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Improved global scenario, 
although with a high degree 
of uncertainty, particularly 
from risks of protectionism in 
the U.S.
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and lower investment will 
shape internal demand.  The 
economy will grow by 1.0% in 
2017
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The close commercial 
relations between Mexico and 
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so we believe that there 
will be no structural change 
in their relationship, thus 
allowing economic growth to 
recover in 2018
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1. In summary
The global environment improved in the last months of 2016 and is continuing to do so in early 2017. Global 
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areas, and the indicators for the industrial sector are growing alongside a budding improvement in world trade. 
In particular, in the US we anticipate growth of 2.3% and 2.4% in 2017 and 2018. In China we expect growth 
of 6.0% in 2017, which would be reduced to 5.2% in 2018, given the vulnerabilities with which the economy is 
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global growth should increase slightly from 3.0% in 2016 to 3.2% in 2017 and 3.3% in 2018.

Despite this acceleration, the outlook for 2017 and 2018 is plagued with uncertainty, which mainly stems 
from the new US administration’s economic policy. So far, the promises of tax breaks, deregulation and an 
ambitious infrastructure plan have been well received by the capital markets against a background of low risk 
aversion. However, threats of protectionism and the anti-migration stance adopted by the new US President 
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tighter monetary policy with global consequences. 

This uncertainty surrounding the new US administration is exacerbated in the case of Mexico. The economic 
scenario in Mexico has become more adverse since the unexpected result of the US elections in November, 
although there is a lot of uncertainty about how strong this adversity may be. Mexico’s prevailing growth model 
over the last two decades is certainly at risk from the new President’s avowed threat to modify commercial 
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what degree trading conditions will change between the two countries. As things stand, considering that the 
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effects will end up being only cyclical and not structural. However, the threat alone and the uncertainty it cau-
ses have already had negative impacts on market variables, and as a result 2017 will be a challenging year. 

Financial variables have already factored in this degree of uncertainty about the possible scenarios for the 
future performance of the Mexican economy. The exchange rate has depreciated substantially since the elec-
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expectations on the bonds market, immediately prompting an expected more restrictive monetary policy and 
an increase of up to 100 base points in yields on long-term sovereign bonds. 
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and this trend is expected to continue until it reaches 6.0%. While for the time being it has not had any knock-
on effects on prices, there is more risk that they will be observed from now on. Logically enough - given its 
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expected this year.
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the rise in interest rates, will push down private consumption. On top of that, with the lower expected inves-
tment due to the uncertainty about US/Mexican commercial relations, it is likely that a good part of aggregated 
demand will see lower growth than it did in 2016. The external sector, however, would be expected to show a 
good performance. Aside from the question of commercial relations, Mexican exports are expected to improve 
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components, so we estimate the economy will grow by 1.0% during 2017. 



Mexico Economic Outlook
First Quarter 2017

www.bbvaresearch.com 3 / 33

Figure 1.1  Figure 1.2

Non-petroleum exports to the US. 
(% of total non-petroleum exports)

Trade of selected U.S. states with Mexico 
(USD billion)
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Clearly, this scenario is not the very promising, but, crucially, taking into account the information we now have 
at our disposal, the most likely outcome is that the effects of the policies adopted by the new US President 
on the Mexican economy will be cyclical and not structural. This assertion is based on the fact that the close 
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between these two countries total US$525 billion, and the way they are integrated through value chains makes 
North America one of the most competitive regions worldwide. 16% of US exports are to Mexico, making it the 
second most important importer of US products, behind only Canada. In fact, Mexico is the most important 
trade partner of states such as California, Texas and Arizona, and the second most important one for twenty 
other US states. California and Texas are the two most important states in economic terms. The US has the 
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with Mexico. 

In short, we believe that the commercial relations will not be destabilised because it is not in the interests of 
either country. Accordingly, we expect the adverse effects seen at present to be a short-term phenomenon and 
that they will fade away in the future. In fact, based on the expectations described and less uncertainty looking 
forward, we believe that the modest growth of 1.0% this year will be followed by recovery in 2018 with 1.8% 
growth. 
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2. Global context: more growth, 
greater uncertainty and long-term risks
While the global context improved in the closing months of 2016 and continues to do so at the start of 2017, 
greater uncertainty shrouds the year to come and a note of caution is advisable in making economic predic-
tions.

Global GDP growth accelerated in the last quarter of 2016 by 0.9% of the 
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year, in contrast with the rates below 0.8% during most of last year. There 
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industrial sector are growing alongside a budding improvement in world trade. 

The performance of the advanced countries has been behind this improvement, with the US recovering in the 
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stimulus packages implemented during the past year, which have in part carried along other Asian countries. 
In Latin-American countries, recent trends are more notably varied. All in all, the global economy would have 
grown 3% in 2016, below the 3.3% of 2015, however with a positive trend through the year.

Global economy 
accelerates

Figure 2.1  Figure 2.2

Global GDP growth 
Forecasts based on BBVA-GAIN (%, QoQ)
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(pp, YoY)
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Despite this acceleration, the outlook for 2017 and 2018 is plagued with uncertainty . This is principally rela-
ted with the economic policy of the new US administration, the shape of which remains largely to be seen. 
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following the elections. Since Trump’s victory, 10-year interest rates have risen by 63 base points to 2.50%, 
with a global knock-on effect – both in Europe and emerging markets. The value of share indices has increased 
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experiencing downward pressure on their currencies, particularly Mexico. 
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That said, the announcement of protectionist measures  (withdrawal from the TPP trade agreement in Asia, 
considerable doubt about the TTIP with Europe and requests for renegotiating NAFTA, with forewarnings of 
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given that the US economy may be close to reaching its potential growth. For this reason, from the start of 
the year, markets have been showing moderate optimism and their dynamics have corrected slightly. Markets 
remain more cautious as they try to assess the negative impact of protectionist measures in the medium and 
long term.  Looking ahead, disengaging increased uncertainty about economic policy from low volatility at an 
aggregate level does not appear sustainable.
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at a global level. The costs of raw materials have rebounded in recent 
months, somewhat more than predicted, following the OPEC agreement 
and the improvement in activity. The price of Brent crude oil was around 
56 USD/barrel at the start of 2017, whereas we had been hoping to see a 

somewhat slower transition to its level of long-term balance (60 USD/barrel, which we expect will be reached 
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discounted by the markets. Tying this in with the scale of the accumulated balances in recent years through 
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monetary policy may respond .

