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•	 With the boost from the U.S. and the expected recovery of 
domestic demand, Mexico will grow 5%.

•	 The changes in the regulation of competition will help free 
bottlenecks	to	growth	and	improve	the	inflation	dynamics.		

•	 In an environment of more controlled aversion to risk, the 
differentiation	 of	 the	 financial	markets	 toward	Mexico	will	 be	
positive.
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Summary

The best growth perspectives in Mexico are based on the cyclical boost 
from the external environment 
In the last quarter, the outlook for the Mexican economy has improved, so that, now, growth of close to 5% 
is projected for 2010, slightly more than one percentage point above that estimated just three months ago. 

In line with expectations, global recovery has consolidated in the emerging economies and among the 
developed	economies,	in	the	U.S.,	Europe,	in	turn,	has	confirmed	a	cyclical	lag	that	could	intensify	as	a	
consequence	of	the	negative	impact	on	the	confidence	of	market	participants,	a	rise	in	the	risk	premiums,	
and an increase in the sovereign risk of some European countries. The recovery of the United States 
began	with	the	boost	from	exports	to	the	emerging	markets	and	the	positive	effect	of	the	fiscal	support	
programs on income and spending. In addition to these effects, an improvement in disposable income is 
beginning to be seen due to less deterioration in employment and higher domestic spending in view of a 
lower rate in reducing the leverage to families compared to what was expected.  

The improvement in external demand of Mexico’s main economic partner directly affects the country’s 
exporting activity, which opens the door to additional positive effects when the recovery of the labor market 
consolidates, when remittances from Mexican emigrants increase, and when the international environment 
has an impact on the rise in demand for tourist services. Mexico will grow close to 5% in 2010. The risks, 
however, are downward. On the one hand, there is the impact that the generalization of contagion could 
have on other markets and assets due to a public debt crisis in Europe. On the other hand, at the domestic 
level, the spending capacity of households to accompany the expected lag in external demand activity is 
also a factor of uncertainty.   

Domestic spending is limited by relatively low and volatile wages, 
resulting from the weight of the informal sector in the economy 
The	current	 situation	 reflects	a	 significant	gap	between	 the	 confidence	of	 the	Mexican	manufacturing	
industry and that of the consumer, a consequence of the effective improvement of external demand facing 
the former and of the quite contained growth rate of disposable income of the latter. This is the main 
determining	factor	 for	 families’	consumption,	a	variable	 that	presumably	reflects	approximately	70%	of	
Mexican GDP and that still shows a somewhat contained evolution in this cyclical recovery.  

Employment, one of the determining factors of the disposable income of households, grew since the 
second	quarter	of	2009,	which	reflects,	contrary	to	the	conclusions	of	some	partial	analysts,	the	flexibility	of	
the Mexican labor market as a whole toward changes in the environment and the economic perspectives. 
This is similar to what occurs in the more developed economies, where changes in labor legislation and 
the	increasing	importance	of	temporary	employment	have	led	to	more	flexible	labor	markets.	However,	in	
Mexico,	the	compensating	flexibility	of	a	rigid	labor	legislation,	which	has	not	changed	in	the	last	19	years	
is achieved with a segmented market in which the informal component, without any degree of protection 
due to lack of a legal framework, offsets the rigidities and barriers of the formal sector. In the latter, in turn, 
a reduced though growing weight of temporary employment is seen, which is not usually accompanied by 
greater productivity. As a consequence of all this, income for work in the informal sector of the economy is 
relatively volatile—subject to the adjustment of supply and demand, without any rigidity downward due to 
the lack of legislation—and low, in line with the lower productivity of the activities carried out in the informal 
environment.	 If	 to	 this	 is	added	 the	 rebound	of	 inflation	 in	2010,	 the	spending	capacity	of	households	
which remains relatively constrained, at least in the short term despite the rally in employment. In this 
manner, informality presumes a brake to obtaining more or less stable disposable income, formed based 
on real present income.
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Chart 1

Total Employed by Employment Status 
(contribution and % change y/y)  

Chart 2

Wages (% change, y/y, nominal)
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Reform of the regulation on competition is necessary for improving the 
efficiency of the Mexican economy and the process of price formation
Household	disposable	income,	in	real	terms,	is	affected	by	the	performance	of	inflation,	which,	from	a	
medium-term standpoint, seems to show a relatively rigid behavior toward a downtrend and with rapid 
upward adjustments in view of cost shocks that eventually have more lasting effects. This dynamics 
leads us to understand the existence of the rigidities of the market, which are relatively greater than in 
other	economies.	Progress	in	economic	competition	in	the	markets	would	generate	benefits	associated	
with greater productivity and product prices that will tend to be lower, which implies an increase in 
consumers’ income in the economy (in addition to obviously raising the potential growth of the economy). 
Ones way of approaching the existing margin of improvement could be by analyzing the relative dynamic 
of the prices of comparable subindexes of Mexico’s consumption basket with those of other countries. 
The comparison, even considering the diversity of factors that have a bearing on the process of price 
formation such as the exchange rate, allow concluding that in those markets in which the degree of 
competition in the market is greater, the divergences in the relative evolution of prices are lower. Also, 
greater competition tends to generate greater economic growth. The regulatory reform of this matter, 
currently in the process of approval by the legislative power, seeks to correct these problems.
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Chart 3

Competition in Mexico and contribution 
of productivity to potential GDP  

Chart 4

Economic Efficiency and Reforms 
(Change in the contribution of efficiency 
to growth, pp)
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Chart 5

Relative evolution of prices since the 
competition standstill (Index 1998=100). 
Medicines  

Chart 6

Relative evolution of prices  
since the competition standstill  
(Index June 2002 = 100), Cable TV
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100
120
140
160
180
200
220
240
260
280
300

D
ec

-9
7

D
ec

-9
8

D
ec

-9
9

D
ec

-0
0

D
ec

-0
1

D
ec

-0
2

D
ec

-0
3

D
ec

-0
4

D
ec

-0
5

D
ec

-0
6

D
ec

-0
7

D
ec

-0
8

D
ec

-0
9 80

85
90
95

100
105
110
115
120
125
130

Ja
n-

98

Ja
n-

99

Ja
n-

00

Ja
n-

01

Ja
n-

02

Ja
n-

03

Ja
n-

04

Ja
n-

05

Ja
n-

06

Ja
n-

07

Ja
n-

08

Ja
n-

09

Ja
n-

10
USMexico

Source: BBVA Research with Banxico and BLS data Source: BBVA Research with Banxico and BLS data

The financial variables, in line with the global factors 
The same global factors that will contribute to determine the direction of the scenario for growth will 
affect	 the	financial	variables.	One	example	of	 this	 is	 the	peso	exchange	 rate,	affected	by	a	negative	
differentiation with the currencies of other emerging markets during the greater part of 2009. From the 
last quarter of last year and until very recently, the cyclical boost from the U.S., particularly favorable for 
Mexico, and the resolution of some domestic uncertainties—the 2010 budget, the rating of the public 
debt—favored	a	positive	differentiation	that	has	been	maintained	up	to	the	first	weeks	of	April	when,	as	
a	result	of	the	Greek	debt,	an	episode	of	risk	aversion	began	that	reached	its	maximum	the	first	week	of	
May.	In	any	case,	since	there	are	no	apparent	specific	factors	of	a	negative	differentiation	for	the	Mexican	
economy, the exchange rate and interest rates will resume the economic fundamentals of growth and 
inflation	as	the	global	aversion	to	risk	is	dissipated.
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Challenges in view for a sustained 
recovery

The global economy is dominated by two opposing forces: on the one hand, the positive 
cyclical boost from the emerging economies and the U.S., and, on the other, the high 
risk premiums observed in Europe. Even though the European Monetary Union (EMU) 
rescue plan lessens the uncertainty in the short term, the risks in the medium term 
continue on a downward trend
In	recent	quarters,	the	cyclical	situation	has	improved	significantly	due	to	the	recovery	in	the	emerging	
economies and the U.S. World trade is growing at 7% and our forecasts are pointing toward growth in the 
world economy of 4.2% in 2010. Now, at the same time, there are doubts regarding the capacity of the 
EMU to be able to face the problem of high levels of public indebtedness of some countries of the area. 
These	doubts	have	made	possible	an	increase	in	the	sovereign	spreads	and	to	a	new	phase	of	financial	
instability. This situation could affect the European economy, although it could also have an impact on 
the rest of the world. The moment and the scope of these adverse impacts will crucially depend on the 
effectiveness of the announcements made by the European Council last May 9th regarding the rescue 
packages agreed upon and the exceptional steps adopted by the European Central Bank (ECB). Even 
when these packages manage to stabilize market conditions in the short term, uncertainties will still be 
persisting on three fronts: i) the implementation process of the rescue package in the coming months, 
subject	to	the	conditionality	of	the	fiscal	consolidation	process;	ii)	the	credibility	of	a	more	intense	fiscal	
consolidation	than	what	has	been	considered	up	to	now	in	some	countries	of	the	EMU;	and	iii)	progress	
in the institutional mechanisms within the euro area to ensure the sustainability of the public accounts of 
the different countries.

Following the short-term boost of the expansive fiscal and monetary policies in the 
whole world, the sustainability of the recovery is not guaranteed beyond 2010, in 
particular in the developed economies
While	 the	 economic	 recovery	 generalizes	 in	 early	 2010,	 its	 intensity	 varies	 significantly	 among	 the	
countries.	This	 is	 the	 result	 of	 the	different	degrees	of	utilization	of	 the	fiscal	and	monetary	policies.	
These policies have been particularly effective at the moment the economic cycle was boosted in China 
and	 the	U.S..	At	 the	same	 time,	 the	emerging	economies	are	benefiting	 from	 the	greater	strength	of	
their domestic demand and, in this region, the recovery was much more consolidated. In contrast, in 
the developed economies, as the expansive policies are diluted, there appear doubts regarding the 
sustainability of the recovery beyond 2010. 

