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Economic and Financial Environment

ü TheCOVID-19 pandemichashad a high human toll and causedsignificant economicdamagein
Mexicoaswell asin the restof the world.

ü Bancode Méxicostill facesa complexenvironment, where the shocksderivedfrom the pandemic
have had an impact on economicactivity, inflation and the countrý s financial conditions, with
effectsat different horizons.

VGivena suddenincreasein risk aversion, domesticfinancial markets were affected quickly,which

requiredthat variousactionsbetakento insureanorderlyadjustment.

VThe impact over economicactivity and inflation has beenmaterializingand is expectedto continue
havingan effect overa longerperiodof time.

ü Bancode México has conducted monetary policy seekingto preserve the national ŎǳǊǊŜƴŎȅΩǎ
purchasingpower andanorderlyadjustmentof the economyin light of the pandemic.

ü Within the scopeof its possibilitiesand goals,it has adopted different measuresto promote a
sounddevelopmentof the financialsystemandan orderly functioningof the paymentsystems.
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After havingdeclinedsharply in March and April, the global economybeganto show a slight recoveryin May
and June, reflecting the easing of certain lockdown measuresand the effects of the stimulus measures
implementedin systemicallyimportant economies.

s. a. / Seasonallyadjustedfigures. Note: Estimationswere usedfor Q1-2020calculations. Thesampleof
countriesusedfor the calculationsrepresents85.6%of world GDPmeasuredby purchasingpower parity.
Forecastsfor some samplecountries are used in the secondquarter. Source: Preparedby Bancode
Méxicowith datafrom HaverAnalytics,J.P. MorganandInternationalMonetaryFund(IMF).
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GDP Growth Forecasts for 2020 and 2021
Annual % change

Gross Domestic Product
Index Q1-2019=100

Source: InternationalMonetaryFund(IMF),WorldEconomicOutlookApril andJune2020. Source: InternationalMonetaryFund(IMF),WorldEconomicOutlookJanuary,April andJune2020.
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World

Emerging

Advanced

Q1-2022

World Economy

A large contraction is expected for 2020 and a moderate recovery for 2021. Theseforecasts,however, are
subjectto a largedegreeof uncertainty.

January 2020

June 2020

2020 2021 2020 2021 2020 2021

World -4.9 5.4 -3.0 5.8 -1.9 -0.4

Advanced -8.0 4.8 -6.1 4.5 -1.9 0.3

United 

States
-8.0 4.5 -5.9 4.7 -2.1 -0.2

Euro area -10.2 6.0 -7.5 4.7 -2.7 1.3

Japan -5.8 2.4 -5.2 3.0 -0.6 -0.6

United 

Kingdom
-10.2 6.3 -6.5 4.0 -3.7 2.3

Emerging -3.0 5.9 -1.0 6.6 -2.0 -0.7

Change 

compared to 

April 2020June 2020 April 2020

WEO 

Forecasts 

WEO 

Forecasts 
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Selected Metals Prices
Index 01-Jan-2018=100

International Crude Oil Prices
US dollars per barrel

1/ Thisindexfollowsthe pricesof aluminum,copper,nickel,zincandlead.
Source: Bloomberg.

Source: Bloomberg.
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Brent

Mexican crude oil mix

After having declined considerably in March and April given the collapse of global economic activity,
international commoditypriceshaveincreasedmoderately.
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Headline Inflation

1/ Refersto the PersonalConsumptionExpenditurePriceIndex(PCE).
Source: BEA,Eurostat,Governmentof JapanCabinetOffice.
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Japan 3/
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Core Inflation

Euro area

Japan

United States 1/

2/ Refersto the PersonalConsumptionExpenditurePriceIndex(PCE)
3/ Excludesenergyandfreshfood andthe direct effect of the consumption
tax increase.
Source: BEA,Eurostat,Governmentof JapanCabinetOffice.

Headline and core inflation in advancedeconomiesare clearly below the targets of their respectivecentral
banks. Therecent increasein energypriceshasnot beenable to offset the weaknessin coreinflation.

Advanced Economies
Annual % change

June
July
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Centralbanksof advancedeconomieshave kept interest rates at historically low levels,and have expanded
their balance sheets to insure an orderly functioning of financial markets. It is foreseen that they will
maintain highly accommodativepolicy stances,which have been implemented alongside fiscal stimulus
measures.
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in OIS Curves 1/

%

Balance Sheet of the Main Central Banks 
% of GDP

1/OIS: Fixed-for-floating swap where the fixed interest rate is the
overnighteffectivereferencerate. 2/ Datafor the observedfederal
funds rate correspondsto the averagebetween the lower and
upperboundsof the target range(0.0%- 0.25%).
Source: Preparedby BancodeMéxicowith Bloombargdata.

