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Overview

During Q2 2019, Mexico’s GDP decreased by 0.8% YoY, marking the first contraction since Q4 2008.
The weakness of the components of the domestic demand, principally the fall in investment and
consumption, is the main reason for Mexico’s GDP decrease during this period.

Consumption decreased 0.6% YoY in Q2 2019, a deceleration from the previous quarter, marking its
first fall since Q4 2009. Both government and household consumption registered a decrease (-2.3%
YoY and -0.3% YoY respectively).

Regarding investment, gross fixed capital formation (GFCF) decreased 7.3% YoY in Q2 2019, the
sharpest fall since Q4 2009. Both public and private investment decreased during this period (-14.5%
YoY and -6.2% YoY, respectively).

In September, Mexico’s CPI increased 3.0% YoY, a deceleration from the previous month (3.2%
YoY). The lower price of gasoline was the main reason for Mexico’s CPI deceleration.

At its September meeting, the Central Bank decided to decrease the policy rate to 7.75% for the
second consecutive time. The Central Bank stated that the decision was based on moderating
inflationary pressures, a greater-than-expected widening of the output gap and the rate cut by the US
Federal Reserve.

It is expected that Mexican GDP growth will decelerate in 2019 in comparison to the previous year.
For 2020, GDP growth is expected to accelerate in comparison to 2019, but growth is expected to
continue to be weak. Consumption is expected to continue to be the main driver of economic growth
due to the recent rate cuts implemented by the Central Bank. On the other hand, investment could
continue to be negatively affected by uncertainty over Lopez Obrador’s economic policies.
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1. GDP

During Q2 2019, Mexico’'s GDP decreased by 0.8% YoY, marking the first contraction since Q4
2008 (Chart 1). The quarter-over-quarter growth rate was flat, at 0.0%. The weakness of the
components of domestic demand, in particular the fall in investment and consumption, is the main
reason for Mexico’s GDP decrease during this period (Chart 2).

Chart 1: GDP Growth Chart 2: GDP by Demand Components
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Consumption and Investment

Consumption decreased 0.6% YoY in Q2 2019, a deceleration from the previous quarter and
marking its first contraction since Q4 2009 (Chart 3). Both government and household
consumption decreased (-2.3% YoY and -0.3% YoY, respectively). Government consumption
decreased partially as a result of the austerity measures implemented by the government.
Meanwhile, the fall in household consumption could be explained by a significant slowdown of
jobs added to the economy during this period (in Q2 2019, only 20,158 jobs were added while
during the same period last year 107,578 jobs were added).

Regarding investment, gross fixed capital formation (GFCF) decreased 7.3% YoY in Q2 2019,
the sharpest fall since Q4 2009 (Chart 4). Both public and private investment decreased during
this period (-14.5% YoY and -6.2% YoY, respectively). While the government transition and
government austerity measures are behind the contraction in public investment, private
investment may have been affected by internal and external factors such as uncertainty over
Lopez Obrador’s government agenda, the delay in the ratification of USMCA and the global
economic slowdown.

(.) M U FG MUFG Latin America Topics | 16 October 2019 2



Chart 3: Consumption Chart 4: Gross Fixed Capital Formation
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Exports and Imports

Exports of goods grew 4.7% YoY in Q2 2019 (Chart 5), an acceleration from the previous quarter.
This acceleration could be explained in part by the increase in automotive exports (9.7% YoY in
Q2 2019 from 2.6% YoY the previous quarter). Imports of goods decreased 2.0% YoY in Q2 2019
(Chart 6), a deceleration in comparison to the previous quarter. All import components decreased,
which is in line with the poor investment situation and the decrease in household consumption.
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2. Inflation and Monetary Policy

In September, Mexico’s CPI increased 3.0% YoY a deceleration from the previous month (3.2%
YoY) (Chart 7). The CPI reached the policy target rate of 3.0% for the first time since September
2016. The lower price of gasoline was the main reason for Mexico’s CPI deceleration. Growth in
core CPI held steady at 3.8% YoY for the fifth consecutive month.
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At its September meeting, the Central Bank decided to decrease the policy rate to 7.75% for the
second consecutive time (Chart 8). The Central Bank stated that the decision was based on
moderating inflationary pressures, a greater than expected widening of the output gap and the
rate cut by the US Federal Reserve.

