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Briefing sheet
Editor: Mark Keller

Forecast Closing Date: April 3, 2020

Political and economic outlook

The president, Andrés Manuel López Obrador of the leftist Movimiento Regeneración
Nacional, was late in addressing the novel coronavirus (Covid-19) pandemic. This will cost him
politically, adding to voter disappointment over his lacklustre performance so far.
Policymaking will slow ahead of the 2021 mid-term elections, as the response to the social and
economic consequences of the pandemic saps political energy, and as the opposition becomes
increasingly emboldened by voter disenchantment with Mr López Obrador.
Real GDP will contract steeply in 2020, given the fallout from the pandemic, and will stage only
a weak recovery in 2021. It will pick up later in the 2020-24 forecast period.
Expected stimulus and the poor health of the state-owned oil firm, Pemex, weigh on the fiscal
outlook. The Economist Intelligence Unit expects an average deficit of 4.1% of GDP in 2020-21.
The public debt/GDP ratio will rise by over 10 percentage points in 2020-21.
Weak consumer demand and an output gap will cause inflation to ease in 2020-21, before higher
oil prices and a recovery in consumer demand drive prices up in 2022-24.
The peso has depreciated by almost 30% since the start of the year, given concerns about the
pandemic on the Mexican economy. We expect the peso to find some stability in the coming
months, and to strengthen in 2022-24 on the back of higher oil prices.
The current-account deficit will widen to 2% of GDP in 2020 as the pandemic hits export
revenue and remittance inflows. It will narrow thereafter, but remain covered by healthy inflows
of foreign direct investment (FDI), assuming that these recover as expected.

Key indicators
 2019a 2020b 2021b 2022b 2023b 2024B

Real GDP growth (%) -0.1 -6.5 2.4 2.2 2.8 2.8

Consumer price inflation (av; %) 3.6 2.9 2.6 3.9 3.5 3.3

Government balance (% of GDP) -1.7 -4.2 -3.9 -2.8 -2.6 -2.7

Current-account balance (% of GDP) -0.2c -2.0 -1.7 -1.6 -1.1 -1.5

Money market rate (av; %) 8.3 5.5 4.8 5.1 5.5 5.5

Unemployment rate (%) 3.5c 3.8 3.7 3.6 3.2 3.4

Exchange rate Ps:US$ (av) 19.26 24.77 24.88 23.71 22.76 23.43
a Actual. b Economist Intelligence Unit forecasts. c Economist Intelligence Unit estimates.
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Key changes since February 25th

The worldwide spread of the coronavirus has caused us to revise our forecast for global real
GDP in 2020, to a contraction of 2.2% (from growth of 2.2% previously), as countries take
aggressive measures to contain the virus, resulting in lower overall global demand.
In view of this change, and the effect of the pandemic on domestic activity in Mexico, we have
made a steep downward revision to our real GDP forecast for Mexico in 2020, to a contraction of
6.5% (from growth of 0.9% previously).
We now expect a much larger fiscal deficit in 2020 and 2021 than previously anticipated, amid
lower revenue growth and expected fiscal stimulus. This, together with problems at Pemex, will
lift the public debt/GDP ratio higher than previously forecast.
Despite dramatic currency depreciation, we expect inflation to moderate in 2020-21, given
weaker consumer demand and a significant output gap resulting from the crisis, and have
revised down our forecasts accordingly.

The month ahead

TBC—Stimulus measures: The government has only recently announced a public health
emergency, but has yet to adopt any fiscal stimulus or economic support measures for workers
displaced by the crisis. We expect these to be announced in the coming weeks.
April 24th—Economic activity (February): We currently forecast a quarter-on-quarter
contraction of 0.5% for the first quarter, based on reports that the pandemic has already
affected manufacturing supply chains, given disruptions in China. February economic activity
will begin to give us a clearer picture of the impact of the health crisis.

Major risks to our forecast
Scenarios, Q1 2020 Probability Impact Intensity

Drug-related violence continues to increase at an alarming rate Very high High 20

Pemex is downgraded to junk by rating agencies, prompting a sovereign

downgrade and higher interest payments
High High 16

Mr López Obrador resorts to expansionary, debtfuelled spending to enact
his ambitious social and infrastructure programme

Moderate
Very

high
15

Endemic corruption impairs government effectiveness and adds significant

costs to businesses
High Moderate 12

Fiscal austerity undermines government effectiveness High Moderate 12

Note. Scenarios and scores are taken from our Risk Briefing product. Risk scenarios are potential

developments that might substantially change the business operating environment over the coming two

years. Risk intensity is a product of probability and impact, on a 25-point scale.
Source: The Economist Intelligence Unit.
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Outlook for 2020-24

Political stability
The president, Andrés Manuel López Obrador, will face challenges in the months ahead, as the
government struggles to contain the effects of the novel coronavirus (Covid-19) pandemic. The
government only declared a public health emergency on March 30th (much later than elsewhere in
the region), after local cases exceeded 1,000. Before this, Mr López Obrador consistently
downplayed the severity of the pandemic, continuing to appear in public and host events until
late March. The president's foot-dragging on the pandemic (which followed his tin-eared response
to a femicide crisis earlier in March) cost him in popularity. Recent polls show the president's
approval rate falling below 50% for the first time since he took office in December 2018, marking an
official end to the president's prolonged honeymoon period. The results show that these latest
missteps add to growing citizen concerns over the president's failures to enact other parts of his
agenda.

The coronavirus crisis will sap political energy from the president's goal to "transform" Mexico,
especially before the July 2021 mid-term elections. Opposition parties will feel increasingly
emboldened to challenge Mr López Obrador. Until recently, the president appeared invincible,
securing high levels of public support and rapidly asserting dominance over Mexico's political
institutions. His populist rhetoric also allowed him to dominate the political narrative and deflect
criticism on tough issues. However, Mr López Obrador is supported by majorities in both houses
of Congress, through the Juntos Haremos Historia coalition, which includes the president's left-
wing Movimiento Regeneración Nacional (Morena) and several smaller, ideologically diverse
parties. The coalition holds seven of the 32 state governorships, and Morena and its allies control
18 of the 32 state legislatures. Furthermore, high levels of political polarisation have allowed Mr
López Obrador to place loyalists in important posts that were vacated owing to policy
disagreements (the president takes a highly personal approach and publicly clashes with those
who disagree with him). In addition, the government's fiscal austerity has caused experienced
personnel to leave the public sector. These changes call into question the independence of
institutions, which remains a weak point in the country's relatively young democracy.

Crime and corruption will remain serious causes for concern among the public and investors alike;
2019 was another record year for homicides, and Mexico continues to score poorly in corruption
indicators. Mr López Obrador has not  yet succeeded in producing a comprehensive strategy to
combat these intertwined issues and has been hostile to the necessary institution-building that
such an effort would require. We therefore do not expect a significant reduction in violence in the
2020-24 forecast period.

Election watch
The next elections (congressional, provincial and municipal) are due in July 2021. The outcome
will depend on Mr López Obrador's ability to manage the coronavirus crisis, and if he is able to
regain public trust. If he is not, traditional opposition parties (such as the Partido Revolucionario
Institucional and the Partido Acción Nacional, both of which suffered heavy losses in the 2018
elections) will be more likely to gain at Morena's expense. However, there is also a risk that anti-
incumbency sentiment leads to an even greater breakdown of the traditional party structure.

Congress has approved a constitutional amendment that will allow a public consultation on
revoking the president's mandate in the fourth year of his six-year term (fulfilling one of his
campaign promises). We expect that this recall vote will be held in 2022 and that
Mr López Obrador will be confirmed in office (although risks to this forecast are now high). There
have been concerns that the president will try to engineer his re-election in 2024, but he has
vowed to respect the constitution (which permits just one term for presidents); we expect him to
stick to this pledge.

Mexico 4

Country Report April 2020 www.eiu.com © Economist Intelligence Unit Limited 2020



International relations
Foreign policy has taken a back seat under Mr López Obrador, and we expect this trend to
continue, despite the global demands of the pandemic. The president has focused on domestic
policy, with little emphasis on Mexico's global role. He has not travelled abroad as president and
has missed important global meetings.

However, the president cannot afford to ignore Mexico's relationship with the US, the country's
dominant trade and investment partner, and home to almost all of its 12m emigrants. Despite
occasional harsh rhetoric (and the threat by US president Donald Trump in June 2019 to
unilaterally impose tariffs on Mexico unless the country did more to combat Central American
migration to the US), the relationship has remained cordial. All parties have now approved the US-
MexicoCanada Agreement (USMCA)—the successor to the North American FreeTrade
Agreement—and we expect it to come into force later this year.

Relations with the Asia-Pacific region are anchored by the Comprehensive and Progressive
Agreement for Trans-Pacific Partnership, an 11-member free-trade bloc that came into effect at
end-2018. Mexico will seek to broaden its relations with China (which Mexico has traditionally
viewed as a rival for the US market) but progress is—and will continue to be—limited by its need
to avoid antagonising the US.

Policy trends
In the short term, the government will be preoccupied with its response to the coronavirus
outbreak, rather than addressing Mexico's structural shortcomings. The government so far has
issued a recommended quarantine and some employment protection for formal sector workers.
However, Mr López Obrador so far has appeared to deny the severity of the crisis. His
government has yet to announce economic support measures for displaced workers—which will
be particularly important for Mexico's informal sector employees, who make up about 60% of the
labour force—but we expect these to be forthcoming. Mr López Obrador is likely to focus
protections on Mexico's poor. Efforts to  improve conditions for the poor so far in his term have
included an extension of labour rights and a cumulative 39% rise in the minimum wage to Ps123.2
(US$5) per day. Policymaking later in the forecast period will hinge on the outcome of the 2021
election, and whether Morena and its allies continue to hold their majority.

The government's weak response to the coronavirus will hit investment hard, especially bearing in
mind that uncertainty regarding contract rights, the rule of law, economic policymaking and the
business environment will persist. Mr López Obrador has relied on public consultations (in the
form of refer-endums) on several policy issues and investment projects. Such referendums have
been used to cancel a handful of multi-billion dollar investment projects amid local opposition.
The financial health of Pemex, the state oil firm, will also weigh on the outlook. Pemex is the most
indebted oil company in the world and recorded losses of US$17.5bn in 2019, despite several
government rescue packages last year. Given the present low oil price environment—which will
exacerbate existing shortcomings—we expect Pemex to be downgraded to junk status by another
of the three major ratings agencies this year (Fitch did so in June 2019). In this event, we would
expect the state to bailout the company by absorbing some of its liabilities, but this will have an
impact on Mexico's own sovereign rating.

Longer-term challenges for policymakers include poor educational outcomes, low levels of
banking penetration, weak competition in some domestic sectors and high levels of informal
employment. Recent reforms to address some of these areas will be slow to bear fruit, given
institutional weaknesses and the nebulous nature of the president's policy proposals.
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Fiscal policy
The coronavirus pandemic will put strain on the public finances in 2020-21, given our expectation
of government stimulus and lower revenue collection amid a weak economy. We also expect
higher debt-servicing costs, owing to expected downgrades of Pemex and their knock-on effects
on the sovereign rating. We expect the fiscal deficit to widen from 1.7% of GDP in 2019 to 4.2% of
GDP in 2020. It will narrow slightly but remain wide, at 3.9% of GDP in 2021, given our expectation
of a weak economic recovery and further stimulus measures that year. However, owing to the
unpredictability about the eventual spread of the virus in Mexico, there are significant downside
risks to these forecasts. As the virus is contained and an economic recovery gathers pace, we
expect the fiscal deficit to narrow gradually, averaging 2.7% of GDP in 2022-24. This will be
supported by higher oil prices, given oil's contribution to revenue.

The crisis and problems with Pemex will cause a rapid rise in the public debt/GDP ratio, which will
be exacerbated by recent peso depreciation. From 47.1% of GDP in 2019, we envisage public debt
rising to 58.3% of GDP in 2020, and to 59.8% of GDP in 2021, assuming that Pemex is downgraded
to junk status by another major rating agency this year and the government takes on some of the
company's liabilities. The ratio will fall gradually thereafter, to 57.1% of GDP in 2024, as the
government returns to fiscal orthodoxy and the GDP growth outlook starts to improve. We do not
expect that the government will struggle to meet its financing requirement, although financing may
became more expensive as local conditions deteriorate. So far in 2020, the sovereign has made one
issue (US$2.55bn) at reasonable rates. In November 2019 the IMF renewed a US$61bn flexible
credit line (FCL) for two years, which we expect the government to tap in the current crisis.

Monetary policy
Given high real interest rates (by regional comparison), the Banco de México (Banxico, the central
bank) has space to use monetary stimulus to help to combat the economic fallout from the
coronavirus pandemic. At an emergency meeting in March, Banxico cut the monetary policy rate
by 50 basis points, following five 25-basis-point cuts since August 2019. This left the rate at 6.5%,
meaning Banxico still has significant room to cut. We expect a 100-basis-point cut in April
(although the next meeting is not schedule until May), and for rates to end the year at 4.5%,
although there is a strong chance that rates will be cut much further.

We expect Banxico to resume tightening of monetary policy from 2022 as the economy recovers,
and for real lending rates to be about 2%, in line with the historical average. The central bank's
mission to maintain domestic liquidity will be aided by a US$60bn dollar swap line with the Federal
Reserve (the US central bank) in March, which Banxico has already begun to use.

International assumptions
 2019 2020 2021 2022 2023 2024

Economic growth (%)

US GDP 2.3 -2.8 1.9 2.0 1.8 2.2

OECD GDP 1.6 -3.4 1.6 1.9 1.9 1.9

World GDP 2.2 -2.2 2.7 2.9 2.8 2.8

World trade 0.9 -1.4 2.1 3.6 3.7 3.7

Inflation indicators (% unless otherwise indicated)

US CPI 1.8 1.8 1.9 2.1 1.8 1.8

OECD CPI 1.9 1.7 1.9 2.1 2.0 2.0

Manufactures (measured in US$) -1.2 0.1 3.9 4.0 3.4 3.0

Oil (Brent; US$/b) 64.0 32.1 36.3 58.5 65.0 62.5

Non-oil commodities (measured in US$) -6.2 0.9 4.7 0.5 1.1 1.3

Financial variables

US$ 3-month commercial paper rate (av; %) 2.2 0.6 0.5 1.2 1.9 2.2

Exchange rate: ¥:US$ (av) 109.0 108.2 108.0 104.2 102.4 98.5

Exchange rate: US$:€ (av) 1.12 1.10 1.12 1.17 1.21 1.24

Economic growth
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The impact of the coronavirus

The novel coronavirus that originated in December 2019 in Wuhan in central China is now a
global pandemic. Our forecasts for Latin America and the rest of the world have been subject to
drastic downward revisions, based on a set of assumptions around the path of the coronavirus,
including an infection rate of around 50% of the world population. We assume that 20% of cases
will be severe, and that 1-3% will result in deaths. Death ratios will depend on the capacity of
countries to detect, track and contain the epidemic. Our forecasts also assume that a vaccine will
be available around end-2021 and that the coronavirus will become a seasonal disease, with
another outbreak in the northern hemisphere winter season of 2020/21.

Quarantine measures are producing a sharp supply-side shock, hitting working hours and
productivity. Manufacturers will suffer from disruption to global supply chains (Chinese exports
contracted by more than 17% in the first two months of the year). We assume that supply-side
disruptions will be relatively short-lived, but demand effects will be long-lasting. A decline in
confidence is likely to persist after quarantine measures have been lifted. People may continue to
avoid public spaces for fear of contagion, and tourism may not resume immediately. Households
will limit their consumption in response to a loss of income, and businesses will delay investment.

In this environment, we have revised our forecasts down sharply, and now believe that the global
recession will be steeper than during the 2008-09 financial crisis. We have revised down our GDP
growth forecast for China to 1%, and now expect US GDP to contract by 2.8%. All of this is
despite the introduction of stimulus measures to prop up economic growth. The scope and nature
of fiscal stimulus, along with the effectiveness of containment policies, will have some bearing on
the extent of the downturn around the world, but a global recession is nonetheless unavoidable.

Economic growth

Against this backdrop, the outlook for Latin America's economies is a difficult one. We are in the
process of revising our GDP forecasts for the entire region to show a contraction of 4.8%. All of
the region's major economies will be in recession, with the contraction among Latin America's big
six economies ranging from 2.5% for Peru to 6.7% for Argentina. There is an unusually high
degree of uncertainty attached to our forecasts, and we will be monitoring key indicators related
to the response of the region's health systems, economic policy measures and structural
challenges closely.

The coronavirus pandemic will exact a huge economic toll on Mexico. We  forecast a contraction
of 6.5% in real GDP this year, owing to steep contractions in private consumption and investment.
On a quarterly basis, we forecast a moderate contraction in the first quarter, given already weak
US demand in that quarter, and reports of supply-chain disruptions in February-March, owing to
missing parts from China. We then expect an especially steep quarter-on-quarter contraction in
the second quarter, as containment measures in Mexico and weak external global demand severely
hit the economy. We expect the effect of weak external and domestic demand to persist into the
summer months—given the country's relatively late response to the crisis—and for positive
growth to resume only in the fourth quarter. Growth will be slow to recover in 2021. Although real
GDP growth will come in at 2.4%, this implies a weak statistical rebound. We expect growth to
recover much more gradually than after the 2008-09 global financial crisis, given slowness in
restoring global supply chains in manufacturing, a slow recovery in tourism (as concerns around
the virus persist) and still weak investor confidence.

Real GDP growth should pick up later in the forecast period, averaging 2.6% per year in 2022-24.
Our medium-term projections assume that structural reforms implemented in recent years will not
achieve their full potential, owing to institutional deficiencies and Mr López Obrador's policy
priorities. Weak public investment and high levels of poverty will also hold back growth.

On the supply side, export-orientated manufacturing is threatened by possible protectionist
measures from the US, although the ratification of the USMCA removes some uncertainty.
However, longer-term prospects for export-orientated manufacturing remain good in view of low
wages, a relatively skilled workforce and deep integration into US value chains. The energy sector
will be boosted by reforms and increased output as concessions to private firms come on stream,
but progress will be slow and will not materialise until later in the forecast period. Lower electricity
prices and greater interconnection with the North American energy grid will help to reduce input
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costs for businesses. Tourism will perform well once the virus is contained, but other services
subsectors will be sluggish, owing to weak competition and regulation.

Economic growth
% 2019a 2020b 2021b 2022b 2023b 2024b

GDP -0.1c -6.5 2.4 2.2 2.8 2.8

Private consumption 0.6 -6.9 1.5 2.2 2.4 3.0

Government consumption -1.9 1.3 0.7 0.9 1.5 1.8

Gross fixed investment -5.1 -12.6 -2.0 1.9 2.5 2.7

Exports of goods & services 1.1 -2.3 3.2 3.8 4.3 4.3

Imports of goods & services -1.1 -2.9 2.7 3.7 3.7 4.4

Domestic demand -0.9 -7.4 1.7 1.8 2.5 2.8

Agriculture 1.9 1.5 3.8 3.5 3.5 3.5

Industry -1.8 -3.0 2.0 2.0 2.0 2.0

Services 0.4 -8.5 2.5 2.2 3.1 3.1
a Economist Intelligence Unit estimates. b Economist Intelligence Unit forecasts. c Actual.

Inflation
The peso's value has dropped dramatically so far this year, and in normal circumstances we would
expect this to create substantial price pressures. However, in the current environment, we expect
exchange-rate pass-through to be limited. Weak consumer demand and lower oil prices during the
pandemic will cause inflation to slow to an average of 2.9% in 2020 and 2.6% in 2021.

As the economy and consumer demand recover, we expect inflation to average 3.6% in 2022-24.
However, it will remain within the 2-4% target band during the forecast period. There are some
risks to our forecast, which assumes that demand effects outweigh the exchange-rate shock. In
this context, we will be looking closely at indicators such as inflation expectations in the coming
weeks.

Exchange rates
The peso's value plummeted in March amid the collapse in oil prices. On April 3rd it stood at
Ps24.6:US$1, representing a 29% depreciation from the start of the year. The peso will be subject
to significant volatility amid the ebb and flow of the crisis, including announcements of any
forthcoming stimulus measures.

However, we expect the currency to stabilise in the coming months, and start to gain some ground
later in the year, supported by the Fed swap and the country's access to finance such as the IMF
FCL. The peso should resume a modest appreciation from 2022 amid an economic recovery and
higher oil prices, but in real trade-weighted terms it will remain below its ten-year average,
supporting export competitiveness.

