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1. Summary 
The forecasts for world growth are lower than in the previous quarter. According to our estimates, world GDP 
grew by 3.4% in 2014, will do so by only 3.2% in 2015 and is set to rally to 3.5% next year, which is barely 
���	�������	���	���	����	!��	"�����	#��	���	!���	��$�	�����	���	&���	����	����'��	�����	
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simultaneous slowdown in GDP in the developed countries and in the emerging and developing economies 
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emerging markets, particularly in the case of commodity exporters and those countries most integrated into its 
production lines. The prospects of an improvement in world GDP from 2016 should hinge on greater growth 
among the developed countries as the excessive private sector debt levels are whittled down. Growth could in 
turn be boosted by structural reforms that increase productivity in these countries. 
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Turning to Mexico, we estimate that GDP will grow 2.2% in 2015 and 2.5% in 2016, having previously predicted 
2.5% and 2.7%. The revision to the scenario is as a result of the lack of improvement in industrial production 
in the United States in the past few months, the absence of public spending on infrastructure and a downward 
��������	��	����	������"+�	���
��	��������	���	���>	���$	��&?	��	���?�	#������$����	���	����	��	��
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nment spending in Mexico in 2016 imply that this will cease to be a driver of growth. In a bid to mitigate the re'
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projects.1 We view this mechanism as very positive, but to be at its most effective it will need considerable time 
to mature.

Figure 1
Annual GDP growth of Mexico and 
the United States 
(%)  

Figure 2
Implied probability of a 25bp federal funds rate hike 
in December according to the futures market and 
the  yield on the 10-year M-Bond  
(Probability and yield)
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1  See Box 1. Fibra E: a vehicle to promote investment in the energy sector and infrastructure.
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The surprise on the high side in recent months has come from the services sector (which includes trade). We 
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rage services sector growth was 3.2%, which contrasts with growth of a mere 1.0% for the industrial sector. 
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Round 1 has been completed. Despite this, the low oil price has been instrumental in both a lower level of 
contract awards being made than was previously estimated and a delay in investments in deep waters (those 
that tend to be the heaviest), which implies that the gains from the energy reform will take longer to materialise. 

In the medium term we estimate that the energy reform will still generate additional public investment and re'
venues, though at a rate below that previously expected, given the persistence of low world oil prices. Thus, as 
the oil price recovers, the additional investment that is projected in the energy sector (of some USD25bn a year 
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slack in the economy, the telecoms sector reform, the fading impact of the tax hike and a helpful performance 
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observable, which has been offset by decreases in the cost of certain services, mainly linked to the telecoms 
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to creep up as the economic conditions improve, assuming that the exchange rate will stay at a high level. We 
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As regards monetary policy, the statement by the central bank lends weight to a scenario of synchronisation 
of its target rate with the process of federal funds rate hikes in the United States, but both the high degree of 
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therefore think that Banxico will raise its benchmark rate to 3.25% and 3.50% by the end of 2015 and 2016 res'
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persistent strength in a situation where there is little appetite for risk worldwide leads us to predict that the peso 
exchange rate will close this year at a level similar to those at the moment, and that the appreciation forecast 
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2. Slower global growth in 2015 and a limited 
improvement in 2016
According to our estimates,1 global GDP has grown more slowly than we forecast and at a similar rate to that 
observed at the beginning of the year (+0.6% QoQ, +2.4% YoY), making four consecutive quarters of growth 
)���
	 ���	����'�^	��������	��	�	���)��	 ������	�������"	���	������$�
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months, mainly due to the ongoing deceleration in the principal emerging economies, in a context in which 
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revision of the growth forecasts for the principal emerging economies for the full year. As a result, global GDP 
growth could close 2015 at an annualised 3.2% (0.2% less than we forecast three months ago), the lowest 
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previous years of more than 5.5%. 

The outlook for 2016 is slightly more favourable (global growth could recover to 3.5%, 0.3% below our fore'
cast three months ago), sustained by a better relative performance of both the developed and the emerging 
�����$����	�������������	���	������	�������!������	��	��$�	��	���	���;	�����	
���	�������	�$����	��	�	���)��	
level, such as the deceleration of the manufacturing sector in China and its repercussions on the commodity 
cycle and world trade, increases the uncertainty and accentuates the downside risks for the recovery of tho'
se countries which are more dependent on external demand and savings. The potential deterioration in the 
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��	������;	��	
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the outlook for global growth. 

Figure 2.1
World GDP: annual growth (%) 
Forecasts 2015-16  

Figure 2.2
Economic Surprise Index  
Positive (+) / negative (-) surprises
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In contrast to other recent episodes, the intensity of the deceleration in the emerging block is the determining 
factor in the loss of momentum of world growth. The Economic Surprise Indices (Figure 2.2) for China, which 
��	���
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since the beginning of the second half of 2015. For the time being, the recovery in domestic demand and the 
continuation of easing monetary conditions are limiting the impact of the correction in the emerging block on 
the principal developed economies, and in particular on the eurozone. However, the moderation of the busi'
ness sentiment indicators in recent months, together with the stabilisation of growth in the US at slightly lower 
levels than we anticipated, are evidence that the differentiation between the economic blocks is starting to na'
rrow, and that the risk of contagion could increase if the momentum of the recent deterioration in the emerging 
countries continues. 

The divergence between the evolution of activity in the industrial and services sectors, which is favourable to 
the latter, is equally representative of the nature of the moderation of the global economic cycle. The progres'
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YoY in August (the slowest pace of growth since the beginning of 2013) and in a sharp deceleration of goods 
exports (in August, these were barely higher than a year ago). In contrast, retail sales growth in the US and in 
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This performance has been driven by the support provided by domestic demand in the developed economies 
block, partly thanks to help from factors such as the correction in the oil price and falling interest rates, and the 
increased weight of services in the demand of some emerging economies, such as China.

