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MEXICO

COMPLIANCE RATINGS

Monetary transparency 2006 2005 2004 2003
Clarity ofroles [ XXX} [ XXX} [ XXX} [ XXX}
Open decision process soce sece cece eose
Availability of information eccoe sccee ccooce ecocee
Central bank accountability ecee ecoe eoce s
Score 4.25 4.25 4.25 4.25

OUTLOOK & COMMENTARY

Comprehensive information and statistical data on financial and monetary policy conducted
by the central bank, Banxico, is easily available to the public.

Over the past year, Banxico has disseminated greater information on the use of payment
systems. The description of inflation expectations in the press releases issued following the
adoption of monetary policy decisions has become increasingly detailed.

Despite the formal continued existence of the ‘corto’, once the main monetary policy
instrument available to Banxico, the central bank has not modified this rate for more than a
year. While no formal reference rate exists, Banxico indirectly communicates to the market its
recommended floor on the overnight lending rate.
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EXECUTIVE SUMMARY

4.25 Compliance in progress

Monetary policy transparency and communication exMo continue to improve. The central bank, Banxinakes
available a number of detailed publications that lba easily accessed online and publicly disclagfesmation on
monetary policy instruments and targets. In broachgiance with the IMF Special Data Disseminatioyst8m
(SDDS), as well as with the Federal Law on Transpey and Access to Public Information, numerous etemy
statistics are released according to a publiclyiavie calendar.

Monetary policy decisions are announced and exgthito the press — and published on the Banxico iteebs
immediately after Board of Governors’ meetings. e3d press releases are becoming more detailedein th
description of inflation expectations. While formaflation forecasts at multiple horizons are net published,
Banxico has been increasingly forthcoming abouniiigtion projections. In addition, Banxico is niag an effort to
improve financial market transparency and releasktianal information on the use of the paymenteys, such as
commissions on ATM withdrawals, or commissions eatés for mortgage policy.

While Banxico has formally stated that it wantgdtain thecorto -- once its main instrument -- as a possible tool
implement monetary policy, this rate has not beleanged over the past year, and the central backriently
relying on its recommendations about floors ondternight lending rate. While a reference ratewuah ss not set,
the central bank indirectly communicates to thekeiits preferences about overnight rates.

Banxico and the Ministry of Finance and Public Gr¢8HCP) are increasingly coordinating their aitiéés related
to the pre-payment of external debt. Discussioagesi at the beginning of the year with the govenfdhe central
bank, Guillermo Ortiz Martinez, initially arguindat a fiscal surplus would allow the use of reseneepay down
external debt. When the SHCP stressed that politedity would not allow a fiscal surplus, Ortigraed with the
SHCP proposal to issue domestic debt to buy reserve

Mexico’s overall score is unchanged from last year.
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1. CLARITY OF ROLES, RESPONSIBILITIESAND OBJECTIVESOF CENTRAL BANKS

eeee Compliance in progress

The objectives and institutional framework of monetary policy

The objectives and institutional framework of mamgt policy are established in Article 28 of the Ntan
Constitution of 1917 and the 1993 Law of the BaflMexico (LBM).! The former guarantees the operational and
administrative autonomy of the central bank, Baoxand establishes its primary objective of seekirggstability of
the domestic currency’s purchasing power.

Central bank objectives and responsibilities

Article 2 of the LBM sets out the broad objectivdghe central bank and its policy: to provide d@mtic currency,
maintain the stability of the purchasing power ted turrency, and promote the sound developmeriteofibancial
system and the proper functioning of payment systenin addition, Article 18 establishes that Baoximust
maintain a reserve of international assets aimesiporting the stability of the purchasing powkethe domestic
currency by offsetting imbalances between the agisiforeign currency receipts and disbursements.

The objectives and responsibilities are clearlyl@xed and commented upon in several publicatimasiable on
Banxico’s website. Banxico publicly discloses aexplains its objectives through both the Monetaolidy
Programme and the Monetary Policy ImplementatiopdRe(available in English and published in Januang
September, respectivefyand theAnnual Report(available only in SpanisH)which elaborates on the main
objectives and results of monetary policy in corhpresive quantitative terms. Banxico’s website alsakes
available the reports submitted to the legislatamd other periodic publications, in order to impgrdiae quality of
information available to the public.

