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In an emergency move, Fed cuts rates by 

50bps, Banxico will follow 
 

 In an inter-meeting decision, the Fed has just announced a 50bps cut to 

the Fed Funds rate range, placing it at 1.00%-1.25% 
 

 The central bank highlighted that despite the US economy remaining 

solid, coronavirus means risks to economic activity 
 

 This is not the first time the Fed cuts the rate between meetings. The 

previous occasion was in October 2008, before the bankruptcy of 

Lehman Brothers  
 

 Prior to the Fed's decision, the G7 published a statement in the morning 

explaining that they are ready to act further on timely and effective 

measures to address the economic impact of the coronavirus 
 

 We believe the 50bps rate cut today is not the beginning of an easing 

cycle, but a one-off movement. However, we cannot rule out an 

additional 25bps cut in the FOMC’s March 17-18 meeting 
 

 We maintain our estimate of a 25bps reduction from Banxico in its 

March 26th meeting. Nevertheless, we recognize that, if conditions for the 

exchange rate and local markets improve, and/or if the Fed undertakes 

additional easing, the cut could be more aggressive, by 50bps 
 

 In the aftermath of Fed´s rate cut we see greater value in the long-end of 

the Mbonos curve 

In an inter-meeting decision, the Fed slashed interest rates by 50bps, placing 

the reference rate range at 1.00%-1.25%. In the statement that accompanied 

the decision, the central bank explained that, although the fundamentals of the US 

economy remain solid, the coronavirus means risks to economic activity. They 

explained that in light of these risks, and in support of achieving their goals of 

maximum employment and price stability, they decided to cut the reference rate. 

They also stressed that the Committee is closely monitoring developments and its 

implications for the economic outlook and will use its tools and act as appropriate 

to support the economy. 

It is not the first time that the Fed acts between scheduled meetings. The Fed 

has cut interest rates in previous years to face situations that considers require 

timely action. In fact, the release of a statement on Friday by Powell made it clear 

that they were ready to act. On October 8, 2008, the central bank cut the reference 

rate by 50bps in an inter-meeting decision, when in September of that year, the 

collapse of Lehman Brothers pushed markets down and increased fears of an 

economic recession. After that cut that placed the rate at 1.50%, on October 29th, 

at the scheduled meeting the central bank reduced the rate again by 50bps, placing 

it at 1.00%. Previously, on January 22nd of that same year, they had cut the 

reference rate between meetings by 75bps amid fears of an economic recession, 

placing it at 3.50% and then at the meeting scheduled on January 30 they lowered 

the rate by another 50bps. 
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In the morning, G7 published a statement explaining that it is ready to act if 

necessary. The Fed's action comes after G7 published a statement in the morning 

after a conference call between finance ministers and governors of the group's 

central banks. In that statement, it was explained that they are closely monitoring 

the spread of the coronavirus and its impact on markets and economic conditions. 

They reaffirmed their commitment to use all economic policy tools to achieve 

sustained growth and deal with downside risks. They stressed that they are willing 

to use both, monetary and fiscal policy, and that they are ready to cooperate and 

take appropriate actions. While the markets seemed to anticipate an 

announcement of concrete measures, there was no statement with specific 

measures to be implemented, but the Fed's action hours later made it clear that the 

monetary authorities are ready to support growth. 

We consider that it is a one-off cut. Although the previous episodes where the 

Fed has acted between meetings have been accompanied by new rate cuts at 

following decisions, this time we consider things might be different, since the 

situation seems to be less critical than what was experienced in 2008. Given the 

latter, our base scenario is that this 50bps cut will be a one-off adjustment and 

does not imply the beginning of an easing cycle. However, we cannot rule out a 

new reduction in the rate at March 18th meeting, which we consider would be of 

-25bps, only if the economic outlook continues to deteriorate substantially due to 

the impact of the virus.  

We continue to expect a 25bps cut from Banxico in its March meeting. 

Despite the surprise cut from the Fed today, we consider that Banxico’s Board 

will wait until its March 26th meeting to adjust the reference rate. Even though the 

50bps cut represents a relevant chance to follow with an adjustment in a similar 

magnitude –when taking into account the relative monetary stance–, we consider 

that the exchange rate will be the variable that will determine if an adjustment of 

the same size can be made, or a more moderate one will have to be conducted. In 

particular, we believe that it is possible that the Mexican peso remains pressured 

as appetite for safer assets remains, reflected by both the depreciation of the 

currency in recent days, reaching intraday highs close to 20.00 per dollar (see 

chart below on the left), as well as adjustments to the upside in the country’s risk 

premium (observed both in the differential vs. Treasuries and the CDS).  

In addition, we believe that local conditions still favor a prudent stance, with 

recent revisions from the monetary authority to its inflation forecasts, mostly up 

(see table below on the right). To the latter we must add possible pressures on 

financial stability, including operating conditions in local financial markets (such 

as volatility, liquidity and depth, among others). Although we must also consider 

that this represents additional risks to the downside in terms of economic activity 

–both by external factors in terms of disruptions to global supply chains, as well 

as domestic shocks due to the possibility of an internal impact given greater 

contagion in Mexico–, we believe the factors previously laid out will weigh more 

heavily.  

