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Weather forecasting models failed last week when in less than 12 hours Tropical Storm Otis intensified
into a major Category 5 hurricane (breaking Patricia's intensification record back in 2015) before
landfalling at the coast of Guerrero. The aftermath goes beyond the beach resort bay of Acapulco,
extending into neighboring municipalities, such as Ajuchitlán del Progreso and Coyuca de Benítez. The
interruption of basic services such as water, electricity and communication adds up to stores looting,
stranded people at the airport and inaccessibility to bring supplies to the affected homes.

Facing one of the most devastating natural phenomena in the last decade, to estimate the economic
aftermath requires two elements: 1) to understand the economic outlook in Guerrero state prior to Otis
landfall; and 2) rely on empirical evidence of hurricanes in Mexico to estimate the economic impact.

Guerrero's Gross Domestic Product (GDP) accounted for 1.3% of National GDP in 2021 (most recent
official data), with a growth rate of 4% y/y compared to 2020, but still 5.1% below its pre-pandemic
levels. Although the state’s GDP experienced a positive trend recently, the hurricane will put a dent in the
state’s GDP growth slowing industries driving the state's economy; namely tourism (3.1% of Guerrero's
GDP) and related industries such as retail (16.7%), transportation (7.5%) and real estate (13.9%).

Focusing on tourism, Guerrero accounts for 2.1% of tourism in Mexico; receiving 9.52 million tourists in
2022 with a hotel occupancy rate of 47.4% according to figures from the Ministry of Tourism. The
municipality of Acapulco (popular tourist destination) concentrates 38.5% of Guerrero's economic activity
(measured by the Gross Value Added in the 2019 Economic Census), with a significant economic
spillover to the rest of the municipalities in terms of employment and income for households. From
January to August 2023, Acapulco recorded a hotel occupancy rate of 51% with the end of year high
season just a couple months away. Noting that in December 2022 Acapulco hotels reported the best
occupancy in the last 12 years.

Back in 2018, Mexico’s Central Bank (Banxico) studied the effect of different hurricanes between 2003
and 2016 on the Quarterly Indicator of State Economic Activity (ITAEE) of coastal entities, including
Guerrero. Retrieving the findings of this study and taking into account that Hurricane Otis is comparable
to Hurricane Patricia in terms of intensity (Category 5), dates (end of October 2015) and geography
(Pacific Ocean), BBVA Research estimates a contraction in the quarterly variation of Guerrero’s ITAEE of
-11.71% in 4Q23 with effects lasting until the end of 2024. Based on the pre-Otis base scenario, the
estimated Guerrero ‘s GDP y/y% growth in 2023 falls from 2.1% to 1.1% ( -1.1 points) and from 1.2% to
0.4% (-0.8 points) in 2024.
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https://www.banxico.org.mx/publicaciones-y-prensa/reportes-sobre-las-economias-regionales/recuadros/%7BF65987DA-4142-E859-56CA-397E48668F4D%7D.pdf


Although this calculation is based on bold assumptions; still provides an (optimistic) estimate of the
economic effects. GDP fall could be even more pronounced considering that Jalisco (the main entity
affected by Patricia in 2015) launched support programs for those affected within seven days after the
huricane’s landfall and is less dependent on tourism, one of the main affected industries in Guerrero.
Looking forward,government support and economic reactivation programs are key in the quarters
immediately after the shock so that Guerrero, one of the entities with the highest indicators of poverty
and lagging behind at the national level in economic performance, may face this adversity.
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