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MNI Banxico Review: August 2021 
 

Executive Summary:  

 
• Banxico’s governing board decided to hike the overnight rate by 25bps to 4.5%, in line with market 

consensus. 

• As in June, the decision to hike was split with three members voting for the hike and two voting for 

a hold at 4.25%. The dissenters were Deputy Governors Esquivel and Borja, in line with the previous 

meeting. 

• With the new monetary policy communication in effect, Banxico provided their revised projections 

for both headline and core inflation for the following eight quarters. Notable upward adjustments 

were made to Q4’21 forecasts, being revised to 5.7% for headline and 5% for the core reading. 

• Despite the new forecasts and the hike, markets have interpreted the statement as marginally 

dovish, prompting some pressure on the Mexican peso and a relief rally in local rates. 

• Analyst views on the meeting are mixed with some institutions interpreting the statement as not so 

hawkish and others believing the inflation forecasts cement an ongoing tightening cycle. 

 

Link to full statement: https://www.banxico.org.mx/publications-and-press/announcements-of-monetary-policy-
decisions/%7B57D39E7B-00F0-6E54-1B95-CB5D9A99CC88%7D.pdf 

  

 

Key Takeaways: 

 
- Banxico made notable adjustments to short-term headline and core inflation projections. Additionally, the 

estimated time of convergence to their target was pushed back from Q3 2022 to Q1 2023 (full table below). 

- While the adjustment to expectations might appear to cement the need for additional tightening, the fact that 

two deputy governors still voted for a hold is significant. 

- The governing board repeated the shocks that have increased inflation are still expected to be transitory. 

- In a fairly neutral statement, very similar to the one published in June, Banxico reiterated their cautious 

stance, emphasising they will remain in data-dependence mode going forward, while continuing to indicate 

risks to the new projections are still tilted to the upside. 

- As such, the following Bi-weekly CPI prints retain the utmost importance for signals of further policy action 

at the upcoming meetings. 

- Additionally, as we edge closer to Governor Díaz de León’s departure, analysts will likely begin to assess 

an increase in the likelihood of a pause as President AMLO will have four of his nominees once Herrera 

takes the helm. 

 

- Markets saw a relief rally in local rates in the immediate aftermath. The TIIE curve bull steepened as front-

end swap rates had been pricing in the risk of a more hawkish split/message. 1-yr TIIE swap rates had 

been about 5bps higher leading into the decision and finished the trading session roughly 8bps lower. 

- USDMXN had an initial upward adjustment from around 19.87 to 19.92 on the release. Some further dollar 

strength overnight kept the pair supported, slowly edging back towards the 20.00, however, recent narrow 

ranges appear unlikely to be meaningfully tested. 

 

 

Highlights from the statement included: 

 

“The central banks of advanced economies have maintained the monetary stimulus -although in some cases they 
are already expecting to diminish it- while in emerging economies several of them have reduce it. Among key 
global risks are those associated with the pandemic and inflationary pressures, as well as with monetary and 
financial conditions.” 

https://www.banxico.org.mx/publications-and-press/announcements-of-monetary-policy-decisions/%7B57D39E7B-00F0-6E54-1B95-CB5D9A99CC88%7D.pdf
https://www.banxico.org.mx/publications-and-press/announcements-of-monetary-policy-decisions/%7B57D39E7B-00F0-6E54-1B95-CB5D9A99CC88%7D.pdf
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"The revised forecasts for headline and core inflation are above those published in the last Quarterly Report. 
Considering the nature of the shocks that have affected them, the larger increases correspond to the short term. 
Annual headline and core inflation projections are expected to decrease, particularly for horizons of one year and 
beyond, and to converge to the 3% target during the first quarter of 2023." 
 
The complete set of revised inflation forecasts were set out in the following table within the statement: 

 
 

 

Dates to Watch: 

 
• 24th August – August-15 Bi-Weekly CPI Data 

• 26th August – The Minutes of the August meeting 

• 9th September – August CPI Data 

• 23rd September – September-15 Bi-Weekly CPI Data 

• 30th September – Next Governing Board meeting and rate decision 

 

Analyst Views (Alphabetical Order) 

 
Banorte: Rate hike confirms the restrictive cycle, despite a divided Board 

• The statement maintains a hawkish tone given prevailing concerns on inflation, in turn also reflected in the 
significant upward move in the central bank’s forecasts after recent communication changes. All in all, they 
believe that the information provided supports a more hawkish stance by the institution and is consistent 
with a tightening cycle. 