Source: Bloomberg Source: Bloomberg
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Advanced Economies

End
2020

US Federal Reserve 2/

Bank of Japan

European Central Bank

Aug 25, 2020

May 27, 2020

Implied target rate in OIS curve:

Forecasts

End
2021

January 20: Human-to-human 
transmission of COVID-19 is confirmed

US Federal Reserve

Bank of Japan

European Central 
Bank

10-year Government Bonds Interest Rates
%
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Higher
risk appetite

August

Global Risk Appetite Index 
Index

Note: Therisk appetite indexcomparesseveralfinancialassets,takinginto
account that in periods of high appetite for riskier assetsthese tend to
registerhigh returns, while safeassets,suchas governmentbondsof the
United States,the euro areaand Japan,tend to presentnegativereturns.
Onthe other hand,duringperiodsof low riskappetite,the oppositeoccurs.
In this context, the indexvaluerefers to the coefficientof a regressionof
the dailyyield of 64assetsbasedon their volatility.
Source: CreditSuisse.

After a sudden tightening in global financial conditions following the fiscal, financial and monetary stimulii
implemented in systemicallyimportant economies, and the gradual reopeningof economicacivity in various
countries, saidconditionshaveeased.

Tightening
August

Stock Markets of Advanced and
Emerging Economies

Index 01-Jan-2018=100
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August

Nota: TheMSCIíndicesof both advanced(MSCIWorld Index)andemerging(MSCI
EmergingMarket Index)economiesarepresented.
1/ It includesAustralia,Austria,Belgium,Canada,Denmark,Finland,France,Germany,
Hong Kong, Ireland, Israel, Italy, Japan,Holland, New Zealand,Norway, Portugal,
Singapore,Sweden,Switzerland,UnitedKingdomandthe UnitedStates.
2/ It includesMexico, Brazil, Chile, China,Colombia,Peru, CzechRepublic,Egypt,
Greece,Hungary,India, Indonesia,SouthKorea,Malaysia,Philippines,Poland,Qatar,
Russia,SouthAfrica,Taiwan,Thailand,Turkeyand the United ArabEmirates. Source:
Bloomberg.

Global Financial Conditions Index 
Index

Note: Theindexis definedasa weightedaverageof risk-free interest rates,
exchangerates, stock valuations,and credit spreads. With the weights
correspondingto the direct impactof eachvariableon GDP. It is prepared
with information from 19 advanced economies and 18 emerging
economies.
Source: GoldmanSachs.



Asset Performance of Emerging Countries
% and basis points
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Since May 1, 2020Since Dec 31, 2019

Note: Interestratescorrespondto swapratesfor a term of two andten years,with the exceptionof Indonesia,TurkeyandMexico,wherethe governmentvalues ƻŦsaidtermsareusedasa reference.
Source: Bloomberg.

After havingundergonesignificantnegativeeffectsof the pandemic,financialmarketsin emergingeconomies
haveimprovedover the last months.

Region Country Currencies Stocks
2Y Interest 

rates

10Y Interest 

rates
CDS Currencies Stocks

2Y Interest 

rates

10Y Interest 

rates
CDS

Mexico -16.11% -12.51% -203 -91 49 10.57% 6.80% -73 -87 -121

Brazil -39.45% -12.21% -169 60 126 1.16% 25.90% -45 -86 -88

Chile -5.59% -14.46% -121 -75 22 4.49% 0.99% -19 -43 -40

Colombia -17.11% -28.64% -210 -112 55 3.82% 0.98% -36 -28 -114

Russia -20.66% -1.65% -141 -85 51 2.05% 15.52% -61 -33 -87

Poland 1.36% -10.22% -145 -84 1 10.72% 14.13% -8 11 -8

Turkey -22.94% -3.00% 250 144 266 -5.11% 7.19% 449 275 101

Czech Republic 2.64% -19.62% -178 -81 0 11.20% 4.57% 1 12 -11

Hungary -0.78% -21.79% 37 7 -3 9.10% 4.01% -30 6 -13

China 0.63% 10.84% -11 -72 7 1.60% 17.48% 119 22 -8

Malaysia -2.13% -0.73% -139 -15 16 2.55% 11.14% -43 43 -58

India -4.86% -6.83% -164 -112 18 0.26% 12.34% -25 26 -105

Philippines 3.88% -23.16% -100 -98 15 3.30% 6.60% 2 5 -32

Thailand -5.29% -17.76% -65 -34 14 3.76% 1.95% -15 11 -14

Indonesia -6.54% -16.30% -105 -48 36 0.58% 11.26% -160 -128 -102

Africa South Africa -22.54% -1.99% -292 -76 134 7.56% 13.39% -68 -95 -132

Latin 

America

Emerging 

Europe

Asia
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Accumulated Capital Flows 1/

Billion dollars

1/ The sample covers funds used for the buying-selling of stocks and bonds from emerging
countries, recordedin advancedcountries. Flowsexcludeportfolio performanceandexchangerate
fluctuations. Source: EmergingPortfolioFundResearch.
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Nominal Exchange Rate against USD
Index Jan-01-2020=100

Depreciation

Chile

Colombia

Brazil

Mexico

South Africa

August

Peru

Source: Bloomberg.

