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Central Banks

Monetary rate unchanged in 3.0%. The dovish
tone remains as the improvement in economic
activity is bounded to the external demand

Ivan Martinez Urquijo, Arnoldo Lopez Marmolejo

No relevant changes in the tone with respect to the previous communiqué. Banxico highlights
an improvement in external demand but also stresses that domestic expenditure does not
show clear signs of recovery.

Banxico highlights the recent improvement in exports given the considerable recovery in the US in the second
quarter. However, it also stresses that domestic expenditure does not show clear signs of recovery and that
probably the output gap will remain in negative terrain until the last part of 2015.

In terms of prices, the central bank points out that in the last months annual inflation behaved in line with its
expectations and clearly below 4 per cent. In addition, it reiterates that general annual inflation will fall to levels
close to 3.0% from January 2015. This would suggest that the short term real rate would not remain below zero
for a prolonged period of time. In sum, given the favorable behavior of inflation, the central bank considers that
the balance of risks for inflation continues being favorable.

With respect to the global economy, Banxico considers that downside risks remain. Although, it points out that
economic activity in the US showed a considerable recovery after the contraction in the first quarter.

After the rate cut in June and Banxico’s explicit claim that no further rate cuts were advisable in the
foreseeable future, we consider that there will be no changes in the monetary policy rate in the rest of the
year.
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Source: BBVA Research with Banxico’s information.
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