Figure 2.3
World manufacturing and services PMIs  

Figure 2.4
World: industrial output and exports of goods 
(% YoY, quarterly frequency)
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sovereign spreads– are evidence that the balance of global risks is still to the downside.
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oil price dynamic is similar to that of other commodities such as copper and aluminium, which is consistent with 
the existence of a common factor linked to the slowdown in demand. This is one of the elements that underlie 
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high levels in the whole emerging block. It is worth noting that the transition from a growth model based on 
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Since the end of 2014, the BBVA Financial Tensions Index of Emerging Markets has been at levels above the 
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as political uncertainty and the existence of geopolitical risks in Brazil and Turkey, have reinforced the lack of 
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The context of lower global growth and moderating commodity prices has put further downward pressure on 
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Figure 2.5
BBVA Financial Tensions Index  

Figure 2.6
Oil price (USD/bbl, Brent) and forecasts
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it. The meeting on 27 October once again reinforced the prospect of a hike in December, which remains the 
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sation has had an impact on monetary conditions in the eurozone via the exchange rate which, together with 
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into higher prices in some countries) and the stability of their capital accounts. As a result, and depending on 
the room for manoeuvre provided by the levels of real interest rates, some central banks have decided to lower 
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cisely in response to the expectation that the principal central banks will maintain or reinforce their policies in 
support of the economic cycle: in the case of China to avoid a hard landing and in the case of the Fed and the 
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takes the annual growth of that economy well below 6%, with an even slower recovery of the developed eco'
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not negligible) and its severity, given its potential impact on the world economy.
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USA: downwards revision to GDP growth expected for 2016 due to the 
deterioration in the external environment
As regards the detailed analysis of the principal economies, note the stabilisation of economic growth in the 
US at lower rates than in other recovery episodes. After the positive surprise in activity in the second quarter, 
that made up for the bad start to the year, GDP growth could close the third quarter at 1.5% YoY (vs. the 3.9% 
of the three preceding months) and maintain this pace of growth until the end of 2015. 

Private consumption remains key to the healthy momentum of economic recovery, although the slower growth 
of employment in recent months and the moderate wage increases reduce its potential to increase the contri'
bution to domestic demand and offset the drops in both exports and investment in the energy sector (the fall 
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sector). The rhythm of improvement in residential investment does not guarantee any substantial recovery in 
domestic spending in the short term. 

Also, the increasing weight of the emerging economies in US trade (exports to China, Mexico, Brazil and Chile 
account for slightly more than 25% of the total), together with the accumulated dollar appreciation since the 
end of 2014, will continue to have a negative impact on US exports. For all the above reasons, GDP growth 
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imply a downwards revision of 0.3% vs. the previous forecast. 
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function, in deciding to hold interest rates unchanged in September. These risks affect economic growth but 
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is another factor to take into account, as is the uncertainty regarding the effect of higher interest rates in the 
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Figure 2.9
USA, economic growth, % annual change  

Figure 2.10
US exports and USD exchange rate, % YoY
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ago, and no higher than 1%. The downward adjustment of economic growth forecasts beyond 2016 to rates 
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rates anchored at historically low levels. Against this backdrop, the dollar would remain relatively strong vs. the 
principal currencies, due to the divergences in monetary policy strategy between the other central banks in the 
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and the vulnerabilities of the reference emerging economies. 

China: upwards revision of GDP growth expected for 2015, although this will 
not dispel the uncertainties over the pace of future economic deceleration
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the progressive cuts in reference rates fall into the same context, and are also characterised by a progressive 
deceleration of economic activity, which has taken GDP growth below 7% YoY in the third quarter. 

Irrespective of the reliability or otherwise of national accounts statistics, what is clear is that the advance indi'
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by the adjustment of the manufacturing sector, and one in which services are acquiring increasing importance 
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up for the contraction in industrial activity. The transition towards structurally lower rates of growth has relevant 
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and goods trade. At the domestic level, the persistent fall in producer prices since the beginning of 2012, to'
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adjustment process in China. 

The revision of earning expectations for quoted Chinese corporates, together with the increase in their leve'
rage ratios and the moderation in bank credit, increase the risks of a more acute deterioration of domestic 
spending that observed to date. In addition, note that the extreme concentration of corporate debt in the hands 
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to the internal cycle (construction and the real estate market)2 increases the vulnerability of the private sector 
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and 2.0% respectively. 
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Figure 2.11
China, economic growth, % annual change  

Figure 2.12
China: reference rate (%), USD/RMB exchange rate 
and sovereign spread (EMBI, bp)

7.7
7.3 6.9

6.2

0

1

2

3

4

5

6

7

8

2013 2014 2015 2016

Oct-15 Jul-15

0

50

100

150

200

250

300

350

400

4

5

6

7

8

9

10

11

12

13

19
95

19
97

19
99

20
01

20
03

20
05

20
07

20
09

20
11

20
13

20
15

Interest rate Exchange rate EMBI (rhs)

Source: BBVA Research Source: BBVA Research & Haver

Eurozone: resilient domestic demand with the ECB ready to avoid further 
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annual growth could reach 1.5% in 2015 as a whole. The fall in the oil price, low interest rates and the incipient 
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good performance of exports of goods in the area as a whole is in contrast to the more sluggish performance 
of world trade – which is, in turn, partly due to the fact that 60% of eurozone trade is with developed countries. 
Euro depreciation could also be favouring the competitiveness of exports. 
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regarding the world economic cycle and the persistence of elements of idiosyncratic vulnerability (principally 
political instability associated with the electoral processes underway and some delay in the implementation of 
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(less than 10bp less than we expected last quarter). Italy and France, where growth rates have remained low 
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in the peripheral economies. 

