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Banxico Minutes Surprise with a Dovish Tone
KEY TAKEAWAYS

e Banxico unanimously kept the policy rate unchanged at 6.50%, noting that
monetary policy remains restrictive to support the convergence of inflation to the
target.

e Geopolitical uncertainty persists globally, mainly due to the conflict in the Middle
East, amid softer global economic activity.

e The Mexican economy expanded in the second quarter of 2026, although growth is
expected to moderate in the third quarter.

¢ Headline inflation rose to 3.42% y/y in the first half of September, remaining within
the target’s variability interval; however, services inflation remains under pressure.

¢ The minutes highlight a willingness to decouple the domestic monetary policy
stance from that of the Federal Reserve.

e Three members consider there is room for a rate cut at the next monetary policy
meeting on November 5", although the decision will remain data dependent.

¢ Looking ahead, Banxico is expected to remain on hold for the rest of the year,
although room for an additional cut could emerge if inflation stays within the 3% *1
range and the MXN trading conditions remain broadly orderly.

Banco de México published the minutes of its September 23 meeting, at which the
Governing Board unanimously decided to leave the policy rate unchanged at 6.50%. The
minutes highlight a willingness to decouple the domestic monetary policy stance from
that of the Federal Reserve, which remains more restrictive. On inflation, although the
balance of risks is perceived to be skewed to the upside, the Governing Board expects
prices to remain relatively stable in the absence of demand-side pressures. It also
considers orderly exchange-rate movements to be consistent with the monetary policy
stance. Looking ahead, three members believe conditions are in place to consider a
downward adjustment at the next monetary policy decision on November 5t",
Nevertheless, several members believe upcoming decisions should remain data-
dependent, while maintaining commitment to price stability.
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According to the minutes, the Governing Board emphasized that geopolitical uncertainty, mainly stemming from the conflict in the Middle
East, persists in the global environment. Members noted that the global economy likely expanded at a slower pace in the third quarter of
2026 than in the previous quarter, reflecting more moderate growth in advanced economies. They highlighted stronger economic activity in
the United States, partly driven by nonresidential investment and the technology sector. On inflation, they referred to the impact of
geopolitical conflicts on the broad-based increase in commodity prices. Regarding monetary policy, they observed that some central banks
in advanced and emerging economies raised their policy rates at their latest meetings, highlighting the Federal Reserve’s 25 basis point
increase, which brought the target range to 3.75%—4.00%. They also noted a broad rise in advanced-economy government bond yield
curves.

On the domestic front, some members highlighted that economic activity in Mexico rebounded in the second quarter, although slightly
below the preliminary estimate. Meanwhile, some members noted that timely indicators for the third quarter suggest that growth could
moderate relative to the previous quarter. They mentioned the recent momentum in investment and the support that this component and
exports have provided to aggregate demand, in contrast with weak consumption. In this regard, they highlighted the dynamism of external
demand and the recent strength of exports, particularly non-automotive exports. Some noted that year-end growth expectations had been
revised upward, although slack conditions are expected to persist in the economy, together with signs of weakness in the labour market.

The Governing Board noted that headline inflation rose from 3.10% to 3.42% y/y between July and September due to an increase in non-
core inflation, while remaining within the variability interval since May of this year. Members also noted that core inflation declined from
3.95% to 3.79% over the same period and continues to trend downward. This decline was supported by a reduction in merchandise
inflation from 4.56% in January to 3.22% in September, with low prints in both food and nonfood merchandise. Services’ inflation remains
sticky, edging down only marginally to 4.33%. Non-core inflation increased from 0.21% in the first half of July to 2.17% in the first half of
September, although it remained below the levels recorded in April, reflecting low volatility in agricultural prices and low energy inflation
owing to policies implemented by the federal government. Members also noted that the inflationary impact of the fiscal changes
introduced at the beginning of the year has been in line with expectations and that year-end inflation expectations declined, while long-
term expectations remained moderate, supported by the absence of demand pressures and the strength of the exchange rate. However,
upside risks persist due to geopolitical conflicts—particularly through their impact on energy markets—as well as uncertainty stemming
from trade policies.

Regarding domestic financial markets, Board members agreed that performance has been relatively favourable despite external volatility.
They also noted that the peso appreciated significantly for much of the period and traded with low volatility, although it recently came
under pressure from broad-based U.S. dollar strength and shifting expectations for international interest rates. In fixed-income markets,
they highlighted that government bond yields rose in line with global movements. Even so, Mexico continues to benefit from attractive
interest-rate spreads relative to the United States, particularly at longer maturities, which has supported capital inflows. Risk premiumes,
meanwhile, remain low and consistent with orderly financial conditions.

On monetary policy, the comments by three Governing Board members regarding the possibility of an adjustment at the next meeting
stand out. One member considered that the supply shocks the economy could face may be transitory in nature. Another highlighted the
differences between the U.S. and Mexican economies, arguing that these could allow for a narrower interest-rate differential, together with
other factors that may be altering the historical relationship between the spread and the USDMXN. This member also considered that the
stance would remain relatively restrictive and that there could therefore be ground to assess a downward adjustment. Conversely, two
members emphasized the importance of maintaining a cautious approach. One member considered that financial and monetary
conditions have become tighter amid uncertainty. Another noted that the restrictive effect of the previously achieved monetary stance has
diminished, while inflation has not fully subsided.

Looking ahead, based on members’ comments, we believe there is a possibility of a cut at the November meeting. However, this is not our
base-case scenario for now, as we believe such an adjustment would depend on an October inflation reading with no upside surprises and
an orderly exchange-rate behaviour. Following the release of the minutes, the peso depreciated by 21 cents, reaching levels as high as MXN
18.21 per U.S. dollar. Against this backdrop, we maintain our forecast for a terminal policy rate of 6.50% in 2026.

—Rodolfo Mitchell, Miguel Saldafia & Martha Cordova
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