After considerablecapital outflows and foreign exchangeadjustmentswere observedin emergingeconomies
in MarchandApril, thesehavebeenstabilizing.
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In Q2-2020economicactivity wasdeeplyimpactedby the effectsof the COVID-19 pandemicand the measures
taken to control its spread,especiallyin April and, to a lesserextent, in May. Somerecoverywasregisteredin
June,althoughstill at low levels.

Global Index of Economic Activity
Index Jan-2020=100, s. a.

Gross Domestic Product
Quarterly % change and index 4Q-2019=100, s. a.

s. a./ Seasonallyadjustedfigures.
Source: aŜȄƛŎƻΩǎNationalAccountsSystem(SCNM,for its acronymin Spanish),INEGI.

s. a./ Seasonallyadjustedfigures.
Note: Thesumof the componentsmaynot addup due to rounding. Source: aŜȄƛŎƻΩǎNationalAccounts
System(SCNM,for its acronymin Spanish),INEGI.

Q2-2020
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Total 

Agricultural and
livestock products 

(3.2%)

Industrial 
(34.2%)

Services
(62.7%)

12

June

Levels

Quarterly change



s. a. / Seasonallyadjustedfigures.
Note: Figuresin parenthesesrepresenttheir sharein 2013.
1/ Includesboth wholesaleandretail trade.
Source: aŜȄƛŎƻΩǎNationalAccountsSystem(SCNM,for its acronymin Spanish),INEGI.
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Mining (22.3%)

Manufacturing 
(49.7%) Construction 

(23.3%)

Utilities (4.7%) Total

s. a. / Seasonallyadjustedfigures.
Note: Figuresin parenthesesrepresenttheir sharein 2013.
Source: Monthly Indicatorof IndustrialActivity,aŜȄƛŎƻΩǎNationalAccounts
System(SCNM,for its acronymin Spanish),INEGI.

June

Industrial Activity
Index Jan-2020=100, s. a.
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Trade 1/

(28.8%)

Transportation and
Information

(14.0%)

Finance and
real estate 

(23.8%)

Educational and
health care (9.9%)
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Public 
administration

(7.1%)

Professional, management 
of companies and 
enterprises(8.9%)

Accommodation and
food services (3.6%)

Arts, entertainment, 
and recreation (3.8%)

June

IGAE Services
Index Jan-2020=100, s. a.

In Juneindustrial activity recoveredasa result of the partial openingof a considerablenumberof activitiesand
the easingof other restrictions,especiallyin the manufacturingand constructionsectors,although it remains
at low levels.

13

IGAE Services
IGAE services
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Private Consumption
Index Jan-2020=100, s. a.

s. a. / Seasonallyadjustedfigures.
Note: Figuresin parenthesesrepresenttheir sharein 2013.
Source: aŜȄƛŎƻΩǎNational Accounts System (SCNM, for its acronym in
Spanish),INEGI.

Domestic Consumption Indicators
Index Jan-2020=100, s. a.

s. a. / Seasonallyadjustedfigures.
1/ Seasonaladjustmentof ANTAD'sactualsalesanddomesticretail salesof light vehicles
by Bancode México. Source: Preparedby Bancode Méxicowith data from the National
Associationof Self-ServiceandDepartmentStores(ANTADfor itsacronymin Spanish),the
MonthlySurveyonCommercialCompanies(EMEC,for its acronymin Spanish),INEGI,and
the AdministrativeRegistryof the AutomotiveIndustryof LightVehicles,INEGI.

Consumer Goods Imports
and Manufacturing Sales
Index Jan-2020=100, s. a.

s. a. / Seasonallyadjustedfigures. 2/ Currentdollar figures
3/ Refersto salesfrom the MonthlySurveyonthe ManufacturingIndustry(EMIMfor its acronymin
spanish) relatedto the privateconsumptionof goods. Source: Preparedby Bancode Méxicowith
data from PMI ComercioInternacional, S.A. de C.V., SAT,SE,Banco de México and INEGI.
CommercialBalanceof Goodsof Mexico. SNIEG. Information of National Interest and Bancode
Méxicowith informationfrom the Monthly Surveyof the ManufacturingIndustry(EMIM).

May

Imported goods (10%)

Domestic services 
(45%)

Domestic goods (45%)

Indicators related to private consumptionsuggesta severedamageto this aggregate,both in April and in
May, followed by a slight recoveryin June.

Retail income

Retail sales of light
vehicles 1/

ANTAD sales 1/

June
June

Total

July

Manufacturing sales associated 
with national assets 3/

Imports of non-oil 
non-automotive consumer

goods 2/
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Investment
Index Jan-2020=100, s. a.