Oper ational autonomy

Article 1 of the LBM states that the central baskai legal entity subject to public law and autonasin nature.
Article 28 of the Mexican Constitution provides f&anxico’s operational and administrative autonoragd
establishes that no authority can oblige the cebtaak to grant financing. There are no conditianger which the
government can override central bank decisions.

There are minimal concerns about the governmentisieg informal pressure over foreign exchangecyd! The
trend followed by the exchange rate has long cowfd Banxico’s assurances of not pursuing an exehaatg
target. Moreover, the present mechanism to auckidiars operates according to the inflow of intgional reserves
registered in the previous three-month intervalj #ms works independently of the current levelhs foreign
exchange rate. The amount of dollars to be auedataily is explained in quarterly press reledses.

However, Article 21 of the LBM states that, in fiyie exchange rate matters, Banxico should actéor@ance with
the guidelines established by the Exchange Comomissinstitutional responsibility for foreign excige policy
remains with the members of this commission, wiciudes the secretary and two undersecretarigsedflinistry
of Finance and Public Credit (SHCP). The govemioBanxico and two more members of Banxico’s Boafd
Governors complete the commission. The law estadd that the officer heading the session will taeedecisive
vote in case of a tied vote. The secretary ofrfigatakes the chair (only in his absence wouldBexico governor
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preside), thus granting additional legal leveragetiie SHCP over foreign exchange policy. Neveessl
commentators have pointed out that any kind of gawent pressure -- either through the Exchange Gesiom or
informally through any other means -- has beenigigdg in the last few years. For this reasonreheas been little
discussion about amending the LBM to change theeant powers of the Exchange CommisSion.

The procedures for appointment, terms of office gederal criteria for employment (including remQvaf the

members of Banxico’'s Board of Governors are spatifn Articles 37-44 of the LBM. The governor igpainted

for a term of six years and the deputy governorseight years. In order to fend off political inference, the term
of the governor starts on 1 January of the fougharyof the Mexican president’'s term of office. Tthems of the
deputy governors are staggered, with one startiegyeother year on 1 January of the first, third difth years of

the president’s term.

Institutional relationship between monetary and fiscal operations

Since the connection between monetary and fisatitutions has historically been much closer in Mexhan in

other Latin American countries, the regulation lais trelationship is clearly set out in various lasrsd statutes.
Commentators have stated that the coordination deatwthe SHCP and Banxico is strong and effectiVéis

coordination has enabled monetary policy impleme@rao become more efficient, and thus has hefpgdeve the
broader objectives of the government’s macroecoag@oiicy while consolidating Banxico’s independerice

While the March 2006 Federal Law on Budget and &igtesponsibility did not introduce any formal pgions

regarding coordination between Banxico and the SH@Bperation between the two institutions continteetake

place at various levels. Despite the strong emphasiBanxico’s autonomy in its conduct of monetaojicy, the

central bank often coordinates with SHCP on matteleted to price setting of government-administegeods and
services, such as electricity and gasoline, owintheir impact on short-term inflation. This intetian has at times
caused some frictioh.

Coordination between the SHCP and Banxico hastalsen place at the level of external debt pre-paymeith
discussions starting at the beginning of the y&ae central bank Governor, Guillermo Ortiz Martineatially
argued that a fiscal surplus would allow the useesérves to pay down external debt. When the SstfeRsed that
political reality would not allow a fiscal surpludrtiz agreed with the SHCP proposal to issue dtimdsbt to buy
reserves.

L ending to gover nment

Banxico can grant credit to the federal governmamnestablished in Articles 7 and 11 of the LBM,jsabto the
conditions of Article 12 and the Board of Governaesolution. Credit can be granted through theoaat held by
the Federal Treasury. Securities payable by therédjovernment and owned by the central bank @ireansidered
as credit. The outstanding balance in the accommt never exceed the equivalent of 1.5% of thesrfdd
government’s expenses as arranged in the annuatdethudget. This provision may be void if, owihg

extraordinary circumstances, the temporary diffeeglmetween public revenues and expenses increassisierably,
in which case Banxico can then issue securitiealglayby the federal government on the market foggurivalent to
the balance in excess of the limit. The amountstarms of credit to the government are disclogethé Annual

Report'®

In addition, Article 9 of the LBM stipulates thataBxico may not lend securities to the federal gowemt nor
purchase securities from it, except when purchasesovered by cash deposits, or when the purcldisesurities
result from bids by the central bank in primarytirs. The amount of these purchases must noedxte amount
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of securities payable by the government, owned agxigo and redeemable on the same date of placeamethie
securities being auctioned.

