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Banxico saving the day… for the moment (by Jessica Roldán)

Banxico just cut the reference rate, in an out-of-calendar announcement, by 50 bps (from
6.50 to 6.0 %) The decision was unanimous.
Although this adjustment was imminent, the timing of its materialization was unclear. Remarkably,
the action was done two days after Moody’s, the rating agency that remained to assess sovereign
and Pemex debt ratings, adjusted the former by one notch and the latter by two –sinking it below
investment grade, after Fitch had done it almost a year ago– and amid a collapse in oil prices.
The Board expects a contraction of the economy that could go beyond 5%, with a balance of risks
for output significantly tilted to the downside. Inflation prospects, it said, are less clear, as opposing
forces could exert pressure at different points in time.
The communiqué ends reinforcing the data driven approach that the central bank has taken.
We perceive a neutral tone. Yet, we see an extra interest rate cut of 50 bps in the pipeline,
which could very likely be by mid-May (i.e. by the next meeting on calendar). Afterwards,
we expect the Bank to make a pause to reassess building up domestic risks.
The Central Bank also announced an ample spectrum of additional measures to strengthen
credit channels, provide liquidity and help financial institutions’ management of risk.
Announced measures are all within the scope of operations that the central bank can carry out on
the basis of Banco de México’s Law and account for MXN 750 billion, which together with the
ones previously announced, amount a total of 3.3% of 2019 GDP. The Central Bank reiterated
that it will continue monitoring market conditions and act accordingly, which suggests that
extra actions could come in the future. This, especially against the backdrop of almost null
action on the fiscal side, is definitely good news.
The list of measure is the following. Most of the details will be revealed in coming announcements.
1.
2.

Increase the level of liquidity during trading hours whenever deemed necessary.
Widen the eligibility of debt securities in the FLAO repos, and of collateral for foreign
exchange hedges settled by differences in MXN, and for USD credit auctions.

3.

4.

5.

6.
7.
8.

9.

10.

Extend access to FLAO to development banks in order for them to obtain liquidity
through collateralized credits or repos (same cost of 1.1 times Banco de México’s
reference rate).
Open a facility to repurchase government securities at longer terms than those of
regular open market operations (cost of the repurchase agreement equivalent to 1.02
times the average of Banco de México’s overnight interbank interest rate during the
term of the transaction).
Implement a debt securities temporary swap facility to provide liquidity for trading
instruments which, as a result of uncertainty and volatility, have observed lower
liquidity and impaired trading conditions in the secondary market.
Implement a corporate securities repurchase facility through credit institutions in order
to provide liquidity to short-term corporate securities and long-term corporate debt.
Open a financing facility for commercial and development banks to allow them to
channel resources to these enterprises and individuals.
Temporarily open a financing facility for banks which will be guaranteed by credits to
corporates that issue public debt, so that this financing can be channeled to micro,
small- and medium-size enterprises in Mexico.
Implement swaps of government securities, in which it will receive long-term securities
(10 years and longer) and will deliver other with maturities of up to 3 years
(characteristics and terms of each swap will be determined in each auction call).
By order of the Exchange Commission: Incorporate into its foreign exchange
intervention tools, the possibility to conduct hedge transactions settled by differences
in US dollars. This will be done in order to operate during the hours when Mexican
markets are closed.
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Disclaimer
The information included in this document should not be considered as a complete and detailed description of the terms and
conditions of a particular operation. The terms and conditions applicable to a particular operation will be included in the
documents that, if applicable, the parties sign. The information included in this document is based on reliable sources; however,
it does not represent, imply or guarantee accuracy or fidelity and is subject to changes, amendments, additions, clarifications or
substitutions at any time and without prior notice. In the same way, this document is for informational and guidance purposes
and therefore should not be considered as an investment recommendation or advisory or as an offering of investment
instruments or securities for sale, purchase or subscription. Past returns do not guarantee future returns. This document does
not constitute a recommendation, advice or opinion on accounting, tax, legal or any other aspects; these aspects must be
evaluated by each party with the support of the advisors it deems necessary. Casa de Bolsa Finamex, S.A.B. de C.V. (including
its shareholders, officers and employees) will not be liable for damages or losses of any kind that are intended to be based on
the use of this document or its content.
The information contained in this document is strictly confidential for its addressee and its total or partial reproduction is
prohibited without the prior written authorization of Casa de Bolsa Finamex, S.A.B. de C.V.
(*) Research analyst(s) primarily responsible for the preparation and content of this research report.

