Banxico - An unexpected pause in the easing
cycle

= In a majority decision, Banxico left the reference rate unchanged at
4.25%, contrary to our expectations and consensus of a 25bps cut

= Only one member voted for a 25bps cut, to 4.00%. Considering this and
our perception of higher concerns about inflation dynamics, we think the
tone of the communique was neutral

= Moreover, we highlight:

(1) The addition of two phrases mentioning that this pause provides the
necessary room to confirm that the trajectory of inflation converges
to the target; and

(2) The elimination of references to productive activity and the financial
shock for guiding upcoming decisions, giving more weight to
upcoming information, the inflation path and its expectations

= In our view, all stars were aligned for a rate cut, particularly global
financial conditions, including Mexican peso dynamics against the dollar
after the US election and limited fiscal support to tackle the pandemic

= After this decision, we believe the door for additional cuts in the short
term has been closed. As a result, we expect the reference rate to end this
year at 4.25%, with the easing cycle resuming at some moment in 2021

= Flattening of local yield curve in the aftermath of Banxico’s decision

Banxico keeps the reference rate unchanged at 4.25%. This was contrary to
our call and consensus of a 25bps cut. The decision was not unanimous, with one
member agreeing with the market. We believe the stars were aligned for a rate cut
(see table below), including: (1) A positive reaction in financial assets after the
US election, especially the MXN; and (2) limited fiscal support to tackle the
pandemic. Nevertheless, the central bank opted to give more relative weight to
inflation and its expectations. Considering this, we see the tone of the statement
as neutral. It is also our take that the door for additional cuts in the short term has
been closed, so the reference rate will end the year at 4.25%, with the easing cycle
resuming at some moment in 2021.
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Country Credit rating Reference rate Inflation yly Real rate Currency performance (%)* cDs

S&P % % % 1H20 2H20 bps

Malaysia A- 1.75 -1.40 3.19 -45 37 36
South Africa BB- 3.50 3.00 0.49 -19.3 10.8 227
South Korea AA 0.50 0.10 0.40 -3.6 76 21
Russia BBB- 4.25 4.00 0.24 -12.9 -7.8 81
Mexico BBB 4.25 4.09 0.15 7.7 11.5 96
Colombia BBB- 1.75 1.75 0.00 -12.6 29 95
Peru BBB+ 0.25 1.72 -1.45 6.5 2.8 67
Turkey B+ 10.25 11.89 -1.47 -132 -10.9 405
Brazil BB- 2.00 3.92 -1.85 -26.4 0.1 177
Chile A+ 0.50 2.95 -2.38 -8.0 75 53
Czech Republic AA- 0.25 2.90 -2.58 -45 56 38
Poland A- 0.10 3.00 -2.82 4.2 4.1 60

Source: Bloomberg, Banorte *positive means appreciation against the USD
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Greater concerns on inflation. We believe this was the deciding factor for the Banxico’s 2020 policy decisions

pause, with the document highlighting twice that this is necessary to “...fo confirm Date Decision
that the trajectory of inflation converges to the target...”. This responds to at least February 13 _ -ngps
two factors. First, current dynamics suggest that inflation will exceed the central %ﬁgﬁnxf;;@ goﬁﬁi
bank’s estimates in 4Q20. Specifically, the 4.1% y/y print in October implies that May 14 -50bps
inflation must average around 3.5% in November and December for the 3.7% June 25 -50bps
forecast to materialize, which we believe is somewhat unlikely. Second, the August 13 -50bps
. . . . . September 24 -25bps
statement clearly anticipates upward adjustments in the short-term trajectory, on November 12 Obps
top of warning about revisions of analysts’ expectations. The balance of risks December 17 -

Source: Banxico

remained unchanged, still characterized as uncertain. Finally, we highlight that
references to economic activity and the financial shock in the last section were
eliminated, suggesting that inflation is firmly the most pressing concern, while
reaffirming the commitment to the forecast-based inflation targeting regime.

