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Recent inflation performance and inflation expectations.  

The set of measures adopted throughout the year, particularly price agreements and fiscal 
measures adopted for that purpose, prevented the CPI variation from reaching 10% 
annually. Moreover, these measures provided the necessary time for the monetary policy 
measures materialized in the increase of Monetary Policy Rates to have an effect on 
inflation. Indeed, inflation has consistently been within the inflation target during the last 
six months, after having reached 9.2% in December 2008, while the market’s inflation 
expectations have consistently been within the target. Despite the Central Bank evaluates 
the last results as positive some attention should be paid to certain particular aspects. 

Firstly, although the reduction on inflation has been generalized, non-tradable goods and 
services (those which are not exposed to external competition) are still experiencing 
growth above the general level. Core inflation analyses confirm these results. 

Secondly, although expectations are inside the target, they still show levels one percentage 
point above the center of the range (5%). 

International context and its internal impact.  

Though the international context is far from stable, it continues to look promising since 
the degree of uncertainty has decreased.  On the one hand, in spite of very expansive global 
monetary and fiscal policies, external demand remains hampered by the effects of the 
global crisis and has not exerted additional pressures on domestic aggregate demand. On 
the other hand, although commodity prices have recovered, their domestic impact has 
been mitigated by the dollar's relative weakness on the international markets, which in 
turn caused the appreciation of the peso on the domestic market. 

Internal context.  

Flexibility of the exchange rate regime has allowed the adjustment of relative prices 
without affecting economic competitiveness, while also avoiding undesired pressures on 
domestic inflation rates. Nevertheless, the Central Bank has intervened in order to smooth  
abrupt and temporary shocks to the nominal exchange rate, in a still highly-dollarized 
economy. Furthermore, since the anti-cyclical fiscal policy prevented the creation of the 
usual surplus in national currency necessary for the Government to acquire the dollars 
needed for its current operations, the Central Bank increased its exchange transactions in 
order to prevent any undesired effects on exchange rates.  Reserve accumulation was 
financed by the money demand growth but some sterilization was needed, in order to keep 
the interest rate on line with the value announced by the Central Bank. 

In spite of the increase on the Monetary Policy Bills and Notes stocks, the Central Bank’s 
international reserves provide a comfortable fifteen-month coverage of the Bank’s debt 



 
 

 

 

service. Sterilized interventions have had a negative impact on the Central Bank’s results 
due to the spreads between returns from external assets and issued liabilities denominated 
in local currency. 

Monetary Policy Decisions.  

On this occasion, two monetary policy decisions were adopted. On the one hand, the 
Macroeconomics Coordination Committee (MCC) held on December 21 deemed it 
appropriate to reduce the target range from 3%-7% to 4%-6% as from May 2011. Since it 
was considered that the conditions experienced in 2008 that had justified broadening the 
tolerance range were no longer present, the MCC decided to  signal further  long run 
commitment to price stability. 

The second monetary policy measure was adopted within the Monetary Policy 
Committee’s realm. Specifically, the Committee decided a reduction of the Monetary 
Policy Rate (Tasa de Política Monetaria - [TPM]) from the current 8% figure to 6.25%, which 
resulted in a reduction of 175 basis points. This monetary policy relaxation is justified in 
the short run by the fact that both the inflation rate and the agents’ expectations have 
consistently fallen within the target range. It is worth noticing that the Monetary Policy 
Rate in real terms (upon deduction of the inflation expectation over the projection 
horizon) remains cautiously positive, particularly after factoring in the expected impact of 
the higher long run commitment of Monetary Policy on inflation expectations.  

Other issues.   

The Central Bank of Uruguay has announced new reductions in reserve requirements, both 
in domestic and foreign currency, towards 12% and 15% respectively. To smooth the 
transitory effects of this liquidity shock on monetary policy and foreign exchange markets, 
the Central Bank shall issue a call for bids for Monetary Policy Bills and Notes issued for 
different terms, for an extraordinary amount, specifying that Banks may withdraw the 
release of cash reserves in dollars or in national currency, as it was the case during the cash 
reserve reduction that took place in September. 

 


