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= Banxico just published its survey of expectations in August
. . ] Delia Paredes
= Consensus expects inflation at 3.36% at the end of 2019 below previous Executive Director of Economic Analysis

3.66% (Banorte: 3.3%) delia.paredes@banorte.com

= For 2020, consensus forecasts inflation at 3.56%, while medium term
expectations are at 3.5% (Banorte: 3.5%)

= Economists expect Banxico's reference rate at 7.75% by year-end
(Banorte: 7.5%)

=  Growth expectations in 2019 were downgraded to 0.5% from 0.8%
(Banorte: 0.8%)

= For next year, analysts expect growth in the area of 1.4% y/y below
previous estimate 1.5% (Banorte: 1.4%0)

= Exchange rate forecast for year-end was revised up to 19.84 USD/MXN
from 19.7 (Banorte: 20.3 USD/MXN)

Banxico just published its survey of expectations in August. Inflation
forecasts for 2019 are at 3.36% yl/y, below the 3.66% from previous survey
(Banorte: 3.3%). In the meantime, expectations for core inflation in 2019 are at
3.67%, unchanged vs. previous survey. In the next 12-months, inflation is
expected at 3.76%, vs. previous 3.88% y/y. For year-end 2020 inflation is
expected at 3.56% (previous: 3.6%).

Medium term expectations are in line with previous survey. The median for S
. . . Document for distribution among
medium term expectations (1- 4 years) are at 3.5% (previous: 3.5%). public
Meanwhile, long term expectations (5- 8 years) also at that level, unchanged
from previous survey.
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Analysts expect the reference rate to close this year at 7.75%. This level
implies a 25 bp cut in 2019, after the central bank reduced the reference rate to
8% from 8.25% in August. By 2020, economists surveyed expect Banxico’s rate
at 7%, 75 bp lower than the expected level for the end of 2019. This expectation
contrasts with our estimate of a 25bp rate cut at the September meeting, with a
high probability of seeing another cut -in the same magnitude-, in the last
quarter of the year, with the rate closing 2019 at 7.5%. While we think that the
monetary authority will be very cautious, we believe that Banxico has room for
a cycle of low rates between 125 and 200bp.

Growth expectations for 2019 below previous survey. According to
Banxico’s survey (August), analysts revised down its growth forecast to 0.5%
from 0.8% (Banorte: 0.8%), with 97% probability of growing below 1%. For
2020, analysts downgraded their estimates to 1.4% from 1.5% (Banorte:
1.4%yly). Finally, long-term growth (next 10-year average) is estimated at
2.05% (Banorte: 2.3% yly).
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Analysts expect a higher exchange rate for 2019. Estimates are at
USD/MXN19.84 from USD/MXN19.7 (Banorte: 20.3). For next year, they
expect the currency to finish the year at USD/MXN20.26 from USD/MXN20
(Banorte: 21.3), with the expected trajectory marginally modified from previous
survey.
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Uncertainty about domestic politics is the main obstacle for economic
growth. Among the factors that could have an adverse impact on Mexico's
economic growth are: (1) uncertainty about domestic politics (17% of
responses); (2) uncertainty about domestic economic outlook (15%); (3) public
insecurity (12%); (4) fiscal policy (10%); (5) oil production output with 10% of
responses and (6) global economic weakness with 8% of responses.

Disclaimer
The information contained in this document is illustrative and informative so it should not be considered as an advice and/or
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