The economy remains very deteriorated. The Board recognized greater risks
for global growth relative to the previous statement, among them the sufficiency
of fiscal stimulus and the evolution of the pandemic. This also implies higher
domestic uncertainty. On Mexico, they acknowledged the recovery of activity in
3Q20, albeit still anticipating ample slack and the balance of risks skewed to the
downside.

We expect the rate to remain at 4.25% in the remainder of the year, with at
least one cut in 2021. Despite our expectations of more favorable inflation by
year-end (reaching 3.7% from 4.1% currently), we believe the monetary authority
will opt to extend the pause further on this easing cycle, waiting for more tangible
evidence of a convergence of inflation towards the target. This concern is
consistent with our linguistic analysis, in which we noted a greater relative weight
of ‘inflation” and words related to it such as ‘headline’ and ‘core’. On the contrary,
‘economic activity’ lost relevance, while ‘pandemic’ was out of the most relevant
(see charts below). In this backdrop, we note that previous pauses have lasted
around 6 to 8 months —such as at the end of the last hiking cycle until the first cut
between 2018-2019, and even in 2013 after the reduction to 4.00%—. Therefore,
we believe the cycle could resume next year, with at least one additional cut of
the reference rate given expectations of inflation being under control, prevailing
low rates at a global scale, and the need for additional economic stimulus.
Nevertheless, doubts over when this will happen and about the magnitude remain,
with several factors clouding the scenario, including: (1) The new composition of
the Board after Deputy Governor Javier Guzman leaves his post at the end of the
year, with the policy bias of the new member having an important role for
upcoming decisions; (2) potential modifications to Banxico’s inflation forecasts
in the next Quarterly Report, to be published on November 25'"; and (3) the need
for more clarity over each participant’s stance, SO we will analyze —even more
carefully than usual- comments within the minutes for this decision, which will
be released on November 26",
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From our fixed income and FX strategy team
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Flattening of local yield curve in the aftermath of Banxico’s decision.
Following today’s decision, the local yield curve flattened with adjustments
focused in short-term rates in a magnitude of up to 10bps vs yesterday’ close for
THE-28 swaps, also with Mbonos pairing previous gains during the day. The
market was not fully pricing in a rate cut (around -10bps for 2020) reason why
we expect a relatively contained adjustment in the next sessions, resuming a
steepening bias as a result of a stable short-end and longer maturities sensible to
the fragile global backdrop. In the FX market, USD/MXN initially trimmed
intraday losses to later bounce back to 20.65 (-0.7%) in a context where we see
an attractive carry supporting the cross towards the 20.30 resistance, under

stronger risk-on sessions.
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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.
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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
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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.



GRUPO FINANCIERO BANORTE S.A.B. de C.V.

Research and Strateg

Gabriel Casillas Olvera
Raquel Vazquez Godinez

Lourdes Calvo Femnandez

IRO and Chief Economist
Assistant

Analyst (Edition)

Economic Research and Financial Market Strategy

Alejandro Padilla Santana

ltzel Martinez Rojas

Economic Research

Juan Carlos Alderete Macal, CFA
Francisco José Flores Serrano
Katia Celina Goya Ostos

Luis Leopoldo Lépez Salinas

Market Strateg
Manuel Jiménez Zaldivar

Fixed income and FX Strategy
Santiago Leal Singer
Leslie Thalia Orozco Vélez

Marissa Garza Ostos

José Itzamna Espitia Hernandez
Valentin Il Mendoza Balderas
Victor Hugo Cortes Castro
Eridani Ruibal Ortega

Juan Barbier Arizmendi, CFA

Corporate Debt

Tania Abdul Massih Jacobo

Hugo Armando Gémez Solis
Gerardo Daniel Valle Trujillo

Economic Studies
Delia Maria Paredes Mier

Miguel Alejandro Calvo Dominguez

Wholesale Banking
Armando Rodal Espinosa

Alejandro Aguilar Ceballos
Alejandro Eric Faesi Puente
Alejandro Frigolet Vazquez Vela
Arturo Monroy Ballesteros
Carlos Alberto Arciniega Navarro
Gerardo Zamora Nanez

