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Mexican Monetary Policy: Between a Rock and a Hard Place 
The Mex can central bank faces one of the toughest env ronments to conduct monetary pol cy as 

 nflat onary pressures, wh le abat ng, cont nue to rema n above the  nst tut on’s target of 3.0% +/- 1.0%, 

even though the economy  s suffer ng the worst contract on s nce the Great Depress on of the 1930s.  In 

fact, as the world economy entered one of the worst per ods s nce the Great Depress on,  nflat onary 

pressures were st ll bu ld ng  n the Mex can economy as food and petroleum pr ces  ncreased unt l July of 

last year.  That sa d, the Mex can  nflat on rate went from 3.72%  n February of 2008 to 6.53% by the end 

of the year.   

Start ng  n January of 2009, when the rate of  nflat on began to trend downward, the central bank began  ts 

campa gn to lower  nterest rates.  However, the economy was already exper enc ng the worst recess on 

s nce the 1930s and l ttle could be done at that t me.  Th s does not mean that the fa lure to react back  n 

September of 2008, when the U.S. Federal Reserve started to lower the Federal Funds rate, would have 

made any d fference for the Mex can economy.  But  t’s clear that domest c  nflat onary concerns were at 

the top of the agenda for central bank off c als  n Mex co wh le not so much for central bankers  n the U.S.  

In fact, the d fferent react on of pr ces  n the U.S. and Mex co  s a clear  nd cat on that the rate of  nflat on 

 n Mex co  s much more res l ent than  ts U.S. counterpart.  By July of 2009, the rate of  nflat on  n Mex co 

was st ll h gh at 5.4%, wh le the rate  n the U.S. was -2.1%.  Consumer pr ces  n the U.S. were at 5.6%  n July 

of 2008.  Th s means that the 3.0%  nflat on target establ shed by the Mex can central bank may not be 

sens ble  n a country where structural  ssues prevent the rate of  nflat on from fall ng towards the target 

even dur ng strenuous econom c c rcumstances.   

Of course, for the central bank, chang ng the target for the rate of  nflat on  s a very d ff cult propos t on, 

s nce they’ll l kely face a ser ous  ssue w th the resett ng of  nflat onary expectat ons across the economy 

that could tr gger even h gher future  nflat on.  Thus, the Mex can central bank  s between a rock and a 

hard place, hav ng establ shed a target that  s, under normal c rcumstances,  mposs ble to ach eve wh le at 

the same t me try ng to conv nce econom c agents that the target  s feas ble.   

Hav ng a h gher target for  nflat on could have allowed the Mex can central bank to start lower ng  nterest 

rates before January of th s year.  Wh le  t  s clear that th s may not have been enough to prevent the 

collapse  n econom c act v ty that ensued,  t may have allowed domest c consumpt on to part ally f ll the 

consumpt on gap opened due to the collapse  n fore gn consumpt on.   

Th s latest cr s s shows the l m tat ons faced by monetary pol cy  n a h ghly open and global zed world when 

faced w th a collapse  n demand from your most  mportant trade partner.  Th s t me around, the Mex can 

cr s s was not tr ggered by domest c events, as was the case dur ng the Tequ la Cr s s of 1994-1995.  Dur ng 

that downturn, domest c consumpt on collapsed but fore gn consumpt on rema ned strong, prevent ng an 

even more ser ous cr s s.  Dur ng the current meltdown, fore gn demand collapsed and domest c demand 

d d not step up to the plate and save the day.   

Tak ng all of th s  nto cons derat on, the central bank of Mex co d d not have much of a cho ce.  

Furthermore, th s response shows the clear d fferences  n mandates between both  nst tut ons north and 

south of the border.  The Mex can central bank mandate  s almost s ngular  n nature, be ng entrusted w th 

keep ng  nflat on down. The U.S. Federal Reserve must make a value judgment between d fferent 

object ves such as pr ce stab l ty, full employment, econom c growth, and f nanc al stab l ty among others 

—Dr. E genio J. Alemán ,  Wells Fargo Bank 



    
   

 
  

 
                      

                   

                          

                   

 

                   

                   

                    

                   

     

                 

                     

                 

                      

                 

                  

                   

                    

                     

            

                    

                   

                   

       

