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Slow Improvements

In the 3™ quarter of 2015, Mexico’s real GDP was 2.6 percent higher than one year ago. This rate
of growth is somewhat better than what has been observed in most recent quarters. The forecast
for annual GDP growth in 2015 edged upward slightly to 2.3 percent this quarter.

Domestic consumer demand appears to be growing a bit faster in 2015 than in the previous two
years. None of the panelists expect growth in private consumption below 2.3 percent this year
and the average forecast is 2.6 percent. By contrast, public spending will likely represent a drag
on GDP growth this year in light of limited government revenues from oil. The consensus forecast
calls for a 2 percent increase in government consumption.

Growth in investment spending is likely to exceed the rates registered in 2013 and 2014. This
expectation is underpinned by solid growth in manufacturing and rising construction spending
for private-sector projects. Total investment is predicted to rise by 3.6 percent in 2015.

The consensus forecasts for Mexico’s foreign trade have been revised upward this quarter.
Growth in exports of some manufactured goods, aided by the low value of the peso, have partially
compensated for reductions in oil exports. Exports are now projected to grow by 4.4 percent this
year and imports are predicted to rise by 4.8 percent.

Inflation remains very low by historical standards. This is partially explained by relatively sluggish
economic growth and reforms promoting competition in the telecommunications sector. The
consensus inflation forecast for 2015 is 2.7 percent, which is below the central bank target rate.

The consensus forecast for the annual average exchange rate in 2015 is 16.23 pesos per dollar,
which would represent a 22 percent year-over-year peso depreciation. However, as mentioned
above, depreciation has not resulted in a substantial increase in inflation to date. Low inflation
and relatively slow economic growth have resulted in a continuation of low interest rates. The
yield on 28-day CETES is predicted to average just 3.1 percent this year.

The outlook for 2016 is largely similar to that for the current year. GDP growth is predicted to
rise by a modest 2.5 percent and private consumption by 2.6 percent. In light of expectations
that oil prices could remain relatively low in 2016, predicted growth in government consumption
has been revised downward to 1.3 percent.

Total investment continues to be a bright spot in the 2016 consensus forecast. This variable is
expected to increase by 4.5 percent. Growth prospects for foreign trade remain solid, though the
possibility of a continued slump in oil prices dims those prospects slightly. The consensus forecast
projects that exports will rise by 4.8 percent and imports by 5.6 percent.

The consensus forecast predicts that the peso will stabilize next year. The nominal exchange rate prediction for 2016 is 16.22 pesos
per dollar. Inflation is projected to accelerate to 3.1 percent. Finally, interest rates on 28-day CETES are predicted to rise to 3.6 percent
in response to anticipated higher rates in the United States.

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