
 
 

 

 

Monetary Policy Executive Summary 
4th. quarter, 2010 

 
Recent inflation performance and inflation expectations.  

At the end of 2010 the inflation rate was 6.93%, placed within the target range set by the 
Macroeconomic Coordination Committee (MCC) , 

It is important to mention two factors that had an important but transitory effects on the 
inflation process: i) the first one, related to economic policy decisions within the scope of 
what is called “administered prices” (urban transport and health care) and utilities, the 
prices of which underwent an evolution of 3.21% throughout the year, precisely with the 
aim of controlling inflation; ii) the second explanatory factor lies in the typically most 
volatile component of inflation, which is fruits and vegetables, the prices of which 
remained stable during 2010. Different core inflation measures (which exclude the 
abovementioned components) yield results above the CPI. 

On the other hand, although eighteen-month ahead inflation expectations have increased 
in comparison to is initial 2010 values, they have experienced a slight reduction during the 
last quarter, consistent with the Monetary Policy Rate increase decreed in September. 
Indeed, while as at that date, according to the experts’ expectations survey conducted by 
the Bank, inflation 18 months ahead showed a 6.52% median, in December that same value 
was 6.42%. Although this reduction is encouraging, the Bank considers it is necessary that 
agents’ expectations converge within the target range. 

The abovementioned inflationary trends, and particularly, the evolution of expectations, 
continue to be elements of concern regarding monetary policy. 

International context and its internal impact.  

The international context continues to look promising, although with mixed results. 
Indeed, in the developed countries -the epicenter of turmoil-, despite the expansive 
monetary and fiscal policies, there are still signs of weakness affecting economic expansion 
and employment. On the other hand, the emerging countries have continued to show 
considerable dynamism, particularly the big economies such as China and Brazil, which in 
turn pull their respective sub-regions. Accordingly, the strength of the international prices 
of those products relevant to the domestic economy (commodities originated in farming 
activities) during the last quarter, together with our regional partners’ dollar-measured 
inflationary pressures, raise our concern as to their domestic impact, insofar as it is 
predicted that the economy’s relevant external inflation for 2011 will be high. Until May, its 
impact had been mitigated by the dollar's relative weakness on the domestic market, also 
reflected on the international market’s situation, but this has reverted considerably since 
then, due to the measures designed by the Ministry of Economy to avoid the excessive 
appreciation of the domestic currency. In connection with this aspect, it is also important 
to mention the increase in the inflation of tradable goods, which during the first four 



 
 

 

 

months of 2010 showed an evolution quite below the general average, but since June has 
experienced sustained growth until reaching a 6.7% level in the year ending in December. 

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, the Ministry of Economy and Finance has, since May, announced a 
series of measures aimed at avoiding undesired appreciations affecting the exchange rate, 
thus partly releasing the Central Bank from its efforts in that field, especially in view of the 
impact that sterilized interventions have on the operating results of this monetary 
authority. In any case, the Central Bank of Uruguay has been acquiring important amounts 
of dollars through special export financing schemes. 

Also, economic activity data corresponding to the third quarter of 2010 has confirmed an 
important 7.9% growth (highly above the trend growth), and, for the first time in several 
quarters, expenditure -particularly consumption expenditure- has experienced growth 
levels higher than for GDP (9.5% in comparison to the same quarter in 2009), an aspect 
that also causes concern due to the inflationary impact that demand pressures may have 
on a product at the limit of its potential capacity. Accordingly, the unemployment rate is 
stable at historically low levels, and several sectors of the economy continue to show supply 
restrictions, which in many cases are linked to a shortage of trained manpower. 

Regarding wage agreements, the Government has implemented certain guidelines 
consistent with inflation reduction and continuing competitiveness of tradable sectors. 
Indeed, it was requested that adjustments be made on an annual basis, and that salary 
increases reflect the increase in manpower productivity, regardless of inflation. However, 
although negotiations are still under way, most of the sectors that had half-yearly 
adjustments have maintained that frequency and several sectors have agreed upon 
increases above inflation, not subject to an increase in productivity. 

In the monetary field, consistently with economic growth and the healthy de-dollarization 
process, the real demand for money continued to increase during 2010, which in turn 
increased the demand for Monetary Base. However, although the purchase of dollars on 
the interbank market decreased, the Central Bank had to sterilize many of the exchange 
transactions mentioned before (mainly those in connection with export financing 
operations), which continued to exert pressure on the stock of Monetary Policy Bills and 
Notes. In spite of this increase, the Central Bank’s international reserves provide 
comfortable fifteen-month coverage of the Bank’s debt service. These sterilized 
interventions have increased the negative impact on the Central Bank’s results due to the 
differences between returns from external assets and liabilities issued by the Bank to 
sustain its monetary policy rate. 

Furthermore, despite the increase in the number of Central Bank instruments issued in 
national currency, no important pressures resulting from carry trade operations have been 
noticed on the exchange rate  market. Indeed, out of the total number of instruments 
issued, non-residents hold a minimal percentage close to 6.5% of the total. This represents 



 
 

 

 

an annual flow of US$ 300 millions approximately, having a very small impact on the local 
exchange market, the transactions of which amount to approximately US$ 5,000 millions 
annually (without taking into account purchases arising from the export financing regime 
and payments for instruments made in dollars outside the market). Also, an important part 
of the instruments acquired by non-residents were paid up in dollars, thus further 
mitigating the actual flow to the exchange market. It is also worth mentioning that no 
carry trade operations are noticed in the national banking system. Indeed, deposits of non-
residents in national currency are almost nonexistent, among other things, due to the 
system's low passive rates. Accordingly, the Bank does not find any relevant deviations of 
the economy’s competitiveness level that could be related to currency value; this, among 
other things, because current real exchange rate levels are close to the fundamental 
equilibrium. 

Monetary Policy Decisions.  

The Macroeconomics Coordination Committee (CCM) confirmed its commitment 
regarding price stability, since it extended the target range to 4%-6% until June 2012, 
keeping the monetary policy horizon to 18 months. 

The Monetary Policy Committee (COPOM) regarded as positive the fact that inflation 
remained stable within the range throughout the last months, and that inflation 
expectations 18 months ahead have begun to show a diminishing trend, although they are 
still above the target range. Therefore, the Committee resolved not to change the Monetary 
Policy Rate (Tasa de Política Monetaria - [TPM]) on this occasion. Given the present 
circumstances, the Monetary Policy Rate is slightly positive in real terms. 

Notwithstanding the above, there is concern regarding the macroeconomic context, which 
will probably entail more inflationary threats linked to the domestic economy's renewed 
vigor -particularly domestic demand-, the higher external inflation relevant within the 
policy's horizon, the abovementioned potential problems of the labor market, as well as the 
still little convergence of inflation expectations on the new range over the relevant horizon. 
Moreover, the drought forecasted for the next months could result transitory shocks to the 
CPI. In view of the above, the Central Bank will remain alert, permanently monitoring the 
evolution of inflation and the expectations, as well as the impact of the strategies 
coordinated with the Executive Power. 

 


