‘-l .' |
| i ANERIRI . il p———, .

: ;—~---L--- BANCOreMEXICO® s s & =
| Mwn 1 SO '

i .r.frra

IBL BANCO® MEXICO




R, sancosnexco



Banco de México was inaugurated on
September 1%t, 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).

PANLD DEMEMLID S
MEMNID D F.

R, eancomntnco



Relevant events...

1. Functions
2. Institutional Arrangements

3. Governance

1932
Reforms to
several laws Organic Law of the m

Banco de México New Organic Law of

* Limiting bank .
the Banco de México
deposits and * Certain degree of New Law Of Banco
discount Autonomy conferred * Lost of Autonomy de México
i * Forced to acquire
operations qd . Status of

« Private banks’ Government bonds and
relation with to finance fiscal deficits

Banco de Meéxico FISCAL DOMINANCE
IE BANCO®: MEXICO
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Consequences of Fiscal Dominance in the 70’s — 80’s
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Full Autonomy

Art. 28, Mexican Constitution

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

of its functions and in its administration.

v'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.

v" No authority may order the bank to grant financing.
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Autonomy in functions
Exclusive powers:
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* To currency issuance

* To grant financing as lender of last resort

* Toimplement 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
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System of Checks and Balances in Mexico

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

ATA

Legislative branch Judicial branch
A\ 4

et B o cacaas B asssas § sisce

Executive branch
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° Avi )
Art. 28 Const. Banco de México’s

* Two additional goals closely related to the main objective of Banco de

Meéxico are:

Art. 2 Banxico’s

Law. To promote the
To foster the
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“Maintain the growth of
monetary and credit aggregates
commensurate with the
economy’s long-run potential to
increase production, so as

”»

[Full Employment and Balanced
Growth Act, 1978]

&

EUROPEAN CENTRAL BANK

EUROSYSTEM

113

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]

A
1
BANCOre MEXICO

113

of the
national currency, thereby
strengthening the State's
stewardship of national
development.”

[Article 28 of the Constitution
of the Mexican United States]
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Which approach is better?!?!

Well, it all depends ...
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In the case of MeXxico...
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The autonomy and the price-stability-priority mandate have borne fruits...

Monthly Headline Inflation — annual variation (%)

Autonom Beginning of Formal adoption of Inflation Inflation Forecast
) Y. Floating FX targeting (2001) Targeting
(Jan.1994) (Dec. 1994) (2018)
200 -
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Source: INEGI

Last figure: 4.66% (1H-Sep. 2024)
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How to achieve [*ip*
Price Stability [~ &%
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Monetary policy implementation
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Monetary policy instruments

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:

Limit to net domestic Target on the balance on the

credit srowth bank’s current accounts Target on the overnight Interbank
& (“Corto” - “short”) Interest Rate
1995 -1996 1997 -2007 2008-present

From 1995 to 2002, the inflation target was determined annually, decreasing
gradually until 2003, when it was fixed at 37%.
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Transmission Mechanisms of Monetary Policy

Interest rates\
Credit !
Demand
/ :
Monetary | _| Shortterm r___ Asset brices Inflation
Policy interest rate P target (3%)
\ 4| Supply ]
FX /
- Inflation
~ |Expectations
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Inflation & interest rates — annual variation

(%)

(3) Easing begins before
reaching the 3% target

(2) Tightening cycle
continues despite
——Headline Inflation lower inflation

——Qvernight interbank interesf rate of 1 day

(1) Beginning of pre-Covid
Tightening cycle

(4) Easing accelerates
because of Covid

/ Pandemic

Max rate of 11.25%
from 30-mar-23
to 21-mar.24
——

10.50
{Sep)

(6) Accelerated
[ tightening to
“catch up”

4.99
(Aug)

Jan 2008
Jun 2008
Nov 2008
Abr 2009
Sep 2009
Feb 2010
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Jul 2010
Dic 2010
May 2011
Oct 2011
Mar 2012
Ago 2012
Ene 2013
Jun 2013
Nov 2013
Abr 2014
Sep 2014
Feb 2015

Jul 2015
Dic 2015
May 2016
Oct 2016
Mar 2017
Ago 2017
Ene 2018
Jun 2018
Feb 2020

Jul 2020
Dic 2020
May 2021

Source: Banco de Mexico (5) No reaction because of “transitory” inflation

Oct 2021
Mar 2022

Ago 2022
Ene 2023
Jun 2023
Nov 2023
Abr 2024
Sep 2024

(o)}

Last figure: 4.66% (1H-Sep. 2024)
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Fine tuning and
Graduality in

