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MNI Banxico Review: March 2021 
 

Executive Summary:  

 
• Banxico kept the overnight rate unchanged at 4.00% in a unanimous decision. 

• Paths for headline and core inflation in the short term were seen slightly above those in the bank’s 

last quarterly report. 

• Banxico found it necessary to enable an orderly adjustment of financial conditions without affecting 

inflation expectations. 

• Analysts remain divided on whether the decision signals another pause or whether the easing cycle 

is over.  

 

Links: 

 
• Banxico statement: https://www.banxico.org.mx/publications-and-press/announcements-of-

monetary-policy-decisions/%7B4BE7D6F0-B2B0-6DCC-A906-9DFD84BED861%7D.pdf 

 

 

Key Takeaways: 

 
Banxico kept policy unchanged at their March meeting, holding rates steady at 4.00%. The fact that the decision 

was unanimous may have surprised some given Director Heath and Esquivel’s dovish stance over prior months, as 

well as the unanimity at the February meeting to cut rates. The decision, however, was in line with the majority of 

analysts surveyed and market pricing. 

 

Highlights from the statement included: 

• “The anticipated paths for headline and core inflation in the short term are slightly above those foreseen in 

the last Quarterly Report”. 

• “Among the most relevant global risks are the pandemic, delays in the vaccination programs, and a greater 

tightening of financing conditions.” 

• “In a highly uncertain environment, the risks for inflation, economic activity and financial markets pose major 

challenges for monetary policy. It is necessary to enable an orderly adjustment of financial conditions and a 

change in relative prices, without affecting price formation and inflation expectations.” 

• “The Mexican peso depreciated and medium- and long-term interest rates increased. Mexico’s economic 

activity decelerated in January and February and, although a greater boost from external demand is 

foreseen, ample slack conditions are expected throughout the forecast horizon.” 

 

The statement did reiterate the fact that the inflation spike is expected to be transitory, with medium and long-term 

expectations remaining stable. The board provided an equal number of points on both sides regarding the balance 

of risks to inflation, however, analysts have noted the composition and wording of these factors may represent a 

more hawkish tilt. 

 

Markets 

• USDMXN briefly printed below 20.60 as the decision saw all policy makers on board. Interpreted as 

marginally hawkish the Peso extended the regional outperformance in anticipation of the release. 

• TIIE swap rates moved marginally higher after profit taking throughout the morning had seen the curve shift 

lower. 

 

 

https://www.banxico.org.mx/publications-and-press/announcements-of-monetary-policy-decisions/%7B4BE7D6F0-B2B0-6DCC-A906-9DFD84BED861%7D.pdf
https://www.banxico.org.mx/publications-and-press/announcements-of-monetary-policy-decisions/%7B4BE7D6F0-B2B0-6DCC-A906-9DFD84BED861%7D.pdf
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Dates to Watch: 

 
• 8th April – The Minutes of the March meeting 

• 8th April – March CPI report 

• 13th May – Next Governing Board meeting and rate decision 

 

Analyst Views (Alphabetical Order) 

 
Barclays: Another pause, the board will remain prudent. 

• The tone of the press release seems rather neutral in their view. 

• The central bank its keeping its options open and they still expect a cut in August: interpret the decision as 
a pause in the easing cycle, since some board members previously have mentioned the intention of 
reaching a terminal rate around 3.50-3.00%. 

• Banxico will pause to confirm that inflation is declining until after the June elections take place. If core 
declines in the summer, as we expect, the board could cut again in August. The minutes could shed some 
light on the state of the discussion of a potential terminal rate. 

• Also rule out hikes in the near term as the economy is still quite weak and, more importantly, the path of the 
recovery is still uncertain and dependent on local progress on vaccines. 

• Market is now pricing close to three 25bp hikes by year end, which is not consistent with the neutral 
message Banxico delivered in today’s statement. 

• Remain tactically long the 10y Mbono ASW and forecast USDMXN at 19.75 by year-end and continue to 
recommend shorting USDMXN throughput spreads. 
 

