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Feb 8, 2018 Statement Word Cloud

Banxico just announced its monetary policy decision

As expected, the board decided to increase the reference rate to 7.5%
from 7.25%

It is worth mentioning that the decision was unanimous, with a complete
Board given that this was Irene Espinosa’s first meeting

We consider that Banxico’s communiqué was hawkish, where we
highlight the following points:

(1) Board members emphasized the tightness in both the Mexican
economy and the labor market, which in turn could result in greater
inflationary pressures;

Banxico also mentioned that given the economic cycle, as well as
the persistence of high inflation, monetary policy should act in order
to prevent second-round effects;

The balance of risks for inflation maintains an upward bias in an
environment with a “high degree of uncertainty”;

Short-term inflation expectations continued to deteriorate due to the
recent trend of non-core inflation;

The central bank estimates that headline inflation will converge to its
3% target during the first quarter of 2019;

(2)

(3)
(4)
(5)

(6) Despite the appreciation of the Mexican peso during 2018, volatility
prevails; and
(7) The central bank emphasized that it will remain vigilant with respect

to the relative monetary stance between Mexico and the US

Our linguistic analysis of Banxico’s monetary policy announcement
reaffirms our view of a hawkish hike, given the greater weight on words
such as “[abscence of] slack”, while “expectations” -referring to
inflation- gained a greater importance in February's communiqué, as
well as “monetary policy” (refer to the charts below)
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= We keep our call for an additional 25bps hike on April 12, following’a oo LYK
25bps Fed hike on March 21 : o il LA

i .

*= |n addition, we do not rule out a further increase if uncertainty persists
before the presidential elections (1t of July). In this context, we consider
that the central bank could increase the reference rate again by 25bps
during the June 215t meeting, just after a 25bps hike from the FOMC (June
13)

= Looking ahead, and as volatility due to the aforementioned factors starts
to dissipate, it is likely that the Central Bank could cut rates by 50bps in
the second half of 2018

From our fixed income and FX strategy team

= Local rates are extending losses after Banxico increased its reference
rate in line with our expectations and delivered a hawkish communiqué.
In our view, the Mexican yield curve will remain pressured given current
conditions in the global fixed-income market (e.g. Treasuries) and the
possibility of additional rate hikes from the central bank in coming
months. In the aftermath of actual market dynamics we hold our trade
recommendation on defensive 5-year floating-rate Bondes D, with more
attractive valuation and characteristics than CPI-linked Udibonos at this
high-inflation environment given the hawkish tone from Banxico

= MXN is falling 0.4% today to 18.87 per dollar, albeit reversing deeper
losses up to 18.97 about an hour eatrlier than the release, following the
broader USD trend. In line with our call, the relief due to Banxico’s
decision was modest. We maintain our recommendation of USD/MXN
longs opened back on January 19 with entry of 18.57, target of 19.50
and stop-loss of 18.20 per dollar

Disclaimer
The information contained in this document is illustrative and informative so it should not be considered as an advice and/or
recommendation of any kind. BANORTE is not part of any party or political trend.
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