Growing divergences in the exit strategies of the monetary policies: gradualism in the 
U.S.; doubts regarding the exit time in the EMU, lack of a single strategy in the emerging 
economies
A	gradual	course	of	interest	rate	rises	is	foreseen	by	the	Federal	Reserve	Board	(FED).	The	first	increases	
in the rates are expected at around the beginning of 2011 until they reach levels slightly above 1% at the 
end of that year. The existing differences in the economic fundamentals of the U.S. and of the EMU will 
lead to different monetary exit strategies in both areas. Although economic growth could be slow from 
2010 going forward, the risk of a reversion of the current dynamics is quite limited in the U.S. and the 
threat	of	inflationary	pressures	is	very	incipient.	On	the	contrary,	in	the	EMU,	in	addition	to	a	much	more	
fragile	financial	situation,	the	cyclical	improvement	seems	more	uncertain	and	there	is	no	glimpse	of	any	
inflationary	pressure.	As	to	the	monetary	policies	of	the	emerging	economies,	there	is	no	doubt	of	the	
need to toughen monetary policy. Given the cyclical divergences in that region, the exit strategies will 
vary among the countries. If in some economies, the hardening of monetary policy and other measures 
are not implemented on time, growing imbalances could be generated.
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Markets have made the limits of the counter-cyclical fiscal policies evident. The 
economies with high public debt levels and limited private unleveraging are highly 
vulnerable to upward movements in interest rates and higher risk premiums
In	 periods	 of	 greater	 aversion	 to	 risk,	 the	 financial	 markets	 tend	 to	 place	 a	 price	 on	 the	 existing	
inconsistencies in the macroeconomic policies, which are normally not perceived in times of bonanza. 
Despite the important rescue package agreed to in Europe1 on Sunday May 9th, the availability of 
information	and	the	challenges	to	be	resolved	as	to	the	fiscal	government	in	the	EMU	lead	us	to	think	
that	 the	significant	risk	premiums	are	persisting	on	the	market	 in	 the	midst	of	uncertainties	regarding	
the	 paths	 of	 fiscal	 consolidation.	The	 contagion	 to	markets	 and	 assets,	 increasingly	more	 distanced	
from the market of the Greek debt, has been clear evidence of the fragility of the current scenario. 
Economic history is plagued with examples of ”unfounded contagion” from some countries to others 
at moments of crisis. In these cases, the geographic proximity or the cyclical similitude matter more 
than the differences in economic fundamentals. In fact, the current episode of generalized contagion 
is	not	justified	either	by	the	spurred	financial	channel	due	to	the	outburst	of	the	Greek	crisis	or	by	the	
similitude in the fundamentals. Even if this were true to a greater or lesser extent, there is an imperious 
need of some countries to increase the credibility of their policies to be able to face the pressure from 
international investors.

Long-term fiscal consolidation is the greatest challenge for the developed countries
There is growing concern regarding the long-term consequences of the rises in the public debt. This 
will inevitably lead to upward pressure on real interest rates and high-risk premiums during a prolonged 
period. Even when the recent contagion is gradually disappearing, growing discrimination will persist 
among	countries	depending	on	the	credibility	of	their	fiscal	situation.

The absence of an in-depth restructuring of the financial sector and the coming 
regulatory reform could threaten the recovery rate
The	uncertainty	coming	from	the	financial	sector	is	fundamentally	of	two	types:	on	the	one	hand,	the	slow	
restructuring	of	 the	financial	 industry,	particularly	 in	Europe,	could	put	a	brake	on	economic	recovery	
due	to	the	lack	of	sufficient	credit	(creditless	recovery).	This	is	a	growing	concern,	since	both	the	historic	
experience and empirical evidence are showing the importance of the credit channel, especially in the 
first	stages	of	the	recovery.	On	the	other	hand,	there	is	also	uncertainty	regarding	the	regulatory	reform	
that	will	finally	take	place	and	that	is	already	in	progress.	The	most	probable	result	is	a	significant	rise	in	
capital and liquidity requirements, which could limit the capacity of the banking sector to grant credit in 
the coming years.

1:	The	steps	approved	on	Sunday,	May	9th	were:	i)	500	billion	euros	in	support	of	countries	with	difficulties;	ii)	250	billion	from	the	
IMF;	iii)	the	capacity	of	the	ECB	to	purchase	public	debt	of	the	euro	area,	and	iv)	financing	lines	in	dollars	with	the	FED.
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The improved outlook for growth in 
Mexico is based on the cyclical boost 
from the external environment

The fastest and most intense improvement of the cycle in the U.S. leads 
to an upward review of the growth outlook for the Mexican economy
Since mid-2009 and more intensely toward the end of that year, the Mexican economy has been 
gradually intensifying a recovery process, following the sharpest drop since the Mexican Revolution (in 
1932: -14.8%). The structure of the Mexican economy, highly integrated with the United States, last year 
implied a record drop in exports, tourist arrivals and emigrants’ remittances. Similarly, these same links 
are acting already or will do so in the short term in a contrary sense, which implies a relatively quicker exit 
of the recession than other economies less exposed to the dynamism growth of the U.S.

The recovery of the Mexican economy was better than expected in the last months of 2009 and the 
beginning of 2010. This better performance has led to an upward review of the outlook for economic 
growth for 2010, and going forward from the estimated 3.8% at the beginning of the year to a now 
projected rate close to 5.0%, although with a risk balance slightly biased downward, both globally and 
domestically. Globally, as indicated in the previous section, due to the impact that existing uncertainties 
finally	have	on	the	risk	premiums,	on	the	necessary	fiscal	consolidation	process.	Domestically,	due	to	the	
capacity of internal demand to accompany the effect that external demand has had on activity.

In this recovery, the two components of demand, external and domestic, have been dynamic although 
different. On the one hand, external demand has been characterized by a strong recovery which has 
boosted exports and with this, manufacturing production in an accelerated manner in the last months 
of 2009. It should be recalled that close to 80% of Mexican exports have the United States as their 
destination and the consumption of durable goods of that country is in this sense particularly importantt: 
TV sets, electric and electronic appliances and, especially, motor vehicles. This process of improvement 
in external demand was present throughout the second half of 2009 and, as of the last quarter of 2009, 
at a more intense rate than initially expected.

In	the	review	of	the	macroeconomic	scenario,	presented	herein,	it	has	been	considered	that	the	fiscal	
stimuli to the U.S. economy will be successful and will continue to contribute to its recovery. By this, the 
contribution of net Mexican exports (exports minus imports) will be more positive than expected initially 
and will, in fact, contribute more than 3 of the 5 points of the estimated growth for this year. 
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Chart 7

GDP (% Change q/q)  

Chart 8

Manufacturing production: automobile 
branches and the rest (% Change y/y)
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As regards domestic demand, the available data at this moment have a different history, and it is that 
although the recovery of the domestic market is on course, it is at a lower rate than what might be 
expected. Private consumption, for example, grew 0.5% in the last quarter of the year, after having grown 
2.1% in the previous quarter. More timely indicators of consumption of the Mexicans point in the same 
direction:	retail	sales,	for	example,	barely	grew	at	the	monthly	rate	in	the	first	two	months	of	this	year	
(0.4%), below the monthly expansion of the last quarter of 2009 (1.3%). 

Special mention should be given to the dynamics of investment. This component is the one that is most 
lagging of domestic demand with continued drops in the quarterly rate in the last six quarters (3Q08 to 
4Q09). This component is quite relevant to assure growth capacity in the coming years. Even so, we 
consider	that	to	the	extent	in	which	financial	conditions	are	maintained	more	favorable	than	in	2008	and	
2009,	idle	installed	production	capacity	will	be	depleted	and	U.S.	recovery	will	continue,	with	gross	fixed	
investment resuming growth in an accelerated manner. 

A dual labor market and low and volatile income, key factors in the 
performance of domestic demand 
As per the foreseen economic scenario, a contribution of domestic demand is expected for 2010 of 
1.8 points: 1.1 from consumption and barely 0.7 from investment. The contribution of consumption is 
historically low and has the role that employment and wages (determining factors of disposable income 
and consequently of spending capacity) have played in the recent recession and in the coming quarters.

Private formal employment posted an important drop during the crisis of 2009, although it was limited in 
intensity and duration when compared with the variation in employment in prior recessive episodes. The 
lack of congruence between the relatively good performance of employment and the limited expansion 
of domestic demand registered up to now leads to planning the characteristics of employment in Mexico. 
The Mexican Social Security Institute (the IMSS for its Spanish initials) includes close to 14 million 
employees, while the employed population is 44 million persons, according to the ENOE. Thus, one of 
the characteristics of the new jobs created are the low wage levels that they offer and the scarce labor 
benefits	that	come	with	them,	part	of	them	in	the	informal	economy.	The	dynamics	of	employment	and	
unemployment,	taking	as	a	base	alternative	measures	for	these,	point	to	characteristics	of	“flexibility”	in	
the formal segment of the market and of “rigidity” in the informal. This generates incentives for informality 
and contributes to explain the low levels of productivity and the limited growth of domestic spending.
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In this same sense, an additional limiting factor to the capacity of domestic spending are not-too-
competitive market structures, which contribute to draining households’ disposable income with prices 
with	downward	 rigidity	and,	 therefore,	being	able	 to	 imply	 relatively	high	 thresholds	 to	disinflationary	
processes.	Thus,	compared	with	other	economies,	Mexico	has	been	characterized	by	fast	inflationary	
rises in face of cost shocks and slower adjustments downward, something on which a lower degree of 
intense	competition	has	a	bearing.	The	 role	of	 the	 rigidities	of	 the	market	 in	 inflation	adjustment	 is	a	
current issue, given the proposal for reform of the policy on competition that is currently in the legislative 
process.

In 2009, factors such as the policy of public prices, favorable prices for agricultural products and the 
output	gap,	given	the	economic	recession	of	that	year,	had	an	influence	in	that	inflation	started	a	process	
of	a	continuous	drop.	For	2010,	the	same	factors	that	influenced	the	downward	adjustment	in	inflation	will	
act in a contrary manner, generating upward pressure, more on supply (rise in costs) than on demand.