In theory, the Federal Reserve is taking a cautious approach and continues to point towards a relatively slu-
ggish normalisation of rates (although recently they have slightly upwardly revised their interest rate expec-
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while maintaining a balanced tone between upward and downward risks. Our forecast is for two interest rate 
increases to take place this year, with a further two in 2018.

At the end of 2016, the ECB approved an extension of QE until December 2017, while reducing monthly asset 
purchases from 80bn to 60bn euros from March onward, underlining that we are not looking at a gradual with-
drawal from the programme. Even so, the pressures to bring forward the normalisation of monetary policy have 
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the Eurozone approaches 2% owing to the effects of energy prices. As part of our forecasting, we expect the 
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to a higher degree of uncertainty than normal. The base effect of increased growth at the end of 2016 and its 
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and upwardly revise the forecasts for the US and Europe, and slightly more for China, while the forecasts for 
Latin-American countries are being revised downward, principally due to idiosyncratic factors.

The risks are largely downward  and are governed by the mentioned uncer-
tainty linked with protectionism in the US, a less friendly attitude towards 
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announced in various sectors will not be properly managed. In addition, 
there is the potential reaction of other countries or regions to these pro-
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generates pressure over 

monetary policy

The scenario is not 
exempt from risks, 

especially from 
protectionism
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in China, together with the lack of structural reforms and the restructuring of public companies, may have an 
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tial political risks, in a year that is packed with election dates, and where certain increasingly powerful parties 
propose going back on structural reforms or on measures to quit the euro zone or the European Union. And, 
generally speaking, geopolitical risks continue to run high.
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measures
GDP growth in 2016 closed at 1.6%, following a second half of the year (3.5% annualised in Q316 and 1.9% 
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this year is not very high, given their ambition and the reduced margin for growth above the potential, although 
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target and climbing by an average of 2.3% this year before reverting to 2% in 2018.
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The growth in the fourth quarter was 6.8% YoY, which closed out 2016 at 6.7% on average, slightly above 
what was expected. Various activity indicators, including industrial production and retail sales, improved in 
December and suggest better times at the start of this year. For 2017 on the whole, we expect growth of 6% 
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2018, respectively.

Eurozone: resistance to numerous shocks
Growth in 2016 closed at 1.7%, slightly higher than what was expected, after a positive last quarter (0.5% 
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of 2% over both years, although it will reach a peak at the start of this year, close to this value owing to base 
effects and energy price increases, before subsequently marginally reverting. The key, in this sense, will be to 
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above 1.5% at the end of the forecast period.
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Emerging economies: the management of weaknesses will have a decisive 
impact due to domestic and external factors
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this could drop further to 1% in 2017 owing to the uncertainty relating to trade measures which the US may 
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the growth in GDP will once gain increase by around 2%. For Latin America as a while, the GDP may have 
contracted by more than 2% in 2016, although it ought to recover and increase slightly by around 1% in 2017, 
thanks to a greater contribution of the external sector, the end of the downturn in Brazil, private investment in 
Argentina and plans for public investment in countries such as Colombia.
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3. Growth in GDP of 1% in 2017 due 
to the expected international backdrop

3.1 Growth in GDP in 2017 will also be impacted by the 
expected weaker momentum in the main macroeconomic 
variables
In 2015, annual growth in GDP was 2.6%, and according to the INEGI preliminary estimate, growth will be 2% 
in 2016. From the standpoint of the GDP time pattern, the more feeble tone in economic activity in 2016 was 
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macroeconomic variables, referred to above. In 3Q16, there was an improved performance in components of 
aggregate demand, and this is also expected to hold true, albeit to a lesser degree, in 4Q16, in order to achieve 
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Figure 3.1  Figure 3.2
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The cooling-off of GDP in 2016 also stems from the trend in the main components of GDP in aggregate de-
mand from the standpoint of its annual performance based on the available data from January to November. 
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Figure 3.3  Figure 3.4
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was affected by the rise in the exchange rate. These factors all played a part in the low annual average rate of 
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terms, was outweighed by the impact of the slowdown in investment, and the outcome is that growth in GDP 
in 2016 was lower than in 2015. 

3.1.1 Expected growth for 2017 lower than in 2016
As we have said, GDP growth was lower in 2016 than in 2015. This can be explained by the trend in aggregate 
demand components. In 2017, we expect annual growth in GDP of 1%, still lower than in 2016.  

The annual real growth rate in the like-for-like store sales index of the members of the National Association 
of Self-Service and Department Stores (ANTAD, or Asociación Nacional de Tiendas de Autoservicio y Depar-

	���
	���^��&�������������(�
���(�&����������	�
���
���	
	�	�	��	��������	����)*J��	����������
��
�	
�~���
����)*J�&���������&��
�	������)*+��K���	��	���)*J��
������&
��	
��&	�����	
����]�)�+@^��	����
�������������
	��	������&����
����((��
��(�
������������	
��������
�������
������
������
�������	�������&���(��	��
&	�����;����������
��
�	
�����)*J����	
���������
����&���������������	
��
�	������)*+�]������B^�



Mexico Economic Outlook
First Quarter 2017

www.bbvaresearch.com 10 / 33

Total vehicle production for January 2017 is another important indicator to be taken into account. Annual and 
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January’s monthly growth rate is negative, this could also suggest that Mexico’s economic activity in 2017 is 
less buoyant than it was in 2016. 