Central bank involvement in therest of the economy

Article 63 of the LBM regulates central bank equitwnership. Banxico is forbidden to provide guaees, to
purchase or lease real estate not required to nperits functions (except under specific circumses)c or to
purchase ownership interests in the capital of @@tons, excluding those companies providing tguired or
appropriate services for the performance of cebtak functions.

Article 46 (sec. XIl) establishes that -- subjexthe guidelines set out in Article 134 of the ddnson -- Banxico’s
Board of Governors is empowered to issue rulesrdaog to which the central bank must contract tbguésition or
sale of movable property, the leasing of all typegoods, the execution of real estate projectd,the procurement
of all types of services. These operations mustfferted through public bidding, excluding the ysmns set out
in Article 57. Banxico’s rules on procurement aneailable on its website. Information on all procurement
contracts signed during each fiscal year, including name of the supplier and the amounts involedlso
publicly available'?

Central bank profit allocation

Banxico is a non-profit institution and, as estsiidid in Article 55 of the LBM, it must transfer tioe federal
government the full amount of its operating surplafer having made provision for the reservesfegh in the
LBM, and having made sure that reserves resultiogn fthe revaluation of assets are not reducedfit Ritmcation
takes place no later than April of the financiahiéollowing that to which the surplus corresporais) the amounts
are included in the annual balance sheet.

Agency roles performed by the central bank on behalf of the gover nment

Detailed regulations provide for Banxico’s rolefesgal agent for the government. Article 10 of tBM sets out
that only the central bank may act as the fedesaemqment’'s agent in issuing, placing, purchasing aelling
government domestic debt securities and, in genieralervicing government debt. Banxico is alsspmnsible for
managing international reserves (LBM, Articles 13;2acting as depository institution and issuingrdgor-
sovereign debt on behalf of the government.

The central bank holds the current account of tkdeFal Treasury, and it may charge the accountowith
authorisation of the Federal Treasurer in orderoteer the federal government’'s domestic debt servido cheques
or any other documents payable to third parties beagirawn on this accoutt.
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2. OPEN PROCESS FOR FORMULATING AND REPORTING MONETARY PoLICY DECISIONS

eeee Compliance in progress

The framework, instruments and tar gets of monetary policy

Banxico’s framework to pursue its monetary policgjestives and the instruments used to achieve thesn
explained in legislation, in its mission statemeand written reports to the legislature, as welinaiss press releases.
All are available on the Banxico website.

Framework and monetary targets

The practices governing monetary policy and theraébank’s inflation-targeting framework are pu}i disclosed
and explained in the LBM, research publications, gnarterlyinflation Reportand theAnnual Report Procedures
that are applicable to specific monetary intervamgi are published in daily press briefings and dmdpn the
Annual Report Banxico’s monetary policy instruments and these are presented in the ‘Implementation of
Monetary Policy through the Zero-Average ReservguRement System’ section.

Specific details on how the new Daily Balances Regi(implemented in April 2003) operates under theoz
average requirement framework are available onaélesite (in Spanish only), including a comparatvatement
with respect to the previous Accumulated Balancegife The report explains how monetary policy was
implemented through theorto mechanism -- which is the amount of money thatx®anprovided daily to the
financial system at twice the equilibrium inter-kanterest rate -- in order to pursue the chiefeatye of stability

of the peso’s purchasing power via inflation taimggt While Banxico has formally stated that it wai retain the
corto as a possible tool to implement monetary polityhds not changed the rate for more than a yearisand
currently recommending a floor on the overnightieg rate. A reference rate as such is not setthHeutentral bank
indirectly communicates to the market its prefeeanabout overnight ratés.

The permanent, long-term target is 3% within a fohisus 1% band as measured by the consumer priExin
(INPC). Supply-side shocks in 2004, stemming fithin sustained increase in oil prices and otherosed®ffects,
had caused the monthly inflation figure to inchabd% year-on-year. Since then, the central baskdnadually
introduced a number of fine-tuning changes to thg monetary policy decisions are adopted and corivated to
the public. Although commentators agreed thateletsanges were effective in steering inflation bimkards the
target in 2005, some also judged that the ad hpooagh to introducing those changes had generateertainty in
financial markets.

