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After finishing two thirds of 2019, the economic model of the Fourth Transformation (4T) looks increasingly clear. It is
not about building a vigorous economy for all Mexicans; rather, it is about improving the living conditions of the less
favored groups. It is not about taking advantage of the development opportunities offered to Mexico in this 21st
century, but about recovering the rectory of the State at any cost. It is not about repowering the resources, abilities
and talents of Mexicans and eventually their productivity; it is about transferring resources from wealthy groups to
vulnerable groups. Therefore, the priority is not to grow and generate productive jobs; the priority is to generate well-
being for the base of the pyramid and multiply the number of adherents to the 4T. Under these premises and from its
perspective, 4T has been relatively successful. But the losses in growth, employment, investments, and opportunities
will mark the future of Mexico in the coming years.

Null Economic Growth.- In January-June, GDP yearly growth of 0.1% is reported (with seasonally adjusted data), which
contrasts with 2% in 2018. That means that expectations are not encouraging for the near future: forecasts fell from
2% to a growth close to 0.5% for 2019 and around 1.5% for 2020. A big disappointment for the first year of 4T. The
new government's expectation is that private consumption (via social assistance) will strengthen, but so far, all the
engines of demand (including consumption) have tended to slow down. On the supply side, industry decreases and
services weaken, accounting for a general sluggishness in the productive apparatus.

Inflation under control.- Despite the salary adjustment, inflation stood at 3.2% in August (in the last three years it
went from 6.8% to 4.8% and then to 3.2%). The result, although encouraging, has not been surprising, given the low
economic activity and fiscal and monetary discipline promoted by the government. As a result, there are not great
inflationary pressures at the moment, although there is core inflation higher than the general one. As the economy
picks up, new price realignment pressures are expected to emerge.

Wages improve, job creation worsens.- The insufficiency of jobs has worsened. The unemployment rate increased in
most of the year and reached 3.7% in August, although it remains within the recent range of 3-4%. Meanwhile, job
creation collapsed, from 661 thousand in 2018 to 359 thousand in August 2019. There was, however, a significant real
increase in minimum wages (13%), which has been a huge relief for the working class.
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Government Finance Discipline.- In 2019, January-June, government revenues totaled 10.9% of GDP, expenses 11.5%
of GDP, and that resulted in a negative balance of 0.5% of GDP. As a result of fiscal discipline, public debt has
remained stagnant: 45.3% of GDP in December 2018, similar to that recorded in 2019-II (45.2%).

Financing to the Private Sector continues weak.- After two years of low dynamism, financing to the private sector
continues without giving clear signs of reactivation in 2019. In fact, in 2019-11 it reported a growth of only 0.7% (year
to year). The three financing destinations showed also a moderate dynamism: consumption (3.5%), housing (4.4%)
and companies (-0.6%). This takes place in a context of very high-interest rates that have begun to decline and in
August they are already at levels below 8% for CETE; meanwhile, the Stock Exchange regained ground in the first
guarter, then stagnated and again receded in July-August 2019.

International environment with lights and shadows.- The US economy remains solid: GDP reported a 2% increase in
2019-11 (vs. 3.1% previously), in contrast to a declining industrial sector (-2.3%). For its part, unemployment remains
at low levels (3.6 in August) and reflects the good economic health of the United States. Such dynamism stimulates
Mexican exports and helps sustain capital flows to Mexico.

Still, uncertainty prevails. While the formalization of the T-MEC is expected to energize the economy of North
America, there are several clouds on the horizon: the eventual recession in the US, the US-China trade war, and the
protectionist and anti-immigrant wave prevailing in the US.

In the expectation of gradual recovery in the world economy and revitalization of the trade relationship in North
America in 2020, Mexico faces more opportunities than threats.

Uncertain Economic Perspectives.- The expectations for 2019 and 2020 are not very encouraging for Mexico.
Mexican experts expect tiny growth for 2019 (0.5%) and a little more vigorous growth for 2020 (1.4%). For its part,
the US would move towards slightly more moderate growth in 2019-2020 (2.4 and 1.8%). However, the eventual
implementation of the T-MEC in 2020 could make a difference.
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In 2019, second quarter, GDP grew 0.1% at the annual rate (vs. 0.0% prior), /\DH()(]@)
which points to zero growth for 2019. :

\]

Gross Domestic Product

GDP GDP Industrial Con.struc- Tran§por—
(% Annual Change) tion tation

Primary S. s Services S.

Var.% Anual
© - 12 3.6 7.4 2.9 4.5 2.5 4.1 16.3
4.0 T2 o ,,. 5 13 13 0.9 0.5 24 438 24 5.0
3.0 : : o S— 14 2.9 4.3 2.0 2.6 2.0 3.4 0.2
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AR B = 18- 2.5 4.7 1.0 3.0 3.7 3.7 4.2
Source: INEGI (Seasonally Adjusted Data) 18-l 2.0 3.1 0.9 2.6 882 2.9 8.1
18-l 2.6 1.1 1.0 3.4 0.0 3.8 2.7
GDP 2019-J-Jun 18-V 1.4 0.8 -1.1 2.5 -5.0 2.1 6.8
(Var.% Anual) 194 0.0 1.2 -2.0 0.9 2.7 0.8 0.4
Imports(-) 1941 0.1 0.1 -1.7 0.8 -5.5 1.7 -4.7
o o)
Exports. D 0 p p
DLIO
2016 2.9 3.7 2.4 1.1 3.5 29
2017 2.1 3.1 1.0 -1.6 3.9 6.2
G.F. Investment | ™ 2018 2.0 2.2 1.4 0.6 5.7 6.2
19E-Jun 0.1 0.3 -2.0 4.4 2.3 0.2
Govern. Con-sumption

18- 2.5 3.3 3.5 3.2 2.6 7.2
Private Con-sumption 1l 2.0 2.2 4.7 2.9 8.0 5.2
1] 2.6 2.4 2.9 0.6 8.9 6.0
GDP Y 1.4 1.4 0.9 3.1 43 52
o | 19-1 0.0 0.0 EE 2.9 1.9 0.2
Seasonally Adjusted 19-Il 0.1 0.7 26 5.8 2.7 0.7

Source: INEGI Source: INEGI

= GDP growth in the second quarter of 2019 was 0.1% (according to seasonally adjusted figures),
reflecting the stagnation of productive activity in this first year of 4T, attributed mostly to internal factors.

