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MNI Banxico Preview: August 2021 
  

Details:  

 

Rate Decision and Monetary Policy Statement: 1900BST / 1400ET, Thursday 12th August 2021. 

 

MNI Point of View 

Pressures Remain – Banxico’s governing board are widely expected to hike the overnight rate by another 
25bps to 4.5%. Persistently high levels of headline inflation close to 6% Y/y highlight the need for further 
action to anchor expectations and bring CPI back to target. Markets will be watching the details included 
within the new communications strategy spelled out at this meeting and individual MPC members' views on 
pipeline policy tightening. 
 

 

Stubborn Inflation and Advancing Expectations 

CPI for the month of July rose 0.59% versus an 

expectation of 0.56% and a 5.3% rise in June. Annual 

headline inflation for July fell to 5.81% Y/y from 5.88% 

in June. Despite the small decline, the reading was 

above estimates of 5.78% and remains well above the 

central bank’s target of 3% +/- 1 percentage point. 

Additionally, the latest central bank survey indicated 
Mexico analysts have raised their 2021 CPI estimate 
to 6.00% Vs. 5.80% in the prior survey. Within the 
biweekly report, 27 of the 28 analysts also pencilled in 
the next rate move to be a 25bps hike in August. 
 

 

Preliminary GDP data for the second quarter showed an increase of 1.5%. Activity and domestic demand are 

continuing to recover, but the advance still leaves figures below pre-pandemic levels with tight fiscal policy 

continuing to weigh on growth prospects. With a recent pickup in Covid cases amid a delta variant surge, multiple 

states have been placed back on “red” alert including Mexico City. Continued discussions with the U.S. on vaccines 

should continue to bolster progress in Mexico’s vaccination strategy. 

 

Additional Monetary Policy Communication Announced 

In a statement released on August 5th, Banxico announced two new elements of communication to be included 
within the monetary policy statement: 

• The central bank will now update CPI forecasts at each monetary policy decision, providing headline and 
core inflation forecasts for the next eight quarters.  

• Additionally, Banxico will publish governing member's votes within the statements.  

• Both changes are effective immediately and are designed to give greater clarity on the decision-making 
process of the Governing Board, improving transparency and communication. The updated guidance has 
been welcomed by analysts. 
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Governing Board Communication 

Deputy Governor Jonathan Heath, in a podcast interview with Natixis, explained that the June decision to hike rates 

had to be made after getting the inflation path wrong. He added that holding the rate at 4.00% would have 

disappointed the market. In the context of subsequent CPI data and market pricing, the same argument places a 

very high likelihood of the Governing board following through with another 25bps hike this week. Additionally, Heath 

stated that there is no merit to the argument that members will accelerate the hiking cycle. While it is important to 

note the comment was made with reference to the proposed makeup of the board next year following Governor 

Díaz de León’s departure, the explicit reference to a hiking cycle may be a signal of additional tightening in the 

pipeline. 

Deputy Governor Esquivel confirmed his more dovish stance, expecting high inflation prints to continue over the 
coming months but reiterating that these pressures remain transitory. By arguing that this should remain key for the 
anchoring of expectations, it would be reasonable to think he may continue to vote for a hold at this meeting. It is 
less clear on whether the other dissenting member, Deputy Governor Borja, may be swayed into the hiking camp 
given the enduring price pressures. The minutes explained that she reiterated shocks are caused by temporary 
supply problems and pandemic-driven changes to consumption patterns. The new forecasts for the inflation path 
may be a key determinant in assessing board members rationale. 

It is important to reference Deputy Governor Esquivel’s comments following the June decision in a Bloomberg 

interview explaining “the statement was careful precisely not to suggest that this was necessarily the start of a 

tightening cycle.” 

 

 

Markets 

 

The front end of the TIIE swaps curve has shifted higher 

following the surprise hike in June. The persistence of 

inflationary pressures has kept upward pressure on the 

3month-2year segment of the curve as markets price a 

greater amount of short-term tightening assuming the 

central bank will continue to act in an attempt to anchor 

expectations. 

 

USDMXN has traded in a very narrow range since the 

June meeting as potential tailwinds from the pre-emptive 

hawkish manoeuvre have been offset by upside surprises 

in U.S. data contributing to the substantial progress goals 

of the Federal Reserve, resulting in a firmer greenback. 

Additionally, lingering anxieties relating to president 

AMLO’s energy initiatives and favouring of the state-

controlled utility companies underscore potential MXN 

headwinds. At the same time, it is worth pointing the 

Peso has proved resilient, outperforming regional peers 

since the June meeting. 

 

 

 

Source: MNI/Bloomberg 
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Analyst Views (Alphabetical Order):  

 

At time of publication, all 21 analysts surveyed on Bloomberg expect a 25bp hike, bringing the overnight rate to 
4.5%. 
 