While the above points present the trend in Mexico’s economic activity in January, they do not include the 
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factor which points towards lower growth in Mexico’s economic activity in 2017 compared with 2016.
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the export oil price became more pronounced from October 2015 on when it reached US$37.5 per barrel, and 
by January 2016 it had gone as far down as US$23.91. From February on, the trend recovered and it stood 
at US$40 in June. In the second half of 2016, the average price of an export barrel was almost US$40, and it 
rose to US$45.51 in January 2017. 

Figure 3.5 Figure 3.6
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(Real annual % change)

Total vehicle production
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If the international oil market does not receive further pressures due to pronounced imbalances between cru-
de oil supply and demand, then the price of a Mexican crude barrel for export might be expected to be in the 
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for oil was US$10.1 billion.

Figure 3.7 Figure 3.8
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Figure 3.9 Figure 3.10
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factors, as long as the current levels of petrol imports and export crude oil barrels of lower than US$80 prevail, 
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3.1.2.1 Exports of goods by type: lower deterioration in 2016 vs. 2015 partly due to a lower 
fall in petrol exports
In 2015, the slump in total goods exports was shown by a negative growth rate of 4.1%, a situation which was 
repeated in 2016 but to a lesser degree, as the negative growth rate was -1.8%. Another important difference 
between the export trends in 2015 and 2016 is that in 2015, non-petroleum exports reported slight annual 
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vehicle sector made a positive contribution to the growth in exports, but this was not the case in 2016.

One of the main reasons for the modest performance in non-petroleum exports has to do with the trend in the 
US economy, bearing in mind that the target for around 80% of Mexico’s non-petroleum exports is the United 
States. In 2016, annual growth in GDP of the US was 1.6%, and growth in US manufacturing production was 
close to zero. This feeble growth in GDP and virtually non-existent growth in the US manufacturing sector in 
2016 impacted growth in non-petroleum exports in the same year.

3.1.2.2 Imports of goods by type: lower imports mirror lower exports
Just as with total goods exports, in 2016 total imports reported negative growth of -2.1%. This trend is because 
	���$��	
����JB@��(�
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������(�����
��	���(���
�����	
�����������(�������	�����
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are later sold in the domestic market or are exported. So if exports do not grow, then imports of intermediate 
goods would not be expected to do so either.

Figure 3.11 Figure 3.12

Monthly exports of goods by type 
(YoY % change)

Exports of goods by type
(YoY % change)

-60
-50
-40
-30
-20
-10

0
10
20
30
40
50

J
14

M M J S N J
15

M M J S N J
16

M M J S N

Total Oil
Autmotive Other manufacturing

4.4 

-4.1 -1.8 

-14.4 

-45.3 

-19.1 

7.3 

0.8 

-0.6 

11.9 

4.7 

-1.0 

5.1 

-1.1 
-1.2 

-50 

-40 

-30 

-20 

-10 

0 

10 

20 

2014 2015 2016 

Total Oil
Non-oil Automotive Other manufacturing

Source: BBVA Research with INEGI data Source: BBVA Research with INEGI data



Mexico Economic Outlook
First Quarter 2017

www.bbvaresearch.com 13 / 33

=�&���������)*+�	���
������(�����
���������&�����&��]������*�^��;�����	���
�(	���&	�������������������
]�J�J@^��(����&����������
���(��	��
	��������]���{@^�	���
�������
���(���
�����	
��������]�)�{@^��;����	���
�(��	��
	������������
�������
���
��������	����
�����
�����(�(����������	����	��	�����	
���&�
��������$���
capital investment/ formation. So the reduction in capital goods imports impacts the reduction in investment 
volumes which can be entered in the investment in important machinery and equipment heading.

Figure 3.13 Figure 3.14
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Figure 3.15 Figure 3.16
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is not very buoyant, then capital goods imports will be expected to perform similarly. This is an important point 
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January to November 2016 was 0.4%. The lack of drive in investment in 2016 also explains why capital goods 
imports reported a negative growth rate in that year.
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2008 it spiked at US$32.2 billion. To a large degree, during this period the adverse effect of the trade balance 
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For example, the petroleum trade balance surplus hit US$11.5 billion in 2010, and played an important role in 
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the non-petroleum trade balance. Not having such a large surplus in the non-petroleum trade balance leads to 
persistent weakness in the petroleum balance. 

The Mexican economy is unlikely to generate a surplus in the non-petroleum trade balance within a relatively 
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tural weakness of the Mexican economy, one that not only affects the currency market, but also becomes 
a heavy burden for Mexico’s economy. Hence, in order to improve its external accounts, Mexico needs to 
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negative impacts on economic activity.

3.1.3 Recent trends in formal employment in the private sector (IMSS, Social 
�����
�^�	������	��	����	��&	����
;���
�������
����������(���������������
�������
���"�$��	������	�������
��K��
�
�
��]K"��^�&	������
����
����)*+��&�
��	�
�
	���(�	����
�J���)))�&�#���]������*J^��;���������&	��������
�	������)*B�]+!!�)))^���
�)*!�]J*!�)))^��������
�����������	�(��(��)*���
�����&
�����(��	�����������
����
������	
�����
��	�������
in the rise in the number of workers registered in the IMSS has no longer been closely tied to the pattern of 
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programme is aimed at registering any workers in companies who were not registered with the IMSS. It was 
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the substantially falls in growth in monthly employment in the IMSS, a sign of a sharp slowdown in economic 
activity. For example, in June 2012 the monthly increase in the number of registered workers in the IMSS was 
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workers of 463,000 in December 2013 and of 746,000 in June 2015. After that, however, the PFE’s results 
were more modest. The authorities relaunched the programme in May 2016, and it has showed good results 
even in January 2017, when the year-on-year increase in the number of workers registered in the IMSS was 
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As we have said above, one important consequence of the PFE has been that the IMSS rate of growth in for-
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PFE by continuing to apply the programme. It is now estimated that two thirds of the IMSS formal employment 
stems from the PFE and only one third from the higher economic activity.