= At the sectoral level, in 2019-Il, the weakening is widespread: the industrial sector continues to fall
(-1.7%) and the services sector and the primary sector grow at rates below 1%.

» On the demand side, in 2019 there is a weakening of consumption, the main driver of demand, in
addition to the decline that is already observed in investment.
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Economic Activity ;
The IGAE, in the April-June 2019 period, reported slightly negative growth,=
reaffirming the gradual deterioration in economic activity.

Production Indicators

Period IGAE (proxy of GDP) Cons- Commerce ) ; ) |
; i . Non Financial Services Gross
Production Indicators Ritany | (stves | Semis truc-tion Net Sales et | e
(% Annual Change) LOTAE S. trial S. ces S. Wholesale Retail Total LR L5 | Invest-  Consump-
portation  media ment tion
80 D-2008) 2.4 157 6.0 -1.9 4.6 2.6 33| 36 2.8 9.3 0.3 1.3
D-2009 0.5 59 09] 03 -8.6 0.8 1.0] 7.0 3.8 5.2 4.1 2.1
D-2010 3.8 18] 51] 338 7.6 5.0 04] 6.4 2.3 1.4 8.9 4.2
D-2011 3.9 57 32| 44 3.9 9.2 33] 5.6 7.4 2.8 6.9 3.6
D-2012 1.9 95 06 29 2.3 4.6 2.0] 104 7.2 0.2 1.0 1.9
D-2013 1.1 12| 03] 19 2.0 1.1 51 0.4 1.5 6.7 0.8 1.6
D-2014 3.1 43] 35] 28 6.7 5.0 24 25 6.6 0.3 6.1 2.8
D-2015 25 20 02[ 38 1.8 2.2 34 6.1 7.6 18.8 0.3 2.9
D-2016 3.3 39 03] 51 1.0 14.2 9.0[ 85 14.0 8.7 0.4 5.0
D-2017 1.1 14| 04| 18 3.8 6.4 2.0] 33 1.3 3.9 -0.9 0.9
J-2018 1.4 02] 04 19 3.4 3.3 22] 05 1.8 1.6 1.5 1.6
F 2.3 94 08 28 3.6 6.8 1.8 06 0.5 0.3 4.0 1.9
M 2.9] 62] 08] 38| 2.1] 6.0] 7.7 -0.5] 2.1] 2.2[] 24] 43
A 1.8 46 05 24 4.1 1.4 22 12 3.2 0.4 5.2 2.0
M 3.0] 95] 21] 3.0] 5.8] 5.4] 18]  4.5] 4.0] 10.3]] 3.3] 2.6
——IGAE  —e—Industrial Prod. J 1.8 40 08 27 1.7 1.5 1.5 27 5.9 2.9 26 2.1
J 2.9] 1.4 13] 37] 3.8] 3.0] 43]  3.0] 4.3] 2.5][] 4.0] 2.8
6.0 Al 10 2101 27 22 2.0 51 42 26 5.1 17 25
B 3.0] 04] 19] 35] 7] 4.6] 49  21] 4.0] 4.4]] 0.0] 2.8
B e s NP OO LBLscsoocoOcomE=<=- o 1.8 44 02 341 1.6 3.3 06 3.2 5.7 1.5 1.5 1.4
SS8:5555555355 5 N 1.5] 27] 1.0[ 26] 59] 0.2] 36] 0.8] 3.6] 44[]  37] 2.1
d2odaddodaani B D 01 33 28 10 6.4 0.7 13 09 2.1 1.3 7.9 0.6
Source: Information from INEGI J-2019 1.0] 41.9] 1] 23] 0.4] 3.9] 24|  07] 3.9] 36| 1.0/ 2.3
F 0.8 53 07 13 1.2 1.9 42 07 3.9 3.7 1.4 1.9
M 0.7] 14] 25] 01]  55] 3.0] 1.9] 23] 1.5] 12[][ 55 4.2
A 0.2 03 05 05 2.5 0.8 45 26 1.2 4.9 3.3 0.9
M 05] 09] 32[ o09] 93] -3.8] 42]  1.9] 1.7 109]]  75] 06
J 0.0 25 21 07 6.5 0.7 30 05 0. 3.6 8.0 1.5
Source: INEGI

» The IGAE (Global Economic Activity Indicator) since the end of 2018 showed a clear deceleration and in 2019
it was in negative growth.

» The agricultural sector (the most volatile sector) is the one that has shown the greatest strength, while
services weaken and industrial production contracts.

= On the demand side, the weakening of private consumption, the main driver of demand, and the decline in
investment is reaffirmed.
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Economic Activity jj

In January-June 2019, a weakening of private consumption, a reactivation of /} DHOC®
exports and a decline in investment and government spending are observed.
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= Private consumption, with the greatest weight in demand (2/3 of GDP), showed a small growth in January-
June (less than 1%). Very bad signal, considering that it is the main engine of demand.

= The investment, which was beginning to recover, reported a strong yearly contraction during that period.

= Exports of goods and services present a growing dynamism; not so the imports that are practically stagnant,
in line with the domestic market.
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Economic Activity J;

In 2019, January-June, the economy is based on some services and the J// ®
agricultural sector, while the industry, especially the oil and construction DHOQ
industry, remains weak.

N\

GDP 2019-11/*

(% Annual Growth)
MANUFACTURING 2019-II/*

Financial S. 3.9 (% Annual Growth)

Retail Commerce Electronics 6.8
Other Services The mOSt Transportation Eq. 4.8
Professional S. . Other Manufacturing

Business Support dynamlc Beverages

Health Food Industry
Transportation MANUFACTURING
Real State Paper
Electricity Wood Ind.
SERVICES Machinery and Eq.
Manufacturing Textile Prod.
PRIMARY S. Electric Eq.
Recreation Textile Inputs
Accomodation Leather and Fur
GDP Plastic and Rubber
Education Iron and Steel industry
Wholesale Commerce Chemical Ind.
INDUSTRY Furniture
Mass Media Non-Metallic Minerals
Corporate S. The least Clothing
Construction dynamiC Non-Metallic Prod.
Government Petroleum Derivatives -9.0
Mining | -7.7 Source: INEG Printing 13.4 Source: INEGI
1 L
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Prices

In August 2019, inflation stood at 3.2% (within the institutional goal), a
moderate rate based on low economic activity and fiscal and monetary

discipline.

