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Banco de México was inaugurated on 
September 1st, 1925, endowed with 
powers of:

1. Exclusive issuance of currency, both 
metal pieces and banknotes. 

2. Regulation of the monetary base, 
interest rates and the exchange rate.

3. Financial agent, advisor and banker 
of the Federal Government.

4. Bank deposit and discount 
operations (limited). 
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1932
1936

1938 1941
Reforms to 
several laws Organic Law of the 

Banco de México

Relevant events...

• Limiting bank
deposits and 
discount 
operations

• Private banks’ 
relation with 
Banco de México

• Certain degree of 
Autonomy conferred 

New Organic Law of 
the Banco de México

• Lost of Autonomy
• Forced to acquire 

Government bonds and 
to finance fiscal deficits

New Law of Banco 
de México

• Status of 
development bank

1. Functions
2. Institutional Arrangements 
3. Governance  

…that changed 

FISCAL DOMINANCE
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High Deficits: 15% GDP in 1982

Excessive issuance of money :       Inflation  (February 1988: 180%)

Severe exchange rate depreciation

Financial crisis:     Capital outflows  &     Credits to the economy 

Nationalization of commercial banks
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Consequences of Fiscal Dominance in the 70’s – 80’s
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… until Full Autonomy was granted in 1993

Art. 28, Mexican Constitution

The State shall have a central bank, which shall be autonomous in the exercise

of its functions and in its administration.

 Its priority objective will be to ensure the stability of the purchasing power of

the national currency, thereby strengthening the State's stewardship of national

development.

 No authority may order the bank to grant financing.
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Autonomy in functions
Exclusive powers:

• To currency issuance
• To grant financing as lender of last resort 
• To implement monetary policy and preserve price stability

Autonomy in governance
Members of the Board (1 governor and 4 deputy governors) appointed

staggered every two years

Autonomy in administration
Resources independent of the budget of the Federal Administration



TREY
r e s e a r c h

8

System of Checks and Balances in Mexico
SEPARATION OF POWERS

Executive branch

Judicial branchLegislative branch

Autonomous Entities

• Banco de México

• INE (National Electoral
Institute)

• INAI (National Institute of
Transparency)

• COFECE (Federal Economic
Competition Commission)

• CRE (Energy Regulatory
Commission)

• IFT (Federal Institute of
Telecommunication)

• CNH (National Hydrocarbons
Commission)

To be extinguished
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• Banco de México’s primary objective is to guarantee the stability of 
the national currency’s purchasing power (price stability).
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• Two additional goals closely related to the main objective of Banco de 
México are:

1. To promote the sound development of the financial system.

2. To foster the well functioning of the payment systems.

Art. 28 Const.

Art. 2 Banxico’s 
Law.
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A brief comparison…
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“The primary objective of the ECB 
shall be to maintain price stability. 
Without prejudice to the objective of 
price stability, the ECB shall support 
the general economic policies in the 
Union with a view to contributing to 
the objectives of the Union”

[Article 127 Treaty on the Functioning 
of the European Union]

“Maintain the growth of 
monetary and credit aggregates 
commensurate with the 
economy’s long-run potential to 
increase production, so as to 
promote effectively the goals of 
maximum employment, stable 
prices and moderate long-term 
interest rates” 

[Full Employment and Balanced 
Growth Act, 1978] 

Dual Mandate

“Its priority objective [of the 
Central Bank] will be to 
ensure the stability of the 
purchasing power of the 
national currency, thereby 
strengthening the State's 
stewardship of national 
development.”

[Article 28 of the Constitution 
of the Mexican United States]

Hierarchical Mandate Hierarchical Mandate
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Which approach is better?!?!
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Well, it all depends …

Americano Frappuccino

Espresso
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In the case of Mexico…
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Price stability

Accountability

Transparency 

The autonomy and the price-stability-priority mandate have borne fruits… 



TREY
r e s e a r c h

15

How to achieve 
Price Stability
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• Banxico does not have direct control over the general price level. However, it
does have a “tool kit” (“operational objectives”) that affects the
determinants of inflation to meet an “inflation target”.

