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Banxico QR - Downward revision in 2023 GDP

supports a less hawkish rhetoric

= Banxico published today its 4Q23 Quarterly Report (QR). Broadly speaking, both
revisions to the estimates and the comments from Board members confirm the less
hawkish bias seen in recent communications

= Regarding estimates, GDP for this year was revised to 2.8% from 3.0% (Banorte: 2.4%),
also with an adjustment lower in employment forecasts. Meanwhile, those for inflation
were unchanged relative to the most recent statement, as in recent updates

= The Q&A covered several topics, although the most relevant were those regarding
possible actions at upcoming meetings and conditions that will have to materialize to
start seeing cuts. In this sense, most responses centered on inflation conditions and its
outlook

= |Information contained in the document reinforces our view that cuts will begin with a
25bps cut in March. In addition, we reiterate our forecast that the reference rate will
close the year at 9.75%

Downward revision in the GDP growth estimate... In line with our view, Banxico revised
lower its GDP forecast for the current year, closing in on the vision that prevails in the
market. Specifically, the estimate for 2023 was 20bps lower at 2.8%, with next year
unchanged at 1.5%. Consistent with this, adjustments were made in other forecasts. We
highlight that the output gap —which is the estimate about the cyclical position of the
economy relative to its potential- remained positive throughout the forecast horizon. This
is relevant as it suggests a backdrop in which demand side inflationary pressures can
materialize more easily, despite being lower at the margin. As such, we believe this is still an
upside risk to prices.

...and the tone of Board members... Questions touched several subjects. In our opinion, the
view from each participant became clearer. In this sense, we reaffirm our view that Irene
Espinosa holds the most hawkish opinion, showing relevant concerns about the inflation
outlook. In addition, she suggested that March’s decision has not been taken. After her, we
see Jonathan Heath. He considered that it would be a big mistake to start easing
prematurely, although still talking about ‘fine-tuning’ the reference rate to avoid excessive
tightening based on his estimate of the appropriate level of the ex-ante real rate. With a
more dovish tone, Governor Victoria Rodriguez mentioned that prevailing conditions will
weigh on upcoming actions and that the pace of cuts will be gradual. Nevertheless, she does
consider that there are elements to start the discussion about rate reductions. Similarly,
Galia Borja argued that some of the shocks that impacted inflation have dissipated, although
caution is still warranted, and they must act on a decision-by-decision basis. Finally, with the
most dovish tilt, Omar Mejia mentioned that the margin to cut the rate is ample, although
the challenge comes from adjusting the degree of monetary restriction to a level which is
congruent with current inflation.

...support our vision of a first cut in March, with a cumulative reduction in the year of
150bps. The contents of the publication, forecast revisions, and comments in the press
conference were aligned with our view and did not show any strong surprises. In this
context, we maintain our call of the first 25bps cut in March, followed by a pause in May.
After this, declines would resume in June (also of -25bps) and, from then onwards,
consecutive and of the same magnitude for the rest of the year. Thus, accumulated cuts for
all of 2024 would amount to 150bps, with the rate closing December at 9.75%.
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Inflation forecasts and its balance of risks unchanged. As usual, the estimated inflation path
was the same as the one presented in the last decision. The balance of risks and its upward
bias were also unchanged, only providing additional details on the factors comprising it. At the
margin, there seems that some divergence prevails among members, noting the comment
from Deputy Governor Espinosa that we cannot rule out a scenario in which core inflation
stagnates close to its current level (above the target). Nevertheless, Governor Rodriguez,
Deputy Governors Borja and Mejia, emphasized the progress made in the disinflation process.

CPI forecasts
% y/y, quarterly average

4Q23 1024 2024 3Q24 4Q24 1Q25 2Q25 3Q25 4Q25
Headline 4.4* 4.7 43 3.9 3.5 3.2 31 31 31
Core 5.3* 4.6 4.1 3.7 3.5 3.2 3.1 3.1 3.1

Source: Banco de México. *Observed data

Slight downward revision in 2024’s GDP estimate, with 2025 unchanged. For 2024, we saw a
20bps reduction in the point forecast to 2.8% (range: 2.2% to 3.4%), above our estimate and
consensus (banking sector survey), both at 2.4%. They mentioned that the revision was due to
a lower inertial effect caused by a higher-than-expected deceleration in 4Q23, with the rest of
the outlook without major changes. Risks remain balanced over the forecast horizon. For 2025,
the report specifies that “...the projected fiscal consolidation effort is expected to be reflected
in lower domestic spending...”, while external demand would garner a higher relevance given
the recovery of US economic activity. Lastly, and as we have already mentioned, the output
gap also showed a marginal reduction, although it is still positive.

Changes in other estimates. Banxico slightly adjusted to the downside its estimates for job
creation affiliated to IMSS for both 2024 and 2025. However, figures still indicate overall labor
market strength. On external accounts, narrower deficits are anticipated for both the trade
and current account balances in 2024, although with the latter posting a larger deficit in 2025.
For more details, see the tables below.

Banxico’s Forecasts
Previous Report (3Q23)

Banxico’s Forecasts
Current Report (4Q23)

2023
GDP (% y/y) GDP (% y/y)
Central scenario 2.8 1.5 Central scenario 33
Range 22to3.4 0.7t0 2.3 Range 3.1to3.5
Employment Employment
(thousands) 580 to 760 530to 730 (thousands) 670to 770
-25.6t0-17.6 -27.9to0-17.9 -16.0to -10.0
{G::ebi‘;"ance (-1.3% to -0.9% of (-1.5% to -1.0% of (Tazgebi‘;"ance (-0.9% to -
GDP) GDP) 0.6% of GDP)
Current account -22.6t0-10.1 -27.2to0-11.2 Current account -18.6 t0 -8.6
(US$ bn) (-1.2% to -0.5% of (-1.5% to -0.6% of (US$ bn) (-1.0% to -
GDP) GDP) 0.5% of GDP)

2024

3.0
2.3t03.7

610 to 810

-27.8t0-19.6
(-1.5% to -
1.1% of GDP)

-24.3t0-11.6
(-1.3% to -
0.6% of GDP)

2025

1.5
0.7t0 2.3

550 to 750

-26.8t0-17.4
(-1.5% to -
1.0% of GDP)

-23.4t0-7.4
(-1.3% to -
0.4% of GDP)

Source: Banxico

Source: Banxico
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