Real Value of Construction
Output by Sector 1/

Index Jan-2020=100, s. a.

s. a. / Seasonallyadjustedfigures.
Note: Figuresin parenthesesrepresenttheir sharein 2019.
1/ Seasonallyadjustedby Bancode México,exceptfor the total series.
Source: Preparedby Bancode Méxicowith datafrom ENEC,INEGI.

s. a. / Seasonallyadjustedfigures.
Note: Figuresin parenthesesrepresenttheir sharein total in 2013.
Source: aŜȄƛŎƻΩǎNational AccountsSystem(SCNM,for its acronym in
Spanish),INEGI.

Imports of Capital Goods 2/

Index Jan-2020=100, s. a.

s. a. / Seasonallyadjustedfigures.
2/ currentdollar figures.
Source: Prepared by Banco de México with data from PMI Comercio
Internacional,S.A. de C.V., SAT,SE,Bancode Méxicoand INEGI. Commercial
Balanceof Goodsof Mexico. SNIEGInformationof Nationalinterest.

June

Therewas a deepeningof the negativetrend that grossfixed investment hasbeen showingsince2018, and
during the April-May period it registeredits lowest level in twenty years,with significantlymonthly declines
in all of its components.

May

Domestic 
machinery and 

equipment 
(15.4%)

Total

Construction (61.4%)

June

Imported machinery 
and equipment 

(23.2%) Public (37.7%)

Private residential
housing (20.3%)

Private (62.3%)

Private excl. residential 
housing (42.1%)

Total
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In June,manufacturingexportsaswell astotal imports partially reversedthe declineobservedin the previous
two months,althoughin both casesthey remainat low levels.

Automotive and Non-automotive By Destination

Non-Oil Imports 1/

Index Jan-2020=100, s. a.

s. a. / Seasonallyadjustedfigures.
Note: Figuresin parenthesesrepresenttheir sharein total in Jan-2020.
Source: Preparedby BancodeMéxicowith datafrom PMIComercioInternacional, S.A. deC.V., SAT,SE,BancodeMéxico,INEGI. CommercialBalanceof Goodsof Mexico. SNIEG.
Informationof NationalInterest.

s. a. / Seasonallyadjustedfigures. 1/ Figuresin currentUSdollars.
Source: Preparedby Bancode Méxicowith data from PMI ComercioInternacional,
S.A. de C.V., SAT,SE,Bancode México, INEGI. CommercialBalanceof Goodsof
Mexico. SNIEG. Informationof NationalInterest.

Manufacturing Exports
Index Jan-2020=100, s. a.

June June June

Automotive (37.3%)

Non-automotive (62.7%)

Total

Total

United States(82.6%)

Restof the world (17.4%)

84.5
80.7

62.5

80.7

64.5

90.3
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It is estimatedthat in Q2-2020, the current accountbalancedeclinedconsiderablycomparedto the one
reported in Q2-2019.
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Laborconditions in the formal and, especially,in the informal sector,deteriorated considerablyas a
result of the COVID-19pandemicandthe measuresto contain it .

IMSS-insured Jobs, Total IGAE and Employed Population
Index 2020=100, s. a.

Underemployment Rate 
%, s. a. 

s. a. / Seasonallyadjustedfigures.
1/ Refersto permanentandtemporaryurbanworkers. Seasonaladjustmentby Bancode México.
e/ Estimationfrom the April.June2020ETOE2020.
Source: Preparedby Bancode Méxicowith datafrom IMSSandINEGI. (SCNM,ENOEandETOE).

s. a. / Seasonallyadjusted figures. The seasonaladjustment was made basedon the seasonaladjustment
modelsusedby INEGI.
Source: Preparedby Bancode Méxicowith datafrom ENOEandETOE,INEGI.

July
June

IMSS-insured Jobs 1/

Total IGAE

Employed 
population

QT-2020 e/

June
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Employmentdeclined significantly in April, associatedwith the considerablenumber of individuals who
exited the labor force and a relatively modest increasein the unemployment rate. Insofar as certain
restrictions on ŦƛǊƳǎΩoperationsand on ǇƻǇǳƭŀǘƛƻƴΩǎmobility haveeased,an improvement was observed
in June.

National Labor Participation Rate 2/

%, s. a.
National Unemployment Rate

%, o. s.

s. a. / Seasonallyadjustedandtrend data.
2/ Percentageof EconomicallyActivePopulation(EAP)with respectto the populationof 15yearsandolder.
Source: Preparedby Bancode Méxicowith datafrom ENOEandETOE,INEGI.

o. s./ Originalseries
1/ The April, May and June2020 figures are those releasedin the TelephoneSurveyof Occupationand
Unemployment(ETOE,for its acronymin Spanish),andarenot fully comparablewith the figuresof the ENOE.
Theyarepresentedonly asa reference.
Source: Preparedby Bancode Méxicowith datafrom ENOEandETOE,INEGI.