Monetary Policy
actions:

Action

Reference Rate

may-21 400
jun-21 +25 1 4.25
ago-21 +25 4.50
sep-21 4.75
nowv-21 5.00
dic-21 5.50
feb-22 &.00
mar-22 6.50
may-22 +5 F.00
jum=-22 +?' 775
ago-22 8.50
sep-22 9.25
nowv-22 +?51 10.00
dic-22 +5i0 10.50
feb-23 11.00
mar-23 +z5 f 11.25
may-23 O 11.25
jum-23 0 11.25
ago-23 i) 11.25
sep-23 i) 11.25
now-23 i} 11.25
dic-23 0 11.25
feb-24 i} 11.25
mar-24 -25 * 11.00
miay-24 i) 11.00
jum-24 0 11.00
ago-24 -25 10.75

1»
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26 de sepliembre de 2024

Comunicado de Prensa

Anuncio de Politica Monetaria

La Junta do Gobierno del Banco de Méxioo decidid disminuir en 25 puntos base ol objetivo para
la Tasa de interés Imterbancaria a un dia a un nivel de 10.60%, con efectos a partir del 27 de
sopliembre de 2024,

Los indicadores disponibdes sugieren que durante el brcer rimesire de 2024 o ritmo de crecimiento de
la actividad econdmica mundial habria sido similar al del tnmesire anfenon, aungue oon WN dessmpefio
helerogéneo entre paises. En las economias avanzadas b inflacion generl 5= ubica mas cerca de las
metxs de los bancos centrales, =n comparacion con o obssrvado a principios de afo. La Feserva
Federal recoris en 50 punios base su tasa de referencia. Olres banoos centrales la redujeron en menar
medida y aljunos la mantuvieron sin cambios. La volatilidad en ios mercados financieros inemacionales
se miligd y las la=as de inlerés gubernamentales disminuyeron. Enire los nesgos globales destaan e
agravamiento de las fensiones peopoliticas, la prolongacion de las presiones inflacionarias, mayar
wolatlidad en los mercados financieros y, en menor medida, los retos para la establidad finandiera.

Desde [ decisiin de poliica monetana previa, 2l peso mexicana conbinud exhibiendo una marcada
woladlidad. La curva de rendimientos de valores gubsmamentales presentd movimientos a la baja, sobre
tado en los plamos cortos. La actividad productiva nacional atraviesa par un perodo de debilidad, enun
coniexio de elevada inceridumbee por faciores exiernos e inbermas. En el mercado laboral, e empleo se
ha desacel=rado. El balance de riesgos para la actividad econdmica s= mantiens s=sgada a la baja.

La inflacitn gereral anual disminuyt de §.6M% en julic a 4 66% en la primera quincera de sepSiembre.
Elle ante cierta reversion en los chogues de oferia que han afeclade al componente no subyacenie.
Ademds, la inflacidn subyacente mamtuvo su tendencia a la baja y se sitlud en 3.95% en la primera
guincena de septiembee. Las expectativas de inflacitn generl para ef derre de 2024 se incremendanon.
En contrasie, las comespondienies al componente subyacente disminuyeron. Las de mayor plazo
permansceron reatamente estables en niveles por enoma de la meda.

Laos prondsticos para las inflaciones general y subyacenie se ajustan ligeramenie a la baja para algunos
trimestres &n el corto plazo. Se sique esperanda que la inflacdn general converfa a la meta en el cuaro
rimestre de 2025 (ver cuadm). Estas previsiones estin sujetas a riesgos. Al alzac i) persisbencia de la
inflacitn sufryacente; i) mayor depreciacidn cambiaria; §i) mayores presiones de cosios; iv) afectaciones
climabicas; y v) escalamiento de confiictos gecpaliticos. A la bajx i) una actividad econdmica menor a la
antiopada; i) un menor iraspaso de algunas presiones de costos; v i} gue & efecio de la depreciacidn
cambiaria sobee la inflacién s2a menor al antidpade. S considera que el balance de riesgos respecic
de [a trayeciona prevista para la inflacidn &n el harizonts de promdstion s= mantene sesgado al alza. Sin
embarga, i pancrama inflacionarnic ha venida mejorando, luego de los profundos choques coasionados
par la pandemia y la guema en Ucrania. Los niveles. actuales de inflacion subyacente y la perspectiva de
gue siga disminuyendo dan cuenia de esta mejoria