External sector
Lower prices for Mexican exports, a dramatic drop in tourist arrivals and reduced remittances from
the US amid the coronavirus pandemic will widen Mexico's current-account deficit from 0.2% of
GDP in 2019 to 2% of GDP in 2020, despite our expectation of severe import compression. The
deficit will narrow slightly thereafter as oil prices, tourism and remittances recover, but it will
remain manageable in 2021-24, averaging 1.5% of GDP.

Although we expect a dramatic fall in foreign direct investment (FDI) and portfolio inflows in 2020,
these will recover thereafter—supported by investment in infrastructure, tourism, manufacturing
and telecommunications—and should be sufficient to cover the currentaccount deficit in 202124
(we expect FDI inflows to average 2.6% of GDP in 2021-24). Mexico has a solid cushion of foreign
reserves, and although we expect reserves to fall this year, they should still provide about four
months of import cover in 2020-24.

Mexico 8

Country Report April 2020 www.eiu.com © Economist Intelligence Unit Limited 2020



Forecast summary
Forecast summary
(% unless otherwise indicated)

 2019a 2020b 2021b 2022b 2023b 2024b

Real GDP growth -0.1 -6.5 2.4 2.2 2.8 2.8

Industrial production growth -1.8c -4.5 1.4 2.0 2.0 2.0

Gross fixed investment growth -5.1c -12.6 -2.0 1.9 2.5 2.7

Unemployment rate (av) 3.5c 3.8 3.7 3.6 3.2 3.4

Consumer price inflation (av) 3.6 2.9 2.6 3.9 3.5 3.3

Consumer price inflation (end-period) 2.8 3.0 3.4 3.9 3.4 3.1

Lending interest rate 8.5 5.7 5.0 5.3 5.7 5.7

Public-sector balance (% of GDP) -1.7 -4.2 -3.9 -2.8 -2.6 -2.7

Exports of goods fob (US$ bn) 461.5c 410.3 410.6 463.9 485.6 487.2

Imports of goods fob (US$ bn) 455.8c 419.9 421.6 475.2 495.0 498.7

Current-account balance (US$ bn) -2.4c -18.9 -16.9 -17.1 -13.8 -19.1

Current-account balance (% of GDP) -0.2c -2.0 -1.7 -1.6 -1.1 -1.5

External debt (end-period; US$ bn) 453.8c 453.5 461.7 478.3 495.0 509.5

Exchange rate Ps:US$ (av) 19.26 24.77 24.88 23.71 22.76 23.43

Exchange rate Ps:US$ (end-period) 18.85 25.03 24.06 23.68 23.54 24.67

Exchange rate Ps:€ (av) 21.57 27.31 27.93 27.62 27.42 29.00

Exchange rate Ps:€ (endperiod) 21.17 27.53 27.55 28.06 28.84 30.59
a Actual. b Economist Intelligence Unit forecasts. c Economist Intelligence Unit estimates.
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Quarterly forecasts
Quarterly forecasts             
 2019    2020    2021    

 1 Qtr 2 Qtr 3 Qtr 4 Qtr 1 Qtr 2 Qtr 3 Qtr 4 Qtr 1 Qtr 2 Qtr 3 Qtr 4 Qtr

GDP             

% change, quarter on quarter -0.1 -0.1 -0.1 -0.1 -0.5 -9.5 -1.5 8.8 -0.4 0.1 -0.2 -0.3

% change, year on year 0.0 0.1 -0.2 -0.4 -0.8 -10.2 -11.4 -3.6 -3.5 6.7 8.1 -0.9

Private consumption             

% change, quarter on quarter 0.0 0.5 0.5 0.0 -0.9 -9.9 -1.9 8.4 -0.6 0.0 -0.4 -0.4

% change, year on year 0.0 0.7 0.7 1.0 0.1 -10.4 -12.5 -5.1 -4.8 5.6 7.3 -1.4

Government consumption             

% change, quarter on quarter 0.0 -0.3 -0.8 0.9 2.6 -6.6 1.6 11.7 -2.7 -2.3 -2.7 -2.8

% change, year on year -1.3 -2.6 -1.8 -0.1 2.4 -4.1 -1.8 8.7 3.0 7.8 3.3 -10.1

Gross fixed investment             

% change, quarter on quarter 2.5 -3.6 -2.2 -1.4 -2.1 -10.9 -3.0 7.0 -1.2 -0.7 -1.0 -1.0

% change, year on year -2.8 -5.8 -6.4 -4.7 -9.0 -15.9 -16.6 -9.5 -8.7 1.8 3.9 -3.9

Exports of goods & services             

% change, quarter on quarter 0.4 2.3 -0.7 -4.6 2.5 -8.4 4.2 12.0 -2.2 0.3 -4.6 -3.0

% change, year on year 1.9 2.7 2.8 -2.7 -0.7 -11.0 -6.6 9.7 4.7 14.5 4.8 -9.3

Imports of goods & services             

% change, quarter on quarter -2.1 -0.3 0.3 -2.4 1.6 -7.4 0.7 10.6 -1.5 -1.0 -1.3 -1.4

% change, year on year -0.2 0.7 0.0 -4.5 -0.9 -8.0 -7.6 4.7 1.6 8.7 6.5 -5.0

Domestic demand             

% change, quarter on quarter 0.1 -0.3 0.0 -0.3 -1.2 -9.7 -1.6 8.6 -0.5 -0.2 -0.3 -0.8

% change, year on year -1.1 -1.2 -1.1 -0.4 -1.8 -11.0 -12.5 -4.8 -4.0 6.1 7.5 -1.8

Consumer prices             

% change, quarter on quarter 0.9 0.1 0.4 1.4 1.4 -0.2 0.0 1.4 0.8 0.0 0.8 1.6

% change, year on year 4.1 4.2 3.3 2.9 3.4 3.1 2.6 2.5 1.9 2.2 3.1 3.4

Producer prices             

% change, quarter on quarter -0.4 0.8 0.5 -0.2 0.0 1.1 0.9 1.0 1.4 1.1 0.8 0.9

% change, year on year 4.4 3.1 2.1 0.6 1.1 1.3 1.7 3.0 4.3 4.4 4.3 4.3

Exchange rate Ps:US$             

Average 19.21 19.13 19.43 19.28 20.34 25.64 26.78 26.31 25.70 25.36 24.12 24.34

End-period 19.32 19.14 19.64 18.85 22.99 26.21 26.55 25.03 25.53 24.74 24.23 24.06

Interest rate (%; av)             

Money market rate 8.6 8.5 8.4 7.9 6.8 5.8 4.7 4.7 4.8 4.7 4.7 4.8

Long-term bond yield 8.3 8.2 7.8 7.2 7.4 6.4 5.9 5.4 5.5 5.7 6.0 6.0
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Data and charts

Annual data and forecast
 2015a 2016a 2017a 2018a 2019b 2020c 2021c

GDP        

Nominal GDP (US$ bn) 1,171.3 1,076.7 1,158.5 1,221.3 1,259.0 941.6 986.0

Nominal GDP (Ps bn) 18,563 20,096 21,927 23,503 24,252 23,324 24,532

Real GDP growth (%) 3.3 2.9 2.1 2.1 -0.1a -6.5 2.4

Expenditure on GDP (% real change)        

Private consumption 2.7 3.7 3.2 2.3 0.6 -6.9 1.5

Government consumption 1.9 2.6 0.7 3.0 -1.9 1.3 0.7

Gross fixed investment 5.0 1.0 -1.6 0.9 -5.1 -12.6 -2.0

Exports of goods & services 8.4 3.6 4.2 5.9 1.1 -2.3 3.2

Imports of goods & services 5.9 2.8 6.4 5.9 -1.1 -2.9 2.7

Origin of GDP (% real change)        

Agriculture 2.1 3.5 3.4 2.4 1.9 1.5 3.8

Industry 1.2 0.4 -0.2 0.5 -1.8 -3.0 2.0

Services 4.3 3.9 3.1 2.9 0.4 -8.5 2.5

Population and income        

Population (m) 121.9 123.3 124.8 126.2b 127.6 128.9 130.3

GDP per head (US$ at PPP) 18,296 19,293 19,810 20,407 20,489 19,297 19,930

Recorded unemployment (av; %) 4.4 3.9 3.4 3.3 3.5 3.8 3.7

Fiscal indicators (% of GDP)        

Public-sector revenue 23.0 24.1 22.6 21.8 22.2a 20.9 21.2

Public-sector expenditure 26.4 26.6 23.6 23.8 23.9a 25.1 25.1

Public-sector balance -3.4 -2.5 -1.1 -2.0 -1.7a -4.2 -3.9

Net public debt 45.4 49.4 46.9 46.9 47.1a 58.3 59.8

Prices and financial indicators        

Exchange rate Ps:US$ (end-period) 17.21 20.73 19.79 19.68 18.85a 25.03 24.06

Consumer prices (end-period; %) 2.1 3.3 6.8 4.8 2.8a 3.0 3.4

Producer prices (av; %) 0.4 5.4 7.7 6.6 2.5a 1.8 4.3

Stock of money M1 (% change) 16.4 15.5 10.2 5.4 4.7a -0.5 8.4

Stock of money M2 (% change) 6.4 13.3 9.5 5.0 5.7a -6.5 6.6

Money market interest rate (av; %) 3.3 4.5 7.1 8.0 8.3a 5.5 4.8

Current account (US$ m)        

Trade balance -14,599 -13,070 -10,984 -13,796 5,624 -9,587 -10,920

 Goods: exports fob 380,977 374,305 409,806 451,054 461,451 410,343 410,636

 Goods: imports fob -395,575 -387,375 -420,790 -464,850 -455,828 -419,930 -421,556

Services balance -9,777 -8,966 -9,868 -8,924 -6,172 -8,446 -7,369

Primary income balance -30,925 -29,354 -29,759 -33,169 -37,175 -31,910 -30,041

Secondary income balance 24,290 27,079 30,116 32,885 35,279 31,087 31,390

Current-account balance -31,011 -24,311 -20,495 -23,004 -2,444 -18,857 -16,940

External debt (US$ m)        

Debt stock 426,905 422,601 441,577 452,991 453,827 453,548 461,682

Debt service paid 54,148 79,068 65,628 58,388 51,924 55,871 57,269

 Principal repayments 31,756 59,129 38,062 32,418 31,938 36,173 38,098

 Interest 22,392 19,939 27,566 25,970 19,986 19,698 19,171

International reserves (US$ m)        

Total international reserves 177,990 178,373 175,318 176,343 182,552a 161,418 161,025
a Actual. b Economist Intelligence Unit estimates. c Economist Intelligence Unit forecasts.
Source: IMF, International Financial Statistics.
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Quarterly data
 2018    2019    

 1 Qtr 2 Qtr 3 Qtr 4 Qtr 1 Qtr 2 Qtr 3 Qtr 4 Qtr

Non-financial public sector (Ps bn)         

Revenue 1,259.4 1,242.6 1,289.5 1,323.6 1,295.4 1,327.1 1,354.0 1,407.8

Expenditure 1,376.8 1,412.4 1,321.5 1,478.7 1,347.5 1,426.9 1,411.3 1,600.7

Balance -117.4 -169.8 -32.0 -155.1 -52.2 -99.8 -57.3 -192.9

Industrial production (2003=100)         

General 104.1 105.9 105.0 103.0 103.6 102.7 103.5 100.9

Manufacturing 112.1 115.3 115.1 114.0 113.9 115.1 116.6 112.1

Mining 80.6 78.7 77.2 73.9 74.4 72.5 74.0 73.6

Employment, wages and prices         

Employment (% change, year on year)a 2.0 3.0 3.0 2.5 2.4 2.1 2.2 2.7

Unemployment rate (% of the labour

force)
3.2 3.3 3.5 3.3 3.4 3.5 3.8 3.3

Consumer prices (Jul 16th-31st

2018=100; seasonally adjusted)
99.2 99.2 100.4 102.3 103.2 103.4 103.8 105.3

Consumer prices (% change, year on

year)
5.3 4.6 4.9 4.8 4.1 4.2 3.3 2.9

Producer prices (Jun 2012=100;

seasonally adjusted)
94.5 96.6 97.9 99.2 98.7 99.5 100.0 99.7

Producer prices (% change, year on

year)
4.1 7.1 8.3 7.0 4.4 3.1 2.1 0.6

Financial indicators         

Exchange rate Ps:US$ (av) 18.77 19.38 18.99 19.83 19.21 19.13 19.43 19.28

Exchange rate Ps:US$ (end-period) 18.33 20.06 18.90 19.68 19.32 19.14 19.64 18.85

Deposit rate (av; %) 3.0 3.1 3.4 3.5 3.7 3.7 3.6 3.1

Lending rate (av; %) 7.8 7.9 8.1 8.5 8.7 8.7 8.5 8.1

3-month money market rate (av; %) 7.8 7.9 8.1 8.3 8.6 8.5 8.4 7.9

M1 (end-period; Ps bn) 4,139 4,286 4,159 4,492 4,316 4,352 4,331 4,702

M1 (% change, year on year) 9.4 12.6 7.8 5.4 4.3 1.5 4.1 4.7

M2 (end-period; Ps bn) 8,307 8,567 8,509 8,816 8,826 8,934 9,046 9,316

M2 (% change, year on year) 10.2 11.6 8.4 5.0 6.3 4.3 6.3 5.7

BMV stockmarket index (% change, year

on year)
-2.5 -14.7 -5.7 -15.2 -11.0 -5.1 -16.4 9.2

Sectoral trends         

Crude oil production (m barrels/day) 1.88 1.85 1.81 1.72 1.67 1.67 1.69 1.69

Crude oil production (% change, year on

year)
-7.0 -8.2 -3.8 -8.6 -10.9 -9.7 -6.8 -1.9

Foreign trade and payments (US$

m )
        

Exports fob 105,297113,881113,989117,518108,052119,222116,953116,890

 Manufacturingb 91,404 99,827101,347104,765 94,617106,047105,499104,674

 Oil 7,369 7,964 8,115 7,152 7,001 6,880 6,140 5,963

Imports fob 107,025116,622119,743120,913109,868114,260117,411113,757

 Intermediate goodsb 82,065 89,932 91,162 92,139 85,495 88,991 91,551 86,304

Trade balance -1,728 -2,741 -5,754 -3,395 -1,817 4,962 -458 3,133

Services balance -1,628 -2,433 -2,922 -1,942 -497 -1,665 -2,890 -1,120

Primary income balance -14,506 -7,028 -5,437 -6,197 -15,459 -8,080 -5,253 -8,383

Net transfer payments 7,257 9,130 8,532 9,046 7,926 9,479 9,773 9,181

Current-account balance -10,891 -3,405 -5,892 -2,816 -10,134 4,385 820 2,487

Reserves excl gold (end-period) 172,435173,172172,448171,445177,071180,762177,178177,177
a Registered with the Mexican Social Security Institute. b Including maquila.
Sources: IMF, International Financial Statistics; Banco de México, Indicadores Económicos; Instituto Nacional de Estadística
y Geografía; Secretaría del Trabajo y Previsión Social.

Monthly data
 Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec

Exchange rate Ps:US$ (av)

2018 19.00 18.63 18.68 18.35 19.49 20.31 19.12 18.81 19.05 19.06 20.25 20.18

2019 19.22 19.19 19.23 19.02 19.09 19.29 19.07 19.59 19.62 19.37 19.29 19.18
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2020 18.81 18.77 n/a n/a n/a n/a n/a n/a n/a n/a n/a n/a

Exchange rate Ps:US$ (end-period)

2018 18.62 18.65 18.33 18.86 19.75 20.06 18.55 19.07 18.90 19.80 20.41 19.68

2019 19.00 19.16 19.32 18.94 19.24 19.14 19.09 20.03 19.64 19.12 19.56 18.85

2020 18.71 19.16 n/a n/a n/a n/a n/a n/a n/a n/a n/a n/a

Public sector budget revenue (Ps m)

2018 465.2 389.2 405.0 457.7 378.2 406.6 511.0 403.9 374.6 429.3 435.3 459.0

2019 446.0 406.5 442.9 491.0 413.1 423.1 428.5 428.9 496.6 391.2 473.4 543.2

2020 540.3 n/a n/a n/a n/a n/a n/a n/a n/a n/a n/a n/a

Public sector budget expenditure (Ps m)

2018 491.6 443.1 442.0 431.9 414.3 566.2 434.7 431.7 455.1 401.2 454.5 623.1

2019 507.9 391.5 448.2 426.0 424.5 576.4 480.1 394.4 536.8 394.2 477.1 729.4

2020 504.1 n/a n/a n/a n/a n/a n/a n/a n/a n/a n/a n/a

Public sector budget balance (Ps m)

2018 -26.4 -53.9 -37.0 25.8 -36.1 -159.6 76.3 -27.8 -80.4 28.1 -19.1 -164.1

2019 -61.9 15.0 -5.3 64.9 -11.4 -153.3 -51.6 34.6 -40.2 -3.0 -3.6 -186.2

2020 36.1 n/a n/a n/a n/a n/a n/a n/a n/a n/a n/a n/a

M1 (% change, year on year)

2018 6.9 7.3 9.4 8.7 11.1 12.6 9.2 11.1 7.8 7.2 8.9 5.4

2019 6.1 5.7 4.3 3.6 4.4 1.5 3.3 4.6 4.1 3.2 3.7 4.7

2020 6.0 n/a n/a n/a n/a n/a n/a n/a n/a n/a n/a n/a

M2 (% change, year on year)

2018 8.3 8.9 10.2 11.2 12.0 11.6 9.0 10.5 8.4 7.7 7.9 n/a

2019 n/a n/a n/a n/a n/a n/a n/a n/a n/a n/a n/a n/a

2020 n/a n/a n/a n/a n/a n/a n/a n/a n/a n/a n/a n/a

Industrial production (% change, year on year)

2018 0.3 0.8 0.8 0.5 2.1 0.8 1.3 0.2 2.0 -0.3 -1.0 -2.7

2019 -1.2 -0.7 -2.5 -0.5 -3.2 -2.1 -2.3 -1.0 -2.1 -2.9 -1.7 -0.9

2020 -1.7 n/a n/a n/a n/a n/a n/a n/a n/a n/a n/a n/a

Retail sales (% change, year on year)

2018 -0.5 -0.3 3.7 -0.6 1.6 2.6 1.5 1.7 3.2 2.1 3.8 -0.5

2019 n/a n/a n/a n/a n/a n/a n/a n/a n/a n/a n/a n/a

2020 n/a n/a n/a n/a n/a n/a n/a n/a n/a n/a n/a n/a

Unemployment rate (% of the labour force)

2018 3.4 3.2 2.9 3.4 3.2 3.4 3.5 3.5 3.6 3.2 3.3 3.4

2019 3.6 3.3 3.3 3.5 3.5 3.6 3.7 3.7 3.8 3.7 3.4 2.9

2020 3.8 n/a n/a n/a n/a n/a n/a n/a n/a n/a n/a n/a

Deposit rate (av; %)

2018 2.9 3.1 3.1 3.1 3.1 3.1 3.4 3.4 3.5 3.5 3.5 3.6

2019 3.7 3.7 3.7 3.7 3.7 3.7 3.7 3.6 3.4 3.2 3.1 3.0

2020 3.0 n/a n/a n/a n/a n/a n/a n/a n/a n/a n/a n/a

Lending rate (av; %)

2018 7.7 7.8 7.9 7.9 7.9 8.0 8.1 8.1 8.2 8.2 8.4 9.0

2019 8.7 8.6 8.7 8.7 8.6 8.7 8.6 8.5 8.3 8.2 7.9 8.1

2020 7.6 7.5 n/a n/a n/a n/a n/a n/a n/a n/a n/a n/a

Stockmarket index (BMV; end-period, October 1978=0.78)

2018 50,456 47,438 46,125 48,358 44,663 47,663 49,698 49,548 49,504 43,943 41,733 41,640

2019 43,988 42,824 43,281 44,597 42,749 43,161 40,863 42,623 43,011 43,337 42,820 43,541

2020 44,108 41,324 n/a n/a n/a n/a n/a n/a n/a n/a n/a n/a

Consumer prices (av; % change, year on year)

2018 5.5 5.3 5.0 4.6 4.5 4.6 4.8 4.9 5.0 4.9 4.7 4.8

2019 4.4 3.9 4.0 4.4 4.3 3.9 3.8 3.2 3.0 3.0 3.0 2.8

2020 3.2 3.7 n/a n/a n/a n/a n/a n/a n/a n/a n/a n/a

Producer prices (av; % change, year on year)

2018 3.8 3.8 4.7 5.0 7.0 9.2 8.5 8.0 8.6 7.9 7.0 6.1

2019 4.4 4.6 4.4 4.8 2.8 1.6 2.5 2.0 1.8 0.7 0.1 1.0

2020 1.1 1.0 n/a n/a n/a n/a n/a n/a n/a n/a n/a n/a

Total exports fob (US$ m)

2018 30,719 35,094 39,485 37,182 39,214 37,484 36,743 39,546 37,701 41,357 38,609 37,552

2019 32,621 36,414 39,017 39,447 41,825 37,949 39,301 40,430 37,222 40,731 37,496 38,663

2020 33,653 n/a n/a n/a n/a n/a n/a n/a n/a n/a n/a n/a

Total imports cif (US$ m)

2018 35,141 34,150 37,735 37,472 40,766 38,383 39,612 42,130 38,002 44,291 40,929 35,693

2019 37,263 35,074 37,531 38,077 40,795 35,388 40,417 39,655 37,338 41,456 36,705 35,595
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2020 36,069 n/a n/a n/a n/a n/a n/a n/a n/a n/a n/a n/a

Trade balance fob-cif (US$ m)

2018 -4,422 944 1,750 -290 -1,552 -899 -2,870 -2,584 -301 -2,934 -2,320 1,859

2019 -4,643 1,340 1,486 1,370 1,031 2,561 -1,117 775 -116 -726 790 3,068

2020 -2,416 n/a n/a n/a n/a n/a n/a n/a n/a n/a n/a n/a

Foreign-exchange reserves excl gold (US$ m)

2018 174,115 172,526 172,435 172,106 173,387 173,172 171,902 171,851 172,448 171,884 171,871 171,445

2019 175,243 175,922 177,071 179,699 180,410 180,762 182,438 183,456 177,178 177,881 179,655 177,177

2020 183,040 182,193 n/a n/a n/a n/a n/a n/a n/a n/a n/a n/a
Sources: IMF, International Financial Statistics; Haver Analytics.

