
Annual % change       2007e 2008f 2009f 2010f
Gdp growth 3.3 3.0 3.5 3.6
Industrial production 1.3 2.4 4.0 3.8
Consumer spending 4.2 4.1 3.5 3.5
Consumer price inflation 4.0 4.1 3.1 3.0
Average earnings (whole economy) 5.0 5.0 5.0 5.0
Unemployment rate (% average) 3.7 3.8 3.5 3.4
Current account balance (% of gdp)             -0.8            -12.3 -12.7 -13.4
Budget balance (% of gdp)             -1.8            -0.8 -0.8 -0.8
Short-term interest rate (3m interbank, % average) 7.4 7.3 6.7 6.6
Bond yield (10-year government bond, % average) 7.6 7.7 7.9 8.1
Exchange rate (Peso/US$, end year) 10.91 10.80 11.20 11.20

Country Review

Political outlook - The centre-right National Active
Party (PAN) won a closely fought election in 2006, with a
margin of just 0.6% of votes over the centre-left Demo-
cratic Revolutionary Party. Felipe Calderon’s win was con-
firmed after weeks of legal wrangling and he took office in
December 2006. One year into his six year term, Calderon
has made an impressive start and has succeeded in pass-
ing fiscal and electoral reforms, despite holding a minority
position in Congress. Calderon’s administration will con-
tinue to advance structural reforms aimed at spurring eco-
nomic growth and reforms of the oil industry which should
help boost private investment.

Economic growth - The Mexican economy has ad-
vanced solidly into 2008 propelled by high oil prices and
healthy domestic demand.  A pick up in industrial produc-
tion and strong consumer spending will drive economic
growth to 3.0% this year, rising to 3.5% in 2009. The offi-
cial unemployment rate is forecasted at 3.8% in 2008,but
the real rate of unemployment is well above this level. Mexi-
co’s economic growth is closely tied to the economic cycle
in the US; with 89% of Mexican goods exported to the US,
growth prospects there remain the key to Mexico’s out-
look. Counter cyclical macroeconomic measures, such as
a fiscal stimulus package, are already in place and we
believe Mexico will be able to ride out the US cycle. How-
ever, export growth is forecast to slow reflecting weak-
ening US import demand and declining Mexican oil produc-
tion, in part due to lack of investment. This will weigh on
overall economic growth prospects and contribute to a
worsening current account deficit some12.3% of gdp this
year, worsening further to 12.7% of gdp in 2009.

Inflation and prices - Strong domestic demand growth
and rising food prices will cause inflation to remain at the top
end of the central banks target of 2%-3% in 2008. However,
inflation should ease in 2009 in line with lower commodity
prices.

Interest rates and Forex - The central bank has kept
monetary conditions unchanged since last November because
inflationary pressures have persisted. Interest rates are cur-
rently at 7.5%, above the banks neutral level of 6.5% but we
expect the bank to ease monetary policy towards the end of
the year towards the neutral level. Against the US$, we ex-
pect the peso to end 2008 at 10.80.

Short and long term interest rates

Commentary

Growth and inflation

Key economic and market indicators

 Country profile

 Main export markets          Main suppliers
United States   88.5%          United States   56.6%
Canada    1.6%          China          7.3%
Germany    1.0%          Japan            5.4%

 Key country exports         Key imports
Road vehicles   15.2%          Electric Machinery 15.9%
Electric machinery  13.4%                Road Vehicles  9.4%

Trade statistics (2004)

• President: Felipe Calderon
• Parliament: National Action Party (PAN) (52/128)
• Next election: July 2012 (Presidential)
• Nominal GDP: $845.4bn (2006)
• Population: 105.3 million (mid-2006)
• Exchange rate: Kr/$ rate - 10.32 (May 2008)
• Interest rates: short term interest rate - 7.6%  long term
interest rate - 3.6% (May 2008)
• Rating investment grade: Baa1 (Moodys), BBB (S&P)
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Any documentation, reports, correspondence or other material or information in whatever form be it electronic, textual
or otherwise is based on sources believed to be reliable, however neither the Bank nor its directors, officers or employ-
ees warrant accuracy, completeness or otherwise, or accept responsibility for any error, omission or other inaccuracy,
or for any consequences arising from any reliance upon such information.  The facts and data contained are not, and
should under no circumstances be treated as an offer or solicitation to offer, to buy or sell any product, nor are they
intended to be a substitute for commercial judgement or professional or legal advice, and you should not act in reliance
upon any of the facts and data contained, without first obtaining professional advice relevant to your circumstances.
Expressions of opinion may be subject to change without notice. Although warrants and/or derivative instruments can
be utilised for the management of investment risk, some of these products are unsuitable for many investors.  The facts
and data contained are therefore not intended for the use of private customers (as defined by the FSA Handbook) of
Lloyds TSB Bank plc.  Lloyds TSB Bank plc is authorised and regulated by the Financial Services Authority and a
signatory to the Banking Codes, and represents only the Scottish Widows and Lloyds TSB Marketing Group for life
assurance, pension and investment business.
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