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Ahead of the Curve 

Banxico minutes to focus on the deceleration in Mexico’s economic 

activity 

 Banxico minutes (February 7
th

). In our view, the market will focus on: (1) 

Discussions about the deceleration of the Mexican economy and its possible 

effects on the degree of economic slack, the outlook for inflation and 

monetary policy; (2) comments about recent changes in global monetary 

policy, particularly the dovish shift of the Federal Reserve and its effect on 

Mexico’s relative monetary policy stance; (3) additional details about 

downside risks to inflation, which were added again in the statement; and 

(4) the possibility that slack conditions in the economy widen more than 

expected. We believe the minutes will reaffirm the less hawkish tone that 

we perceived in the statement. Nevertheless, the likelihood of comments 

about potential rate cuts is low, as some market participants could have 

expected going into the meeting. 
 

 Bi-weekly inflation report (1H-February). We estimate headline inflation 

at -0.09% 2w/2w and core at 0.13%, both lower than the previous print. In 

our view, price dynamics during the period will be driven by an extension of 

the decline in prices of fresh fruits and vegetables, and limited upside in 

core goods. Moreover, prices in some components would still be benefitted 

by lower taxes at the Northern Border. With these results, inflation would 

drop from 4.37% yoy in January to 3.90%, while the core would decline 

from 3.68% to 3.38%, both at lows not seen since late 2016.  
 

 

 
 

 

 

 

 

 

 

 

 

 

 
 

 

 

 

 

 

 

 

 

 

 

 
 

Mexico weekly calendar  

DATE TIME (ET) EVENT PERIOD UNIT BANORTE CONSENSUS PREVIOUS 

Tue 19-Feb 10:00am International reserves Feb-15 US$ bn -- -- 175.5 

Tue 19-Feb 12:30pm Government weekly auction: 1-, 3-, 6-month CETES; 5y Mbono (Dec'23); 10y Udibonos (Nov'28) 

Tue 19-Feb 3:30pm Citibanamex bi-weekly survey of economic expectations 

Thu 21-Feb 10:00am Banxico's minutes  February 
    Fri 22-Feb 9:00am CPI inflation 1H-Feb % 2w/2w -0.09 -- 0.01 

  
  

 % yoy 3.90 -- 4.21 

  
 

    Core  % 2w/2w 0.13 -- 0.16 

        % yoy 3.38 -- 3.55 
 

Source: Banorte; Bloomberg  
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Proceeding in chronological order... 

Weekly international reserves report. Last week, net international reserves 

fell by US$12 million, closing at US$175.5 billion. According to Banxico’s 

report, this figure comes mainly from a negative valuation effect in central bank 

assets. In this context, the central bank’s international reserves have increased 

US$718 million during 2019 (please refer to the following table). 

Banxico's foreign reserve accumulation detail 
US$, million 

  2018 Feb 8, 2019   Feb 8, 2019 Year-to-date 

 
Balance 

 
Flows 

International reserves (B)-(C) 174,793 175, 511 
 

-12 718 

    (B) Gross international reserve 176,384 180,442 
 

424 4,058 

        Pemex -- -- 
 

257 354 

        Federal government -- -- 
 

191 3,332 

        Market operations -- -- 
 

0 0 

        Other -- -- 
 

-24 372 

    (C) Short-term government's liabilities 1,592 4,931   435 3,340 
 

Source: Banco de México 

Weekly government bond auction. The Ministry of Finance (MoF) –via Banco 

de Mexico as its financial agent, will offer 5-year fixed-rate Mbonos (Dec’23), 

10-year Udibonos (Nov’28), in addition to the “traditional” 1-, 3-, and 6-month 

zero-coupon Cetes (please refer to the following table). As usual, results will be 

released at 12:30pm (ET).  