In spite of this, the improvement in activity will continue to be gradual and will not come hand in hand with an 
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recent months, such that the headline rate should remain at close to 0% until the end of this year, and close to 
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together with the recent appreciation of the euro, once again raises the question as to how much room for 
improvement there is in monetary conditions in the eurozone. The ECB is extremely sensitive to this scenario, 
and this would justify the adoption of new stimulus measures in the short term. The combination of further re'
ference rate cuts (probably the marginal deposit facility) and the expansion of the debt purchase programme 
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Figure 2.13
Eurozone, economic growth, % annual change  

Figure 2.14
Eurozone: investment and bank lending (% YoY) 
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3. Gently rising growth trend in spite of awkward 
conditions

3.1 Modest improvement in the pace of growth in 2016
-<z	���������
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(Figure 3.1) and 2.3% in annual terms, where both rates refer to the seasonally adjusted series. In its initial 
series, the preliminary AGR for GDP in 3Q15 was 2.4%. Here we note that all of these growth estimates are 
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Figure 3.1
Gross Domestic Product 
(QoQ % change, sa)  

Figure 3.2
Gross Domestic Product  
(YoY % change, initial series)
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* The annual growth rate for 3Q15 is preliminary. 
Source: BBVA Research with information from INEGI
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which annual GDP growth in 2015 should be under 2.5%. If we add to this the outlook of an unkind international 
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over the next. 
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'
down in public sector spending in real terms represent major constraints on any robust expansion of activity 
over the rest of 2015 and possibly over a substantial portion of 2016.
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improvements in private consumption
]����	���	�-{	��	�����	!��
	������$���	����	���	!���	�����	=�������	��	����	�#�����	���Z	���
�
	�	���
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	)"	�	���;'��	 ��	 ������$����	�$���	 ���	 �������	
which could manage to lift investment and improve its outlook are the structural reforms of recent years, such 
��	��	���	�����"	�������	
����	������$���	
���	)�	�)��	��	������	���	��������	��=����
	��	��
�����	[�����+�	���'
nomic growth as the bidding phases in the energy reform process are completed.

Figure 3.3
"����	#$��	��
����	���������	����$	 
(YoY % change in the index’s quarterly average)  

Figure 3.4
Private consumption index 
(YoY % change in the index’s quarterly average)
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Source: BBVA Research using information from INEGI

By way of a contrast with investment, private sector consumption has been performing increasingly well since 
the second half of 2014, which shows through in its rising AGR (Figure 3.4). It should be said, though, that in 
�����	��	���	����
"	�$�����$���	��	���	����	��	�������	�����$�����	���
���	���	�-{	��	���	!���	�����	=�������	
of 2015 is still modest, at only slightly over 3.0%. Our view is that the series of improvements in private con'
��$�����	��	���	���
���	��	�	������	����	
���	�����	���	����	��	��������	��
	���$��	��)	���������	��	
���	��	���	
positive effect of the currency depreciation on both the tourist industry and remittances.

3.1.2 External sector: the recent performance by goods exports and imports
(��	�-{	���	��$�������	 �����	�������	��
	 �$�����	 ���$	������"	 ��	8����$)��	����	
��	'���?	��
	'���?	
�����������"	�#�����	���Z�	(����	!�����	
�����	�	
��;	��������	������	��	����	
���	���	�������	���	��������	
performance it showed over the same interval in 2014, which was marked by positive growth rates for both 
exports (4.5%) and imports (4.1%). It is worth noting that the deceleration of 2015 has taken place gradually 
throughout the year (Figure 3.5).
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Figure 3.5
Cumulative goods exports and imports from 
January to September 
(YoY % change)  

Figure 3.6
Monthly goods exports and imports 
(YoY % change)

19.5 

6.17 

2.2 
4.5 

- 3.1 

18.8 

5.14 
4.0 4.1 

-0.2 

-5

0

 5

 10

 15

 20

 25

2011 2012 2013 2014 2015

Total exports Total imports

-10

-5

0

 5

 10

 15

 20

 25

 30

 J
11

 A  J  O  J
12

 A  J  O J
13

 A  J  O J
14

 A J O J
15

A J

Goods exports Goods imports

Source: BBVA Research using information from INEGI. Source: BBVA Research using information from INEGI. 

The deterioration in overall goods exports was largely due to shrinkage in the value of oil exports (Figure 3.9). 
This was produced by a drop in the price per barrel of export crude over 2015 relative to the price prevailing in 
2014 (Figure 3.9). In more precise terms, in 9M14 the average price per barrel of Mexican export crude was 
USD93.00, while over the same time in 2015 it plunged to USD47.90. As a result, the relative size of oil exports 
was dramatically reduced, as oil exports dropped from representing 11.5% of cumulative total exports in 9M14 
to 6.6% for the same period in 2015.

Figure 3.7
Goods exports and imports 
(YoY % change in the three-month moving average)  
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Cumulative goods exports from January to 
September 2015 (YoY % change)
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Figure 3.9
Crude oil exports: platform and export price 
average 
(Mb/d and USD/bbl of crude)  

Figure 3.10
Cumulative goods exports from January to 
September 
(contribution to growth, percentage points)
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Source: BBVA Research using information from INEGI
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automotive manufacturing exports, which represented almost 59% of overall exports in 9M15. Moreover, 
��������	����	����$�����	�������	���
	��	�����	��	}?	����	���	!���	����	$�����	��
	��������
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��	�	��$�������	'���?	����	���	!���	����	$�����	��	���	"����	(���	
setback contrasts with the growth of 4.1% for the same interval in 2014. Given that a high proportion of imports 
are intermediate goods that are used in producing exports, it follows that the performance of the latter to a 
�����	������	
����$����	����
�	���	�$������	�����������"	���	��	�����	������!�
	��	�����$�
����	���
�	�$�����	
(Figure 3.11).

