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ISent-Banxico: Itad’s Central Bank sentiment classifier for Mexico

P Following the methodology already implemented for Brazil and Chile, this report presents iSent-Banxico, Ital’s
Central Bank sentiment index for Mexico. iSent is a sentiment classifier based on GPT-4, developed by our data
science team using sentences published in the Bank of Mexico’s monetary policy statements and minutes.

P iSent-Banxico shows strong alignment with current and future interest rate shifts in Mexico, with a
contemporaneous correlation of approximately 0.8. The index accurately identifies the main recent cycles,
including the rate hikes following the pandemic and the subsequent easing once the shock was under control.
Banxico iSent suggests slightly less dovish communication at the margin, which is consistent with the current
easing pace of 25bps, compared to the 50bps implemented during the first half of 2025.

P iSent does not indicate that the current easing cycle is near its end, which we find consistent with the board's
official dovish communication. Given the FOMC's current expectations for the easing cycle, Banxico seems
inclined to continue cutting rates as long as the data, particularly inflation and the USDMXN, allows them to do so.

Following the methodology already implemented for Brazil and Chile?, this report presents iSent-Banxico,
Itat’s Central Bank sentiment index for Mexico. Central bank (CB) communications are crucial for guiding
expectations, especially in inflation-targeting frameworks, managing the economy, and implementing monetary
policy. A vast body of literature has explored the use of natural language processing (NLP) to analyze central bank
communications. Effective NLP models have the potential to address several challenges faced by central bank
watchers. They can mitigate human biases, automate the classification of documents written in various languages
and time zones, and create a fast and historically comparable assessment of complex messages.

iSent is a sentiment classifier based on GPT-4, developed by our data science team using sentences from
the Bank of Mexico’s (Banxico) monetary policy statements and minutes since 2000. Our classification unit is a
sentence. Each sentence is attributed a sentiment class, which can be dovish, neutral, hawkish, or out-of-context.
The index is constructed based on the relative presence of each class.

The core of our strategy involved creating a GPT prompt capable of effective classification, while minimizing
data contamination. We developed a general persona described as a central bank watcher and outlined basic
scenarios that should be viewed as hawkish (high inflation, strong activity, etc.) and dovish (low inflation, weak
activity, etc.). The index ranges from -1 (dovish) to +1 (hawkish).

iSent-Banxico closely aligns with current and future interest rate shifts in Mexico, showing a correlation of
approximately 0.8. The index accurately identifies the main recent cycles, including the rate hikes following the
pandemic and the subsequent easing once the shock was under control.

1 Available at https://macroattachment.cloud.itau.com.br/attachments/7e3f56b3-5113-4a7b-b3al-
f2bdc292dbce/20240705 MACRO VISION iSent.pdf
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The index indicates slightly less dovish communication at the margin, consistent with the current easing pace
of 25bps, compared to the 50bps pace implemented during the first half of 2025. After delivering cuts of 25bps in
2024, Banxico published a very important document at the beginning of this year, the “Programa Monetario”, in which
the staff acknowledged that the board had been cautious in easing rates up to that point, providing them with a
cushion for more easing ahead. This made it possible for them to temporarily accelerate the pace to 50bps given the
remaining easing budget available. After a certain point, when the monetary policy rate reached 8%, they returned to
the more cautious pace of 25 bps.
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iSen-Banxico does not suggest that the current easing cycle is nearing its end, which aligns with the board’s
official dovish communication. Given the current expectations for the easing cycle by the FOMC, Banxico seems
inclined to continue cutting rates as long as the data, particularly inflation and the USDMXN, allows them to do so.
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Relevant Information

1. This report has been prepared and released by the Macro Research Department of Itad Unibanco S.A. (“Itad Unibanco”). This report is not a product of the Equity
Research Department of Ital Unibanco or Ital 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, Itad 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. Itall 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, Itat 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 Itad Unibanco.
Additional information on the financial products mentioned in this report may be available upon request. Itat 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.

5. This report may include sections generated with the support of artificial intelligence tools. All content has been reviewed and validated by the authors to ensure the
accuracy and integrity of the information presented.

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.

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