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Grasping for Prosperity, Grappling with Uncertainty

Mexico’s real gross domestic product (GDP) increased by 2.5 percent in the second quarter of
2016 compared to one year earlier. This continues a multi-year trend of steady but modest
economic growth. On average, the panelists forecast 2.1 percent GDP growth for all of 2016.

Multiple global uncertainties, plus civil discontent at home, contribute to relatively subdued
consumer confidence. The consensus forecast calls for 2.3 percent growth in private
consumption in 2016, a notable decline from the 3.1 percent rate tallied in 2015.

Growth in public spending is expected to be negligible amid sagging oil revenues and concerns
over budget deficits. Most panelists revised their government consumption forecasts downward
this quarter. Only slight growth of 0.3 percent is projected for the year as a whole.

The consensus outlook for total investment growth has also been revised downward. The 2016
forecast now stands at 1 percent. Business investment is likely to be hampered by higher interest
rates while infrastructure investment is limited by constraints on public spending.

Slowdowns in key foreign economies and risks of greater protectionism abroad tarnish prospects
for trade. The consensus forecast for export growth (in constant peso terms) has been revised
downward to 2.4 percent. Imports are projected to increase by 2.3 percent.

Fairly stable inflation has been observed during the last 20 months. Most panelists still expect,
however, that inflation will accelerate later this year owing in part to peso depreciation. The
consensus forecast is for consumer prices to increase by 3.1 percent in 2016.

Currency markets have continued to be skittish in recent weeks. Low oil prices and increased
caution regarding emerging-market currencies on the part of investors contribute to ongoing
weakness for the peso. The consensus exchange rate forecast for 2016 now stands at 18.45 pesos
per dollar. In light of continuing efforts by Mexico’s central bank to halt the peso’s fall, interest
rates are predicted to rise. The consensus forecast now calls for the annual average yield on 28-
day CETES to increase to 4 percent for 2016.

The outlook for 2017 is moderately more encouraging. GDP and private consumption are
projected to rise by 2.3 and 2.5 percent, respectively. With efforts to reduce Mexico’s federal
budget deficits underway, government consumption is expected to increase by a meager 1.0
percent next year. Total investment, exports, and imports are all predicted to fare somewhat
better in 2017 than in 2016, growing by 2.3, 4.8 and 4.1 percent year-over-year, respectively.

The exchange rate is projected to increase slightly to 18.57 pesos per dollar. The low currency-
market value of the peso and potentially higher energy prices are factors that are likely to
contribute to a slight uptick in inflation, which is forecast to rise to 3.5 percent. Finally, interest

rates are projected to continue rising. The yield on 28-day CETES is forecast at 4.7 percent for 2017.

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
*Government Consumption: Consumo de Gobierno, INEGI, 2008 Pesos
*Total Investment: Formacion bruta de capital fijo, INEGI, 2008 Pesos

*Exports: Exportacion de bienes y servicios, INEGI, 2008 Pesos
*Imports: Importacion de bienes y servicios, INEGI, 2008 Pesos

*CPI, Banco de Mexico, Annual Average, Base = Dec 2010

*Exchange Rate, Banco de Mexico, Peso-to-dollar, Fecha de Liquidacion, Annual Average

*CETES 28 Days, Banco de Mexico, Annual Average
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