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Executive Summary 
The victory of Donald Trump in the United States election last year made us change our view 
regarding Mexican economic growth in 2017. The change to our forecast at that time was a 
consequence of the new U.S. administration’s rhetoric regarding Mexico’s participation in 
NAFTA, Mexican immigration as well as the construction of a border wall between the two 
countries that was expected to be paid for by Mexico. Thus, we expected a shock to the Mexican 
economy in 2017.  However, after the release of the January economic activity index, which came 
in stronger than anticipated in late March, and the watered down prospects for policies against 
Mexico has made us change our view of its potential effects on the Mexican economy in 2017. 
That is, as of today, there is a lower chance that some of these policies will severely affect the 
Mexican economy in 2017. 

We still think that the Mexican economy will feel the effects of the Trump administration’s 
rhetoric against Mexico, but we now estimate that these effects will be spread over several years, 
thus limiting the ability of the Mexican economy to grow faster. That is, we no longer see a shock 
to the Mexican economy in 2017, as we expected after the U.S. presidential election results, but a 
more protracted weakness over the next several years.  

After the U.S. presidential elections, we identified the sectors that we thought would be affected 
by a Trump presidency, which included trade, remittances from Mexicans working in the United 
States, investments, higher inflation and a weak exchange rate.1 In this report, we review each one 
of these sectors and reevaluate our current view. 

Mixed Economic News Early in the Year 
Perhaps the most important indicator that prompted our change in view for this year was the 
release in late March of the monthly index of economic activity for January, a proxy for the 
country’s GDP performance. The index printed a better than expected result for January, up  
3.0 percent compared to January of 2016 versus market expectations of 1.9 percent. However, the 
devil was in the details. Much of the strength came from a surge in output from the primary 
sector, which is basically agricultural production. Primary sector output surged 12.8 percent on a 
year-earlier basis, non-seasonally adjusted while the service sector posted a decent year-over-year 
rate of 4.1 percent. However, the all-important industrial sector declined 0.1 percent during the 
period. That is, the only difference to what had been occurring up until December 2016 was the 
surge in agricultural production, which is a highly volatile number and remains a small sector of 
economic activity. The other two sectors continued to show no major impact from the U.S. 
elections as the service sector continued to drive economic growth, while the industrial sector 
remained flat.  

  

                                                             
1 See “Why Is Mexico Different?,” which is available on our website or upon request.   

Special Commentary 
 

Eugenio J. Alemán, Senior Economist 
eugenio.j.aleman@wellsfargo.com ● (704) 410-3273 

 

Reversing Mexican GDP Call for 2017 

We no longer see 
a shock to the 
Mexican 
economy in 
2017, but a more 
protracted 
weakness over 
the next several 
years. 

mailto:eugenio.j.aleman@wellsfargo.com


Reversing Mexican GDP Call for 2017 WELLS FARGO SECURITIES 
April 12, 2017 ECONOMICS GROUP 
 

 

 2 

That is, from this perspective we are still concerned that industrial production remains in a stand-
still while all the growth impetus comes from the service sector, which we believe, is not 
sustainable as the year progresses and if the industrial sector does not show improvement. On the 
positive side, the large depreciation of the Mexican currency following the U.S. presidential 
election has reversed over the past several months and this will help Mexican personal 
consumption expenditures, which were the motor of economic growth last year.  

On a seasonally adjusted basis, the monthly economic activity index increased 0.3 percent versus 
December, driven by a 4.0 percent increase in output from the primary sector while the industrial 
and service sectors grew only 0.1 percent during the month.  

Figure 1 

 

 

Figure 2  

 

Source: IHS Global Insight and Wells Fargo Securities 

Another indicator that worsened in January was gross fixed investment, which dropped  
0.5 percent on a year-earlier basis. Most of the decline was concentrated in the construction 
industry, perhaps as a consequence of the strong tightening of monetary policy conducted by the 
Mexican central bank during the last year or so, which actually continued in March when the 
institution increase the target rate 25 basis points, from 6.25 percent to 6.50 percent. Gross fixed 
investment in construction dropped 3.3 percent on a year-earlier basis in January, mostly driven 
by a 5.7 percent plunge in gross fixed investment in non-residential construction while residential 
construction investment dropped 0.4 percent during the same period of time.  

On the positive side, gross fixed investment in machinery and equipment increased by a relatively 
strong 4.1 percent in January, year over year, which, if sustained, bodes well for a potential 
recovery in the industrial sector, which remained weak last year. 

Remittances Have Remained Strong 
One of our arguments for calling for a mild recession after the U.S. presidential election result 
was the possibility of a drop in Mexican remittances from the United States to Mexico. Mexicans 
working in the United States became scared that the U.S. government may confiscate those 
remittances to pay for building the proposed wall between the two countries, which was one of the 
arguments used by then presidential candidate Trump. Although the possibility that we may see 
some negative consequences in terms of remittances is still there, the recovery in the U.S. home 
construction market, which is one of the largest sources of wage income for Mexicans living in the 
United States, may keep remittances going strong. Still, we do not have many months of 
information on remittances since Mr. Trump took office. The U.S. dollar value of remittances 
from the United States to Mexico grew 6.3 percent in January, but dropped 1.4 percent in 
February, year over year. Meanwhile, the number of transactions grew a strong 7.7 percent year 
over year in January but they dropped 5.2 percent versus a year earlier in February, which was 
the largest year-over-year drop since September 2012 when they declined 6.1 percent year over 
year. Furthermore, this was only the second year-over-year decline in the number of transactions 
since the days of the Great Recession back in 2009.   
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Figure 3 

 

 

Figure 4 

 

Source: IHS Global Insight and Wells Fargo Securities 

Curiously enough, the value of remittances grew an impressive 25.1 percent year over year during 
the month of November 2016, the month of the U.S. presidential election, and the highest year-
over-year growth rate since March 2006 which was close to the peak of the U.S. housing bubble.   