• By achieving the inflation target, it fulfills its primary mandate (price stability).
• Banxico’s monetary policy instruments have evolved since 1995:

• From 1995 to 2002, the inflation target was determined annually, decreasing
gradually until 2003, when it was fixed at 3%.

Monetary policy instruments

Target on the balance on the
bank’s current accounts

(“Corto” – “short”)
Target on the overnight Interbank 

Interest Rate

2008-present1997 -2007 

Limit to net domestic
credit growth  

1995 -1996 
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Transmission Mechanisms of Monetary Policy

Monetary 
Policy

Short-term 
interest rate

Interest rates

Credit

Asset prices 

FX

Inflation 
Expectations

Demand

Supply

Inflation 
target (3%)

About 24 months (2 years) to take full effect
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Source: Banco de México

Inflation & interest rates – annual variation
(%)

Last figure: 4.66% (1H-Sep. 2024)

(4) Easing accelerates 
because of Covid 

Pandemic(1) Beginning of pre-Covid
Tightening cycle

(2) Tightening cycle
continues despite

lower inflation

(3) Easing begins before 
reaching the 3% target 

(5) No reaction because of “transitory” inflation

(6) Accelerated 
tightening to 
“catch up”

Max rate of 11.25% 
from 30-mar-23 

to 21-mar.24
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Fine tuning and 
Graduality in 
Monetary Policy 
actions:

Action Reference Rate
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8 Monetary policy meetings a year…
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4 Quarterly Inflation Reports a year…
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The Pandemic generated significant 
shocks to the economy
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Supply shocks Demand shocks Financial shocks

•Mobility restrictions 
(quarantine, isolation, social 
distancing and lockdown)

• Impacts: disruption in
1. Global supply chains
2. In-person /face-to-face 

services

•Decrease in household and 
business income

• Increase of unemployment

•Recomposition of household 
preferences and 
consumption

• Increase of risk aversion and 
capital outflows

•FX depreciation of EMs

•Easing of interest rates (at 
the beginning) and hikes; 
normalization (currently) 

•Rising of sovereign risk
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Fiscal Stimulus 

Source: IMF. Fiscal Monitor Database of Country Fiscal Measures in Response to the COVID-19 Pandemic. Fiscal Policies Database (imf.org) 27

Additional Spending and Forgone Revenue in Response to the COVID-19 Pandemic
(Percent of 2020 GDP)

Source: IMF. Fiscal Monitor Database of Country Fiscal Measures in Response to the COVID-19 Pandemic. Fiscal Policies Database (imf.org)

https://www.imf.org/en/Topics/imf-and-covid19/Fiscal-Policies-Database-in-Response-to-COVID-19
https://www.imf.org/en/Topics/imf-and-covid19/Fiscal-Policies-Database-in-Response-to-COVID-19
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Excess inflation during Covid-19

Source: The Fed - Fiscal policy and excess inflation during Covid-19: a cross-country view (federalreserve.gov)

Impact of Fiscal Stimulus on 
inflation in selected countries

Impact of US Fiscal Stimulus on 
inflation in selected countries
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Monetary responses - Worldwide
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Monetary Policy Easing 
(rate cuts, forward 

guidance, QE)

Financial Markets 
Supports 

(Repo, international 
swap lines) 

Bank Supports 
(direct lending, temporarily 

relaxing regulatory 
requirements)

Businesses Supports 
(direct lending) 
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Source: Alba, Ibarra & Cuadra (2023). Banco de México Working Paper. Effects of the Extraordinary 
Measures Implemented by Banco de México during the COVID-19 Pandemic on Financial Conditions 30

Monetary responses - Mexico
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Some Challenges
1. Consolidate price stability at the 3% inflation target. Improving our inflation

forecasts and monetary policy communication will help.

3. Prompt adoption of technological innovations (central bank digital currency,
open banking, Fintech, among others) without compromising the safety of
the users of the financial system.

2. Improve the public comprehension of Banco de México´s role in the economy
and social welfare.

4. Adequately Integrate new risks into price and financial stability analysis (ESG-
climate risks, geopolitical risks, and cyber-attacks, among others).
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Thank you!

Any Questions?
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