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the external front, the surplus on the trade
and current accounts of the balance of
payments measured 24.0% and 22.0% of
GDP, respectively, and external reserves
consequently rose to US$8.5bn (equivalent
to 11 months of import cover).

Mexico and Central America

A weakening in domestic demand combined
with a slow-down in exports in the second
half of the year in reponse to the US
recession caused Mexico's GDP growth to
fall from 3.2% to 1.8%. The growth sectors
were agriculture and basic services while
industrial activity weakened with a
contraction in mining, lower growth in
manufacturing and a fall in construction. The
unemployment rate (up to September)
remained at the 4.0% of the previous year,
while inflation hovered around 6.0% due to
higher prices for food, fuel, electricity and
housing. To counter the effects of the global
slowdown, a government program to
stimulate growth and employment was
launched in October. Private consumption
nonetheless remained subdued throughout
the year in response to the tightening of
monetary policy in the first semester and a
3.7% decline in family remittances later on.
While imports rose by 15.4% partly due to
high prices of cereals, machinery and
electrical equipment, exports declined by
1.6%, so the trade deficit widened to
US$8.4bn at the end of September.

Indications are that Central American
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marking the sixth consecutive year of growth
that has been spurred by exports and private
consumption and supported by inflows of
family remittances. Higher prices for
petroleum and food drove up inflation, while
the unemployment rate held steady with the
continuation of various private and public
sector projects. Notwithstanding measures
taken to mitigate inflationary pressures and
the implementation of programs to stimulate
economic growth, the average fiscal deficit
was a modest 0.3% of GDP. On the external
front, inflows of family remittances and a
9.4% increase in tourism receipts partially
offset a larger trade deficit and lowered the
external current account deficit to 0.6% of

GDP.

Growth in the Guatemalan economy
decelerated from 5.8% to 3.3% as a
contraction in family remittance inflows
caused a softening in private consumption.
All sectors grew during the year except for
construction. While the transport,
communications and banking sectors
reported double digit growth, and value
added from agriculture and manufacturing
was up by 2.0%, construction activities fell
moderately due to a delay in private projects
and public infrastructure works. Inflation
rose to 10.9% due to higher prices of fuel
and food, while the unemployment rate was
estimated at 5.5%. Notwithstanding a fall in
capital expenditures, the central government
recorded a modest deficit of 1.2% of GDP
as the economic slowdown contributed to a
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3.5% fall in revenues. On the external side,
the trade deficit measured 16.0% of GDP
but this was ameliorated by higher current
transfer receipts that narrowed the external
current account deficit to 5.0% of GDP.
Strong capital inflows financed this deficit
and boosted international reserves.

The Honduran economy grew by 3.8% as
compared to 6.3% in 2007. Growth drivers
included private consumption, which was
strongly supported by family remittances,
construction, and a 5.5% surge in agriculture.
To deal with the international financial crisis,
the monetary authority reduced the reserve
requirement from 12.0% to 10.0% in
October, thereby injecting about US$95.0mn
into the national banking system. This
improved the availability of credit and
provided resources to alleviate flood
damages. Annual inflation rose from 8.9%
to 12.0%, boosted by higher prices of
petroleum and basic food items such as corn
and beans. An increase in taxation rates in
September and a reduction of subsidies on
fuel and electricity reduced the fiscal deficit
from2.9% to 1.9% of GDP. While exports
expanded by 21.0%, fuelled by favourable
prices for traditional exports as well as
"maquila" goods, imports grew even faster
by 25.0%. At 29.0% of GDP, the trade
deficit was only partially offset by family
remittances that amounted to 8.0% of GDP
and inflows on the capital account. The
external current account deficit consequently
rose to 12.0% of GDP, leading to a draw
down on international reserves of some

US$160.0mn.