N

/

/
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Prices
Producer
Consumer Prices (INPC) Core Inflation Prices
(INPP)/*
Annual (m/m) Annual Avge Annual (m/m) | Annual (m/m)

. 2009 3.6 53 4.5 3:3
Inflation 2010 44 4.2 36 3.7
(% Annual Change) 2011 38 3.4 34 57
2012 3.6 4.1 2.9 1.5
2013 4.0 3.8 2.8 1.7
2014 4.1 4.0 3.2 3.7
2015 2.1 2.1 2.4 4.2
2016 3.4 2.8 3.4 7.7
2017 6.8 6.0 4.9 4.2
2018 4.8 4.9 3.7 5.9
Annual (m/m) Monthly Annual (m/m) | Annual (m/m)
Jan-18 5.6 0.5 4.6 3.2
F 5.3 0.3 4.3 3.0
M 5.0 0.3 4.0 3.6
A 4.6 -0.3 3.7 3.7
M 4.5 -0.2 3.7 4.9
J 4.7 0.4 3.6 6.3
mmm Consumer Prices =X~Core Inflation —8—Producer Prices J 4l L2 i ate
A 4.9 0.6 3.6 5.6
Source: Information from INEGI S 5.0 0.4 3.7 6.0
(o) 4.9 0.5 3.7 5.3
N 4.7 0.9 3.6 5.8
D 4.8 0.7 3.7 5.9
Jan-19 4.4 0.1 3.6 4.4
F 3.9 0.0 3.5 4.5
M 4.0 0.4 3.6 4.4
A 4.4 0.5 3.9 4.8
M 4.3 -0.3 3.8 3.1
J 4.0 0.1 3.9 2.1
J 3.8] 0.4] 3.8] 2.9
A 3.2] 0.0} 3.8] 2.9

Source: INEGI

= Inflation went from 4.8% in 2018 to 3.2% in August 2019, which implies a contraction of almost 1.6% in the

last eight months.

* |n this way, the institutional goal of the Bank of Mexico (3% +/- 1%) will most likely be met by the end of the

year.

= The convergence of the main price indicators is indicative that inflationary pressures are easing. The only
concern is core inflation which is higher than headline inflation.
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Laboral Sector

In 2019, the unemployment rate has maintained an upward trend and
reached 3.7% in August. Meanwhile, annual job creation shows a clear
downward trend: it closed August at 359 thousand jobs.

/]
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Employment and Wages

Workers insured at IMSS Employment Wage indicators
Unemployment Rate (%) (000) (Annual Change %) (Annual Change %)
Unemr:EItoy. Total Abs-ChLaaZ?e Cons- Manufac- F'”;nc' IMss — Contrac-
(esited Rate(%) Last12Mm \tonth truction  turing  Service o e

D-12 45 16 062 712|  -232.0 -3.0) 20| 28] 46 4.0 4.5

D-13 43 16 525 463] 2479 -3.3) 14]  -04] 39 4.0 4.4
D-14 38 17 240 715 2355 1.1 34] 02| 39 4.6 4.1

D-15 4.0 17 884 644]  -303.7 -1.7] 26] 27| 43 4.1 4.4

D-16 3.4 18 617 733] 3192 -0.4) 3.1 33| 42 3.9 46 |

P¥Ler2L SIS 3<00Z0Q2uw SIS D-17 3.1 19 418 802] -3375] 7.1 8.1 9.1 101 | 111 12.1
eeeoo™ B source: INEGI J-18 3.4 19 532 832 114] 27 3.4 1.2 | 104 | 5. 5.2

F 3.2 19 696 843 164] 0.2 3.1 0.7 104 | 54 53

M 2.9 19 787 793 91| 1.1 2.4 1.3 104 | 59 4.9

A 3.4 19 874 853 g7] 1.2 2.9 1.9 104 | 58 56

Insured Workers at IMSS ('000) M 3.2 19 908] 860) 34| 0.4 3.1 02 | 104 | 54 5.4
essncklownslinlestizimaenths} J 3.4 19 895) 761 3 14 2.8 06 | 104 | 58 4.6

T TR J 35 19 949 777 55] 2.5 2.4 08 | 104 | 59 56
T L8838 kg A 3.5 20 063 771 114] -06 2.1 05 | 104 | 59 54
+ g _R RS aey N S 3.6 20 193] 764 130] -1.5 2.4 0.5 10.4 5.8 5.2
+ 3 83 g o 0 3.2 20 356 733 163] 43 2.4 05 | 104 | 58 3.9
1 8 8o N 3.3 20 458, 702) 102] 5.0 2.2 0.2 104 | 59 5.1
IR ¥ 58 D 3.4 20 079 661 379] -4.5 2.3 09 | 104 5.4 5.9
1 8 J-19 3.6 20 174) 642 o5] 35 25 11 ] 162 | 69 7.1
1 F 3.3 20 300 604 126] 2.0 2.3 09 | 162 | 69 7.2
| M 3.3 20 349 562 a9l 45 2.1 12 | 162 | 67 6.6
A 3.5 20 379 505, 30] 47 1.5 05 | 162 | 70 5.3
T M 35 20 383 475 4] 48 1.4 2.0 16.2 6.7 6.1
21313}3}:}3 u-}§}< s--aw eEm 3 w E < 5 e J 3.6 20 369 474) -14] 54 1.1 0.6 162 | 66 7.0

prabrair gy by J 3.7 20 385 436) 17 162 | 65 5.5/

A 3.7 20 422) 359 37 162 | 66 4.9/

Source: Information from STPS

=

Source: INEGI, STPS.

[* From workers

/** Only Federal Jurisdiction

= The unemployment rate reported a rise in January-August 2019 from 3.4%

remains within the range of 3-4%, which has prevailed in the recent past.

/** Minimum Wage=102.2 pesos/day

to 3.7%.

A rate, however, that

= On the other hand, job creation showed an accelerated decline during the year, from 661 thousand in 2018 to
359 thousand jobs in August, practically half of those generated in the previous year.