There have been discussions about the suitabilityaging the inflation target measured by the INRGtead of
targeting core inflation® Banxico officials have stated that the INPC pdes a much better description of people’s
living costs, and therefore the target should s=dan general inflation. Further, this framewaltlws Banxico to
monitor all administered prices, detect any undegyprice distortions they might produce, and discwith the
SHCP the potential impact on inflation of futureanhes in administered prices. In any case, Barad&m measures
and examines core inflation to gauge the strenfjimp demand-side pressures within the INPC.

The Board of Governors has been discussing thelpldgsof making available the central bank’s meudi-term
inflation forecasts, so that changes to the mopepaticy stance can be more effective in contrgllimflation.
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Banxico officials have been evaluating what thet ggtions would be in terms of the amount of infation
provided and data layotft.

Monetary instruments

Under Article 7 of the LBM and Article 28 of the rstitution, Banxico has the authority to use severanetary
instruments to meet its objectives. In relatiorthcorto mechanism, the central bank is entitled to graedic and

receive bank deposits from commercial credit instins in order to regulate the amount of curreimcgirculation.

Banxico is also entitled to offset any increaséhij amount of currency in circulation or in its demand liabilities
resulting from acquisitions of foreign currency jpacing or, if necessary, issuing securities paydiyl the federal
government under the terms established in Arti@l¢skc. 1V) of the LBM.

Since early 2004, there have been extensive diseisssver the effectiveness of therto to subdue inflationary
pressures. As an instrument, it is clear thatrgiy® marginal amount of money that tteato represents relative to
the broad money supply, the mechanism’s poweritiegthe signal that its change sends to the findmerkets,
rather than in its impact on liquidity (and thusogkterm interest rates). As a result, there hbgen several
instances when the level of short-term interestsraet by commercial banks went against Banxicolisystance?

In order to correct this, the central bank hasrimfglly moved away from theorto over the past year. Its current
practice of recommending a floor on the overnigiteriest rate is expected to be the main Banxicoument until
further notice. According to some commentators, ket are very comfortable with this instrument, dmere have
been no recent calls in the press for a formalregfee rate. Since the central bank cannot be furet éhe end of
the disinflationary process, it has decided to faliynretain thecorto, in order to be able to intervene at any time to
change future inflation expectatioffs.

The monetary policy-making body

The Board of Governors is responsible for assesstiogomic developments and ensuring that Banxib@eaes its
monetary objectives. Article 38 of the LBM addeesshe board’s composition, structure and functievisch, in
compliance with the Federal Law on Transparency Aadess to Public Information (LFTAI), are availabbn
Banxico’s websité!

Monetary board

Articles 38-47 of the LBM provide clear guidelineger the appointment requirements and proceduregetms of
the governor and the Board of Governors, their pewaad responsibilities, and conditions for removethe board is
made up of five members: the governor (with ays&+ term) and four deputy governors (with an eigfdr term
each). All members may be appointed for more thanterm.

Article 40 establishes that the term of the govemast start on 1 January of the fourth year ofptesidential term.
The terms of the deputy governors are staggerdtl, avie starting every other year on 1 January effitist, third
and fifth years of the executive’'s term. This naubm, in practice, aims at minimising the riskhafiing conflicts
of interest during the political cycle, since tlemire of board members does not coincide with theigential and
legislative terms. Nevertheless, the reappointrpeotess of Governor Guillermo Ortiz in 2003 wasgta up in
the political dispute between the ruling party apgosition in Congress.

All board members are barred from participatingreggresentatives of the central bank, in the diviof political
parties. Article 43 of the LBM and Article 28 dii@ constitution establish the precise cases untihwboard
members can be removed.
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Advance meeting schedule

The Board of Governors holds fortnightly schedufedetings and, in compliance with the requiremeifitshe
LFTAI, its decisions on monetary policy are madaikable according to a pre-established schetfule.

In addition, the board meets daily to assess thexieur of domestic and foreign financial marketsd decides if a
change in broad money supply is needed. Decisivesliquidity intervention are posted daily on thebsite??