                    

                      

                      

                 

      

                     

                  

                     

                  

                  

                

                  

                   

      

 

         

          

 
 
 
 
 

Mexico Consensus Economic Forecast 
3rd Quarter Summary 

The Trough Deepens 

As the th rd quarter of 2009 comes to a close, the Mex can economy rema ns severely battered. The latest INEGI data  nd cate that 

the second quarter of 2009 brought w th  t an annual GDP decrease,  n real terms, of nearly 10.3 percent. The current consensus 

outlook calls for the l ght at the end of the tunnel to appear  n 2010. In sp te of th s austere outlook, the f nanc al system  n Mex co 

has fared better than  t d d  n pr or recess ons and the economy seems po sed for growth once exports recover. 

The consensus outlook for real gross domest c product (GDP) calls for a not ceably sharp decl ne  n 2009 of 7.1 percent. Relat ve to 

the consensus from last quarter, that represents a sharp downward rev s on. Ind v dual panel st forecasts range from a drop of 6.5 

percent to a steeper decl ne of 8.2 percent. An  mportant source of the more pess m st c outlook  s pr vate consumpt on. Compared 

w th the prev ous quarter, Mex can consumers are expected to reduce purchases by 6.9 percent, more than double the rate of 

decl ne expected three months ago. 

F scal st mulus efforts  n Mex co w ll l kely cont nue  n response to a struggl ng nat onal economy. G ven th s, the consensus forecast 

calls for an  ncrease  n government consumpt on of 2.3 percent  n 2009, a project on that  s bas cally unchanged from last quarter. 

Conf dence  n Mex can bus ness performance w ll l kely rema n weak throughout the rema nder of the same twelve-month per od. 

As such, the panel st consensus expects total f xed  nvestment to decl ne even more sharply than was the case earl er th s year. The 

contract on  s now pred cted to exceed negat ve 11 percent, w th two panel sts call ng for decl nes of 15 percent or worse. 

The pace of U.S bus ness cycle recovery w ll not be rap d enough to prevent steep double-d g t decl nes  n manufactured product 

exports  n 2009. That comb nes w th the sharp fall  n petroleum pr ces to pull down total exports by a whopp ng 20 percentage 

po nts accord ng to the consensus. As other sectors of the Mex can economy cont nue to falter, Mex can  mports of goods and 

serv ces are also l kely to shr nk by more than 20 percent. The latter also reflects the loss of consumer purchas ng power that 

resulted from the deprec at on of the peso dur ng the second half of 2008. 

F ve of the n ne panel sts ant c pate consumer pr ce  ncreases of no less than 5.4 percent, wh le the rema nder expect pr ce  ncreases 

rang ng from 3.7 to 5.0 percent. That translates to a consensus rate of 5 percent  n 2009 and represents a more opt m st c f gure 

than what was ant c pated last quarter. Accompany ng that change  s a consensus exchange rate forecast of 13.39 pesos per dollar, 

also an  mprovement from three months ago. 

The panel does not ant c pate that h gher y elds w ll be requ red for currency market tranqu l ty. In fact, the consensus outlook calls 

for an 80 bas s po nt drop for 28-day Treasury Cert f cates (CETES) relat ve to the forecast from last quarter. The 5.5 percent rate of 

return currently expected for 28-day CETES  s not much h gher than the rate of change pred cted for the CPI, reflect ve of the 

mod f ed central bank pol cy stance d scussed above. That represents a sharp departure from recent years when  nflat onary 

pressures  n Mex co were more  ntense. 

Although the 2009 outlook has worsened, a much more sol d recovery  s now ant c pated for 2010. GDP  s forecast to d splay an 

 ncrease of 2.3 percent, outpac ng the moderate 1.3 percent cl p projected last quarter. Pr vate consumpt on  s also projected to 

recover  n 2010. A less not ceable  ncrease  n government spend ng, however,  s expected by the forecast panel. In th s econom c 

cl mate, enhanced bus ness cond t ons are projected to strengthen f xed  nvestment. As these trends unfold, Mex co’s  mports and 

exports w ll l kely accelerate, but there are w de rang ng d fferences among the  nd v dual forecasts for these  tems. In sp te of the 

accelerat on  n overall econom c act v ty, consumer pr ce  nflat on  s expected to cont nue to decelerate  n 2010 and fall to 3.9 

percent. Over the course of those twelve months, the panel sts further ant c pate stronger macroeconom c cond t ons to help the 

Mex can peso to hold steady at 13.38 P/$. The panel forecast of 5.2 percent for the 28-day CETES rate  n 2010 reflects ongo ng 

monetary pol cy accommodat on by the central bank. 