June

ENOE Unemployment Rate

ETOE 1/ 

Unemployment Rate

June
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In Q2-2020slackconditions widened significantly. Output gap estimatesfor Q2-2020are significantlybelow
thoseregisteredin 2009.
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% of potential output, s. a.
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Monthly Slack Indicators: Main Component by
Indicators Frequency 3/

%

s. a. / Seasonallyadjusteddata.
1/ Output gapestimatedwith a tail-correctedHodrick-Prescottfilter; seeάLƴŦƭŀǘƛƻƴReportAprilςJune2009έΣ
Bancode México,p. 74.
2/ Output gapconfidenceintervalcalculatedwith amethodof unobservedcomponents.
Source: Preparedby Bancode Méxicowith datafrom INEGIandBancode México.

3/ Main IndicatorsconstructedusingCCMmethodology; seeBancode México (2018), άvǳŀǊǘŜǊƭȅReport,October-
December2017έΣp.47. Monthly slackindicatorsare constructedwith the main componentof setsof serieswhich
includes11 indicators. Slackindicatorsof consumption,economicactivity, aggregatedemand, labor market and
demandconditionsin the lendingmarketarebasedon the first maincomponentof setsof serieswhichincludes6, 4,
3 and6 indicators,respectively.
Source: Preparedby Bancode Méxicowith datafrom INEGIandBancode México.
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GDP 95% confidence
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Q2-2020
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-0.27

-7.90

Monthly indicator 
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Demand conditions in
the lending market Labor market

-9.04
-8.34
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1F August

Annual Incidences in percentage points 2/

2/ Thesumof ƛƴŦƭŀǘƛƻƴΩǎcomponentsmaynot addup dueto rounding.
Source: Preparedby BancodeMéxicowith datafrom INEGI.

Annual % change 1/

1F August

22

Thebehaviorof inflation reflectsboth downward and upward pressures,resultingfrom the shocksderived from
the COVID-19pandemic. Annualheadlineinflation in April was2.15%, the secondlowest on record. Sincethen it
hasbeenincreasing,reaching3.99%in the first fortnight of August.

Headline

Non-core

Variability interval 
Core

Services

Merchandise

Non-core

Headline

3.93

4.18
3.99

1.01

0.88

2.09

3.99
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BetweenQ1 andQ2-2020non-coreinflation declined. In April it lay at an historically low level of -1.96%given
the sharpdecline in energyprices,albeit these have been increasingin the following months, thus exerting
pressureon non-coreinflation (4.18%in the first fortnight of August).
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Agricultural and Livestock Products
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1/ In certaincases,the sumof ƛƴŦƭŀǘƛƻƴΩǎcomponentsmaynot addup due
to rounding. 2/ IncludesLPgasandnaturalgas.
Source: Calculatedby Bancode Méxicowith datafrom INEGI.

Source: Bancode MéxicoandINEGI. Source: Bancode MéxicoandINEGI.

Total

Fruits and vegetables

1F August

LP gas

Natural 
gas Gasoline

Energy 
products

1F August

Selected Energy Price Indexes
Annual % change

Annual incidences 1/

Percentage points

1F August

Livestock products

Non-core Price Subindex

Agricultural and
livestock

Domestic gas 2/

Gasoline

Electricity

Government
authorized 

prices

Non-core
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Coreinflation has been affected by the pandemic,registeringupward pressuresin merchandisepricesand
downward pressuresin thoseof services,with higherannualratesof change.

Core Price Subindex Merchandise Services

Source: BancodeMéxicoandINEGI. Source: BancodeMéxicoandINEGI. Source: BancodeMéxicoandINEGI.

Core Price Subindex
Annual % change
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April 2020

Core Inflation and Components
Monthly % change s. a.

s. a. / Seasonally adjusted figures.
Source: Preparedby Banco de México with INEGIdata.

June 2020 July 2020May 2020 1F August 2020Average 2010-2019
Monthly data

The pandemichas generatedsignificant shocksto inflation. To the upside: in food merchandiseprices, and
later, in most non-food merchandiseprices; to the downside: in servicesprices.

Core

Merchandise

Food merchandise

Sugar products

Corn products

Sausages

Wheat products

Soyproducts

Dairyproducts

Restof food merchandise

Non-food merchandise

Cars

Householdapp. and furniture

Clothing and footwear

Hygieneand care

Medicines

Rest of non-food merchandise

Services

Housing

Education

Restof services

Tourismservices

Otherservices
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Thepandemichashad a significant impact on inflation in different countries,both advancedand emerging.
Upwardpressureshavebeenobservedon food pricesanddownward pressureson servicesprices.

Consumer Price Index Weight
%

Foods 1/ 

1/ Includes processed and unprocessed foods.
Source: Prepared by Banco de México with data from INEGI, OECD and HaverAnalytics.

