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Improved growth dynamics; inflation will peak in April; Banxico will 
look through high inflation levels; the MXN has some room to 
further appreciate 

We upwardly revised our 2021 GDP growth forecast to 4.7% from 3.2%; upward 
bias on probable larger boost from US dynamic growth 

 A better-than-expected 4Q20 growth print along with the upwardly revised US growth forecast (to 6.2%) led our 
1.5pp upward revision to our 2021 GDP forecast. The better than expected 1Q data (0.4% QoQ) points to a 
stronger start of the year (BBVA 0.2% QoQ). This figure significantly improved from the (-)0.8% QoQ previously 
expected estimate -consistent with the 3.2% previous forecast for 2021. 

 By demand components, we anticipate a 4.2% annual growth for private consumption -reaching 93% of its pre-
COVID level by the end of the year-, while we expect private investment to increase 3.5% YoY, reaching 83% of its 
pre-COVID level by year end. Exports would grow 14.0% YoY, exceeding its pre-COVID level by 4.0 pp. 

 A context of uncertainty arising from bad policy decisions, particularly in the energy sector, has triggered time-
inconsistency problems, and will continue to take a toll on investment and explain its underperformance. 

 As to 2022, we downwardly revised our GDP growth forecast to 2.8% from 3.8% previous, amid the slow 
vaccination process, a gradual and slower return to normality than previously expected, and less optimism on the 
consumption outlook on the back of a still weak labor market, with concerning developments at the turn of the year 
(see below). Nonetheless, according to our new estimates, Mexico would reach its pre-COVID GDP level by 2Q23, 
three quarters before our previous expectation (1Q24). 

 Private investment stalled from 2016-18 with value-chains in risk with Trump’s anti-NAFTA rhetoric and the 
ensuing lengthy trade-deal renegotiating process. In 2019, investment dropped on an uncertainty spike due to the 
time-inconsistency problems arising from bad policy decisions, particularly related to the energy sector, taken by 
the new government. Afterwards, in 2020, investment plummeted on the pandemic.  

 As a result, total investment now stands 15% below its January 2016 level. Almost two thirds (-9pp) of that drop 
are related to the pandemic. The persistent weakness of investment has effects not only on short-term economic 
growth, but also on the long-term capital stock and, therefore, on potential growth. 

 We keep unchanged our recently downwardly revised potential GDP estimate at 1.5% on private investment 
weakness amid the persistent climate of uncertainty. Yet, cyclical factors, namely a post-pandemic rebound and 
much-stronger-than-previously-expected US growth, will likely boost growth in the next few years. 
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The outlook for formal job creation is improving with an upwardly revised GDP 
path; yet, we do not expect a return to pre-pandemic levels until 2022 

 In spite of a (slow) recovery trend, the labor market is still showing elevated levels of contraction in YoY terms in 
1Q21; besides, the gradual recovery has been marked by high levels of informality, underemployment, and critical 
employment conditions 

 From January to March 2021, 252 thousand new formal jobs were created, below the median creation during the 
first three months of a year since 2010 in spite of being driven by a rebound associated with a gradual 
normalization of some sectors in the economy (eg, tourism). Nonetheless, we expect the job creation pace to 
gather momentum in coming quarters, and now anticipate that 564 thousand new jobs will be created in 2021. 

 A concerning development in 2021 is the loss of higher-income jobs -i.e., those earning 5+ minimum wages- that 
started at the turn of the year. It is likely to take a toll on the  recovery dynamics of private consumption 

 Real wages growth have not been able to fully offset the loss of employment in the total payroll in the formal 
sector, which is broadly stagnant: the average YoY growth rates from June 2020 to March 2021 is -0.1% 

FX: the MXN still has room to catch up with EM currencies’ average 
performance since the start of the global pandemic (Feb-2020) 

 Normalization hopes with the global vaccine rollout and a search for yield could appreciate the MXN to 19.70 by 
the end of the year.  An expected surplus of 0.6% of GDP for the 2021 current account also supports some MXN 
appreciation. 

 In the medium-term, the current account deficit will stabilize at around 1.3% as the economy gradually recovers to 
pre-pandemic levels.This current account level (% of GDP) by no means entails a balance of payments problem. 

Banxico will likely look through the temporary rise in inflation, which mostly 
reflects a spike in energy prices 

 Headline inflation has surged in 2021 -to 6.1% in the first half of April- largely due to the spike in energy prices and 
unfavourable base effects. We anticipate that inflation would have peaked in April, and as the transitory effects 
unwind, we think that the headline inflation rate will drop down to slightly above-4.0% levels in 3Q, before 
rebounding temporarily again in 4Q to above-4.5% levels. Core inflation is set to gradually fall to below 4.0% levels 
in the next few months. With above-target headline inflation and with core inflation close to 4.0% in the near-term 
Banxico will not resume the easing cycle, which we expect to have ended with the monetary policy rate at 4.0%. 

 That said, Banxico is not thinking of hiking rates, which supports our view that market expectations, expecting rate 
hikes within a year, are an overreaction to both the end of the easing cycle and the temporary pressures on 
inflation. Banxico’s Board will not be in a rush to start a hiking cycle i.e., there will be a high bar for Banxico to shift 
to a hiking mode in a context of weak demand and with the Fed on the sidelines for the foreseeable future. We 
think that policy rate will remain at 4.00% over the coming years. This is a more dovish view compared to market 
expectations. 
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The 2022 General Economic Policy Preliminary Guidelines released by the 
Finance Ministry anticipate an improved outlook for public finances in 2021 
▰ The federal government has upwardly revised its GDP growth forecast to 5.3% from 4.6% for this year and expects 

GDP to grow 3.6% in 2022. According to the federal government, the expected average price for the Mexican 
crude oil mix in 2021 increased to USD 55 per barrel from the USD 42 previous forecast. 