= Real gain in the three main wage indicators: 13% in the minimum, 3.4% in the IMSS salary and 1.7% in the
contractual salary. This is largely attributed to the extraordinary adjustments in the minimum wage promoted by

4T.
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Public Finance /,

In 2019, January-June, government revenues totaled 10.9% of GDP and f/ \®
expenses 11.5% of GDP, resulting in a deficit of 0.5% of GDP. J/\DH()(
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Public Finance

Public Finance Public Sector Revenues (MX Pesos Billions) Net Expenditure (MX Pesos Billions)

o . Gov. Public
(% GOF) 0il Non oil Taxes TNon Enterprise  TOTAL Prog. Current  Capital bz Balance
axes . ro
30.0 11 3 269.6 1100.3 2169.4| 1436.9] 176.9 555.6] 3620.8] 2859.8] 21555 704.3] 770.0] -355.5
. ~ 2 p r 12 3514.5 1183.9 2330.6] 1517.0] 2148 508.9] 3920.3| 31022 2360.7] 741.5] 8181 -4032
23 ”,, x o % BNE 3803.7 1261.0 25426 16445 280.0 618.2| 41822 3321.1| 24423] s787] s861.1] -375.3
25.0 {mn o IS 2 oo 0 2 14 3983.4 1213.3 2770.1| 18155] 299.8 654.7| 4530.6] 3580.3] 2682.9] 897.4] 950.3] -545.0
Al N N S 15 4267.0 843.4 34236 2361.2] 4044 657.9] 4892.9| 38266 28906 936.0] 10663 -637.7
16 4840.9 789.6 4051.3] 2716.0] 5421 793.2] 5343.8| 4160.4] 2978.1| 1182.3] 11834 -5037
2.0 {0 4947.2 827.3 4119.9] 2854.8] 5454 719.7| 5177.6] 38523 30595 792.8] 13253 -2385
18 5113.1 978.6 4134.5| 3062.3] 267.6 804.6] 5592.2| 4067.7| 3,344.5| 7232| 1524.4] -495.0
19J-June 2 622.5 412.6 2209.9] 1694.1] 1143 401.5] 2774.4] 1924.4] 1608.8] 3156] 8501 -119.9
1 1 1
15.0 19-PEF/* 5299.2 1.045.0 4254.2] 3311.4] 1203 822.5] 5838.1] 4147.5] 3431.9] 715.6] 1690.6] -538.9
, % GDP
-] 11 225 7.6 14.9 9.9 1.2 38 24.9 19.7 14.8 4.8 53 -2.4
100 12 22.2 7.5 14.7 9.6 1.4 3.8 24.8 19.6 14.9 4.7 5.2 2.5
13 23.4 7.7 15.6 10.1 1.7 3.8 257| 204 15.0 5.4 5.3 2.3
14 22.8 7.0 15.9 10.4 1.7 3.8 260 205 15.4 5.1 5.4 - 3.1
15 23.0 46 18.5 12.7 2.2 35 264 206 15.6 5.0 58 3.4
5.0 16 24.1 3.9 20.1 13.5 2.7 3.9 26.6] 207] 148 5.9 5.9 - 2.5
17 22.6 3.8 18.8 13.0 25 3.3 23.6 17.6 14.0 36 6.0 =4l
18 21.7 4.2 17.6 13.0 1.1 3.4 23.8 17.3 14.2 3.1 6.5 -2.1
0.0 19J-June 10.9 1.7 9.2 7.0 0.5 1.7 11.5 8.0 6.7 1.3 35 0.5
IR N N AN & & -
S 19-PEF/ 21.2 4.2 17.1 13.3 0.5 33|  234] 1e6[ 138 2.9 6.8 - 2.2)
- Expenditure January-June (Mx Pesos Billions)
18J-June 2 502.0 475.7 2026.3] 15581 103.6 364.6| 2789.2] 1956.7] 1620.8] 326.9] 832.5] -206.7
N Revenue 19J-June 2622.5 212.6 2209.9] 16941 1143 401.5| 2774.4] 1924.4] 16088 3156 850.1] -119.9
Change% Nom. 48 -13.3 9.1 8.7 10.3 10.1 -05] -17]  -13] -35 2.1 ns.
Source: SHCP Change% Real 0.6 ~16.7 4.7 4.4 5.9 5.7 “45| -56| -52| -73] -20 ns.
/* Information from PEF 2019
Source: SHCP /* PEF 2019 (Federal Budget 2019)

» The results of public finances in 2019-J-June indicate that revenues are evolving as expected, while expenses
show some lag, attributed in part to the learning curve.

= On the revenues side, the decline in oil revenues (-16.7%) is highlighted, which is offset by an increase in tax
revenues (4.4%); on the spending side, there is a large lag in programmable spending (-5.6%) and a minor
decline in non-programmable spending (-2%).

= A fiscal deficit of 0.5% of GDP is reported in the balance sheet, consistent with the expected fiscal deficit
targets of the 4T. Despite spending pressures, 4T reaffirms its commitment to fiscal discipline.
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Public Debt

Government debt remains stagnant since 2016: in 2018 it closed at 45.3% /// DH()(\@
of GDP, a level very similar to that recorded in 2019-Il (45.2% of GDP). /\‘

N

Government Debt

O Deb
(0
Government Debt
(%GDP) ) . :
500 : 2 -
250 ' ; : : . ' : - 14 4,810.0 1453 6,048.3
- s 8 1 B & 15 5,379.9 161.6 8,160.6
: Bl ool ool o [ ool o2l 6 6,009.4 177.7 9,693.2
350 llmlmlmlml '. 'l 1741 5774.2 180.7] 91734
300 o B e B B 1741 5,949.8 187.3 9,302.3
250 174111 5,022.8 1918 9,400.6
200 [ [ (O R B [ [ | 17V 6,283.1 192.3] 10,089.0
150 i B B B 0B B 1 18- 6,409.1 199.1| 10,058.8
- 28.2 276 284 28.2 284 28.7 28.8 .
100 | & el bl el el el | 1841 6,606.1 195.8| 10,532.8
5o B B B B B B § 18111 6,619.8 198.3]  10,366.9
B B B B B B B 18-V 6,867.6 201.3| 10,829.9
0.0 19-1 6,941.0 202.2| 10,846.9
19-11 7,080.5 202.9] 10,965.2
%GDP
m internal mmmExternal —a—Total B 241 101 343
Source: SHCP Es 26.3 10.6 36.9
T4 26.7 11.9 38.6
E5 28.2 14.6 42.8
6 28.2 17.3 455
17 27.6 16.7 44.4
18-1 28.4 16.2 44.6
18-11 28.2 16.7 44.9
18111 28.4 16.1 44.5
181V 28.7 16.6 453
19-1 28.8 16.2 45.0
1911 29.2 16.0 45.2
/* Accounting adjustment since 2009
Source: SHCP

» |n the global comparison, Mexico's public debt is relatively moderate: it does not exceed 50% of GDP and
therefore the country is not among the most indebted countries.

