BTMU Focus Latin America
Mexico: macroeconomic performance

(2015 GDP and Current Monthly Indicators)

MUFG UNION BANK
Economic Research (New York)

Hongrui Zhang
Latin America Economist
hozhang@us.mufg.jp | +1(212)782-5708

April 8, 2016

The Bank of Tokyo-Mitsubishi UFJ, Ltd. (‘) M U FG

A member of MUFG, a global financial group


mailto:hozhang@us.mufg.jp

Contents

.  Growth Momentum
a. 2015 GDP result
b. Outlook (overall)

c. Outlook (consumption and investment)

o 00 A~ W W

[I. External Sector

lll. Prices and Monetary Policy 7

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

A member of MUFG, a global financial group



1) Mexico: Growth Momentum (1)

= The Mexican economy grew a bit faster in 2015, but still fell short of initial expectations.

Figure 1: GDP Growth Figure 2: GDP by Sector
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consumption, gross fixed capital formation (GFCF),

and net exports grew by more than 3% and at a Figure 3: Consumption Figure 4: Investment, Exports and Imports
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1) Mexico: Growth Momentum (2)

*» Headwinds from the external front could restrain Mexico’s GDP growth this year.

Figure 5: GDP Growth (private Forecasts) Figure 6: Emerging-Market Exchange Rates*
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1) Mexico: Growth Momentum (3)

» Investment growth could lose speed in 2016; but consumer spending will probably remain robust.

Figure 9: Gross Fixed Investment (Forecasts) Figure 10: Industrial Outputs (Private Forecasts)
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public debt. The other concern is, of course, the US
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II) Mexico: External Sector

* Low oil prices and weak demand for manufactured products put a big dent in Mexico’s exports.

Figure 13: Current Account Balance Figure 14: Exports of Goods

= Mexico’s current-account deficit reached $32.4bn in
2015 (about 3% of GDP), up from $24.8bn a year
earlier. The increase stemmed from the country’s
widening trade deficit, which jumped by more than
four times to $14.4bn, the highest level since 2008.
In part, those bleak results reflect the dire situation
facing Pemex, the state-owned company that used
to control the oil sector before the sweeping energy
reform. Production and reserves of crude oil, for
instance, have been falling steadily for more than a
decade; and last year’s export volume of oil rose by
just 2.6%, which was nowhere near enough to
offset the effects of low oil prices. No surprisingly,
export earnings from oil, a major source of revenue
for Pemex, plummeted by 45% in 2015. Now the
company plans to cut around one-fifth of its annual
budget this year to ease its cash-flow problems.
True, oil only makes up a small fraction of Mexico’s
exports (10% over the last three years), thus much
of the blame also lies with the weakening demand
for manufactured products from its main trading
partners (see Mexico: Export Profile report).
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Figure 15: Mexico’s Manufacturing Exports
() denotes % nominal change yoy in 2015 ; size of bubbles indicates share in total Mexico’s manufacturing exports
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lII) Mexico: Prices and Monetary Policy

» Inflation picked up as expected, but a weak peso may begin to add pressures on prices in the coming months.

= |t was expected, but still came as a blow: 12-month
inflation surged to 2.6% in March from just 2.1%
three months earlier. And as anticipated in our prior
reports, part of the rise was driven by food inflation,
which spiked in the first two months of 2016 due to
the unwinding of favorable base effects, and some
factors that have impaired the supply of foodstuffs.
Also, housing-related costs increased by 0.7% yoy
in March as the fall in electricity tariffs and telecom
prices moderated. In fairness, inflation is still below
Banxico’s target rate of 3%, and low energy prices
continue to nudge in the opposite direction. Yet the
worry is not so much about the rise of inflation, but
rather its acceleration as it could have been fueled
by the pass-through effect of a weaker peso. True,
that inflationary force has so far remained subdued,
allowing inflation to reach a historic low last year.
But recent evidence seems to suggest a new trend:
prices of tradable goods have been climbing at a
faster pace; and ever-higher producer prices, partly
caused by a weaker peso, might force companies
to pass along their higher costs to consumers soon.

The Bank of Tokyo-Mitsubishi UFJ, Ltd.
A member of MUFG, a global financial group

Figure 16: CPI Inflation and Policy Rate

Percentage Policy rate 12-m inflation
3.75% (Mar-16) 2.60% (Mar-16)

9 -

8 4

7 .

6 .

5 .

4 ) .

3 — A

2

1 .

0

2008 09 10 11 12 13 14 15 16

12-m Inflation Inflation Target Policy Rate
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Figure 18: Exchange Rate Pass-through to Prices
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Using data from Jan 2000- Jun 2015, Banxico found that a
depreciation of the peso of 10% adds 0.38% to inflation*.

*See Quarterly Report July-September 2015 by Banxico, pages 18-20.
Source: BTMU

Figure 17: Inflation by Components
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Figure 19: 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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