Annual trends charts
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Quarterly trends charts
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Monthly trends charts

Basic data

Land area

1,964,375 sq km

Population

128.6m (2016; UN estimate)

Main towns
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Population (m), 2010 (government data for metropolitan areas)

Mexico City (capital): 20.1

Guadalajara: 4.4

Monterrey: 4.1

Puebla: 2.7

Climate

Tropical in the south, temperate in the highlands, dry in the north

Weather in Mexico City (altitude 2,309 metres)

Hottest month, May, 1226°C (average daily minimum and maximum); coldest month, January, 6
19°C; driest month, February, 5 mm average rainfall; wettest month, July, 170 mm average rainfall

Languages

Spanish is the official language. More than 60 indigenous languages are also spoken, mainly
Náhuatl (1.2m speakers), Maya (714,000), Zapotec (403,000) and Mixtec (387,000)

Measures

Metric system

Currency

Peso (Ps). Average exchange rate in 2019: Ps19.26:US$1; end-2019 rate: Ps18.85:US$1

Time

Mexico City is six hours behind GMT

Public holidays 2020

January 1st (New Year's Day); February 3rd (Constitution Day); March 16th (Benito Juárez); April
9th (Maundy Thursday); April 10th (Good Friday); May 1st (Labour Day); September 16th
(Independence Day); November 16th (Mexican Revolution); December 25th (Christmas Day)

Mexico 17

Country Report April 2020 www.eiu.com © Economist Intelligence Unit Limited 2020



Political structure

Official name

United Mexican States

Political divisions

31 states and the capital, Mexico City; states are divided into municipalities

Form of government

Presidential, with a constitutionally strong Congress

The executive

The president is elected for a non-renewable six-year term and appoints the cabinet

National legislature

Bicameral Congress: 128-member Senate (upper house), elected for a six-year term, with 64 seats
elected on a first-past-the-post (FPTP) basis, 32 using the first minority principle and 32 by
proportional representation (PR); 500-member Chamber of Deputies (lower house), elected for a
three-year term, with 300 seats elected by FPTP and 200 by PR

Regional governments

State governors are elected for six-year terms; each state has a local legislature and has the right
to levy state-wide taxes; municipal presidents are elected for three-year terms

Legal system

There are 68 district courts and a series of appellate courts with a Supreme Court; federal legal
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system, with states enjoying significant autonomy

National elections

Presidential and congressional elections were last held on July 1st 2018. The next congressional
elections are due in July 2021 and the next presidential election in July 2024

National government

The president, Andrés Manuel López Obrador of the Movimiento Regeneración Nacional
(Morena), holds majorities in both houses of Congress

Main political organisations

Government: Juntos Haremos Historia coalition, between Morena and the Partido del Trabajo (PT)

Opposition: Partido Acción Nacional (PAN); Partido de la Revolución Democrática (PRD); Partido
Revolucionario Institucional (PRI), Partido Verde Ecologista de México (PVEM); Movimiento
Ciudadano (MC)

Cabinet members

President: Andrés Manuel López Obrador

Agrarian, territorial & urban development: Román Meyer Falcón

Agriculture & rural development: Víctor Manuel Villalobos

Attorney-general: Alejandro Gertz Manero

Communications & transport: Javier Jiménez Espriú

Culture: Alejandra Frausto Guerrero

Economy: Graciela Márquez Colín

Energy: Rocío Nahle García

Environment & natural resources: Víctor Toledo Manzur

Finance & public credit: Arturo Herrera

Foreign relations: Marcelo Ebrard

Health: Jorge Alcocer Varela

Interior: Olga Sánchez Cordero
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Recent analysis
Generated on April 23rd 2020

The following articles were published on our website in the period between our previous forecast and this one,
and serve here as a review of the developments that shaped our outlook. 

Politics

Forecast updates

President's popularity slumps in February

March 6, 2020: Political stability

Event

Public approval of the president, Andrés Manuel López Obrador, has fallen to its lowest level
since he took office as concerns about security and corruption grow.

Analysis

According to a monthly poll by El Financiero (a local financial newspaper), Mr López Obrador's
approval fell sharply in February, to 63%. This represents a drop of 8 percentage points compared
to January, meaning that his popularity is at its lowest since he took office in December 2018.
Disapproval also rose to 24% in February, an increase of 6 percentage points from the month
before.

The weaker headline figures indicated a severe deterioration in net approval in various major areas
of policy. Public security was the main weak spot in Mr López Obrador's popularity, with
disapproval at 70% and approval at just 17%. Corruption was the second-worst area, with
61% disapproval and 25% approval. Concerns regarding poverty and healthcare are also
worsening (in both cases, over half of respondents disapproved). Mr López Obrador's most
favourable areas were the economy (41% approval and 38% disapproval) and education, where he
still enjoys a wide net approval rating (46% in favour and 30% against).

Although the large net negative approval ratings for security, corruption, poverty and health are
concerning, what is more worrying is their pace of deterioration. Just three months earlier, in
December, the president had net positive approval ratings in all areas except for public security,
which has been in net negative territory since September.

Additionally, the president received sharply negative ratings for his government's inaction on
femicides, particularly following a number of high-profile murders in February. Disapproval of his
government's stance was 82%, with only 9% approval. A national one-day strike by women is
scheduled for March 9th; Mr López Obrador has claimed that this is a ploy by the opposition to
discredit him. His attitudes to the strike, once it has taken place, will determine whether his
support continues to plummet in March.

Impact on the forecast

A slump in Mr López Obrador's popularity has been overdue, but even assuming further
deterioration in March, our forecast for 2020-24 continues to anticipate that support will remain
high, as many voters consider him to be "on their side". Nevertheless, as the government's
rhetoric continues to fall short of action, we assume a gradual deterioration in the coming months.
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WHO declares coronavirus outbreak global pandemic

March 12, 2020: International relations

Event

On March 11th the World Health Organisation (WHO) declared that the novel coronavirus
(Covid-19) outbreak, which began in China in December, has become a global pandemic.

Analysis

The WHO's decision was based on the spread of the coronavirus worldwide. The pathogen has
established a foothold in 114 countries, with a total of more than 126,000 cases as at March 12th.
The declaration was also intended to encourage governments to pursue a more co-ordinated
approach and to take more decisive action, given expectations that the number of infections will
climb further.

The WHO's advice to governments remains the same. Countries with no cases, sporadic cases or
clusters of cases should focus on tracing, monitoring, isolating and quarantining patients. Those
with sustained community transmission should focus on slowing the spread to reduce the strain
on healthcare systems. The Economist Intelligence Unit believes that it is still possible for these
countries to delay the spread of the outbreak, as seems to be the case in China.

The implementation of social distancing measures by governments may be positive for delaying
the spread, but quarantine measures and travel restrictions will have significant economic
repercussions. On March 11th the US president, Donald Trump, banned foreign nationals with a
history of recent travel to Europe (namely the 26 countries within the Schengen Area) from
entering the US for 30 days. These restrictions do not directly target the movement of physical
goods—although some cargo flows transported by passenger airlines will be affected—but they
will have a negative effect on consumer and business sentiment. This will weigh on transatlantic
trade flows, particularly amid the backdrop of simmering US-EU trade tensions.

The latest developments will exacerbate panic across international financial markets. Stock indices
have plunged amid the health crisis, and deteriorating market confidence will hurt consumption
and investment performance across major economies, further undermining already weak prospects
for global growth. This could push some regions—especially those that are exposed to volatility
in commodities and currency markets, such as Africa, the Middle East and parts of Asia—to the
brink of recession, and some countries in Latin America that are already in recession may slide
further into economic turmoil.

Impact on the forecast

We are currently revising down our global growth forecasts for 2020. The WHO declaration raises
the risk (to about 30%) that global economic expansion will be even weaker than we currently
anticipate. We will address these developments in forthcoming regional analysis pieces.
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Women's protest and strike met with government indifference

March 18, 2020: Political stability

Event

Women in Mexico staged a national strike on March 9th, in protest against the rising number of
femicides and abuse, as well as the current government's failure to take the issue of such
violence seriously.

Analysis

The national strike followed large-scale marches and protests on March 8th for International
Women's Day. It is estimated that millions of women across the country participated in the strike
and, although the true economic impact is unknown, some sectors such as retail and services were
heavily affected as a large number of women work in those sectors. However, the high levels of
informality (nearly 60% of the labour force) suggests that many women in this sector may have
been forced to work by necessity, limiting the overall economic impact.

The march and strike are the latest in a recent series of public protests opposing violence against
women, which has shot up in recent years. Official statistics from the Ministry of Public Security
recorded 1,006 femicides in 2019—the highest on record and more than twice the number recorded
in 2015. Overall, there were 2,825 murders of women in the past year. A number of high-profile
killings in recent months has also caused considerable public indignation, along with a rise in
kidnappings, even in places such the capital, Mexico City, which has been largely immune from
the drug war. Equally concerning is that 99% of crimes against women go unpunished.

The government of the president, Andrés Manuel López Obrador, has come under fire for its
aloofness on the issue, including remarks by Mr López Obrador appearing to blame
"neoliberalism" for the rise in violence against females, as well as blaming the opposition for
conducting the protests and strikes. His attitude towards women's demands is partly behind his
sharp decline in popularity in February, which may continue to suffer in March in view of the fact
that he has doubled down on his opposition to the protests. Furthermore, there has not been any
effort by the government to present measures to specifically address the rise in violence
against women.

Impact on the forecast

Mr López Obrador's indifference to the women's movement will be costly to his popularity, a fall in
which may be compounded by the novel coronavirus (Covid-19) outbreak and its economic
impact. We expect his popularity to suffer a further drop in the months ahead.

Analysis

Geopolitics after Covid-19: is the pandemic a turning point?

April 1, 2020: International relations

The coronavirus pandemic will not usher in an entirely new global order, but it will change
things in three important ways. It will bring to the surface developments that had previously gone
largely unnoticed, such as the way in which China has already established spheres of influence
in parts of the world that receive little attention. It will act as an accelerant of existing
geopolitical trends, in particular the growing rivalry between the US and China and the shift in
the economic balance of power from West to East. Finally, it is likely to be a catalyst for changes
that are presently difficult to predict, in both the developed and developing world, from the future
of the EU to the role of Russia and other middle powers. 

Great power rivalry sharpens

In times of crisis, global rivalries tend to intensify rather than abate. The coronavirus crisis has led
to a further deterioration in the already chronically bad relations between China and the US. As
things stand, there seems little prospect that the damage can be repaired in the short term. The
epidemic will exacerbate long-standing US-China frictions, undermining any stability that might
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have been achieved as a result of the shallow "first-phase" trade deal signed in January. Even in
the midst of the coronavirus epidemic, tensions have flared and sabre-rattling has increased
between China and the US in the South China Sea. The coronavirus epidemic is not the cause of
the difficulties in US-China relations, however; it is merely exacerbating trends that have existed
for years as both countries compete for economic dominance.

A disinformation war is under way

The expansion of the coronavirus spread outside China and around the world has led to a
disinformation war. China is seeking to disown responsibility for the virus having originated there
by spreading conspiracy theories and confusion, and the US is responding by trying to pin the
blame firmly on China by insisting on the designation "Wuhan virus" or "Chinese virus". In the
battle to influence international public opinion, China has also been contrasting its "efficiency" in
containing the virus with the way the pandemic has been "mishandled" by Western democratic
states such as the US.

A further shift in the global balance of power

The pandemic will accelerate the shift in the global balance of power from the West to the East.
The negative effect of the pandemic on the mature, developed economies of Europe and the US
may be long-lasting. The extraordinary fiscal and monetary measures that these countries are
taking to support businesses and households will be hard to reverse. There is a risk that many of
these interventions will not be fully unwound, raising the chances of sovereign debt crises in
developed economies in the medium term. Meanwhile China, by virtue of being the first to emerge
from the crisis, will be the first on the road to recovery; it will direct all its resources to kick-start
the Chinese economy. It will, however, face challenges in engineering a fast recovery amid weak
global demand, and it faces serious medium-term challenges, not least its substantial debt pile.
Nevertheless, the pandemic is unlikely to prevent the rebalancing of global economic power from
the West to the East.

China may emerge as a bigger global player

There will inevitably be a questioning of dependence on supply chains from China, which led to a
supply-side shock in the first quarter of 2020, and some countries are likely to blame China for
failing to take appropriate steps in the early stages of contagion. Nevertheless, China is likely to
emerge from the crisis as a bigger global player. China is trying hard to repair the reputational
damage caused by its initial bungling of the coronavirus outbreak, in particular by sharing medical
expertise, sending aid and filling some medical supply shortages around the world. The country
will also seek to capitalise on the failure of the US to act decisively at the start of the crisis and
prepare for what was inevitably going to come once the disease had travelled around the world.
China will have to contend with the questioning by the rest of the world of its initial response and
its lack of transparency, which allowed the virus to spread rapidly around the world. Relations
with the US, in particular, and with western Europe will become more difficult. However, it seems
highly likely that the crisis will crystallise the development of clearly demarcated Chinese spheres
of influence in parts of Africa, eastern Europe, Latin America and South-east Asia. China now has
an opportunity to expand its influence by providing expertise and support to countries hard hit by
the pandemic. It is not inconceivable, for instance, that China could launch a medical Belt and
Road Initiative in some African countries, both to bolster its reputation on the global stage and to
protect its investments there. Some of these places will become arenas for the playing out of great
power rivalries and conflicts.

Will the US's global leadership be diminished?

The "America First" policy of Donald Trump, the US president, had arguably already led to a
diminution of US power globally, as many countries increasingly feel that the US is not a reliable,
trustworthy partner (it is still the case that the US is the global hegemon given its economic and
military clout). However, the US's retreat from the world stage has given China an opportunity to
fill certain vacuums, particularly as the epidemic has forced the US to turn inwards for now. It
would be a mistake, however, to underestimate the power and leadership of the US, which is
certainly aware of China's intentions and is likely to fight back. Globally there is a race to develop
a vaccine: this may turn out to be an area of potential collaboration, including between China and
the US, but it could also be another means by which one or the other asserts its influence.

The EU will emerge weakened from the crisis
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The failure to mobilise a pan-European response to the crisis and the tendency of member states
to look after their own citizens has dealt a blow to the EU: member states did not act in concert
when the crisis erupted in Europe, but unilaterally, closing borders, suspending free movement
and stopping transport links without co-ordination. The lack of pan-European solidarity was
striking, as Italy's appeal for assistance was initially ignored by other European states, which also
blocked exports of medical supplies and equipment, allowing China to step in to offer help and
therefore bolster its global influence. The EU belatedly offered more assistance to struggling
member states and to aspirant member states in the western Balkans, but the damage had already
been done and resentment is likely to linger. As the crisis spread across the continent, festering
divisions within the bloc between North and South, East and West and so on, came to the fore.
Coming after the sovereign debt crisis, the migrant crisis and Brexit, the coronavirus crisis will
further damage the EU.

Emerging powers will seek to capitalise on the crisis

Regional powers such as Russia, Turkey, Iran and others have in recent years sought to capitalise
on the increasing fragmentation of the global order by asserting leadership in their backyards. For
some of these states the epidemic represents an opportunity to bolster their regional and global
presence. Russia has sent military and medical aid to Italy on planes branded "From Russia with
love", in a snub to the EU and other traditional partners, which initially failed to help the hard-hit
country; it has also announced that it would send medical supplies to the US. At the same time
some of these regional players are likely to be hard hit by the coronavirus crisis, and this may limit
their capacity to extend their influence in the short term. However, the pandemic will accelerate the
fragmentation and recomposition of the global world order, to the benefit of emerging powers
such as China, and potentially the likes of Russia and Turkey.
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Economy

Forecast updates

Pemex records significant losses in 2019

March 2, 2020: Policy trends

Event

Pemex (the stateowned oil firm) recorded losses of Ps346.1bn (US$17.5bn) in 2019—nearly double
the amount of the previous year—highlighting the severe deterioration that the government
appears incapable of reversing.

Analysis

The losses came partly as a result of a 16.5% annual decline in revenue from sales and services,
including double-digit declines in both domestic sales and exports. This was attributable to both
price and volume factors. Mexican crude prices declined to an average of US$55.6/barrel in 2019
and the volume of petrol sales also fell by 6%. Production of both oil and natural gas declined.
Oil produced during the year reached 1.7m barrels/day, a decline of 7.6%, which left the annual
total as the lowest since 1979. Meanwhile, natural-gas production fell by 4%, to 3.7m cu ft/day.

Pemex's huge liabilities—arguably the most problematic aspect of its finances—also deteriorated
in 2019, reaching US$206.2bn at year-end. This equates to a 10% increase compared with 2018 and
is also the first time that they exceeded the US$200bn mark. However, the company's debt alone
(excluding Pemex's massive pension obligations and debt to suppliers) showed some
improvement, falling by 4.8% to US$95.9bn, from over US$100bn at the start of the year.
Nevertheless, the annual results leave little hope of a reversal in the company's finances. This is a
particularly worrying result considering the huge government support that Pemex was given over
the course of the year in terms of capital injections and guarantees. Likewise, the fight against fuel
theft launched by the government last year seems to have resulted in little real benefit.

The results will put Pemex once again in the crosshairs of the major credit ratings agencies, raising
the risk of further downgrades. Last year Pemex lost its investment grade rating from one of the
three main ratings agencies, Fitch, and currently is on negative watch at the other two—a
rating only one notch above junk status. We believe it is likely that the company will be
downgraded by one of the other two credit ratings agencies this year, which will entail knock-on
effects for Mexico's sovereign rating and debt-servicing costs, as the sovereign is likely to
assume some of Pemex's liabilities.

Impact on the forecast

Pemex's annual results confirm our forecast for a ratings downgrade for Pemex in 2020, with
associated knock-on effects, as the recent fall in oil prices will also hit its finances. Our forecasts
therefore remain unchanged.
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Inflation ticks up owing to base effects

March 13, 2020: Inflation

Event

Annual consumer price inflation rose to 3.7% in February. Although inflation is still well within
the 34% target range set by the Banco de México (Banxico, the central bank), it is showing signs
of an increase after recent lows.

Analysis

The monthly uptick in inflation largely owed to base effects and we expect inflation to moderate
again in March. Inflation has been declining in recent months, owing to a drop in non-core
inflation amid lower energy prices and tariffs. Core inflation has also remained relatively muted, at
3.7%, with little variation among its two main subcategories—merchandise goods and services—
which saw prices rise by 3.8% and 3.5%, respectively. The weakest price increases were seen in
non-food goods and housing. We expect prices to moderate in March as the base effects fall out.

The sharp fall in global oil prices (reflecting a price war launched by Saudi Arabia as it increases
production) in recent days suggests that the rising trend in non-core inflation may reverse in the
coming months, bringing inflation closer to the 3% lower target limit. However, this effect may be
offset by the sharp depreciation of the peso, which recently hit a historic level of Ps23:US$1, as a
result of concerns around a global slowdown owing to the novel coronavirus (Covid-19) outbreak
and the effect of the oil price collapse on Pemex (the state-owned oil firm).