Public statements on monetary policy

Monetary policy decisions are released and explainemediately by announcements to the press andhen
Banxico website, and then compiled in the MonetRolicy Bulletin and theAnnual Report Press releases
announcing monetary policy decisions are incredgimpre detailed in their description of inflati@xpectations,
and recent reports have included an inflationangea The Monetary Policy Programme (published inuday)
explains the targets and how the instruments vgérate in order to meet those targets. Neverthetasnetary
transparency -- both in terms of overall availapilof information and as a way to enhance the indial
accountability of the members of the Board of Gaees -- would be enhanced if the minutes and votewprds
from board meetings were made publicly availabkenef published with a significant time 189.

Given Banxico’s inflation-targeting framework, atidnal information is provided to improve the quliof
information available and help the market readddetral bank’s monetary policy signals correctlyhis includes
the quarterly Inflation Reports and the Annual Mwamg Policy Implementation Report, which includes a
explanation of how the INPC and the producer pimex (INPP) are compiled, along with the relevamde
measuring core inflatiof?.

According to some commentators, the structure ofitteés economy -- which is currently transitionifrgm high to
low inflation -- creates uncertainty about the dioédnts used by the economic models describingréuinflation.
This does not allow for the publication of reliabiglation forecast$® However, Banxico has been increasingly
forthcoming about its inflation projections. The Fvhas suggested regularly publishing formal forescas multiple
horizons or a model of how it views the inflatiorpess’’

Periodic publications

In compliance with the LFTAI, Banxico incorporatschanges in monetary policy in periodic publioas, that are
released according to the calendar of announcerpested on its website. These publications incthéeMonetary
Policy Announcements (fortnightly), the Press Redsaon Monetary Policy (monthly) and the InflatiBeports
(quarterly). TheAnnual Reportcompiles most of this information. The centrahlbalso posts on its website a
broad range of financial and monetary indicatorgl & also carries out a survey of inflation expdicins among
research institutions and independent exgrts.

Public hearings

Banxico officials hold consultations with the exgwee, legislature and various governmental and gievsector
committees that supervise and help regulate thenéilal, securities, and banking sectors. Howegetegal
framework for receiving and incorporating publicnsaltation on technical changes in the operatiomohetary
policy does not exist
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Regulations on data reporting by financial institutionsto the central bank

Article 36 of the LBM stipulates clear regulatiorm data reporting for financial institutions. Ficgal
intermediaries must provide Banxico with the infation the latter may request on their operatiossyell as the
data necessary to evaluate their financial sitnadiod, in general, all information required by Biaoxo adequately
perform its functions.

Article 37 establishes that Banxico can suspendradlome of its operations with those financiatimediaries that
breach the LBM. Legislation and data reportingutations for commercial banks, equity and foreigmrency
brokers, credit bureaus and other financial inttihs are available on the Banxico website (in Sgaanly)*
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3. PUBLIC AVAILABILITY OF INFORMATION ON MONETARY PoLIcy

eocee Full compliance

Release of central bank data

The central bank is responsible for compiling amss@&minating monetary, balance of payments, consame
producer price indices. It also disseminates médion and macroeconomic statistics compiled brogtatistics-
producing agencies, such as the SHCP, the Natigtaistics Institute (INEGI), and the National Barmk and
Securities Commission (CNBV). The statistics aegutarly updated and most are available in Engéshl
Spanish**

Since Banxico implements monetary policy to achipriee stability, and this objective is measuredabyariable
(the INPC) that the central bank itself is in cleaod compiling, there are several checks in placerder to fend off
any conflicts of interest. Notably, the methodgldgr compiling the INPC was awarded the qualitytifieation
ISO-9002 in December 2000 and the 1ISO-9001 in M2313* The INPP was awarded the quality certificatio®S
9001 in January 200%.

Banxico observes the IMF Special Data DisseminaBtandard (SDDS) requirements in all categorieiwithe

scope of the central bank’s responsibilities. Omdodicity and timeliness exceed the requiremauitis respect to
the analytical accounts of the central bank andritational reserves. Timeliness requirements e exceeded
with respect to the consumer and producer pricécésg the balance of payments (including the irstéonal

investment position) and the trade balance.

Advance release calendars are published in hardoopyanxico’s website and on the IMF’'s Disseminatio
Standards Bulletin Board, and they are updatedethmenths in advance of data release. Data aremdisated
simultaneously to all interested parties on thesiteb

The central bank balance sheet

In compliance with Article 40 of thénternal Regulations of the Bank of Mexi(RIBM)**, the General Annual
Balanceis published five working days after the Board G@évernors acknowledges receipt from the external
independent auditdP. Monthly consolidated balance statements are sett20 working days after the end of the
relevant month. In addition, Banxico publishes kiggreliminary information on its balance sheet,established
by Article 41 of the RIBM.

