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1) Mexico: Growth Momentum (1)

» Third-quarter results were better than expected, but caution is still warranted.
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sector that, throughout 1H 2015, had been showing
signs of slowing down. Yet caution is still warranted

down the road as the recovery was primarily fueled

by increased construction activity and utility output, Figure 3: Consumption Figure 4: Investment, Exports and Imports
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1) Mexico: Growth Momentum (2)

= A bittersweet year in 2015: GDP growth remained stable but is expected to fall short of expectations again.

Figure 6: Manufacturing Productions
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for the economy was the sharp decline in fiscal

revenues from oil, which arguably forced the Pefa
Nieto administration to shift toward a tight (or less
loose) policy stance, cutting off the possibility of
boosting growth with short-term stimulus. Again, it
is fair to say the government has done so far a fine
job in balancing its budget, especially considering
its hefty reliance on oil-related revenues (~30% of
total fiscal income in 2014). To add to the unease,
GDP growth in 2015 is expected to fall short of
initial expectations, limited by a declining domestic
oil production, and to a greater extent, a feeble US
manufacturing sector (continued on next slide).
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Figure 7: Currency Depreciation in 2015 Figure 8: Fiscal Revenues and Oil Prices
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1) Mexico: Growth Momentum (3)

= Mexico is in a promising position to raise its growth rate to the range of 3% to 4% in the short-to-medium term.

|
Figure 9: Private Consumption (Forecasts) Figure 10: Job Creation and Real Wages

= The implication is that the Mexican economy has % real change 2015 2016 Net Formal Job Creation* Real Wage
m BTMU 800 - (Thousand) 20 - (% change yoy)
stayed below its potential rate of growth for at least 5 — Priv. forecasts (mean) 2.9% 3.0% :
two consecutive years, in spite of the wide-ranging 600 - 1.5 1
structural reforms the current administration has 4 7 1.0 -
. . . . 400 -+
put in place (announced in late 2012). Still, Mexico 3. n o 05 -
is probably in a more promising position than other 200 1 0.0 R
major Latin American countries to lift up its growth 0 - 05
rate to the range of 3% to 4% in the short-to- 1 '
. . . . -200 - -1.0 -
medium term. First, because Mexico’s economy is N ® o ® N @ o ® 19
0 . Y 8 © «H = 8 © «H =
closely tied to the US economy. The positive 2015 2016 N . _ N
*Mexican Social Security (IMSS)-insured workers
momentum of the latter could potentially provide a Source: Consensus Economics; BTMU Source: Secretariat of Labor and Social Welfare; BTMU
boost to Mexican manufacturing exports, with Figure 11: Gross Fixed Investment (Forecasts) Figure 12: Private and Public Investment
. . . . 2015 2016 Contribution to % real change yoy, percentage point
spillovers to private investment and consumption. m BTMU = =
., . . . ) 10 mPublic = Private
Second, Mexico’s degree of commodity reliance is 8 - == Priv. forecasts (mean) 4.2% 4.2%
relatively low, meaning that low commaodity prices 7 1 5
should not hurt investment or consumption, at least 61
. . . . 5 0
not as much as in Chile or Colombia. Finally, the A — .
anticipated benefits of some reforms are starting to 3 5
kick in: telecom prices have went down; total fiscal 5 - Private investment remains
-10 solid. The drag is coming
income has went up by about 10% in 2015; and the 1 - from public investment.
success in the last two oil auctions hints investors 0 ' ! -15
_ _ _ _ 2015 2016 2009 10 11 12 13 14 15
are still keen to invest in Mexico’s energy market.
Source: Consensus Economics; BTMU Source: INEGI; BTMU

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

A member of MUFG, a global financial group



II) Mexico: External Sector

= Current account deficit widened significantly in 2015, though it is still relatively small.