Chart 9

Total employed workers by job status 
(contribution and % change y/y)  

Chart 10

Mexico Ranking in economic competition
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On the one hand, it is possible that tax costs will continue (VAT, IEPS and on Income) as well as the 
adjustment of government-regulated prices (fuels and gasolines) in order to align them with their 
international reference prices. It should be underscored that these effects have been mitigated up to now 
by the strength in foreign exchange. Agricultural and livestock prices will continue to show high volatility 
as has been the case in the early months of this year, in such a way that if we had the contribution of 
an	average	 “anomaly”,	 the	boost	 to	 inflation	would	be	0.4pp.	Finally,	we	estimate	 that	 the	dynamics	
of economic activity during a good part of 2010 will be lower than the potential, the speed with which 
the	output	gap	is	closed	could	generate	pressure	on	inflation	toward	the	end	of	the	year.	Even	so,	we	
estimate	inflationary	dynamics	that	imply	closing	the	year	at	around	5.6%	for	headline	inflation	and	5.1%	
for	core	inflation.
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Mexican financial variables leave behind the negative differentiation of 
2009; global factors will guide their performance
Between October 2009 and April 2010, the Mexican peso has remained as one of the currencies of 
emerging economies with a more intense appreciation with relation to the dollar, standing at the monthly 
average of April, within the range of what can be considered an equilibrium2 exchange rate according to 
estimates	by	BBVA	Research.	The	generalized	contagion	of	the	Greek	debt	crisis	to	the	global	financial	
markets,	which	took	place	in	the	first	week	of	May,	is	a	risk	factor	for	the	global	economic	and	financial	
outlook.	Should	the	doubts	persists	regarding	fiscal	consolidation	 in	the	developed	countries,	 the	risk	
premiums	and	the	cost	of	financing	would	rise	and	the	confidence	of	economic	agents	would	deteriorate.	
Even	so,	 it	seems	reasonable	 to	 think	 that	 the	contagion	and	the	volatility	should	be	 limited	finally	 to	
those	markets	most	affected,	were	it	due	to	their	weak	fiscal	situation	or	to	their	greater	relationship	with	
the core of the crisis. That is, to the countries of emerging Europe.

It is estimated that the exchange rate will average 12 pesos per dollar (ppd) in the last quarter of 2010. 
Three	key	elements	support	our	expectation	for	a	strengthened	exchange	rate.	The	first	of	these	factors	
is the spread between the exchange rates, the developed economies have maintained their reference 
rates at zero or very low, by which the spreads of perceived risk-adjusted rates on the markets are 
considerably high. A second factor on which we base our exchange rate estimate is the high international 
liquidity which implies the search for yields by investors and which, in turn, allows for carry-trade 
strategies. Finally, it should be considered that the positive differentiation of the Mexican market takes 
place within a context of cyclical recovery where, as has been mentioned, Mexico will be among those 
countries with the fastest rebound after the last recession. 

It should be considered that the exchange rate scenario set forth herein is not exempt from risks and, 
in	particular,	it	is	associated	to	those	related	to	a	probable	intensification	of	the	contagion	of	the	Greek	
crisis. Within this possible context, we could expect to see a positive differentiation towards Mexico, a 
neutral positioning regarding the appetite for domestic assets over those of other emerging economies.

Beyond	the	international	pressure	with	regard	to	capital	flows,	we	could	consider	at	the	closing	of	the	
output	gap,	as	the	fundamental	variable	that	will	influence	inflationary	pressure	and	the	position	that	the	
central bank might adopt in terms of monetary policy. In this sense, we consider that even though it is 
probable	 that	 inflationary	expectations	will	 remain	anchored	 (supported	by	a	strengthened	peso);	 the	
detonator of the change in the monetary course will be the speed with which the output gap is closed by 
fortuitous	inflationary	pressure.	We	believe	that	the	Banco	de	México	will	maintain	the	monetary	pause	
by adjusting communication gradually until one that supports the rise in the funding rate at the end of 
2010. 

2:	Consistent	with	the	performance	relative	to	productivity,	inflation	and	rates	of	Mexico	and	the	U.S.	and	which	stands	at	between	
11.5 and 12.5 ppd approximately.
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Chart 11

Capital flows in bonds  
(market share of each country, %)  

Chart 12

First expected increase in the funding 
rate: BBVA and the consensus

Source: BBVA Research Source: Banamex survey

A	risk	that	cannot	be	ruled	out	within	this	context	is	the	possible	reversion	of	the	capital	flows	to	emerging	
economies,	which	would	constitute	a	possible	risk	toward	higher	inflation	and	could	lead	to	the	adjustment	
of the monetary policy considered herein.

Finally,	within	the	context	of	high	liquidity	that	characterized	recent	months,	the	curve	has	benefited	from	
the	significant	entry	of	capital	flows,	which	has	boosted	the	level	of	long-term	rates	in	Mexico	downward.	
As has been set forth in the case of short-term rates, the recovery of the economic cycle, as well as the 
expectation of monetary policy and the evolution of risks, will take our estimates of M10 to around 7.5% 
at the end of the year. This, not considering that the current rally could be limited, should the uncertainty 
regarding	the	financial	contagion	of	Greece	materialize.
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Labor	Market,	flexibility,	wages,	and	
domestic spending 

In this section we will analyze the dynamics of the Mexican labor market, given that the intense recession 
in 2009 has not implied a comparable adjustment in terms of a drop in employment or a rise in the 
unemployment rate, which is, in fact, what has occurred in many countries. It is usually pointed out that 
this less pronounced response by the labor market to variations in activity can be indicative of its relative 
rigidity, which for Mexico is highlighted by well-known indicators that are of systematic use in the OECD 
countries.	However,	in	the	case	of	the	Mexican	economy,	the	classification	of	its	labor	market	as	rigid	
contrasts	with	signs	of	considerable	flexibility.	Thus,	 the	presence	of	an	 important	 informal	sector,	by	
definition	completely	flexible	in	relation	to	the	existence	of	legislation	that	is	protective	of	employment	acts	
as a cushion for unemployment. This is accompanied by the cost of resource allocation directed toward 
activities with low marginal productivity and lower and more volatile income levels. This contributes, in 
turn, to explaining the delay in the recovery of domestic spending in the current cyclical stage. .

A labor market increasingly sensitive to growth, except in Mexico? 
If the impact that the fall in per capita income has on the rise in unemployment in this recession is 
compared with previous recessions, evidence can be found indicating that the response in the level of 
unemployment is, in general, more intense this time around than was previously the case3. On average, 
in the sample of countries under consideration, unemployment has tended to react more to the recession 
in this cycle than in previous cycles. One way of illustrating this point is in the corresponding graph, in 
which it can be seen that the response in terms of an increase in unemployment to the decline in activity 
is somewhat greater now than in the previous recession. The more inclined slope in the dispersion graph 
compared	to	the	countries	under	consideration	reflects	this4. 

Chart 13

Drop in GDP and employment  
(% change, y/y, recession and variation in 
employment)  

Chart 14

Mexico: 
Growth and unemployment (deviations 
with regard to the trend, 1990-2009)
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3: This point is developed in chapter 3 of the IMF’s WEO dated April 2010.   
4: The countries and periods considered are: 2009 for the “current period” and the respective years for the “previous period.” Canada 
(1991), Cyprus (1993), Finland (1993), Germany (1993), Greece (1993), Hong Kong (1998), Iceland (1992), Ireland (2008), South 
Korea (1998), Luxemburg (2008), Malta (2001), Mexico (1995), New Zealand (1991), Singapore (2001), Spain (1993), Sweden 
(1993), Taiwan (2001), England (1991), and the United States (1991).
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In the case of the Mexican economy, a decline in activity comparable to that of 1995, even somewhat 
more intense, has been accompanied by a relatively lower rebound in unemployment, of only one 
percentage point during 2009 compared to 2.5 points in 19955. 

The relationship between unemployment and activity can be formulated through the Okun Law6, 
considerably studied in the literature on the subject and that appears to show in the case of Mexico 
how the recession has implied a relatively favorable behavior of unemployment. The relationship is 
considered	in	terms	of	deviations	regarding	the	level	of	long-term	GDP	growth	and	of	the	non-	inflationary	
rate of unemployment (NAIRU7). Based on this analysis, the conclusion is that even though the output 
gap in relation to potential GDP is comparable in the 2009 recession with that of the 1995 recession, the 
growth in the unemployment rate is less pronounced in the case of the recent recession than in 1995. 
For a comparable drop in GDP, unemployment deviated less from its long-term trend in this recession 
than in the 1995 crisis. This relatively benign behavior can also be seen in other measurement indicators 
in relation to the labor market such as private formal employment. The spread between the variation in 
GDP and employment was -0.4 points in 1995 and -3.5 points in 2009. 

Alternative indicators for measuring unemployment and sensitivity to 
changes in activity 
Although the unemployment rate is adjusted to international standards and is a good measurement of the 
segment of the population that has not worked even one hour a week despite seeking employment, the 
reality	of	the	Mexican	labor	market	is	not	reflected	only	through	this	measurement	indicator.	Indicators	
for measuring unemployment alternatives to the traditional methodology offer complementary signals 
concerning unemployment in Mexico. 

The National Statistics Institute (INEGI) publishes alternative unemployment indicators, among which 
the	 “Partial	Unemployment	Rate”	 is	 considered	 important.	This	 definition	 includes,	 in	 addition	 to	 the	
unemployed population that is seeking employment, the employed population that works less than 
15 hours a week. It is believed that, given the dynamics and characteristics of total employment, this 
unemployment indicator is a useful tool, since it tends to be an approximation of a measurement of well-
being, in contrast with the traditional measurement that is, above all, an indicator of imbalances in the 
labor market.

