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GDP – Marginal adjustments to our 

growth forecasts 
 

 We revised our 2016 GDP growth forecast to 2% from 2.3% as a result 

of: 
 

(1) A lower contribution of manufacturing output (-0.3%-pts);  

(2) A higher contribution of domestic demand, reflected in the higher 

growth of services (+0.4%-pts); 

(3) A lower contribution from the carry-over growth (-0.1%-pts); and 

(4) A significant negative contribution of the fiscal cuts implemented 

by the federal government (-0.2%-pts) 
 

 Against this backdrop, we also revised our GPD growth forecast for 

2017 to 2.3% from 2.5%. Mexico’s economic growth will be explained 

by the following factors:  
 

(1) Next year’s carry-over growth rate will contribute with 1%-pt; 

(2) A resilient domestic demand, which will have a 1.3%-pts incidence 

on total GDP; 

(3) Mexico’s manufacturing sector will contribute with 0.4%-pts; and 

(4) Lower public spending given the fiscal cuts announced for 2017, 

along with lower levels of oil output could subtract around 0.3%-

pts to next year’s GDP  
 

We now expect an economic expansion of 2% in 2016. While economic data 

in recent months have resulted in line with our expectations, we revised our 

Mexico’s GDP growth forecast for this year to 2% from 2.3%. The downward 

revision to our forecast is explained by the following factors: (1) A lower 

contribution of manufacturing output (-0.3%-pts); (2) a higher contribution of 

domestic demand, reflected in the higher growth of services (+0.4%-pts); (3) a 

lower contribution from the carry-over growth (-0.1%-pts); and (4) a significant 

negative contribution of the fiscal cuts implemented by the federal government 

(-0.2%-pts; refer to the following charts). 

2016 GDP growth: Actual forecast 
%-pts. 

2016 GDP growth: Previous forecast 
%-pts. 

  
Source: Banorte-Ixe 
Note: Contributions might not add due to the number of decimals allowed in the chart 

Source: Banorte-Ixe; US Census Bureau 
Note: Contributions might not add due to the number of decimals allowed in the chart 
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Balanced engines of growth in 2017. Against this backdrop, we also revised 

our GPD growth forecast for 2017 to 2.3% from 2.5%. Mexico’s economic 

growth will be explained by the following factors: (1) Next year’s carry-over 

growth rate will contribute with 1%-pt; (2) a resilient domestic demand, which 

will have a 1.3%-pts incidence on total GDP; (3) Mexico’s manufacturing sector 

will contribute with 0.4%-pts; and (4) lower public spending given the fiscal 

cuts announced for 2017, along with lower levels of oil output could subtract 

around 0.3%-pts to next year’s GDP growth rate. 

 
2017 GDP growth forecast 
%-pts. 

 
Source: Banorte-Ixe 

 

(1) Carry-over growth will contribute with 1%-pt. Mexico’s economic 

activity fell 0.2% q/q saar, resulting in a 2.5% annual expansion of GDP in 

2Q16. Moreover, with the release of the second quarter figures, the statistics 

team at INEGI re-ran their seasonal adjustment model, allowing us to see the 

new “carry-over” growth rate which, by the way, came in well below what we 

obtained from INEGI’s previous model. The “carry-over” rate of growth takes 

into account both, the inertia of economic activity, as well as the base of 

comparison effects. For 2017 –and taking into account our 2016 quarterly 

estimates–, we believe that the contribution of the inertial growth rate will be 

around 1%-pts. 

(2) Resilient domestic demand. For 2017, we believe that better growth 

prospects for domestic demand will have a positive incidence of 1.3%-pts on 

total GDP. In particular, we believe that private consumption will be driven by 

the following factors: (i) The better growth dynamics in the Mexican labor 

market, which will likely result in a significant drop in the unemployment rate 

and higher incomes; (ii) the fact that inflation will remain around 3.4% will 

encourage a greater expenditure; and (iii) the upward trend in banking credit, 

which will support households and firms investment decisions. 
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(3) Manufacturing production will continue to grow. While Mexico’s 

manufacturing industry posted a marginal growth in 2016 as a result of the 

deceleration in the US manufacturing sector, we believe that manufacturing 

output will maintain a moderate growth in 2017. On the positive side, we expect 

a greater contribution of the automotive industry. In recent years, Mexico’s 

vehicle production has experienced a strong momentum which has been 

substantiated by the significant flows of foreign direct investment (refer to the 

chart on the left). Thus, Mexican auto-exports have managed to increase its 

share of the US market from 11% to 25% over a 11-year period (refer to the 

chart on the right). 

 
FDI flows in the auto-industry: 2014-2016 
US$ millions 

Mexico’s share of auto-exports within total US imports 
%, sa 

  
Source: Banorte-Ixe Source: Banorte-Ixe; US Census Bureau 

 

(4) Spending cuts. As expected, the Federal Government is putting on the table 

a 6.2% reduction in 2017 programmable spending vs. 2016 budget, while non-

programmable spending will expand 12.1%. We highlight that the reduction in 

programmable spending is equivalent to MXN239.7bn. However, taking into 

account the anticipated cuts already announced for MXN132.3bn in February 

2016; and for MXN31bn in June, the effective amount to be reduced in 2017 is 

around MXN76.4bn, as shown in the chart below. Thus, fiscal consolidation in 

2017 will be smaller than the one in 2016, allowing the government to achieve 

better fiscal goals, but without such a negative impact on economic activity.  

 
2017 Spending cuts 
MXNmn 

 
Source: Ministry of Finance 
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Higher growth in 2017 than in 2016. In conclusion, we revised our GDP 

growth forecast for 2017 from 2.5% to 2.3%, because we estimate a negative 

impact of the fiscal cut that the government will implement in 2017. However, 

we believe that the economy will probably see a slightly higher growth than in 

2016. 
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