Banorte: 25bps hike confirming a tightening cycle, reference rate to reach 6.00% by year-end 2022  

• On Thursday, Banco de México will carry out their fifth decision of the year, in which we expect a 25bps 
hike, taking the reference rate to 4.50%. They believe the decision will be split again, with one or two 
members pushing for the rate to stay on hold. Nevertheless, chances  are  tilted  towards  a  unanimous  
vote  for  a  hike  due  to  a  more unfavourable outlook for inflation, especially at the core component. 

• In their view, this would signal more strongly that a hiking cycle has likely begun–despite the central bank 
staying “data dependent”–even when considering some rising risks, especially related to the ‘third wave’ of 
COVID-19. As a result, expect the tone to remain hawkish. 

• Banxico’s main challenge to “pause” or “stop” hiking is the inflation outlook. Since the last decision, the 
headline has decreased from 6.02% in 1H-June to 5.75% in 1H-July (-27bps), albeit driven by a base effect. 
At the margin, bi-weekly prints kept surprising higher, especially the core. 

• Banorte believe the recent uptick in expectations embedded in financial instruments suggests a different 
story to most recent ‘temporary’ explanations. For example, the 3-year breakeven inflation rate stands close 
to 4.2%, last seen by the end of 2018. 

• After the decision, Banorte expect Banxico to remain on a hiking path, taking the rate to 5.25% by year-end 
with 25bps increases in each of the remaining four decisions. Moreover, this would extend into early 2022. 

• They are pencilling in 25bps hikes in the first two meetings next year and a third one in December, with the 
latter as the Fed prepares for the start of interest rate increases. As a result, the reference rate would end 
2022 at 6.00%. 

• In terms of strategy, they hold a view favouring further flattening of the yield curve, though limited for now, 
and greater relative value in mid-term Udibonos. 

 
 
Barclays: Upside risks have materialised, faster stimulus reduction cannot be ruled out 

• Expect Banxico to hike 25bp and set the policy rate at 4.50%, amid a clear hawkish tone. 
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• Some upside risks have materialised, as core inflation has failed to decelerate while food and energy prices 
continue to rise. Accordingly, inflation expectations for this year have adjusted to the upside. 

• Hence, Barclays think that the majority of the board will agree on the need to strengthen its monetary 
stance further. It will also be important to look at the new inflation forecast path that will be published for the 
first time, which previously was published in the only quarterly reports. 

• A faster reduction of the monetary stimulus cannot be ruled out if inflation pressures accelerate and/or start 
to contaminate medium-term inflation expectations. 

• The potential for more front-loaded hikes, alongside their view that the terminal rate will be lower than 
market expectations, implies room for additional flattening of the curve and near-term MXN outperformance. 

• Remain received the 2s3s TIIE spread and initiate a recommendation to be long 3m USDMXN 1x1 put 
spreads. 

 
 
Citi: Forecast the overnight rate at 4.75% for year-end 2021. 

• Expect Banxico to continue its hiking cycle and increase the policy rate by 25bp in August. 

• We see the monetary policy communication changes as positive as they enhance the transparency and 
clarity of the policy making, what is especially relevant in the context of a Central Bank with an inflation 
forecast targeting. In particular, they think the inflation forecasts will be relevant to assess monetary policy 
prospects.  

• Citi continue to expect a 25bp hike at the next meeting and, for now, they see the o/n rate at 4.75% at Y/E, 
and will review their estimated rate trajectories after the August policy decision. 

• The latest Citibanamex Expectations Survey anticipates Banxico will raise the policy rate by 25bp in its 
August meeting. Estimations regarding the policy rate by Y/E 2021 and 2022 are unchanged from a 
fortnight ago at 5.0% and 5.5%, respectively. 

• In their view, the COVID-19 pandemic has highlighted the need of improving the policies aimed to boost 
economic development, in particular those related to the distribution of spending. The 2022 Budget is an 
opportunity to go in that direction. 

 
 
JPMorgan: Material risk of unanimous vote to hike 25bps. 

• Expect Banxico to hike 25bps to 4.5%, on the back of lingering inflationary pressures on both core and non-
core fronts. 

• The board is expected to be split again (3-2) but JPM see a material risk for a unanimous 5-0 decision given 
stubborn underlying pressures. 

• The strong performance of the currency since the June decision could finally convince the doves that a brief 
hiking cycle is warranted ahead of tighter global monetary policy, even if growth concerns linger. 

• They have updated their inflation path for this year, with headline expected to reach 6% by year-end with 
core unchanged at 4.7% oya. 

• Expect Banxico to follow through in its inflation forecast update, showing inflation ranging between 5.5% 
and 6.0% throughout 2H21, and core between 4.5% and 5.0%. 