5: Average annual unemployment rose from 4.0% of the economically active population in 2008 to 5.5% in 2009. In 1994 and 1995 
the	respective	figures	were	3.6%	and	6.3%.	 
6: A recent reference is “Okun’s Law and the Unemployment Surprise of 2009”, FRBSF Economic Letter March 2010. Based on 
U.S. data, it is estimated that a 2% decline in real GDP in relation to its trend correlates with an increase in the unemployment rate 
of around one percentage point. It is necessary to keep in mind that Okun’s Law admits different formulations and is used both in 
terms	of	variation	rates	as	well	as	in	terms	of	the	deviation	of	the	variables	with	regard	to	their	trend.	The	general	specification	is	
formulated in terms of ut-un=-ß(dgt-dg) in which the parameter ß measures the sensitivity of the unemployment rate to variations in 
production;	dgt	is	the	growth	in	the	year	t,	dg	is	the	trend	growth	and	un	is	the	unemployment	trend.	This	general	formula	also	admits	
lags in the variables.  
7:	GDP	and	the	long-term	unemployment	rate	is	approximated	by	means	of	the	Hodrick-Prescott	filter	considering	projections	cha-
racteristic of both variables according to the BBVA Research economic scenario.
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Chart 15

Unemployment rate  
Alternative measurements (%)  

Chart 16

Unemployment,  
deviation compared to the average*
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Source: BBVA Research with INEGI data

* The deviation is considered of the corresponding measure-
ment of unemployment compared with its average up to 2001. 
It is as of 2001 that the alternative measurement increasingly 
began to be used as opposed to the traditional indicator measu-
ring unemployment. 
 Source: BBVA Research with INEGI data

The contrast with the Okun Law in considering this alternative indicator measuring unemployment is 
clear, since the sensitivity of unemployment (alternative) in the last recessive period does not differ from 
the sensitivity in the previous recessive period (1995), the slope of the best adjustment line is more 
inclined and all the quarters of 2009 are to the right of it. It should be noted that workers who put in less 
than 15 hours in a week have grown as a percentage of the economically active population consistently 
since 20018. 

The analysis of the time factor in the relationship between unemployment and activity is consistent with 
this.	Dividing	the	sample	in	two	sections,	at	the	beginning	of	the	1990s	and	at	the	end	of	the	first	decade	
of	this	century,	a	coefficient	is	obtained	of	ß1	(in	(u-un)t=a0+ß1(gap)t+ß2(u-un)t-1+ß)	of	-0.2	and	-0.1	in	
the two samples respectively for the traditional measurement of unemployment, and -0.1 and -0.1 for the 
alternative measurement in the two periods under consideration. That is, the sensitivity of the deviation of 
unemployment in relation to its trend level is less now than in the past with the traditional measurement 
of unemployment, but the same as in the past with the alternative measurement. 

8: It should be pointed out that the data do not allow distinguishing if those surveyed worked less than 15 hours a week due to lack 
of demand or as a result of individual decision, but in any event, throughout the period being analyzed regulations on part-time work 
have not changed, as is also the case with other labor legislation.
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Chart 17

Growth and broad unemployment 
(deviations compared with  
the 1990-2009 trend)  

Chart 18

Workers by job category (% change, y/y)
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The informal sector of the labor market, cushion for the adjustments in 
activity 
The contrast between the measurement of traditional unemployment and an alternative indicator as 
was presented here in terms of their relationship with activity, leads to a more detailed analysis of the 
structure of employment9. The employed population earning wages and in a formal labor relationship, 
which represents the bulk of those employed (around 65%), fell in absolute terms since the last quarter of 
200810, as was also the case in previous recessive periods. Within this category are workers with health-
care	 benefits	 and	 workplace	 conditions	 effectively	 subject	 to	 protective	 labor	 legislation,	 in	 addition	
to paying taxes. In contrast, the annual variation in the number of independently employed workers 
(encompassing employers, self-employed workers, and un-salaried workers) shows a countercyclical 
behavior, increasing with the decline in activity and tending to diminish with its growth. To a large extent, 
this series of jobs includes employment in the informal sector, where workers do not have such fringe 
benefits	 like	 health	 care	 and	 their	 labor	 conditions	 in	 general	 are	 precarious,	 in	many	 cases	 simply	
nonexistent due to written agreements11.	This	exemplifies	the	flexibility	in	the	adjustment	in	the	amount	
of jobs provided by the labor market, which contrasts with international comparisons of protective labor 
legislation, in which Mexico is among the countries with the highest degree of formal regulation of 
employment12. Both indicators are coherent if we consider the limited protective scope of legislation 
protecting formal employment. In addition, wage level indicators (or income per hour), which are lower 
and	more	volatile	among	self-employed	workers,	demonstrate	 the	degree	of	 flexibility	existing	 in	 the	
Mexican labor market.

9: Although data series over a long period of time are not available in order to offer comparisons in relation to the 1995 recession 
with regard to employment considering factors such as the number of hours worked, number of employees by income level or emplo-
yees’ job position, detailed information is available as of 2005. 
10: In annual comparison, the number of workers in a formal labor relationship and who receive a salary was 1.3% less in the last 
quarter of 2009 when compared with the same period of 2008.  
11:	The	classification	of	formal	or	informal	is	not	necessarily	with	regard	to	job	position	of	those	employed.	The	first	criterion	is	based	
on characteristics of the economic unit—accounting practices—while the worker’s job position is not based on the type of establish-
ment. This said, it appears reasonable to presume that the bulk of workers in the informal sector are independently employed in their 
capacity as employers, self-employed workers, or even unpaid workers.  
12: According to OECD statistics, the Mexican labor market is at level 3.13 in terms of its rigidity with regard to the degree of job 
protection. This level is relatively high, above the OECD countries’ average of 1.93.
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Wage flexibility, income, and private consumer spending 
The main determining factor behind household consumption is families’ outlook for permanent income, the 
result of their real current income and the corresponding future expectations. This tends to approximate 
the	first	component,	 real	 registered	 income,	since	 the	projections	are	assumed	to	be,	 to	a	greater	or	
lesser extent, based on this13. 

The National Survey on Jobs and Employment (ENOE) provides data on the number of those employed 
in	the	economy	classified	according	to	their	income	level.	Of	particular	importance	is	the	higher	number	
of workers whose income levels decreased as of 2009, particularly those who earn up to two times the 
minimum wage, whose numbers total close to 15 million workers. The number of this type of workers 
rose 11% in 2009, which contrasts with average annual declines of - 2.8% between 2006 and 2008. 
Along with this trend is the increase in the number of underemployed workers, concentrated in activities 
such as the retail sector and diverse services. It should be recalled that included in calculating their 
income are all types of perceptions, among them salaries, commissions and tips, and overtime pay, 
which means that the employment conditions of a large part of the workforce, especially those with lower 
income levels, are subject to high volatility and therefore uncertainty14. Thus, in comparing the variation 
in	the	total	income	of	paid	and	salaried	workers	of	the	ENOE	with	the	income	levels	of	workers	affiliated	
to the Mexican Social Security Institute (IMSS), the most similar groups in both statistics, it should be 
noted that in both categories the average income/salary in real terms has been on the downtrend, but 
more intense and volatile in the case of the ENOE. 

Chart 19

Workers’ wages. Salaried workers and 
workers in a formal labor relationship  
(% change, y/y, nominal terms)  

Chart 20

Employed workers  
by income level (millions)
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13:	One	also	must	consider	the	difficulty	of	not	having	current	and	frequent	information	in	accordance	with	the	criteria	of	the	National	
Accounts on the balance of monetary and non-monetary transfers that households receive from the public sector, from the payment 
for	the	productive	factors	at	their	hands—dividends,	interest	on	their	deposits	or	financial	assets,	or	the	financial	burden	they	face	
due to debt.  
14: Along with it, it should be considered that the component of expectations on permanent income contributes to limiting it or in any 
event not increasing it. 
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Given the information on total workers, it is possible to combine data on income with the number of 
employed workers in order to determine total wages by job segment, including those in a formal labor 
relationship, employers, and self-employed workers. In this distinction it should be noted that the only 
category in which total wages has experienced a real positive variation is among self-employed workers, 
and this has only been the case in the last two quarters of 2009 and has been due to an increase in the 
number of workers, since as with the rest of the categories, the variation in income in real terms has 
been negative. 

The use of total wages of the economy as a proxy of disposable income is closely related with private 
consumer spending, the main component of internal demand. The downtrend in total wages tabulated 
based on information of the total employed population (ENOE) helps to explain the strong decine in 
private consumer spending in the latest recession, even though since the second quarter of 2009 there 
has been an increase in employment. 

Chart 21

Available disposal income, alternative 
measures (% change, y/y)  

Chart 22

Total wages and private consumer 
spending (% change, y/y)
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Exchange Rate Outlook: perspective 
of the peso’s strengthening 
The performance of Mexico’s domestic financial variables no longer 
reflects the negative differentiation compared with other emerging 
economies observed during 2009. This has been supported by the 
economic recovery and a favorable fiscal situation 
The	 performance	 of	 the	 financial	 markets	 in	 Mexico	 has	 surpassed	 the	 average	 for	 the	 emerging	
economies	between	October	2009	and	April	2010.	The	recent	contagion	stemming	from	the	intensification	
of	 fears	 regarding	 the	 debt	 crisis	 in	Greece	 in	 a	 first	 phase	was	 limited	 to	 the	 debt	market	 of	 other	
European	countries	facing	fiscal	challenges.	This	situation	did	not	lead	to	a	reduction	of	the	appetite	for	
risk	outside	Europe,	given	that	the	outlook	of	a	cyclical	recovery	in	the	U.S.	and	the	search	for	profitability	
in	view	of	the	continuation	of	conditions	of	high	liquidity	in	the	markets	continued	to	support	the	financial	
assets of the emerging economies15. 

The	continuity	of	the	appetite	for	risk	and	the	search	for	profitability	at	the	same	time	that	the	Greek	debt	
crisis	was	developing	 in	 this	first	phase	(up	to	 the	 last	days	of	April),	 is	shown	clearly	 in	 the	different	
indicators:	i)	the	average	spread	of	the	EMBI+	of	the	emerging	countries	during	April	(239	bp)	was	at	its	
lowest	level	since	December	2007	(233	b);	ii)	the	VIX	volatility	index	maintained	its	declining	trend—which	
was even accentuated in the last two months in contrast with the greater fears perceived in the European 
periphery—and	in	April	was	at	its	lowest	level	(15.6)	since	June	2007	(15.0);	and	iii)	the	currencies	of	the	
emerging economies continued strengthening against the dollar, although a differentiation is seen among 
the currencies in terms of growth (i.e. those that appreciate more are those of the economies that seem 
to have better economic perspectives.). 