A further risk is the possibility of supply-chain disruption in the event that the coronavirus
outbreak in the US continues to worsen, even if the spread of the virus in Mexico remains at
relatively low levels. This may cause an uptick in prices for foreign inputs in locally produced
goods, as well as imported consumer goods themselves.

Impact on the forecast

Our forecast for average inflation in 2019 remains unchanged, at 3.4%, although we assume that
the deflationary effect of lower oil prices will be stronger than the inflationary effect of a weaker
peso. Thus, there is some downside risk to this figure.

Coronavirus watch: Europe's economic emergency (video)

March 19, 2020: Economic growth

In early 2020 an economic upturn seemed imminent in Europe, with strong domestic fundamentals,
a softening of the manufacturing downturn and an easing of global trade tensions. This is no
longer the case; the outlook for 2020 is significantly worse as a consequence of the global
coronavirus outbreak.

In this video John Ferguson, director of macroeconomics, is joined by Emily Mansfield, principal
economist for Europe, to discuss the impact of the pandemic on European economies.
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Industrial production posts weak recovery in January

March 20, 2020: Economic growth

Event

Industrial production increased by 0.3% in seasonally adjusted month-on-month terms in January,
with all sectors except utilities recording gains. However, the positive results are unlikely to last in
the light of the global economic disruption expected as a result of the outbreak of the coronavirus
(Covid-19).

Analysis

From a sectoral perspective, the results were broadly positive, with three of the four sectors
recording gains. Mining was up sharply, by 4.5% compared to December, and is now 5.8% above
its year-earlier level. The construction sector, which has been hit hard since the current
administration took office, expanded by 0.5%, although it remains down by 9.2% in year-on-year
terms. Manufacturing recorded a modest gain of 0.1% but was also down by 1% compared to a
year earlier. The surprise was the utilities sector, which declined sharply (by 4.3%), although it
was still 0.4% above its year-earlier level.

The January results represent the second increase in the last three months, after a particularly
steep decline in industrial activity in October. Overall, however, industrial production has been on
a downward trend since early 2018 and was showing only tentative signs of stabilising. The weak
results have been attributed mostly to poor performances in the mining sector (namely the major
oil and gas production subsector) early on in the slowdown and in the construction sector, which
tends to suffer during the first year of a new administration.

This tepid start of the year augurs poorly for the industrial production sector's performance in the
remainder of 2020, given the effects of the coronavirus pandemic. Mexican manufacturing will
suffer supply chain disruptions as a result of the lockdown in China in January (in March 45% of
manufacturers reported a shortage of inputs) and reduced demand from the US market. Supply
shortages could worsen if there is a similar shutdown in the US economy. The collapse in oil
prices will also have severe negative effects on further investment in the oil and gas production
subsector. The aggressive domestic measures planned to tackle the coronavirus will batter the
construction sector further.

Impact on the forecast

The perfect storm of external and domestic shocks suggests that 2020 will be an even more
difficult year for Mexico's industrial sector, which was already struggling to overcome the
slowdown during 2018-19. We will be making significant downgrades to our real GDP forecast for
2020 as a result.
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Banxico makes aggressive rate cut amid peso slide

March 23, 2020: Exchange rates

Event

The Banco de México (Banxico, the central bank) brought forward its monetary policy meeting to
March 20th. At which, it made a 50-basis-point cut (to 6.5%), even as the peso reached a historic
low of nearly Ps25:US$1.

Analysis

Banxico's monetary policy meeting (originally set for March 26th) was brought forward as an
emergency measure, in order to take action as the Mexican economy begins to buckle under the
strain of the novel coronavirus (Covid-19) pandemic. The decision to make a 50-basis-point cut
followed various emergency moves by the Federal Reserve (Fed, the US central bank), which in
two emergency meetings in March slashed its own rate by 50 and 100 points, respectively, leaving
them at zero. With the benchmark rate at 6.5%, the real rate is still high at almost 3%, providing
space for further easing. 

Banxico has taken other monetary measures to provide liquidity to markets. The bank reserve
requirement was dropped by Ps50bn (US$2bn) from its current levels of around Ps320bn.
Additionally, a special lending facility known as the Facilidad de Liquidez Adicional Ordinaria,
which is typically set at 2-2.2 times the monetary policy rate, has been dropped to just 1.1 times
the monetary policy rate. A third measure will be to offer additional US dollar auctions to the
private sector, which will benefit from a recently announced US$50bn dollar swap with the Fed.
Banxico is also working closely with the finance ministry to facilitate bond purchases. Most of
these measures will be implemented from April 1st.

Banxico's urgent actions have been heavily influenced by dramatic peso depreciation in recent
weeks, which has taken the peso near the Ps25:US$1 threshold. This has been driven by the
collapse of global oil prices, as well as the drop in global demand for various key industries such
as tourism, in addition to the expected decline in domestic demand from social-distancing
measures, which are slowly being applied across the country. The sharp expected decline in US
output (as a result of the increasing severity of the outbreak there) will also be a major source of
economic contagion in Mexico.

Impact on the forecast

We expect further rate cuts in the coming weeks or months in order to match the Fed's moves, as
well as fiscal stimulus (although none has so far been announced). Notwithstanding fiscal and
monetary stimulus, we will be making further downward adjustments to our 2020 real GDP growth
forecast in view of recent global downgrades. 
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Pemex announces measures to counter oil price collapse

March 26, 2020: Policy trends

Event

Pemex (the state-owned oil firm) has announced comprehensive action to stem the financial shock
of the collapse in oil prices, which has seen the price of Mexico's crude drop to just
over US$15/barrel.

Analysis

The collapse in global oil prices, caused by a breakdown in agreements between OPEC and Russia
regarding production quotas and the impending global downturn, has raised serious concerns
about Pemex's already delicate financial situation.

According to the government, Pemex will undertake a series of major budgetary adjustments
during the coming months in order to avoid a more serious financial deterioration. This will
involve saving an estimated US$217m in hiring costs and $27m in administrative costs. However,
many of the other measures described by the president, Andrés Manuel López Obrador, appear
less concrete. One such claim is that Pemex will be able to make considerable savings as a result of
the fact that there is "no corruption" in the company, which is considered highly dubious.
Additionally, newly discovered oilfields in recent years are expected to come online during the
course of 2020, adding a boost to production, although it is far from certain if this will compensate
a drop in output in the event that the pandemic shuts down oil production facilities.

One positive factor is the finance ministry's oil-hedging programme, the world's largest such oil
deal, which for 2020 managed to obtain a price of US$49/b, more than 2.5 times higher than the
current price. However, unlike in previous years, the finance ministry did not disclose the total
amount of barrels covered by the hedge and therefore the programme's full cost. Should oil prices
fail to recover significantly in the coming months, it is possible that the hedge could run out.
The hedge does not cover Pemex's budget directly, however, and any surplus will have to be
provided by the finance ministry.

Currently, Pemex's credit is rated as junk by Fitch (one of the three major ratings agencies)
although all three have it on negative watch. Following the poor results in its annual report for
2019, it is difficult to see how the firm will manage to avoid further downgrades.

Impact on the forecast

We expect further ratings downgrades. These will weigh on the company's financing costs and,
consequently, lead to another rescue package from the government in the coming months, which
has given clear signals that the company is too big to fail.
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Government beefs up pandemic response, but not enough

March 27, 2020: Policy trends

Event

The government announced that the country had entered the second phase of its pandemic
response, given the appearance of the first cases of local transmission. This opens the door for
additional measures to combat the pandemic and its economic impact.

Analysis

On March 24th the undersecretary of health, Hugo LópezGatell, who has led Mexico's response
to the outbreak of the coronavirus (Covid-19), announced that the country had moved into phase
two of its containment strategy following the emergence of numerous cases that could not be
traced to travel abroad. Various measures corresponding to this new phase—such as an
information campaign on social distancing (voluntary so far) and a suspension of schools until
April 19th—had already been implemented. Additionally, there are now restrictions on mass
gatherings of up to 100 people. Measures including income support to protect vulnerable
populations, such as the elderly, have been announced by the president, Andrés Manuel López
Obrador. Mexico's armed forces have also been put on alert to assist the civilian population.

Although Mexico's response has been largely in tune with the rise in cases (which currently
stands at 475 confirmed cases and six deaths), the government has been criticised for not taking
more drastic action compared to other Latin American countries. Additionally, Mr López Obrador
has been singled out for spreading false information about the virus and not respecting safety
precautions (he has continued to hold large public meetings). In turn, the government has
responded by citing concerns about the economic impact of excessive measures, particularly in
view of the country's high levels of informality and holes in the social safety net.

Some business chambers have also called for more stringent measures. The Consejo Coordinador
Empresarial (CCE, one of the country's most influential chambers) recently published a ten-point
plan and is lobbying the government to adopt it. The plan includes—among other things—
abandoning the government's 1% primary deficit commitment, taking measures to protect
employment, providing guarantees to badly affected sectors and creating a tripartite team to
manage the economic response between government, the private sector and labour
unions. Although it is likely that some of these elements may eventually be adopted, Mr López
Obrador has ruled out tax breaks and bailouts.

Impact on the forecast

The pandemic response appears to be strengthening, but there is still considerable ambiguity
about how the impending economic crisis will be managed. Our latest forecast, for a significant
6.3% contraction in GDP, remains unchanged.
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Government finally declares national health emergency

April 2, 2020: Economic growth

Event

The government's pandemic response team, led by Hugo LópezGatell, finally announced a
national health emergency on March 30th as a result of the coronavirus (Covid-19) pandemic.
However, the measures still fell short of an enforced lockdown.

Analysis

The announcement imposes numerous new measures to stem the rise in infections and deaths;
confirmed cases now exceed 1,000. The main new measures are a one-month suspension (until
April 30th) of all non-essential activities and a request that Mexicans undertake a voluntary
quarantine. Those who are over the age of 60 or who have one of the numerous risk factors
associated with the increased severity of the virus are especially urged to adopt the quarantine.
Exceptions to non-essential activities include essential government functions such as healthcare
and security, certain economic functions and infrastructure maintenance. All gatherings of over
50 people are banned.

For the first time, economic protection measures have also been announced. These include a ban
on firings and wage deductions; contravention will be punishable with fines. There is also the
possibility of companies being held criminally responsible if an employee is required to be present
for work and dies from the virus. The military has been placed on emergency footing; military
hospitals will be used to service coronavirus cases (adding 1,330 intensive care beds) and
additional specialised medical personnel will be hired into the armed forces.

Despite the new measures, the government has continued to receive criticism for its slow
response, with the president, Andrés Manuel López Obrador, consistently downplaying the risks
of the virus and attending public events until recently, despite rigid restrictions put in place
elsewhere in Latin America. Given Mr López Obrador's championing of Mexico's poor, the
government has also been criticised for its lack of economic support measures, particularly for the
millions of informal workers who may be forced into poverty or hunger owing to social-distancing
measures and the voluntary quarantine. The government has so far not announced official fiscal
support measures, but we expect these to be forthcoming.

Impact on the forecast

Mr López Obrador's tardiness in addressing the crisis could have political repercussions in the
months ahead, especially if the virus proves particularly lethal in Mexico. We are in the process of
making steep downward revisions to our real GDP and fiscal forecasts, and anticipate a steep
increase in the public debt/GDP ratio amid stimulus measures and our expectation of serious
financial difficulties at Pemex, the state oil company.
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Major downgrades to GDP forecasts

April 2, 2020: Economic growth

Event

In the light of the coronavirus pandemic, we are in the process of revising our global, regional and
country-level growth forecasts for 2020.

Analysis

All G7 countries will post a full-year recession in 2020. Across the G20, we believe that all but
three countries (China, India and Indonesia) will register a recession this year. Overall, global
output will contract by at least 2.2%.

The negative effect on growth will come via both demand and supply channels. On the one hand,
quarantine measures, illness, and negative consumer and business sentiment will suppress
demand. On the other, the closure of some factories and disruption to supply chains will create
supply bottlenecks. Disruptions to global supply chains will severely curtail trade in goods and
services. The tourism sector will also be hard hit, as most airlines have curtailed flights and
consumers are postponing their travel plans. The economic shock will be mostly concentrated in
the first half of this year, with regional variations that will follow the gradual spread of the
pandemic across the globe.

We expect a modest rebound in global output in the second half of 2020, provided that the spread
of the coronavirus is largely contained globally and there are no second or third waves. However,
the impact on confidence and demand will be long-lasting. A rise in uncertainty will lead to
increased precautionary saving among households and delayed business investment. Some
consumers may also continue to self-quarantine after governments lift lockdowns, for fear of
contracting the virus, which will constrict the recovery in private consumption and have a long-
lasting effect on tourism. In a worst-case scenario, sovereign debt crises could develop if efforts
to contain the pandemic drain fiscal revenues and drastically increase public expenses across
developed countries.

Impact on the forecast

As a result of these global revisions, we are currently revising our forecast for Mexico's real GDP
downwards, to show a contraction of 6.5% in 2020.

Analysis

Labour income shows strong growth despite weak economy

March 6, 2020

Data from the Consejo Nacional de Evaluación de Políticas Públicas (Coneval, the national public
policy evaluation council) showed that real per-head labour income in Mexico increased by
5.9% in the fourth quarter of 2019—the largest annual increase since 2008. Much of this
increase is attributed to the rise in the minimum wage enacted by the government of the
president, Andrés Manuel López Obrador, shortly after his inauguration in December 2018.
Despite an economy that contracted in 2019, there is increasing evidence that living conditions
improved noticeably during the year for large segments of the population, offering some
vindication of Mr López Obrador's labour policies.

According to Coneval, real per-head labour income rose to Ps1,819.6 (US$144) in 2010 pesos in the
fourth quarter of 2019, an increase of 5.9% compared with the year-earlier period, and of 1.4%
compared with the previous quarter. This resulted in a noticeable annual drop in labour poverty
(calculated as the percentage of the population whose labour income was lower than the basic
food basket) from 39.8% in the fourth quarter of 2018 to 37.3% in the same period in 2019—the
lowest rate since 2008, when it spiked as a result of the global recession. These were also the
strongest improvements in labour income and labour poverty in the first year of the López
Obrador administration, compared with that of his two immediate predecessors.
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By far the biggest beneficiaries of the improvement in labour income were the poorest population
groups. The lowest income quintile saw its real labour income rise by a sizeable 18.3% in the
fourth quarter of the year alone, compared with the previous quarter. The second lowest quintile
saw growth of 2.1%, while the richest and second-richest quintiles enjoyed growth of 1.2% and
0.4%, respectively. Only the middle quintile saw no growth. Additionally, the improvement seen in
indigenous municipalities (5.8%) was higher than in non-indigenous communities (3.3%).
However, there were also some downsides. The aggregate data mask some disparities from a
geographical perspective, with seven out of the country's 31 states (plus the capital, Mexico City)
showing income declines, notably Puebla and Hidalgo. Another negative is that the largest
improvement based on sex happened among men, thus widening the gender pay gap.

Minimum wage rises have had few negative
consequences

The improvement in labour income—particularly among the poorest segments of the population—
was mostly attributed to the sharp rise in the minimum wage in 2019, by 16.2% in nominal terms for
the year, followed by an even larger 20% nominal increase for 2020. With inflation hovering
around the midpoint target of 3%, these have represented considerable improvements in real
terms, far higher than in recent years when the minimum wage largely stagnated in terms of its real
purchasing power. From a historical perspective, the decline in its real value has been even more
pronounced, as it is estimated that, by 2018, the minimum wage was worth barely one-quarter of
its 1982 value (the year of Mexico's debt crisis).

The reluctance of previous administrations to make larger above-inflation minimum wage
increases was largely attributed to a hawkish position by the Banco de México (Banxico, the
central bank) and driven by concerns around inflation, as well as fears of potential job losses;
neither materialised in 2019, despite the weakness of the economy. Unemployment reached
3.8% at its highest in 2019, which is broadly similar to rates seen in previous years, and has not
been accompanied by a deterioration in underemployment or informality. Although low inflation is
currently being driven largely by low global food and energy prices, domestic pressures on core
inflation have also been contained.

The need for growth

The improvements in labour income come despite an economy that contracted by 0.1%, offering
some vindication of Mr López Obrador's claim that there can be increased wellbeing despite zero
(or negative) growth. The even larger minimum wage increase in 2020 further suggests that if this
has been the main driver of rising labour incomes, then the formula for success can be repeated
for another year regardless of how GDP performs. Despite this, it is unlikely that Mr López
Obrador will be able to manage a sustained improvement in living conditions for the duration of
his term without achieving growth; he himself promised that the Mexican economy would be
growing by 4% by 2024, which although realistic, will not be achieved without some major
changes in current policy, not least improving certainty for investors. Ultimately, economic
growth will be necessary to raise much needed tax revenue, to ensure that the debt stock does not
rise as a share of GDP, and to maintain an encouraging investment climate.

Despite the increases in 2019 and 2020, Mexico's minimum wage remains among the lowest in Latin
America, which leaves ample scope for continued improvements. Other recent labour policies also
have the potential to amplify the benefits of the minimum wage increases, such as a much needed
reform to allow for freedom of unionisation. Mexican unions predominantly have been controlled
by large confederations with strong political ties and have tended to favour employer interests.
Regardless of their ultimate benefit for workers, the government must ensure that labour policy
can co-exist with economic growth in order to give Mexican workers their long-awaited reward. In
the near term, we expect continued above-inflation minimum wage rises, but for them to moderate
in the latter half of the 2020-24 forecast period. Nevertheless, this should boost consumption,
underscoring our forecast for stronger real GDP growth later in the forecast period, albeit still
below the government's goal of 4%.

Coronavirus threatens another year of recession for Latam

March 9, 2020
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The continuing spread of the novel coronavirus (Covid-19) will have dramatic economic and
financial market implications, and we have made substantial downgrades to our forecasts for
Latin America and the Caribbean.
We had already downgraded our forecasts for several vulnerable economies, including Chile,
Peru and Brazil, in February. However, the downside risks to our assumptions that we
highlighted in February have materialised, and the coronavirus will produce a severe hit both
to external trade and to domestic activity.
Based on our current baseline assumptions around the path of the coronavirus outbreak, we
now expect GDP growth of only 0.2% in 2020 in Latin America and the Caribbean, down from
0.9% at the start of the year. Under a more pessimistic scenario to which we currently attach
a probability of 30%, real GDP in Latin America and the Caribbean will contract by 0.4%
in 2020.

We have developed four global scenarios (optimistic, baseline, pessimistic and "nightmare") for
the path of the coronavirus, which make assumptions around infection and mortality rates, along
with the capacity of governments to contain the spread of the virus and cope with demands on
the healthcare system. The two most likely scenarios are our baseline, to which we attach a
55% probability, and the pessimistic scenario, to which we attach a 30% probability.

Our current baseline forecast, in brief, assumes that the virus will be under control in China by
end-March, in the rest of the northern hemisphere by end-June and the southern hemisphere by
end-September. We then expect the virus to re-emerge as a seasonal virus, but for governments to
be better prepared to handle its return. In a more pessimistic scenario, the virus spreads further to
infect a much larger proportion of the population, and the death rate is higher as healthcare
systems are overwhelmed.

Even under our baseline scenario, the global growth outlook is grim. We are in the process of
revising all of our global forecasts down, and expect to bring global growth as a whole down to
just 1.9%—its weakest level since the global financial crisis of 200809.

The threat of recession rises

For Latin America and the Caribbean, as we have previously highlighted, the direct and indirect
impacts of the coronavirus will be severe, but will vary depending on which countries are most
reliant on trade and commodities. For South America's large commodity exporters, the shock from
reduced global demand, especially from key trade partners such as China and the EU, and from
weak prices of oil, copper, iron ore and soybeans, will be severe. The more open, trade-reliant
economies of Chile and Peru will be especially hard hit.

Mexico, Central America and the Caribbean are more closely reliant on trends in the US, and our
expectation that US GDP growth will remain positive (albeit weak) will be of some support.
However, these countries will be far from immune to the economic effects of the coronavirus, not
least because the disease continues to spread in the region, producing precautionary consumer
behaviour that will dampen domestic spending and depress investor sentiment. The Caribbean in
particular will suffer the effect of weaker tourism expenditure. For all of Latin America and the
Caribbean, business disruption and uncertainty will cause inward foreign direct investment (FDI)
to fall sharply. This will be severely damaging in a region where domestic savings are weak and
FDI accounts for 3% of GDP and 15% of total fixed investment. For the Southern Cone countries,
meanwhile, the approach of the southern hemisphere winter raises the prospect of a difficult,
prolonged epidemic.

