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MEXICO - Interest rate cycles

P Following our report on interest rate cycles in Brazil, we now extend the analysis for monetary policy in Mexico.

P Atits latest meeting in February, Banxico decided to cut rates by 50bps in a split decision (4x1) to 9.5%. In addition,
the new forward guidance signaled another 50bps cut in the following meeting.

P This descriptive study analyzes 7 interest rate cycles since January 2008 to identify recurrences and patterns in
monetary policy decisions. The first interesting fact is that for both Brazil and Mexico, interest rate cycles are
symmetrical: during hiking and easing cycles monetary policy have similar magnitudes (no structural trend). The
average pace of hikes and cuts is quite similar for Mexico, between 25bps and 50bps (average hike is 40bps and
average cut is 39bps). The median pace is 25bps in both cases. The committee usually start and end cycles with a
25bps decision.

P Approximately 50% of the times Banxico went for a 25bps movement, while 50bps happened in roughly 40% of the
decisions, leaving around 10% for 75bps (never above 75bps). Different from Brazil, where the central bank has
eschewed intermittent strategies, Banxico has had some “on hold” meetings within cycles.

P Regarding the current cycle, our base case remains for the central bank to continue easing in 2025, cutting the
monetary policy rate again by 50bps in March and then, as they approach the end of the cycle, choosing a more
moderate pace of 25bps (YE25 8.5%).

This study analyzes 7 interest rate cycles in Mexico since January 2008 to identify recurrences and patterns
in monetary policy decisions.

7 interest rate cycles (3 tightening cycles and 4 easing
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Following our report’ on interest rate cycles in Brazil, we extend the analysis for monetary policy in Mexico.

The first interesting fact is that for both Brazil and Mexico interest rate cycles are symmetrical: during hiking
and easing cycles monetary policy moves have similar magnitudes. Our Mexico database starts in January 20082,
since then and until February this year, Banxico had 147 meetings?, in which rates were raised or reduced in 62
occasions (42% of the times). The average pace of hikes and cuts is quite similar, between 25bps and 50bps (average
hike is 40bps and average cut is 39bps). The median pace is 25bps in both cases. The committee usually starts and end
cycles with a 25bps movement.

Interest rates Interest rates

Pace bps hiking cycles easing cycles
# movements 33 29
Min 25 25
Max 75 75
Average 40 39
Median 25 25
% 25bps 51.5% 55.2%
% 50bps 36.4% 34.5%
% 75bps 12.1% 10.3%

*Since Jan/08, current cycle until Feb/25

Approximately 50% of the times Banxico went for a 25bps movement, while 50bps happened in roughly 40% of the
decisions, leaving around 10% for 75bps. Since 2008, Banxico never raised or reduced interest rates above 75bps,
which is different from Brazil, although not entirely comparable, where the Selic experienced changes of 75bps or
even above, including in the current hiking cycle.

Meetings Meetings on Pace bps
cycle duration on hold hold after the

(bps) (meetings) during the end of the 1st 3 Last 3

; . Min Max Average Median
cycle cycle meetings meetings 9

Jan-09 | 8.25 4.50 - 32 50/25/75 | 75/50/25
Aug/13 | 4.50 3.00 150 11 7 11 50/25/25 | -/-/50 25 50 38 25/50
Aug/19 | 8.25 4.00 425 14 2 2 25/25/25 | 50/25/25 | 25 50 35 25
Mar/24* | 11.25 | 9.50 175 8 2 - 25/25/25 | 25/25/50 | 25 50 29 25
Interest Jun/08 | 7.50 8.25 75 3 = 3 25/25/25 - 25 25 25 25
rates Dec/15 | 3.00 8.25 525 25 10 4 25/50/50 | 25/25/25 | 25 50 35 25
hiking Jun/21 | 4.00 | 11.25 725 15 - 7 25/25/25 | 50/25/25 | 25 75 48 50

*Current cycle until the Feb/25 meeting

Different from Brazil, where the central bank has eschewed intermittent strategies, Banxico has had some “on
hold” meetings within cycles. This was true for most of the analyzed cycles, except for June/08, with 3 meetings
raising rates before cutting again in January/09 in the context of the Great Financial Crisis, and at the June/2021 cycle,
where Banxico raised rates from 4.0% to 11.25% non-stop after the pandemic inflation shock.

" The study is available on https://macroattachment.cloud.itau.com.br/attachments/7d61afb4-9453-4d6e-a1dd-
21c93e2922a9/20250127_MACRO_VISION_InterestRate Cycle.pdf

2 As of January 21, 2008, Banxico adopted as its operational objective the overnight interbank interest rate, also known as the “Target for the
Overnight Interbank Interest Rate” or “bank funding rate”, replacing the balance on current accounts that banks maintain in the Bank itself
(objective known as “the short”).

