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Nervous Optimism

As the inauguration of President-Elect Andrés Manuel Lopez Obrador (AMLO) nears, concerns
related to potential political business cycle upheavals are subsiding. That development is
reflected in the consensus outlook for overall macroeconomic conditions. Predicted real GDP
growth for 2018 is 2.1 percent.

Private consumption accounts for much of the 2018 GDP growth forecast. The consensus
prediction for this variable is 2.8 percent. The consensus forecast calls for a 2.7 percent increase
in that variable. Factors contributing to private consumption gains include strengthened
consumer confidence and a robust labor market.

Government consumption is projected to increase by 1.8 percent this year. That is slightly lower
than the overall aggregate rate of change for the economy as a whole, but is higher than what
the panel predicts for total investment. Government tax revenues have exhibited more strength
than anticipated through most of 2018 to date.

Rising interest rates and the threat of a trade war with the United States were prime factors
behind a 1.5 percent decline in total investment in 2017. Although interest rates continue to
increase, trade relations with the United States have improved and manufactured good exports
have risen at double-digit rates this year. That combination has led the panelists to raise the
projected rate of expansion for total investment by 80 basis points to 1.2 percent.

Given the above, it not surprising that forecasts for both exports and imports have increased this
quarter. The projected increase in imports likely reflects several factors. Prime among them,
greater purchases of capital goods equipment for the manufacturing sector. Greater volumes of
manufactured exports, of course, require larger amounts of intermediate good components from
abroad.

Tighter monetary policy has helped reduce inflationary pressures in 2018. All of the panelists
forecast that inflation in 2018 will be noticeably below the 6.0 percent rate observed last year.
The consensus CPI forecast for this year is 4.9 percent.

The 2018 consensus exchange rate forecast dropped by 40 basis points to 19.1 pesos per dollar
this quarter. Nearly all of the panelists predict that dollar has already peaked, at least in nominal
terms for 2018. 28-day Treasury Certificates (CETES) are also predicted to have peaked and the
annual average rate for 2018 is now predicted at.7.5 percent.

Real GDP is forecast to improve to 2.4 percent in 2019. Private consumption is expected to leading the charge, but two panelists
anticipate that government consumption will increase at an even faster clip next year. Projected rates of change for total investment
range from negative 2.4 percent all the way up to positive 3.7 percent. Inflation is expected to subside in 2019, although one
projection calls for prices to accelerate back ti the 6 percent rate notched in 2017. In spite of all of the uncertainty, the 28-day CETES
rate and the exchange rate both drop in nominal terms in 2019 according to the consensus forecasts for each of those variables.

Thomas M. Fullerton, Jr. and Esmeralda P. Muiiiz
University of Texas at El Paso Border Region Modeling Project
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