The policy response will be complicated by generally weak fiscal positions (with some exceptions,
including, importantly, Peru and Chile, where we expect to see substantial stimulus measures).
Assuming that the coronavirus expands its presence in the region, healthcare systems will be
stretched; we expect increased health spending but, even with more funds, the capacity of
regional healthcare systems to deal with the outbreak will vary. In our 2019 global health security
index, which assesses countries' preparedness for epidemics, some countries fared well: Brazil,
Argentina, Chile and Mexico were in the top 30 in the ranking (out of 195 countries). However,
there were clear weaknesses in other countries, particularly in some small Caribbean islands and in
parts of Central America.

LAC rankings, global health security index
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(out of 195 countries)

Country Global ranking

Above global average score

Brazil 22

Argentina 25

Chile 27

Mexico 28

Ecuador 45

Peru 49

China 51

Costa Rica 62

Colombia 65

El Salvador 65

Panama 68

Nicaragua 73

Uruguay 81

Below global average score

Dominican Republic 91

Trinidad & Tobago 99

Suriname 100

Bolivia 102

Paraguay 103

St Lucia 108

Cuba 110

St Vincent & Grenadines 123

Guatemala 125

Belize 135

Guyana 137

Haiti 138

Bahamas 142

Antigua & Barbuda 147

Jamaica 147

Honduras 156

Grenada 157

Dominica 172

Venezuela 176

Source: The Economist Intelligence Unit.

Monetary loosening will be insufficient to prevent
growth from falling sharply 

Amid fiscal limitations, very weak domestic demand and flagging local currencies, there are
questions around monetary policy and the potential for central banks to cut rates to support
growth. In what is now likely to be the weakest year for the global economy since the
2008 financial crisis, it is worth looking back to the response of the region's central banks to that
crisis. Almost universally, there was an initial tightening of policy in response to currency
weakness, followed by much sharper rate cuts to support the economy. Central banks may again
find policy initially complicated by currency depreciation. The region's major currencies have all
weakened substantially since the start of the year amid falling commodity prices; the collapse of
oil prices on March 9th has, for example, caused the Mexican peso (which had previously held up
relatively well compared with the currencies of South America's big commodity exporters) to
plummet. Even so, we do expect several central banks in the region to act to cut rates, with the
caveat that real rates are already very low after last year's easing cycle and that the capacity of
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monetary policy to support growth in the absence of demand will be limited. 

Bearing all of this in mind, we are making significant downgrades to our forecasts for all of Latin
America's major economies. We do believe, moreover, that risks are weighted to the downside.
Depending on the success or failure of governments in containing the coronavirus (and
coronavirus market panic), the economic impact on Latin America and the Caribbean could be
much greater than we currently expect, and the region could be facing another year of recession. 

Real GDP growth forecasts, 2020, Latin America & Caribbean

 January 2020 forecast New baseline scenario Downside scenario

Colombia 3.0 2.5 1.9

Chile 1.2 0.7 0.1

Peru 3.2 2.3 1.7

Ecuador 0.5 -0.1 -1.2

Guatemala 3.3 3.0 2.5

Dominican Republic 3.4 3.2 2.5

Argentina -1.4 -2.0 -2.7

Brazil 2.4 1.6 0.5

Mexico 0.9 0.6 0.2

Latin America & Caribbean 0.9 0.2 -0.4

Source: The Economist Intelligence Unit.

Regional currencies tank amid oil price collapse

March 10, 2020

Several Latin American currencies fell sharply on March 9th, amid fears of the novel
coronavirus (Covid-19) and a crash in oil prices prompted by the collapse of the OPEC+ alliance.
Lower oil prices raise fiscal and external concerns for some of the region's major economies.
By putting pressure on further monetary loosening, lower prices will also complicate an already
weak growth environment.

The Mexican and Colombian pesos were the worst affected in March 9th's move—falling by 4.7%
and 6.3%, respectively—with milder declines recorded in other currencies, such as the Brazilian
real, Chilean peso and Peruvian sol. The steep decline in Mexico and Colombia reflects both
economies' dependence on oil exports. Although dependence on fiscal oil revenue was reduced
during the global downturn in prices in 2015-16, oil still accounts for around 15% of fiscal revenue
in Mexico, and for around 10% in Colombia.

Concerns around Pemex weigh on Mexico

For Mexico, the fall in oil prices is particularly significant given investor concerns around the
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fragile financial health of Pemex (the state oil company). Pemex recorded significant losses in 2019
despite several government rescue plans, and suffered a downgrade to junk status by Fitch (a US
credit ratings agency) in June 2019. Pemex will face a debt sell-off if one more of the three major
credit ratings agency downgrades it to junk (which forms part of our baseline forecast), as
institutional investors (such as pension funds) are not permitted to hold debt rated junk. The fall
in oil prices makes such a scenario more likely. We expect the sovereign to absorb some of
Pemex's liabilities in this event, raising the debt/GDP ratio, resulting in possible negative effects
on the sovereign's own credit rating.

The fall in oil prices will also negatively affect fiscal revenue, which could entail further fiscal
austerity—the government's harsh austerity partly contributed to the slight contraction in real
GDP in 2019. Our own forecast for a slight recovery in real GDP this year is based on a return to
public investment. However, we will expect the government to cut expenditure in the light of
reduced oil revenue. 

The steep decline in the peso as a result of domestic economic concerns will also complicate the
monetary policy outlook. We expect the Banco de México (the central bank) to undertake a rate
cut at its next meeting, following the recent emergency 50-basis-point cut by the Federal Reserve
(the US central bank). However, fears of a wider interest-rate differential with the US are likely to
lead the bank to opt for a 25-basis-point cut in order to maintain some currency stability.

Colombia faces fiscal and external pressures

In Colombia, the fall in the peso relates to the country's high vulnerability to swings in oil and
other commodity prices. Indeed, oil accounted for more than 40% of Colombia's export revenue in
2019, while other mining products accounted for an additional 20%. The fall in crude prices,
therefore, will further widen the trade deficit, which already underscores a large current-account
deficit (4.5% of GDP in 2019).

On the fiscal front, the finance ministry estimates that oil rents accounted for an average of 10% of
central government revenue in 2011-18. The government's current medium-term fiscal plan is
based on average Brent crude prices of US$60, thus the projections will need readjusting as fiscal
slippage is likely. To address the fallout, we expect Colombia to adopt a mostly fiscal response.
This will include adjustment of the fiscal rule for 2020-21, in response to lower oil revenue and
possibly a countercyclical fiscal package. Expansionary monetary policy is possible; however,
this will be limited by the impact of peso depreciation on consumer prices. Inflation is already
nearing the central bank's upper bound (4%).

Currency volatility likely

As the fallout from the coronavirus outbreak and its impact on growth play out, we will see more
currency volatility among Latin America's commodity exporters. This will lead to upward
inflationary pressures in some economies as import prices become dearer in local-currency terms,
although the effect of this will be moderated by lower oil prices. Nevertheless, more volatile
currencies will complicate the monetary policy outlook, reducing the region's ammunition in
providing countercyclical measures to battle the crisis.

Coronavirus: what we expect for global growth

March 17, 2020

The coronavirus epidemic represents a severe threat to global growth. Prior to the outbreak we
expected global real GDP growth to be lacklustre this year, at 2.3% (at market exchange rates).
The emergence of the epidemic in China is a game changer, and we now expect global growth of
1% this year—the slowest rate since the global financial crisis. The negative effect on growth
will come via both demand and supply channels. On the one hand, quarantine measures, illness,
and negative consumer and business sentiment will suppress demand. At the same time, the
closure of some factories and disruption to supply chains will create supply bottlenecks.

Policymakers face difficult choices

There was hope initially that the coronavirus outbreak would remain contained in China. However,
the recent spread to other countries means that the virus is likely to affect between 25% and 70%
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of the world population; our baseline scenario is that around half of the world population will be
affected. Policymakers have difficult choices to make: they must decide whether they prefer that
the epidemic run its natural course and peak quickly, or that it be spread over a longer period if
quarantine measures are introduced. If the epidemic reaches its peak sooner, the death toll will be
higher—all the more so as the flu season will not yet be over and healthcare systems will quickly
become overwhelmed. However, in this case the economic impact of the epidemic would be less
severe, as containment measures would be lifted earlier. Conversely, a longer epidemic would
probably lower the death toll, but exact a higher economic cost.

The symptoms are mild for most people, but this might
not be good news

The fact that the disease has a low fatality rate, and its symptoms are mild for about 80% of
people, represents another challenge: it means that the coronavirus spreads easily, as sick people
think that they merely have a minor cold, do not get tested and unknowingly contaminate others.
At the other end of the spectrum, about 20% of people affected by the coronavirus will experience
pneumonia, which represents the severe form of the disease and often requires intensive medical
care. After they recover from the infection, they could continue to suffer from extreme fatigue for
up to six months. This means that a significant share of the world population will become less
productive for an extended period of time.

Monetary stimulus: how to go below zero

In early March the Federal Reserve (Fed, the US central bank) announced an emergency interest-
rate cut in response to the economic threat posed by the coronavirus. This is the first emergency
cut and the largest single rate cut that the Fed has made since the global financial crisis in 2008,
raising expectations that other central banks such as the European Central Bank (ECB) and the
Bank of Japan might follow suit. However, both these institutions will be greatly constrained in
their response to the coronavirus outbreak, as their headline interest rates are already below zero.
The only realistic course of action for the ECB would be to ease further lending conditions for
banks under its targeted longer-term refinancing operations programme (TLTRO-III), or to offer a
programme for small and medium-sized enterprises (which are hit hard by the coronavirus).

Fiscal stimulus: not before doomsday

Monetary policy constraints, and the difficulties of shaping a co-ordinated monetary response at
the global level, mean that fiscal stimulus might be the only option for many developed countries
to support growth. However, this is not given. In Europe, a co-ordinated fiscal stimulus appears
unlikely, not least because Germany remains reluctant to abandon its balanced budget rule,
despite calls to do so from other countries. In addition, the introduction of fiscal stimulus
measures in Italy, which is hard hit by the coronavirus, would further worsen the country's public
finances and increase the medium-term risk of a financial crisis. Meanwhile Japan's public debt
already stands at almost 230% of GDP, the highest ratio in the world; it is hard to imagine that it
could go much higher without becoming a systemic threat to the global economy, all the more so
if global growth slows sharply. Finally, in many other highly indebted developing countries, fiscal
stimulus would only raise the risk of a debt crisis down the road.

The US appears more shielded than other countries

The US economy is less trade-reliant than some other countries, such as Japan or Germany, which
will help to shield it from slowing external demand. Nonetheless, if the virus spreads quickly in the
US, this could weigh on corporate earnings, to the extent that job creation and unemployment in
the US would be negatively affected. This would hit consumer spending—the only source of
buoyant growth in the US economy—and spook financial markets, increasing the risk of a crash
that would quickly spread to other financial markets around the world.

Europe's growth outlook darkens

The recent spread of the coronavirus in Europe—where there has been a rapid increase in the
number of reported cases in major economies such as Italy, Spain, France and Germany—and the
containment measures taken in response will constrain growth in the bloc in the second quarter.
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We expect economic uncertainty to persist until at least June, dampening business sentiment,
household consumption of non-essential goods, and travel and tourism activity. Quarantine
measures and public distancing efforts will become widespread, but we expect euro zone borders
to remain open. In the third quarter of the year we expect a bounce-back in activity, but there is a
significant risk that uncertainty will persist for longer, with a commensurate negative effect on
demand.

Asia will be the region hardest hit 

The coronavirus outbreak will affect every economy in Asia in 2020. China has, so far, registered
the highest number of cases, and we believe that real GDP growth will stand at only 2.1% this year
(from an estimated 6.1% in 2019). Some economies, such as South Korea and Japan, have also
registered a large number of cases, and containment measures will hold back growth, especially as
Chinese import demand falls. There are two main channels through which Asian economies are
likely to be affected by the outbreak. The first is weaker tourism inflows, primarily from China;
economies with large tourism sectors that attract a high proportion of Chinese tourists include
Hong Kong, Taiwan, Thailand, South Korea, Singapore, Malaysia and Sri Lanka. The second
transmission mechanism is through disruption to industrial supply chains. The economies with
the greatest exposure to this factor are Hong Kong, Taiwan, South Korea, the Philippines and
Thailand.

Even weaker growth ahead in Latin America

For Latin America and the Caribbean, the impact of the coronavirus will vary according to a
country's reliance on trade and commodities. For South America's large commodity exporters, the
shock from reduced global demand, especially from major trade partners such as China and the
EU, and from weak prices of oil, copper, iron ore and soybeans, will be severe. The more open,
trade-reliant economies of Chile and Peru will be especially hard hit. Mexico, Central America and
the Caribbean are more closely reliant on trends in the US, and our expectation that US GDP
growth will remain positive will provide some support. For the Southern Cone countries, the
approach of the southern hemisphere winter raises the prospect of a difficult, prolonged
coronavirus epidemic. Moreover, the policy response will be complicated by generally weak fiscal
positions. This will place the onus on monetary policy to support growth.

The Middle East and Africa: not fit to cope

The coronavirus outbreak will hit the Middle East and Africa largely through its dampening effect
on the oil and commodities markets. China accounts for about a third of new oil consumption
demand, so the slowdown in China has caused oil prices to fall. Lower oil output and prices will
weigh on economic performance in the oil-exporting states and the broader region. Countries that
rely on platinum exports, a major component in the automotive sector, and those that depend on
China's outward investments will be hard hit. Given increased travel restrictions for some
countries, regional tourist destinations such as the UAE, South Africa, Kenya, Mauritius, Oman
and Egypt will also be negatively affected. The UAE's status as a shipping hub and Dubai's deep
commercial ties with Iran, which has been heavily affected by the outbreak, make them vulnerable.
Abysmal healthcare systems in many African countries mean that it would be near impossible to
contain an outbreak there.

Coronavirus response stepped up, but remains weak

March 18, 2020

The president, Andrés Manuel López Obrador, has received sharp criticism for his
government's slow response to the novel coronavirus (Covid-19) pandemic. However, despite a
careless start, it appears that the government has begun to take more drastic actions as
confirmed cases begin to mount. The decisiveness of public policy over the next week will be vital
for ensuring that health services, which are already hit hard by austerity, will cope with the rise
in coronavirus cases.

The response of Mr López Obrador has generated comparisons with that of the US president,
Donald Trump. Mr López Obrador initially downplayed the gravity of the pandemic and implied
that the country would be spared. However, there has been a turnaround in the rhetoric at least
during the course of the past week, with officials now announcing increased measures to stem theduring the course of the past week, with officials now announcing increased measures to stem the
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during the course of the past week, with officials now announcing increased measures to stem the
spread of the disease. As of March 15th, Mexico had recorded 82 confirmed cases, which is still
less than other countries which much lower populations, such as Peru and Chile. However, the
number of confirmed cases jumped by 29 (to 111) on March 16th—the largest daily increase so far
in Mexico. Most cases have been linked to travel in Europe and there have been no deaths as yet.

Early measures have been insufficient

Initial measures have included random inspections on fights and cruise ships, as well as two-week
self-isolation for confirmed cases and follow-up on close contacts. However, an important new
measure was announced on March 14th, which involved the early closure of all schools between
March 20th and April 20th, essentially bringing forward the Easter break by two weeks.
The closures will affect as many as 33m people. In addition, the government announced that the
country would be moving towards phase two of the response from March 23rd. This will involve
the temporary suspension of non-essential public and private activities, the rescheduling of all
mass gatherings of more than 5,000 people, as well as additional protection for senior citizens and
people at greater risk. 

This escalation of protective measures is undoubtedly a result of the rapid rise in cases in the past
week. However, there have been concerns by the public and some members of the government
that other key measures have not been taken, including restrictions to travel. This is particularly
concerning in view of the intensification of the epidemic in the US—Mexico's main business and
trading partner, and its main source of tourists. There are also concerns that many states will fall
behind their responses: under Mexico's federal system of government, states have considerable
leeway in setting their own health policies and enforcing federal mandates. There has been much
criticism against the government of Mexico City (the capital), for example, for recently allowing a
multi-day festival to take place in a venue holding more 40,000 people.

The biggest concern, however, pertains to the state of the healthcare system, which has suffered
from more than a year of fiscal austerity, resulting in medicine shortages, staff dismissals and
general underfunding, which have exacerbated existing shortcomings. Furthermore, in a case of
unfortunate timing, the country is currently transitioning to a new healthcare system for informal
workers, which could add serious complications should the number of cases begin to rise quickly,
before the new system is fully in place. Given that states are responsible for the transition, there is
also the risk that some states will be better prepared than others to meet a spike in cases.

The economy is likely to take a significant hit

Another major concern is the state of the economy. Real GDP in Mexico contracted by 0.1% in
2019 and there has been little evidence that a rebound was in order before the pandemic began
causing economic havoc worldwide. Mexico is particularly vulnerable to a decline in tourism, as
well as possible disruptions to supply chains: already as a result of the fallout from China, some
45% of manufacturers have reported shortages of inputs. If the crisis intensifies in the US, there
could be significant knock-on effects for Mexico's manufacturing sector. By historical comparison,
in 2009 Mexico suffered a particularly severe recession (real GDP contracted by 5.3%), partly
because the global financial crisis coincided with the swine flu pandemic, which was discovered in
Mexico in April of that year. During this time, the government took significant early steps
including closing schools and the cancellation of events, as well as a five-day lockdown of
Mexico City. With similar economic measures now expected, we will be revising down our real
GDP forecast to reflect another year of contraction (at about 1.1%).

Despite these vulnerabilities, and Mr López Obrador's occasionally careless comments and
actions (he has been pictured in recent events hugging and kissing supporters), the country
appears increasingly to be moving towards a more aggressive posture. However, without more
draconian measures such as travel restrictions and bans on gatherings, there is still a risk that the
pandemic might spiral out of control, overwhelm a weakened healthcare system, and give a major
shock to an economy that is already weak. At a time when the government is struggling to avoid
repeating the economic policy mistakes of 2019, its job of ensuring that the healthcare system is
up to the task of dealing with the pandemic, and of minimising associated economic costs, will be
a tough double act to follow.
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Latam’s fiscal and debt dynamics in coronavirus crosshairs
March 23, 2020

As the global coronavirus (Covid-19) pandemic spreads in Latin America, the region faces
severe health, social, economic and financial challenges during the next few months, which
will have a damaging impact in the medium term.
As Latin America sinks into what is likely to be a deep recession, attention is turning to the
scope for and possible effectiveness of fiscal stimulus measures, as well as to the long-term
impact of such stimulus on the public finances.
This article looks at the challenges to the public finances in the region as revenue gets hit or
is sacrificed, and as governments scramble to roll out palliative measures and deliver fiscal
stimulus.
The picture is mixed. Some countries are better placed than others to finance big stimulus
packages. However, all will be hit by weaker revenue; the deterioration in the public finances
in the region will prove substantial and long-lasting, even when assuming some multilateral
assistance.

As Latin America sinks into what is likely to be a deep recession, the question of the region's
capacity for fiscal stimulus is crucial. In this regard, starting points matter: fiscal and debt
dynamics in most countries are weaker than before the 2008-09 global financial crisis. However,
governments in several countries (such as Brazil, Colombia, Mexico and Peru) at least controlled
past urges to borrow from overseas in the post-crisis decade of abundant liquidity, turning
instead to local capital markets (as these deepened). This will help to reduce public-sector
exposure to global US dollar funding stresses. Others (including Costa Rica and Ecuador) have
dialled up bond issuance in recent years to plug fiscal gaps, and now look increasingly at risk.
This is especially the case for Argentina, which will struggle to pull off an orderly restructuring
with creditors of its US$83bn in stressed, foreigncurrency debt. Brazil and Mexico—the region's
heavyweights—should be able to deploy some limited stimulus without stoking fears around debt
sustainability, even though they are still likely to come out the other side with weakened public
finances and a weaker medium-term outlook, amid a necessity for renewed fiscal consolidation.

Calm before the storm

In what is good news for the region, Latin American sovereigns (and corporates) in several
countries took advantage of extremely favourable conditions in international financial markets
before the coronavirus crisis went global, issuing a record US$33.6bn in US dollar bonds in
January, according to data from Refinitiv's International Financing Review data, and another
US$4bn equivalent in other currencies (including the euro and the Swiss franc). Several
sovereigns such as Chile, the Dominican Republic, Mexico and Paraguay raised funds with 30-
year maturities. Other sovereigns such as Colombia also tapped for a shorter period (ten years),
and in several cases this means that they achieved their budgeted external borrowing
requirements for 2020.