• They think the global trend has become less accommodative at the margin, reducing the room to leave the 
rate unchanged. Specifically: (1) They now see the Fed’s tapering announcement in September and the 
start in December, slightly earlier than previously; and (2) the inflation outlook has also become more 
difficult in several countries, with several emerging markets (e.g., Brazil, Chile, Russia, Hungary) also hiking 
rates. 

• Banorte maintain their call of three additional 25bps hikes for the rest of 2021, taking the reference rate to 
5.25%. For 2022, they see two more hikes of the same magnitude at the start of the year and one at the 
end, closing at 6.00%. 

• However, an ample debate is likely to continue about the total magnitude of the cycle given the bank’s data 
dependency mode, but especially because: (1) The Board remains very divided; and (2) there will be 
changes in its composition at the start of next year. 

Source: Banxico 
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• The Board mentioned that the Mexican recovery continued through the second quarter and that they expect 
it to maintain this trend for the remainder of the year despite risks prevailing because of the increase in 
COVID-19 cases. Therefore, Banorte think Banxico remains quite optimistic on growth despite the ‘delta’ 
variant and its potential impact, both globally and locally. 

• On markets: Gains focused in mid-term maturities reflect some uncertainty regarding a more restrictive 
policy stance for next year. This support will probably endure for the next sessions benefiting local rates and 
will result in a temporal steeper slope. However, short-and mid-term rates’ rally is limited to the market’s 
repricing for Banxico, which is already factoring a feasible monetary stance. In this sense, the yield curve 
prices in additional hikes for close to 75bps in 2021, consistent with their estimate of the reference rate 
closing December at 5.25%. 

• They hold a bias favouring USD purchases on dips, with first attractive levels at USD/MXN 19.80. 
 
 
Barclays: Two in a row and more gradually to come 

• Overall, the statement had a slightly less hawkish tone than Barclays expected, but is still consistent with 
their view that the majority of the board is willing to continue hiking at the next meetings. 

• Consistent with what it anticipated at June’s meeting, when it started to hike, it is now expecting higher 
inflation for both headline and core and a more delayed convergence towards the inflation target of 3%. 

• Barclays expect Banxico to continue hiking at a gradual pace of 25bp per meeting. Inflation should remain 
pressured through the rest of this year amid a clear balance of risks to the upside. This would be consistent 
with a further reduction on monetary stimulus from the central bank to reinforce its commitment to keeping 
inflation expectations under control. 

• Accordingly, we continue to expect further hikes of 25bp at the next four meetings until the policy rate 
reaches 5.50%. 

• In the minutes to be released on August 26, we will watch for any debate on how Banxico should move 
forward and, in particular, if there are signs that some board members consider this a tightening cycle. 

• FX and EM Macro Strategy: Dovish hike suggests limited room for curve flattening; take profits on 2s3s 
flattener 

• They retain their recommendation to be long the 10y Mbono ASW. We expect the long end of the Mbono 
curve to reverse its underperformance further versus TIIE, because at current levels, rates are not 
consistent with Mexico’s macro fundamentals. 

• Also retain constructive MXN view. Recent global FX performance has been positively correlated with the 
expected changes in real policy rates, in line with our view that increased central bank hawkishness should 
help reduce the risk premium in EM FX. Even if gradual, they still expect Banxico’s hiking cycle to be 
aggressive enough to increase MXN carry-to-vol attractiveness and limit the use of the peso as a proxy 
hedge for EM risk. 

 
 
Commerzbank: Neither the tight vote nor the reserved statement seemed suitable to further fuel hawkish 
market expectations 

• As expected, the Central Bank raised its inflation outlook considerably and now only expects a return 

towards the target value of 3% for Q1 2023 rather than in Q2 2022. It therefore accepts that inflation will 

remain elevated for much longer.  

• At the same time, it refrained from any references to further rate steps and pointed out that future decisions 

would depend on the data. 

• Even though the central bank fulfilled expectations with its rate step neither the tight vote nor the reserved 

statement seemed suitable to further fuel the already far-reaching rate expectations of market participants. 

As a result the reaction in USD-MXN was suitably cautious. 

 
 
Goldman Sachs: The bar for September hike is likely higher than at August meeting. 

• MPC Maintains Neutral Data-Dependent Mode. The MPC is still of the view that the recent inflation shocks 
will prove ultimately transient, but given the number of shocks and their intensity and duration, the majority 
of directors judged it appropriate to strengthen the monetary stance in order to prevent a negative impact on 
price formation mechanisms and inflation expectations. 
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• The forward guidance language became slightly softer than the previous statement, but overall broadly 
neutral. That is, the MPC does not signal that more rate hikes are forthcoming, but it does not rule them out 
either. 