Auction specifics (Tuesday, February 19th, 2019) 

 

Maturity Coupon rate, % To be auctioned1 Previous yield2 

Cetes     

1m 21-Mar-19 - - 5,000 7.88 

3m 23-May-19 - - 5,000 8.13 

6m 15-Aug-19 - - 10,500 8.26 

Mbonos     

5yr 07-Dec-23 8.00 9,700 8.44 

Udibonos     

10y 30-Nov-28 4.00 800 4.29 
 

Source: Banorte with data from Banco de México 1. Except for Udibonos, which are expressed in UDI million, 
everything else is expressed in MXN million. 2. Yield-to-maturity reported for Cetes, Mbonos and Udibonos 

Citibanamex Survey. Market focus will center on analysts’ inflation forecasts 

for the first half of February (to be published on Friday, February 22
nd

) along 

possible adjustments to the downside for the year-end 2019 estimate. 

Furthermore, it will be important to see monetary policy assessments after the 

communiqué released on February 7
th
, which in our view showed a less hawkish 

tone. We will also be watching forecasts for GDP growth and USD/MXN 

exchange rate.  

Banxico minutes focused on the outlook for growth and its potential impact 

on inflation and monetary policy. Next Thursday, Banxico will publish the 

minutes of the monetary policy meeting held on February 7
th
, 2019. It is worth 

remembering that this was the first meeting in which Deputy Governors Gerardo 

Esquivel and Jonathan Heath participated. For details of our views on the 

release, see: “Banxico’s monetary policy decision – Less hawkish, but not as 

much as the market expected”, February 7
th
, 2019, <pdf>. 

https://www.banorte.com/cms/casadebolsabanorteixe/analisisyestrategia/analisiseconomico/mexico/20190207_Banxico_February.pdf
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We believe the market will focus on the discussions about the deceleration of 

the Mexican economy and its possible effects on the degree of economic slack, 

the outlook for inflation and monetary policy. We reiterate our view of no 

changes to the reference rate in 2019, staying at 8.25%. 

Regarding the former, the central bank recognized the slowdown in 4Q18 GDP 

in the preliminary print, with the final figure to be released on February 25
th
. In 

this respect, industrial production in December, published after the meeting, 

equates to a contraction of 0.9% yoy in 4Q18 in the secondary sector, weaker 

than the -0.7% figure of the advanced print. For details, see: “Industrial activity 

ended 2018 on a sour note due to weakness in manufacturing”, February 11
th
, 

2019, <pdf>. In a similar fashion, we will look for comments about higher slack 

in the labor market following the increase in the unemployment rate to 3.57% in 

December from 3.31% in the previous month (using seasonally-adjusted data), a 

maximum since December 2016.  

Along the deceleration at the end of last year, the central bank also mentioned 

this could continue at the start of 2019. Among the factors supporting their 

expectation, they included the deceleration of global economic activity, weaker 

internal demand, and transitory factors in 1Q19 (railway blockades and fuel 

distribution delays). In particular, it will be important to gauge any hint about 

the Board’s opinion of their possible combined impact, considering that their 

current forecast range for GDP this year is at 1.8-2.8% (midpoint: 2.3%). The 

median estimate in their latest private analysts’ survey is at 1.8% yoy, at the 

lower end of the range. Considering this information, we think that Banxico will 

likely adjust lower its projection range in the next Quarterly Report, to be 

published on February 27
th
. If this downgrade occurs, it would have an effect on 

the outlook for demand-side pressures for inflation, estimates of the output gap, 

and the path for monetary policy going forward, among others. 

On the other hand, we are also interested in potential discussions about recent 

changes in global monetary policy, particularly the dovish shift of the Federal 

Reserve and its effect on Mexico’s relative monetary policy stance. The central 

bank has maintained this factor as one of the most relevant to keep tracking 

going forward. In our view, the change in tone by the Fed provides additional 

room for Banxico to refrain from hiking this year. Moreover, there could be 

some comments about the possible impact that a reference rate in restrictive 

territory could have on an already weaker outlook for growth. In spite of this, 

we continue thinking that the probability of starting a rate cut cycle in 2019 

remains low. In this respect, the central bank keeps reiterating the need to 

maintain a prudent stance due to an environment characterized by a high degree 

of uncertainty, along the possible persistence of upward risks to inflation and its 

expectations, in a context in which actual inflation has stayed above the central 

bank’s target. 