▰ Forecasts for the year-end primary balance, PSBR and the widest definition of public debt are 0.0%, -3.3% and 
51.4% of GDP, respectively.  

▰ In relation to 2022 forecasts, the Ministry of Finance expects a primary surplus of 0.6%, PSBR of -2.9% and public 
debt of 51.1% of GDP. 

▰ Public debt (% of GDP) will remain stable in 2021-22 but could increase to a manageable 56% by 2026 if no fiscal 
reform were implemented in 2022. We believe that a fiscal reform can avoid further credit downgrades and can be 
achieved without increasing marginal tax rates. 
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DISCLAIMER 
This document and the information, opinions, estimates and recommendations expressed herein, have been prepared by Banco Bilbao Vizcaya 
Argentaria, S.A. (hereinafter called “BBVA”) to provide its customers with general information regarding the date of issue of the report and are 
subject to changes without prior notice. BBVA is not liable for giving notice of such changes or for updating the contents hereof. 

This document and its contents do not constitute an offer, invitation or solicitation to purchase or subscribe to any securities or other instruments, or 
to undertake or divest investments. Neither shall this document nor its contents form the basis of any contract, commitment or decision of any kind. 

Investors who have access to this document should be aware that the securities, instruments or investments to which it refers may not be 
appropriate for them due to their specific investment goals, financial positions or risk profiles, as these have not been taken into account 
to prepare this report. Therefore, investors should make their own investment decisions considering the said circumstances and obtaining such 
specialized advice as may be necessary. The contents of this document is based upon information available to the public that has been obtained 
from sources considered to be reliable. However, such information has not been independently verified by BBVA and therefore no warranty, either 
express or implicit, is given regarding its accuracy, integrity or correctness. BBVA accepts no liability of any type for any direct or indirect losses 
arising from the use of the document or its contents. Investors should note that the past performance of securities or instruments or the historical 
results of investments do not guarantee future performance. 

The market prices of securities or instruments or the results of investments could fluctuate against the interests of investors. Investors 
should be aware that they could even face a loss of their investment. Transactions in futures, options and securities or high-yield 
securities can involve high risks and are not appropriate for every investor. Indeed, in the case of some investments, the potential losses 
may exceed the amount of initial investment and, in such circumstances, investors may be required to pay more money to support those 
losses. Thus, before undertaking any transaction with these instruments, investors should be aware of their operation, as well as the 
rights, liabilities and risks implied by the same and the underlying stocks. Investors should also be aware that secondary markets for the 
said instruments may be limited or even not exist. 

BBVA or any of its affiliates, as well as their respective executives and employees, may have a position in any of the securities or instruments 
referred to, directly or indirectly, in this document, or in any other related thereto; they may trade for their own account or for third-party account in 
those securities, provide consulting or other services to the issuer of the aforementioned securities or instruments or to companies related thereto or 
to their shareholders, executives or employees, or may have interests or perform transactions in those securities or instruments or related 
investments before or after the publication of this report, to the extent permitted by the applicable law. 

BBVA or any of its affiliates´ salespeople, traders, and other professionals may provide oral or written market commentary or trading strategies to its 
clients that reflect opinions that are contrary to the opinions expressed herein. Furthermore, BBVA or any of its affiliates’ proprietary trading and 
investing businesses may make investment decisions that are inconsistent with the recommendations expressed herein. No part of this document 
may be (i) copied, photocopied or duplicated by any other form or means (ii) redistributed or (iii) quoted, without the prior written consent of BBVA. 
No part of this report may be copied, conveyed, distributed or furnished to any person or entity in any country (or persons or entities in the same) in 
which its distribution is prohibited by law. Failure to comply with these restrictions may breach the laws of the relevant jurisdiction. 

This document is provided in the United Kingdom solely to those persons to whom it may be addressed according to the Financial Services and 
Markets Act 2000 (Financial Promotion) Order 2001 and it is not to be directly or indirectly delivered to or distributed among any other type of 
persons or entities. In particular, this document is only aimed at and can be delivered to the following persons or entities (i) those outside the United 
Kingdom, (ii) those with expertise regarding investments as mentioned under Section 19(5) of Order 2001, (iii) high net worth entities and any other 
person or entity under Section 49(1) of Order 2001 to whom the contents hereof can be legally revealed. 

The remuneration system concerning the analyst/s author/s of this report is based on multiple criteria, including the revenues obtained by BBVA and, 
indirectly, the results of BBVA Group in the fiscal year, which, in turn, include the results generated by the investment banking business; 
nevertheless, they do not receive any remuneration based on revenues from any specific transaction in investment banking. 

BBVA Bancomer and the rest of BBVA Group who are not members of FINRA (Financial Industry Regulatory Authority), are not subject to the rules 
of disclosure for these members. 

“BBVA Bancomer, BBVA and its subsidiaries, among which is BBVA Global Markets Research, are subject to the Corporate Policy Group 
in the field of BBVA Securities Markets. In each jurisdiction in which BBVA is active in the Securities Markets, the policy is complemented 
by an Internal Code of Conduct which complements the policy and guidelines in conjunction with other established guidelines to prevent 
and avoid conflicts of interest with respect to recommendations issued by analysts among which is the separation of areas. Corporate 
Policy is available at: www.bbva.com / Corporate Governance / Conduct in Securities Markets”. 
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