Chart 22

Risk Aversión Index Mexico  

Chart 23

Exchange Rate 
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15: The perspective of the continuity of these conditions of abundance of liquidity is supported by the extension over time, at least 
throughout the rest of 2010, of the accomodating monetary policies in the more developed countries, as mentioned in the section on 
the global environment in this issue.
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From a domestic perspective, the risk aversion indicador has diminished considerably since the beginning 
of 2009, and this trend was accentuated in the early months of 2010. The global factors noted above 
explain part of this behavior, but the differential impact of the recovery cycle of the U.S. compared with 
Europe	and	the	certainty	regarding	the	fiscal	situation	in	Mexico	also	support	this	trend.	Thus,	in	general,	
since	October	2009	a	better	performance	was	posted	of	the	domestic	financial	variables	against	those	
of other emerging economies. 

In	a	second	phase	of	the	fiscal	and	confidence	crisis	 in	Greece	(the	first	days	of	May)	in	which,	after	
other European markets began to be strongly affected in view of the lack of agreements regarding the 
financial	rescue	scheme,	a	generalizad	financial	contagion	was	quickly	unleashed,	which	reflected	the	
rapid increase of global risk aversion, and the sale of higher-risk assets. During this period the domestic 
financial	variables	showed	a	very	unfavorable	performance	and,	in	contrast	to	the	previous	weeks,	both	
the	exchange	rate	as	well	as	debt	assets	were	no	longer	positively	differentiated	and	fluctuated	in	line	
with the global aversion to risk. 

This	 generalized	 contagion	 during	 the	 first	weeks	 of	May,	 if	 it	 should	 persist,	 could	 constitute	 a	 risk	
factor	 for	global	and	consequently	domestic	economic	and	financial	perspectivas.	However,	 it	seems	
reasonable to think that the contagion and volatility could be reduced, or in any case be limited in the 
end	to	those	markets	most	affected	either	due	to	their	weak	fiscal	situation	or	their	greater	relation	with	
the	core	of	the	crisis.	Therefore,	we	believe	that	the	first	two	weeks	of	May	have	set	the	guideline	for	
the	possible	performance	of	 the	exchange	rate	and	 interest	 rates	 in	Mexico.	 In	a	context	of	financial	
contagion, the domestic variables will respond to the level of global aversion in line with the trend in the 
emerging economies, but no longer being discriminated. In a context of normalization of the markets (our 
central scenario), there is still space for a positive differentiation of the Mexican markets.    

The peso continues to be one of the currencies with a better relative 
performance in recent months
During the 4Q09 the value of the peso versus the dollar has been one of the most strengthened among 
the world’s currencies, not only in the Latin American region but also among the most liquid currencies in 
the	world.	In	the	first	four	months	of	2010,	the	rate	of	exchange	of	the	peso	against	the	dollar	appreciated	
6.0%	and	since	October	2009	to	the	end	of	the	first	week	of	May,	9.4%	(around	11.5%	if	we	consider	the	
minimum	level	prior	to	the	Greek	financial	contagion).	The	peso/dollar	exchange	rate	at	the	beginning	of	
May is already within the range of long-term equilibrium estimated by BBVA Research, approaching its 
upper limit, and in any case, if we consider the lower limit, undervalued between 7% and 8%.

Chart 23

Estimated equilibrium exchange rate and 
exchange rate observed (ppd)  

Chart 24
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This band is the result of choosing the average of the highest and lowest estimates of a group of models of 
the equilibrium exchange rate. The models considered include variables that are considered determining 
elements of a long-term exchange rate, like PPP (a price differential), adjusted by differences in productivity 
levels, potential growth spread among the economies, real equilibrium interest rate differentials, as well 
as	models	that	structurally	link	the	relation	of	trade	flows	and	capitals	with	potential	economic	growth.	
As seen in the attached graph, the exchange rate, consistent with the economic fundamentals of the 
Mexican economy, maintains a long-term depreciatory direction that is basically the result of a positive 
spread	in	inflation	and	long-term	negative	growth	compared	with	the	United	States.	Based	on	these	long-
term	factors,	the	expectations	of	interest	rate	spreads	or	of	expected	financial	flows	act	as	medium-term	
regulating factors that moderate or intensify the secular trend mentioned. 

With data up to May 12, the markets have begun to normalize and, with this, the volatility of currencies. 
Nevertheless, uncertainty prevails regarding the scope and effectiveness of the announcements made 
by the European Council on May 9, regarding the rescue packages agreed upon and the exceptional 
measures	adopted	by	the	European	Central	Bank	to	face	the	confidence	and	credibility	crisis	in	Greece	
and some other European countries16.

Although the plan of guarantees agreed upon in Europe reduces short-term uncertainty, the medium-
term risks remain. In this context of high uncertainty, our scenario considers a process with volatility, 
but	of	gradual	normalization	of	the	financial	risk	premiums.	In	this	context,	we	believe	that	the	factors	
that	have	propitiated	the	relatively	favorable	performance	of	domestic	financial	variables	will	gradually	
begin	to	prevail	again.	This	should	normalize	the	performance	of	the	capital	flows,	which	up	to	April	were	
entering the emerging markets with considerable strength, mainly through the debt markets. An average 
exchange rate of 12.0 ppd is projected in the last quarter of 2010, a level consistent with the conjugation 
of	different	factors	that	will	again	complement	and	support	the	situational	strength	of	the	peso.	The	first	
of	these	is	the	spread	between	interest	rates.	Despite	the	fact	that	Banco	de	México	(the	central	bank)	
has	also	implemented	a	lax	monetary	policy,	consistent	with	the	balance	of	risk	over	inflation	and	growth,	
the more developed economies maintain their reference interest rates at zero or very close to zero. Thus, 
interest rate spreads are considerably high even when they are adjusted in terms of the perceived risk 
in the markets. 

Chart 24

Real interest rate,  
developed economies (%)  

Chart 25

Foreign capital flows 
to the public debt market in Mexico 
(Bonds + Cetes, millions of dollars)
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A second element of support for the value of the peso versus the dollar is the search for yields by investors 
as a result of high international liquidity, which together with the spread in interest rates mentioned 
previously allows for carry-trade strategies (interest rate arbitrage). This liquidity could be maintained in 
view of the perspectives of an extension of the lax monetary policies in the more developed countries, at 
least throughout the rest of the year. This greater liquidity, together with the Greek debt crisis (prior to the 
decline	in	the	appetite	for	higher-risk	assets),	has	increased	the	capital	flows	to	other	emerging	markets,	
which	has	tended	to	benefit	the	Mexican	market.	Put	in	another	manner,	in	an	environment	of	financial	
stabilization	in	Europe,	but	with	the	inherent	risks	of	the	process	of	fiscal	consolidation	in	those	countries,	
other	emerging	countries	could	continue	to	benefit	from	flows	in	search	of	better	risk/yield	ratios.	

In	particular,	the	foreign	capital	flows	to	the	Mexican	bond	market	have	shown	a	gradual	recovery	since	
the 3Q09, which has accelerated since the beginning of this year. The share of foreign capital in the 
government	bond	market	has	surpassed	20.8%	(the	average	prior	to	the	financial	crisis	in	2008)	rising	to	
25.5%	of	the	total	value	of	domestic	bonds	in	circulation.	This	greater	flow	to	the	debt	market	has	led	to	
a slight improvement in the liquidity of the secondary market, which continues below its average and has 
been one of the main factors in leveling the curve in recent months.

Moreover,	foreign	flows	to	the	domestic	debt	market	derived	from	carry-trade	strategies	are	also	growing	
significantly	in	the	short	part	of	the	curve.	In	particular,	Cetes	holdings	by	foreigners	has	shot	up	from	11.5	
billion pesos at the beginning of the year, to 61.9 billion pesos in April 2010. This trend now represents 
11.5% (against 2.2% at the beginning of the year) and around 15% of total foreign investment in public 
debt instruments in pesos. It is foreseeable that this performance will be maintained in a scenario without 
increases in global risk aversion. 

The	stimulus	observed	 recently	of	 foreign	capital	 flows	 to	 the	bond	market	 is	also	 the	 result	of	non-
repeatable structural changes. One of these is the inclusion of Mexican “M” bonds in the World 
Government Bond Index (WGBI) of Citigroup17,	which	could	imply	the	entry	of	foreign	capital	flows	in	the	
domestic	debt	market	by	the	international	funds	that	follow	and	respond	to	this	index.	Mexico	is	the	first	
country in Latin America to be included in this index.

Chart 26

Capital flows to the bond market (as 
percentage of the foreign investment 
balance in each market or region)  

Chart 27

Industrial production cycle* Mexico and 
5-year Mexican CDS Index (Sept 09=100)
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17: This index measures the compound yield of the major bond markets and is calculated by weighing the total yield of public bonds of the major 
markets in the world according to the capitalization of each market respectively. At this time, Mexico is a candidate to be included next October.
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A third factor, complementary to the interest rate spread and the global search for yields, that supports 
the positive outlook for the exchange rate is the positive differentiation of the domestic market against 
other emerging markets in a context of cyclical recovery18.	The	different	measurements	of	financial	risk	
aversion,	both	global	as	well	as	domestic,	have	improved	significantly	as	a	result	of	the	beginning	of	the	
consolidation	of	economic	recovery	in	the	U.S.	and	consequently	the	improvement	of	Mexico’s	fiscal	and	
growth perspectives18b. 

The	financial	and	fiscal	stability	generated	by	the	current	environment	of	economic	recovery	leads	us	to	
think that as long as this continues, with everything else constant, a relatively more positive perception 
of the Mexican economy and the domestic market against the other emerging economies will prevail. 
The Mexican markets were among the most affected during the recession in the U.S., since the Mexican 
economy was the most closely linked to the downturn and, consequently, the situation of its public 
finances	 deteriorated.	 Now,	 during	 the	 recovery	 and	 in	 view	 of	 practically	 no	 risk	 regarding	 its	 debt	
payment capacity, the Mexican markets face a context that contrasts with that of last year. This has 
allowed	both	the	exchange	rate	as	well	as	other	financial	variables	to	perform	better,	in	relative	terms,	
than most of the emerging markets.  