Article 38 of the RIBM specifies the items that mbe included in all balance sheet reports anchéinrhonthly
statements. Banxico is obliged to publish the ysat financial balance sheet and a consolidategnsent of
accounts for the last day of every month. Accauntstandards, emergency lending and disclosurereign
exchange assets are made available in the balagetssand in thAnnual Report

Lender of last resort

Article 28 of the constitution establishes thatauthority can oblige the central bank to grant itrekus protecting
Banxico’s autonomy with regard to this type of ggiem. Article 3 of the LBM establishes that Barxximay, under
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the terms of Articles 15 and 16, operate as lenéléast resort for credit institutions. Banxicoasthorised to grant
credit to commercial banking institutions in order prevent disruptions in the payment systems. géneral,
financing granted to any credit institution shoilld guaranteed by deposits of money and securtigsthese
institutions have at Banxico. The amounts and seoh credit to financial institutions are disclosed press
bulletins, so long as the Board of Governors carsithat this information will not jeopardise firéad stability.

Public information services

Banxico maintains comprehensive public informatgamvices. These include periodic publications ttistical
tables and time-series data, statements on monptdigy, annual reports, research reports, speeahdsother
presentations that are available in electronic fdrnBanxico’s website also includes a sectionrefdiently asked
questions and, if an answer is not found, an @agtrinquiry form addressed directly to one of tleputy governors
is available’® There are comprehensive services with accessighrthe library, which also compiles external
research documents and other publications reldgwahe Mexican econont/.
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4, ACCOUNTABILITY AND ASSURANCESOF INTEGRITY BY THE CENTRAL BANK

g Compliance in progress

Accountability before a designated public authority

Central bank officials attend regular supervisamyg segulatory board meetings. Reporting requirdmérticle 51

of the LBM) to both the executive and the legislatensure statutory accountability. In additiontidde 52 of the
LBM specifies that either of the two chambers im@mss (Deputies or Senate) may summon the goviymeport

on the central bank’s policies and activities. @ithe prudent implementation of monetary policpast years, it is
not customary for board members to be routineljedaby Congress to discuss specific issues relatedonetary
policy. On the other hand, the governor is sumrddneCongress to provide a presentation on brotagées, such
as the president’s annual budget draft and the dticrglobal economic prospedcts.

Since Banxico also has the objective of promothmg gound development of the financial system astefing the
proper functioning of the payment systems, the sigbt powers regarding the payments system werstauiially
enhanced through the Law on Payments Systems d?.30Nevertheless, for accountability purposes, some
commentators highlighted that Banxico should prewvitbre information on its tasks as a supervisognag and on
developments conducive to enhancing the performahdhe payments system. The governor has recetdled
that, in order to ensure market confidence, Banxieeds to improve financial market transparency r@helase
additional information on the use of the paymerdtems. For example, information on commissionsA@iv
withdrawals, or on commissions and rates for magaolicy must now be fully discloséd.

Financial statement

Audited financial statement

In compliance with the LFTAI, the audited financistatements for monthly and annual balances ardichub
available on Banxico’s website. Both reports falla pre-announced release schedule as set ou¢ Bt and the
RIBM. There are three distinct audit levels: tntd Comptroller, an external firm, and the Fedénadit Office.

External and internal audit

Article 50 of the LBM authorises the secretaryioffice to request from an accountants’ collegiegamisation the
names of three highly regarded accounting firm@nfwhich the secretary -- with the agreement ofGhamber of
Deputies’ Finance Accounting Vigilance Commissierdesignates and hires an external auditor on belidhe
central bank! In addition, the Federal Audit Office (ASF, anteapmous, auxiliary body to the Chamber of
Deputies) carries out independent audits as paitsafupervision capacities over the federal exeeusrancH?
Most reports acknowledge that accounting practiodlew those prescribed by the Mexican Institute Radblic
Accountants, but suggest that providing a moredihgh treatment of the underlying accounting prastivould
facilitate the reading and interpretation of Bawsscbalance sheets. The president and Congresseasive audit
reports on the execution of Banxico’s expenditureé physical investment budget from the externaitaud

Internal governance and audit procedures are dkfinérticle 30 of the RIBM, which stipulates thidie Internal
Comptroller must ensure compliance with the relé¢Megislation. The Internal Comptroller also rees and
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resolves non-conformities related to suppliers,tremts and procurement, as well as spearheadingmisdtion
programmes and administrative development. Thet aegort (updated quarterly) is available on Baoss
website.

