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a. One-month Treasury rate minus 12-month consumer price change. 
SOURCES: DRI/McGraw-Hill; and Bank of Mexico. 

Observers were surprisecl by first- 
quarter data showing that the Mexi- 
can econorny shrank only 1(!4) ccom- 
pared to the first cpiarter of 1995. 
I,ut they remain concernecl that this 
strength is limited to the export sec- 
tor, which has benefiteel from a 
sharp decrease in the intern:~tional 
value of the peso since Deccml)er 
1994. A contin~~ecl general we:tl<- 
ness in economic activity may be re- 
lated to the 1)urclen of' iinp;~icl loans 
on consumers and tx~nlis. 

The Mexican central banli has 
supportecl a series of progfilms cle;ll- 
ing with I,acl-debt problems. 7'he de- 
posit insurance f~ lnd  has heen used 
io buy hack clebt from banks anti to 
provicle credit for recapitalization. 
Other programs include helping 
banks incles debts to inflation and 
supporting clebt renegotiatiolls he- 
tween banks and consumers. 

Lourer interest rates help con- 
sumers meet loan paynlents ancl in- 
crease their xvillingness to renegoti- 

ate overclue debts. However, the re- 
cent negative real interest rates en- 
able borrowers to filncl ~ineconolllic 
projects. Iiapitl price increases since 
1)ecernber 1994 may result partly 
from the weakening of the peso. Ris- 
ing inflation due to central hank ef- 
forts to support banks, on the other 
hand, may ~~ncierlnine confidence in 
Mexican policy reforms. Any conse- 
quent loss of rese~ves or rise in inter- 
est rates \\:oulcl clalnage both the 
banking sector and the economy. 
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