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Banxico Minutes – Financial stability concerns 

remain key to the central bank’s decisions 
 

 Banxico published the minutes of the meeting held on June 27
th

, in 

which the Board of Governors maintained the reference rate unchanged 

at 8.25%  
 

 In line with our expectations, the minutes confirmed that Deputy 

Governor Gerardo Esquivel voted against the decision. Among his 

reasons, he stated: (1) Better inflation dynamics; (2) a more dovish 

stance from global central banks; and (3) the deceleration of the 

Mexican economy  
 

 In our opinion, the tone of the minutes was slightly dovish, similar to 

what we perceived in the communique, In particular, we observed 

heightened concerns about growth, with a better outlook for headline 

inflation 
 

 However, there is still a high degree of uncertainty and ample debate 

over risks for financial stability, which included the credit rating for the 

sovereign and Pemex 
 

 We believe that the minutes support our expectation that Banxico will 

cut the reference rate by 25bps to 8.00% in the November 14
th

 meeting 
 

 The market is positioned for a gradual approach towards lower rates 

Minutes tone in line with the one we perceived in the communiqué. Banxico 

just published the minutes of the meeting held on June 27th, in which the Board 

of Governors maintained the reference rate unchanged at 8.25%. In line with our 

expectations, the tone resembles the one we perceived in the communiqué, with 

the monetary authority concerned about the outlook for both global and local 

growth. Nevertheless, comments about inflation were more mixed, particularly 

regarding the drivers and risks for core inflation. The document showed that 

‘some members’ are still worried about the fact that this component remains 

stubbornly high despite a context of greater economic slack that should have 

already resulted in lower price pressures at the core level. More importantly, we 

observed several comments about recent credit rating downgrades of Mexico 

and Pemex, the risks such movements entail as well as their potential effects on 

public finances, the economy and financial markets, which lead us to believe 

that financial stability concerns remain key in Banxico’s decision-making 

process.  

Deputy Governor Esquivel, the dissenter. As expected, Deputy Governor 

Gerardo Esquivel was against the decision, in favor of a 25bps rate cut He 

argued that inflation has behaved better than forecasted in previous Quarterly 

Reports and is converging to target. Additionally, he said that accumulated 

inflation in 1H19 would be around 0.3% (actual, known after the decision: 

0.37%), the second-lowest so far this century. For this particular point there 

were a lot of discussions about the drivers, with the majority considering 

declines in non-core prices as the main reason behind it. 
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More importantly, he argued that inflation by year-end 2019 will be very close 

or even below 3.4% (Banorte: 3.5%). Also as we expected, he said that other 

reasons in favor of a rate cut were the loosening of monetary policy in advanced 

economies and the noticeable deceleration of the domestic economy. Moreover, 

we believe he was the member reiterating in the document that it cannot be 

ruled out that the pessimistic tone of recent communiques has been one of the 

reasons behind the recent increase in inflation expectations. 

Continuing concerns on global growth, with muted inflation pressures. The 

Board noted that risks for global growth remain biased to the downside, 

pressured by trade tensions –now adding overall conditions between the US and 

its trading partners, and not only with China–,volatility in financial markets, and 

geopolitical risks. On this last point, one member noted increased tensions that 

could impact energy markets, probably referring to recent developments in the 

Hormuz strait. Regarding global inflation, Banxico also noted that risks are 

biased to the downside, on the back of lower commodity prices. Considering 

these factors, they acknowledged that a more dovish stance from central banks 

across the world, with special focus on the US Fed, as they showed some 

willingness to ease their monetary stance, but also about the ECB; BoJ, and 

other developed- and emerging-countries.  

Deteriorated outlook for domestic growth. All members agreed that economic 

activity has decelerated more than expected, with greater weakness in domestic 

demand due to lower private consumption, muted investment and low 

government spending. Looking at the supply-side, most said that there is a 

significant and unfavorable trend change in services, with one member 

highlighting this sector’s importance in GDP. This has translated in greater 

slack on the output gap, also shown by the persistent slowdown in job creation. 