Services

Consumer Price Indices in Different Countries
Annual % change
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Mexico

United Kingdom

Canada

Colombia

Chile United States

Mexico

United Kingdom

Canada

Colombia

Chile

United States

Country Foods  2/ Services

United States 7 64

Canada 11 51

United Kingdom 8 59

Mexico 26 42

Colombia 15 48

Chile 19 44

March March

2/ Includes processed and unprocessed foods.
Source: Prepared by Banco de México with data from OECD and 
HaverAnalytics
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V The GoverningBoard considered the risks for inflation, economic activity and financial

markets derived from the COVID-19 pandemic, which pose significant challenges for

monetarypolicyandthe economyin general.

V The Board announcedadditional measures to promote the well-functioning of financial

markets,strengthencredit provision,and provide liquidity for the sounddevelopmentof the

financialsystem.

Bancode Méxicocontinuedto conductmonetarypolicy in an environmentof highuncertainty.

May
50bp reduction

to 5.5%

June
50bp reduction

to 5.0%

August
50bp reduction

to 4.5%

April
(unscheduleddecision)

50bp reduction
to 6.0%

V It consideredthat the challengesfor monetary policy posedby the pandemic includeboth

the significantimpacton economicactivity anda financialshock.

V It consideredthe risksfor inflation, economicactivity and financial markets. In this context,

the referreddecisionswere madebasedon the foreseenscenariosandconsideringthe room

for maneuverthat on balancetheseprovide to monetarypolicy.

V In the Augustdecision,it stated that looking ahead, the available room for maneuverwill

dependon the evolution of the factors that havean incidenceon the inflation outlook and

its expectations,includingthe effectsthat the pandemicmight haveon both.
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1/The datashownup to January20, 2008correspondsto the overnightinterbankinterest rate (policyrate).
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FromApril 2020to date the GoverningBoardlowered the referencerate by 200basispoints, taking the target
for the overnight interbank interest rate to its current level of 4.5%.
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Target for the overnight
interbank interest rate

(policy rate)

August

Headline 
inflation

1F August

Inflation target

Short-term Ex-ante Real Rate and Estimated Range for
the Short-term Neutral Real Rate in the Long Term 2/

%
August

2/ The short-term ex-ante real rate is constructed using the Target for the Overnight
InterbankInterestRateand 12-month inflation expectationsfrom BancodeaŞȄƛŎƻΩǎSurvey.
Thedotted line correspondsto the midpoint of the rangefor the short-term neutral real rate
in the longterm, whichisnow between1.8 and3.4%. Source: Bancode México.

Short-term ex-ante real rate

Short-term neutral real rate
range in the long term
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Note: BreakevenInflation and Inflation risk is calculatedas the difference
betweennominalandreal long-term interest rates.
Source: Estimatedby Bancode Méxicowith ValmerandPiPdata.

For the End of 2020 and 2021 Medium- and Long-term

Breakeven Inflation and Inflation Risk

Implied in Bonds

%

Source: BancodeaŞȄƛŎƻΩǎSurveyof PrivateSectorForecasters. Source: BancodeaŞȄƛŎƻΩǎSurveyof PrivateSectorForecasters.
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Breakeven inflation
implied in 10-year bonds
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Inflation target

July

Variability interval
(upper limit)

30

Inflation Expectations
Median, %

Headline inflation expectations for the end of 2020 have increased given the adjustments exhibited by
inflation over the last months. Medium- and long-term expectations remained relatively stable, although
breakeveninflation and inflationary risk exhibitedvolatility.

Headline

Core

2020

2021
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After beingaffected by the financial shockin March, domesticfinancial marketsbeganto recover,although
they havenot returned to pre-pandemicconditionsandhavecontinuedto registerboutsof volatility.

Market Indicators that Measure Domestic 
Sovereign Credit Risk/1

Basis points

Volatility in Mexican Financial Markets
%

Nominal Exchange Rate 5/ 

Pesos per US dollar

1/ Refersto 5-yearCreditDefaultSwaps(CDS).
Source: Bloomberg.

2/ Refersto the volatility indexof S&Pof the MexicanStockExchange.
3/ Refersto volatility implied in 1-month Mexicanpesooptions.
4/ Refersto a standarddeviation of a 30-day moving window of 10-year interest
ratesin Mexico.
Source: BloombergandProveedorIntegraldePrecios(PiP).

