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Fed’s monetary policy: We expect a terminal rate of 
2% for the easing cycle
 Following today's monetary policy statement, our model suggests that the terminal

rate of the Fed's easing cycle (upper range) could stand at 2%

 In the previous tightening cycle, the model approximated in a very timely manner the
upper bound of the terminal rate (5.5% vs the 5.25% anticipated by the model)

 We expect that the Fed will make its first 25bps rate cut in May 2024

Fed’s topics classification using NLP and ML techniques. In July 2022 we published a 
research note where we described a model using natural language processing (NLP) 
techniques that classify and interpret the FOMC statements. In addition, it also provides a 
methodology to confirm whether the communication made by the Central Bank is 
consistent with the monetary policy implemented (refer to: Welcome to the Machine 
(Learning): An NLP framework for analyzing the Fed’s monetary policy statements). 

The relationship between the Fed funds rate and the semantic classification obtained was 
also analyzed. In this regard, the most important finding in our research note was the 
degree of strength in the relationship between the Fed funds rate and the semantic 
classification obtained, given that the latter can explain 9 out of 10 rate movements. The 
model also defines the range of variation of the terminal reference rate (refer to Chart 1).  

The Fed's semantics allude to a terminal rate of 2% for the easing cycle. Although the Fed 
maintained the funds rate at 5.5% (upper bound) and showed a less hawkish tone in its 
written communication, the model continued to rank the semantics of the statement with 
the central topic alluding to the tightening monetary cycle of 2023 (Topic 8 in Chart 2). We 
highlight that this topic has been the dominant one since the Fed began implementing its 
current tightening monetary cycle in March 2022.  

In this regard, the same topic can give us an estimate of the terminal rate for Fed’s easing 
cycle. Taking the 1st quartile for the monetary policy rates included within this topic, we 
forecast that the upper bound for the terminal rate will stand at 2% (refer to Chart 2). 

We expect that the Fed will make its first 25bps rate cut in May 2024. We highlight that 
Powell’s speech during today’s press conference was more dovish. Powell alluded that the 
first cut in the fed funds rate will be subject to the coming economic data. In this regard, 
we believe that the Fed will make its first 25bps rate cut on the 1st of May 2024.  
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Chart 1: Banorte’s Fed Topic Index vs Fed Funds (upper range) 
%; Central Topics 

 
 

Source: Banorte, Federal Reserve 
 
 
Chart 2: Range of Fed Funds Rate by Topic 
Central Topics 

 
   Source: Banorte, Federal Reserve 
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Analyst Certification. 
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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 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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