 
BBVA: The easing cycle is over. Wording signals shift from dovish to cautious tone. 

• Shift driven by the strong inflation print, core in particular. 

• Next movement likely to be a hike, but will not take place anytime soon. 

• Aim is to signal that this inflation rise will not come as a surprise and in a context of weak demand, that the 

Board will not react to this. 

• Expect Banxico to leave the policy rate unchanged the rest of the year and throughout 2022. 

 

Citi: Higher inflation domestically and abroad, as well as financial market considerations, feature as the 

main elements driving the decision. 

• “Window of opportunity” of further cuts has shut down, evident in today’s communiqué. 

• See greater emphasis on the recent increase in inflation in advanced economies, higher observed and 

expected inflation domestically. 

• The explicit reference to the balance of risks to inflation being “uncertain” has been removed for the first 

time in the last 15 communiqués. 

• All in all, it seems to Barclays that the Board is going to great lengths to make it seem as though upside and 

downside risks to inflation are still somewhat balanced. While they seem reluctant to acknowledge it 

explicitly, it is evident to us from their own write-up that the balance of risks is now tilted upwards. 

• Still expect Banxico to stay put through 2021 and most of 2022. 

• Hikes priced in the short-end of the TIIE curve are unlikely to materialize, especially with real rates higher in 

Mexico than the rest of LatAm. They see value in rates, though the big move lower may only happen once 

the inflation spike is behind us. 
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Itaú: Odds of further easing are low 

• A new upside risk for inflation was included in the  list  (besides currency depreciation, recomposition of 
expenditure and cost-related pressures): external inflationary pressures. 

• While the statement didn’t explicitly closed the doors for further cuts, it doesn’t mention the decision to say 
on-hold is a “pause”. 

• Also think the fact that no board member voted for a cut is a signal of low appetite for additional monetary 
stimulus. 

• Expect Banxico to keep policy rate unchanged at 4.00% this year.  
 
 
ScotiaBank: From press release - door on further cuts seems shut. 

• Press release highlighted the spike in core inflation to above the top of the target range, as well as risks 

from a depreciating MXN. 

• Board pointed to need to assure an orderly adjustment in markets, likely playing an important role in the 

pause. 

• Cutting would have added important stability risks. 

 
SocGen - Higher inflation and tightened global financial conditions implied shrinking room for the easing 

cycle and significant upside risk to SocGen's terminal policy rate forecast of 3.0%. 

• The Q1 2021 growth indicators suggested a significant deceleration in the recovery, something Banxico 

seemed to agree with. 

• A wide output gap will keep Banxico from turning hawkish any time soon unless inflation was seen as 

exploding. 

TD Securities: More hawkish than meets the eye 

• See Banxico’s statement keeping it’s flexibility open to easing at some point again in the future, but their 

view is that there is a high hurdle to further easing. 

• Subtle hints in statement that skews inflation concerns more towards upside risks than in the past. 

• Maintain forecast that Banxico will remain on hold until December, after which policymakers will begin 

monetary normalisation. 

 

MNI Policy 

 
MNI STATE OF PLAY - Bank of Mexico Holds Rates Steady at 4% 
 

By Pedro Nicolaci da Costa 

 

The Bank of Mexico held interest rates steady at 4% Thursday as rising inflation and financial market pressures 

made policy makers reticent to reduce borrowing costs further despite a weak economic backdrop. 

 

"Since the last monetary policy decision, the Mexican peso has depreciated and medium- and long-term interest 

rates have risen," the Bank of Mexico said in its policy statement. The decision was unanimous, Banxico said. 

 

The central bank met against a backdrop of growing volatility in emerging markets as turmoil in places like Turkey 

has knock-on effects, including putting downward pressure on the Mexican peso. 

 

Mexico's consumer price inflation rate rose to 4.12% in the first half of March, the government reported Wednesday. 

Banxico targets an inflation rate of 3% with a tolerance band of plus or minus one percentage point. 