5/ Observedexchangerate refers to the daily FIXexchangerate. Figures
aside ŀƴŀƭȅǎǘǎΩexpectations correspond to the medians of Banco de
aŞȄƛŎƻΩǎsurveyfor Julyandthe Citibanamexsurveyfor August20, 2020.
Source: Bancode MéxicoandCitibanamex.
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Chile

Colombia

Brazil

Mexico

Thailand

Peru

AnalystsΩ ŜȄǇŜŎǘŀǘƛƻƴǎ 2021 Banxico survey           22.50

!ƴŀƭȅǎǘǎΩ ŜȄǇŜŎǘŀǘƛƻƴǎ 2021 Citibanamexsurvey    22.70

AnalystsΩ ŜȄǇŜŎǘŀǘƛƻƴǎ нлнл Citibanamexsurvey   22.80
!ƴŀƭȅǎǘǎΩ ŜȄǇŜŎǘŀǘƛƻƴǎ нлнл Banxicosurvey    22.65

Quarterly Report April-June 2020

40

215

121

62

121

68



4.0

5.0

6.0

7.0

8.0

9.0

10.0

11.0

1
D

3
M

6
M 1
Y

2
Y

3
Y

5
Y

1
0
Y

2
0
Y

3
0
Y

32

Fromthe end of March to date the yield curveshifted downwardsin all of its nodes. In particular, short term
yields reflected the monetary policy adjustments, while medium- and long-term yields reflected the
improvement in globalrisk appetite andcontainedinflationary risk premia.
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Source: ProveedorIntegraldePrecios(PiP). Note: Thegraylinesrefer to the dailyyieldcurvessinceDecember31, 2019.
Source: ProveedorIntegraldePrecios(PiP).
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Volatility-adjusted Spreads between 
US 1-year Interest Rates and those of Emerging 

Economies
Index

August

BrazilChile

Poland

Turkey

Mexico

Colombia

South Africa

Interest Rate Spreads between US 10-year Interest Rates 
and those of Emerging Economies

Percentage points

Note: Estimatescalculatedwith the spreadimplied in 1-year foreign exchangeforwards,adjusted
for the implied volatility in the sameterm. Source: Preparedby Bancode Méxicowith data from
Bloomberg.
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After havingdeclinedsignificantlyin March, interest rate spreadshaveremainedrelatively stable.
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Forecasts and final remarks
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ü Theevolution of the COVID-19 pandemicis still underway, at both globaland domesticlevelsand, thus,
there isstill a high level of uncertaintyaroundanyforecastof economicactivity in Mexico:

V Uncertainty prevailsas to the duration of the pandemic, which, in turn, impliesuncertaintyabout the
duration anddepth of the lockdownand socialdistancingmeasuresthat will benecessary,andof their
medium- andlong-term repercussionson the economy.

V Therisk of additional outbreakscontinues.

V Theterm for the developmentof aneffectivetreatment or a vaccineisstill uncertain.

Economic Activity Outlook
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ü In the current juncture, it is not convenient to present a central baselinescenarioof economicactivity
forecastsin Mexico,asit could imply a higherlevelof precisionthan the one that the current environment
or availableinformationwouldallow to attain.

ü Theconsiderationof contemplatingdifferent scenarios,asin the previousQuarterlyReport, continuesto
be relevant in order to havea broadoutlook on the possibleperformanceof GDPin 2020and2021.
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Followingthe sameapproachof the previousQuarterly Report,the presentedscenariosdiffer in terms of the
rate of recoveryof economicactivity.
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Estimates of Mexico's GDP
Base indices Q4-2019 = 100, s. a.

Q1 Q3  Q1 Q3  Q1 Q3   Q1 Q3  Q1 Q3  Q1 Q3   Q1 Q3  Q1 Q3 Q1 Q3   Q1 Q3
2012     2013     2014      2015     2016    2017      2018     2019    2020     2021

2020 Q2

Observed

Deep V-shaped scenario

Deep U-shaped scenario

V-shaped scenario

s. a. / Seasonally adjusted series. 
Note: Part of the difference in the new trajectorieswith respect to the previousones is due to the
changein the official seasonaladjustmentmodel applied by INEGI. In the Current Report, forecasts
beginin Q3-2020andin the previousreport, in Q2-2020.
Source: Preparedby BancodeMéxicowith INEGIdata.

Current Report

Previous Report

Previous Report Current Report Previous Report Current Report

V-shaped -4.6 -8.8 4.0 5.6

Deep V-shaped -8.8 -11.3 4.1 2.8

Deep U-shaped -8.3 -12.8 -0.5 1.3

2020 2021

Report 2020 2021

Previous -1,400 to -800 -200 to 400

Current -1,100 to -750 100 to 450

Report 2020 2021

Previous -1.5 to -0.3 -1.8 to -0.5

Current -0.6 to 0.5 -1.5 to -0.2

QuarterlyReportApril-June 2020
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Ď Thatsocialdistancingmeasuresare extendedor becometighter.

Ď Additional episodesof financialvolatility.

Ď Thatthe adoptedrelief measuresarenot effective.

Ď ThattheǇŀƴŘŜƳƛŎΩǎrepercussionson the economyare more permanent.

Ď ThatsovereignandtŜƳŜȄΩǎcredit ratingsare further downgraded.

Ď Thatthe weaknessof aggregatedemandcomponentspersists.

Risks to Growth

č That the pandemic dissipatesearlier than expected, possibly as a result of new treatments or the
implementationof an effectivevaccine.

