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Fed’s monetary policy: We expect two 25 bps cuts in
the last quarter of 2025

= The FOMC decided to maintain the federal funds rate in a target range of 4.25% to 4.50%

= Our model suggests that the terminal rate of the Fed's easing cycle (upper range) could
stand at 2% to 3% over the next 2 to 3 years

=  We expect two 25 bps cuts on the federal funds rate in October and December

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 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 correlation 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).

Powell’s rhetoric was slightly less hawkish. The Committee decided to maintain the federal
funds rate in a target range of 4.25% to 4.50%. The classification model assigned a moderate
restrictive tone to Powell’s press conference speech. We highlight that our model suggests
that Powell’s hawkish tone decreased compared to the previous decision. Nevertheless,
Powell mentioned that the committee is still not comfortable discussing rate cuts.

The model continues 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 restrictive policy in 2022. In
this context, the same topic can give us an estimate of the terminal rate for the current 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% to 3% (refer to Chart
2). This projection does not suggest that the Fed will reach this level in 2025; rather, the
model indicates that the terminal could materialize over the next 2 to 3 years, depending on
macroeconomic conditions.

We expect two 25 bps cuts during the last quarter of 2025. During today’s press conference,
Chair Powell highlighted that: “..We believe that the current stance of monetary policy leaves
us well positioned to respond in a timely way to potential economic developments.” However,
Powell also mentioned that the labor market remains solid, alluding to the current
unemployment rate as the main key indicator that, in tandem with the moderation in payroll
jobs, “..puts the labor market in balance.” The FOMC will determine the appropriate stance
and will act cautiously in recalibrating its monetary policy due to the uncertainty generated
by the potential tariffs in the economic outlook, immigration and regulatory policies. In this
regard, and considering Powell’s slightly less hawkish rhetoric, we estimate two 25 bps cuts in
October and December.
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Chart 1: Banorte’s Fed Topic Index vs fed funds rate (upper range)
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Chart 2: Range of fed funds rate by Topic
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Relevant statements.
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Activities of the business areas during the next three months.
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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.
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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
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