We will also look for additional details about downside risks to inflation, which 

were added again in the statement. In particular, they stated the possibility of 

lower variation in prices of some goods at the non-core index. In our view, these 

are most likely related to changes in the pricing policy of electricity and 

gasoline by the new administration.  

https://www.banorte.com/cms/casadebolsabanorteixe/analisisyestrategia/analisiseconomico/mexico/20190211_IP_Dec_2018.pdf
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Moreover, they included the possibility that slack conditions in the economy 

widen more than expected. We believe this signals lower concerns about 

potential demand-side pressures for inflation, even after maintaining the 

warning of a direct and indirect impact from the recent increase in the minimum 

wage. 

All in all, we believe the minutes will reaffirm the less hawkish tone that we 

perceived in the statement, mainly as a result of a weaker outlook for growth 

and recent downward surprises on inflation. Nevertheless, it is our take that the 

likelihood of comments about potential rate cuts is low, as some market 

participants could have expected going into the meeting.  

We expect still low inflation for the 1
st
 half of February. We estimate the 

headline at -0.09% 2w/2w, lower than the previous print at 0.01%. In our view, 

price dynamics in the period will be driven by an extension of the decline in 

fresh fruits and vegetables. We expect of 3.4% 2w/2w contraction in this 

component, subtracting 18bps to the headline figure. In this respect, we noted 

heavy declines in goods such as tomatoes and chillies in our price monitoring, 

among the most important in this sub-index. Moreover, we expect a negative 

contribution of 1bp from energy on a decline in LP gas. This would be less than 

compensated by a marginal increase in low-grade gasoline, with Northern 

Border states still declining but at a slower pace than in the previous two prints. 

We anticipate an increase of 0.13% in the core index, below the 0.16% of the 2
nd

 

half of January. In our view, goods could still be benefitted by lower taxes, a 

dynamic observed since the beginning of the year. We expect a contribution of 

only 3bps from this component, with other services adding 4bps.  

With these estimates, inflation drops from 4.37% yoy in January to 3.90%. In 

our view, this is quite relevant considering that annual inflation would return to 

Banxico’s variability range between 3% +/-1% for the first time since December 

2016. This would imply an accumulated decline of 93bps in the annual measure 

since the end of last year. On the other hand, core inflation would stand at 

3.38% from 3.68%, lowest since November 2016. In our view, Banxico would 

highly welcome if the report is in line with our estimates, particularly as the 

central bank remains on watch of the risks posed by the limits to the downside at 

the core level, which have been discussed since last year. 

Going forward, we will be focused on energy price dynamics, particularly after 

their recent decline and considering price caps in electricity and gasoline due to 

the pricing policy of the new administration. As already mentioned, this could 

be relevant in the minutes of the latest monetary policy decision. Moreover, we 

keep watching the behavior of agro, given their higher volatility. Lastly, we will 

be focused on possible effects due to railway blockades in Michoacan, which 

could have impacted inventories and therefore their market-clearing price.  

 
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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Analyst Certification. 
We, Gabriel Casillas Olvera, Delia Maria Paredes Mier, Alejandro Padilla Santana, Manuel Jiménez Zaldívar, Tania Abdul Massih Jacobo, Katia 
Celina Goya Ostos, Juan Carlos Alderete Macal, Víctor Hugo Cortes Castro, Marissa Garza Ostos, Miguel Alejandro Calvo Domínguez, Hugo 
Armando Gómez Solís, Gerardo Daniel Valle Trujillo, José Itzamna Espitia Hernández, Valentín III Mendoza Balderas, Santiago Leal Singer, 
Francisco José Flores Serrano, Francisco Duarte Alcocer, Jorge Antonio Izquierdo Lobato and Leslie Thalía Orozco Vélez, certify 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 Ixe 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 When the share expected performance is greater than the MEXBOL estimated performance. 

HOLD When the share expected performance is similar to the MEXBOL estimated performance. 

SELL 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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