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Banxico minutes - The easing cycle will continue,
supported by disinflation and economic weakness

= Banxico released the minutes of the decision held on February 6. At the time, they
opted to cut the reference rate by 50bps to 9.50%, in line with our expectation, with a
4-1 vote

= |In our view, the document reaffirmed the more dovish tone of the statement,
suggesting that there will be a rate cut of the same magnitude in the next meeting

= Among the strongest arguments to support this scenario are: (1) The recognition of
progress in the disinflationary process, resulting in a new phase in the fight against
inflation; and (2) expectations of a further slowdown in economic activity

= |n addition, most members cautioned that it would not be prudent to act hastily given
risks arising from possible changes in US trade policy

= Yesterday, the institution released its 4Q24 Quarterly Report (QR), highlighting a
downward revision in its GDP forecast 2025, with other indicators also signaling further
weakness in activity. In addition, members’ comments in the Q&A were consistent with
those in today’s minutes

= |n this backdrop, we reiterate our call for a 50bps cut in March, with the reference rate
at 8.50% by year-end 2025

Cuts will continue, expecting -50bps at the next meeting. In our view, the document
validated the less restrictive tone of the statement, also endorsing the change in the forward
guidance which points to a move of the same magnitude at the next meeting. Also relevant,
the document did not include Jonathan Heath’s dissent, in addition to also incorporating the
first views of Deputy Governor Gabriel Cuadra. Most members recognized progress in the
disinflationary process, with current levels sufficient to classify the latest action as a new
phase in the easing cycle, in which the degree of monetary restriction can be reduced and
still bring inflation to its target. Another incentive for cuts is the economic slowdown, which
would increase the degree of slack, thereby reducing demand-side price pressures. On risks,
the majority said that they should not act prematurely despite acknowledging the
uncertainty arising from possible changes in US trade policy. After considering the contents
of the document, we reaffirm our estimate of a 50bps cut on March 27, taking the rate to
9.00%. Following this, we believe easing will continue, maintaining our view of a year-end
level of 8.50%.

Two key arguments to justify coming cuts. Progress in the disinflationary process and
economic weakness were sufficient for the majority to continue with cuts of the same
magnitude, at least for the next decision. Regarding inflation and based on Governor Victoria
Rodriguez’s outlook of a new phase in which monetary policy is conducted, we believe she
stated that “...Given the significant progress in resolving the inflationary episode, he/she
estimated that a stage has been reached in which the challenge is to bring inflation from its
current levels, which are similar to its historical average, down to the 3% target...”. In this
sense, Galia Borja, Omar Mejia, and Gabriel Cuadra support this approach, validating several
of the comments about the magnitude of the next adjustment. Contrasting somewhat with
this, Jonathan Heath expressed that “...despite the disinflationary progress, [...] there are
severe doubts that it can continue...”, which explains his dissent. Regarding economic
activity, signs of a slowdown at the end of the year and —more relevant— the downward
revision of GDP growth for 2025, announced yesterday in the Quarterly Report (see section
below), set the stage for the dovish wing to raise the need to calibrate the reference rate. In
this context, Galia Borja noted in the QR that the projections for activity will contribute to
the convergence of inflation towards its target.
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However, Heath took a more contrarian view, stressing that “...genuine concerns over the
economic slowdown should be a secondary consideration given the primary mandate...”.

Banorte’s assessment on Board member’s comments in the February 6" minutes

. Order in the
Bias Member ) Relevant comments
minutes

Hawkish . L .
should not be accelerated until greater certainty is achieved..."

"...caution and patience must be applied in the conduct of monetary policy, and therefore the pace of adjustment

Jonathan "...that monetary policy easing should be very gradual in the coming months, in order for the ex-ante real interest
Heath rate to remain between 5 and 6%, without falling below the lower level of this range..."
"...it is still required to ensure that progress in the core component is maintained, since achieving the target by

merely fostering non-core inflation would be a short-lived success..."

"...a rate cut of the same size could be considered at the next monetary policy meeting. [...] these reference rate

Gabriel
Cuadra

cuts does not imply that adjustments of 50 basis points would be adopted subsequently..."
3 "...the monetary policy stance would remain restrictive even after this year's cuts..."

