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Ahead of the Curve

Banxico’s minutes will provide more information on the upcoming
decision

= Banxico’s minutes (March 30™). In its last decision, the Board increased the
reference rate by 25bps to 11.25%, in line with expectations. We believe the
tone was less hawkish considering: (1) A unanimous decision, despite some
possibility of a dissenter pushing for a higher rate; (2) changes in the forward
guidance, talking about the next hike with hints of probability; and (3) modest
adjustments to inflation forecasts, noting the one for the headline lower. As
such, our attention will center on factors that will drive the decision for
members, which will likely include price dynamics (both present and future),
the relative monetary stance vs. the US —albeit with this factor seemingly
losing some importance—, recent performance of domestic assets (mainly the
MXN) and the overall evaluation of the tightening already accomplished

» Industrial production (March 30™). We anticipate the figure at 3.3% yl/y,
up from the 2.8% of the previous month. More importantly, this result implies
+0.5% m/m, rebounding after a mild stagnation in the previous month. We
believe several factors would be behind the recovery, including: (1) Lower
pressures from input prices; (2) some resilience in external demand; and (3)
a favorable outlook for several sectors. As such, we expect strength to center
in mining (0.9% m/m) and construction (0.4%), with a moderate decline in
manufacturing (-0.3%)
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DATE TIME (ET) EVENT PERIOD UNIT BANORTE CONSENSUS PREVIOUS
Tue 11-Apr  8:00am Industrial production February % yly 3.3 - 2.8
sa % m/m 0.5 - 0.0

Mining % yly 34 - -3.5
Utilities % yly 4.9 45
Construction % yly 4.5 3.0
Manufacturing % yly 2.7 48

Tue 11-Apr  11:00am International reserves Apr-5 US$ bn - 202.3

Tue 11-Apr Wage negotiations March % 84

Thu 13-Apr  11:00am  Banxico minutes Mar-30

Thu 13-Apr ANTAD: Same-store sales March % yly in real terms -1.0

Source: Banorte; Bloomberg



Proceeding in chronological order...

Rebound in industry in February, spurred by mining and construction. We
anticipate industrial production at 3.3% y/y, up from the 2.8% of the previous
month. With seasonally adjusted figures we anticipate +3.3% y/y, higher than the
2.9% within INEGI’s Timely Indicator of Economic Activity. More importantly,
this result implies +0.5% m/m, rebounding after a mild stagnation in the previous
month. We believe several factors would be behind the recovery, including: (1)
Lower pressures from input prices; (2) some resilience in external demand; and
(3) a favorable outlook for several sectors. As such, we expect strength to center
in mining and construction, with a moderate decline in manufacturing.

Mining would grow 0.9% m/m (3.4% y/y), with momentum concentrated in both
the oil and non-oil sectors. On the former, according to the CNH crude oil
extraction declined at the margin to 1,642kbpd (previous: 1,648), although with
gas stronger at 5,003mcfpd (previous: 4,984), with the latter explaining the
improvement. In the latter, we expect some resilience to have remained despite a
slight moderation in prices, with expectations of a more modest global slowdown
supporting demand. On the contrary, we continue to expect a negative impact on
'related services', considering a relatively marginal adjustment in the previous
month.

Construction would advance 0.4% (4.5% y/y), benefiting from a favorable base
—after a 1.0% decline in the previous month— and supported by positive signals.
In this sense, we believe that the sector continues to benefit from nearshoring
efforts. Opinion indicators were better, with gains in business confidence and in
the aggregate trend indicator. Employment was also positive, with seasonally
adjusted figures (using in-house models) showing significant gains with both
IMSS and INEGI data. However, a negative effect from prices would persist, with
PPl for the sector stringing a second month of sequential increases after
substantial declines in 2H22.

Finally, manufacturing output would fall 0.3% (2.7% vyly), impacted by a
challenging base. In addition, timely data has shown mixed signals. Overall,
IMEF’s manufacturing PMI showed an increase to 51.2pts, highlighting advances
in production. Manufacturing exports declined 6.0% m/m, with weakness
centered in the auto sector. However, we remain cautious considering that the
strong advance in the previous month did not translate into a substantial boost in
production either. Meanwhile, manufacturing in the US maintained some
resilience at 0.1%, providing some support. Locally, auto production according
to AMIA rebounded 4.8% m/m, after falling 4.2% in January. In addition,
employment signals remained favorable, with increases in both reports for the
period.

Going forward, we expect activity in the sector to remain positive, although we
do not rule out a moderation given increased risks on several fronts, including:
(1) Increased expectations of a global recession; (2) additional monetary
tightening; and (3) the possibility of renewed inflationary pressures in light of
recent OPEC+ actions, among others.