All in all, risks for growth have deteriorated further to the downside, with 

increased risks in both the external and domestic front. Regarding the former, 

Banxico added new threats from tariffs from the US, while also considering 

possible delays in USMCA ratification. On the domestic front, some members 

signaled the possible economic impact from additional reductions to both the 

Pemex and the sovereign credit rating.  

Slight improvement in inflation risks. The board recognized that inflation has 

improved in recent fortnights, driven down by non-core items as a result of 

lower energy and agricultural prices. However, there are still concerns about the 

behavior of the core component, which remains stubbornly high. In this context, 

the evaluation for risks was broadly mixed. To the upside, we note the addition 

of possible impacts stemming from retaliatory measures if the US imposes 

tariffs on Mexican goods, while discussions on wage pressures were expanded. 

In contrast, pressures to the downside included greater slack conditions and the 

possibility of an appreciation of the Mexican peso, driven by looser global 

monetary conditions. All in all, the assessment was that there is a high degree of 

uncertainty, which we take to be an improvement vs. the previous decision, in 

which risks were clearly biased to the upside.  
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Possible response to Fed easing. Comments in this front were relevant in a 

context of a more dovish stance from the Fed. In this respect, a 25bps cut has 

already been discounted by the market for its next meeting (in line with our own 

expectation). It is worth noting that this factor is second in the list of drivers 

mentioned by the central bank as part of their decision-making process. Looking 

at individual opinions, one member –likely to be Deputy Governor Esquivel– 

stated that if the Fed reduces its reference rate, Banxico should match cuts in 

order to maintain the current spread, which stands at 575bps. Another member 

stated that if the Fed cut materializes, this would represent a challenge for local 

monetary policy, as it would imply a relative tightening in domestic conditions. 

All in all, most members signaled that this change in stance gives Banxico 

additional room to maneuver. 

Lengthy discussions on credit ratings, especially Pemex. The document had 

several comments about the recent downgrade of the sovereign and Pemex 

credit ratings, with some members flagging as a domestic risk the possibility of 

additional reductions. These could impact the economy, public finances, and 

financial market performance and volatility. Importantly, at least one member 

also said that a similar situation could occur with the state-owned utility, CFE.  

Regarding Pemex, the majority said that its risk premium has deteriorated 

significantly, but the impact to the sovereign’s financial costs has been limited. 

There was an interesting discussion about the potential impact if a second major 

rating agency downgrades the company below investment-grade. Some said the 

markets already discount this scenario, although it could lead to forced-selling 

by some investors, a process that may have started by now. Another said that 

Pemex’s loss of investment-grade would not necessarily lead to episodes of 

financial volatility since such risk is already discounted and portfolio 

adjustments may take place gradually. In this context, most members noted the 

importance of preventing an additional deterioration in the credit rating of 

Pemex’s debt. Specifically; “…They noted that to improve the situation of the 

company, a clear and credible business plan is necessary, together with a 

medium and long-term strategy focused on value generation and that improves 

the company’s access to financial markets. (…) Some members mentioned that 

in case the actions taken to reactivate oil production and restore the health of 

Pemex’s finances are insufficient, this would have important implications for 

public finances and in general for the economy…”. 

We identified at least two members with a dovish bias. Apart from the 

dissent of Deputy Esquivel already described, another member stated that if 

inflation continues to converge towards the target, “…the start of an easing 

cycle in the short term would be necessary…”, although this decision “…should 

be taken with caution and prudence…”. In this respect, we identify at least two 

members in favor of a lower reference rate sooner rather than later. 

Nevertheless, ‘some’ members stated that given the complex backdrop, it would 

not be convenient to ease monetary conditions if inflation does not show a clear 

trend towards the 3% target.  
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We maintain our call of a 25bps rate cut in November’s meeting. We 

believe that Banxico will maintain a prudent and cautious stance for now, 

mainly because of the need for more information regarding some risk factors for 

financial stability. In this respect, it was quite clear that members are uncertain 

about the possible outcome and effect of some lingering risks, such as additional 

credit rating actions (especially in Pemex), and the ratification of USMCA, 

among others. 