However, as the coronavirus spread from China to the West and sparked market panic,
international investors pulled capital from emerging markets, effectively closing the door on new
bond issuance for the time being. According to the Institute of International Finance, non-
resident investors have withdrawn US$78bn from emerging markets in total (including Latin
America) since January 21st. The sell-off and perceptions of the impact of the coronavirus
pandemic on Latin American sovereign creditworthiness is visible in the rise in credit default swap
rates (below).
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Although the number of confirmed coronavirus cases (and deaths) is still lower than in Europe
and the US, most Latin American governments have implemented containment and social-
distancing measures fairly quickly, in many cases closing borders and dialling down business
activities. At the same time, the region's central banks are dusting off the tools that they used
during the global financial crisis to help to ease liquidity constraints and support the functioning
of local capital markets. Central bank policymakers are deploying some reserves and introducing
financial instruments to curb currency volatility, while mostly remaining cautious in the face of the
financial tsunami. Banks, particularly public banks in places such as Brazil, are easing credit terms
to ensure corporates have working capital. At the international level and as part of a coordinated
response, the Federal Reserve (the US central bank) has also switched back on the temporary
huge dollar swap lines deployed in 2008, offering those in Brazil and Mexico (and six other large
central banks) US$60bn each in order to ease the blockage in dollar-funding markets.

Public finances: whatever it takes?

Even with these measures, much of the focus is turning to the fiscal response, to the extent and
effectiveness of fiscal stimulus measures, and to how far the public finances in the region will be
able to bend without breaking. With the median public debt/GDP ratio in Latin America
approaching 60%, by and large (with the exceptions of Chile and Peru), space for substantial
increases in public spending is limited. To the extent that they are able, policymakers have been
hastily cobbling together palliative measures and stimulus plans. Chile's strategy seems the most
robust so far, valued at more than 4% of GDP . Argentina, Peru and Brazil have announced
measures worth between 0.3%-1.3% of GDP. Colombia has announced help but its policymakers
are still crunching the numbers. Mexico's populist president, Andrés Manuel López Obrador, has
yet to announce measures (although we think these will soon be forthcoming) as he initially has
been in denial about the severity of the crisis, much like Brazil's populist president, Jair Bolsonaro.
In some cases, the stimulus has been made possible by juggling budget items around in order to
re-allocate resources to more pressing concerns, such as increasing health spending and
providing income support for the newly unemployed, the poor and the elderly. Little leeway will
be left to stimulate demand, either in the short term or (just as importantly) during a putative
recovery phase, to help get the region's economies back on their feet. It is at this point that a
productivity-enhancing public investment programme would be optimal, but resources (and
planning) are likely to be lacking.

Weak revenue and worse public-debt indicators

Further complicating the public finances and limiting the capacity for stimulus is the fact that, on
the revenue side, income will take a hit from lower economic activity, from tax breaks to protect
jobs and businesses, and from softer exports receipts amid weaker commodity prices. The plunge
in oil prices, on the back of a price war between large oil-producing nations will hurt oil exporters
in the region, such as Colombia, Ecuador and crisis-ridden Venezuela. Mexico's expensive
US$1.4bn oil price hedge, which covers much of Pemex's (the state-owned oil company) 1.7m-
barrels/day production, now looks extremely savvy as it will shield government revenue (the
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government secured a price of US$49/barrel set in the 2020 budget). Even so, weaker
macroeconomic performance and heightened pressure on Pemex's (publicly guaranteed) finances,
will push Mexico closer to a sovereign downgrade from the major ratings agencies, with negative
implications for borrowing costs.

The fiscal impact in terms of lost revenue and increased spending will vary from country to
country but will probably be in the order of 1-5% of GDP. The scope for fiscal slippage will also
reflect how much local and international (voluntary and multilateral) creditors will be willing to
lend, and at what cost. Coming in to the crisis, domestic and global bond yields of many Latin
American sovereigns were low but have risen sharply. The global bond markets will probably be
shut for emerging-market issuance for several weeks or months, or the costs will be prohibitive.
This will oblige governments to lean more heavily on the local capital markets, pushing up
borrowing costs. That said, the IMF and multilateral banks—the World Bank, InterAmerican
Development Bank and the Development Bank for Latin America (CAF)—are likely to step in with
increased financial assistance.

After the maelstrom

Public debt/GDP ratios are likely to rise by up to 10% of GDP (in some cases exacerbated by
currency weakness, which boosts the burden of foreign currency debt), leaving a difficult legacy
that will require policymakers to pursue politically unpalatable consolidation measures thereafter.
As many firms are likely to go out of business despite temporary government support, the fabric
of the region's productive sector will be damaged—hurting the tax revenue base and dampening
the economic outlook. Needless to say, the hit to the region's public finances would be even
heavier if the pandemic does not peak by mid-2020 in the West (as we currently assume) and,
instead, the world suffers a more prolonged outbreak.
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Tourism sector to face major hit from coronavirus

March 23, 2020

The Mexican tourism sector is bracing for a major hit as a result of the novel coronavirus
(Covid-19) pandemic. A sharp decline in international visits, as well as a reduction in domestic
tourism demand, has the potential to make tourism one of the most badly affected sectors of the
Mexican economy. Currently, the government (whose response has so far been lacking) has not
offered any sectoral measures, but will be forced to, once the scale of the impact
becomes clearer.

According to the latest data by the Ministry of Tourism, the sector employed 4.4m people in the
fourth quarter of 2019, a record high. This represented 7.9% of the labour force. Jobs in tourism
also tend to be higher paid than the national average. Furthermore, the sector contributes 8.7% to
overall GDP. The pandemic comes at a time when Mexico's tourism industry has increased
phenomenally, turning the country into the sixth-most visited international destination,
surpassing the UK.

There is currently no recent available data that would incorporate any of the fallout on travel as a
result of the pandemic, although the World Travel and Tourism Council has estimated that the
travel sector could suffer a contraction of 25% this year. Much will depend on the state of the
outbreak in the US, which is the main source of tourists to Mexico, as well as any domestic
policies to restrict travel from badly affected countries.

Sectoral measures will be needed

Although Mexico currently has a small, albeit rapidly rising, number of cases (316 confirmed as of
March 23rd), the government has taken a slow response to the outbreak; however, in recent days
it has intensified containment measures. No sectoral measures have been announced so far and
there has not been any announcement of relief for businesses facing job losses, which is likely to
intensify given that the otherwise busy Easter holiday period is just two weeks away.
The government has not yet imposed any travel restrictions, however, and it is possible that the
country's resorts could see some inflows from abroad, although clearly not at the level expected
during most years. A decline in tourism will also have knock-on effects on other sectors, such as
the restaurant industry and, to a lesser extent, retail. Although the impact of lower international
visitors is likely to be the main concern, the decline of domestic tourism demand from social-
distancing policies (whether imposed or voluntary) will end up affecting many small towns and
resorts that are geared for the domestic market.

Given the importance of the tourism industry, the government cannot afford to ignore its decline,
particularly since it has focused some of its flagship social programmes around tourism, such as
the controversial Tren Maya, a train around the Yucatán peninsula—one of the country's most
important travel destinations. However, the government currently is facing a fiscal dilemma of its
own making, as the 2019 and 2020 budgets offer little room for emergency bailouts or guarantees
that could be undertaken without breaking the government's fiscal targets. Given the likelihood
that the tourism sector will see the impacts of the pandemic before others (such as manufacturing
for example), it could be a litmus test to measure how far the government is willing to go to ensure
the survival of the country's most competitive industries.

For now, we assume wide-ranging effects from the coronavirus in Mexico, including from the
impact of tourism. Our forecasts assume a contraction in real GDP in 2020 (of 1.5%), and for an
only modest recovery in 2021 (of 0.5%). We expect the government to take some limited fiscal
measures to address the crisis and now forecast a wider fiscal deficit and debt/GDP ratio for 2020-
21. Furthermore, the decline in services income from tourism has led us to downgrade our current-
account forecasts; we now expect a deeper current-account deficit than previously anticipated
(2.5% of GDP).

A pandemic-induced recession bears down on Latin America

March 27, 2020: Economic outlook

The coronavirus (Covid-19) pandemic is bringing a sudden halt to economic activity in Latin
America and the Caribbean (LAC) and across the world. The disruption is generating a global
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downturn that will, in the view of The Economist Intelligence Unit, prove even steeper than the
global financial crisis of 2008-09.
We are in the process of revising down our forecasts to account for our increasingly
pessimistic view of the global economy. We now expect a contraction in global GDP of 2.1% in
2020. Downward revisions to our forecasts for Latin America and the Caribbean mean that
the region will again be one of the worst performers in the global economy, with regional
average GDP contracting by 4.8% this year.
Bearing in mind that there is an unusually high degree of uncertainty attached to these
forecasts, this article is intended not just to set out our forecasts, but also to highlight some of
the key indicators that our analysts are tracking. We believe that these indicators will be
crucial in determining the severity of the nearterm downturn—as well as the strength of the
postCovid recovery—for major LAC economies.

Although there are a huge number of factors that will ultimately determine the impact of the
coronavirus on Latin America's economic performance this year, we are (broadly speaking)
monitoring three main areas: healthcare-related factors including health system capacity and
government containment policy; the economic policy response including fiscal and monetary
policy; and structural factors that will either help or hinder economic recovery.

Some basic trends (laid out in the heat map below) are already evident. First, Latin American
economies are extremely vulnerable, relying heavily on the external sector, commodities, services
and a large—and largely unprotected— informal sector. Second, the containment response has,
on the whole, been rapid and robust, reflecting health system weaknesses that would amplify the
effects of an unchecked escalation of the virus. Third, the economic policy response, although
not quite "whatever it takes", is likely in many cases—but not universally—to be firm,
notwithstanding already high debt burdens and the likelihood of a long-term debt hangover for
the region that could further complicate the longer-term prospects for LAC economies.

Healthcare considerations: rapid response

Governments across the region, with a few notable exceptions, have been quick to respond to the
coronavirus outbreak. For the median LAC country, there have been just nine days between the
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confirmation of the first coronavirus case locally and the complete lockdown of the country. Some
of the poorest countries—including El Salvador, Guatemala, Honduras and Venezuela—were
among the quickest to respond, most likely in recognition of the extremely limited capacity of their
healthcare systems to deal with a protracted public health crisis. By contrast, governments in
Mexico and Brazil, countries which boast significantly better healthcare systems, have been
dragging their feet on implementing even the most basic non-pharmaceutical interventions.

In countries where social distancing measures have not been implemented, the federal
government appears to have calculated that the near-term economic cost of shutting down non-
essential activity in the country is extremely steep and should be avoided for as long as possible.
In some cases, local governments have stepped in to make the difficult decisions. For instance, in
late March, the governors of two of Brazil's most populous states, São Paulo and Rio de Janeiro,
unilaterally imposed state-wide lockdowns. Similarly, in Mexico, mayors and governors across the
country have been imposing restrictions on economic activity and mandating quarantine periods.
However, these ad hoc measures will not act as a substitute for centralised policymaking at the
national level, leaving vast swathes of the population vulnerable to the pandemic.
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Social distancing is just the first step

It is all but a foregone conclusion that the implementation of strict social isolation measures will
generate a sharp decline in activity throughout the region in the near term, with LAC economies
gearing up for a deep recession in the first half of the year. This contraction will be unavoidable,
given that services alone account for three-fifths of the region's GDP. However, in our view (and
in that of the majority of regional policymakers), governments will necessarily have to sacrifice
GDP growth in the near term if they are to avert a much more calamitous public health—and
economic—crisis later on.

Some countries, such as Argentina, Colombia, Paraguay and Peru, have already indicated that
national quarantine measures will last until mid-April or beyond; others are likely to follow suit in
the coming days. The severity and duration of social distancing measures will ultimately depend
on the steps taken by individual countries to increase testing and to trace and isolate infected
individuals. Within LAC, Peru has been at the forefront of pursuing an aggressive testing
strategy. The Peruvian administration has purchased 1.6m coronavirus test kits from China, with
the first batch of 330,000 tests arriving on March 27th. A similar number of tests will be imported
in each of the following weeks until the purchase order has been completed. At the same time the
Peruvian government is working with the private sector to expand laboratory capacity
significantly, with the aim of increasing the testing rate from about 500/day to 5,000/day in the
coming weeks. Countries like Chile, Colombia and Ecuador are starting to take similar measures.
However, in most of the region, the rate of testing remains inadequate, which could prolong
ongoing quarantine periods and cause even more economic pain.

Policy stimulus: cushioning the blow

During this period of crisis, governments will need to use the levers of fiscal policy, not only to
minimise economic damage during the sudden stop, but also to give momentum to a recovery
when one eventually materialises. Stimulus measures are already being rolled out, to varying
degrees, across the region. Plans to support consumption include direct cash transfers, increased
social insurance benefits, higher pension payouts and payroll cost subsidies. On the investment
side, governments have increased budgets for public works (particularly in health infrastructure),
provided tax relief or tax deferrals for businesses and instituted low-cost credit lines to help small
and medium-sized enterprises (SMEs) to stay afloat.

In theory, the magnitude of the stimulus in a given country should be proportional to its available
fiscal space. We expect countries like Chile and Peru to implement substantial countercyclical
policy, which will be financed easily, given their low debt levels and solid macroeconomic
fundamentals. Nevertheless, many regional governments are expected to dole out sizeable fiscal
packages despite having already high levels of indebtedness. In Argentina, for instance, a
significant part of new public spending will be financed through money printing. In Brazil, Chile
and Colombia, governments can be expected to borrow more, at higher interest rates, from
domestic debt markets. However, many of the smaller economies in the region have shallow
domestic capital markets, making their financing constraints more binding. For these countries, the
government's ability to spend will depend significantly on the extent to which they can access
increased bilateral and multilateral credit.

Latam's glaring structural weaknesses return to the
spotlight

Even governments that pull out all the stops on the fiscal front have numerous challenges ahead.
Many regional governments face large administrative costs, low technical capacity and high
levels of corruption, all of which constrain the effectiveness of fiscal policy in stimulating demand.
Implementing targeted fiscal policy is complicated even further by high levels of informality. In the
median LAC country, over half of the workforce is informally employed, effectively leaving a large
share of labourers outside the ambit of traditional safety nets.

Although some countries have policies in place aimed specifically at protecting informal workers,
there are numerous implementation problems arising from a lack of financial inclusion. According
to the World Bank's Global Financial Inclusion Database, only 39% of adults in LAC have an
account with a formal financial institution. This is below the comparable level for Central Asia
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(45%), East Asia and the Pacific (55%), and developing economies more broadly (41%).

Another major structural vulnerability, which fiscal policy can do little to address, is the region's
dependence on the external sector. Many LAC countries continue to rely on remittances from
abroad to support private consumption. As the global economy struggles, this flow of income will
decline considerably, further dampening economic prospects. Central America and the Caribbean
will be the hardest hit, given that remittances account for close to 10% of GDP in these two sub-
regions.

However, a more important channel of transmission from external demand to domestic activity will
arguably be the dramatic fall in LAC exports. Having made only moderate progress on economic
diversification in recent decades, many regional economies still rely heavily on commodity exports
to drive economic growth. The region's commodity exporters are now faced with the double
whammy of collapsing commodity prices (which reduce economic rents) and lower export
volumes. Our forecasts continue to be underpinned by the assumption of a recovery in the global
economy starting in the second half of 2020. However, risks to this assumption are high, and a
protracted global recession would weigh all the more on the prospects for economic recovery in
LAC.

Finally, going beyond structural economic deficiencies, we also recognise that a number of
idiosyncratic factors are at play in countries across the region, which will undoubtedly influence
how they emerge from 2020. Argentina finds itself in the middle of extremely difficult debt
restructuring negotiations, and a disorderly default in the current context would be devastating
for the economy. The situation in both Bolivia and Chile is marred by low levels of social cohesion
and public trust in the aftermath of political crises in 2019, which will complicate governability and
policy implementation. In Nicaragua and Venezuela, the ruling authoritarian regimes will struggle
to keep their patronage systems afloat, raising the risk of a perfect storm of political and economic
instability. Bearing all of this in mind, we view the balance of risks to our economic outlook for
LAC as being heavily skewed to the downside.

The outlook

Looking (for example) at monthly data from China and the US, which give us an early indication of
the impact of coronavirus containment measures, and at non-conventional high-frequency data,
such as online restaurant bookings, it has become clear that the blow to the global economy will
be much more severe than we thought just weeks ago. In this environment, sharp downward
revisions to our forecasts are taking place. We now project a contraction in LAC GDP of 4.8%, a
recession that will outpace that of all regions of the world apart from the euro zone.

Among Latin America's big six economies (LAC6), we are projecting contractions ranging from
about 2.5% for Peru (which was growing moderately before the crisis, has space for fiscal stimulus
and has enacted strong containment measures that will bolster confidence in government and
support demand in the second half of 2020 and into 2021), to 6.7% for Argentina (which is
confronting the coronavirus crisis amid already recessionary conditions and a brewing debt
crisis). For these countries, and for the entire region, we recognise a high level of uncertainty
surrounding our forecasts, but we will continue to take major considerations around health policy
response, stimulus measures, structural conditions and starting points into account in our GDP
forecasts. We believe that such considerations will be vital to determining which countries emerge
most quickly—and most sustainably—from this year's recession.

Real GDP growth forecasts, 2020, Latin America and the Caribbean

 January 2020 forecast Current forecast

Brazil 2.4 -5.5

Mexico 0.9 -6.3

Argentina -1.4 -6.7

Colombia 3.0 -3.0

Chile 1.2 -4.8

Peru 3.2 -2.5

LAC 0.9 -4.8

Source: The Economist Intelligence Unit.
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Coronavirus will put government finances under strain

March 31, 2020

The size of the coronavirus shock to fiscal policy will be comparable only to the second world
war and the global financial crisis.
For now, governments are ramping up fiscal spending to fight the epidemic, maintain basic
economic architecture and keep workers in their jobs.
As a result, fiscal deficits will rise sharply in the coming years. Yet, another decade of
austerity to curb mounting fiscal deficits might not be feasible politically or socially.
Instead, higher corporate and personal taxes might be coming, although it is not certain that
such measures will be enough to prevent sovereign debt crises.
If such crises unfold, for instance in more vulnerable southern European countries, they
could spread quickly across developed and developing markets.

All around the world, responses to the 2008-09 global financial crisis caused government deficits
and public debt to jump as a proportion of GDP. During the following decade governments sought
to narrow these deficits and reduce their debt stocks, either through reducing spending or
expanding their economies.

In developed markets, these attempts have had some success. The aggregate public debt/GDP
ratio in western Europe, for instance, fell to 79% in 2018, from 85% in 2012 and about 60% before
the crisis. Despite these improvements, public debt levels remain high overall, especially in
southern Europe; in Italy, for instance, public debt represents about 130% of GDP. Such high debt
levels will constrain governments' ability to support their economies during the epidemic and their
range of policy options after the epidemic is over.

Fiscal stimulus to the rescue

It is already clear that fiscal policy is playing a bigger role in governments' response to the
epidemic than it did during the global financial crisis. This is because there is less that central
banks can do this time. The anaemic nature of economic growth since 2009 has prevented major
central banks from returning policy interest rates to their pre-crisis levels. Instead, central banks
have pushed further into monetary policy unorthodoxy, with headline interest rates close to zero.

Instead, governments in many developed countries have concluded that increasing public
expenses, and therefore public debt levels, is preferable to the widespread destruction of
productive capacity during the epidemic. As yet, it is impossible to know how big budget deficits
will be or how large public debt burdens will become—all the more so as some new contingent
liabilities (such as debt guarantees) will be hard to keep track of. Many governments in Europe
have pledged wage-support schemes to enable firms to keep their employees. The cost of these
policies is highly dependent on the duration of the epidemic. The US and several developed
Asian countries have taken a slightly different approach, of increasing unemployment and social
security benefits, rather than trying to keep workers in their jobs. The outcome on fiscal positions
will be the same, however: a dramatic deterioration.

Developed economies will struggle to curb mounting
fiscal deficits

For the most reliable sovereigns, the cost of servicing these much higher levels of public debt will
not be an immediate cause for concern. Interest rates and bond yields will probably end the
epidemic at levels lower than at the end of the global financial crisis (or, in other words, at lower
levels than at any point in history). The prospect of central banks raising interest rates quickly
(which would lead to an increase in borrowing costs for sovereigns) is also slim; all of the
constraints that prevented them from doing so over the past decade remain, with the addition of
much higher levels of unemployment and much lower levels of real GDP.

However, the debt pile-ups will eventually have to be confronted. To curb fiscal deficits, it does
not seem credible that governments in most developed countries will be able to pursue austerity
strategies as many did after the global financial crisis, although this may be more of an option in
some regions (notably Asia). Austerity absorbs political capital, and there might not be enough
left to pursue such a plan, especially as the last period of belt-tightening was so recent.
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Government are also unlikely to be able to make the sorts of savings made that could meaningfully
reduce debt stocks; in many economies the public sector is much smaller than before the financial
crisis, and cuts to healthcare spending, for instance, appear unlikely since the epidemic has
exposed the serious problems created for health systems by recent austerity measures.

