic
conditions (40%); (3) public finances (7%); and (4) external conditions (5%),
among the most relevant. Within the first, we note domestic political uncertainty
(18%) and public security problems (11%). In the second, we highlight domestic
market weakness (16%) and uncertainty about the economic situation (15%).
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Inflation expectations in the medium term
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Main factors likely to impact economic growth
% of responses

Governance

Domestic economic conditions
Public finances

External conditions
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