Thomas M. F llerton, Jr. and Angel L. Molina, Jr. 

University of Texas at El Paso Border Region Modeling Project 

http:thatchangeisaconsensusexchangerateforecastof13.39


            

         

  

 

 

 

 

 

   

 

  

 

 

 

  

            

          

           

            

               

          

          

          

          

          

             

                               

          

            

         

  

 

 

 

 

 

   

 

  

 

 

 

  

            

          

           

            

               

          

          

          

          

          

             

                               

 
 

 

 

 

 

 

 

 

 

 

2009 Mexico Consens s Economic Forecast Ann al Average 

Ann al Percent Change, 2009 from 2008 

Pr vate Government Total Consumer Exchange CETES 

GDP Consumpt on Consumpt on Investment Exports Imports Pr ce Index Rate 28 Day 

Amer can Chamber Mex co -7.4 -8.3 1.1 -11.7 -24.4 -26.4 4.2 13.57 5.4 

JPMorgan Chase Bank -6.5 n/a n/a -25.0 -20.0 -30.0 3.7 13.50 5.4 

BBVA Bancomer -8.2 -7.9 4.3 -9.7 -20.9 -19.1 5.4 13.50 5.3 

Wells Fargo Bank -7.2 -8.0 0.7 -10.3 -14.1 -14.6 5.4 13.55 5.4 

Center for Econom c Forecast ng of Mex co -7.2 -6.8 -0.5 -11.1 -14.8 -16.5 5.4 13.40 5.4 

UACJ -6.0 -4.0 -1.0 -3.7 -2.5 -2.0 5.0 13.35 5.8 

ITESM -7.0 -6.0 0.5 -8.0 -35.0 -25.0 4.5 13.00 5.2 

COLEF -7.2 -8.0 12.0 -15.0 -27.0 -28.0 6.1 13.00 5.5 

UAdeC -7.0 -6.0 1.5 -11.7 -22.0 -21.0 5.4 13.60 6.0 

Consensus -- th s quarter -7.1 -6.9 2.3 -11.8 -20.1 -20.3 5.0 13.39 5.5 

-- last quarter -4.8 -3.0 2.5 -6.4 -14.1 -11.9 5.6 13.63 6.3 

2010 Mexico Consens s Economic Forecast Ann al Average 

Ann al Percent Change, 2010 from 2009 

Pr vate Government Total Consumer Exchange CETES 

GDP Consumpt on Consumpt on Investment Exports Imports Pr ce Index Rate 28 Day 

Amer can Chamber Mex co 2.6 2.9 0.6 6.0 8.8 9.4 3.9 13.40 5.0 

JPMorgan Chase Bank 5.0 n/a n/a 18.0 17.0 -12.0 3.4 13.00 5.8 

BBVA Bancomer 2.3 1.0 2.3 4.4 11.5 8.9 3.8 13.00 4.2 

Wells Fargo Bank 2.2 2.5 2.3 1.1 2.7 2.3 3.8 13.10 4.5 

Center for Econom c Forecast ng of Mex co 3.0 3.2 2.5 6.5 4.5 5.5 3.6 12.75 4.5 

UACJ 2.5 2.0 1.5 2.0 3.0 4.0 4.0 13.00 5.0 

ITESM 2.0 2.0 6.0 4.0 10.0 15.0 4.0 13.20 5.0 

COLEF -0.8 1.0 0.0 -2.0 -1.0 -2.0 4.0 15.00 6.0 

UAdeC 1.5 1.3 -1.0 2.8 3.8 3.0 5.0 14.00 7.0 

Consensus -- th s quarter 2.3 2.0 1.8 4.8 6.7 3.8 3.9 13.38 5.2 

-- last quarter 1.6 1.3 1.6 4.8 4.4 4.2 4.6 13.60 6.3 



         

  