This	positive	differentiation	among	the	domestic	markets	was	accentuated	during	the	first	phase	of	the	
debt crisis in Greece (absence of global contagion), but which had also been evident since October 
2009. In recent months, in episodes of tension, the peso has interrupted its appreciation trend, while 
in moments in which the feeling in the markets has improved, it has been among the currencies that 
has strengthened the most. This contrasts with what occurred during 1Q09-3Q09 when the opposite 
occurred: in moments in which the risk perception increased, the peso weakened, while in episodes of a 
greater appetite for risk, the peso did not tend to revalue as did the average of currencies in the emerging 
markets. 

To summarize, we believe that there are conditions, both domestic and global, that support an exchange 
rate of 12.0 ppd toward the close of 2010 (with a trend toward levels below 12.0 if the inherent uncertainty 
of	the	financial	situation	in	Europe	is	strongly	reduced).	Toward	the	end	of	2011,	we	expect	an	exchange	
rate of 12.4 ppd in a context of the gradual withdrawal of the lax monetary conditions, but an environment 
of global economic recovery and in Mexico.   

18:This strengthens the main sources of dollar liquidity in Mexico. In this way, the accumulation of international reserves is 
being supported by high oil prices and the consequent sale of dollars by Pemex to the central bank. Moreover, as the job 
market in the U.S. recovers, an increase in remittances, which have stopped falling, is foreseeable. This favorable environ-
ment has allowed the Foreign Exchange Commission to suspend the daily auction of dollars at their minimum price. Although 
with a cautious approach, the Flexible Credit Line of 48 billion dollars with the IMF has been renewed for one more year. 
18b:	The	Banco	de	México	has	been	implementing	since	February,	a	monthly	auction	sale	of	dollar	options	that	gives	the	holders	of	
these options the right during the following month to sell dollars to the central bank at the interbank reference exchange rate (Fix) of 
the immediately prior business day if the price is not depreciated more than the average of the twenty business days immediately prior. 
The	plan	does	not	seek	to	set	a	target	exchange	rate,	it	does	not	affect	the	free	float	of	the	currency	since	there	are	clearly	defined	
ex ante rules to nullify possible discretionalities. The objective is to accelerate the rate of accumulation of international reserves to 
improve	the	credit	profile.	The	monthly	amount	of	options	to	be	auctioned	is	600	million	dollars,	so	the	auction	will	not	predetermine	
the exchange rate. In this sense, the Foreign Exchange Commission estimates that the accumulation of international reserves will be 
close to 20 billion dollars for the 2010-2011 period, which, however, it is “advisable” to complement with the mechanism described. This 
mechanism	is	not	new;	it	was	implemented	between	August	1996	and	June	2001,	allowing	for	an	accumulation	of	12.2	billion	dollars	in	
international reserves. This amount is equivalent to 75% of total options auctioned and contributed nearly 30% of the total increase in 
reserves during that period. So far, 1.8 billion dollars have been auctioned and 1.2 billion have been exercised (66.6%). If a percentage 
of options were exercised similar to those executed during the period from 1996 to 2001, of the 13.8 billion dollars that the central bank 
could potentially purchase during 2010-2011, international reserves could be accumulated of nearly 10.5 billion dollars. The renewal 
of this method of accumulation of international reserves will not impact the expected course of the exchange rate. Nevertheless, an 
intervention with these characteristics could limit the initial boost that the appreciation of the peso could cause, although if the trend 
were	not	influenced,	it	would	only	lead	to	a	less	volatile	performance	in	the	peso’s	process	of	appreciation.		
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Inflation,	supply	pressures	limited	by	
demand 
Inflation increased due to supply pressures (fuel and taxes) with its 
impact mitigated by the low demand cycle and the appreciation of the 
peso 
Despite	the	intense	depreciation	of	the	peso	at	the	end	of	2008	that	at	one	point	reached	47%,	inflation	
was on the downtrend throughout 2009. This trend was supported by the freezing of public prices (fuel 
products), favorable prices for agricultural products, and an expansion of the output gap following the 
severe	economic	contraction.	Thus,	headline	inflation	was	reduced	from	6.5%	at	the	end	of	2008	to	3.6%	
in December 2009. 

For	 2010	 these	 same	 factors	 will	 continue	 to	 be	 important	 in	 determining	 the	 inflationary	 dynamics	
although in the opposite sense and we estimate that their scope and intensity will be different. During the 
first	quarter	of	the	year,	inflationary	pressures	were	registered	following	the	approval	of	the	fiscal	reform	
—which implies rises in fuel prices—which occurred amid an environment of high volatility in prices of 
agricultural products, the strength of the peso, and economic activity marked by a gradual recovery, but 
still	below	its	potential.	In	this	context,	the	evolution	of	inflation	has	been	close	to	what	was	projected	
—by	both	the	Banco	de	México	as	well	as	BBVA	Research	—reaching	an	annual	5%	in	March,	with	an	
average	of	4.8%	in	the	first	quarter	of	the	year.	

At	the	beginning	of	the	second	quarter,	inflation	is	performing	favorably,	sustained	both	by	volatile	supply	
factors as well as the containment of internal demand in the economy. Although this recent evolution 
encouraged	a	greater	optimism	among	analysts	on	its	future	trajectory,	inflationary	pressures	continue	
to be felt and require a detailed analysis regarding the risk balance that could prevail in the next few 
quarters, since this will frame the direction of the country’s monetary policy.

Upward inflationary pressures continue although they are more classified 
as a result of the April data 
Inflationary	pressures	in	relation	to	2009	are	concentrated,	on	the	supply	side,	in:	(i)	greater	taxes	on	
consumption (VAT) and production [Special Tax on Production and Services (IEPS) and income tax 
(ISR)];	(ii)	greater	rhythm	of	increases	in	government-regulated	prices	(fuel	products)	to	align	them	to	
their	international	benchmark	rates;	and	(iii)	a	greater	contribution	to	inflation	from	agricultural	products.	

In relation to the higher tax costs (VAT, IEPS and ISR), their evolution has been similar to what we 
expected at the beginning of the year19.	It	should	be	emphasized	that	to	date	the	effects	on	inflation	of	
higher taxes have been mitigated by a greater strength of the peso and still weak domestic demand. 
According	to	central	bank	indications,	the	probability	of	a	greater	contamination	to	final	prices	from	tax	
costs has been decreasing over time. However, the possibility that the economic agents will seek to 
postpone the transfer of their tax costs to a time when there is greater demand for their products and 
services cannot be ruled out as a risk factor.

19:	While	the	central	bank	projected	that	the	tax	reform	would	contribute	0.5	pp	to	annual	inflation,	our	estimates	at	the	beginning	of	
the	year	placed	the	figure	at	between	0.4	and	0.7	pp.
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Agricultural	 prices	have	been	marked	by	high	 volatility	 and,	as	a	 result,	 in	 the	 first	 quarter,	 fruit	 and	
vegetable prices increased an annual 24% (compared to -1.1% in December 2009). Even though during 
April these prices experienced a favorable correction due to seasonal factors (a situation that could 
extend until July), the unusually low prices for agricultural products and the possibility of a bad year for 
their	harvests	due	to	climate	factors	(see	graph)	increase	the	risk	of	inflationary	pressures	for	the	close	
of the year. In the event of a variation in prices for these items close to the average of a “bad year”, their 
contribution	to	inflation	at	the	end	of	2010	could	reach	0.4	pp.	

Chart 28

VAT contribution to inflation and short-
term dynamics of the NCPI:  
observed vs. estimated in 2009  

Chart 29

Agricultural products: “Good year” and 
“Bad year” (annual inflation %, December 
of each year)
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The trend in prices of energy products (gasoline, natural gas, and electricity) will be in accordance 
with the scheduled increases and their international benchmarks (which depend on hydrocarbon prices 
and the exchange rate). For gasoline, it should be emphasized that despite the strength of the peso, 
government-regulated internal prices remain about 11% lower than their benchmarks in the United 
States. If we consider that oil prices are near current levels, the contribution of government-regulated 
energy	prices	to	inflation	at	the	end	of	the	year	could	be	close	to	0.84	pp20.

20:	This	figure	is	prudent	if	we	consider	that	the	central	bank	estimated	—at	the	end	of	2009—	that	the	contribution	from	these	prices	
could	reach	1.2	pp	of	inflation.
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Chart 30

Implicit subsidy in regular gasoline 
(Pemex price vs U.S. price, pesos per liter) 

Chart 31

Mexico:  
Use of production factors (used capacity 
index and TDA %)
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In terms of demand, economic activity will continue below its potential, which has been a positive factor 
throughout	2009	and	the	first	quarter	of	2010.	However,	the	growth	outlook	for	this	year	implies	a	gradual	
reduction	 in	the	output	gap,	which	could	generate	pressures	for	 inflation	as	the	year	advances.	Such	
pressures will be more prevalent to the extent that there is a consolidation of the recovery of the labor 
market,	of	disposable	income	and	along	with	it,	of	internal	demand.	All	in	all,	it	is	likely	that	the	inflationary	
momentum in the current cycle might not be as intense as in previous episodes due to the slow process 
of activation of domestic demand in an environment of a stabilized exchange rate.

Chart 33

Contributions to inflationary increases from 2009 to 2010 (pp and annual %, 
production factors) 

Source: BBVA Research with Banxico data
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Strength of the peso, moderate wage increases, and contention of 
expectations mitigate the inflationary pressures and offer balanced risks 
around the central estimate 
In the year to date, the prices of imported goods in Mexico (denominated in pesos) have decreased 
considerably, with prices declining an annual -11.4% in March, which contrasts respectively with a -3.4% 
decrease and 25.8% growth at the end of 2009 and 2010, respectively. This evolution can primarily be 
attributed	to	the	appreciation	of	the	peso	in	the	first	quarter	of	the	year	(-11%	annual	average).	