= The 4T has made the promise of not growing the government debt and so far it has been fulfilled: in the last
year the debt has been maintained around 45% of GDP and the purpose is to keep it under control.

= To achieve this goal, it is essential to keep, as until now, the fiscal deficit under control and, additionally, keep
the exchange rate within manageable ranges, which has been met in 2019.

Update: September 15,2019 11



Financing to Private Sector

In 2019, the second quarter, financing to the private sector reported a
yearly growth of only 0.7%, while interest rates are declining and CETE is
already below 8% in August.

DHOC®

CONSULTORES ASOCIADOS S.C

Financial Indicators

a gtoP ate Sector (% A al Rea 0
Financing to Private Sector OTA By Source or Destina
(% Annual Real Growth)
20 Billio % Annua 000
15 T $ Real Gro erna ernal Co ption Housing Busine 8d 8d
10 12-1 4,663 9.0 11.0 8.5 8.5 5.3 9.9 4.28 4.77 39.5 6.6
_ _q, | v 5,055 39 (- 0.1 5.1 5.1 4.2 2.7 3.91 4.85 43.7 6.9
} | L 1 I_I [ 13-1 5,071 4.9 4.1 5.1 5.1 2.9 4.3 3.95 4.35 44.1 0.8
5 - ‘ v 5,713 9.0 209 5.7 5.7 2.3 13.0 3.18 3.80 42.7 6.3
14-1 5,790 9.6 27.2 5.0 5.0 3.3 14.1 3.19 3.82 405| -53
-10 —Souree-Banco-de-México v 6,385 7.3 19.4 3.3 3.3 3.5 10.1 2.74 3.12 431 -4
-15 15-1 6,537 9.5 18.8 6.6 6.6 5.7 12.7 3.05 3.31 43.7 | 1.1
-20 v 7,375 12.9 14.2 12.5 12.5 6.9 16.1 3.05 3.55 43.0| -2.3
121 IV 1341 IV 14 IV 151 IV 16 IV 174 I nm v 184 1 " v 194 1 16-1 7,680 14.4 17.8 13.2 13.2 56 17.6 3.76 4.07 45.9 6.8
=3 TOTAL Housing —e—Business —— Consumption I 8,015 15.7 18.6 14.7 14.7 7.0 18.6 3.86 4.11 46.0 0.2
i 8,319 12.8 13.0 12.7 12.7 7.0 14.2 4.41 5.07 452 | 16
v 8,607 11.9 14.5 11.0 11.0 5.1 13.8 5.69 6.11 45.6 0.9
o _ 17-1 8,489 4.3 0.6 6.1 6.1 2.6 4.2 6.43 6.84 48.5 6.4
8 1 Interest Rates ———1 H HT I 8,579 0.1] -10.3 3.9 3.9 1.1 1.8 6.96 7.37 49.9 2.7
7] (Closing- % Annual) L L i 8,871 0.8 9.5 25 25 0.5 2.4 7.00 7.37 486 | -25
. o8 i hi v 9,330 1.7 4.7 4.2 4.2 2.0 1.1 7.22 7.63 49.4 1.6
18-1 9,269 3.7 2.4 5.8 5.8 3.6 3.5 7.49 7.85 46.1 6.5
5 oOTIIE-28d HIH Hi 1l 9,653 7.4 7.6 7.3 7.3 3.4 9.9 7.70 8.10 47.7 3.3
4 L L 1T 9,608 3.0 4.0 5.4 5.4 3.1 3.2 7.65 8.12 49.5 3.9
5 h ﬂ | L L 19-1 9,977 3.2 2.0 4.9 4.9 3.8 3.6 7.85 8.85 43.3 3.9
Il 10,133 0.7 7.5 3.5 3.5 4.4 0.6 8.18 8.49 432 |- 03
2 L L1
12-1' IV 13-1' IV 14-1 IV 15-1 IV 16-1 11 111 IV A7-1 10 01 IV 18-1 11 1 1|9» I J A ] 8.15 847 20.9 53
Source: Banco de México A 7.87 8.26 42.6 4.3
Source: Banco de México

= In 2019, as in previous years, the growth of financing to the private sector has been moderate: in the second
quarter of 2019, it grew only 0.7% year to year, below 3.2% in the previous quarter.

= According to the destinations, the growths are also moderate; consumption (3.5%), housing (4.4%) and
companies (-0.6%). The latter is worrying given the low economic dynamism.

» Interest rates, after reaching levels above 8.5%, have started to fall and the CETE is already at levels below
8% in August. Meanwhile, the Stock Exchange regained ground in the first quarter to stagnate in the second
quarter and then decline again in July-August.

Update: September 15, 2019 12



International Commerce

In 2019, the foreign trade of goods experienced a clear slowdown in the

first part of the year, especially in import flows.
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International Trade

Balance of Trade

Balance of Trade (Billion USD) Balancs Repitances

(Billion USD) eJAnnualEChangs G | silion 54 Annuar

190 2266 234.9 234.1 5305 2318 Exp.(X) Imp. (M) X+M X+M USD  Change

- 15 380.8] 395.2 776.0f 4.1 1.2 26] -145]| 246 4.1

| T 16 373.9]  387.1 761.0 -1.8] 2.1 1.9l 134 270 9.8

078 1153 1207 1202 1101 | 17 409.4] 4204 829.8 9.5 8.6 9.0 -11.0f] 288 6.7

18 450.5]  464.0 914.5 10.0 10.4 102]  -136]] 332]  15.4

1 I 1 I 1 T 1 T 1 T 1 T 18-| 105.2]  107.0 212.3 11.1 9.8 10.4 1.8 7.0 5.9

| ..., | | . | 1o | | o | swas | | 1172 | 18-1l 113.8]  116.6 230.5 10.9) 13.3 12.1 2.8 90 225

18-l1l 114.1 119.7 233.8 12.0) 11.0 11.5 5.7 84 152

18-V 118.0]  122.4 240.4 7.1 9.3 8.2 -4.4 8.8 16.9)

