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Guarded Optimism

Multiple economic challenges ranging from a weak peso to trade disputes with the United States
were encountered during 2018. With many unanswered policy questions still hovering over the
economy, the 2019 consensus GDP growth forecast has been revised downwards to 2.2 percent.
Individual forecasts range from 1.9 percent to 3.1 percent.

Private consumption still leads the way in 2019 with a 2.7 percent rate of increase projected for
2019. That rate represents a slower rate of growth than what the panelists collectively
anticipated last quarter. Consumer confidence likely remains strong following the AMLO and
Morena victories at the polls last July.

The consensus outlook for Government consumption is 2.2 percent in 2019. There is a wider
spectrum of forecasts for this variable than others, ranging from a low of 1.0 percent to a high of
3.8 percent. Part of the uncertainty stems from questions over how many large scale expenditure
changes will eventually be introduced by the new government.

Total investment for 2019 has been revised upward this quarter. This variable is now predicted
to rise by 1.8 percent in 2019. That rate represents an improvement over what is projected for
2018 and a much stronger performance than what was tallied for both 2016 and 2017.

Exports and imports are both projected to grow more slowly in 2019. Estimates vary substantially
among the panelists and demonstrate the continued uncertainty in the international trade
environment. Fortunately, trade relations between Canada, Mexico, and the United States have
stabilized somewhat now that the USMCA has been signed by all three presidents and awaits
legislative ratification in each country.

Tighter monetary policy in recent years has helped moderate inflationary pressures in 2018. The
consensus forecast is for consumer prices to rise by 4.5 percent in 2019. In spite of that apparent
optimism, one forecast is much more skeptical and predicts overall inflation to rise to 6.0 percent.
A nagging question is whether central bank autonomy will continue during the AMLO sexenio.

Ironically, optimism regarding inflation does not extend to the currency market. The 2019
consensus exchange rate forecast increased from 19.06 to 20.37 pesos per dollar this quarter.
The greater depreciation is probably due to a greater projected inflationary gap between the two
countries.

The panelists also indicate the 28-day Treasury Certificates (CETES) yield will now reach 7.6
percent in 2018, a 40 point basis point increase from the forecast last quarter. Nearly all of the
panelists anticipate that the 28-day CETES rate will fall somewhere within a range between 7.6
and 8.5 percent. One forecast, potentially anticipating a change in the executive branch
monetary policy stance, predicts a decline of the 28-day CETES rate to 6.6 percent in 2019. As
the panelists have noted, it should prove to be an interesting year.

Thomas M. Fullerton, Jr., Aaron D. Nazarian, Steven L. Fullerton, and Sergio Olivas, Jr.
University of Texas at El Paso Border Region Modeling Project
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