In El Salvador, GDP grew by 3.0%,
approximately one and a half points below
the previous year. Favorable prices for some
traditional exports stimulated an 8.4%
increase in the agricultural sector, while the
construction, manufacturing and mining
sectors expanded by 1.7%, 3.6% and 4.5%,
respectively. On the other hand, growth in
public investment didn't compensate for a
0.9% reduction in private investment caused
by the global financial uncertainty and US
economic deceleration. The government's
fiscal deficit rose to 0.6% of GDP with
revenues being boosted by improved tax
administration, but with expenditures also
rising because of subsidies for electricity,
water, liquid gas and public transportation.
Inflation rose from 4.9% to 5.3%
notwithstanding the various measures taken
to soften price increases for food and fuel.
Although decelerating, family remittances
(amounting to 17.5% of GDP) partly offset
the negative effect of higher international
prices for petroleum and food, so the
external current account deficit rose by a
modest 0.5 percentage points to 6.0% of
GDP. A substantial surplus on the capital and
financial account stemming from growth in
foreign direct investment and the
restructuring of the Euro-Bonds covered the
deficit and raised net international reserves
to US$2.3bn, equivalent to 2.5 months of
imports of goods and services.

Economic activity in Nicaragua decelerated
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Table 4: Selected Indicators for Mexico and Central America

GDP Growth Inflation Rate Deficit/GDP Net International
Rate (%) (%) Ratio (%) Reserves US$bn

2007 2008 2007 2008 2007 2008 2007 2008

Mexico 3.2 1.8 | 4.0 6.3 0.0 0.0 87.2 88.7
Guatemala 5.7 3.3 8.8 109 | 1.5 -1.2 4.3 4.7
Honduras 6.3 3.8 8.9 120 | -2.9 -1.9 2.7 2.5
El Salvador 4.7 3.0 4.9 5.3 -0.2 -0.6 2.2 2.4
Nicaragua 3.8 3.0 16.2 152 | -06 -0.8 1.1 1.1
Costa Rica 7.3 3.3 10.8 15.0 0.6 -0.5 4.1 3.7
Panama 11.5 92| 64 100 | 1.2 -1.0 1.9 1.8

Source: ECLAC

to 3.0% with private consumption falling in
the face of higher prices for food, fuel and
raw materials while public sector expansion
boosted the overall level of investment.
Growth in agriculture was up (from 1.4% in
2007 to 7.0% in 2008) due to the recovery
from hurricane damages sustained in 2007
and better prices for the main export
products. The government's operations
yielded a fiscal deficit of 0.8% of GDP as
expenditures outpaced revenue growth.
Contributing to the growth of the former
were subsidies for electricity and food aimed
at easing inflationary pressures. These efforts
were reinforced by the fall in international
prices during the latter part of the year and
the inflation rate consequently fell from 16.2%
in 2007 to 15.2%. The trade deficit
worsened with the situation being
exacerbated by the depreciation of the
exchange rate and the external current

account deficit consequently expanded from
18.3% 1n 2007 to 26.0% in 2008.

Increases in the international price of food
and fuel as well as the deceleration of the
global economy caused growth in Costa

Rica to fall from 7.3% to 3.3%. Gross
investment continued to expand, albeit at a
slower pace with the most dynamic sectors
&

communication and financial services.

being construction, transport
Unemployment increased to 5.0%, while
annual inflation rose to around 15.0%, which
was in excess of the central bank's target of
9.0%. The government's fiscal deficit was
around 0.6% of GDP and included higher
spending on infrastructure and on social
assistance to alleviate the rise in prices during
the year. On the external side, higher fuel
prices caused the growth in the value of
imports to outpace the increase in export
earnings and inflows of family remittances.
The external current account deficit therefore
expanded from 6.2% of GDP to 8.0% of
GDP with the gap being partly financed by
foreign direct investment inflows that rose
by 8.0% to some US$2.0bn.

Panama registered growth of 9.2%, its fifth
consecutive year of growth above 7.0% while
its unemployment rate fell from 6.4% to
5.6%. The principal economic growth drivers
were the construction, commerce and
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transport sectors. Significant private sector
investments into residential projects boosted
growth in construction to approximately
22.7% during the year. In September, the
inflation rate peaked at 10.0%, the highest in
two decades, before beginning to subside in
October with the decrease in fuel prices. The
fiscal deficit was maintained below 1.0% of
GDP even with measures taken to absorb the

increases in the cost of living. In the external
sector, a significant rise in the value of
imports contributed to an external current
account deficit of $2.1bn (10.0% of GDP).
Despite the world economic slowdown, the
tourism sector increased by 12.0%, while the
financial account yielded a surplus of

US$1.8bn.
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