Figure 3.11
Cumulative goods imports by type from January to 
September 
(YoY % change)  

Figure 3.12
Cumulative goods imports from January to 
September 2015 
(contribution to growth, percentage points)
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����	
14% of the total refers to consumer goods imports and the remaining 10% is comprised of capital goods im'
ports. Although in 9M15 only the capital goods imports category showed a positive growth rate (Figure 3.11), 
due to its only limited share of total imports, the contribution of this category to overall goods import growth in 
this time was only marginal, besides the fact that it was not enough to make up for the contraction in consumer 
and intermediate goods imports (Figure 3.12).

�������	(��
�	
�!���
The goods import and export performance over 9M15 that has been referred to is echoed in a cumulative trade 
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Figure 3.13
Cumulative balance of trade from January to 
September (USD mn)  

Figure 3.14
Cumulative balance of oil trade from January to 
September (USD bn)
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progressively implemented of late. 
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Figure 3.15
Cumulative monthly rise in new IMSS-registered 
workers  
(thousands of persons)  

Figure 3.16
Monthly rise in the overall number of IMSS-
registered workers 
(thousands of persons)
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3.1.3 Healthy progress by formal private sector employment
(��	 �����	��$)��	��	
��;���	 ���������
	
���	 ���	 ���������	[�������	
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	����	���	��$�	�����
	
in each of the previous two years (2014: 655,000; 2013: 447,000) (Figure 3.15).

It should be remembered that owing to seasonal effects from selling over Christmas, the total number of 
�[88'���������
	�$���"���	
����	���	��	<���$)��	����"	"����	
����	��	������"	
��	��	��$�����"	�$���"$���	
contracts that are not renewed. Generally speaking, registrations of workers with the IMSS tend to surge in the 
!���	����	$�����	��	���	�����
���	"����	8�)��=�����"�	��	���	�����
���	�����	$������	�������������	��	��
	��)�	
with the IMSS edge up in monthly terms and then, from month eight to month eleven, registration rises briskly 
again (Figure 3.16). 
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Tax revenues performed well, growing by a real 29.5% in 9M15. This brighter showing seems to have been 
attributable to: i) more thorough compliance monitoring by the authorities; ii) changes brought in with the 2014 
���	�����$	
����	��
	��	������	����$�	���	�������	���	����	"���	)����	!��
	��	�����	��
	���Z	���	$���	��)��������	
collection achieved by the special excise tax on production and services (IEPS) for petrol and diesel, which 
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in 2015.
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terms YoY (Table 3.2). This real AGR has gradually come down over the year, which is illustrated by the fact 
that at the end of Q1 it was 11.9%, while by the end of Q2 it had dropped to 7.4%, and then in Q3 it eased 
back further to 3.9%. As the real AGR of total public sector budget expenditure falls, the effect of this type of 
����
���	��	�	������	��	���
��	���	[�����+�	�����$��	�������"	�����
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���	
continue to come off the pace. 

Table 3.1
Public sector budget revenues,  
January to September 2015 
(MXN bn, cumulative)  

Table 3.2
Public sector budget expenditure,  
January to September 2015 
(MXN bn, cumulative)

Sum Real % chge. % struc.
Total 3,037.6 3.4 100.0

Federal Government 2,319.6 7.1 76.4
Tax 1,793.6 29.5 59.0

Income Tax 935.2 24.9 ���&
VAT 539.1 4.9 17.7

���'��� 526.0 '���> 17.3
Agencies & companies 231.5 5.9 7.6
Gvmnt. productive co. ^&>�� '���� 16.0

Pemex 262.1 '���> &�>
CFE 224.4 '���� 7.4

Total 3,037.6 3.4 100.0
Oil income 595.9 '�>�} 19.6
���'���	����$� 2,441.7 22.4 &��^

Sum Real % chge. % struc.

Total 3,498.7 3.9 100.0

Projected expenditure ��}���& 2.4 }&��

Current expenditure 2,066.7 3.5 59.1

Capital expenditure 667.0 '��} 19.1

���'��������
	������ 765.0 9.6 21.9

Investments in states 479.9 4.2 13.7

Borrowing cost 259.0 22.0 7.4

Adefas* and other 26.1 2.6 0.7

Source: BBVA Research using information from the SHCP. �
�����	_��)�������	������
	����	���$	��������	"���� 
Source: BBVA Research using information from the SHCP.

Figure 3.17
Public sector budget expenditure,  
January to September 2015: projected and 
observed 
(MXN bn, cumulative)  

Table 3.3
&'����	������	#�������	*��'��!	��	��
������ 
(MXN bn, cumulative)
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Public Balance '^���& '^�&�� ns
z�)�	`���	
��	z��
�	������$��� '��^�� '&��� ns

Budget Balance '^�&�� '^>��� ns
Budget Revenue ��&�^�� 3,037.6 3.4
Net Budget Expenditure 3,273.0 ��^�&�} 3.9
Federal Govnmt. Balance '����� '����� ns
Agencies & Co. Balance '>^�� '����� ns

Primary Balance '����& '�}��� ns
Budget Balance '����� '����� ns

Federal Government '�&��& '�^��& ns
Agencies & Companies '�>�^ '�&�^ ns

Pemex '��&�� '�^��^ ns
Other institutions &��& &��� '���

��
������"'���������
	��������� 16.4 23.2 37.4

Source: BBVA Research using information from the SHCP ������	�����!���� 
Source: BBVA Research using information from the SHCP
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is Borrowing cost in relation to public sector debt, as in September the cumulative outlay on this item rose by a 
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level of public sector debt. Clear evidence of this is the fact that the balance of gross public sector debt as a 
percentage of GDP at the end of 2014 was 42.1%, which rose by 3.4 percentage points over the following nine 
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when expressed in peso terms. 

3.1.5 Outlook for the Mexican economy for the end of 2015 and 2016
We predict that growth over the rest of the year will be similar to that in the preceding quarters. This arises from 
a good performance by private consumption, although this is dampened by the poor performance by the export 
sector and less impetus from public sector spending. We therefore expect the AGR for GDP in 2015 to come 
in at 2.2%, which is slightly above the rate of 2.1% that we saw in 2014. 

