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Central Banks 
Sizable upward revision to core inflation forecasts 

points to more tightening  
Javier Amador / Carlos Serrano 
September 30, 2021 

The tightening cycle will likely continue, but we stick with our 

more dovish view than priced in by markets for 2022 

 Banxico hiked the policy rate by 25bp to 4.75%; the wording of the Statement was broadly unchanged. 

The central bank still thinks that current inflation pressures will prove temporary, acknowledges that long-term 

inflation expectations have remained stable, and continues to project that inflation will ease sharply in 2H22. 

Yet, the majority of the Board also continues to believe that additional pre-emptive tightening is warranted: 

“Although the shocks that have affected inflation are expected to be transitory, due to the diversity, magnitude 

and the extended horizon in which they have affected it, may imply risks for the formation prices and inflation 

expectations”.  

 However, two major changes point to more tightening. The first major hawkish signal is that Galia Borja, 

who had joined Gerardo Esquivel in voting for a pause in the previous two meetings, voted in favor of a 25bp 

rate hike this meeting. The second is that Banxico revised up its core inflation forecasts, which were already 

higher than consensus expectations (see figure 2). We were expecting the updated headline projected inflation 

path to come close to our expected path as it did (see figure 1), but we were not anticipating a further upward 

revision of core inflation forecasts. This revision was significant and implies that Banxico is now expecting core 

inflation to reach levels of c. 5.5% by year end, significantly above consensus and BBVA Research’s forecasts 

(see figure 2). This change likely led Galia Borja to vote for a rate hike. 

 Considering that Banxico expects core inflation pressures to intensify in coming months, we stick with 

our base scenario of one more 25bp rate hike in November but our bias now shifts to an additional one 

to 5.25% in December. Yet, as inflation is expected to decline sharply next year and taking into account the 

implied tightening with an increasing ex-ante real policy rate, a wide negative output gap, and with a new 

governor, likely more dovish, we stick with our view that the tightening cycle will not reach the c. 6.0%-6.25% 

levels currently priced in by markets.  
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Banxico’s updated headline inflation path now 

mimics ours… 
 

… but its core inflation forecasts are much more 

negative than consensus and ours 

Figure 1. HEADLINE INFLATION OUTLOOK (YoY % 

CHANGE) 
 Figure 2. CORE INFLATION OUTLOOK (YoY % 

CHANGE) 

 

 

 
Source: BBVA Research / Banxico / Bloomberg / Banamex Surveys  Source: BBVA Research / Banxico / Bloomberg / Banamex Surveys 
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into account to prepare this report. Therefore, investors should make their own investment decisions considering the said circumstances and 

obtaining such specialized advice as may be necessary. The contents of this document is based upon information available to the public that 

has been obtained from sources considered to be reliable. However, such information has not been independently verified by BBVA and 

therefore no warranty, either express or implicit, is given regarding its accuracy, integrity or correctness. BBVA accepts no liability of any type for 

any direct or indirect losses arising from the use of the document or its contents. Investors should note that the past performance of securities or 

instruments or the historical results of investments do not guarantee future performance. 

The market prices of securities or instruments or the results of investments could fluctuate against the interests of investors. 

Investors should be aware that they could even face a loss of their investment. Transactions in futures, options and securities or 
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operation, as well as the rights, liabilities and risks implied by the same and the underlying stocks. Investors should also be aware 

that secondary markets for the said instruments may be limited or even not exist. 
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entities in the same) in which its distribution is prohibited by law. Failure to comply with these restrictions may breach the laws of the relevant 

jurisdiction. 

This document is provided in the United Kingdom solely to those persons to whom it may be addressed according to the Financial Services and 
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