Conduct of officials

Standards for personal conduct of all central bamiployees, and additional requirements for senifficials, are
outlined in Article 61 of the LBM. The Board of @rnors and all personnel must adhere to the Fe@évd
Servants’ Responsibility Act and guidelines esttdd in the LFTAI. Board members, officials holgliposts of
deputy manager or above, and the personnel indiéatihe RIBM must submit reports on the value anchber of
personal assets and property to the Internal Caftgatis Department. Article 43 of the LBM establés the precise
cases under which board members can be removed.
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INTERVIEWS

Representatives @xford Analyticainterviewed the following individuals during a itiso Mexico between 23 and
27 October 2006:

Central Bank of Mexico (Banxico)

25 October 2006

Alberto Torres Garcia Director of MacroeconomicaPfsis
Ana Maria Aguilar Argaez Senior Economist and Mgeraof Monetary Research

Ministry of Finance and Public Credit (SHCP)

27 October 2006

Marco Alberto Oviedo Cruz Director Public Policyultes
José Antonio Gonzalez Anaya Director General afifasces and Securities

ADDITIONAL INTERVIEWS

23 October 2006

Mauricio Basila Lago Vice President Stock Mar&epervision
Comision Nacional Bancaria y de Valores (GNB

24 October 2006
Joost Draaisma Senior Economist World Bank

25 October 2006

Ricardo Sierra Deputy Director Centro de Estadie las Finanzas Publicas (CEFP)
Chamber of Deputies, Congress

Adriana Beltran Director of Technical CentroE&udios de las Finanzas Publicas (CEFP)
Support Chamber of Deputies, Congress

26 October 2006

Laura Sour Vargas Professor Centro de InvestigagiDocencia Econdmicas
CIDE)

Mario Rodarte Director General Centro de Estsidioonémicos del Sector Privado
(CEESP-CCE)

Francisco Lelo de Larrea Deputy Director of CemtecEstudios Econdmicos del Sector Privado

Economic Investigation (CEESP-CCE)
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27 October 2006

Alejandro Ortiz Project Manager Fundar CentrcAdélisis e Investigacion
David Davila Estefan Researcher Fundar CentrArddisis e Investigacion
Seguimiento Ciudadano
al poder Legislativo
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NOTES

! The Law of the Bank of Mexico (in English) is aledile on Banxico’s website at:
www.banxico.org.mx/tipo/disposiciones/marconormatieyBM/TextoVigente.html

Z www.banxico.org.mx/publicaciones/JSP/b_progpolitioaetaria.jsp

% www.banxico.org.mx/publicaciones/JSP/informeAnsal.

* Interviews in Mexico, 3-6 October 2005. Skkcanismo para reducir el ritmo de acumulacién eéservas
internacionaleqin Spanish only) at:
www.banxico.org.mx/portalesEspecializados/tiposCarfdiactico/mecanismo_red_acum_reservas.html

> The daily dollar auctions for November 2006 — Jag2007 are explained in:
www.banxico.org.mx/publicadorFileDownload/downlodd@umentld={13CCD36F-966B-1D17-8F60-
C2135FC65877}

® Interviews in Mexico, 22-25 November 2004 and @dober 2005.

" Interviews in Mexico, 3-6 October 2005.

® Interviews in Mexico, 23-27 October 2006.

? Interviews in Mexico, 23-27 October 2006.

10 See, for exampleédnnual Report2005, p. 86.

' Normas del Banco de México en materia de contratas(in Spanish only):
www.banxico.org.mx/tipo/disposiciones/marconormafitrasdisposiciones/DispMateriaContrataciones.html

12 seeContrataciones iniciadas durante el 2006 Spanish only) at:
www.banxico.org.mx/footer/leyTransparencia/conttaiaes/Contrataciones_ BM_2006.html

131 BM, Article 12.

14 Conduccion de la Politica Monetaria -- Régimen dklSs Diarios(in Spanish only):
www.banxico.org.mx/sistemasdepago/inforgeneral/isionLiquidezSdeP/segundoNivel/saldos_diarios.pdf

5 Interviews in Mexico, 23-27 October 2006.

16 Core inflation excludes government-administeredgsrand wares that are subject to excessive salasmatility,
thus giving an index of prices that the centralkaould truly influence with monetary policy.