#�����	���&
Gross debt and Public Sector Borrowing 
Requirement (% of GDP)  

Figure 3.19
Percentage breakdown of public sector debt: 
domestic and external (% of total debt)
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Moving to 2016, we foresee the United States growing at a comparable rate to this year, and the world oil price 
seeing only a very small improvement, for which reason we think that the factors outlined in the previous para'
graph will run on into 2016, which lead us to a forecast of GDP growth for Mexico next year of 2.5%. 

Figure 3.20
Annual growth of Mexico’s GDP 
(YoY % change)  

Figure 3.21
GDP: Mexico and the United States 
(YoY % change, sa)
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re known as the Fibra E. 

Besides promoting investment in the energy sector and 
infrastructure, this new scheme seeks to offset the drop in 
national investment in a context of reduced public inves'
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takes the legal form of a trust that exclusively comprises 
�����"	 ��
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pelines) and is initially set up by a sponsor. The Fibra 
E issues CBFEs (energy and infrastructure trust bonds) 
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tors, in turn, acquire rights over a share in the trust and 
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the trust is divided between the investing public and the 
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least 2% of the capital. 
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arrangements for leasing, or concessions to operate, the 
trust assets themselves with third parties and are free of 
corporate income tax. This represents one of the main 
attractions for investors in this type of vehicle, and is a 
feature that they share with the traditional Fibras. It is im'
portant to point out that by law the trust is designed to 


�����)���	����	��
�	�$���	���	����������	
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that 95% of the annual net income must be paid out in 
dividends. 

It should be remembered that the trust does not have di'
rect ownership of the assets, but rather over shares in 
“promoted companies” which in turn own assets. On the 
other hand, the trust can issue debt to supplement the 
funding of new projects. 

Although our view is that the scheme employed by the 
Fibra E is very positive, in that it promotes the channe'
lling of funding into infrastructure and energy sector in'
vestment, we think that the big advantages expected will 
require time to mature.

Box 1. Fibra E: a vehicle to promote investment in the energy sector and infrastructure

Figure 3.22

General structure of the Fibra E
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Figure 3.23
��������	���	���
������ 
YoY % change  

Figure 3.24
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falls in the third quarter
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was helped by several factors: i) the slack in the economy; ii) the favourable base effect from dilution of the 
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telecommunications services; iv) the smaller rises in petrol prices and reductions in electricity rates; v) conside'
rably kinder trends in livestock prices compared to the previous year, and vi) central bank credibility, which has 
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The cheaper telecommunications prices are associated with the sector reform that was passed, while lower 
electricity rates are a product of the energy reform, though also the result of lower prices of the inputs used in 
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there could also be a minor indirect impact on the economy, which means that companies can at least partly 
absorb the higher costs arising from the recent peso depreciation. In other words, the lower costs in terms 
of energy and telecoms inputs are likely to have provided companies with some leeway (in a situation where 
there is slack in the economy) to assimilate the greater exchange rate burden within their margins, at least tem'
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absence of second round effects on the price formation process, as we have been observing in the economy. 
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to have any enduring effects on prices next year. 
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year, registering 2.39%, 2.32% and 2.33% respectively. These average readings compare favourably with 
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came down from 5.17% to 3.53% between Q1 and Q3, dropping further, to 2.52%, in October. Thus, as Figure 
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level for the same period one year beforehand (2.74pp).
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peso exchange rate will remain at a high level, and that, given the prevalence of global risk aversion, there is 
not likely to be any return to more moderate levels in the near future, the upward trend for prices of this kind is 
likely to continue into the next few months. This is also a possibility on account of what has been something of 
a recovery in domestic demand in recent months (see Figure 3.26), which could provide businesses with room 
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component has shown YoY rises in the past two months (September and October). Meanwhile, annual servi'
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and read 2.25% in October. Such stability at a low level is primarily due to the reductions in telecoms service 
prices (see Figure 3.27) and the high degree of slack in the economy.

Figure 3.25
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of peso depreciation (%)  

Figure 3.26
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such as agricultural and livestock, energy, and public rates, continues to show a considerable slowdown. An'
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and 3.53%. In October it eased off further, to 2.52%. This deceleration is mainly due to two factors: i) lower an'
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are revising it lower, from 2.5% to 2.4%. As has been true over the whole 
year, this remains below the consensus estimate
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encouraging in a context of ample slack in the economy. Meanwhile, the effects of the telecoms reform have 
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the fuels that are used in generating it. Given the prospect of only gradual recovery for the economy, we do 
not envisage demand pull on prices.
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in the medium term, is still being helped by the slack in the economy. Moreover, as is discussed in the section 
on economic activity, we have revised our growth forecast down for 2015 and 2016, which implies adding 
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unlikely.

Figure 3.27
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Figure 3.29
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standing by our forecast for the end of 2016 of 3.3%. Along with these forecasts, we estimate that headline 
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will average 2.4% this year, which is 0.7 percentage points less than in 2014 (3.2%). For 2016 we expect this 
component to average 3.2%, the same level as in 2014.
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of previous years and no reversal of the benign price trend for fuels used in electricity generation), then not 
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the target rate of 3.0% become a permanent feature, to the extent that the lower prices would also be likely 
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perform more favourably in the coming years compared to those previously, and contribute to lasting lower 
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�

