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Internal Momentum, External Risks

Real gross domestic product (GDP) grew by 2.6 percent during the first quarter. Most of the
panelists expect somewhat slower progress for the remainder of the year. The consensus
forecast calls for 2.3 percent GDP expansion for 2016 overall.

Expansion in domestic consumer demand is expected to buoy aggregate economic performance
this year. Restrained consumer good inflation, among other factors, has helped fuel retail activity.
On average, panelists project 2.7 percent growth in private consumption.

Reduced revenues from oil exports are likely to stunt public spending in 2016. Government
consumption is expected to grow by just 1.2 percent in real terms. Most of the panelists forecast
that government consumption will represent a drag on GDP growth this year.

Total investment is forecast to increase by 2.1 percent. Higher rates of investment were recorded
over the two previous years. Factors behind the predicted deceleration include uneven growth
in the manufacturing sector and constraints on infrastructure investment.

According to INEGI, Mexico’s exports grew faster in 2015 than in any of the previous four years
(in constant peso terms). The panelists predict that export growth will continue in 2016, though
at a slower pace. Attenuated global economic prospects contribute to that expectation. Exports
are forecast to increase by 4.3 percent and imports by 4.2 percent this year.

Exceptionally low rates of inflation have continued into the early months of the current year.
Inflation is predicted to pick up slightly during the remainder of the year as a weak peso gradually
translates into higher price levels. The consensus inflation forecast is 3.1 percent.

The nominal value of the peso has appreciated only slightly after plummeting to historic lows in
February of this year. Panelist forecasts suggest that a large-scale peso appreciation is unlikely
to occur this year. The average exchange rate forecast for 2016 is 18.06 pesos per dollar.

The consensus forecast of the average yield on 28-day CETES remains unchanged since last
quarter at 3.9 percent. The central bank raised interest rates in February. However, low rates of
inflation so far this year have reduced pressure on the bank to raise interest rates further.

In 2017, GDP is expected to increase by 2.5 percent, boosted by 2.9 percent growth in private
consumption. Government consumption is forecast to grow by only 1.4 percent. The consensus
forecast calls for total investment growth of 3.4 percent, well above the current year’s forecast.
Similarly, the rates of increase in exports and imports are projected to accelerate in 2017, to 5.7
and 5.5 percent, respectively.

Also in 2017, the rate of inflation is expected to rise slightly to 3.4 percent. This, combined with
somewhat stronger overall economic activity, is predicted to help push the yield on 28-day CETES
up to 4.5 percent. Higher interest rates in Mexico are likely to lead to some appreciation of the

peso. The consensus exchange rate forecast for next year is 17.93 pesos per dollar.

Thomas M. Fullerton, Jr. and Adam G. Walke
University of Texas at El Paso Border Region Modeling Project
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*GDP: Producto Interno Bruto, INEGI, 2008 Pesos

*Private Consumption: Consumo Privado, INEGI, 2008 Pesos
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*Total Investment: Formacion bruta de capital fijo, INEGI, 2008 Pesos
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