Industrial production
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https://www.banorte.com/cms/casadebolsabanorteixe/analisisyestrategia/analisiseconomico/mexico/20230322_Timely_Indicator_Feb_23.pdf
https://www.banorte.com/cms/casadebolsabanorteixe/analisisyestrategia/analisiseconomico/mexico/20230306_Nearshoring_Eng.pdf
https://www.banorte.com/cms/casadebolsabanorteixe/analisisyestrategia/analisiseconomico/mexico/20230302_Employment_Jan_23.pdf
https://www.banorte.com/cms/casadebolsabanorteixe/analisisyestrategia/analisiseconomico/mexico/20230327_Trade_Balance_Feb_23.pdf
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Weekly international reserves report. Last week, net international reserves
decreased by US$131 million, closing at US$202.3 billion (see table below). This
was mainly due to a negative valuation effect in institutional assets. Year-to-date,
central bank reserves have increased by US$3.2 billion.

Banxico's foreign reserve accumulation details
USS$, million

2022 Mar 31, 2023 Mar 31,2023 Year-to-date
Balance Flows
International reserves (B)-(C) 199,094 202,338 -131 3,243
(B) Gross international reserve 201,143 206,313 31 5170
Pemex - - 0 0
Federal government -25 2,220
Market operations 0 0
Other - - 57 2,950
(C) Short-term government's liabilities 2,049 3,976 162 1,927

Source: Banco de México

Expecting additional information regarding Banxico’s next move, with the
end of the tightening cycle in sight. In its last decision, the Board increased the
reference rate by 25bps to 11.25%, in line with expectations. We believe the tone
was less hawkish considering: (1) A unanimous decision, despite some possibility
of a dissenter pushing for a higher rate; (2) changes in the forward guidance,
talking about the next hike with hints of probability; and (3) modest adjustments
to inflation forecasts, noting the one for the headline lower. As such, our attention
will center on factors that will drive the decision for members, which will likely
include price dynamics (both present and future), the relative monetary stance vs.
the US -albeit with this factor seemingly losing some importance—, recent
performance of domestic assets (mainly the MXN) and the overall evaluation of
the tightening already accomplished.

On prices, the revisions were quite modest, noting a slight downward adjustment
to the headline, with the core an inch higher. We should mention that considering
March’s CPI print, forecasts for 1Q23 did come in line with expectations.
Regarding the adjustment, Governor Victoria Rodriguez mentioned in an
interview with El Universal that “...annual headline inflation was revised slightly
lower as a result of an improvement in some factors...”. As such, we will be on
the look over which factors these could be, with some hints coming from the
updated balance of risks in the statement. Regarding the latter, while it remained
tilted to the upside, we will be looking into changes in the factors —which at the
moment we though suggested a more balanced view—, albeit also weighing recent
actions by OPEC+ and how these could impact conditions ahead.
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https://banorte-v2.cd.invdcloud-is.us/~/media/Files/B/Banorte-V2/analisis/AnalisisEconomico/20230405_Inflation_March.pdf
https://www.banorte.com/cms/casadebolsabanorteixe/analisisyestrategia/estrategiasemanalrentafija/20230403_OPEC+.pdf
https://www.banorte.com/cms/casadebolsabanorteixe/analisisyestrategia/estrategiasemanalrentafija/20230403_OPEC+.pdf

Regarding the relative monetary stance, comments regarding Fed actions —along
with other central banks— remained in the statement. However, considering
comments from several Board members before the decision, its relative
importance within their reaction function seems to have diminished. However, as
concerns regarding the banking sector in the US and Europe have risen, opting to
follow the Fed may prove to be the most cautious path ahead. Meanwhile, the
market reaction in the immediate aftermath of the decision was relatively limited,
with adjustments in the following days including gains in long-term rates
—resulting in an additional flattening of the yield curve— and a very slight
depreciation of the MXN. However, the latter remains resilient, in our view being
a relevant driver behind the moderation in some components within CPI,
particularly in goods.

About the next decision, the guidance stated that “...the Board will take into
account the inflation outlook, considering the monetary policy stance already
attained...”. In our view this phrasing leaves the door open either for Banxico to
stand pat or to tighten further. Focusing on the policy stance, Deputy Governor
Jonathan Heath posted on his Twitter account that the ex-ante real rate ““...reached
6.4% in this phase, which consists on reaching a terminal rate...” (¢laborating on
the stages of the tightening cycle he mentioned in the previous minutes), while
also adding that we now add six months in restrictive territory. In our view, the
comment suggests that the end of the tightening cycle is relatively close, but still
provides some flexibility. We have not had comments from other Board members
regarding this, with the low volume likely related to the Easter holiday. As such,
their statements within the document will be rather important.

All in all, we see the end of the tightening cycle rather soon. In particular, we
expect one more 25bps hike in May’s decision, taking the rate to a terminal level
of 11.50%. After this, we expect no additional moves in the remainder of the year,
with cuts likely materializing in 1H24. However, we still believe risks remain
tilted to the upside, with Banxico likely opting for more hikes if inflation proves
to be sticky and/or if other adverse factors come into play.
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https://www.banorte.com/cms/casadebolsabanorteixe/analisisyestrategia/analisiseconomico/mexico/20230223_Banxico_Minutes_Feb.pdf
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