 

 

https://www.banorte.com/cms/casadebolsabanorteixe/analisisyestrategia/analisiseconomico/mexico/20200126_QR_Banxico_4Q19.pdf
https://www.banorte.com/cms/casadebolsabanorteixe/analisisyestrategia/analisiseconomico/mexico/20200126_QR_Banxico_4Q19.pdf
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Intraday performance of the Mexican peso 
USD/MXN 

Inflation estimates 
% y/y, quarterly average 

 

  1Q20 2Q20 3Q20 4Q20 

Banorte     

  Headline 3.4 3.4 3.6 3.6 

  Core 3.7 3.5 3.5 3.5 

Banxico     

  Headline 3.3 3.3 3.4 3.2 

  Core 3.6 3.3 3.2 3.0 
 

Source: Bloomberg Source: Banxico, Banorte 

Similar to the virus’ evolution, there are several scenarios for Banxico’s 

upcoming decision. As mentioned above, in our base-case we expect a 25bps cut 

by Banxico on March 26th, followed by a similar adjustment in the May decision, 

with the reference rate reaching 6.50% by year-end. This scenario assumes that 

the Fed stands apt on March 18th. Nevertheless, there is a high probability of a 

50bps cut by the central bank if conditions improve for the exchange rate and the 

Mexico’s risk premium. In this respect, if the Fed pulls the trigger and cuts again 

in its March 18th decision, a 50bps reduction by Banxico would be practically 

certain, thus resulting in a terminal rate for 2020 at 6.25%.  

Scenarios over the next policy decision from the Fed and Banxico 

  
Fed 

(March 18th) 
Banxico 

(March 26th) 

Scenario 1 (Base case) — -25pb 

Scenario 2 -25pb -50pb 

Scenario 3 -50pb -50pb 
 

Source: Banorte 

 

From our Fixed income and FX strategy team 

In the aftermath of Fed´s rate cut we see greater value in the long-end of the 

Mbonos curve. After the surprising Fed´s cut to counterbalance the possible 

impacts of Coronavirus on economic activity, the fixed-income markets were 

benefited. In this context, the Mbonos curve printed a 20bps rally extending gains 

from the previous session (-25bps). Specifically, the 10-year note reached its 

lowest level since October 2016 at 6.38% (-19bps). This adjustment was in line 

with the positive performance observed in the Treasuries curve, where securities 

are reaching fresh historic lows levels. Under this context, the local risk premium 

approximated by the spread between Mbonos and Treasuries came back to its 12-

month average at 535bps after reaching its highest level since August 2019 

(569bps). In strategy terms, we see greater value in the long-end of the Mbonos 

curve, highlighting the Nov’38 and Nov’42 securities. 
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Regarding the FX market, the Mexican peso reacted positively to the Fed´s 

announcement reaching levels of up to 19.17 per dollar, equivalent to an 1.2% 

appreciation, crossing down the 150- and 200-day MA, after trading at levels of 

19.55 per dollar. In this year, MXN scores a 2% depreciation, still relatively 

defensive when considering pressures as high a 10% in BRL and ZAR. In the 

following days the peso´s dynamics will be determined by the expectations of the 

investors about the next monetary policy decision of Banco de México 

considering that the main driver is the attractive reference rate. In this framework, 

we suggest to hold cautious strategies and wait for greater clarity on the global 

outlook to build new positions. 
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Relevant statements. 
In accordance with current laws and internal procedures manuals, analysts are allowed to hold long or short positions in shares or securities 
issued by companies that are listed on the Mexican Stock Exchange and may be the subject of this report; nonetheless, equity analysts have to 
adhere to certain rules that regulate their participation in the market in order to prevent, among other things, the use of private information for their 
benefit and to avoid conflicts of interest. Analysts shall refrain from investing and holding transactions with securities or derivative instruments 
directly or through an intermediary person, with Securities subject to research reports, from 30 calendar days prior to the issuance date of the 
report in question, and up to 10 calendar days after its distribution date. 
Compensation of Analysts. 

Analysts’ compensation is based on activities and services that are aimed at benefiting the investment clients of Casa de Bolsa Banorte and its subsidiaries. 
Such compensation is determined based on the general profitability of the Brokerage House and the Financial Group and on the individual performance of 
each analyst. However, investors should note that analysts do not receive direct payment or compensation for any specific transaction in investment banking 
or in other business areas.  

Last-twelve-month activities of the business areas. 

Grupo Financiero Banorte S.A.B. de C.V., through its business areas, provides services that include, among others, those corresponding to investment 
banking and corporate banking, to a large number of companies in Mexico and abroad. It may have provided, is providing or, in the future, will provide a service 
such as those mentioned to the companies or firms that are the subject of this report. Casa de Bolsa Banorte or its affiliates receive compensation from such 
corporations in consideration of the aforementioned services. 

Over the course of the last twelve months, Grupo Financiero Banorte S.A.B. C.V., has not obtained compensation for services rendered by the investment 
bank or by any of its other business areas of the following companies or their subsidiaries, some of which could be analyzed within this report. 

Activities of the business areas during the next three months. 

Casa de Bolsa Banorte, Grupo Financiero Banorte or its subsidiaries expect to receive or intend to obtain revenue from the services provided by investment 
banking or any other of its business areas, by issuers or their subsidiaries, some of which could be analyzed in this report. 

Securities holdings and other disclosures. 

As of the end of last quarter, Grupo Financiero Banorte S.A.B. of C.V. has not held investments, directly or indirectly, in securities or derivative financial 
instruments, whose underlying 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. 

None of the members of the Board of Grupo Financiero Banorte and Casa de Bolsa Banorte, along general managers and executives of an immediately below 
level, have any charges in the 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 Grupo Financiero Banorte S.A.B. of C.V. 
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