% = = 2 3 3 191 114.5]  110.1 224.6 3.0 2.1 2.6 4.4 7.7 9.1

Source: INEGI 1mp. (M) —xp.(X)  emmmXtM 19-1l 117.1 114.7 231.8 5.3 0.6 2.3 2.4 9.2 3.3

J-18 30.7 35.1 65.9 12.5] 14.1 13.3 4.4 2.2 7.5

F 35.1 34.1 69.2 11.9) 11.6 11.8 0.9 2.2 6.9

Balance of Trade M 39.4 37.7 77.2 9.4 4.5 7.0 1.7 2.6 3.9

20.0 (% Annual Growth in USD) A 37.2 37.5 74.7 17.1 21.4 19.2 -0.3 2.7 17.8

M 39.2 40.8) 79.9 10.5, 11.5 11.0 -1.6 3.1 19.8

150 J 37.5 38.4 75.9 5.3 8.0 6.6 0.9 3.1 29.9

J 36.7 39.6 76.3 14.2) 17.6 15.9 2.9 29| 151

A 39.5 42.1 81.7 10.5, 9.4 9.9 2.6 2.9 15.2)

10.0 S 37.8 38.0 75.8 11.9 6.4 9.1 0.2 27] 153

0 41.4) 44.3 85.6 12.6] 13.7 13.2 2.9 2.9 11.3)

5.0 N 38.5 40.9) 79.5 28 10.4 6.6 2.4 29| 2809

D 38.1 37.2 75.3 5.9 3.4 4.6 0.9 2.9 12.3)

0.0 J-19 38.6 36.0 74.6 7.4 7.1 7.3 2.5 2.4 8.9

—o—Exp. —E—Imp. F 38.4 35.4 73.8 3.6 2.7 3.1 3.1 2.4 8.2

=0 M 37.5 38.7 76.2 -1.6 2.6 2.1 12 29| 100

A 38.5 37.2 75.7 3.2 1.1 2.2 1.3 2.9 53

M 40.2) 40.2 80.4 8.9 2.0 5.4 0.1 3.2 3.5

-10.0 n 38.4 37.3 75.7 3.7 -4.8 0.6 1.2 3.2 1.4

15 16 17 18 810 1 V194 191

Source: INEGI J 38.8 38.7 77.5 4.8 1.2 1.7 0.1 33| 137

Source: INEGI

= Since the end of 2018, international merchandise trade began to slow down and in mid-2019 negative
growth rates are already observed, despite the boom in the US economy.

= Unlike other similar episodes in the past, the lower dynamism is observed in imports, proof that the

domestic market is depressed.

= On the other hand, remittances continue to show significant growth and everything points to a record level

of remittance income this year.
Update: September 15,2019
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External Sector 2

- / | 7
In 2019, January-June, the balance of payments reflects a current account J//\DH()C®

\]

deficit of -4.2 USD Bn and a surplus in the financial account of 9.2 Bn,

hich includes a Foreign Direct | iment of 14.2 Bn.

International Transactions

Balance of Payments (Bill. USD)

75 rtterd po po ] £ '_ i Dir epEn| SR
61.0 579 588 : 5 B D B D Billio z 5 ) ) D s .
55 50.7 484 D
35 | 9 4.7 229.7 234.4 5.2 0.7 14.5 8.3 5.4 90.8
10 -3.1 298.4 301.5 -5.7 -0.3 30.6 13.0 22.8 113.6
15 11 3.3 349.4 350.8 9.7 -1.0 50.7 12.1 28.9 142.5
12 2.1 370.9 370.8 -15.9 -1.2 48.4 -0.9 21.0 163.5
5 13 -1.0 380.2 381.2 29.7 2.4 61.0 33.8 13.0 176.5
14 0.1 397.7 400.0 24.0 -1.9 57.9 24.4 16.7 193.2
25 15 -14.5 380.8 395.2 -33.3 2.5 58.8 25.2 -16.5 176.7
X 16 -16.2 370.0 386.2 22.7 2.2 32.9 30.2 0.2 176.5
-45 17 -11.0 409.4 420.4 194 1.6 37.1 27.4 3.7 172.8
3 ° < o @ s ] @ & @ 5

e 3 18 7.2 336.6 343.8 22.2 1.8 31.7 25.8 0.8 173.6
mmmm Current Account smmmFinancial Account=—=—FDI ;}J 19-E-Jun 6.9 231.7 224.8 4.2 -1.0 9.2 14.2 5.3 178.9
Source: Banco de México 171 2.8 94.7 97.5 -10.7 3.8 0.6 11.5 -1.6 174.9
17-11 0.3 102.7 103.0 1.8 0.4 6.6 515 0.7 174.2
International Reserves (Bill. USD) 17111 6.0 101.9 107.9 5.0 1.8 9.1 7.4 1.2 173.0
17V 1.8 110.2 112.0 -1.9 0.8 12.6 3.6 0.2 172.8
18-| 3.3 111.2 107.8 -10.4 -3.0 8.7 10.4 0.4 173.2
18-l 4.1 111.3 115.3 3.2 1.1 5.2 7.1 0.0 173.2
18-l -6.5 114.2 120.7 -5.8 -1.6 9.0 2.4 0.4 173.6
18-V 6.3 113.9 120.2 2.8 -1.0 8.7 5.9 1.2 174.8
19- 4.4 114.5 110.1 8.7 1.8 9.2 9.8 1.8 176.6
1941 2.4 117.1 114.7 4.5 1.1 0.0 4.5 2.3 178.9
AL AZ-I AT A7-V 181 18- 18-l 18IV 191 19-Il Jn J A Jun 4.1 178.9
Source: Banco de México J 0.1 179.0
A 1.4 180.4

Source: Banco de México

* In 2019-J-June, the current account deficit (-4.2 Bn) is unusually small and is offset by the positive balance
in the financial account (by 9.2 Bn), whose main component is Foreign Direct Investment (14.2 Bn).

» Throughout 2019, international reserves report a gradual increase, going from 174.8 to 180.4 Bn in August,
an advance of 5.6 Bn during this year.

= Concerns persist over declining investor confidence and the potential brake on capital inflows.

Update: September 15,2019 14



International Economy
In 2019, the second quarter, the US economy grew 2% (vs. 3.1%
previously), while the industrial sector continues to decline (-2.3%);

meanwhile, unemployment remains at low levels: 3.6% in August.

U.S. Economy
© . * Industrial Prod. Manufacturing .