3 8 meetings per year since 2011, except for 2020 due to the pandemic with 9 meetings.
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Rate hikes of 75bps only after the pandemic (Jun/21)... ... and cuts of 75ps only at the Great Financial crisis
(Jan/09)
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In terms of macroeconomic conditions, all cycles have differences in terms of inflation and output gap.
Average current inflation at the beginning of an easing or hiking cycle is 4.3% YoY and 4.4% YoY, respectively, both
above its target of 3+/-1%. Also, most cycles start with the unemployment rate close to 4%. But when we look at core
inflation at the margin, differences emerge: the 3MMA SAAR (3-months moving average of the seasonally adjusted
annualized data) is below 4% for easing cycles and above 5% for hiking cycles.

Long term inflation expectations in Mexico historically are not anchored to the center of the 3% target.
Looking at Banxico’s survey, the 1-4 year expectations have a 3.58% average (3.53% median), whit a minimum
value of 3.3% (maximum at 4%). Hiking and easing cycles in Mexico do not show a clear correlation with the level of
inflation expectations.

Inflation and output gap
(beginning of the cycle)

CPI CPI core Expect Expect long Unemployment
YoY% YoY% term
Jan/09
Aug/13 . R . . . .
Aug/19 3.2 3.8 3.5 3.8 3.5 3.5
Mar/24* 4.4 4.6 4.4 4.0 3.7 2.7
Interest Jun/08 5.3 4.8 6.3 3.8 3.5 3.7
rates hiking| Dec/15 2.1 24 2.8 34 3.4 4.3
cycles Jun/21 5.9 4.6 6.3 3.4 3.6 4.0

*Current cycle until the Feb/25 meeting

Regarding the neutral interest rate estimated by Banxico, in August 2019 it was revised slightly up to 2.6% from
2.5%, and then revised up again in August 2024 to 2.7%.

Finally, Banxico and the FOMC have broadly coordinated cycles, but with some exceptions in magnitude
and timing of the movements.
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Coordinated monetary policy decision with the US
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Regarding the current cycle, our base case remains for the central bank to continue easing in
2025, cutting again the monetary policy rate by 50-bp and then, as they approach the end of the
cycle, choosing a more moderate pace of 25-bp (YE25 8.5%). This is like the previous easing cycle in
2019, when the board cut rates by 25bps in five meetings before changing the magnitude to 50bps. The
inflation scenario remains challenging, with the Peso depreciation and tight labor market still posing risks.
Banxico is scheduled to publish the quarterly inflation report on February 19. The following day (February
20), Banxico will release the monetary policy meeting minutes that should shed light on the decision and
board dynamics with the new board composition, with new board member Cuadra already having voted in
this meeting.

Julia Passabom
Mariana Ramirez

Mario Mesquita — Chief Economist

To access our reports and forecast visit our website:
https://www.itau.com.br/itaubba-pt/macroeconomic-analysis
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Relevant Information

-

. This report has been prepared and released by the Macro Research Department of Itad Unibanco S.A. (“ltad Unibanco”). This report is not a product of the Equity
Research Department of Ital Unibanco or Itati Corretora de Valores S.A. and shall not be construed as a research report (“relatério de analise”) for the purposes of
Article 1 of the CVM Instruction NR. 20, dated 2021.

2. The exclusive purpose of this report is to provide macroeconomics information and it does not constitute and shall not be construed as an offer to buy or sell or a
solicitation of an offer to buy or sell any financial product, or to participate in any particular trading strategy in any jurisdiction. The information herein is believed to
be reliable as of the date on which this report was released and it has been obtained from public sources believed to be reliable. However, Itat Unibanco does not
make any explicit or implied representation or warranty as to the completeness, reliability or accuracy of such information, nor does this report intend to be a
complete statement or summary of the markets or developments referred to herein. Itai Unibanco has no obligation whatsoever to update, modify or amend this
report and inform the reader accordingly.

3. The opinions contained herein reflect exclusively the personal views of the analyst responsible for this report and were prepared independently and autonomously,
including in relation to Itad Unibanco, Itau Corretora de Valores S.A. and any other companies within their economic group.

4. This report may not be reproduced or redistributed to any other person, in whole or in part, for any purpose, without the prior written consent of Itatl Unibanco.
Additional information on the financial products mentioned in this report may be available upon request. Itai Unibanco and/or any other company within its
economic group is not and shall not be liable for any investment decisions (or otherwise) based on the information provided herein.

Additional Note: This material does not take into consideration the objectives, financial situation or specific needs of any particular client. Clients must obtain financial, tax,
legal, accounting, economic, credit and market advice on an individual basis, based on their personal characteristics and objectives, prior to making any decision based on
the information contained herein. By accessing the material, you represent and confirm that you understand the risks related to the financial instruments described in this
material and the laws in your jurisdiction relating to the provision and sale of financial service products. You acknowledge that this material contains proprietary information
and you agree to keep this information confidential for your exclusive use.

For inquiries, suggestions, complaints, criticisms and compliments, talk to Itai’s CSCC: 0800 728 0728. Or contact us through our portal https://www.itau.com.br/atenda-
itau/para-voce/. If you are not satisfied with the proposed solution, please contact the Itai Corporate Ombudsman: 0800 570 0011 (on weekdays from 9 AM to 6 PM) or
our PO Box 67.600, S&do Paulo-SP, Zip Code 03162-971. Hearing impaired, every day, 24h, 0800 722 1722.
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