Chart 7: CPI Chart 8: Policy Rate (Mexico and The US)
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3. Outlook

It is expected that Mexican GDP growth will decelerate in 2019 in comparison to the previous
year. For 2020, GDP growth is expected to accelerate in comparison to 2019, but growth is
expected to continue to be weak. Consumption is expected to continue to be the main driver of
economic growth due to the recent rate cuts implemented by the Central Bank. On the other hand,
investment could continue to be negatively affected by uncertainty over Lopez Obrador’s
economic policies. Inflation is expected to finish the year within the target range of the Central
Bank (2.0%-4.0%) and is expected to remain at that level throughout 2020. The weakening of
aggregate demand is the main factor for the moderation in inflation.

With regards to USMCA (US, Mexico and Canada Agreement), Canada and the US have yet to
begin the ratification process! and the likelihood of ratification of USMCA in 2019 is decreasing
with each passing day?. While the actual impact of USMCA ratification on Mexican GDP growth
is still uncertain, it is expected to be limited®. There does exist a more unlikely but higher risk
scenario in which the US withdraws from NAFTA in case ratification of the trade deal does not
happen. This scenario would likely have a larger negative impact on the Mexican economy. The
development of this situation will be closely monitored going forward.

1 Mexico became the first country to ratify the agreement on June 19, 2019.

2 Canada has indicated it will wait to approve the agreement until after its October 21 federal election. For the US, the prevailing view
is that if the bill is not introduced in Congress by the end of November, the vote on the bill will likely not occur until after the 2020
election.

3 In a recent publication entitled “NAFTA to USMCA: What is gained?”, the IMF concluded that although the new provisions of the
deal are expected to negatively impact the manufacturing sector and exports, this impact is expected to be counterbalanced by
improved goods market access that is expected to increase consumption.
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For reference to our previous reports, see our website at: https://mufgamericas.com/economic-research

The information herein is provided for information purposes only, and is not to be used or considered as an offer or the solicitation of an
offer to sell or to buy or subscribe for securities or other financial instruments. Neither this nor any other communication prepared by
MUFG Bank, Ltd. (collectively with its various offices and affiliates, "MUFG Bank") is or should be construed as investment advice, a
recommendation to enter into a particular transaction or pursue a particular strategy, or any statement as to the likelihood that a particular
transaction or strategy will be effective in light of your business objectives or operations. Before entering into any particular transaction,
you are advised to obtain such independent financial, legal, accounting and other advice as may be appropriate under the circumstances.
In any event, any decision to enter into a transaction will be yours alone, not based on information prepared or provided by MUFG Bank.
MUFG Bank hereby disclaims any responsibility to you concerning the characterization or identification of terms, conditions, and legal or
accounting or other issues or risks that may arise in connection with any particular transaction or business strategy. While MUFG Bank
believes that any relevant factual statements herein and any assumptions on which information herein are based, are in each case
accurate, MUFG Bank makes no representation or warranty regarding such accuracy and shall not be responsible for any inaccuracy in
such statements or assumptions. Note that MUFG Bank may have issued, and may in the future issue, other reports that are inconsistent
with or that reach conclusions different from the information set forth herein. Such other reports, if any, reflect the different assumptions,
views and/or analytical methods of the analysts who prepared them, and MUFG Bank is under no obligation to ensure that such other
reports are brought to your attention. MUFG Bank, Ltd. retains copyright to this report and no part of this report may be reproduced or re-
distributed without the written permission of MUFG Bank, Ltd. MUFG Bank, Ltd. expressly prohibits the re-distribution of this report to
Retail Customers, via the internet or otherwise and MUFG Bank, Ltd., its subsidiaries or affiliates accept no liability whatsoever to any
third parties resulting from such re-distribution.
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