Taking these points into account, it would be expected that when the PFE is no longer applied the IMSS formal 
employment growth rate will fall and will once again be similar to that in GDP. In 2016, for example, GDP rose 
2.3% and IMSS formal employment did so by 3.8%. When the PFE is withdrawn, the IMSS formal employment 
growth rate will slide back to a level close to that of GDP, approximately 2%, which implies that the PFE really 
has a temporary and not a permanent effect, while it also depends on the type of policy and the inspections 
which the Mexican labour authorities decide to carry out in companies.

Figure 3.17 Figure 3.18
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Mexican Institute of Social Security in 12 months
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Since 2015, the average real wages of workers registered in the Mexican Institute of Social Security reported 
annual growth in real terms until December 2015, when it stood at 1.9% It then began to fall and by December 
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The fall we are expecting in 2017 in the average real wage of the Mexican Institute of Social Security will also 
impact the trend in private consumption. We have already discussed the fact that the annual real growth in the 
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tion on purchasing power from wages. This is because the higher real wages registered in 2015 and 2016 was 
a factor which fuelled growth in this variable, and thus also in GDP, and if this is less apparent in 2017 there 
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and non-programmable spending drove total public spending
Total public sector budget revenue reported real annual growth of 10.3% in 2016  Importantly, this year-on-year 
comparison includes the amount of MXN 239.1 billion from the Bank of Mexico operational surplus. If we were 
to exclude this component from the budgetary revenues, the real rate of growth would be 4.9%. 

If we break down total budgetary revenues into components, non-tax income (including the federal government’s 
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surplus would imply a decline of 27.4% in this component in real annual terms. There was a 11.9% real an-
nual increase in tax revenues in 2016. This included a 13.5% real annual increase in income tax in the period 
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income tax contributed around 58% to the real annual growth in tax revenues. 

Figure 3.19 Figure 3.20

Increase in the total number of people registered 
with the IMSS in 12 months 
(thousands of people)
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rate of 8.9% in 2016, comparing favourably to the 3.2% annualised growth in 2015.

Public sector oil revenues accounted for 16.3% of total budget revenues in 2016 (19.8% during the same pe-
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in 2016. 
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real annualised growth of 5.7% in 2016. Capital expenditure, within programmable expenses, reported a real 
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the Budgetary Revenue Stabilisation Fund with funds from the Bank of Mexico’s operational surplus. Current 
expenditure rose 0.2% in real annual terms.

Although total public sector net expenditure increased by 6.2% in real terms in 2016, a large part of this increa-
se is due to the federal government’s equity contributions to Pemex and CFE.  These contributions form part 
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lised terms in 2016. 

Table 3.1 Table 3.2

Total public sector budgetary revenues from 
January to December (Billions of pesos)

Net public sector spending in January to December 
(Billions of pesos)

2015 2016
Real % 

chge.
% 

struc.
Total 4,267.0 4,840.9 10.3 100.0

Federal Government 3,180.1 3,566.2 9.1 73.7
Tax 2,361.2 2,716.0 11.9 56.1

Income Tax 1,217.3 1,420.3 13.5 29.3
VAT 707.2 791.7 8.9 16.4

Non-tax 818.8 850.3 1.0 17.6
Agencies & companies 314.1 328.9 1.8 6.8
Gvmnt. productive co. 772.8 945.8 19.0 19.5

Pemex 429.0 481.5 9.1 9.9
CFE 343.8 464.3 31.4 9.6

Total 4,267.0 4,840.9 10.3 100.0
Oil revenue 843.4 789.6 -9.0 16.3
Non-oil revenue 3,423.6 4,051.3 15.1 83.7

2015 2016
Var. % 

real
Estr. 

%

Total 4,892.9 5,343.8 6.2 100.0 

��<��
����$�����
�� 3,826.6 4,160.4 5.7 77.9 

Current expenditure 2,890.6 2,978.1 0.2 55.7 

Capital expenditure 936.0 1,182.3 22.8 22.1 

������<��
����$���� 1,066.3 1,183.4 7.9 22.1 

Investments in states 629.1 693.7 7.2 13.0 

Borrowing cost 408.3 473.0 12.7 8.9 

Adefas* and other 28.9 16.6 -43.9 0.3 

����������������	���&�
�����	����"����
��]�=[�^��	
	 Adefas: Liabilities carried over from previous years. 
Source: BBVA Research with Finance Ministry data
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Importantly, the public accounts came under further pressure from participations granted to federal entities, 
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investment and federal participations, other expenses were kept in check, with a real reduction of 0.5% in 
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The real annualised reductions in these more limited items of spending show the federal government’s efforts 
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efforts do not appear to have been enough in 2016, however, given the real annual increase in total net spen-
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2017 so as to reach its primary surplus targets and to stabilise public debt as a percentage of GDP from that 
year on. 

Table 3.3 Table 3.4

Public spending indicators
(Billions of pesos)

Financial situation of the public sector January to 
December (Billions of pesos)

2015 2016

Nominal Nominal Real
Var. % 

real
Total net 
expenditures

4,892.9 5,343.8 5,197.1 6.2

?�
���
���	���	��
investment

4,729.4 4,889.8 4,755.6 0.6

?�
���
���	���	��
investment and 
participations

4,100.3 4,196.1 4,081.0 -0.5

?�
���
���	���	��
investment, participa-
tions and pensions

3,511.7 3,547.5 3,450.1 -1.8

?�
���
���	���	��
investment, participa-
tions, pensions and 
��	���	�����


3,103.4 3,074.4 2,990.1 -3.7

2015 2016 Var. % real
Public Balance -637.7 -503.7 -23.2
Pub. Bal. w/o Prod. invstmnt. -181.6 -18.7 -90.0

Budget Balance -625.9 -502.9 -21.9
Budget Revenue 4,267.0 4,840.9 10.3
Net Budget Expenditure 4,892.9 5,343.8 6.2
Federal Govnmt. Balance -549.0 -609.0 7.9
Agencies & Co. Balance -76.9 106.1 n.s.

Primary Balance -218.5 -24.0 -89.3
Budget Balance -217.6 -29.8 -86.7

Federal Government -226.8 -238.9 2.4
Agencies & Companies 9.2 209.1 2,109.6

Pemex -74.4 -15.1 -80.3
Other institutions 83.6 224.1 160.7

Indirectly-controlled institut. -0.9 5.8 n.s.