All these data points, while intuitively interesting, do not allow us to make a call regarding the 
effects of the Trump administration on the future path of remittances from the United States to 
Mexico. In addition, the value and the number of remittances series are not seasonally adjusted, 
and provide little information on the actual trend of remittances. The only thing that we can say is 
that it is not normal for remittances from the United States to Mexico to decline on a year-earlier 
basis and February’s decline may be a signal that something has changed. However, we will not be 
able to confirm this until more data are available later this year.  

Interest Rates and Inflation 
Perhaps the biggest risks for Mexican economic growth this year are the rate of inflation and 
interest rates. The Mexican central bank increased the target interest rate by 25 basis points (bps) 
in late March, capping a tightening cycle that pushed the institution to increase interest rates by  
350bps since December 2015, from 3.0 percent to 6.5 percent. Today, analysts seem to agree that 
the Mexican central bank will slow down its tightening of monetary policy going forward as a 
consequence of the strong reversal in the depreciation of the Mexican peso over the last several 
months.  

Still, markets believe that the institution will probably continue to increase interest rates but the 
increases will moderate compared to the recent past when the central bank was increasing 
interest rates by 50 basis points each time it decided to increase rates. The March increase was 
only 25 basis points, which was the smallest increase since the first move in December 2015 when 
it went from 3.00 percent to 3.25 percent.  

The rest of the tightening cycle will depend on how inflation continues to react to the depreciation 
of the currency that occurred last year and the increase in inflation as a consequence of the 
government’s decision in January to increase the price of gasoline to prevent the fiscal deficit 
from deteriorating further. Hopefully, the current tightening campaign plus the fact that the 
increase in gasoline prices was a one-time event will keep inflationary expectations from resetting 
higher. However, the central bank will need to walk a very fine line during the rest of the year as 
expectations on the renegotiation of NAFTA with the United States and a threat of increased taxes 
for Mexican exports could push the Mexican government to retaliate and do the same with U.S. 
exports to Mexico. 
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Figure 5 

 

 

Figure 6 

 

Source: IHS Global Insight and Wells Fargo Securities 

Still, we have already seen some negative effects of the tightening campaign affecting investment 
in the construction sector (see first section above), and depending on how the tightening 
campaign continues we may see some more negative effects during the rest of the year. 
Furthermore, January’s construction activity was down 1.0 percent compared to the same month 
in 2016 while it declined 0.1 percent from the previous month on a seasonally adjusted basis. That 
said, it is clear that the weakness in gross fixed investment in construction does not seem to be, at 
least for now, a shock to overall investment as investment in machinery and equipment was up 
during the first month of the year. Thus, we will need to wait several more months to see if this 
weakness is temporary or something more lasting.  

Behavior of Private Consumption Will Be the Key 
As we argued in our report “More Light on Mexican 2016 GDP: The Demand Side,” which is in 
our website and/or available upon request, we are still concerned with the effect of recent events 
in the Mexican consumer sector. The Mexican consumer contributed with 1.9 percent of the  
2.3 percent growth in the economy in 2016, or 83 percent of all growth, more than its own weight. 
This means that the Mexican consumer is almost the only game in town as the contribution by 
investment and government expenditures remained low and net exports contributed  
0.4 percentage points. However, with the more than doubling of interest rates during the last year 
and a half and the almost doubling of inflation, from an average of 2.82 percent in 2016 to our 
expected average of 5.52 percent in 2017, it is unlikely that the Mexican consumer can continue 
with such a strong performance and contribution towards economic growth.  

Figure 7 

 

 

Figure 8 

 

Source: IHS Global Insight and Wells Fargo Securities 
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It is true that the recent reversal in the currency (i.e., from the depreciation we saw last year to the 
recent recovery) will help Mexican consumers as the appreciation of the currency restores 
consumers’ purchasing power. However, this will also increase imports, which will reduce the 
contribution of net exports to economic growth. Thus, we still believe that the economy will suffer 
negative consequences and personal consumption expenditures will be one of the main drivers for 
this slowdown, due to the already discussed effects from higher inflation and the potential effects 
on investment, as well as uncertainty surrounding immigration and trade policy.                              

Conclusion 
We have changed our call for this year’s GDP growth in Mexico as we re-evaluated the effects of 
the U.S. presidential election result and changed its effects over the Mexican economy from a 
“negative shock” that would affect the economy this year to a process by which these effects will 
apply over a longer period of time, thus spreading the negative effects over the next several years.  

It is clear that the Trump administration rhetoric regarding Mexico today is very different than 
what happened during the presidential campaign. Thus, we have reassessed the economic 
implications for the Mexican economy. Instead of expecting a mild recession in 2017 we now 
expect slower economic growth over several years to take into consideration some changes in 
policies but no “shock” effect on this year’s economic performance. Thus, we forecast 1.2 percent 
growth in GDP in 2017 and a 1.9 percent growth rate in 2018.   
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