• In their assessment, additional negative inflation surprises, deterioration of inflation expectations, and/or 
further hawkish shifts of FOMC guidance, would most likely be met by additional moderate rate hikes, but 
the bar for another hike at the next meeting is likely higher than at today’s meeting. 

 
 
JPMorgan: Holding on to call of rates at 5% by November 

• As expected, Banxico hiked 25bp in another 3-2 split decision that not only confirms how uncertain the 
economic environment is, but also that forthcoming decisions won’t be straightforward. 

• While JPM continue to expect 25bp hikes in September and November to 5.0%, a lot rests on whether any 
surprises to consumer inflation materializes or not, and whether the Fed’s tapering has a major effect in 
local assets—which could be the wakeup call for the dovish dissenters Mr. Esquivel and Ms. Borja. 

• Despite the upward revisions to inflation, Banxico did not convey a strong sense of urgency, continuing to 
view the current inflation spike as driven by transitory factors. 

• In their view, a lot will depend on the evolution of inflation through year-end, particularly core inflation, which 
the Board sees at 5% by year-end. While JPM agree with Banxico that sequential core inflation will slow 
ahead, the risk is still tilted to the upside, and more so going into 2022.  

• For the time being, they are holding on to their call of rates at 5% by November (25bp hikes in September 
and November) and two more in 2H22 to 5.5%, as Fed hikes near. 

 
 
SocGen: See the risks to their year-end rate forecast of 5.0% as balanced  

• A contentious 3-2 decision by the Bank of Mexico’s governing board, to raise the policy rate by 25bp to 
4.50%, underscores the monetary policy uncertainties ahead. 

• Price pressure remains substantial prompting Banxico to revise up its inflation forecasts substantially for the 
policy horizon. 

• Nevertheless, the incoming Banxico leadership could be less hawkish than the outgoing one. The growth 
outlook has come under renewed scrutiny after a very poor industrial production release for June. After 
yesterday’s rate decision, and despite stubborn inflation numbers, SG see the risks to their year-end 
rate forecast of 5.0% as balanced.  

• Of course, inflation uncertainty will continue to be the key driver of rates in the immediate quarters. 
However, it is possible that the current leadership will be more guarded on rate decisions in the final 
meetings of this year. 

• Following the release of the June industrial production figures, we see substantial downside  risks to our 
full-year growth forecast of 6.3%, even if the economy performs decently in the  coming months. The recent 
decline in manufacturing production is a worrying sign on the growth front. Given the uncertainties on the 
growth outlook, the central bank will need to be cautious about running well ahead of the tightening curve.  

 

TD Securities: This statement continues to be hawkish 

• Banxico now recognized global inflation factors as impacting Mexico, along with the already existent 

domestic supply chain factors. The recognition of global factors adds somewhat of a complication to the 

mix, and is likely additive to the hawkish stance of the central bank. 

• There are very meaningful upwards revisions to the bank's forecasts, of 0.9 percentage points to headline 

and 1.1 percentage points to core through Q4'21 and Q2'22. 

• The rates and FX markets look to have been positioned for perhaps an increment in hawkishness, or 

potentially even a 50bp rate hike, as reactions after the decision seem to suggest this. However, our take is 

that this statement continues to be hawkish, particularly the very substantial upwards revision to the 

forecast inflation path. 

• Thus, TD maintain their forecast for a 25bps per meeting hiking trajectory, to a terminal rate of 5.75% at end 

of Q1'22. We also expect to see 3-2 dissents in the meeting persist through the end of the year, with some 

risk to our call for the terminal rate once the new governor takes his place. 
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Wells Fargo: Banxico Not So Hawkish 

• Policymakers sent less hawkish guidance on the direction of monetary policy than markets expected. 

• In their view, markets will continue to adjust interest rate expectations lower in Mexico. 

• Over the coming weeks, Wells Fargo would not be surprised to see markets turn more conservative on the 
Central Bank of Mexico, and over time, the peso drift weaker over the course of the quarter.  

• A less hawkish Central Bank of Mexico is a key pillar of their view for a weaker peso through the end of Q3. 
In their view, a less aggressive central bank, along with a stronger U.S. dollar due to rising COVID concerns 
prompting safe-haven support, should result in the USD/MXN exchange rate hitting MXN20.50 by the end 
of September.  

 


