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Slow Growth and a Weak Peso

INEGI estimates that real GDP In the third quarter of 2014 was 2.15 percent higher than it was
during the corresponding period from the previous year. While this pace of growth is slightly
above the rates registered in most recent quarters, it is still below expectations. In light of this,
the consensus real GDP growth forecast for 2014 has been revised downward to 2.0 percent.

Seven of the nine panelists project that private consumption will act as a drag on GDP in 2014.
On average, panelists forecast just 1.8 percent growth for that variable. By contrast, most
panelists project that government consumption will grow faster than overall GDP. That is
primarily due to ongoing efforts to stimulate the economy. The consensus forecast calls for 3.7
percent growth in government consumption.

Lackluster growth is projected for total investment this year. The estimated increase of 1.9
percent reflects a downward revision since last quarter. The weakness of the construction
sector in the first half of the year contributes to sluggish annual investment growth projections.

Exports are predicted to grow by 4.1 percent in 2014. Increased demand from Mexico’s main
trading partner, the United States, will help cushion the effects of a recent sharp drop in oil
prices on the value of total exports. Imports are predicted to rise by an estimated 4.2 percent.

Inflation has largely remained in check in 2014, but recent peso declines may lead to somewhat
higher consumer prices. Inflation is projected at 4 percent, which lies at the upper end of the
target range set by the Bank of Mexico. The yield on 28-day CETES is projected at 3.1 percent.
The lethargic state of the economy contributes to this low rate of return.

All panelists have revised their estimates of the 2014 annual average exchange rate upwards
since last quarter. The forecast now stands at 13.74 pesos per dollar. Falling oil prices and the
prospect of higher interest rates in the United States likely contribute to the peso depreciation.

While energy sector reforms and improvements in manufacturing and construction activity
seem to bode well for Mexico’s economic performance in 2015, the horizon is clouded by
turbulence in world energy markets and domestic political uncertainties. GDP is forecast to
grow by 2.9 percent while private consumption is projected to rise 2.7 percent next year. If oil
prices continue to falter, that will eventually put a heavy strain on the government budget. The
consensus forecast of government consumption growth in 2015 has been revised downward to
3.5 percent. Total investment is expected to grow by 3.3 percent next year.

With various downside risks emerging on the global economic horizon, forecasted growth in
trade for 2015 has been revised downward since last quarter. The consensus forecast now calls
for 4.0 percent growth in exports and a 4.5 percent increase in imports. An inflation rate of 3.7

percent is predicted for next year. In spite of the tighter monetary policy conditions expected to prevail in the United States in 2015,
the peso is projected to essentially hold steady in nominal terms next year. That is partly because the predicted yield on 28-day
CETES for 2015 increases by 40 basis points to 3.5 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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4.95%

2,696.8
5.99%

2,544.4
8.69%

2,341.0
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*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 Period = December 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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