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We expect another 25bp hike to 5.0% and think that
the chance of a larger hike is low
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In our view, it would be important for the Board not to signal the
possibility of a faster pace of tightening

A strong core inflation print and a further rise in 12-months ahead core inflation expectations will keep
Banxico in a tightening mode. Inflation was broadly in line with our above-consensus forecasts in October
with the headline rate rising 0.84% MoM and core inflation increasing 0.49% MoM. The annual rates keep
trending upwards: headline inflation was 6.24% YoY, up from 6.0% in September, while core inflation was
5.19%, up from 4.92% in September. Inflation is set to increase further in November with unfavorable base
effects. We expect headline and core inflations to reach 6.9% YoY and 5.4% YoY, respectively. Furthermore,
12-month ahead inflation expectations continue to climb, with the both the headline and core 12-month
expected inflation rates rising to 3.8% in Banxico’s October Survey, up 0.1pp. Although short-term inflation
pressures remain linked to transitory factors, namely the effects on goods prices of global supply disruptions
and the effects on services prices of the continued reopening of the economy, Banxico has signaled that they
will continue to pre-emptively hike the policy rate to avoid a possible increase in mid-term inflation
expectations. This in a context in which price pressures have been driven by changes in relative prices,

We expect Banxico to revise upwards its headline inflation forecasts for 4Q21 and 1Q22 and we would
not be surprised if one of the hawk members of the Board votes for a larger 50bp hike. With headline
inflation set to increase sharply in November, Banxico’s current 6.2% YoY average expected inflation in 4Q21
is unlikely and thus, an upward revision to a level close to our 6.7% YoY forecast is likely. Higher inflation at the
end of the year implies higher year-on-year inflation at the start of 2022. Thus, Banxico will likely also revise up
the 5.6% average expected inflation in 1Q22. We do not anticipate a notable revision for the following quarters
and thus we anticipate that Banxico will stick to its story, consistent with ours, of inflation starting to ease in 2Q
and easing sharply in 2H22. We do not anticipate major changes to core inflation forecasts. It is possible that
one member will vote for a larger 50bp hike.

Yet, we think that the majority of the Board will not vote for a larger hike. We think that a faster pace of
tightening is not warranted and would risk and unwanted excessive policy tightening in 2022. With medium-
term inflation expectations well anchored, Banxico should signal that the current gradual pace of rate increases
is adequate as it continues to give time to assess how price pressures and expectations evolve. Moreover,
GDP slightly contracted in Q3 and there are no signs of demand-side pressures that would prove sticky. Both
the economy and the labor market still have plenty of slack, and the Mexican recovery is slower than in other
Latin-American economies. Lastly, if Banxico hikes the policy rate by 25bp two more times by year end, it will
take the rate close to the neutral estimated level with the Federal Reserve about to start the liftoff in late 2022.
We think that it is a better strategy to avoid increasing rates faster.
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DISCLAIMER

This document and the information, opinions, estimates and recommendations expressed herein, have been prepared by Banco Bilbao Vizcaya
Argentaria, S.A. (hereinafter called “BBVA”) to provide its customers with general information regarding the date of issue of the report and are
subject to changes without prior notice. BBVA is not liable for giving notice of such changes or for updating the contents hereof.

This document and its contents do not constitute an offer, invitation or solicitation to purchase or subscribe to any securities or other
instruments, or to undertake or divest investments. Neither shall this document nor its contents form the basis of any contract, commitment or
decision of any kind.

Investors who have access to this document should be aware that the securities, instruments or investments to which it refers may
not be appropriate for them due to their specific investment goals, financial positions or risk profiles, as these have not been taken
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
high-yield securities can involve high risks and are not appropriate for every investor. Indeed, in the case of some investments, the
potential losses may exceed the amount of initial investment and, in such circumstances, investors may be required to pay more
money to support those losses. Thus, before undertaking any transaction with these instruments, investors should be aware of their
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.

BBVA or any of its affiliates, as well as their respective executives and employees, may have a position in any of the securities or instruments
referred to, directly or indirectly, in this document, or in any other related thereto; they may trade for their own account or for third-party account
in those securities, provide consulting or other services to the issuer of the aforementioned securities or instruments or to companies related
thereto or to their shareholders, executives or employees, or may have interests or perform transactions in those securities or instruments or
related investments before or after the publication of this report, to the extent permitted by the applicable law.

BBVA or any of its affiliates” salespeople, traders, and other professionals may provide oral or written market commentary or trading strategies
to its clients that reflect opinions that are contrary to the opinions expressed herein. Furthermore, BBVA or any of its affiliates’ proprietary trading
and investing businesses may make investment decisions that are inconsistent with the recommendations expressed herein. No part of this
document may be (i) copied, photocopied or duplicated by any other form or means (ii) redistributed or (iii) quoted, without the prior written
consent of BBVA. No part of this report may be copied, conveyed, distributed or furnished to any person or entity in any country (or persons or
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
Markets Act 2000 (Financial Promotion) Order 2001 and it is not to be directly or indirectly delivered to or distributed among any other type of
persons or entities. In particular, this document is only aimed at and can be delivered to the following persons or entities (i) those outside the
United Kingdom, (ii) those with expertise regarding investments as mentioned under Section 19(5) of Order 2001, (iii) high net worth entities and
any other person or entity under Section 49(1) of Order 2001 to whom the contents hereof can be legally revealed.

The remuneration system concerning the analyst/s author/s of this report is based on multiple criteria, including the revenues obtained by BBVA
and, indirectly, the results of BBVA Group in the fiscal year, which, in turn, include the results generated by the investment banking business;
nevertheless, they do not receive any remuneration based on revenues from any specific transaction in investment banking.

BBVA Bancomer and the rest of BBVA Group who are not members of FINRA (Financial Industry Regulatory Authority), are not subject to the
rules of disclosure for these members.

“BBVA Bancomer, BBVA and its subsidiaries, among which is BBVA Global Markets Research, are subject to the Corporate Policy
Group in the field of BBVA Securities Markets. In each jurisdiction in which BBVA is active in the Securities Markets, the policy is
complemented by an Internal Code of Conduct which complements the policy and guidelines in conjunction with other established
guidelines to prevent and avoid conflicts of interest with respect to recommendations issued by analysts among which is the
separation of areas. Corporate Policy is available at: www.bbva.com / Corporate Governance / Conduct in Securities Markets”.
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