Jorge de la Vega Grajales

Luis Pietrini Sheridan

Lizza Velarde Torres

Osvaldo Brondo Menchaca
Raul Alejandro Arauzo Romero
René Gerardo Pimentel Ibarrola
Ricardo Velazquez Rodriguez

Victor Antonio Roldan Ferrer

Executive Director of Economic Research and Financial

Markets Strategy
Analyst

Director of Economic Research
Senior Economist, Mexico
Senior Economist, Global
Economist, Global

Director of Market Strategy

Senior Strategist, Fixed Income and FX
Strategist, Fixed Income and FX

Director of Equity Strategy
Senior Strategist, Equity
Senior Strategist, Equity
Senior Strategist, Technical
Analyst

Analyst

Director of Corporate Debt
Senior Analyst, Corporate Debt
Analyst, Corporate Debt

Executive Director of Economic Studies

Senior Analyst, Economic Studies

Head of Wholesale Banking

Head of Asset Management

Head of Global Markets and Institutional Sales
Head of Sélida Banorte

Head of Investment Banking and Structured Finance
Head of Treasury Services

Head of Transactional Banking, Leasing and Factoring
Head of Government Banking

Head of Private Banking

Executive Director of Wholesale Banking

Head of Specialized Banking Services

Head of Transactional Banking

Head of Corporate Banking

Head of International Banking

Head of Commercial Banking

gabriel.casillas@banorte.com
raquel.vazquez@banorte.com

lourdes.calvo@banorte.com

alejandro.padilla@banorte.com

itzel. martinez.rojas@banorte.com

juan.alderete.macal@banorte.com
francisco.flores.serrano@banorte.com
katia.goya@banorte.com
luis.lopez.salinas@banorte.com

manuel.jimenez@banorte.com

santiago.leal@banorte.com
leslie.orozco.velez@banorte.com

marissa.garza@banorte.com
jose.espitia@banorte.com
valentin.mendoza@banorte.com
victorh.cortes@banorte.com
eridani.ruibal.ortega@banorte.com
juan.barbier@banorte.com

tania.abdul@banorte.com
hugoa.gomez@banorte.com
gerardo.valle.trujillo@banorte.com

delia.paredes@banorte.com

miguel.calvo@banorte.com

armando.rodal@banorte.com
alejandro.aguilar.ceballos@banorte.com
alejandro.faesi@banorte.com
alejandro.frigolet.vazquezvela@banorte.com
arturo.monroy.ballesteros@banorte.com
carlos.arciniega@banorte.com
gerardo.zamora@banorte.com
jorge.delavega@banorte.com
luis.pietrini@banorte.com
lizza.velarde@banorte.com
osvaldo.brondo@banorte.com
alejandro.arauzo@banorte.com
pimentelr@banorte.com
rvelazquez@banorte.com

victor.roldan.ferrer@banorte.com

(55) 4433 - 4695
(55) 1670 - 2067

(55) 1103 - 4000 x 2611

(55) 1103 - 4043
(55) 1670 - 2251

55
55
55
55

1103 - 4046
1670 - 2957
1670 - 1821

(55) 5268 - 1671

(55) 1670 - 2144
(55) 5268 - 1698

55
55
55
55
55
55

1670 - 1719
1670 - 2249
1670 - 2250
1670 - 1800

1670 - 1746

(55) 5268 - 1672
(55) 1670 - 2247
(55) 1670 - 2248

(55) 5268 - 1694
(55) 1670 - 2220

81) 8319 - 6895
55) 5268 - 9996
55) 5268 - 1640
55) 5268 - 1656
55) 5004 - 1002
81) 1103 - 4091
81) 8318 - 5071
55) 5004 - 5121
55) 5004 - 1453
55) 4433 - 4676
55) 5004 - 1423
55) 5261 - 4910
55) 5268 - 9004
55) 5004 - 5279
55) 5004 - 1454

1103 - 4000 x 2707

1103 - 4000 x 2755


mailto:katia.goya@banorte.com
mailto:jespitia@ixe.com.mx
mailto:hgomez01@ixe.com.mx

