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In the first two months of 2019, the new government, with its Fourth Transformation (4T), begins to delineate
the Mexico of the current six-year term. A Mexico where the priorities are to reduce poverty and inequality,
build a strong government (and a strong party) without counterweights of any kind, and remain in power for
many many years, in order to consolidate the populist model and bury forever the neoliberal model. For that
purpose, economic priorities have changed: now the priority is not to create wealth but to distribute it; it is not
about opening spaces for participation to the private sector but about closing them and instead strengthening
the old state companies (as in the energy sector); now economic rationality has given way to political
rationality and that sooner rather than later will bring consequences. These begin to appear.

Low Economic Growth.- GDP growth was 1.7% in the fourth quarter of the year (vs 2.5% in the previous
quarter), resulting in an annual growth of 2% for 2018. This means that expectations are not encouraging for
the first year of the so called Fourth Transformation (4T). Certainly, private consumption, which remains the
main driver of demand, could be strengthened, but less dynamism in investment and exports is foreseeable.
On the supply side, services and the agricultural sectors (not the industrial sector) sustain the productive
activity.

Inflation Continues its Fall.- After the triggering of inflation in 2017 (from 3.4% to 6.8%), actions were taken to
quickly contract inflation. In 2018 inflation fell in the first part of the year, but in the second it slowed down its
decline to close the year at 4.8%. In the first months of 2019, inflation continued to contract and in February it
stood at 3.9%, which makes it foresee inflation of 3-4% by the end of 2019.

Stable unemployment.- Unemployment has remained relatively stable in recent years: it fluctuated in a range
of 3-4% in the 2017-2018 biennium. In fact, it closed the year at 3.4% and in February it remained at that same
level. In parallel, the annual creation of jobs showed a clear deceleration throughout 2018 and closed with 661
thousand new jobs, a figure very close to the sexennial average (670 thousand jobs per year). That same trend
is maintained in 2019 and in February it fell to 604 thousand jobs.
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Government Finances under control.- In 2018, government revenues totaled 21.7% of GDP, spending 23.8%
of GDP, and that resulted in a negative balance of 2.1% of GDP. These figures exceeded the goals of the
PEF-2018 by 3 GDP points. As a consequence of fiscal discipline, public debt has remained stagnant since the
end of 2016, reaching 44.2% of GDP in December 2018 (and 45.0% in January 2019).

Financing to the Private Sector continues to be weakened.- After the stagnation of 2017, financing to the
private sector showed signs of recovery in the first part of 2018, to plummet in the second part, so that in the
fourth quarter it reported an almost null annual growth (0.3%). The three financing destinations showed a
moderate dynamism: housing (2.8%), consumption (1.4%), companies (-1%). This takes place in a context of
interest rates that already exceed 8% and a very fluctuating Stock Market that reported a fall of 15.9% in the
last quarter of 2018 and a very slow recovery in 2019.

International Environment with lights and shadows.- The US economy reported a growth of 2.9% in 2018,
after the results of the fourth quarter for GDP (2.6%) and the industrial sector (4%), as well as unemployment
that remains low (3.9% in December and 3.8% in February 2019), which in general terms reflects a very
vigorous US economy. This economic dynamism in the US, together with the renegotiation of NAFTA 2.0, is
very favourable for Mexico. However, the threat of cancellation of NAFTA 2.0, trade wars and expectations of
a future recession in the US muddy the scenario for the next biennium.

Added to this, we should consider the US protectionist and anti-immigrant wave, as well as the pressures on
Mexico's country risk, due to the unorthodox management of the energy sector by the new administration.
Hence, financial or commercial turbulence of greater or lesser intensity in the future can not be ruled out.

Uncertain Economic Perspectives.- As a result, future expectations experienced a slight deterioration for
Mexico and remained stable for the US. Mexican experts expect moderate growth for Mexico of 1.6 and 1.9%
for 2019-2020 versus more significant growth in the US (2.4% and 1.8%) for that biennium; all in an
environment of great internal and external uncertainty.
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Economic Activity

In 2018, GDP grew 2% in the year, as well as 1.7% in the fourth quarter,
lower than the previous quarter (2.5%).
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= GDP growth in the fourth quarter of 2018 was 1.7%, lower than that in the previous quarter and below the
average for the year, which closed at 2%. On this basis, future expectations are not encouraging.

= At the sector level, in 2018, services show the highest dynamism (growth of 2.8%), followed by the
agricultural sector (2.4%) and the industrial sector (0.2%). The weakening of the industrial sector could
worsen, in the face of external threats to free trade and the policies of the new government.

= Onthe demand side, in 2018 private consumption (with growth of 2.2%) remains the main driver of
demand, followed by exports and investment.
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The IGAE shows a null growth in December 2018 and a growth of 1.3% in /’\I)H()(O
January 2019, confirming an economic slowdown.
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» The IGAE (Global Indicator of Economic Activity) showed a moderate increase in December and January 2019
(0.0% and 1.3%), which points to a deceleration in 2019.