In our view, Banxico will have room to cut the reference rate by 25bps at the 

November 14
th
 meeting, when we expect some of the risks to have ebbed away, 

while inflation should have already started to converge to our 3.5% year-end 

forecast, amid a backdrop in which global central banks are likely to remain 

dovish. Nevertheless, we cannot rule out this to happen sooner than expected if 

these risks unravel at an earlier date, although nothing in the document makes us 

believe that this will be the case. Last but not least, we reiterate our call that this 

rate cut could kick-start an easing cycle, which we estimate could result in an 

accumulated reduction between 125-200bps. 

From our Fixed income and FX strategy team 

The market is positioned for a gradual approach towards lower rates. 

Banxico’s minutes this morning were characterized by a clear dovish tilt, 

coming mainly from the board’s view about the effect of slack in the Mexican 

economy. Nevertheless, the dissenting opinions hovered around inflation and 

conditions linked to financial stability. Some dovish arguments centered on the 

convergence of annual inflation towards Banxico’s confidence range (2%-4%), 

stressing out that some of the risks for CPI have alleviated. In contrast, several 

members highlighted that the dynamics in the core component are less 

encouraging and that there are several risks coming from Pemex, fiscal 

accounts, growth and other factors enlisted by credit rating agencies recently 

that could result in a higher risk premia in local assets and cost pressures to the 

economy. Overall, Banxico’s board will be cautious with the implementation of 

its monetary policy judging by the deep analysis about current conditions, 

suggesting that the leeway for easing monetary conditions is limited. 

Nevertheless, we have to acknowledge that a more dovish Fed, with a strong 

likelihood of reducing its Fed funds rate this year (on cut as soon as July 31
st
) 

could help Banxico to start a gradual easing cycle by year-end, especially when 

taking into account the spread in ex ante short-term real-rates between Mexico 

and the U.S., currently at 437bps. As of today, the yield curve is pricing in -

47bps of implied rate cuts this year and a total amount of -139bps until 2020-

end. In the aftermath of today’s minutes, Mexican bonds observed a breather, 

rallying 2-3bps after the strong sell-off in the last two sessions. Regarding our 

recent tactical trade idea considering Mbono Nov’42, we recommend a stop loss 

action in order to limit a potential additional depreciation given the high degree 

of uncertainty in the current landscape that could affect the risk premium 

embedded in this security. 
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The Mexican peso experienced a limited reaction to Banxico’s minutes this 

morning, holding a price action close to 19.15 per dollar (-0.1% in respect to 

yesterday’s close). Recent performance has partially paired pressures which 

pushed the cross to levels as high as 19.36 on Tuesday, although it currently 

marks a weekly negative balance, broadly decoupling from EM and G10 

currencies which have been favored by the Fed’s dovish tone reflected in USD 

weakness. Particularly, the DXY scores a 0.3% loss in respect to last Friday’s 

close, whereas the BBDXY has lost 0.1%.  

In the same comparison, the EM complex prints a ~0.4% rally, contrasting with 

a 0.7% sell-off in the MXN. Regardless of this performance, the Mexican peso 

is still 2.7% stronger year-to-date, though giving up some positions in the 

outperformers’ group (at this time as the 6
th
 strongest). In spite of recent 

movements, we see a peso which is still not reflecting a consistent risk premium 

with the local and foreign idiosyncratic risks captured by the complex outlook 

described by Banxico in its minutes. In this sense, the peso’s high carry, 

especially when compared to other EMs, is still holding as the main anchoring 

subject. Considering the latter, a prudent monetary vision from Banxico and a 

potential limited action space build up the case for this factor to extend in the 

following months. However, it is our take that this equilibrium could wane 

going forward, reason why we affirm our year-end forecast at USD/MXN 20.30. 

In strategy terms, we hold a negative bias for the currency, despite its attractive 

carry, acknowledging the next two key technical resistances at the USD/MXN 

19.27 Fibonacci reading and the 19.38 200-day moving average. 
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