The	strength	of	the	foreign	exchange	market	has	enabled	core	inflation	to	stabilize	at	around	4.4%	in	
annual	 terms,	with	a	decline	posted	 in	April.	The	prices	 that	have	most	benefited	 from	this	dynamics	
correspond to “other goods” (for example, personal articles, appliances, clothing, etc) whose evolution is 
tied	more	to	the	prices	of	tradable	goods	(inflation	for	which	fell	from	5.4%	in	December	2009	to	4.8%	in	
March	2010).	It	should	be	emphasized	that	the	influence	of	the	cost	of	foreign	exchange	has	been	slightly	
lower	in	processed	foods	(inflation	for	which	declined	from	5.7%	to	5.5%)	while	price	determination	on	
such	items	is	also	influenced	by	highly	volatile	agricultural	produce	prices.

 
Chart 33

Core inflation and of tradable goods (annual %)
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Although	 foreign-exchange	market	 risks	could	 resurface	 if	 the	uncertain	global	financial	panorama	of	
the last few weeks continues, our scenario does not contemplate such an eventuality. According to our 
forecasts, it is more likely that for the end of 2010 an appreciation of close to 8% in annual terms will be 
observed,	which	will	help	mitigate	the	inflationary	pressures	mentioned.

In	this	context,	we	feel	that	the	risk	balance	for	rises	and	declines	in	inflation	for	the	year	are	close	to	
the	central	estimate	of	5.55%	in	annual	terms	for	headline	inflation	and	5.1%	for	core	inflation.	In	any	
event, for the next few months it will be necessary to monitor the degree of changes in volatile agricultural 
prices, the speed with which the output gap closes in the country, and the extension of the peso’s 
appreciation. At that time this will allow the possible changes in the risk scenario to be properly gauged.

Rigidities in the domestic market tend to put a brake on the decline in 
inflation 
In relation to other economies, the evolution of consumer prices in Mexico has been characterized by 
a rapid upward adjustment in response to cost shocks (for example, rise in the prices of food inputs), 
with	more	lasting	effects	and	a	slower	decline	in	inflation.	This	dynamics	implies	the	existence	of	market	
rigidities that affect price determination in the economy.
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Among the rigidities that can most explain this dynamics are: (1) the presence of a high degree of 
uncertainty in the determination of vendor costs (for example, credit risk premiums, public security costs, 
the	cost	of	providing	public	inputs	such	as	electricity,	water,	infrastructure,	etc);	and	(2)	the	prevalence	of	
not	very	competitive	market	structures	where	the	supplier	maintains	a	high	price-fixing	power	that	allows	
obtaining	higher	profit	margins.	

Although it is reasonable to think that all the previous elements are present in the Mexican economy, 
possibly	 the	factor	 that	most	 influences	price	dynamics	and	consequently	consumer	well-being	 is	 the	
existence of not very competitive market structures. Thus, based on studies by international institutions 
such as the World Economic Forum (WEF) in relation to the country’s competition structure, the Mexican 
economy is characterized as having a large size market, both internal and external. However, this market 
seems to be held “captive” by a few suppliers of goods and services, which compete poorly with each 
other and in which the external competition faces obstacles due to transactional bureaucracies (for 
example, customs). 

In particular it should be emphasized that Mexico is one of the economies with a greater concentration of 
supply in the world (116th place among 134 nations according to WEF) and in which the implementation 
of	anti-monopolistic	polices	 is	not	very	effective.	From	 this	flows	 the	 importance	of	 the	 recent	 reform	
proposals to the Federal Law on Economic Competition.

Chart 34

Mexico’s Ranking in terms of economic competition
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The	lack	of	competitive	markets	affects	the	population’s	well-being	in	different	ways:	first,	the	existence	
of	monopolistic	profits	discourages	incentives	for	suppliers	to	increase	their	productivity	since	their	profit	
margins are tied to the imposition of overpricing. The lack of productivity limits the potential growth of 
the	economy	and	makes	it	difficult	to	increase	wages.	The	relationship	between	economic	competition	
and greater productivity was latent in the decade of the 1990s following the privatization processes and 
the deregulation of the markets (for example, elimination of legal barriers to investment). However, the 
expansion of productivity in Mexico stagnated to the extent that progress in economic competition did 
not continue (see graph). 
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Chart 35

Competition in Mexico and contribution of productivity to potential GDP
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An	advance	 in	economic	competition	 in	 the	markets	would	generate	benefits	associated	with	greater	
productivity and product prices that will tend to decline, which implies a net enrichment of buyers in the 
economy.
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Interest rates, prolonged monetary 
pause
The	monetary	pause	will	continue	to	have	a	risk	balance	with	no	important	changes;	nevertheless,	the	
current	monetary	stimulus	will	not	be	justified	going	forward,	with	an	increasingly	less	negative	output	
gap.

Throughout its most recent communication, Banco de Mexico (Banxico for its Spanish initials) has 
increased	the	relative	weight	of	 the	economic	cycle	 in	 its	 inflation	risk	balance	and,	 therefore,	on	 the	
level of the funding interest rate, an instrumental variable of monetary policy. Thus, even though for the 
central	bank	inflationary	pressure	has	been	consistent	with	what	was	foreseen,	and	has	therefore	kept	
the projected course unchanged, progressively it has mentioned the importance that the speed with 
which the conditions of economic well-being in the coming quarters will have due to the withdrawal of 
the monetary stimulus, indicating that these conditions could vanish much quicker than was previously 
foreseen	(“it	could	become	positive	in	the	first	half	of	2011”21), they are implicitly leaning the risk balance 
a	little	bit	more	toward	that	of	higher	 inflation.	Even	so,	 the	central	bank	continues	to	expect	 that	 the	
rise	in	inflation	will	be	transitory,	and,	in	a	more	positive	recent	evaluation,	it	underscores	that	the	risk	
of	secondary	effects	has	decreased.	In	this	sense,	the	lower	affluence	would	be	the	detonator	for	the	
gradual withdrawal of the monetary stimulus policy.

Within this context, the central bank’s communication strategy has been showing that even though it is 
in	no	hurry	to	raise	the	reference	rate,	the	current	monetary	stimulus	could	not	be	justified	going	forward	
with a less negative output gap. Since February, the role of “the narrowing of the output gap” had been 
emphasized in the communication to mitigate the effect on prices of the change in taxes and public 
prices. In its most recent communication in April, an increasingly more important weight had been given 
to the “speed with which the output gap would close” to even include this reference in the paragraph on 
monetary	policy.	In	the	latest	report	on	inflation,	given	that	it	is	very	probable	that	inflationary	expectations	
will remain anchored due to the absence of demand pressure on monetary policy and the continuation of 
real negative wages, the central bank had made it clear that the speed will be the detonator of the start 
of a rising cycle so that the reference rate will gradually converge with its neutral level.

Due to this, it is foreseeable: i) that Banxico will maintain the monetary pause in the coming months, given 
the	consistent	evolution	of	inflation	with	the	projected	course,	and	ii)	that	the	central	bank	will	continue	to	
gradually adjust the communication—as it has done since the last three monetary policy meetings and 
in	the	last	Quarterly	Report	on	inflation—to	a	scenario	that	will	back	a	rise	in	the	funding	rate	toward	the	
end of 2010, as per our projections. The central bank will continue to clearly indicate that “the speed with 
which the output gap will close” will dictate the start of the withdrawal of the accommodating monetary 
policy.	Positive	evaluations	on	inflation—although	attentive	to	pressure	from	fruit	and	vegetable	prices—
assume that the pause will be maintained throughout the 2Q and 3Q of 2010. However, the beginning of 
a cycle of increases in 4Q 2010 is probable, given that the risk balance justifying the monetary easing will 
continue	to	gradually	lean	toward	that	of	higher	inflation.	In	said	quarter,	as	per	the	scenario	forecasts	of	
BBVA	Research,	it	is	foreseeable	that	inflation	will	stand	above	the	higher	limit	of	the	range	estimated	by	
the central bank. Also, the output gap will be close to zero. 

21:	Report	on	Inflation	January	-	March	2010.
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Chart 36

Estimated funding rate  
(% quarterly average)  

Chart 37

Ex-post real  
interest rate vs. economic cycle
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Also,	the	more	recent	events	(i.e.	the	recent	contagion	of	all	the	financial	assets	to	the	risk	of	the	debt	
crisis in some European countries) suggest that going forward, there is risk of a reversion of the capital 
flows	that	have	come	to	the	emerging	markets—which	Banxico	has	indicated	as	one	of	the	main	risks	of	
an	inflation	rally:	“a	sudden	reversion	of	the	capital	flows	could	lead	to	an	abrupt	and	sudden	adjustment	
in the foreign exchange rate at the moment of the gradual withdrawal of the accommodating monetary 
policy (through October 2010 to January 2011 previously anticipated). Even so, the possibility remains 
that	the	first	increase	will	not	occur	finally	until	the	beginning	of	2011,	if	the	strength	of	the	peso	intensifies	
and,	with	it,	the	rallying	pressure	on	core	inflation	is	mitigated.

It should be pointed out that both the expectations of analysts and those discounted by the market have 
been gradually approaching the scenario that BBVA Research has maintained since the previous year 
and which anticipated a much more prolonged pause. 

Chart 38

First expected increase in the funding 
rate: BBVA versus consensus  
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The expectations of the monetary policy discounted by the market for the close of 2010 in the Income 
Tax curve have been adjusting downward. The implicit bank funding for December of this year adjusted 
for risk premiums22	fluctuates	at	around.4.76%,	against	5.0%	at	the	start	of	April	and	5.25%	at	the	start	
of 2010. That is, throughout the year, both the market and analysts have been adjusting until they have 
come close to our expectation of a monetary policy of continuation of the pause up to the end of 2010 or 
the beginning of 2011.

The yield curve has prolonged the rally, but the downward margin in the medium and 
long sections is reduced, given the anticipated increases in the shorter sections and, 
more recently, the impact of risk aversion due to the crisis of the Greek debt
On average, the curve has dropped around 30 bp since the beginning of March. One of the factors 
behind this rally is the announcement by Mexico’s Finance Ministry (the SHCP for its Spanish initials) 
that the process has begun of incorporation of Mexican government bonds in the World Government 
Bond	Index	(WGBI)	of	Citigroup.	Mexico	would	be	the	first	Latin	American	country	to	be	incorporated	in	
the WGBI. It is estimated that the approximate weight of Mexico on the index would be 0.6%, which is 
consistent	with	significant	entry	flows	to	the	local	market.	