Debt crises might be coming

Instead of dramatically cutting spending, governments are therefore likely to look at the other side
of their balance sheets and consider raising fiscal revenue. Among advanced economies, the
trend over the past 40 years has been one of lower corporate and personal income taxes.
Demographic changes were going to force governments to reverse this eventually; the
coronavirus might mean that they will have to do it sooner. However, it is not clear whether
governments will be able to raise taxes quickly enough for such measures to be sufficient. In
addition, investors' appetite for increased amounts of sovereign debt may wane.

As a result, many developed countries may, in the medium term, find themselves on the brink of a
debt crisis. This is compounded by the fact that many of the European countries that are among
the worst affected by the epidemic, such as Italy and Spain, already had weak fiscal positions
before the coronavirus outbreak. Southern European states are still recovering from years of
austerity and combine high levels of public debt, an ageing population (which is more affected by
severe forms of the coronavirus) and persistent fiscal deficits. A debt crisis in any of these
countries would quickly spread to other developed countries and emerging markets, sending the
global economy into another, possibly much deeper, economic crisis.
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	Briefing sheet
	Political stability
	The president, Andrés Manuel López Obrador, will face challenges in the months ahead, as the government struggles to contain the effects of the novel coronavirus (Covid-19) pandemic. The government only declared a public health emergency on March 30th (much later than elsewhere in the region), after local cases exceeded 1,000. Before this, Mr López Obrador consistently downplayed the severity of the pandemic, continuing to appear in public and host events until late March. The president's foot-dragging on the pandemic (which followed his tin-eared response to a femicide crisis earlier in March) cost him in popularity. Recent polls show the president's approval rate falling below 50% for the first time since he took office in December 2018, marking an official end to the president's prolonged honeymoon period. The results show that these latest missteps add to growing citizen concerns over the president's failures to enact other parts of his agenda.

The coronavirus crisis will sap political energy from the president's goal to€"transform" Mexico, especially before the July 2021 mid-term elections. Opposition parties will feel increasingly emboldened to challenge Mr López Obrador. Until recently, the president appeared invincible, securing high levels of public support and rapidly asserting dominance over Mexico's political institutions. His populist rhetoric also allowed him to dominate the political narrative and deflect criticism on tough issues. However, Mr López Obrador is supported by majorities in both€houses of Congress, through the Juntos Haremos Historia coalition, which includes the president's left-wing Movimiento Regeneración Nacional (Morena) and several smaller, ideologically diverse parties. The coalition holds seven of the 32 state governorships, and Morena and its allies control 18€of the 32 state legislatures. Furthermore, high levels of€political polarisation have allowed Mr López Obrador to place loyalists in important posts that were vacated owing to policy disagreements (the president takes a highly personal approach and publicly clashes with those who disagree with him). In addition, the government's fiscal austerity has caused experienced personnel to leave the public sector. These changes call into question the independence of institutions, which remains a weak point in the country's relatively young democracy.

Crime and corruption will remain serious causes for concern among the public and investors alike; 2019 was another record year for homicides, and Mexico continues to score poorly in corruption indicators. Mr López Obrador has not€€yet succeeded in producing a comprehensive strategy to combat these intertwined issues and has been hostile to the necessary institution-building that such an effort would require. We therefore do not expect a significant reduction in violence in the 2020-24 forecast period.


	Election watch
	The next elections (congressional, provincial and municipal) are due in July 2021. The outcome will depend on Mr López Obrador's ability to manage the coronavirus crisis, and if he is able to regain public trust. If he is not, traditional opposition parties (such as the Partido Revolucionario Institucional and the Partido Acción Nacional, both of which suffered heavy losses in the 2018 elections) will be more likely to gain at Morena's expense. However, there is also a risk that anti-incumbency sentiment leads to an even greater breakdown of the traditional party structure.

Congress has approved a constitutional amendment that will allow a public consultation on revoking the president's mandate in the fourth year of his six-year term (fulfilling one of his campaign promises). We expect that this recall vote will be held in 2022 and that Mr€López€Obrador will be confirmed in office (although risks to this forecast are now high). There have been concerns that the president will try to engineer his re-election in 2024, but he has vowed to respect the constitution (which permits just one term for presidents); we expect him to stick to this€pledge.


	International relations
	Foreign policy has taken a back seat under Mr López Obrador, and we expect this trend to continue, despite the global demands of the pandemic. The president has focused on domestic policy, with little emphasis on Mexico's global role. He has not travelled abroad as president and has missed important global meetings.

However, the president cannot afford to ignore Mexico's relationship with the US, the country's dominant trade and investment partner, and home to almost all of its 12m emigrants. Despite occasional harsh rhetoric (and the threat by US president Donald Trump in June 2019 to unilaterally impose tariffs on Mexico unless the country did more to combat Central American migration to the US), the relationship has remained cordial. All parties have now approved the US-Mexico-Canada Agreement (USMCA)—the successor to the North American Free-Trade Agreement—and we expect it to come into force later this year.

Relations with the Asia-Pacific region are anchored by the Comprehensive and Progressive Agreement for Trans-Pacific Partnership, an 11-member free-trade bloc that came into effect at end-2018. Mexico will seek to broaden its relations with China (which Mexico has traditionally viewed as a rival for the US market) but progress is—and will continue to be—limited by its need to avoid antagonising the US.


	Policy trends
	In the short term, the government will be preoccupied with its response to the coronavirus outbreak, rather than addressing Mexico's structural shortcomings. The government so far has issued a recommended quarantine and some employment protection for formal sector workers. However, Mr López Obrador so far has appeared to deny the severity of the crisis. His government has yet to announce economic support measures for displaced workers—which will be particularly important for Mexico's informal sector employees, who make up about 60% of the labour force—but we expect these to be forthcoming. Mr López Obrador is likely to focus protections on Mexico's poor. Efforts to  improve conditions for the poor so far in his term have included an extension of labour rights and a cumulative 39% rise in the minimum wage to Ps123.2 (US$5) per day. Policymaking later in the forecast period will hinge on the outcome of the 2021 election, and whether Morena and its allies continue to hold their majority.

The government's weak response to the coronavirus will hit investment hard, especially bearing in mind that uncertainty regarding contract rights, the rule of law, economic policymaking and the business environment will persist. Mr López Obrador has relied on public consultations (in the form of refer-endums) on several policy issues and investment projects. Such referendums have been used to cancel a handful of multi-billion dollar investment projects amid local opposition. The financial health of Pemex, the state oil firm, will also weigh on the outlook. Pemex is the most indebted oil company in the world and recorded losses of US$17.5bn in 2019, despite several government rescue packages last year. Given the present low oil price environment—which will exacerbate existing shortcomings—we expect Pemex to be downgraded to junk status by another of the three major ratings agencies this year (Fitch did so in June 2019). In this event, we would expect the state to bailout the company by absorbing some of its liabilities, but this will have an impact on Mexico's own sovereign rating.

Longer-term challenges for policymakers include poor educational outcomes, low levels of banking penetration, weak competition in some domestic sectors and high levels of informal employment. Recent reforms to address some of these areas will be slow to bear fruit, given institutional weaknesses and the nebulous nature of the president's policy proposals.


	Fiscal policy
	The coronavirus pandemic will put strain on the public finances in 2020-21, given our expectation of government stimulus and lower revenue collection amid a weak economy. We also expect higher debt-servicing costs, owing to expected downgrades of Pemex and their knock-on effects on the sovereign rating. We expect the fiscal deficit to widen from 1.7% of GDP in 2019 to 4.2% of GDP in 2020. It will narrow slightly but remain wide, at 3.9% of GDP in 2021, given our expectation of a weak economic recovery and further stimulus measures that year. However, owing to the unpredictability about the eventual spread of the virus in Mexico, there are significant downside risks to these forecasts. As the virus is contained and an economic recovery gathers pace, we expect the fiscal deficit to narrow gradually, averaging 2.7% of GDP in 2022-24. This will be supported by higher oil prices, given oil's contribution to revenue.

The crisis and problems with Pemex will cause a rapid rise in the public debt/GDP ratio, which will be exacerbated by recent peso depreciation. From 47.1% of GDP in 2019, we envisage public debt rising to 58.3% of GDP in 2020, and to 59.8% of GDP in 2021, assuming that Pemex is downgraded to junk status by another major rating agency this year and the government takes on some of the company's liabilities. The ratio will fall gradually thereafter, to 57.1% of GDP in 2024, as the government returns to fiscal orthodoxy and the GDP growth outlook starts to improve. We do not expect that the government will struggle to meet its financing requirement, although financing may became more expensive as local conditions deteriorate. So far in 2020, the sovereign has made one issue (US$2.55bn) at reasonable rates. In November 2019 the IMF renewed a US$61bn flexible credit line (FCL) for two years, which we expect the government to tap in the current crisis.


	Monetary policy
	Given high real interest rates (by regional comparison), the Banco de México (Banxico, the central bank) has space to use monetary stimulus to help to combat the economic fallout from the coronavirus pandemic. At an emergency meeting in March, Banxico cut the monetary policy rate by 50 basis points, following five 25-basis-point cuts since August 2019. This left the rate at 6.5%, meaning Banxico still has significant room to cut. We expect a 100-basis-point cut in April (although the next meeting is not schedule until May), and for rates to end the year at 4.5%, although there is a strong chance that rates will be cut much further.

We expect Banxico to resume tightening of monetary policy from 2022 as the economy recovers, and for real lending rates to be about 2%, in line with the historical average. The central bank's mission to maintain domestic liquidity will be aided by a US$60bn dollar swap line with the Federal Reserve (the US central bank) in March, which Banxico has already begun to use.


	International assumptions
	Title
	 	2019	2020	2021	2022	2023	2024
Economic growth (%)
US GDP	2.3	-2.8	1.9	2.0	1.8	2.2
OECD GDP	1.6	-3.4	1.6	1.9	1.9	1.9
World GDP	2.2	-2.2	2.7	2.9	2.8	2.8
World trade	0.9	-1.4	2.1	3.6	3.7	3.7
Inflation indicators (% unless otherwise indicated)
US CPI	1.8	1.8	1.9	2.1	1.8	1.8
OECD CPI	1.9	1.7	1.9	2.1	2.0	2.0
Manufactures (measured in US$)	-1.2	0.1	3.9	4.0	3.4	3.0
Oil (Brent; US$/b)	64.0	32.1	36.3	58.5	65.0	62.5
Non-oil commodities (measured in US$)	-6.2	0.9	4.7	0.5	1.1	1.3
Financial variables
US$ 3-month commercial paper rate (av; %)	2.2	0.6	0.5	1.2	1.9	2.2
Exchange rate: ¥:US$ (av)	109.0	108.2	108.0	104.2	102.4	98.5
Exchange rate: US$:€ (av)	1.12	1.10	1.12	1.17	1.21	1.24

	Economic growth
	Title
	The impact of the coronavirus
The novel coronavirus that originated in December 2019 in Wuhan in central China is now a global pandemic. Our forecasts for Latin America and the rest of the world have been subject to drastic downward revisions, based on a set of assumptions around the path of the coronavirus, including an infection rate of around 50% of the world population. We assume that 20% of cases will be severe, and that 1-3% will result in deaths. Death ratios will depend on the capacity of countries to detect, track and contain the epidemic. Our forecasts also assume that a vaccine will be available around end-2021 and that the coronavirus will become a seasonal disease, with another outbreak in the northern hemisphere winter season of 2020/21.

Quarantine measures are producing a sharp supply-side shock, hitting working hours and productivity. Manufacturers will suffer from disruption to global supply chains (Chinese exports contracted by more than 17% in the first two months of the year). We assume that supply-side disruptions will be relatively short-lived, but demand effects will be long-lasting. A decline in confidence is likely to persist after quarantine measures have been lifted. People may continue to avoid public spaces for fear of contagion, and tourism may not resume immediately. Households will limit their consumption in response to a loss of income, and businesses will delay investment.

In this environment, we have revised our forecasts down sharply, and now believe that the global recession will be steeper than during the 2008-09 financial crisis. We have revised down our GDP growth forecast for China to 1%, and now expect US GDP to contract by 2.8%. All of this is despite the introduction of stimulus measures to prop up economic growth. The scope and nature of fiscal stimulus, along with the effectiveness of containment policies, will have some bearing on the extent of the downturn around the world, but a global recession is nonetheless unavoidable.

Economic growth
Against this backdrop, the outlook for Latin America's economies is a difficult one. We are in the process of revising our GDP forecasts for the entire region to show a contraction of 4.8%. All of the region's major economies will be in recession, with the contraction among Latin America's big six economies ranging from 2.5% for Peru to 6.7% for Argentina. There is an unusually high degree of uncertainty attached to our forecasts, and we will be monitoring key indicators related to the response of the region's health systems, economic policy measures and structural challenges closely.

The coronavirus pandemic will exact a huge economic toll on Mexico. We  forecast a contraction of 6.5% in real GDP this year, owing to steep contractions in private consumption and investment. On a quarterly basis, we forecast a moderate contraction in the first quarter, given already weak US demand in that quarter, and reports of supply-chain disruptions in February-March, owing to missing parts from China. We then expect an especially steep quarter-on-quarter contraction in the second quarter, as containment measures in Mexico and weak external global demand severely hit the economy. We expect the effect of weak external and domestic demand to persist into the summer months—given the country's relatively late response to the crisis—and for positive growth to resume only in the fourth quarter. Growth will be slow to recover in 2021. Although real GDP growth will come in at 2.4%, this implies a weak statistical rebound. We expect growth to recover much more gradually than after the 2008-09 global financial crisis, given slowness in restoring global supply chains in manufacturing, a slow recovery in tourism (as concerns around the virus persist) and still weak investor confidence.

Real GDP growth should pick up later in the forecast period, averaging 2.6% per year in 2022-24. Our medium-term projections assume that structural reforms implemented in recent years will not achieve their full potential, owing to institutional deficiencies and Mr López Obrador's policy priorities. Weak public investment and high levels of poverty will also hold back growth.

On the supply side, export-orientated manufacturing is threatened by possible protectionist measures from the US, although the ratification of the USMCA removes some uncertainty. However, longer-term prospects for export-orientated manufacturing remain good in view of low wages, a relatively skilled workforce and deep integration into US value chains. The energy sector will be boosted by reforms and increased output as concessions to private firms come on stream, but progress will be slow and will not materialise until later in the forecast period. Lower electricity prices and greater interconnection with the North American energy grid will help to reduce input costs for businesses. Tourism will perform well once the virus is contained, but other services subsectors will be sluggish, owing to weak competition and regulation.

Economic growth
%	2019a	2020b	2021b	2022b	2023b	2024b
GDP	-0.1c	-6.5	2.4	2.2	2.8	2.8
Private consumption	0.6	-6.9	1.5	2.2	2.4	3.0
Government consumption	-1.9	1.3	0.7	0.9	1.5	1.8
Gross fixed investment	-5.1	-12.6	-2.0	1.9	2.5	2.7
Exports of goods & services	1.1	-2.3	3.2	3.8	4.3	4.3
Imports of goods & services	-1.1	-2.9	2.7	3.7	3.7	4.4
Domestic demand	-0.9	-7.4	1.7	1.8	2.5	2.8
Agriculture	1.9	1.5	3.8	3.5	3.5	3.5
Industry	-1.8	-3.0	2.0	2.0	2.0	2.0
Services	0.4	-8.5	2.5	2.2	3.1	3.1
a Economist Intelligence Unit estimates. b Economist Intelligence Unit forecasts. c Actual.

	Inflation
	The peso's value has dropped dramatically so far this year, and in normal circumstances we would expect this to create substantial price pressures. However, in the current environment, we expect exchange-rate pass-through to be limited. Weak consumer demand and lower oil prices during the pandemic will cause inflation to slow to an average of 2.9% in 2020 and 2.6% in 2021.

As the economy and consumer demand recover, we expect inflation to average 3.6% in 2022-24. However, it will remain within the 2-4% target band during the forecast period. There are some risks to our forecast, which assumes that demand effects outweigh the exchange-rate shock. In this context, we will be looking closely at indicators such as inflation expectations in the coming weeks.


	Exchange rates
	The peso's value plummeted in March amid the collapse in oil prices. On April 3rd it stood at Ps24.6:US$1, representing a 29% depreciation from the start of the year. The peso will be subject to significant volatility amid the ebb and flow of the crisis, including announcements of any forthcoming stimulus measures.

However, we expect the currency to stabilise in the coming months, and start to gain some ground later in the year, supported by the Fed swap and the country's access to finance such as the IMF FCL. The peso should resume a modest appreciation from 2022 amid an economic recovery and higher oil prices, but in real trade-weighted terms it will remain below its ten-year average, supporting export competitiveness.


	External sector
	Lower prices for Mexican exports, a dramatic drop in tourist arrivals and reduced remittances from the US amid the coronavirus pandemic will widen Mexico's current-account deficit from 0.2% of GDP in 2019 to 2% of GDP in 2020, despite our expectation of severe import compression. The deficit will narrow slightly thereafter as oil prices, tourism and remittances recover, but it will remain manageable in 2021-24, averaging 1.5% of GDP.

Although we expect a dramatic fall in foreign direct investment (FDI) and portfolio inflows in 2020, these will recover thereafter—supported by invest-ment in infrastructure, tourism, manufacturing and telecommunications—and should be sufficient to cover the current-account deficit in 2021-24 (we expect FDI inflows to average 2.6% of GDP in 2021-24). Mexico has a solid cushion of foreign reserves, and although we expect reserves to fall this year, they should still provide about four months of import cover in 2020-24.


	Forecast summary
	Title
	Forecast summary
(% unless otherwise indicated)
 	2019a	2020b	2021b	2022b	2023b	2024b
Real GDP growth	-0.1	-6.5	2.4	2.2	2.8	2.8
Industrial production growth	-1.8c	-4.5	1.4	2.0	2.0	2.0
Gross fixed investment growth	-5.1c	-12.6	-2.0	1.9	2.5	2.7
Unemployment rate (av)	3.5c	3.8	3.7	3.6	3.2	3.4
Consumer price inflation (av)	3.6	2.9	2.6	3.9	3.5	3.3
Consumer price inflation (end-period)	2.8	3.0	3.4	3.9	3.4	3.1
Lending interest rate	8.5	5.7	5.0	5.3	5.7	5.7
Public-sector balance (% of GDP)	-1.7	-4.2	-3.9	-2.8	-2.6	-2.7
Exports of goods fob (US$ bn)	461.5c	410.3	410.6	463.9	485.6	487.2
Imports of goods fob (US$ bn)	455.8c	419.9	421.6	475.2	495.0	498.7
Current-account balance (US$ bn)	-2.4c	-18.9	-16.9	-17.1	-13.8	-19.1
Current-account balance (% of GDP)	-0.2c	-2.0	-1.7	-1.6	-1.1	-1.5
External debt (end-period; US$ bn)	453.8c	453.5	461.7	478.3	495.0	509.5
Exchange rate Ps:US$ (av)	19.26	24.77	24.88	23.71	22.76	23.43
Exchange rate Ps:US$ (end-period)	18.85	25.03	24.06	23.68	23.54	24.67
Exchange rate Ps:€ (av)	21.57	27.31	27.93	27.62	27.42	29.00
Exchange rate Ps:€ (end-period)	21.17	27.53	27.55	28.06	28.84	30.59
a Actual. b Economist Intelligence Unit forecasts. c Economist Intelligence Unit estimates.