Figure 13: Current Account Balance Figure 14: Trade Balance, Exports and Imports

= Mexico’s current-account deficit is believed to have
widened markedly in 2015. So far, the accumulated
deficit (the first three quarters) has reached $24.7
billion, which is about 31% larger than in the same
period of 2014. And because the fourth-quarter's
results are expected to follow a similar trend, it is
likely the annual deficit has widened to around $33
billion in 2015, in spite of a large improvement in its
service balance (underpinned by a rise in tourism).
Clearly, much of the fault lies with the gaping trade
deficit that, in turn, is largely explained by the fall in
exports, and is more than four times as much as it
was in 2014. This downward trend in exports was
partly fueled by low oil prices and the steady fall in
local oil production, and partly driven by lackluster
manufacturing exports, which barely grew despite
positive growth in vehicle exports. Overall imports
as well dropped in 2015, mainly caused by cheaper
oil and weak demand for intermediate goods. Now,
in fairness, the country’s current-account deficit is
still small (possibly below 3% of GDP in 2015) and
largely financed by foreign direct investments.
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Figure 15: Exports and Sales of Vehicles Figure 16: Imports by Types of Goods
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lII) Mexico: Prices and Monetary Policy

» This low-inflation environment will probably be short-lived.

Figure 17: CPI Inflation and Policy Rate Figure 18: Inflation by Components

= Mexico’s 12-month inflation ended 2015 with a rate Percentage . ngo'/i%;ﬁtie) 221;1 i(gféiﬂlosf; llz'm"”“‘ inflation, De:ember 2015 Weight (%)
a (1] P o (] -5 |=m=m—=—-—=————
of 2.1%, its lowest level since data on CPI became 2 7 LFood & beverage |
available in 1969. The rate is also within the central 5 | Clothing & footwear N -
, . . I_H_ - = I_t _d*-—- 1 Contributed to low
bank’s (known as Banxico) official target range of 6 - _Housing-related” | i inflation in 2015
. . . 5 1 .
2%-4%. Notwithstanding, as we underscored in the B Ul Household goods
prior report, this low-inflation environment will likely 3 - ‘ __ _ Health
. . . . . 2 ion
to be short-lived. In fact, barring major surprises in 1] I Transportation |
this year's GDP growth, inflation will likely pick up 0 Education
. . ' . 2007 08 09 10 11 12 13 14 15 i
in 2016, possibly above 3%. The first reason is the Other services s s s m—
S . . 12-m Inflation Inflation Target Policy Rate
stabilization of telecom prices, which fell greatly last g y , 1 0 1 2 3 4
*Includes housing costs, electricity fares and telecom services
year as a result of the sweeping telecom reforms in Source: INEGI; Banco de Mexico; BTMU Source: INEGI; BTMU
2014. Second, the marginal effects of low oil prices Figure 19: Inflation and Currency Depreciation Figure 20: CPI Inflation (Private Forecasts)
-~ . . Percent Percent %, end of 2015 2016
on electricity fares and transportation prices should ereentage ereentage » end oryear m BTMU = =
c . . : 60 - Mexico’s low inflation stands in - 12 .
be more moderate this year. Third, food prices will n sl EEiES e e LA 5 - == Priv. forecasts (mean) 3.2% 3.4%
i 50 - American economies’ struggles - 10
probably rise at a faster pace as the favorable base 0 S e, 4
. . . . . 40 4 - 8
effects, triggered by tax hikes in food items in 2014, 18.8 - o
are expected to reverse this year. Fourth, so far the 30 - . - 6 31
P ] 20 - u u : 172 | 4
inflationary pressures coming from a weaker peso 2 -
have been limited, but it does not imply the risk of 10 4 16.8 14.6 u -2
. . . 1 -
higher prices of tradable goods cannot materialize 0 T T - — _ 0
) o ) Brazil Chile Peru  Colombia Mexico
this year. Lastly, rising wages and robust domestic 0 . .
demand will continue to exert pressures on prices Depreciation against USD 2015 - L  ®2015 Inflation - R 2016 2017
p p ' Source: Thomson Reuters; BTMU Source: Consensus Economics; BTMU

7 The Bank of Tokyo-Mitsubishi UFJ, Ltd. (.) MUFG

A member of MUFG, a global financial group



*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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