Banxico’s Minutes - Still waiting for the
Fed

=  Tomorrow (Thursday, April 9), Banxico will publish the minutes of its
March 26 monetary policy meeting, in which the board left the
reference rate unchanged at 3%

= In our view, the tone of Banxico’s post-meeting statement was slightly
more dovish given that:
(1) The board stated that the market perception regarding the Fed’s
next hike could be delayed; and
(2) The balance of risks for economic growth has deteriorated

= However, we believe that the minutes will stress out that the most
relevant factors to be considered regarding their monetary policy
stance will be:

(1) Mexico’s relative monetary conditions, particularly with respect to
the U.S.; and
(2) The performance of the exchange rate

= In our view, investors will pay close attention to the Board’s views
regarding these subjects

= Even though we believe the decision was unanimous, any dissenter
would be a strong signal

= Looking ahead, we continue to believe Banxico will begin a hiking
cycle in July 2015

Slightly more dovish minutes. Tomorrow (Thursday, April 9), Banco de
Mexico will publish the minutes of its monetary policy meeting held back on
March 26, in which the board decided to leave the reference rate unchanged at
3%, as it was widely expected. In our view -and in line with the last statement-
the tone of the minutes will be slightly more dovish, particularly given that: (1)
The board stated that market’s perception regarding the Fed’s next rate hike
could be delayed; and (2) the balance of risks for economic growth has
deteriorated.

Possible delay in the Fed’s hiking cycle. While Banxico mentioned that the
market perception of a tighter monetary policy stance by the United States
persists, the board stressed that given the last monetary policy statement issued
by the Fed, the market now considers it more likely that the initial upward
movement in the Fed’s fund rate could be delayed.

JTBANORTE

April 8, 2015

www.banorte.com
WWW.ixe.com.mx
@analisis_fundam

Gabriel Casillas
Chief Economist and Head of Research
gabriel.casillas@banorte.com

Delia Paredes
Executive Director of Economic Analysis
delia.paredes@banorte.com

Alejandro Cervantes
Senior Economist, Mexico
alejandro.cervantes@banorte.com

Document for distribution among
public



JFTBANORTE [@®ixe

Dovish tone in terms of economic growth... In terms of economic growth, we
believe that Banxico’s tone within the minutes will as dovish as the
communiqué. In the last monetary policy statement, even though the Board
considered that the balance of risks for global economic growth has remained
stable, the Board believes that the balance for growth in Mexico has
deteriorated. In particular, they highlighted that: “The Mexican economy has
had a rather weak performance. Mexico’s oil production platform continues to
fall, which has contributed to a slower growth in industrial production...
Considering the above-mentioned factors, we believe that the balance of risks
for growth has deteriorated ...”

However, we continue to believe that the Fed’s monetary policy and FX
performance will be Banxico’s main focal points. Banxico in their last
monetary policy statement stressed out that “...the Board will remain attentive
to the evolution of all the inflation determinants, and market’s expectations, but
particularly they will be focused in Mexico’s relative monetary conditions,
particularly with respect to the U.S., as well as the exchange rate performance
of.” As we have mentioned throughout our publications, Banxico does not
manage the reference rate in absolute terms but, given the global influence of
the U.S. monetary policy, it only sets the spread between Mexico’s rate and the
U.S. federal funds rate. Thus, if the Federal Reserve decides to hike its rate in
June, almost independently of Mexico’s economic cycle and inflation, Banco de
Mexico “will have to maintain” the differential between the interest rates in both
countries. Particularly given that not doing it could trigger a significant
depreciation of the Mexican peso against the dollar.

We maintain our expectations that Banxico’s next move will be a rate hike
in mid-2015. Given that economic activity in Mexico will expand at a higher
rate this year (vis-a-vis last year), and that the Fed will raise the federal funds
rate (probably in June), we consider it highly likely that Banxico will also start a
hiking cycle (in July), even though inflation in Mexico will be around its 3%
target. In this regard, we believe that the hiking cycle will be supported by: (a)
A much more optimistic outlook for the U.S. economy, especially in light of the
recent economic data, and growth momentum given the lower gasoline prices
(in that country); (b) greater concern for the pass-through effect of the
depreciation of the peso against the dollar to inflation; and (c) Banxico’s board
will probably be more empathic in the next monetary policy announcements
about Mexico’s relative monetary conditions, in particular to the U.S., given that
it is a key factor to decide Mexico’s reference rate path. In this context, we
acknowledge that given the global deflationary environment, there is a chance
that the U.S. Fed might postpone the beginning of its hiking cycle. If this is the
case, then we would change our Banxico monetary policy call as well.
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