» This moderate economic growth is mainly based on the services sector and private consumption, while the
industrial sector and investment are still weak.

= On the demand side, private consumption stands out, while investment observes a new phase of negative
growth.
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In 2018, fourth quarter, all demand components slowed down, including JJJ\DH()(:(@

private consumption
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» Private consumption (two thirds of GDP), with the greatest weight in demand, showed a growth (of 1.4%) in
the fourth quarter, lower than that of GDP. Very bad signal, considering that it is the main driver of demand.
» Investment, which began to recover, reported negative growth in the fourth quarter (-2.3%).
u

Exports of goods and services (4.3%), together with imports, are going through a good moment, but now
they are also going down, reflecting a new slowdown in US.
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Economic Activity

In 2018, the economy is based on services and the agricultural sector,

while industry, especially oil, continues to be weak.
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Prices

Inflation continues to fall in 2019: in February it declines to 3.9%.
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—Consumer Prices
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= After one year (2017) of rising inflation (from 3.4% to 6.8%), and one year (2018) of falling inflation (from 6.8
to 4.8%), everything points to inflation falling in 2019: in the first two months it passed from 4.8 to 3.9%.

= The lower economic dynamism reinforces the downward trend of inflation in 2019. It is foreseeable to
achieve the institutional goal of the Bank of Mexico this year (3%).

= However, producer prices inflation is still high (4.5%), which can eventually be transferred to the Consumer

Prices.

Update: March 10th, 2019



Laboral Sector

At the beginning of 2019, the unemployment rate (3.4% in February)
fluctuate in the range (3-4%) of recent years; while the annual creation of
jobs decreases to 604 thousand in February.
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= Unemployment shows higher rates at the beginning of 2019 (3.6% and 3.4% in first months) vs those of 2018.
The February rate was 3.4%, just in the range of 3-4%, and it is difficult for it to fall below that level.

= The goal of job creation (one million per year) was not achieved in the previous six years: it was an average of
670 thousand jobs per year in the 2013-2018 period. The 604 thousand reported in February 2019 are below
the average of the previous sexennial period and far from the goal of 1 million.

= Wages advance in parallel with inflation and in February real gains are reported in the three main salary
indicators: 11.8% in the minimum wage, 3% in the IMSS salary and 2.1% in the contractual salary. This is
attributed in large part to the extraordinary adjustments in the minimum wage promoted by 4T.
Update: March 10th, 2019 9



Public

Finance

In 2018, the year closed with: accumulated revenues of 21.7% of GDP and
expenses of 23.8% of GDP, resulting in a deficit of 2.1% of GDP.
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= The results of public finances in 2018 exceeded the projected PEF-2018 by 3% of GDP. For 2019, projected
in the PEF: income by 21.2% of GDP and expenses by 23.4% of GDP.
= By January 2019, on the income side, two issues stand out: the sharp fall in oil revenues (-52.3%) and, on
the expenditure side, the increase in investment spending (21.5%).
| ]

Update:

Regarding the fiscal deficit, a deficit of -2.1% was reported in 2018 and for 2019, the goal is 2.2% of GDP,
which means that fiscal discipline will be a basic principle of the 4T.

March 10th, 2019
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Government debt remains stagnant since the end of 2016: in 2018 it //// “\I)H(f)(‘(@
closed at 44.2% of GDP and in January 2019 it rose to 45% of GDP. /
Government Debt
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»= In the global comparison, Mexico's public debt is relatively moderate: it does not exceed 50% of GDP. But
from 2010 to date, it has increased by about 13% of GDP.

= |ts stagnation since 2016 has been the response of the government to the alerts of analysts and rating
agencies. The promise of 4T that the debt will not grow has generated greater certainty among investors.

= To achieve this goal, it is essential to maintain, as up to now, the fiscal deficit under control; and, in addition,
keep the exchange rate within manageable ranges.
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Financing to Private Sector //
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In 2018, fourth quarter, financing to the private sector reported almost JJJ\I)H()(@
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zero annual growth (of 0.3%), while interest rates surpassed 8% at the

beginning of 20109.

Financial Indicators
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= Practically in the last two years, the growth of financing to the private sector has been very moderate or nil.
In the fourth quarter of 2018, growth was only 0.3%.

» In this quarter, the three main financing destinations show moderate or negative growth: consumption
(1.4%), housing (2.8%) and companies (-1.0%). The latter is particularly disappointing.

» Interest rates remain above 8% at the beginning of 2019. Meanwhile, the stock market collapsed in the last
quarter of 2018 (-15.9%) and will take time to recover.
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In 2019, the first two months, foreign trade in goods maintained its growth J// \I)H()(‘®

but at a lower rate (3.1% per year), in a process of clear deceleration.
International Trade
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= After a remarkable dynamism of trade in the past two years, a clear deceleration was observed starting in
the fourth quarter, which continues until the first two months of 2019, when growth of 3.1% is observed.

