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Aztec Economic Woes Continue

Initial estimates for the first quarter of 2009 indicate that the Mexican economy declined
by 8.2 percent from the same period in 2008. The leading economic indicator index of
INEGI, the national statistics institute, points to additional economic contraction in the
coming months. The Consensus Mexico survey results are in agreement with the INEGI
barometer.

Panelist projections for real gross domestic product point to a comparatively steep
decline. The current consensus forecast calls for a real GDP decrease for Mexico of -4.8
percent for the year as a whole. A broad spectrum of individual projections is reported for
private consumption. While one forecast calls for slight growth, other panelists anticipate
declines ranging from less than one percent to approximately six percent. The consensus
outlook is for Mexican consumers to reduce spending by 3.0 percent.

Economic stimulus outlays are expected to cause government consumption to increase in
2009 at a consensus rate of 2.5 percent. As business cycle conditions remain unstable in
2009, sharp declines in total fixed investment will likely be observed. The protracted U.S.
recession will continue to be a drag on Mexico’s export economy. Amidst this economic
climate, imports and exports are both expected to shrink at double digit rates by the
panelists.

There is little unanimity within panelist expectations for inflation. Consumer price
increases of 4.5 percent or less are predicted by two forecasters, while others expect
increases in excess of 6 percent. The consensus projection suggests that consumer prices
are likely to increase by more than 5.5 percent in 2009. In spite of the troubles facing
Mexico, the consensus outlook for the peso has improved this quarter with the annual
nominal peso per dollar exchange rate now at 13.63. The forecast for 28-day Treasury
Certificates (CETES) now predicts a 6.3 percent rate of return for all of 2009.

The current consensus forecast calls for the Mexican economy to recover only moderately
in 2010. GDP and private consumption are projected to exhibit increases of 1.6 percent
and 1.3 percent, respectively. Government spending is expected to grow more slowly in
2010 as counter cyclical spending is cut back. As global economic prospects improve, fixed
investment is expected to help lead the recovery in 2010. Not surprisingly, Mexico’s
import and export sectors are also projected to recover. Consumer price inflation is
projected to decline to 4.6 percent for 2010, in part due to stable import prices. That
outlook results from a stronger Mexican peso, which is expected to appreciate moderately
to 13.60 P/S. The panel expects monetary policy to continue to be relatively neutral as the
28-day CETES yield is forecast to remain at 6.3 percent in 2010.

Thomas M. Fullerton, Jr. and Angel L. Molina, Jr.
University of Texas at El Paso Border Region Modeling Project
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