 

 

 

 

 

 

  

 

 

 

  

 

 

 

  

 

 

 

 

 

 

 

 

 

 

 

  

  

 

 

 

 

 

 

  

          

           

          

           

          

           

          

           

          

           

          

           

          

           

          

           

          

           

          

          

               

               

              

              

               

                

                

                 

               

                

 

 
 
 
 
 
 
 
 
 
 
 
 
 
 

Annual A erages 

Historical Data 

GDP 

(2003 

Pesos, 

b ll ons) 

Pr vate 

Consumpt on 

(2003 Pesos, 

b ll ons) 

Government 

Consumpt on 

(2003 Pesos, 

b ll ons) 

Total 

Investment 

(2003 Pesos, 

b ll ons) 

Exports 

(2003 

Pesos, 

b ll ons) 

Imports 

(2003 

Pesos, 

b ll ons) 

CPI 

June 

2002 = 

100 

Nom nal 

Exchange 

Rate 

Pesos/ 

Dollars 

CETES 

28 Day 

2008 8,928.6 6,220.0 930.5 2,050.6 2,710.2 3,057.6 129.2 11.14 7.68 

Percent Change 1.35% 1.54% 0.59% 4.94% 1.40% 4.29% 5.13% 1.92% 

2007 8,809.9 6,125.5 925.0 1,954.0 2,672.9 2,931.7 122.9 10.93 7.19 

Percent Change 3.33% 3.86% 2.14% 7.17% 5.66% 7.00% 3.97% 0.28% 

2006 8,526.0 5,897.8 905.6 1,823.3 2,529.7 2,740.0 118.2 10.90 7.19 

Percent Change 5.13% 5.68% 1.72% 9.78% 10.94% 12.57% 3.63% -0.16% 

2005 8,110.2 5,580.7 890.3 1,660.8 2,280.3 2,434.0 114.1 10.92 9.20 

Percent Change 3.21% 4.78% 2.44% 7.46% 6.75% 8.48% 3.99% -3.29% 

2004 7,857.7 5,326.0 869.1 1,545.5 2,136.1 2,243.8 109.7 11.29 6.82 

Percent Change 4.00% 5.62% -2.76% 8.01% 11.50% 10.74% 4.69% 4.63% 

2003 7,555.8 5,042.8 893.8 1,430.9 1,915.8 2,026.2 104.8 10.79 6.23 

Percent Change 1.35% 2.22% 0.80% 0.37% 2.70% 0.70% 4.55% 12.05% 

2002 7,455.0 4,933.1 886.7 1,425.6 1,865.5 2,012.2 100.2 9.63 7.09 

Percent Change 0.83% 1.59% -0.33% -0.64% 1.44% 1.46% 5.03% 3.10% 

2001 7,393.9 4,856.1 889.6 1,434.8 1,839.0 1,983.2 95.42 9.34 11.31 

Percent Change -0.16% 2.48% -1.98% -5.64% -3.60% -1.63% 6.36% -1.27% 

2000 7,405.5 4,738.7 907.6 1,520.5 1,907.6 2,016.1 89.71 9.46 15.24 

Percent Change 6.60% 8.18% 2.38% 11.36% 16.28% 21.47% 9.50% -1.05% 

1999 6,946.9 4,380.3 886.5 1,365.4 1,640.5 1,659.7 81.93 9.56 21.41 

Note: 2008 Data are prel m nary and subject to rev s on 

*GDP: Producto Interno Bruto, INEGI, 2003 Pesos 

*Pr vate Consumpt on: Consumo Pr vado, INEGI, 2003 Pesos 

*Government Consumpt on: Consumo de Gob erno, INEGI, 2003 Pesos 

*Total Investment: Formac ón Bruta de Cap tal F jo, INEGI, 2003 Pesos 

*Exports: Exportac ón de B enes y Serv c os, INEGI, 2003 Pesos 

*Imports: Importac ón de B enes y Serv c os, INEGI, 2003 Pesos 

*CPI, Banco de Méx co, Annual Average, Base = June 2002 

*Exchange Rate, Banco de Méx co, Peso-to-Dollar, Fecha de L qu dac ón, Annual Average 

*CETES 28 Days, Banco de Méx co, Annual Average 
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