Source: BBVA Research with Finance Ministry data ���������
��������	�
 
Source: BBVA Research with Finance Ministry data
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companies, in particular the positive contributions to the CFE primary balance. This government production 
company reported a positive balance of MXN 176.7 billion. It will be crucial to keep a tighter rein on the 
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primary surplus of 0.4% of GDP for the entire public sector in 2017. 
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Gross public debt stood at 49.1% of GDP at the close of 2016. This is 4.4 percentage points higher than at the 
end of 2015. The peso’s depreciation in 2016 is a factor that largely explains this increase in the level of public 
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public debt, which rose from 33.1% at year-end 2015 to 37.8% at the end of 2016. 
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sector net cash requirement as a percentage of GDP has to be less than real annualised GDP growth. Im-
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of GDP at the close of last year.  This is in line with the Ministry of Finance’s forecast published in the 2017 
General Economic Policy Criteria. Thus, the balance shows a downward trend from 2017 onwards; assuming 
	����@�	���	�������
�(��
�������������
����
��	����'������
�	��������������	�~������	
���(����@��
���
Mexican economy would have to grow by at least 3.0% this year. However, our forecast for 2017 puts GDP 
��&
��	
�*�)@��K(����(���	�
�����������
��
�������������
����	�������'������
�	��	������
	����(�~���
would be 51.4%. 

3.1.5 Outlook for the Mexican economy in 2017
The 1% expected growth in GDP in 2017 is based on a number of different factors, including the complicated 
external setting which Mexico is expected to face over the course of the year, as a result of the new economic 
and trade policies announced by the new US administration and other causes. One of the core measures 
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co, and another is the possible introduction of a border tax on imports entering the US. Either of these measu-
res, or both of them, could affect the country’s exports, which would impact GDP. 

Figure 3.21 Figure 3.22
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quarterly GDP for the year, considering the preliminary GDP data for 
the fourth quarter. 
Source: BBVA Research with Finance Ministry data

Source: BBVA Research with Finance Ministry data
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Regardless of how the FTA renegotiation would be conducted, revising and modifying the FTA introduces 
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investment. United States is Mexico’s main trade partner, and between 1999 and 2015 almost 50% of foreign 
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until it becomes more clear what effects the renegotiation of the Agreement will have. 

Taking these points into account, the lower FDI which takes place through the FTA renegotiation process, cou-
pled with the less buoyant mood in consumption and lower activity, as is apparent in the real annualised growth 
data at January 2017 in the ANTAD like-for-like sales index and the contraction in the monthly total vehicle 
production rate, are factors which suggest that 1% growth in GDP this year is highly likely. If the external setting 
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FDI, then it would be more reasonable to expect higher growth in Mexico’s GDP in 2017. 

Figure 3.23 Figure 3.24
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increased energy prices
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expected, due mainly to the higher rate of pass-through and the hefty rise in energy prices (gasoline and LP 
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17 successive months, and with a trend of gradual growth in the second half of 2016, it rebounded by 1.36% 
in January 2016, after the annual rate of 3.36% in December 2016 rose to 4.72% in January 2017 having re-
ported a monthly rise of 1.7%. 

The sharp increase in January 2017 is the result of the 12.7% increase in the energy prices component (see 
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government has decided not to increase gasoline prices thus far in February, and also given that the peso’s 
appreciation by roughly 8% over the last month was not expected and has prompted a fall in import prices. The 
gasoline benchmark price has shown a positive trend over the last month and the government decided not to 
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ahead, if the exchange rate kept at more moderate levels, then the increases following the liberalisation of 
prices by regions should be gradual and we will not see such sharp increases as we did in January. 

Figure 3.25 Figure 3.26
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envisioned, the pass-through rate increased in the early part of the year. This situation was foreseeable not 
only because of the additional depreciation of the peso in the wake of the US election but also because des-
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to keep absorbing the increase in costs through lower margins. Another factor which contributed towards the 
higher rate of pass-through to prices was surely the sharp rise in energy prices, particularly gasoline. We 
believe that there is still further room for passing through the exchange rate to goods prices. The higher rate 
of pass-through in 2017 was driven not only by the peso’s level of depreciation but the currency’s persistent 
weakness. As shown in Figure x, the current bout of weakness is unlike the two previous periods of peso 
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were brief and quickly faded while the latest one has gone on for over two years. Even if the exchange rate 
were to remain at its current level until year end or even strengthened to some degree, the annual depreciation 
rate will be positive at least until November 2017. As shown in Figure x, the annual peso depreciation rate has 
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the sector, leading to lower consumer prices. Consequently, the pass-through effect only entailed a change in 
goods prices, and the lack of knock-on effects was evident both in the trend in services prices and in headline 
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October 2016 to 3.33% in January 2017. What this shows is that although services prices are still increasing at 
a moderate rate, the positive effects which offset the pass-through effect over the last two years have begun to 
run out of steam, and it also shows the risks of second round effects which are now the most important upside 
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that the higher rate of increase in goods prices is expected to continue, and that the risks of knock-on effects 
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the whole of the year, and to average about 5.5% in 2017. We envision a rate of 6.0% by the end of the year, 
although we currently have a small downward bias given that the government has decided to transfer inter-
�	
���	��������	#�������]�	��������	�����(�
���
���������
��	
���	��������	���
����$��	����	
�^������
more gradually than it did in January.
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of the peso and the economy’s lower-than-expected momentum, which is resulting in an additional increase in 
the output gap and the possibility of further reductions in prices for mobile-phone services if competition in the 
sector continues to increase. The main upside risks are now associated with the higher probability of observing 
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expectations and further depreciation in the exchange rate
The unexpected result of the US election has ushered in an adverse economic scenario for the Mexican 
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ning of the Mexican currency, by up to 20% following the US election, prompted increases of 1.8% and 1.3% 
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target.  