= The resulting trade deficit was USD 1.7 Bn, reflecting a parallel decline in imports and exports.

= On the other hand, remittances also seem to slow down even more gradually: they registered an annual
rise of 8.9% in January 2019.

Update: March 10th, 2019 13



External Sector y/
In 2018, the balance of payments reflects a current account deficit of USD JJ/ \I)H()(\O
-22 Bn and a surplus in the financial account of 36 Bn, which includes a / :

RES ASOCIADOS S.C
~Direct Foreign Investment of 25 Bn

International Transactions

Balance of Payments (Bill USD)
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» |n 2018, the negative balance in the current account (- USD 22 Bn) was offset by the positive balance
in the financial account (by USD 36 Bn), which has as its main component Foreign Investment (USD
24.7 Bn).

* |n an election year, uncertainty and volatility in financial markets limited capital flows and the
accumulation of reserves, whose stock showed slight variations throughout 2018: it went from USD
172.8 Bnto 174.8 Bn. In February 2019 it amounted to 175.8 Bn.

= |n 2019 there is concern about the decline in investor confidence and the slowdown in capital inflows.

Update: March 10th, 2019 14



International Economy i
In 2018 the US economy grew 2.9%, after reporting 2.6% in the fourth /J/) ADHO( ®
quarter (vs. 4% of the industry); meanwhile, unemployment remains at /

low levels: 3.8% in February 2019.

U.S. Economy
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= The US economy reported very strong growth in 2018 (2.9%) and a low unemployment rate (3.9% at the
end of the year and 3.8% in February 2019). However, there is consensus that this high growth can not be
sustained and that in 2019 a slowdown is expected and very likely a recession in 2020.

= For Mexico, a scenario of low growth in the US is not favorable, especially if domestic demand fails to
reactivate. In addition, the delay in the formalization of NAFTA 2.0 (T-MEC) and Trump's threats regarding
the migration issue could intensify the negative impacts on the Mexican economy.
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Key Prices L
At the beginning of 2019, the price of crude oil recovers (58.6 DPB in yjjj 9 N @
February); the exchange rate remains in manageable ranges (19-20 PPD) /\DH()(
and the country risk moves back (to 204 basis points in February).
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= The price of crude oil, after its collapse in the last quarter of 2018 (from levels of 70 to 50 DPB), seems to
recover in early 2019 and approaches 60 DPB in February.

= Despite the prevailing uncertainty, the exchange rate has shown ups and downs around 19-20 PPD, closing
February at 19.3 PPD.

= After the shooting at the end of 2018, the country risk seems to resume its course at the beginning of 2019
and ends February at 204 basis points.
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Mexico’s Macroeconomic Framework
The growth expectations for 2019-2020 have worsened: downward growth
(1.6 and 1.9% for the biennium) and inflation around 3-4% (3.7%).
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For 2019-2020, private experts foresee more moderate economic growth than the previous ones: 1.6% and

1.9% respectively.

For those same years, an inflation rate slightly lower than previously projected is estimated: 3.7% for both

years.

According to forecasts, the fundamental balance sheets will remain under relative control: the fiscal deficit
slightly above 2% of GDP (2.2 and 2.4) and the current account deficit around 1.9-1.7% of GDP.

According to their forecasts, the US economy will grow with less and less vigor in 2019 (2.4%) and 2020
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(1.8%), reflecting a gradual deceleration.
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Growth Forecasts

According to specialized agencies, the expected growth for 2019 is 1.8%
for Mexico and 2.5% for the US. By 2020, the forecast is 2.1 and 2.0% for

_Mexico and the US, respectively.

MEXICO: Growth Forecast 2019
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U.S. Growth Forecast
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MEXICO Growth Forecast

. 2019 2020
EEEE-SP/* 1.6 K
SHCP 20
Banxico 16 22
W'F 21 22
BBVA Bancomer 20
OCDE 20 2.3
The Economlst 14 19
ADHOC 15 18
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2019 2020
EEEE-SP/* 24 18
SHCP 26
Reserva Federal 24 18
FMI 25 18
BBVA Bancomer 25 20
OCDE_ 26 22
The Economist 26 20
ADHOC 24 20
PROMEDIO 25 20

= For Mexico, the forecasts of eight specialized organizations fluctuate between 1.4% and 2.1% in 2019,
with an average of 1.8%. For 2020, the average forecast is 2.1%.

» For the US, the forecasts of eight specialized organizations fluctuate between 2.4 and 2.6% by 2019,
with an average of 2.5%. By 2020, the average forecast is 2%.

= As can be seen, both economies are advancing in parallel, but the US economy is emerging as slightly
more dynamic, at least in 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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RES ASOCIADOS S.C

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. .
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CONSULTORES ASOCIADOS S.C

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
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