8 Monetary policy meetings a year...

La Junta de Gabiemo evalusd &l comportamiento de la inflacian y de sus determinantes, asi coma de las
expeclativas de inflacion. Considerd la naluraleza de los choques que han afectado al componenie
ma subyacenle y la previsidn de que sus efectos sabre (a inflacion general sigan disipdndose en los
siguenies frimesires. Tomd en cuenla la frayectonia que ha seguide e componente subyacente y gue
s& preve que este conlinde descendiendo. Valond gue, si bien el panorama inflaciorario &in amerit una
paosiura resinctiva, la evolucion que ha presemiado implica que es adecuado reducir el grado de
apretamienio monelaria. fAsi, con la presencia de todos sus miembeos, decidit por mayoria reduc &n
25 punics base el chjetvo para la Tasa de inlerés Interbancania a un dia 2 un nivel de 10.50%.

Hacia defanie, preve que el enlorno inflacionanc permita ajustes adiconales a la tasa de referencia.
Tomard en cuenta la perspectiva de que los choques giobales continuaran desvanecéndose y los
efecios de la debildad de la aclividad econdmica. Considerard la incidencia de la posiura manetaria
resirictiva que == ha manfenido y la gue siga imperanda sobre la evolucidn de la infacicn a lo lampgo del
harzonie en el que opera [ poliica monetaria. Las acciones gue se implemenien serdn tales que la
tasa de referencia se=a congruente, en iodo momenio, oon la iayecionia requerida para propicar la
convergencia ordenada y sostenida de la inflacitn general a la mela de 3% en el plazo previsio. El Banco
Central reafirma su compromise con su mandalo proetario ¥ la necesidad de perseverar en sus
esfuerzos por consolidar un entomo de inflacian baja yestable.

Votaron a favor de la dedisidn Victoria Rodriguez Ceja, Galia Borja Gomez, Irene Espinosa Cantelano
y Omar Mejia Castelazo. Vobd a fawor de maniener el chjetivo para la Tasa de inlerés inlerbancana a
un dia en un nived de 10.75% Jonathan Heath.

Promdsticos de la Inflaciin General y Subryacente
Wariacidn anual en par cienta de los indices promedic time strales
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4 Quarterly Inflation Reports a year...

a) Grafica de abanico: inflacion general anual®/
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Facing COVID-19
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The Pandemic generated significant
shocks to the economy

Supply shocks

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

*Impacts: disruption in

1. Global supply chains

2. In-person [face-to-face
services
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The Pandemic generated significant
shocks to the economy

Demand shocks

* Decrease in household and
business income

*Increase of unemployment
* Recomposition of household

preferences and
consumption

R, sancosntnco



The Pandemic generated significant
shocks to the economy

Financial shocks

* |ncrease 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

R, sancosntnco



Fiscal Stimulus

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

B less than 2.5%

B 25%-5%

W 5%-75%

W 7.5%- 10%

[l more than 10%
no data

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



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

Excess inflation during Covid-19

Impact of Fiscal Stimulus on Impact of US Fiscal Stimulus on
inflation in selected countries inflation in selected countries
£xcess Inflation (Ppt.) Excess Inflation (Ppt.)
E)omssﬁc Effect i i omestic Effect
Foreign Exposure il .S. Exposure )|

us. Canada Euro area United Kingdom  EMEs us. Canada United Kingdom EMEs Euro area

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

Bank Supports

(direct lending, temporarily
relaxing regulatory
Monetary Policy Easing Financial Markets requirements)

Supports
(rate cuts, forward i

guidance, QE) (Repo, international
swap lines)

Businesses Supports
(direct lending)

ﬂ BANCO®: MEXICO



Monetary responses - Mexico

Total amount announced

Billion pesos % of GDP

Measures to provide liquidity and reestablish operational conditions in money markets
- Reduction of the Monetary Regulation Deposit 50 0.2
- Temporary securities swap window 100 0.4

Measures to promote an orderly behavior in governmental and corporate bond markets

- Government securities term repurchase window 100 0.4
- Swap of government securities 100 0.4
- Corporate Securities Repurchase Facility 100 0.4

Measures to strengthen the credit channels

- Provision of resources to channel credit to MSMEs and individuals 250 1.0
- Collateralized financing facility for commercial banks with corporate loans, to finance MSMEs 100 0.4
Total 800 33

Source: Alba, Ibarra & Cuadra (2023). Banco de México Working Paper. Effects of the Extraordinary ) o
Measures Implemented by Banco de México during the COVID-19 Pandemic on Financial Conditions IE BANCO®: MEXICO 3




Challenges ahead
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Some Challenges

Consolidate price stability at the 3% inflation target. Improving our inflation
forecasts and monetary policy communication will help.

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

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.

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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