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Edging Forward

Overall economic weakness in Mexico continued in the 4™ quarter of 2013, with real GDP only
0.7 percent above the level attained during the last quarter of 2012. However, the consensus
forecast predicts that GDP growth will accelerate this year, driven by higher government
spending and an investment recovery. The consensus calls for 3.1 percent growth in real GDP.

Private consumption is expected to still grow at a moderate pace. Although recent tax increases
may dampen consumer demand, this effect is likely to be muted by factors such as formal-
sector job growth. Private consumption is predicted to grow by 3.1 percent in 2014.

Government consumption is expected to rise substantially in 2014. Higher tax revenues are
anticipated and the government is planning extra spending to counteract recent deceleration in
the economy. On average, panelists predict 3.8 percent growth in government consumption.

Investment spending declined in 2013, mainly as a result of a weak construction sector. With
interest rates remaining relatively low and new public infrastructure projects in store,
investment is expected to revive in 2014. The consensus forecast calls for 5 percent growth.

Improving economic conditions among several major trading partners buttress the consensus
forecast of 4.2 percent export growth. Import growth is expected to be even higher at 6.2
percent. The latter forecast represents a substantial upward revision since last quarter.

The average of panelist inflation forecasts is 4.1 percent. This is slightly above the Central Bank
of Mexico target range. While new taxes and peso depreciation are likely to nudge inflation
upward, potential inflationary pressures from other sources seem to be fairly limited.

The consensus exchange rate forecast is 13.14 pesos per dollar. This is higher than last year’s
average exchange rate. Some factors behind the moderate peso depreciation are the potential
for higher relative interest rates in a number of other countries and greater global risk aversion.

The predicted yield on 28-day CETES is 3.4 percent. This represents a downward revision since
last quarter and is below the forecasted rate of inflation. The central bank has indicated a
willingness to keep interest rates low given the relatively slow pace of recent economic growth.

Economic expansion is expected to accelerate slightly in 2015 with GDP and private
consumption rising by 3.6 and 3.5 percent, respectively. Government spending is projected to
grow by 4.4 percent, which is above the recent historical average. Estimated growth in total
investment is projected to increase to 5.7 percent.

A steady expansion of foreign trade is also expected in 2015, with projected growth of 4.5 in

exports and 5.5 percent in imports. The forecasted inflation rate is 3.7 percent and the exchange rate is predicted to remain steady
at 13.14 pesos per dollar. As economic conditions improve, interest rates are expected to rise and the return on 28-day CETES is
predicted to increase to 3.9 percent.

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
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*Total Investment: Formacidn bruta de capital fijo, INEGI, 2008 Pesos
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*CPI, Banco de México, Annual Average, Base = December 2010
*Exchange Rate, Banco de México, Pesos per Dollar, Fecha de Liquidacion, Annual Average
*CETES, 28 Days, Banco de México, Annual Average
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