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a. The real exchange rate is calculated using consumer prices for both the U.S. and Mexico. The base period is November 1994 
SOURCES: Banco de Mexico; and lnternat~onal Monetary Fund, International Financial Statistics. 
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Two years after the clisruptive peso 
clepreci:~tion, the outlool- L f or Mes- 
ico is brightening. Our NAFI'A part- 
ner has regaineel access to intern:(- 
tional capital markets ancl can now 
repay its creclitors. Of contintling 
concern, !lo\\-ever, are uncertainties 
associated \vitIi rcxl currency appre- 
ciation ancl I\-ith the fragility of the 
lxtnking sector. 

After cleclini~lg sh;~rply in 1995, 
real economic activity has re- 
bounclccl. Much of the gro\\~tli has 

I~een  in the esport and investment 
scctors; consumer spending remains 
lvcalc. Inflation moderatecl fro111 ari 
annual rate of 52% in late 1995 to 
approximately 28% last Novem1)er. 

Allexico's relatively high inflation 
late vis-5-vis the U.S. has erocled 
much, but not all, of the pi-ice atl- 
v:lntage that the peso clepreciatio~~ 
conferrecl on Plesican goods. That 
the nominal exchange rate rem:li~is 
Ltirly stable clespite continuing price 

clifferentials attests to grom:i;itlg conf'i- 
clence in b1exican monetary policy, 
which has rem~ined contractionary. 
I'oreign c:lpital inflows are return- 
ing, :mcl i\lesico's inter~iational tor- 
eign currency reselTFes, when valuecl 
;kt cilrrent eschange rates, exceed its 
i1ioneta1-y I~ase. 'The cl~~ality of h~unlc 
:Issets, however, remains poor cle- 
spite efforts at fi~iancial reorganiz:l- 
tion ancl :kttempts to i~oost  licl~~iclity 
:inel improve c~ipital. 
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