Our forecasts are subject to risks to both the downside and the upside. The chief downside risks are: i) a lower 
than expected level of activity in the economy which gives rise to further widening of the GDP gap, and ii) the 
�������	��	�
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other hand, upside risks would come from the peso exchange rate if its current level consolidates or there is 
further peso depreciation.
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3.3 The central bank adopts a less restrictive tone, but the 
Fed remains the key catalyst for an initial policy rate hike
In its latest monetary policy decision statement the Federal Reserve of the United States (Fed) altered its 
message, which increased the likelihood of a policy rate hike in the United States at the time of its meeting 
��	�>	<���$)���	��	�������	���$��	
���	��	���������"	$�������
	���	���	!���	��$�	����	��	
���	������	
������	��	��	
appropriate to raise the target range of the federal funds rate at the next meeting, the Fed made it clear that 
�����	��	�	����	�����)����"	��	����'���	����	"���	������	����	��	�������	����	���>�	��	$��;��	������������	��
	)���	
discounting up until the announcement. 
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result of the deterioration in the balance of risks with respect to both domestic and global activity, in an envi'
���$���	��	��������	��	�����������"	��
	�������	

Figure 3.30
Implied probability of a 25bp federal funds rate hike 
at the December meeting. Futures market (%)

Figure 3.31
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In this situation the shift in message by the Fed is thought to increase the chances of seeing an MPR hike in 
Mexico for the reasons we go on to cite.
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holdings by foreigners have held stable. Thus, even though there has thus far been no sign of any deterioration 
in the price formation process or price stability, the fact that the central bank has signalled that risks of this kind 
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	����	���	#�
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its target rate in the interests of containing such risks. The minutes from the latest monetary policy meeting in 
����	������	����	
�����	���	�����"	��$$�����	�����	���	����	������	��	������	��	�	���'�$�����	�����	��	$������"	
stance.
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	��	$���������	���	���;�	
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above, it is worth pointing out that the deterioration of the balance of risks in connection with economic activity 
is a factor that would have more of a bearing on the future path taken by monetary policy than the date of the 
!���	$����	��	�����	
��
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�$�����	�"���	��
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very gradual, even more so than is expected in the case of hikes in the United States.
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funds rate hike, which we expect to come in December. After that, we expect the weakness of domestic activity 
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upward path for the reference rate that is slower than that predicted for rates in the United States. It should 
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3.4 The Fed returns to the forefront after focusing attention 
on the December meeting
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turn led to an increase in risk aversion to a level not seen since the height of the euro crisis in September 2011. 
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emerging economies, affecting all asset classes. In the space of four days, the S&P 500 plunged 11.3%, the 
MSCI Europe 11.5% and the MSCI Emerging Markets 9.0%, while the WTI oil price sank to a low for the year of 
/8<�&�))�£	���	��
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sion, which was a factor of uncertainty that had remained contained throughout the entire year. Remarkable 
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held at under 160bp (basis points), which was a level below that of other countries that have a similar credit 
rating and markedly short of readings during previous bouts of risk aversion when it broke through 600bp. 
_�;�
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�	���$	�)���
	��	����'���$	!��
	��������	������$����	��������
	��	)�	���������	����	����������	
2014 levels for the YtD overall. 

Figure 3.32
Stock markets. 01/01/2015=100 (index)  

Figure 3.33
Dollar exchange rate and the oil price 
(USD/MXN, USD/bbl)
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unchanged. In its September statement, the Fed made explicit reference to the fact that events in the global 
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heat from the prime volatility factor that had been blighting emerging market assets over the course of the year. 
Together with an oil price spike in October, this meant that, with risk aversion having returned to its historical 
average level, emerging market currencies strengthened by 1.5% on average. Notable here was the Mexican 
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of the currencies that made the biggest gains in the month (the Colombian peso, the Brazilian real and the 
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na triggered a rise in global volatility which hit the market appetite for risk. A situation of greater risk aversion 
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transmitted a tone of increased caution, which was interpreted as a sharp reduction in the implied probability of 
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was only 9 basis points more than in the previous quarter.

Figure 3.34
5-year Credit Default Swap by credit rating  
(basis points)  

Figure 3.35
Futures market implied probability of a 25bp 
federal funds rate hike at the December meeting 
(%)
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be only temporary, judging by the restrictive tone adopted by the Fed in its statement at the end of October and 
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to the possibility of raising the rate at its next meeting, which squares with the removal from its statement of 
all mention of risks emanating from the global economy. This shift in the message brought about a rise in the 
implied probability, according to the futures market, of seeing a 25bp federal funds rate hike at the December 
policy meeting from 32% to 50% (Figure 3.35). This probability rose once more, to 70%, after news of a rise 
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been absent in immediately preceding months.

��������	�����	������
�
	�����!�����"	��	)���	�������	#�����	�����	���	#�
	���������"	�����
	���	���	!���	��$�	����	�	
rise in the reference rate at its next meeting (in December this year) was now a real possibility, and then after 
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Figure 3.36
Redemption yield on 10-year government bonds 
(%)  

Figure 3.37
Redemption yield on 10-year government bonds 
(%)
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seen before the increase in risk aversion that was sparked by China and very close to the high for the year, 
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ponsive to the data on activity and employment in the US economy and close the year averaging at a dollar 
rate of around MXN16.50.
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4. Indicators and forecasts
Table 5.1
Macroeconomic forecasts: Gross Domestic Product
(YoY growth rate) 2012 2013 2014 2015 2016
United States 2.2 1.5 2.4 2.5 2.5
EMU '��& '��� 0.9 1.5 1.8

Germany 0.6 0.2 1.6 1.6 1.8
France 0.2 0.7 0.2 1.1 1.6
Italy '��& '��} '��^ 0.8 1.4
Spain '��� '��� 1.4 3.2 2.7

UK 0.7 1.7 2.9 2.4 2.2
_����	�$�����	� ��& 2.5 ��& -0.3 0.5

Mexico ��& 1.6 2.1 2.2 2.5
Brazil ��& 2.7 0.2 -2.5 -0.5

@�-_@8	�� ��& 5.6 5.2 4.7 5.0
  Turkey 2.1 4.1 2.9 2.8 3.3
����'z���!� 5.7 5.9 5.7 5.6 5.4

