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… and anticipates lower inflation pressures may allow further rate
cuts going forward

▰ Banxico looked past the jump in headline inflation, rightly so in our view, with core inflation easing and
cut the policy rate in a divided vote by 25bp to 10.75%, as we anticipated. Three members of the Board
voted to lower rates, while two others would have preferred to hold it steady. As we argued in our note two days
ago (see), the decision was going to be a close call, but our base case was the split 3-2 rate-cute vote that took
place today with a majority of the Board acknowledging a weakening economy and increased confidence about
the inflation outlook. Analysts were divided, with only 10 out of 33 in the latest Banamex survey correctly
predicting today’s cut. Following peso’s recent depreciation, the consensus pushed back its expectation for the
next cut to September.

▰ The wording of the statement remained cautiously dovish and dismissed the two factors that could
have made Banxico pushed back today’s rate cut. The first factor was the temporary inflation spike.
Banxico acknowledged the recent jump in headline inflation to 5.6% YoY, but correctly pointed out that it was
the “result of a significant increase in the non-core”, and underscored that core inflation has eased for 18
months in a row and is down to 4.05% YoY. Although Banxico continues to think that the balance of risks to
inflation remains biased to the upside, likely in view of the strong supply shocks that have affected the non-core
component over the last two months, the revisions to their headline inflation forecasts were milder than we
were expecting (see Figure 1). Banxico raised its average 4Q24 headline inflation forecast to 4.4% YoY from
4.0%, but still expects it to converge to the target in 4Q25. Besides, as we suggested, it fine-tuned its core
inflation forecast for 3Q24 to the downside while it continued to expect a 3.9% YoY average in 4Q24, consistent
with our year-end 3.8% YoY forecast. The second factor was the sharp depreciation over the past two weeks. It
was mentioned, but it doesn’t seem to have weighed on today’s decision.

▰ The forward guidance continued to leave the door wide open for further cuts going forward. After cutting
rates for the first time since March looking past the recent (and likely) temporary inflation spike, Banxico
reiterated that it would consider additional reductions going forward. Banxico anticipates that the negative
effects of the latest supply shock “will dissipate over the next quarters”. Although Banxico considers that “the
outlook for inflation still calls for a restrictive monetary policy stance”, it also thinks “that it is adequate to reduce
the level of monetary restriction”. Going forward, Banxico continues to seem concerned about the weakness in
economic activity, acknowledging that it will consider “the effects” of this weakness along with the policy stance
and the evolution of inflation when it decides on further rate adjustments.

▰ Looking ahead, Banxico’s Board members will likely continue to have differing points of view in terms
of the inflation outlook, likely leading to additional split decisions in future meetings. Although we think
that the current real rate continues to be overly restrictive and the Fed is set to start cutting rates in September
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which will give further room for Banxico to cut rates, we anticipate that the rate-cut cycle will continue to be
slower than warranted. We expect one additional rate cut this year (in November) followed by 25bp rate cuts at
each meeting of 2025 that would bring down the policy rate to a still restrictive 8.5% in December 2025. An
easier policy stance than currently expected in the US and/or much weaker economic activity in Mexico would
probably tilt the balance towards a quicker rate cut cycle, but that is not currently our baseline scenario.

Banxico brought closer its headline inflation
expected path to ours for this and next quarters…

… and left mostly unchanged its core inflation
forecasts, which remain close to ours for
2Q-1Q25

Figure 1. HEADLINE INFLATION OUTLOOK
(YOY % CHANGE, QUARTERLY AVERAGE)

Figure 2. CORE INFLATION OUTLOOK
(YOY % CHANGE, QUARTERLY AVERAGE)
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