• In their view, these new paths are still consistent with current policy outlook of 25bp hikes in each of the 
next three meetings in August, September and November, bringing the policy rate to 5% by year-end.  

• The risk of further hikes in December and early in 2022 should be clear, more so in the context of the 
impending Fed tapering in 4Q21 and the expected upward revisions from Banxico.  

• Still, for 2022 the prediction is quite blurry considering subpar growth, and the fact that JPM expect inflation 
to decline sharply below 4% by May. 

• Banxico’s decision to promptly update its communications toolkit is welcomed. 
 
 
Mizuho: Forecast the policy rate will reach 5.5% at the end of this cycle 

• Although inflation appears to have peaked, as the fuel price shock unwinds, it still remains high. Indeed, 
inflation slowed only slightly to 5.8% YoY in July from 5.9% in June and a peak of 6.1% in April, thus 
remaining well above the central bank's 2-4% target range. 

• Importantly, price of services should begin to normalize as the economy reopens, keeping core inflation 
trending upwards and headline inflation high. 
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• They expect the still challenging inflation dynamics to prompt the Mexican central bank to continue hiking 
interest rates by 25bp this week. 

• Admittedly, the recent surge in Covid-19 cases in Mexico driven by the highly contagious Delta variant 
poses risk to growth, but they expect its impact on the economy to be mild. 

• Finally, the policy normalization will continue to be gradual as interest rates are not far from neutral levels 
since they were not reduced to very low levels during the pandemic.   

• Mizuho forecast the policy rate will reach 5.5% at the end of this cycle vs 4.25% currently. 
 
 
Morgan Stanley: Acceleration in size and pace of hikes remains unlikely at this point 

• Economists expect Banxico to deliver a 25bp hike, in line with market pricing, bringing the policy rate to 
4.50%. 

• While this move is widely expected, the main focus for the markets will likely be the vote split and the 
revised inflation forecasts, as the curve continues to price in ~150bp in hikes by mid-2022. 

• However, MS continue to see the current pricing as fairly ambitious and think that an acceleration in the 
size and pace of hikes remains unlikely at this point, in line with recent comments from policy-makers, who 
have also emphasised that the broader approach remains more data-driven. 

• As such, they stick to their 1s10s TIIE steepener given attractive valuations and carry/roll, but continue to 
monitor developments on the inflation front closely.  

• Going forward, inflation expectations and Banxico's own CPI projections should remain watched closely, as 
the market will be focused on whether policy-makers could become more concerned about inflation's 
trajectory going forward, prompting an increased hawkish tone.  

• In the meantime, given asymmetric risks around Fed policy, they still like to pair this trade with short MXN 
positions. 

 
 
Scotiabank: Four consecutive quarter-point hikes through to year-end 

• Banxico jolted markets when it hiked its policy rate by 25bps in June. It is likely to raise its overnight rate by 
another 25bps to 4.5% on Thursday.  

• Given the speed of developments during unusual times, Deputy Governor Jonathan Heath may have been 
a tad harsh when he said the central bank “screwed up” inflation forecasts as justification to hiking.  

• Still, it was refreshing frankness and the central bank acted on its surprise by tightening policy. The 
comments followed earlier ones from Heath about how “It turns out this temporary bubble perhaps isn’t that 
temporary. Perhaps we have a problem that’s a bit more structural that we need to focus on.” Other central 
banks perhaps take note.  

• Going forward, their economists in Mexico City expect four consecutive quarter-point hikes through to year-
end. That may be what is necessary to bring inflation lower. 

 
 
UBS: Persistence and wide breadth of inflation should lead the majority of the board to follow-up the June 
hike with a new hike in August. 

• Banxico’s decision to raise interest rates by 25bps in June surprised UBS and the market. They had 
anticipated that tightening could begin in Q3, but thought that Banxico would likely signal its intentions 
beforehand. 

• Since that decision, some board members who voted for a hike have been at pains to explain that the 
market may be pricing in too many rate hikes and that the June decision did not signal the start of a rate 
hike cycle. 

• Inflation has continued to surprise to the upside and short term inflation expectations have continued to drift 
higher. 

• Despite Banxico’s expectation that inflation will converge to target in 2022, UBS think the authorities will 
again raise the benchmark rate by 25bps to 4.50% this week. While a 25bp hike is their call for this week’s 
meeting, they see a return to a pause as more likely than a 50bp hike. 

• Forecasts of 100bps of additional hikes this year and 75bps next year is not a reflection of UBS thinking that 
Banxico now has a decidedly more hawkish stance. Rather, it reflects their view that inflation risks remain 
skewed to the upside, not just in Mexico, but also in the US, at least in the short term. 

• FI Strategy continue to like receiving 5y MXN vs US. 