U.S. Economy ' ] % Annual l::::';:tye o

(% Annual Change) R % Annual Change % Annual Change of 9% Annual % Annual

oo =3 of Quarter Change  Quarter Change % Change
R s 14 2.6 3.1 1.2 5.6 0.8
15 2.9 -1.0 0.7 5.0 0.7
Fis 1.5 1.9 0.5 4.7 2.1
17 2.4 2.3 2.0 4.1 2.1
18 2.9 3.9 2.3 3.9 1.9

e}
« © © ~ o - - - - - = - = —.I =“-' 17-1 2.3 2.4 0.7 3.0 0.5 4.5 2.4
< < = == ~ LT T % @ 3oz 2 9 17-11 2.2 5.6 2.1 3.4 1.5 4.4 1.6
Source: BEA T = T = T 1741 3.2 0.8 1.7 1.6 1.1 4.2 2.2
17-V 3.5 7.5 2.5 5.3 1.0 4.1 2.1
18-1 2.5 2.3 2.0 1.6 0.4 4.1 2.4
U.S. Unemployment (%) 18-Il 3.5 4.6 2.1 2.0 0.3 4.0 2.9
18-lIl 2.9 5.2 3.6 3.6 1.6 3.7 2.3
— E - 18-V 1.1 3.9 4.0 1.5 2.2 3.9 1.9
~ — ~ - - 194 3.1 1.9 3.7 1.8 2.2 3.8 1.9
I I I = 1941 2.0 2.3 1.9 3.3 0.9 3.7 1.6
I I I I I I I J 4.3 0.4 -8.7 0.7 3.5 1.7
T v o ~ ® Iz ’:\. ’E\. 2 Iy g = 2 3 ; o< A -10.4 -0.6 -7.7 -1.0 3.6 1.8
Source: DOL T - & T - 2 2 T = Source: U.S. Bureau of Economic Analysis (BEA); The Federal Reserve System (FRS);
| Department of Labor (DOL)

= The US economy reported vigorous growth in 2019-11 (2%), although lower than the previous quarter
(3.1%); for its part, the industrial sector fell (-2.3%). However, unemployment remains low (3.6% in
August). The lower dynamism in the industrial sector and the expectation of an eventual recession in the
near future could affect the US and the Mexican economy as well.

= By 2020, greater growth in the world economy is expected but an economic slowdown in the US. However,
the eventual launch of the T-MEC can make a difference and revitalize the North American economy..
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Key Prices

In 2019, January-August, the exchange rate and country risk showed
relative stability; for its part, the price of crude oil improved temporarily
=20%) in the first quarter and then returned to levels of 50 DPB.
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Key Prices

MX Oil Risk Country

Price MX Crude Oil Exchange Rate (Basis Point)
Period (USD/ .

Barrel) Production Exports Argen-

Barrels ('000)/Day (Million USD) ~ $MX/DIl $MX/Euro Mexico Brasil tina

D-08 33.3 2,717 1,328 1,369 14.0 19.6) 372 437| 1,817
D-09 69.8 2,593 1,288 2,787 13.2 19.0 166 197 663
D-10 81.5 2,574 1,501 3,790 12.4 16.6| 140( 180| 486
D-11 104.9 2,557 1,282 4,170 13.9 18.0 188 208 927
D-12 95.7 2,564 1,174 3,484 13.0 17.1 126 148| 1,002
D-13 91.8 2,517 1,308 3,722 13.1 18.0 156 226 809
D-14 52.4 2,353 1,237 2,008 14.7 17.9) 188 264| 726
D-15 28.7 2,275 1,008 896 17.2 19.0 232 523 438
D-16 42.8 2,035 1115 1,478 20.6 21.8) 232] 328|455
D-17 54.1 1,873 1,401 2,351 19.7 23.6 188 241 350
J-18 57.7 1,909 1,107 1,980 18.6 23.2 172 229 376
E 56.6 1,876 1,451 1,199 18.8 23.0] 184 240 412
M 55.6 1,846 1,176 2,090 18.3 22.6] 191 248|420
A 59.0 1,868 1,266 2,240 18.8 22.7 194  249] 419
M 62.7 1,850 1,222 2,376 20.0 23.3 214|309 515
J 64.6 1,828 1,110 2,151 19.7 22.9] 211 332 610
J 66.3 1,823 1,156 2,377 18.5 21.9 193 273 571
A 63.9 1,798 1,181 2,341 19.2 22.4 197 248|609
S 68.4 1,808 1,206 2,470 18.7 21.7 180[ 293] 623
[¢) 71.3 1,747 1,027 2,269 20.3 23.1 211 248| 609
N 59.8 1,697 1,135 2,035 20.3 23.1 228 270 706
D 50.5 1,710 1,198 1,876 19.7 22.5] 251 276 814
J-19 53.8 1,623 1,071 1,786 19.0 21.9 218| 240 676
F 56.8 1,701 1,475 2,347 19.3 21.9 204] 235 697
M 59.0 1,691 1,150 2,103 19.4 21.8 206 253| 774
A 61.9 1,675 1,023 1,899 19.0 21.3] 195 252 950
M 60.3 1,663 1,205 2,252 19.6 21.9 218 274 985
J 56.9 1,671 995 1,697 19.2 21.9] 202 239 835
J 57.8 1,671 1,079 1,932 19.1 21.2 204] 212[ 781
A 49.5 - - - 20.1 22.2 215| 248| 2,532
S 55.1 1,705 995 1,644 19.6 21.6 210|  247| 2,143
o 50.0 - - - 19.1 21.4f 199 240| 2,238

Source: PEMEX, BANXICO, INEGI, SHCP

(p) Preliminar

» The price of crude oil, after its collapse in the last quarter of 2018 (which took it from levels of 70 to 50 DPB),

recovered ground in the first quarter of 2019 and then fell back to levels of 50 DPB in August.

» Despite the prevailing uncertainty, the evolution of the exchange rate that has fluctuated around 19-20 PPD
has been surprising.

» After its shot at the end of 2018, the country risk gradually returned to its historical levels (200-220 basis
points) and reached 215 basis points in August.

Update: September 15, 2019
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Mexico’s Macroeconomic Framework

///ﬁ
Growth expectations for 2019-2020 have gradually fallen (0.5 and 1.4% for ﬂ///
the biennium), as have inflation expectations (3.3 and 3.5% for both years).

