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1) Mexico: Growth Momentum (1)

» Mexico’s second-quarter economic data send two different messages.

Figure 1: GDP Growth Figure 2: GDP by Sector
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imported. Also, fixed investment continued to show

a fairly solid pace of growth in 2Q despite a Figure 3: Consumption Figure 4: Investment, Exports and Imports
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1) Mexico: Growth Momentum (2)

= Weak industrial production will probably drag economic growth down to below 2.5% this year.

Figure 5: GDP Growth (private forecasts) Figure 6: Index of Economic Activity (IGAE)
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slowdown is: construction is losing steam as the

government cuts investment; mining activity Figure 7: Industry Production by Sector Figure 8: Manufacturing Production
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1) Mexico: Growth Momentum (3)

» Household consumption will pick up this year despite low consumer confidence.

Figure 9: Private Consumption (Forecasts)

= Household spending continues to build momentum
as reflected in retail sales, which have been rising
at an average monthly yoy rate of 5% in real terms
so far this year, and nearly twice as fast as it was in
2014. Other indicators too tell the same story: car
sales rose by 20% in the first 9 months of this year
in 2014; and
consumption of imported goods increased by 6%

compared to the same period

yoy in 2Q 2015 despite the depreciation of the
peso. More importantly perhaps, this growing
momentum in private consumption is underpinned
by improvement in job creation, real wages and
remittances, suggesting that private consumption
should pick up this year. However, the expected
recovery is likely be hampered by some underlying
weaknesses. For instance, consumer-credit growth
remains low and consumer confidence has been
falling for months, which possibly reflects softer
economic growth prospects and pessimism over
the benefits of the structural reforms. Should those
driving factors stay weak, further improvement in
consumption growth in 2016 would be hard.
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Figure 11: Consumer Confidence and Retail Sales
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Figure 10: Net Formal Jobs Creation and Wages

Net Formal Job Creation* Real Wage

(Thousand) (% change yoy)
800 - 20 -
600 L §_____ 55
10 -
400 5 \/\
200 -+ 0
0 - -5 1
10 -
-200 - HJan-Aug
@ Sep-Dec 15 1
-400 - -20 -
&5 8 3 3 4 5 3 4 8 18
Q o
N N

*Mexican Social Security (IMSS)-insured workers
Source: Secretariat of Labor and Social Welfare; BTMU

Figure 12: Credit to the Private Sector
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1) Mexico: Growth Momentum (4)

» Investment will pick up this year too; but recovery will be restrained by low business confidence.

|
Figure 13: Gross Fixed Investment (Forecasts) Figure 14: Business Confidence
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since April. Second, public investment continued to

be a drag in 2Q 2015 and will very likely remain so Figure 15: GFCF Components Figure 16: Inward FDI Flows

. . 5 R , % | ch Million USD, 4-quart lated
well into 2016 in the light of more fiscal-austerity 7° iea change yoy en duarter accumulate
. . ] 50 -
measures for 2016 budget (see next slide). Third, g | 45 Structural
. ) 2 - reforms were
the structural reforms have so far failed to deliver 3 40 - announced
the benefits in terms of higher foreign investment: 1 23
. . . S 0 ]
FDI returned to historical level after a brief spike in % 1 25 |
2013 (the reforms were announced in late 2012). -2 1 20 -
. . . . = ] 15 - Average
No wonder business confidence still remains weak, 5 - g
N N N N OO OO M- - < < 0 n w 10
) ) ) S e T T T T B B T B B B
although the recent oil auction (i.e., second phase el el e NelolNe e NoNolNe Moo o oI 5
I N MO < 4 N O F 4N OO I 4 N
of round one) was successful and could end u ; ok 0 -
) > F= Consruction = M&E - Domestic 02 03 04 05 06 07 08 09 10 11 12 13 14 15
M&E - Imported* — GFCF

being a confidence boost down the road.
* Machinery and Equipment

Source: INEGI; BTMU Source: Banco de Mexico; BTMU

¢  TheBank of Tokyo-Mitsubishi UFJ, Ltd. (.) MUFG

A member of MUFG, a global financial group



II) Mexico: Public Finances

= Plummeting oil-related revenue forces the government to curtail spending next year.

= Last month the government submitted its 2016
budget proposal to the Congress, which laid out the
steps the Pefia Nieto administration will take to
cope with the plummet in oil prices. With oil-related
revenue already sinking by about 35% yoy in the
first 8 months of this year, and the government’s
apparent reluctance to run up more debt; officials
opted to slash spending next year by 5.8% in real
terms. The axe will largely fall on capital spending
and in the energy and transportation sectors, which
could hinder growth in the short-to-medium term.
True, in the face of a tougher external backdrop
and mild economic growth, that was probably the
right policy choice. Still, the proposed budget might
not be austere enough: should GDP growth fails to
pick up in 2016 and match the official forecast (i.e.,
2.6%-3.6%), or oil production falls faster than
expected, then fiscal revenue could dip more than
projected, forcing the government to raise more
debt. If that happens, it would not be the first time
as the estimate of the path of public debt has been
revised up over the recent years.
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Figure 17: Oil Production and Fiscal Rev. from oil
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Figure 19: Programmable Fiscal Spending
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Figure 18: Fiscal Revenues
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Figure 20: Public Debt Ratio
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lII) Mexico: External Sector

* Low oil prices and falling domestic production of oil are putting a big dent in Mexico’s exports.

Figure 21: Current Account Balance Figure 22: Exports of Goods
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2015. To be fair, the blame cannot fall exclusively

on low oil prices: domestic oil production has been Figure 23: Exchange rates Figure 24: Labor Cost in Manufacturing Sector
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I\VV) Mexico: Prices and Monetary Policy

= CPlinflation hit another record low in September at 2.52%, within Banxico’s target range.

Figure 25: CPI Inflation and Inflation Target Figure 26: Policy Rate

» Mexico’s 12-month CPI inflation hit another record Percentage 12-m inflation Percentage Policy rate
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low in September at 2.52%. After struggling with
stubbornly high inflation throughout the second half
of 2014, upward pressures on prices started to cool

off early this year as a result of (i) a widespread fall

in input and service prices (e.g., telecom and

energy prices); (i) weak pass-through from a
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(the output gap is still in negative territory according ,
Source: INEGI; BTMU Source: Banco de Mexico; BTMU

to Banxico’s estimates). In this context, it is very

likely that inflation will stay below the target of 3% Figure 27: Producer Prices Figure 28: CPI Inflation (Private Forecasts)
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*This report is intended only for information purposes and shall
not be construed as solicitation to take any action. In taking any
action, readers are requested to do so on the basis of their own
judgement.

*This report is based on information believed to be reliable, but we
do not guarantee its accuracy. The contents of this report may be
revised without notice.

*This report is a literary work protected by the copyright act. No
part of this report may be reproduced in any form without
express statement of its source.
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