"...in Mexico the monetary policy stance is clearly restrictive, while in the United States it is closer to its neutral

level..."

"...monetary policy implementation must enter a new stage, in which monetary restriction can be calibrated more

rapidly in some decisions, including the present one..."

Galia Borja 2 "...the calibration process will continue in order to adjust it to the new phase of the monetary cycle..."
"...projections suggest that economic activity will be more moderate than anticipated, [...] contributing to the

convergence..."

"...similar reference rate cut could be considered at the next monetary policy meeting [-50 bps]..."
Victoria "...at this stage the level of monetary restriction required to confront the global shocks is no longer necessary..."
Rodriguez "...it is important not to overlook the progress made in the convergence to the inflation target.|...] it is important
to avoid rushing ahead of events and making decisions without necessary information..."
"...it is necessary to continue calibrating the monetary policy stance that should seek to adopt a level of restriction

consistent with the notable progress in disinflation..."

Omar Mejia 5

"...uncertainty generated by the possible implementation of the trade policy announced by the new US
administration should not cloud judgement or lead to rushed decisions, and a clear focus should rather be

maintained, continuing to adopt measures that are consistent with the convergence of inflation to the target..."
Dovish "...possible changes in trade policy [...] can be addressed with a lesser level of restriction..."

Source: Banorte with information from Banxico

While risks remain, most of them cautioned against acting prematurely. Four of the five
members addressed some of the challenges for monetary policy at this time, with the most
palpable being the possible change in US trade policy. However, at least two —in our
assessment, Governor Victoria Rodriguez and Omar Mejia— pointed out that decisions based
on this should not be rushed. Specifically, we believe that the Governor pointed out that “...it
is important to avoid rushing ahead of events and making decisions without necessary
information...”. In her participation in the QR, she emphasized that there are not enough
elements to measure the possible effects from this, supporting this quote. On the contrary,
Heath was more cautious, pointing out that “...the pace of adjustment should not be
accelerated until greater certainty is achieved...”.

Downward revision in 2025 GDP in the 4Q24 Quarterly Report. Apart from the comments that
we have detailed above, the focus yesterday was on the updates to the macroeconomic
framework. GDP for 2025 was cut by 60bps to 0.6% (range: -0.2% to 1.4%). This is due in large
part to a smaller inertial push given the deceleration in activity at the end of 2024. At the
margin, they kept expecting a moderation in domestic demand, especially investment. In terms
of the path, they anticipated more weakness in the first half of the year. They also signaled
that the prevision does not incorporate possible effects from the imposition of US tariffs to
Mexico. Also relevant, the output gap is in negative territory (i.e. a cooldown in the economy),
extending its downward trajectory through the remainder of the forecast horizon. In this
sense, employment estimates were also adjusted lower (see tables below), with narrower
deficits in external accounts. Meanwhile, figures for 2026 did not show relevant changes,
although they are consistent with the trajectories set for the current year.
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Banxico’s Forecasts
Previous Report (3Q24)

Banxico’s Forecasts
Current Report (4Q24)

2024 2025

GDP (% y/y) SoetRyY)
Central scenario 1.8 1.2 1.8
Central scenario 0.6 1.8 Range 1.6t02.0 0.4t02.0 1.0to 2.6
Range 02to 1.4 1.0t02.6 Employment 250t0 350 340 to 540 400 to 600
(thousands)
GO mem W e 52000 Wlpun azni
Trade Balance -17.4t0-9.4 -22.1t0-12.7 (USS$ bn) -0.6% of GDP)  -0.8% of GDP)  -0.8% of GDP)
(US$ bn) (-1.0% to -0.6% of GDP)  (-1.2% to -0.7% of GDP) -18.6to0 -8.6 -19.3t0 -6.6 -229y-6.4
Current account -12.0t0 0.7 -18.5t0-2.0 Current account (-1.0% to (-1.1% to (-1.2% to
(us$ bn) (-0.7% t0 0.0% of GDP) __ (-1.0% to -0.1% of GDP) (US$ bn) -0.5% of GDP)  -0.4% of GDP)  -0.3% of GDP)

Source: Banxico

Source: Banxico
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