CONSULTORES ASOCIADOS S.C.

GDP

(%ﬁpnual Change)

2.8 29

2013 2014 2015 2016
Source: INEGI, EEEE-SP

»

2017

Inflation (%)

2.0

1.4

Macroeconomic Framework
Historical Figures

% Annual Growth

EEESP/**

GDP Current (MX Billions)

GDP Deflator

2018 2019 (p) 2020 (p) |

6.8

2013 2014 2015 2016

Source: SHCP, INEGI, EEEE-SP

2017

2018 2019 (p) 2020 (p)

Avg. Price (USD/ Barrel) 98.6 86.0 43.7 35.4 46.3 61.4 57.0 55.0

Exports (000 barrels/day) 1,189 1,142 1,282 1,195 1,175 1,186 1,008 1,085
Production (‘000 barrels/da 2,522 2,429 2,290 2,154 1,944 1,813 1,793 1,916

I* SHCP: CGPE-(Criterios Generales de Politica Econdmica 2019).- Basis Document for Macroeconomic Policy (p) Projected

/** Banxico: Encuesta de Expectivas de Expertos en Economia del Sector Privado-EEEE-SP/ Survey of Mexican Experts (August 2019)

»  For 2019-2020, private experts forecast more moderate economic growth than before: 0.5% and 1.4%

respectively.

» For those same years, an inflation rate lower than previously projected is estimated: 3.3 and 3.5% for the

biennium.

= According to forecasts, the fundamental balance sheets will remain under relative control: the fiscal deficit
around 2% (-2.2 and -2.3%) and the current account deficit around 1-2% (-1.4 and 1.6% of GDP). ) for both

years.

» According to his forecasts, the US economy is losing strength; therefore, moderate growth is expected in 2019

(2.4%) and 2020 (1.8%), in line with the forecasts for a slowdown.

Update: September 15,2019
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Growth Forecasts

According to specialized agencies, the expected growth for 2019 is 1.1%
for Mexico and 2.4% for the USA. For 2020 the forecast is 1.8% and 1.9%

for Mexico and the US respectively.
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Growth Forecasts 2019-2020

MEXICO: Growth Forecast 2019

World Bank
OECD

1.7
1.7

SHCP [W e —— 1.6
PROMEDIO |m—— | 1

ADHOC |se— | O
IMF s (0.9

BBVA Bancomer |sess—— () 7
EEEE—SP/* — 0.5
Banxico |me— 0.5

0.0 0.5 1.0 1.5

U.S.: Growth Forecast 2019

OCDE 2.8
IMF 2.6
World Bank 2.5
ADHOC [mesm— D /.
SHCP |ees— D 4
EEEE-SP/* |rst— ) 4
BBVA Bancomer [Sess— | 3
Reserva Federal |wesessssc—c————— ) |

0.5 1.5 2.5

/* Survey of Mexican Experts (August 2019)
Source: Organizations, as indicated

MEXICO Growth Forecast
2019 2020
EEEE-SP/* 0.5 1.4
SHCP 1.6 1.9
Banxico 0.5 2.0
IMF 0.9 1.9
BBVA Bancomer 0.7 1.8
OECD 1.7 2.0
World Bank 1.7 2.0
ADHOC 1.0 1.5
Average 1.1 1.8

U.S. Growth Forecast

2019 2020
EEEE-SP/* 2.4 1.8
SHCP 2.4 1.9
Reserva Federal 2.1 2.0
IMF 2.6 1.9
BBVA Bancomer 2.3 1.8
OECD 2.8 2.3
World Bank 2.5 1.7
ADHOC 2.4 2.0
Average 2.4 1.9

» For Mexico, the forecasts of eight specialized organizations fluctuate between 0.5% and 1.7% in 2019,
with an average of 1.1%. By 2020, the average forecast is 1.8%.

» For the US, the forecasts of eight specialized organizations fluctuate between 2.1 and 2.8% for 2019,
with an average of 2.4%. For 2020, the average forecast is 1.9%.

= As observed, both economies advance in parallel, but the US economy is emerging as more dynamic

in this biennium.

Update: September 15,2019
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Disclaimer

Mexico Economic Profile is a regular publication of ADHOC Consultores
Asociados, S.C. Total or partial reproduction by any means is prohibited,
without the express written permission of ADHOC Consultores Asociados, S.C.
Exclusive rights reserved: 04-2010-022609575200-106. ISSN Number:
pending. Legality Certificates of Title and Content: pending.

The statistical information contained in this publication is freely accesible to
all interested users and comes from official accredited sources. However,
ADHOC is not responsible for the accuracy, consistency, content or timeliness
of such information.

The statistical information is presented updated, at the time of publication
with the preliminary information available; which can lead to discrepancies
with the final information. ADHOC does not assume any responsibility for
such discrepancies.

Additionaly, ADHOC does not assume any legal responsability or
responsability of any kind due to the use of the information contained in this
publication by third parties.
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ADHOC Consultores Asociados

ADHOC Consultores Asociados is a multidisciplinary group of experts in
economics, finance, infrastructure, transport and energy providing tailored
solutions to businesses and governments in structuring and implementation
of their projects and investment programs and development.

In ADHOC we own our customers’ challenges and accompany them in the
difficult process of turning ideas into reality. We work together to ensure the
success of their projects.

Services

+ Planning, structuring, promotion and development of strategic investment projects.

.~ Capital budgeting and feasibility studies.

~ Support and coordination in the implementation of investment projects.

.+ Professional assistance in public contracts and public-private projects.

» Communications and transportation projects: roads, railways, ports, airports and telecommunications.
+Urban mobility projects and mass transit.

+ Energy projects.

+ Integrated solutions covering financial, legal, economic, social, technical and institutional aspects.

. Development of programs and state and municipal projects.

» Macroeconomic analysis.

» Economic and financial advice online for making strategic decisions. 21
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We are at your service:

ADHOC Consultores Asociados, S.C.
Av. Paseo de las Palmas No.555-601
Lomas de Chapultepec

Del. Miguel Hidalgo

C.P. 11000, México, D.F.

Phone numbers: 52-55-5202-3484
52-55-5202-3687

| E-Mail:
aaron.dychter@adhocconsultores.com.mx
ocorzo@adhocconsultores.com.mx
clopez@adhocconsultores.com.mx

Website: www.adhocconsultores.com.mx

22