In	general,	the	curve	has	benefited	from	the	strong	entry	of	capital	flows	in	recent	months,	in	an	investment	
strategy favoring the elasticity of the exchange rate, and complemented with bets favoring the peso on 
the	 futures	markets.	The	above	 in	an	environment	of	a	search	 for	profitability	 that	 favors	carry-trade	
strategies. This greater appetite for domestic bonds has slightly increased the liquidity levels in the 
secondary market, mainly in the last month, although they are still below their historic average. These 
flows,	in	an	environment	of	abundant	liquidity	that	accelerated	the	appetite	for	greater-risk	assets,	drove	
long-term	rates	downward	in	Mexico.	Nevertheless,	some	factors,	such	as	the	recent	financial	contagion,	
will limit the rally (and could even revert it partially) in the next quarter, depending on the resolution that 
the	public	debt	crisis	finally	has	in	the	area	of	the	euro.	Other	factors	that	will	be	gaining	weight	in	the	
second half of this year play to a high in the curve: recovery of the economic cycle, expectation of the 
domestic	and	international	monetary	position	and,	in	general,	the	evolution	of	inflationary	risks.	Thus,	it	
is estimated that the M10 could close 2010 at around 7.5%, above the current levels, although the trend, 
of resuming calmness and the appetite for risk on the markets, the same as with the exchange rate, is 
toward somewhat lower levels. 

22:	For	further	details	on	the	calculation	of	expectations	of	rates	discounted	by	the	financial	market	once	the	corresponding	risk	
premiums	have	been	discounted,	see	the	Economic	Observatory	“Expectations	of	the	monetary	policy	of	the	financial	markets”,	
available on the Web page of BBVA Research.
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Appendix

Table 1

Mexico Indicators and Forecasts
  2008 2009 2010 2011 1T09 2T09 3T09 4T09 1T10 2T10 3T10 4T10
Economic Activity

GDP (seasonally-adjusted series)

Real annual % change 1.5 -6.6 5.0 3.8 -9.1 -8.5 -6.1 -2.4 5.8 6.6 4.7 2.9

Per inhabitant (US dollars) 10,306 8,144 9,576 10,259 7,502 7,991 8,318 8,763  9,243  9,738  9,570  9,754 

US$ billions 1,099 876 1,038 1,121 807 859 895 942  1,002  1,056  1,037  1,057 

Inflation	(average,	%)

Headline 5.1 5.3 5.1 4.4 6.2 6.0 5.1 4.0 4.8 4.9 5.1 5.6

Core1 4.9 5.3 4.7 4.5 5.8 5.6 5.1 4.6 4.6 4.4 4.7 5.2

Financial Markets (eop, %)

Interest rates

Bank funding 8.3 4.5 5.0 6.5 6.8 4.8 4.5 4.5 4.5 4.5 4.5 5.0

28-day Cetes 8.0 4.5 5.1 6.5 7.0 5.0 4.5 4.5 4.5 4.5 4.6 5.1

28-day TIIE 8.7 4.9 5.4 6.8 7.7 5.3 4.9 4.9 4.9 4.9 4.9 5.4

10-year Bond (%, average) 8.4 8.0 7.6 7.8 8.0 7.9 8.1 8.0 7.8 7.5 7.5 7.6

Exchange rate (average)

Pesos per dollar 11.1 13.5 12.3 12.4 14.4 13.3 13.3 13.1 12.8 12.2 12.2 12.0

Public Finances*

FRPS (% of GDP) -2.1 -3.2 -3.6 -3.3 -- -- -- -3.2 -- -- -- -3.6

External Sector2

Trade balance (US$ billions) -17.3 -4.7 -6.0 -11.9 -2.0 0.8 -3.1 -0.3 0.6 0.1 -4.2 -2.5

Current account (US$ billions) -15.9 -5.2 -7.4 -19.9 -1.2 0.4 -3.7 -0.7 1.4 -0.4 -3.0 -5.4

Current account (% of GDP) -1.6 -0.6 -0.7 -1.7 -0.6 0.2 -1.7 -0.3 0.5 -0.2 -1.1 -2.0

Oil (Mexican mix, dpb, eop) 84.4 57.6 66.1 71.8 39.4 56.2 64.3 70.3 67.0 64.9 64.5 67.9

Employment

Formal Private (annual % change) 2.0 -3.1 2.8 3.9 -2.3 -3.8 -3.9 -2.2 1.3 2.9 3.5 3.4

Open Unemployment Rate (% active pop.) 4.0 5.5 5.0 4.2 4.8 5.7 5.8 5.6 5.4 5.1 4.9 4.7

Aggregate Demand3 (ann. % chge., seasonally-adjusted)

Total 1.9 -9.6 5.5 5.0 -13.2 -13.5 -9.4 -1.8 7.3 8.4 3.9 2.7

Domestic demand 2.2 -6.1 1.2 3.3 -6.9 -7.5 -5.6 -4.4 1.9 3.0 -0.5 0.5

Consumption 1.8 -5.1 1.3 2.2 -6.8 -6.5 -3.9 -3.0 3.9 3.3 -1.0 -0.8

Private 1.9 -6.2 1.5 2.3 -8.4 -7.6 -4.8 -3.7 4.7 3.3 -1.1 -0.8

Public 0.9 2.3 0.2 1.8 4.2 1.4 2.2 1.4 -1.1 2.8 -0.4 -0.3

Investment 3.9 -9.9 0.9 7.1 -7.2 -11.2 -11.5 -9.6 -5.2 1.9 1.7 5.5

Private 2.9 -15.4 0.5 10.2 -12.5 -17.8 -17.1 -13.8 -9.2 0.7 2.7 8.5

Public 7.9 10.8 2.2 -1.5 14.6 16.2 9.1 4.2 7.3 5.5 -1.2 -2.5

External demand 0.8 -15.2 19.4 10.0 -23.3 -24.4 -15.7 6.6 19.4 26.5 18.9 13.5

Imports 3.1 -18.5 7.3 8.9 -25.0 -27.5 -18.6 -0.1 12.5 14.5 1.4 2.2
Continue on next page
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Table 1 (cont.)

Mexico Indicators and Forecasts
  2008 2009 2010 2011 1T09 2T09 3T09 4T09 1T10 2T10 3T10 4T10
GDP by sectors (ann. % chge., seasonally-adjusted)

Primary 1.1 1.8 2.6 2.9 1.2 2.5 1.5 2.0 5.4 1.7 2.0 1.5

Secondary -0.6 -7.3 6.7 3.0 -11.6 -9.0 -6.3 -2.1 5.8 8.4 7.6 5.2

Mining -1.4 1.0 1.0 -0.1 -1.1 1.2 2.4 1.3 3.9 0.1 0.2 0.1

Electricity -2.2 1.1 2.8 3.2 -2.5 -0.1 4.0 3.3 1.4 3.3 3.4 3.2

Construction 0.6 -7.5 4.9 5.4 -9.8 -6.1 -7.1 -6.9 -3.8 3.6 9.6 10.3

Manufactures -0.6 -10.2 9.6 2.9 -15.4 -14.2 -9.3 -1.6 10.7 13.5 9.5 5.1

Tertiary 3.1 -6.7 4.6 3.4 -7.9 -9.6 -6.2 -2.9 5.5 6.6 3.8 2.7

Retail 2.3 -14.7 8.7 4.4 -19.1 -18.8 -16.1 -3.8 15.6 12.0 5.3 2.5

Transportation, mail and warehouse 0.2 -8.2 7.5 3.3 -11.5 -11.9 -7.5 -1.3 12.6 9.1 5.5 3.2

Masive media information 8.0 1.6 9.7 5.6 -0.6 1.6 1.9 3.4 9.0 9.2 10.6 10.1

Financial and insurance 18.7 -3.8 1.8 7.7 -0.8 -5.5 -2.3 -6.4 -1.2 2.7 2.7 2.8

Real-estate and rent 3.2 -5.3 2.8 3.1 -8.5 -6.4 -3.4 -2.7 3.8 2.3 2.6 2.4

Prof.,	cientific	and	technical	servs. 3.1 -5.3 -1.2 2.4 -2.7 -3.4 -5.7 -9.2 -3.7 -1.8 -1.5 2.3

Company and corporate management -2.9 -3.5 -2.1 0.8 0.1 -1.2 -3.9 -8.9 -4.5 -2.5 -2.3 1.2

Business support services 1.8 -5.2 2.3 2.1 -2.7 -5.7 -5.8 -6.8 -1.5 3.7 4.2 3.0

Education 1.6 -4.5 6.6 2.0 0.1 -16.6 -0.7 -0.8 1.4 21.9 3.1 2.7

Health and social security -1.2 -0.1 0.0 0.7 -2.2 3.8 -1.0 -1.2 1.7 -3.3 1.3 0.5

Cultural and sport 1.3 -2.4 2.0 2.1 -3.0 -3.4 -2.5 -0.5 0.3 2.6 3.1 2.0

Temporary stay 0.8 -9.6 5.6 2.7 -7.9 -17.0 -8.4 -5.0 -0.2 14.2 5.1 4.3

Other services exc. government 0.6 -2.6 3.3 2.0 -2.0 -4.5 -1.7 -2.3 1.8 3.4 3.5 4.5

Government activities 1.2 3.7 -2.4 0.8 5.7 5.8 2.2 1.1 -3.7 -2.0 -0.2 -3.8
eop: end of period 
dpb: dollars per barrel 
1: Core index that does not include education 
2: Accumulated, last 12 months 
3:	Base	1993=100;	GDP	by	sectors	base	2003=100.	The	observed	data	of	the	primary,	secondary	and	tertiary	sectors	are	seasonally-adjusted	by	INEGI,	the	rest	are	own	
seasonally-adjusted 
*:	As	of	2009	the	Fiscal	Balance	definition	changes,	therefore	data	is	not	comparable 
FRPS: Financial Requirements of the Public Sector 
Note:	Bold	figures	are	forecast 
Source:	BBVA	Research	with	Banco	de	México,	INEGI	and	SHCP	data
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