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LATAM Market Update  

 Mexico: Banxico cuts benchmark rate by 25 basis points to 7.75%; 

Economic activity rebounds in July but remains weak 

 Peru: Congress voted against President Vizcarra’s initiative for early 

elections; Fitch Ratings ratified its rating for Peru’s sovereign debt 

 

MEXICO: BANXICO CUTS BENCHMARK RATE BY 25 BASIS POINTS TO 

7.75%; ECONOMIC ACTIVITY REBOUNDS IN JULY BUT REMAINS WEAK 

In its sixth monetary policy meeting of the year, Banco de México’s Board of 

Governors decided to lower the overnight interbank rate by 25 basis points (bps), to 

7.75%, in line with market expectations. On this occasion, the decision wasn’t 

unanimous since two members of the Board voted to cut the rate by 50 bps, to 

7.50%.  

According to Banxico’s press release, economic activity remained stagnant in July 

and in the previous quarters, while the balance of risks for growth remains biased to 

the downside. Additionally, the institution noted that inflation decelerated from 

3.78% to 2.99%, between July and the first fortnight of September, driven by lower 

increases in the non-core component, while core inflation remained persistent 

around 3.8%. “High uncertainty still persists regarding the risks that might affect 

inflation”, stemming from factors such as potential exchange rate pressures; energy 

and agricultural price increases; trade tensions (although this risk has dissipated 

somewhat); cost-related pressures; weak public finances; among others. The 

Central Bank stressed that it will “maintain a prudent monetary policy stance” and 

keep a close eye on the potential exchange rate pass-through to prices; the relative 

monetary position between Mexico and the United States; the behaviour of 

economic slack conditions; and on cost-related pressures in the economy.  

The minutes from yesterday’s monetary policy decision will be released on October 

10th and the next decision is scheduled for November 14th. 

Mexico’s Monthly Indicator of Economic Activity (IGAE) picked up from -0.9% y/y in 

June to 0.3% y/y in July, although it stood below market expectations (0.5% y/y) 

and last year’s result (3.4% y/y), with original figures. Furthermore, during the first 

seven months of the year, economic activity averaged a 0.1% increase with respect 

to January-July of last year, being its lowest cumulative growth in a decade. 

Within its components, the services sector accelerated from -0.2% y/y to 1.2% y/y 

(vs. 4.5% in July 2018), while the industrial component contracted for the ninth 

consecutive time, now from -2.9% y/y to-1.7% y/y (vs. 1.3% y/y one year ago). On a 

seasonally adjusted basis, IGAE fell -0.1% m/m, following a 0.2% m/m expansion in 

the previous month. 

IGAE’s sluggish performance suggests a rather weak dynamism of the Mexican 

economy at the beginning of the third quarter of the year—which depicts the 

lingering economic and political uncertainty, due to both external and domestic 

factors—that may extend until the end of the year. 

—Alejandro Stewens  
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PERU: CONGRESS VOTED AGAINST PRESIDENT VIZCARRA’S INITIATIVE FOR EARLY ELECTIONS; FITCH RATINGS 

RATIFIED ITS RATING FOR PERU’S SOVEREIGN DEBT 

In a 15 to 1 vote, with eight protest absentees, the congressional Constitutional Committee determined that Vizcarra’s call for early 

elections would not proceed. The eleven members of the leading opposition group, Fuerza Popular (Fujimorista) voted in block 

against the initiative, in alliance with Apra and individual votes. Eight members of Congress abandoned the Committee after their 

request that the issue to be brought to the congressional floor was dismissed. At the time of writing, a government response had 

yet to occur. But, the ball is clearly in President Vizcarra’s court. Vizcarra could conceivably accept this determination, although his 

past behaviour does not suggest he will do so. However, non-acceptance leaves rather difficult options. One is to call for a vote of 

confidence, which could eventually lead to the closing of Congress, and the fall of the cabinet. Vizcarra has in the past threatened 

to do this, but the legality of this alternative is not clear, and may require a determination from the Constitutional Tribunal, which 

could be time consuming, and not necessarily favourable. The government could also call for a referendum on the issue, which 

would also be a thorny procedure. A decision on this may have been made after this writing. Even so, the next few days, or weeks 

perhaps, promise to be full of even greater controversy. One thing is clear though, and that is that the likelihood of early elections 

is lower today than it was two days ago.  

Fitch Ratings ratified its “BBB+” rating for Peru’s sovereign debt, with a “stable” outlook. This was widely expected, and, in fact, a 

change would have been a significant surprise. Peru’s strength continues to be macro stability and prudent fiscal and monetary 

management. Fitch showed concern for Peru’s growth, which over the past five years has mildly underperformed that of other 

countries with similar ratings. In our view, Fitch is basically saying, reasonably, that, as long as Peru continues to show robust 

macro balances, there would be little motivation to lower its rating, but, at the same time, as long as growth remains low, it is 

equally difficult to improve its rating or outlook.  
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