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Banxico minutes - 50bps hike as a response
to the upward trend in both inflation and
expectations

Banxico published today the minutes of its monetary policy meeting
held on December 15, in which the board decided unanimously to
increase the reference rate by 50bps to 5.75%

The discussions focused on the following topics:

@)

2

®)

(4)

(®)

Banxico’s 50bps hike occurred as a result of the 25bps hike in the
fed funds rate and the deterioration in both the current outlook
and the expectations for inflation

Headline and core inflation maintained an upward trend as a
result of the exchange rate depreciation, which implies that the
balance of risks for inflation has deteriorated;

Inflation expectations in the short, medium and long term have
increased as a result of the negative impact of supply-side shocks,
among which the central bank highlighted the increase in the
minimum wage, the expected increase in gasoline prices (the
monetary policy announcement was 9 days prior to the MoF
announcement of the increase in gasoline prices), and the recent
hike in agricultural goods prices;

Even though Mexico’s economic growth was higher in 3Q16, the
balance of risks for growth deteriorated, mainly as a result of the
uncertainty surrounding the impact of Donald Trump’s policies to
the Mexican economy; and

The fiscal actions acquire special relevance given that Mexico’s
current public finance situation represents the major source of
concern for investors

Looking ahead, we continue to expect a 50bps rate hike in Banxico’s
first monetary policy meeting on February 9, as a result of the
significant increase in gasoline prices announced by the MoF on 27" of
December. For more details see: “Gasoline prices — Transition from a
state-managed framework to a market-driven system” <pdf>

We maintain our recommendation of long positions in Udibonos
Jun’19, Dec’20, and Jun’22. In our view, the minutes portray a greater
concern about short-term inflation and the risks to the upside for mid-
and long-term inflation expectations, supporting our preference for
inflation-indexed securities as opposed to Mbonos as a defensive,
relative value strategy
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= In particular, we highlight the Board’s recognition of:

(1) A greater demand for Udibonos as a mechanism to protect against
inflation and the subsequent increase in inflation premiums,
particularly in the short end; and

(2) Potential price pressures next year at least due to three factors that
we have stressed since the beginning of December, namely a higher
pass-through from peso weakness, gasoline price liberalization,
and the increase in minimum wages. For details, see: “Inflation
2017 — Increase in minimum wage will have a small, but not
negligible effect”, <pdf>, published on December 8", 2016, and
“Gasoline prices — Transition from a state managed framework to a
market-driven system” <pdf>, published on December 27", 2016

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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