		����� 1.7 1.5 '��� 0.8 1.0
  China 7.7 7.7 7.3 6.9 6.2
  Asia (exc. China) 4.1 4.5 4.3 4.4 4.8

World 3.4 3.4 3.4 3.2 3.5
* Argentina, Brazil, Chile, Colombia, Mexico, Peru, Venezuela 
** Bangladesh, Brazil, China, India, Indonesia, Irak, Mexico, Nigeria, Pakistan, Philippines, Russia, Saudi Arabia, Thailand and Turkey. 
Forecast closing date: 10 November 2015. 
Source: BBVA Research and IMF

Table 5.2
\������������	Z��������[	��������	�<����>��
(YoY growth rate) 2012 2013 2014 2015 2016
United States 2.1 1.5 1.6 0.2 1.8
EMU 2.5 1.4 0.4 0.1 1.1

Germany 2.1 1.6 ��& 0.2 1.3
France 2.2 1.0 0.6 0.1 1.0
Italy 3.3 1.3 0.2 0.2 1.0
Spain 2.4 1.4 '��� -0.4 1.2

UK ��& 2.6 1.5 0.1 1.3
_����	�$�����	� }�& 9.2 12.6 16.4 26.6

Mexico 4.1 ��& 4.0 2.8 3.3
Brazil 5.4 6.2 6.3 8.9 6.8

@�-_@8	�� 5.2 5.2 4.6 4.5 4.1
  Turkey &�� 7.6 &�� 7.7 8.5
����'z���!� ��& 4.0 3.3 2.3 2.8

		����� 0.0 1.6 2.7 0.4 1.2
  China 2.6 2.6 2.1 1.6 2.0
  Asia (exc. China) ^�& 5.2 4.4 2.9 3.5

World 4.5 4.2 3.9 3.8 4.8
* Argentina, Brazil, Chile, Colombia, Mexico, Peru, Venezuela 
** Bangladesh, Brazil, China, India, Indonesia, Irak, Mexico, Nigeria, Pakistan, Philippines, Russia, Saudi Arabia, Thailand and Turkey. 
Forecast closing date: 10 November 2015. 
Source: BBVA Research and IMF
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Table 5.3
United States indicators and forecasts

2013 2014 2015 2016 1Q15 2Q15 3Q15 4Q15 1Q16 2Q16 3Q16 4Q16
Macroeconomic Indicators
GDP (real % change) 1.5 2.4 2.5 2.5 0.6 3.9 1.5 3.1 1.9 2.9 2.4 2.8
Personal consumption (real % change) 1.7 2.7 3.1 2.7 1.7 3.6 3.2 2.4 2.2 2.9 2.8 2.8
Gov. consumption (real % change) '��� '��> 0.7 0.8 '��� 2.6 1.7 -0.4 0.8 0.8 0.8 0.8
-����	!��
	������$���	�����	?	������Z 4.2 5.3 4.4 5.9 3.3 5.1 2.9 8.3 5.3 6.6 5.6 7.0
Construction ��& 5.2 6.3 4.3 7.4 &�� ��& 4.5 4.1 4.5 4.5 4.9
Industrial prod. (real annual % change) 1.9 3.7 1.4 0.7 3.5 1.4 0.9 -0.4 -0.1 0.8 0.8 1.4
Current account balance (% of GDP) '��^ '��� -2.6 -2.6 '��} '��� '��� -2.6 -2.4 -2.4 -2.6 -2.9
#����	������	�������� 1.5 ��& 1.6 1.4 '��� 0.1 0.0 1.6 2.1 1.4 1.9 1.4
�������	������	�������� 1.5 1.6 0.2 1.8 '��� 0.0 0.1 0.9 2.2 1.7 1.6 1.6

z��$��"	!����	)������	�?	��	-<zZ '^�� '��& -2.5 -2.4 -2.5 -2.4
Note: Bold	!�����	���	�������� 
Source: BBVA Research
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Table 5.4
Mexico Indicators and Forecasts

2013 2014 2015 2016 1Q15 2Q15 3Q15 4Q15 1Q16 2Q16 3Q16 4Q16
Economic Activity
GDP (seasonally-adjusted series)

Real annual % change 1.6 2.1 2.2 2.5 2.5 2.2 2.3 1.9 2.2 2.3 2.5 3.0
Per inhabitant (US dollars)  10,631 	���>�&	  9,342  9,561  9,763  9,550  8,962  9,092  9,189  9,491  9,642  9,923 
US$ billions  1,259  1,271  1,130  1,169 	���&�	  1,156  1,085  1,100  1,124  1,161  1,179  1,213 

��������	������>��	��	
Headline ��&� 4.02 2.75 3.25 3.07 2.94 2.62 2.40 2.97 3.26 3.42 3.37
Core 2.72 ���& 2.39 3.16 2.39 2.32 2.33 2.53 3.03 3.18 3.26 3.16

Financial Markets (average, %) 
Interest rates 

Bank funding 3.50 3.00 3.02 3.40 3.00 3.00 3.00 3.08 3.25 3.33 3.50 3.50

�&'
�"	*���� 3.16 3.00 3.25 3.41 2.94 3.01 3.05 3.15 3.25 3.38 3.46 3.50
�&'
�"	(��@ ��&� 3.35 3.44 3.72 3.30 3.31 3.32 3.43 3.55 3.68 3.76 3.80
��'"���	`��
	�?�	�������Z 5.59 6.01 5.96 6.18 5.60 6.01 6.11 6.12 6.06 6.10 6.14 6.34

Exchange rate (average) 
Pesos per dollar 13.0 13.3 15.1 14.5 15.1 15.5 16.6 16.6 16.7 16.3 16.2 16.0

Public Finances
*FRPS (% of GDP) '��}	 '^�>	 -4.1 -3.5 	' 	' 	' -4.1 	' 	' 	' -3.5

