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Unspectacular Prospects

Mexico’s real GDP grew by 2.55 percent in 2015. With economic slowdowns underway in key
developing countries, none of the consensus forecast panelists expect a dramatic acceleration
in Mexican economic activity in 2016. The average forecast calls for GDP growth of 2.3 percent.

While formal-sector employment appears to be growing at a steady pace, consumer confidence
remains relatively subdued. Panelist estimates of private consumption growth in 2016 range
from 1.8 to 3.1 percent. The consensus forecast is 2.4 percent.

A continuation of low oil prices and concerns about the size of fiscal deficits led the government
to substantially cut planned expenditures. Public spending will likely dampen economic activity
this year with government consumption expected to increase by just 1.3 percent.

Predicted investment spending for 2016 has been revised downward since last quarter. Uneven
performance in the construction and manufacturing sectors contribute to the downward
revision. Total investment is now expected to grow by 2.1 percent in real terms this year.

The consensus trade forecasts have also been revised downward. Increased risks of a global
economic slowdown reduce prospects for vigorous export growth. Exports are predicted to
increase by 3.9 percent and imports are forecast to rise by 4.0 percent.

After dropping below the central bank 3 percent target in 2015, inflation is expected to tick
upward slightly in 2016. Among other factors, continued weakness of the peso in currency
markets will exert upward pressure on prices. The consensus inflation forecast is 3.4 percent.

All panelists predict that the exchange rate will remain above 17 pesos per dollar, on average, in
2016. Conditions in global currency markets do not appear amenable to a substantial peso
appreciation this year. The consensus exchange rate forecast is 17.9 pesos per dollar.

The central bank increased interest rates in February to stem the vertiginous depreciation of the
peso. The consensus forecast for the yield on 28-day CETES is now 3.9 percent. That would
represent an increase of 90 basis points relative to the average yield recorded last year.

The outlook for 2017 is somewhat more favorable than that for the current year. GDP is
expected to grow by 2.6 percent, boosted by 2.7 percent growth in private consumption. On
average, panelists predict 1.8 percent growth in government consumption in 2017 and a 3.3
percent increase in investment. Exports and imports are each expected to rise by 5.4 percent.

Inflation is predicted to remain in check at 3.6 percent in 2017. Most panelists predict an
appreciation of the peso relative to 2016. The consensus forecast calls for an annual average

exchange rate of 17.58 pesos per dollar. Contributing to that, the interest rate on 28-day CETES is expected to rise to 4.3 percent.

Thomas M. Fullerton, Jr. and Adam G. Walke
University of Texas at El Paso Border Region Modeling Project
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