Second, the increased risks of knock-on effects arising from currency depreciation and rise in petrol prices. For 
the time being the transfer of the stronger dollar against the peso has been limited to the National Consumer 
Price Index goods component, as was the case in 2016. However, there has now been a total depreciation of 
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their margins narrow; particularly bearing in mind that because of the question marks about US trade policies, 
economic agents believe that the exchange rate may remain at current levels for an extended period of time. 
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2017. Although both the currency depreciation and the rise in petrol prices may be considered to be a change 
in relative prices and temporary supply shocks, there is no doubt that there is a higher risk of knock-on effects 
on prices taking hold. 
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On top of these concerns, the central bank also has to consider the possibility that the Federal Reserve might 
accelerate monetary normalisation, given that the US economy has peak employment levels and also due to 
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The Central Bank acknowledges the downside risks in terms of economic growth, taking into account that the 
uncertainty about the new US administration’s policies is already having adverse effects on foreign investment, 
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tion function, based on its single mandate, and particularly so in the present situation. For example, in 2008, 
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points up to a level of 7.50% by the end of 2017. This more restrictive policy is consistent with the current 
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expectations about the Trump administration’s economic 
policy
After the unexpected result of the US election, investors have spent a long time weighing up the possible 
economic policy decisions of the Trump administration and its effects on asset prices. There have been two 
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President’s campaign promises about cutting corporate income tax, deregulation and an ambitious infras-
tructure plan appear to have outweighed the threats of protectionism and anti-migration rhetoric in investors’ 
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upward trend in US assets has been the rise in the value of the dollar. From election day until the end of 2016, 
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cies, respectively. In fact, in December the dollar rose to heights which had not been seen since 2002.
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ciation by over 13%. As Mexico was the country which would be hit hardest by Trump’s threats of protectionism 
and anti-migration talk, the peso was the second most affected currency worldwide, and in fact three days after 
the election the dollar was trading at all-time highs of up to 20.85 pesos. The higher demand for US assets was 
not seen only in the currencies market, however. Expected increases in business sales, albeit in a setting of 
higher interest rates, prompted a 4.64% rise in the S&P500 during this period, growth which was higher than 
the 3.52% increase in the MSCI World global stock benchmark, taking it to new historical highs. As happened 
with the currencies, the Mexican stock market offered a more negative performance, falling 5.8%, worse than 
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Figure 3.33 Figure 3.34

US dollars vs. currencies of emerging markets and 
developed countries (indices 8/11/2016=100)

Mexican peso and emerging currencies against the 
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back on oil production. The idea with this agreement is to reduce volatility in energy prices and to keep on track 
towards US$60 per barrel in coming years. 

Early 2017 marks the start of the second stage of this period in which investors have weighed up expectations. 
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Trump and his future secretaries said that the US dollar was too strong. The dollar reacted by beginning a 
downward trend, and by mid February it had already slipped 5.23% against developed countries’ currencies 
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cies in its appreciation vs. the dollar. The Mexican currency gained almost 9.0% from the start of the year, and 
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due to the cancellation of vehicle plant investments connected with President Trump’s threats of new border 
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ment of the executive order to speed up the building up of the Dakota pipeline; a better-than-expected season 
of business results, and President Trump’s repeated mention of an ambitious infrastructure and tax cut plan 
created a mood of optimism. The S&P 500 hit a new all-time high after having risen by almost 5.0% over the 
year so far, slightly higher than the 4.7% increase in the global stock benchmark. In this phase of optimism 
about the US economy, demand for EM countries’ shares also rose, heightened by the rise in commodity 
prices associated with the depreciation of the dollar. So EM stock markets have risen by over 9.0% over the 
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All these movements of higher demand for assets with highest return on markets since the US election have 
taken place against a background of historically low levels of traditional risk aversion measures. The VIX 
volatility index stands slightly above 11%, a level not seen since 2014, almost 12 points down against the 
level reached on the days running up to the election last November. This is in stark contrast to the measures 
of economic policy expectations worldwide and in the US, which show a high degree of uncertainty. In fact, 
uncertainty about economic policy at global level is at all time highs, and the difference in signals against the 
VIX had never been so large. 
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terialisation of expectations about the economic policy of the new administration in the US. Given the high 
degree of uncertainty about these measures, we believe we have to be cautious about the possible trend in 
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extension, for the Mexican economy. Hence, we maintain our estimate of 22.9 pesos per dollar for the end of 
the year, although if the risks we have mentioned do not materialise there is margin for the peso to appreciate 
towards levels of 19.5 pesos per dollar.  



Mexico Economic Outlook
First Quarter 2017

www.bbvaresearch.com 29 / 33

4. Indicators and forecasts
Table 4.1

Macroeconomic forecasts: Gross Domestic Product
(YoY growth rate)  2014  2015  2016  2017  2018 
United States 2.4 2.6 1.6 2.3 2.4
EMU 1.2 1.9 1.7 1.6 1.6

Germany 1.6 1.5 1.8 1.6 1.6
France 0.7 1.2 1.1 1.3 1.5
Italy 0.2 0.6 1.0 1.0 1.2
Spain 1.4 3.2 3.2 2.7 2.7

UK 3.1 2.2 2.0 1.2 1.1
Latin America * 0.8 -0.3 -1.4 1.0 1.7

Mexico 2.3 2.6 2.0 1.0 1.8
Brazil 0.5 -3.8 -3.5 0.9 1.2

EAGLES ** 5.4 4.7 4.8 4.7 4.7
  Turkey 5.2 6.1 2.3 2.5 4.5
���	��	���� 5.7 5.6 5.4 5.1 4.8

  Japan 0.2 1.2 0.6 0.8 0.9
  China 7.3 6.9 6.7 6.0 5.2
�����	�]�$���[���	^ 4.3 4.4 4.3 4.2 4.5

World 3.5 3.3 3.0 3.2 3.3
* Argentina, Brazil, Chile, Colombia, Mexico, Peru and Venezuela. 
** Saudi Arabia, Bangladesh, Brazil, China, Philippines, India, Indonesia, Irak, Mexico, Nigeria, Pakistan, Russia, Thailand and Turkey. 
Forecast closing date: 3 February 2017. 
Source: BBVA Research & FMI