	Quarterly forecasts
	Title
	Quarterly forecasts	€	€	€	€	€	€	€	€	€	€	€	€
€	2019	€	€	€	2020	€	€	€	2021	€	€	€
€	1 Qtr	2 Qtr	3 Qtr	4 Qtr	1 Qtr	2 Qtr	3 Qtr	4 Qtr	1 Qtr	2 Qtr	3 Qtr	4 Qtr
GDP	€	€	€	€	€	€	€	€	€	€	€	€
% change, quarter on quarter	-0.1	-0.1	-0.1	-0.1	-0.5	-9.5	-1.5	8.8	-0.4	0.1	-0.2	-0.3
% change, year on year	0.0	0.1	-0.2	-0.4	-0.8	-10.2	-11.4	-3.6	-3.5	6.7	8.1	-0.9
Private consumption	€	€	€	€	€	€	€	€	€	€	€	€
% change, quarter on quarter	0.0	0.5	0.5	0.0	-0.9	-9.9	-1.9	8.4	-0.6	0.0	-0.4	-0.4
% change, year on year	0.0	0.7	0.7	1.0	0.1	-10.4	-12.5	-5.1	-4.8	5.6	7.3	-1.4
Government consumption	€	€	€	€	€	€	€	€	€	€	€	€
% change, quarter on quarter	0.0	-0.3	-0.8	0.9	2.6	-6.6	1.6	11.7	-2.7	-2.3	-2.7	-2.8
% change, year on year	-1.3	-2.6	-1.8	-0.1	2.4	-4.1	-1.8	8.7	3.0	7.8	3.3	-10.1
Gross fixed investment	€	€	€	€	€	€	€	€	€	€	€	€
% change, quarter on quarter	2.5	-3.6	-2.2	-1.4	-2.1	-10.9	-3.0	7.0	-1.2	-0.7	-1.0	-1.0
% change, year on year	-2.8	-5.8	-6.4	-4.7	-9.0	-15.9	-16.6	-9.5	-8.7	1.8	3.9	-3.9
Exports of goods & services	€	€	€	€	€	€	€	€	€	€	€	€
% change, quarter on quarter	0.4	2.3	-0.7	-4.6	2.5	-8.4	4.2	12.0	-2.2	0.3	-4.6	-3.0
% change, year on year	1.9	2.7	2.8	-2.7	-0.7	-11.0	-6.6	9.7	4.7	14.5	4.8	-9.3
Imports of goods & services	€	€	€	€	€	€	€	€	€	€	€	€
% change, quarter on quarter	-2.1	-0.3	0.3	-2.4	1.6	-7.4	0.7	10.6	-1.5	-1.0	-1.3	-1.4
% change, year on year	-0.2	0.7	0.0	-4.5	-0.9	-8.0	-7.6	4.7	1.6	8.7	6.5	-5.0
Domestic demand	€	€	€	€	€	€	€	€	€	€	€	€
% change, quarter on quarter	0.1	-0.3	0.0	-0.3	-1.2	-9.7	-1.6	8.6	-0.5	-0.2	-0.3	-0.8
% change, year on year	-1.1	-1.2	-1.1	-0.4	-1.8	-11.0	-12.5	-4.8	-4.0	6.1	7.5	-1.8
Consumer prices	€	€	€	€	€	€	€	€	€	€	€	€
% change, quarter on quarter	0.9	0.1	0.4	1.4	1.4	-0.2	0.0	1.4	0.8	0.0	0.8	1.6
% change, year on year	4.1	4.2	3.3	2.9	3.4	3.1	2.6	2.5	1.9	2.2	3.1	3.4
Producer prices	€	€	€	€	€	€	€	€	€	€	€	€
% change, quarter on quarter	-0.4	0.8	0.5	-0.2	0.0	1.1	0.9	1.0	1.4	1.1	0.8	0.9
% change, year on year	4.4	3.1	2.1	0.6	1.1	1.3	1.7	3.0	4.3	4.4	4.3	4.3
Exchange rate Ps:US$	€	€	€	€	€	€	€	€	€	€	€	€
Average	19.21	19.13	19.43	19.28	20.34	25.64	26.78	26.31	25.70	25.36	24.12	24.34
End-period	19.32	19.14	19.64	18.85	22.99	26.21	26.55	25.03	25.53	24.74	24.23	24.06
Interest rate (%; av)	€	€	€	€	€	€	€	€	€	€	€	€
Money market rate	8.6	8.5	8.4	7.9	6.8	5.8	4.7	4.7	4.8	4.7	4.7	4.8
Long-term bond yield	8.3	8.2	7.8	7.2	7.4	6.4	5.9	5.4	5.5	5.7	6.0	6.0

	Annual data and forecast
	Title
	€	2015a	2016a	2017a	2018a	2019b	2020c	2021c
GDP	€	€	€	€	€	€	€
Nominal GDP (US$ bn)	1,171.3	1,076.7	1,158.5	1,221.3	1,259.0	941.6	986.0
Nominal GDP (Ps bn)	18,563	20,096	21,927	23,503	24,252	23,324	24,532
Real GDP growth (%)	3.3	2.9	2.1	2.1	-0.1a	-6.5	2.4
Expenditure on GDP (% real change)	€	€	€	€	€	€	€
Private consumption	2.7	3.7	3.2	2.3	0.6	-6.9	1.5
Government consumption	1.9	2.6	0.7	3.0	-1.9	1.3	0.7
Gross fixed investment	5.0	1.0	-1.6	0.9	-5.1	-12.6	-2.0
Exports of goods & services	8.4	3.6	4.2	5.9	1.1	-2.3	3.2
Imports of goods & services	5.9	2.8	6.4	5.9	-1.1	-2.9	2.7
Origin of GDP (% real change)	€	€	€	€	€	€	€
Agriculture	2.1	3.5	3.4	2.4	1.9	1.5	3.8
Industry	1.2	0.4	-0.2	0.5	-1.8	-3.0	2.0
Services	4.3	3.9	3.1	2.9	0.4	-8.5	2.5
Population and income	€	€	€	€	€	€	€
Population (m)	121.9	123.3	124.8	126.2b	127.6	128.9	130.3
GDP per head (US$ at PPP)	18,296	19,293	19,810	20,407	20,489	19,297	19,930
Recorded unemployment (av; %)	4.4	3.9	3.4	3.3	3.5	3.8	3.7
Fiscal indicators (% of GDP)	€	€	€	€	€	€	€
Public-sector revenue	23.0	24.1	22.6	21.8	22.2a	20.9	21.2
Public-sector expenditure	26.4	26.6	23.6	23.8	23.9a	25.1	25.1
Public-sector balance	-3.4	-2.5	-1.1	-2.0	-1.7a	-4.2	-3.9
Net public debt	45.4	49.4	46.9	46.9	47.1a	58.3	59.8
Prices and financial indicators	€	€	€	€	€	€	€
Exchange rate Ps:US$ (end-period)	17.21	20.73	19.79	19.68	18.85a	25.03	24.06
Consumer prices (end-period; %)	2.1	3.3	6.8	4.8	2.8a	3.0	3.4
Producer prices (av; %)	0.4	5.4	7.7	6.6	2.5a	1.8	4.3
Stock of money M1 (% change)	16.4	15.5	10.2	5.4	4.7a	-0.5	8.4
Stock of money M2 (% change)	6.4	13.3	9.5	5.0	5.7a	-6.5	6.6
Money market interest rate (av; %)	3.3	4.5	7.1	8.0	8.3a	5.5	4.8
Current account (US$ m)	€	€	€	€	€	€	€
Trade balance	-14,599	-13,070	-10,984	-13,796	5,624	-9,587	-10,920
€Goods: exports fob	380,977	374,305	409,806	451,054	461,451	410,343	410,636
€Goods: imports fob	-395,575	-387,375	-420,790	-464,850	-455,828	-419,930	-421,556
Services balance	-9,777	-8,966	-9,868	-8,924	-6,172	-8,446	-7,369
Primary income balance	-30,925	-29,354	-29,759	-33,169	-37,175	-31,910	-30,041
Secondary income balance	24,290	27,079	30,116	32,885	35,279	31,087	31,390
Current-account balance	-31,011	-24,311	-20,495	-23,004	-2,444	-18,857	-16,940
External debt (US$ m)	€	€	€	€	€	€	€
Debt stock	426,905	422,601	441,577	452,991	453,827	453,548	461,682
Debt service paid	54,148	79,068	65,628	58,388	51,924	55,871	57,269
€Principal repayments	31,756	59,129	38,062	32,418	31,938	36,173	38,098
€Interest	22,392	19,939	27,566	25,970	19,986	19,698	19,171
International reserves (US$ m)	€	€	€	€	€	€	€
Total international reserves	177,990	178,373	175,318	176,343	182,552a	161,418	161,025
a Actual. b Economist Intelligence Unit estimates. c Economist Intelligence Unit forecasts.
Source: IMF, International Financial Statistics.

	Quarterly data
	Title
	€	2018	€	€	€	2019	€	€	€
€	1 Qtr	2 Qtr	3 Qtr	4 Qtr	1 Qtr	2 Qtr	3 Qtr	4 Qtr
Non-financial public sector (Ps bn)	€	€	€	€	€	€	€	€
Revenue	1,259.4	1,242.6	1,289.5	1,323.6	1,295.4	1,327.1	1,354.0	1,407.8
Expenditure	1,376.8	1,412.4	1,321.5	1,478.7	1,347.5	1,426.9	1,411.3	1,600.7
Balance	-117.4	-169.8	-32.0	-155.1	-52.2	-99.8	-57.3	-192.9
Industrial production (2003=100)	€	€	€	€	€	€	€	€
General	104.1	105.9	105.0	103.0	103.6	102.7	103.5	100.9
Manufacturing	112.1	115.3	115.1	114.0	113.9	115.1	116.6	112.1
Mining	80.6	78.7	77.2	73.9	74.4	72.5	74.0	73.6
Employment, wages and prices	€	€	€	€	€	€	€	€
Employment (% change, year on year)a	2.0	3.0	3.0	2.5	2.4	2.1	2.2	2.7
Unemployment rate (% of the labour force)	3.2	3.3	3.5	3.3	3.4	3.5	3.8	3.3
Consumer prices (Jul 16th-31st 2018=100; seasonally adjusted)	99.2	99.2	100.4	102.3	103.2	103.4	103.8	105.3
Consumer prices (% change, year on year)	5.3	4.6	4.9	4.8	4.1	4.2	3.3	2.9
Producer prices (Jun 2012=100; seasonally€adjusted)	94.5	96.6	97.9	99.2	98.7	99.5	100.0	99.7
Producer prices (% change, year on year)	4.1	7.1	8.3	7.0	4.4	3.1	2.1	0.6
Financial indicators	€	€	€	€	€	€	€	€
Exchange rate Ps:US$ (av)	18.77	19.38	18.99	19.83	19.21	19.13	19.43	19.28
Exchange rate Ps:US$ (end-period)	18.33	20.06	18.90	19.68	19.32	19.14	19.64	18.85
Deposit rate (av; %)	3.0	3.1	3.4	3.5	3.7	3.7	3.6	3.1
Lending rate (av; %)	7.8	7.9	8.1	8.5	8.7	8.7	8.5	8.1
3-month money market rate (av; %)	7.8	7.9	8.1	8.3	8.6	8.5	8.4	7.9
M1 (end-period; Ps bn)	4,139	4,286	4,159	4,492	4,316	4,352	4,331	4,702
M1 (% change, year on year)	9.4	12.6	7.8	5.4	4.3	1.5	4.1	4.7
M2 (end-period; Ps bn)	8,307	8,567	8,509	8,816	8,826	8,934	9,046	9,316
M2 (% change, year on year)	10.2	11.6	8.4	5.0	6.3	4.3	6.3	5.7
BMV stockmarket index (% change, year on year)	-2.5	-14.7	-5.7	-15.2	-11.0	-5.1	-16.4	9.2
Sectoral trends	€	€	€	€	€	€	€	€
Crude oil production (m barrels/day)	1.88	1.85	1.81	1.72	1.67	1.67	1.69	1.69
Crude oil production (% change, year on year)	-7.0	-8.2	-3.8	-8.6	-10.9	-9.7	-6.8	-1.9
Foreign trade and payments (US$ m)	€	€	€	€	€	€	€	€
Exports fob	105,297	113,881	113,989	117,518	108,052	119,222	116,953	116,890
€Manufacturingb	91,404	99,827	101,347	104,765	94,617	106,047	105,499	104,674
€Oil	7,369	7,964	8,115	7,152	7,001	6,880	6,140	5,963
Imports fob	107,025	116,622	119,743	120,913	109,868	114,260	117,411	113,757
€Intermediate goodsb	82,065	89,932	91,162	92,139	85,495	88,991	91,551	86,304
Trade balance	-1,728	-2,741	-5,754	-3,395	-1,817	4,962	-458	3,133
Services balance	-1,628	-2,433	-2,922	-1,942	-497	-1,665	-2,890	-1,120
Primary income balance	-14,506	-7,028	-5,437	-6,197	-15,459	-8,080	-5,253	-8,383
Net transfer payments	7,257	9,130	8,532	9,046	7,926	9,479	9,773	9,181
Current-account balance	-10,891	-3,405	-5,892	-2,816	-10,134	4,385	820	2,487
Reserves excl gold (end-period)	172,435	173,172	172,448	171,445	177,071	180,762	177,178	177,177
a Registered with the Mexican Social Security Institute. b Including maquila.
Sources: IMF, International Financial Statistics; Banco de México, Indicadores Económicos; Instituto Nacional de Estadística y Geografía; Secretaría del Trabajo y Previsión Social.

	Monthly data
	Title
	€	Jan	Feb	Mar	Apr	May	Jun	Jul	Aug	Sep	Oct	Nov	Dec
Exchange rate Ps:US$ (av)
2018	19.00	18.63	18.68	18.35	19.49	20.31	19.12	18.81	19.05	19.06	20.25	20.18
2019	19.22	19.19	19.23	19.02	19.09	19.29	19.07	19.59	19.62	19.37	19.29	19.18
2020	18.81	18.77	n/a	n/a	n/a	n/a	n/a	n/a	n/a	n/a	n/a	n/a
Exchange rate Ps:US$ (end-period)
2018	18.62	18.65	18.33	18.86	19.75	20.06	18.55	19.07	18.90	19.80	20.41	19.68
2019	19.00	19.16	19.32	18.94	19.24	19.14	19.09	20.03	19.64	19.12	19.56	18.85
2020	18.71	19.16	n/a	n/a	n/a	n/a	n/a	n/a	n/a	n/a	n/a	n/a
Public sector budget revenue (Ps m)
2018	465.2	389.2	405.0	457.7	378.2	406.6	511.0	403.9	374.6	429.3	435.3	459.0
2019	446.0	406.5	442.9	491.0	413.1	423.1	428.5	428.9	496.6	391.2	473.4	543.2
2020	540.3	n/a	n/a	n/a	n/a	n/a	n/a	n/a	n/a	n/a	n/a	n/a
Public sector budget expenditure (Ps m)
2018	491.6	443.1	442.0	431.9	414.3	566.2	434.7	431.7	455.1	401.2	454.5	623.1
2019	507.9	391.5	448.2	426.0	424.5	576.4	480.1	394.4	536.8	394.2	477.1	729.4
2020	504.1	n/a	n/a	n/a	n/a	n/a	n/a	n/a	n/a	n/a	n/a	n/a
Public sector budget balance (Ps m)
2018	-26.4	-53.9	-37.0	25.8	-36.1	-159.6	76.3	-27.8	-80.4	28.1	-19.1	-164.1
2019	-61.9	15.0	-5.3	64.9	-11.4	-153.3	-51.6	34.6	-40.2	-3.0	-3.6	-186.2
2020	36.1	n/a	n/a	n/a	n/a	n/a	n/a	n/a	n/a	n/a	n/a	n/a
M1 (% change, year on year)
2018	6.9	7.3	9.4	8.7	11.1	12.6	9.2	11.1	7.8	7.2	8.9	5.4
2019	6.1	5.7	4.3	3.6	4.4	1.5	3.3	4.6	4.1	3.2	3.7	4.7
2020	6.0	n/a	n/a	n/a	n/a	n/a	n/a	n/a	n/a	n/a	n/a	n/a
M2 (% change, year on year)
2018	8.3	8.9	10.2	11.2	12.0	11.6	9.0	10.5	8.4	7.7	7.9	n/a
2019	n/a	n/a	n/a	n/a	n/a	n/a	n/a	n/a	n/a	n/a	n/a	n/a
2020	n/a	n/a	n/a	n/a	n/a	n/a	n/a	n/a	n/a	n/a	n/a	n/a
Industrial production (% change, year on year)
2018	0.3	0.8	0.8	0.5	2.1	0.8	1.3	0.2	2.0	-0.3	-1.0	-2.7
2019	-1.2	-0.7	-2.5	-0.5	-3.2	-2.1	-2.3	-1.0	-2.1	-2.9	-1.7	-0.9
2020	-1.7	n/a	n/a	n/a	n/a	n/a	n/a	n/a	n/a	n/a	n/a	n/a
Retail sales (% change, year on year)
2018	-0.5	-0.3	3.7	-0.6	1.6	2.6	1.5	1.7	3.2	2.1	3.8	-0.5
2019	n/a	n/a	n/a	n/a	n/a	n/a	n/a	n/a	n/a	n/a	n/a	n/a
2020	n/a	n/a	n/a	n/a	n/a	n/a	n/a	n/a	n/a	n/a	n/a	n/a
Unemployment rate (% of the labour force)
2018	3.4	3.2	2.9	3.4	3.2	3.4	3.5	3.5	3.6	3.2	3.3	3.4
2019	3.6	3.3	3.3	3.5	3.5	3.6	3.7	3.7	3.8	3.7	3.4	2.9
2020	3.8	n/a	n/a	n/a	n/a	n/a	n/a	n/a	n/a	n/a	n/a	n/a
Deposit rate (av; %)
2018	2.9	3.1	3.1	3.1	3.1	3.1	3.4	3.4	3.5	3.5	3.5	3.6
2019	3.7	3.7	3.7	3.7	3.7	3.7	3.7	3.6	3.4	3.2	3.1	3.0
2020	3.0	n/a	n/a	n/a	n/a	n/a	n/a	n/a	n/a	n/a	n/a	n/a
Lending rate (av; %)
2018	7.7	7.8	7.9	7.9	7.9	8.0	8.1	8.1	8.2	8.2	8.4	9.0
2019	8.7	8.6	8.7	8.7	8.6	8.7	8.6	8.5	8.3	8.2	7.9	8.1
2020	7.6	7.5	n/a	n/a	n/a	n/a	n/a	n/a	n/a	n/a	n/a	n/a
Stockmarket index (BMV; end-period, October 1978=0.78)
2018	50,456	47,438	46,125	48,358	44,663	47,663	49,698	49,548	49,504	43,943	41,733	41,640
2019	43,988	42,824	43,281	44,597	42,749	43,161	40,863	42,623	43,011	43,337	42,820	43,541
2020	44,108	41,324	n/a	n/a	n/a	n/a	n/a	n/a	n/a	n/a	n/a	n/a
Consumer prices (av; % change, year on year)
2018	5.5	5.3	5.0	4.6	4.5	4.6	4.8	4.9	5.0	4.9	4.7	4.8
2019	4.4	3.9	4.0	4.4	4.3	3.9	3.8	3.2	3.0	3.0	3.0	2.8
2020	3.2	3.7	n/a	n/a	n/a	n/a	n/a	n/a	n/a	n/a	n/a	n/a
Producer prices (av; % change, year on year)
2018	3.8	3.8	4.7	5.0	7.0	9.2	8.5	8.0	8.6	7.9	7.0	6.1
2019	4.4	4.6	4.4	4.8	2.8	1.6	2.5	2.0	1.8	0.7	0.1	1.0
2020	1.1	1.0	n/a	n/a	n/a	n/a	n/a	n/a	n/a	n/a	n/a	n/a
Total exports fob (US$ m)
2018	30,719	35,094	39,485	37,182	39,214	37,484	36,743	39,546	37,701	41,357	38,609	37,552
2019	32,621	36,414	39,017	39,447	41,825	37,949	39,301	40,430	37,222	40,731	37,496	38,663
2020	33,653	n/a	n/a	n/a	n/a	n/a	n/a	n/a	n/a	n/a	n/a	n/a
Total imports cif (US$ m)
2018	35,141	34,150	37,735	37,472	40,766	38,383	39,612	42,130	38,002	44,291	40,929	35,693
2019	37,263	35,074	37,531	38,077	40,795	35,388	40,417	39,655	37,338	41,456	36,705	35,595
2020	36,069	n/a	n/a	n/a	n/a	n/a	n/a	n/a	n/a	n/a	n/a	n/a
Trade balance fob-cif (US$ m)
2018	-4,422	944	1,750	-290	-1,552	-899	-2,870	-2,584	-301	-2,934	-2,320	1,859
2019	-4,643	1,340	1,486	1,370	1,031	2,561	-1,117	775	-116	-726	790	3,068
2020	-2,416	n/a	n/a	n/a	n/a	n/a	n/a	n/a	n/a	n/a	n/a	n/a
Foreign-exchange reserves excl gold (US$ m)
2018	174,115	172,526	172,435	172,106	173,387	173,172	171,902	171,851	172,448	171,884	171,871	171,445
2019	175,243	175,922	177,071	179,699	180,410	180,762	182,438	183,456	177,178	177,881	179,655	177,177
2020	183,040	182,193	n/a	n/a	n/a	n/a	n/a	n/a	n/a	n/a	n/a	n/a
Sources: IMF, International Financial Statistics; Haver Analytics.
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