č That the stimuli provided are effective in offsetting the effects of the pandemicand to support global
economicrecovery.

č Thatthe entry into forceof USMCAfostersgreater-than-expectedinvestment.
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To the upside

To the downside
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%

1/ Quarterlyaverageof annualheadlineandcoreinflation. If inflation locatesat the centerof theseintervals,the trajectorieswould be thosereported in the boxesinsidethe graphs. 2/ ForecastsinceAugust2020. 3/ ForecastsinceMay2020. Note: Bluebarsarepresentedto indicate
the minimumandmaximumlevelsthat inflation would reachin the estimatedscenariosfor eachquarter. Uncertaintyis representedby the shadedareain red. Thenext four andsixquartersareshownin verticaldotted linesasof the third quarterof 2020, that is, the third quarter of
2021and the first quarter of 2022, respectively; periodsin which the monetarypolicy transmissionchannelsfully operate. Thecoreand headlineinflation trajectorieswere estimated basedon the evolutionof the macroeconomicvariablesfor the three scenariospresentedin this
report. Source: Preparedby Bancode Méxicowith INEGIdata.
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Q3
2022

Q1
2022

Á Forheadlineinflation: Therecentpressuresgeneratea slight and temporary increasein the foreseenshort-term trajectory.
Within the 12-24month horizon,it is anticipatedto lie at similar levels,around3%.

Á For core inflation: The forecastsremain at levelscloseto those in the previousQuarterly Report, although with a slight
upward adjustmentstarting from Q2-2021. The12-24month forecastis expectedto lie at around3%.

Fan Charts1/

Annual Core Inflation
%

Intermediate scenario: Previous Report

Scenarios

Intermediate scenario: Current Report

Q3
2022

Q1
2022Intermediate scenario: Previous Report

Scenarios

Intermediate scenario: Current Report

Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2

Current 2/ 3.4 2.8 3.9 3.7 3.6 4.2 3.1 2.9 2.8 2.8

Previous 
3/ 3.4 2.7 3.5 3.5 3.4 4.0 3.2 3.0 2.9

2020 2021 2022

2015          2016          2017          2018         2019          2020          2021         2022 2015          2016          2017          2018         2019          2020          2021         2022

Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2

Current 2/ 3.7 3.6 3.9 3.8 3.8 3.5 3.0 2.8 2.7 2.7

Previous 
3/ 3.7 3.7 3.8 3.8 3.7 3.2 2.7 2.6 2.5

2020 2021 2022



Ď A greater-than-expectedimpactof a wider negativeoutput gap.

Ď Lowerinflation pressuresat the globallevel.

Ď A lower demandfor certain goodsand services,in light of socialdistancingmeasuresand concernsabout
contagion.

Ď Thatthe exchangerate is below the anticipatedlevel.

Ď Thatthe recent increasesin energypricesare reversed.
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To the downside 
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č Additional episodesof exchangerate depreciation.

č Logisticalproblems and others related with the supply of certain goods and services,and higher costs
associatedwith the sanitarymeasures.

č Thatthe relative demandfor certaingoodsincreasesin a context of the health emergency.

č A higherpersistenceof coreinflation.

č Higherincreasesin energyprices.

To the upside

Risks to Inflation Outlook within the Forecast Horizon
Considering the shocks to inflation, the balance of risks for its forecast remains uncertain. 



Final Remarks

Â The Governing Board will take the necessaryactions, on the basis of incoming information and
consideringthe deep impact on economicactivity, aswell asthe evolution of the financial shock,so that
the referencerate is consistentwith the orderly and sustainedconvergenceof headlineinflation to Banco
deaŞȄƛŎƻΩǎtarget, during the time frame in which monetarypolicyoperates.

Â Lookingahead,the availableroom for maneuverwill dependon the evolution of the factors that havean
incidenceon outlook for inflation and its expectations, includingthe effects that the pandemicmay have
on both factors.

Â Perseverancein strengthening the macroeconomicfundamentals and adopting the necessaryactions,
regardingboth monetary and fiscal policies,will contribute to a better adjustment of domestic financial
marketsandof the economyasa whole.

Â Likewise,it remainsnecessaryto continueworking on correctingthe institutional and structural problems
that haveled to low investmentlevelsandhavepreventedthe country from increasingits productivity.
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Effectsof LockdownMeasureson GlobalEconomicActivity
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Annex ςBoxes
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The COVID-19 Pandemic and Economic Activity

Evolution of Monetary and Credit Aggregates in Different Economies

The Adoption of Special Accounting Criteria and their Effects on .ŀƴƪΩǎ Credit Portfolio to the 
Non-financial Private Sector

Greater Volatility of Inflation and its Expectations in the Context of the COVID-19 Pandemic

Developments in Inflation in Different Countries in the Context of the COVID-19 Pandemic

Evolution of Capital Flows and Risk Aversion