Table 4.2

United States indicators and forecasts
2015 2016 2017 2018 1Q16 2Q16 3Q16 4Q16 1Q17 2Q17 3Q17 4Q17

Macroeconomic Indicators
~���]�	��@���	���^� 2.6 1.6 2.3 2.4 0.8 1.4 3.5 1.9 2.2 2.0 2.5 2.7
�����	���������
����]�	��@���	���^� 3.2 2.7 2.6 2.1 1.6 4.3 3.0 2.5 2.2 2.5 2.4 2.2
~�����������
����]�	��@���	���^ 1.8 0.9 0.6 0.5 1.6 -1.7 0.8 1.2 0.4 0.8 0.8 0.4
~�����$��������
���
�]�	��@���	���^ 4.0 0.7 3.6 6.0 -0.9 -1.1 0.1 4.2 3.7 4.6 5.7 6.7
Construction 11.7 4.9 4.2 5.2 7.8 -7.8 -4.1 10.2 5.3 4.5 7.0 6.6
K����
�	�������]�	��	���	��@���	���^ 0.3 -1.0 1.2 2.6 -1.8 -0.8 1.9 -1.2 1.3 1.9 2.7 2.7
[���
�	�����
��	�	����]@��(�~��^ -2.5 -2.5 -3.3 -3.4 -2.9 -2.6 -2.4 -2.7 -3.5 -3.5 -3.5 -3.4
���	��	���	�����	
��� 0.7 2.0 2.0 2.1 -0.2 3.4 1.8 2.9 2.4 1.5 2.2 2.0
���	���	���	�����	
��� 0.1 1.3 2.3 2.0 -0.3 2.5 1.6 3.3 2.4 1.6 2.1 2.1

���	�����	���	�	����]@��(�~��^ -2.5 -3.2 -2.9 -2.4 -3.2 -2.9
Note: Bold ������	��(���	�
 
Source: BBVA Research
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Table 4.3

Mexico Indicators and Forecasts
2014 2015 2016 2017 1Q16 2Q16 3Q16 4Q16 1Q17 2Q17 3Q17 4Q17

Economic Activity
GDP (seasonally-adjusted series)

Real annual % change 2.3 2.6 2.0 1.0 2.3 1.5 2.0 2.0 1.6 1.6 0.7 0.3
������	��
	�
�]�������	�^ 10,793 9,411 8,487 7,736 8,577 8,712 8,492 8,167 7,652 7,854 7,812 7,628
US$ billions 1,292 1,139 1,038 956 1,049 1,065 1,038 999 945 970 965 942

������������	���	L�>?�
Headline 4.02 2.72 2.72 3.30 2.69 2.56 2.78 3.24 4.88 5.51 5.86 5.96
Core 3.18 2.36 2.91 3.22 2.69 2.91 3.00 3.28 3.96 4.40 4.76 4.83

Financial Markets (average, %) 
Interest rates 

Bank funding 3.00 3.02 4.29 7.10 3.58 3.92 4.42 5.25 6.25 7.08 7.42 7.5

28-day Cetes 3.00 3.25 4.33 7.14 3.61 3.88 4.43 5.38 6.32 7.14 7.45 7.49
28-day TIIE 3.35 3.44 4.58 7.43 3.89 4.09 4.75 5.60 6.58 7.41 7.74 7.83
*)���	������]@��	��	��^ 6.01 5.94 6.25 8.20 6.00 6.00 5.97 7.03 7.83 8.35 8.35 8.24

Exchange rate (average) 
Pesos per dollar 13.4 16.0 18.7 21.8 17.8 18.0 19.0 20.1 20.8 21.5 22.1 22.8 

Public Finances
������]@��(�~��^ -4.6 -4.1 -3.0 -2.9  -  -  - -3.0  -  -  - -2.9

External Sector3

;	����	�	����]��\���������^ -3.1 -14.6 -13.1 -14.8 -4.0 -3.1 -5.3 -0.7 -3.6 -3.4 -4.0 -3.8
[���
�	�����
�]��\���������^ -24.2 -31.4 -32.8 -37.0 -7.6 -8.2 -7.7 -8.9 -7.9 -8.1 -6.7 -8.0
[���
�	�����
�]@��(�~��^ -1.9 -2.8 -3.1 -3.2 -2.9 -3.1 -3.0 -3.6 -3.3 -3.3 -2.8 -3.4

Employment

���	�����	
��]	���	��@���	���^ 3.5 4.3 3.8 2.4 3.7 3.7 3.8 4.1 2.8 2.5 2.3 2.1

Open Unemployment Rate 
]@�	�
��������^� 4.8 4.4 4.0 4.4 4.0 3.9 4.0 3.8 4.3 4.4 4.6 4.4

Continues on next page
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Mexico Indicators and Forecasts
2014 2015 2016 2017 1Q16 2Q16 3Q16 4Q16 1Q17 2Q17 3Q17 4Q17

Aggregate Demand4 (annual % change, seasonally-adjusted)
Total  3.1  3.2  1.2  0.7  1.9  0.9  0.9 1.1 0.7 0.9 0.5 0.8
Domestic Demand  1.9  1.3  1.6  0.4  1.6  1.5  1.6 1.6 1.6 0.9 0.1 -0.8

Consumption  1.8  2.3  2.6  1.7  2.4  2.2  3.1 2.5 2.1 2.4 1.5 0.8
Private  1.8  2.2  2.8  1.7  2.8  2.3  3.4 2.8 2.0 2.6 1.6 0.6
Public  2.1  2.4  1.0  1.6 -0.1  1.7  1.3 1.2 2.5 1.3 1.1 1.8

Investment  2.9  4.3  0.2 -4.1  1.4 -0.2 -0.9 0.5 -3.9 -4.0 -5.1 -3.5
Private  4.9  8.1  2.1 -3.3  4.0  1.4  1.1 2.1 -2.6 -2.5 -5.1 -2.8
Public -4.7 -11.7 -9.9 -9.3 -10.8 -8.3 -11.8 -8.7 -10.9 -12.3 -5.4 -8.2