External Sector3

Trade balance (US$ billions) '���	 '��&	 -13.0 -14.2 '��� '��� '>�� -2.5 -2.6 -3.0 -6.5 -5.2
Current account (US$ billions) '����	 '����	 -32.5 -35.4 '&�> '&�� -7.9 -8.0 -8.4 -8.5 -9.0 -9.4
Current account (% of GDP) '��^ '��� -2.9 -3.0 '��� '��& -2.9 -2.9 -3.0 -2.9 -3.1 -3.1

Employment

Formal Private (annual % change)  3.5  3.5  4.2  3.7  4.5  4.4  4.4  3.5  4.2  3.6  3.6  3.3 

Open Unemployment Rate  
(% active pop.) 4.9 ^�& 4.4 4.6  4.2  4.3  4.6  4.5  4.7  4.5  4.7  4.6 

Continues on next page
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Mexico Indicators and Forecasts
2013 2014 2015 2016 1Q15 2Q15 3Q15 4Q15 1Q16 2Q16 3Q16 4Q16

Aggregate Demand 4 (annual % change, seasonally-adjusted)
Total  2.0  3.1  2.7  2.8  2.9  3.1  3.0  2.0  2.7  2.6  2.8  3.2 
Domestic Demand  1.9 	��&	  1.1  2.2 '���	  1.2  1.9  1.4  2.5  2.2  1.9  2.2 

Consumption  2.4  2.0  2.5  2.2  3.5  2.6  2.0  1.9  1.6  1.9  2.5  2.8 
Private  2.6  2.0  2.6  2.5  3.5  2.6  2.3  2.0  1.8  2.1  2.9  3.2 
Public  1.5  2.5  1.9  0.3  3.2 	��&	  0.5  1.4  0.4  0.4  0.3  0.1 

Investment '���	  2.2  3.9  2.5  5.9  4.9  3.4  1.7  1.6  1.9  2.8  3.8 
Private '���	  4.6  5.1  4.1  7.0  6.2  4.7  2.8  3.6  3.3  4.3  5.2 
Public '���	 '>��	 -1.3 -4.7  1.2 '��&	 -2.4 -3.0 -7.1 -4.5 -4.3 -2.9 

External Demand  2.2  7.3  7.6  4.6  12.2 	&��	  6.2  3.7  3.3  3.7  5.3  6.1 
Imports  3.0  6.2  4.3  3.8  4.1  5.6  5.3  2.2  4.3  3.5  3.7  3.8 

GDP by sectors (annual % change, seasonally-adjusted)
Primary ��& 3.5 4.5 3.1 6.7 ��& 5.4 3.3 2.6 2.7 2.8 4.3
Secondary '��> 1.9 1.0 2.5 1.5 0.6 1.4 0.4 1.9 2.3 2.8 2.9

Mining '��� '��� -5.8 -2.0 '��� '}�� -5.6 -4.2 -2.5 -2.5 -1.5 -1.5
Electricity 0.5 ��& 3.0 3.3 3.3 1.7 4.0 2.8 2.8 2.7 3.9 3.9
Construction '^�} ��& 2.4 nd 4.6 2.9 nd nd nd nd nd nd
Manufacturing 1.2 ��& 3.0 3.5 3.7 2.4 3.2 2.6 3.4 3.5 3.7 3.6

Tertiary 2.7 2.2 2.9 2.5 3.0 3.1 2.5 2.8 2.3 2.3 2.4 2.9
Retail 2.9 3.3 3.6 3.3 ��& 3.3 3.2 2.3 2.7 3.3 3.3 3.7
Transportation, mail and warehouse 2.7 1.9 2.9 3.1 3.1 3.1 2.8 2.6 2.6 2.9 3.5 3.4
Massive media information 5.1 2.2 6.9 6.5 5.7 4.7 7.5 9.6 7.0 6.2 6.0 6.8
Financial and insurance 10.5 2.0 1.7 4.0 1.0 0.1 2.0 3.6 4.6 2.9 3.8 4.8
{���'������	��
	���� 1.0 2.1 2.3 1.9 ��& 3.2 1.7 2.5 1.8 1.7 1.7 2.5
z�����	�������!�	��
	���������	������ 0.9 1.2 3.1 1.9 ��& 5.0 2.6 2.0 2.1 1.9 1.7 2.1
Company and corporate management '��^ 6.4 0.0 1.8 '��} '��� 2.9 1.9 1.3 1.6 1.9 2.2
Business support services 4.3 0.0 2.0 1.2 2.5 0.5 2.5 2.4 1.3 1.3 1.0 1.4
Education ��& 1.5 0.8 0.8 0.6 0.6 0.5 1.6 0.9 0.9 0.8 0.7
Health and social security 2.5 0.6 1.4 0.8 1.4 1.7 1.3 1.1 0.8 0.9 0.7 0.9
Cultural and sport 4.0 '��& 3.9 2.6 ��& 6.0 3.1 2.9 2.5 2.0 2.6 3.3
Temporary stay ��& 2.9 3.7 2.2 3.7 4.4 3.8 2.8 1.6 1.8 2.4 2.8
Other services, except government activities 2.2 1.4 1.6 1.2 2.7 0.9 1.2 1.7 0.7 0.6 1.7 1.8
Government activities '��^ 2.5 2.9 -1.4 4.9 4.2 0.6 1.9 -1.6 -1.4 -2.7 0.2

1: Residential investment 
2: Fiscal balance (% GDP) 
3: Accumulated, last 12 months 
^�	`���	��������£	-<z	)"	������	)���	���������	(��	�)�����
	
���	��	���	���$��"	�������	�����
��"	��
	�������"	���������"'�
�����
	)"	��@-��	���	����	�
�	���������"'
adjusted 
bd: billions of dollars 
dpb: dollars per barrel 
*FRPS: Financial Requirements of the Public Sector 
na: not available 
Note: Bold	!�����	���	�������� 
8������	``��	{�������	
���	#�
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