" Interviews in Mexico, 22-25 November 2004 and @dober 2005.

18 Interviews in Mexico, 3-6 October 2005. In pautar, the central bank wants to ensure that firermmarkets (and
the public in general) can adequately interpretasalthe information provided by the inflation foasts. Therefore,
it is imperative that the forecasts are recognéethformation that is conditional on the underyassumptions, and
so are likely to change according to future adjastts to the policy stance and unforeseen extehoaks.

9 Interviews in Mexico, 22-25 November 2004 and @dober 2005.

2 Interviews in Mexico, 23-27 October 2006.

I See information in compliance with the Federal Lam Transparency and Access to Public Information (
Spanish only), including the board’s compositiord aalaries, and the administrative departmentsiciire and
functions atwww.banxico.org.mx/footer/leyTransparencia/LeyT marencia.htm

22 Calendar of Monetary Policy Announcements, MoneRwlicy Press Releases and Inflation Report ir6200
www.banxico.org.mx/sitioingles/polmoneinflacionfigfeneral/calendarioingles.html

2 |Intervencién en el Mercado de Dinefia Spanish only):
http://www.banxico.org.mx/Sielnternet/consultar@i@riolnternetAction.do?accion=consultarCuadro&id@wo=C
F100&locale=es

* Interviews in Mexico, 23-27 October 2006.

%5 Quarterly Inflation Reports:

www.banxico.org.mx/publicaciones/JSP/b_informelciftan.jsp

%8 Interviews in Mexico, 23-27 October 2006.

2T “Mexico: 2006 Article IV Consultation — Staff RepipStaff Statement; Public Information Notice dwe t
Executive Board Discussion,” 2006, p. 20.

28 www.banxico.org.mx/siteBanxicolNGLES/eInfoFinaneiéffSinfoFinanciera.html

9 Interviews in Mexico, 23-27 October 2006.

30 www.banxico.org.mx/polmoneinflacion/disposiciortispDirigidasinstitucionesCredito/index.html

%1 See Mexico’s Data in the IMF’s Dissemination Stamis Bulletin Board at:
www.banxico.org.mx/siteBanxicoINGLES/elnfoFinaneiénfcarteleraelectronica/imf.html

%2 SeeGuias de indices de precios -- INFI@ Spanish only) atwww.banxico.org.mx/inpc

% SeeGuias de indices de precios -- INFIR Spanish only) atwww.banxico.org.mx/inpp
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% Reglamento Interiofin Spanish only):
www.banxico.org.mx/tipo/disposiciones/marconormatiReglamentolnterior/reglamentolnterior.htmi

% TheGeneral Annual Balance for Fiscal Year 2085%vailable at:
www.banxico.org.mx/publicadorFileDownload/downlodd@umentld=%7B2BF15DF8-DAA4-837C-3A74-
FEEB10F4A9D0%7D

% \www.banxico.org.mx/tipo/servicios/infogeneral/biftca/fag.htm

37 \www.banxico.org.mx/tipo/servicios/infogeneral/bifttca/index.html

% See, for example, the presentation by Dr Guillefntiz to the Chamber of Deputies, March 2006 at:
www.banxico.org.mx/publicadorFileDownload/downlodd@umentld={8CE4A6C7-9C7F-5084-D80A-
B6DBBCF14C48

%9 See “Ley de Sistemas de Pagos” (in Spanish otily) a
www.banxico.org.mx/tipo/Legislaciondelnteres/bardmsarr/ley_sistemas_pagos.htm

% Interviews in Mexico, 23-27 October 2006. Comnaémis agree that the information provided by thetreé
bank, in particular about the fees and commissibas financial institutions charge for providingngees, has
helped foster competition and improve the valuecf@stomers.

“1 External Audit for Fiscal Year 2004 -- AuditorsPKIG Cardenas Dosal, S. C. (in Spanish only):
www.banxico.org.mx/footer/leyTransparencia/audésféxterno/2004/Informe%20Presupuesto%202004.pdf
“2 Auditorfa Superior de la Federacigaudit reports (in Spanish only):
www.banxico.org.mx/footer/leyTransparencia/audésfiederacion/AudSupFederacion.html
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