External Demand  6.9  9.1  0.2  1.6  2.8 -0.7 -1.0 -0.4 -1.6 1.2 1.6 5.3
Imports  5.9  5.1 -1.1 -0.2  0.7 -1.0 -2.1 -1.8 -1.7 -1.1 -0.1 2.3

GDP by sectors (annual % change, seasonally-adjusted)
Primary 4.4 1.6 3.3 2.2 -1.0 3.2 4.8 6.0 5.2 1.5 1.7 0.5
Secondary 2.7 1.0 0.0 -1.6 1.4 -0.5 -0.9 -0.2 -1.6 -1.3 -1.4 -2.0

Mining -1.3 -4.5 -5.2 -9.7 -3.4 -4.7 -7.4 -5.3 -10.2 -8.9 -7.8 -11.7
Electricity 8.2 2.3 3.4 2.9 1.2 5.7 3.4 3.3 3.4 4.7 1.8 1.9
Construction 1.9 2.6 1.2 -1.0 3.2 1.3 -0.1 0.2 -1.3 -1.5 -0.7 -0.5
Manufacturing 4.2 2.4 0.8 0.6 1.0 0.5 0.6 1.3 1.1 0.9 0.2 0.4

Tertiary 1.8 3.5 3.1 2.4 3.4 2.6 3.3 2.9 3.1 3.2 1.8 1.5
Retail 3.1 4.7 1.8 0.8 2.5 1.5 1.2 2.0 2.0 2.3 -0.3 -0.7
Transportation, mail and warehouse 3.1 4.3 2.4 1.3 1.8 2.3 2.7 2.7 2.0 2.3 1.0 0.2
Massive media information 0.2 7.7 10.6 8.4 10.2 9.8 13.3 9.2 10.6 10.0 7.4 5.8
Financial and insurance -0.8 4.3 7.5 8.0 7.9 7.7 7.9 6.5 7.9 7.9 8.2 8.1
Real-estate and rent 2.1 2.5 1.9 2.0 2.1 1.6 1.8 2.2 2.3 3.1 1.3 1.4
��(��������
����	���
������	������� 1.3 4.5 7.4 2.0 6.8 6.8 11.9 4.3 2.4 2.7 1.5 1.6
Company and corporate management 7.1 3.3 5.4 1.7 6.0 5.0 5.7 4.9 2.6 3.0 1.0 0.3
Business support services -0.1 1.2 2.9 2.3 3.3 3.5 2.6 2.1 4.2 2.1 1.3 1.5
Education 0.1 0.0 1.2 0.8 0.9 1.5 1.4 1.2 1.2 1.2 1.0 -0.2
Health and social security -0.6 -2.3 0.9 0.7 -1.0 1.7 2.3 0.5 0.7 0.9 0.3 0.9
Cultural and sport -1.4 3.9 5.1 3.3 1.9 4.4 10.0 4.2 4.6 4.4 2.9 1.6
Temporary stay 2.9 5.8 3.7 2.9 6.0 3.2 2.8 2.9 3.6 2.8 2.9 2.5
Other services, except govnt. activities 1.6 2.7 5.3 2.0 5.3 6.2 6.1 3.6 2.2 1.6 2.4 1.9
Government activities 1.9 2.7 -0.5 0.6 -3.1 -0.6 1.7 0.1 1.5 0.5 -0.1 0.6

1: Residential investment 
�������	���	�	����]@�~��^ 
3: Accumulated, last 12 months 
!���	���*����*))��~���������
���	����))��*))��;������������	
	��(�
������	�����
���������	��	���
�
�	����	���	����	�<��
������K�_~K��
�����
��&��
��	���	����	�<��
�� 
bd: billions of dollars 
dpb: dollars per barrel 
*FRPS: Financial Requirements of the Public Sector 
na: not available 
Note: Bold ������	��(���	�
 
Source: BBVA Research with Census Bureau, Federal Reserve, Bureau of Labor Statistics, Banco de México, INEGI and SHCP data



Mexico Economic Outlook
First Quarter 2017

www.bbvaresearch.com 32 / 33

DISCLAIMER
This document and the information, opinions, estimates and recommendations expressed herein, have been prepared by Banco Bilbao Vizcaya 
����
	�	�������]�����	(
���	�����������^�
����������
�����
�����&�
������	����(��	
������	�����
����	
���(��������(�
������
�	���	�����<��
�
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to undertake or divest investments. Neither shall this document nor its contents form the basis of any contract, commitment or decision of any kind.
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sector in Mexico may 

higher investment to 
be channelled into the 
oil and gas industry in 
future years

04
In 2016, the highest 
economic growth will 
be in the Touristic 
region, followed by 
the industrial states

Mexico Migration 
Outlook
1st HALF 2016 | MEXICO UNIT

01
12.2 million Mexican 
immigrants in the United 
States in 2015: Has the period 
of zero net migration come to 
an end?

02

in terms of employment, 
social integration, educational 

dreamers, but without a path 
to citizenship

03
In localities with medium, 
high and very high migratory 
intensity, minors play a greater 
role in working life and work 
more hours per week

  

 

 

 

 

 

 

 Latin America 
Economic Outlook 
3rd QUARTER 2016 | UNIT: LATAM COORDINATION UNIT 

01 
Market volatility in the 
wake of Brexit was 
offset by an expected 
more accommodating 
tone on the part of the 
Fed 

02 
The slowdown in 
Latin America will 
bottom out in 2016. 
But growth in 2017 
]*�{@^�&ill still be 
below that of the 
OECD 

03 
Inflation, although 
high in South 
America, is starting to 
come down in the 
�	<��
� of countries. 
Inflation remains low 
but is rising in Mexico 

04 
Lower inflation and 
weak growth will 
move the central 
banks to adopt a 
more accommodative 
stance. But Mexico 
will keep in step with 
the Fed 

 


