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The top graph shows that Mexican growth during 
2011 did not show the same deceleration as did 
the US. In the bottom graph we show the close 
relationship between Mexico’s non-petroleum 
exports and its GDP as measured by the monthly 
IGAE. Export growth decelerated sharply in the 
latter half of 2011 even while overall GDP held 
relatively firm. We expect greater convergence 
between the two during 2012. 
 
 

 
 

Solid performance during 2011, perspective for 2012 
 
Over the last few weeks Mexico has reported some very favorable 
numbers relative to its 2011 economic performance. The most salient of 
these are GDP growth, trade and fiscal policy. HR Ratings’ interpretation of 
these and other numbers suggest that, although growth in 2012 is likely to 
be slower than in 2011, we expect it to continue to be strong and certainly 
above Mexico’s long-term historical average. The biggest dangers going 
forward are inflation in Mexico, growth in the US, sovereign debt issues in 
the Eurozone and the significant geopolitical risk emanating from Iran’s 
nuclear program.  
 
In this report we provide a quick overview of Mexico’s performance on 
overall GDP growth, external trade and Federal Government fiscal results. 
Finally, we itemize the threats to our base scenario that we see for 2012. 
 
 Mexican GDP growth for all of 2011 was a strong 4.0%, more than double the 

expected US growth of around 1.7%. However, seasonally adjusted growth in 
4Q was relatively weak. 

 Nevertheless, HR Ratings expects growth will accelerate in 1Q12 given some 
strong US reports in January and the evolution of Mexican trade in the last two 
months of 2011. 

 We believe that manufacturing exports contributed substantially to 2011 
growth. 

 Our estimate of “net non-energy manufacturing exports” advanced a solid 15% 
last year. This was even stronger than the 10% rise in 2010. 

 Although net energy exports expanded by an even stronger 20% HR Ratings 
believes that their net contribution to the balance of trade has in recent years 
declined relative to manufacturing exports. 

 In terms of fiscal policy, Mexico’s most widely defined public sector deficit 
declined not only relative to GDP but also in nominal terms.  

 The RFSP
1
 deficit measure fell to 2.8% of full year-year 2011 GDP vs. 3.45% 

in 2010.  

 On the basis of the widest measure of federal public sector finances (the 
SHRFSP

2
), debt ended the year at 38.5% of GDP vs. 36.8% in 2010. This 

remains low by international standards and is even lower adjusting for the 
sharp but temporary depreciation of the peso at YE11 

 HR Ratings expects GDP growth during 2012 to be in the 3.25%-3.5% range, 
substantially above Mexico’s long-term historical average of approximately 
2.5% 

 The greatest internal threat to growth in 2012 is the continuation in the rebound 
in inflation reported during 4Q11. 

 In the US the greatest threat is the weakness in the growth of personal income. 
This could limit the strength of consumer demand. 

 The Euro zone sovereign debt crisis is another major threat. 

 Perhaps the greatest danger is the deteriorating geopolitical situation in the 
Middle East.  

 

                                                           
1
 Requerimientos Financieros del Sector Público 

2
 Saldo Histórico de los Requerimientos Financieros del Sector Público 
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Strong but reduced growth in 2011 
 

Growth in Mexico during 2011 was a strong 3.97%. Of course, this is much 
lower than the 5.54% increase for 2010. However, that was largely a 
rebound from the 6.25% decline in 2009. Furthermore, the near 4% 
advance would be more than double the anemic 1.7% (preliminary) rise in 
US GDP for last year. The two largest sectors of the Mexican economy on 
the basis of sales are manufacturing and retail. These advanced 5.1% and 
7.6% in 2011.  
 

On the negative side, annualized seasonally adjusted GDP growth in the 
fourth quarter was a relative modest 1.6% which follows the 6% and 5% 
advances in 2Q11 and 3Q11. Quarter over quarter growth in 4Q was by far 
the weakest of any quarter during 2011. This reinforces HR Ratings’ view 
that the deceleration seen in 2011 vs. 2010 will continue on into 2012. 
However, HR Ratings expects that growth for full year 2012, between 
3.25% and 3.5%, will be much stronger than the weak 4Q performance 
would suggest. Furthermore, an expansion of this order would be stronger 
than our estimate of Mexico’s average annual growth of approximately 
2.5% since 1980. 
 

Notably, Mexico’s strong economic performance has come with relatively 
limited fiscal stimulus. This means that the debt hangover is relatively small 
reducing the danger to future growth. Manufacturing exports have played a 
major role in the rebound and we expect that will continue in the first 
months of 2012. In Table 1 below we show the evolution of Mexico GDP in 
real terms and the change reported for 2011. We comment on the evolution 
of GDP throughout the year in a latter section of this report.  
 

Table 1 
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Foreign Trade: Manufacturing exports continued to lead 
the way 
 
We believe that manufacturing has played a major role in supporting 
Mexico’s rebound from the 2009 recession. In turn, gains in manufacturing 
have been made possible by manufacturing exports, to which we would 
add other non-petroleum exports such as agricultural and mining. On the 
trade front 2011 was a strong year for Mexico with a deficit of only 
US$1.2bn, the third consecutive years in which the shortfall has declined 
and significantly below the levels prior to the recession of 2009.  
 
High prices of petroleum have also supported Mexico’s trade although the 
gains in that sector are not as great as they might have been given the 
country’s increasing need for imports of refined products. In Table 2 we 
show the absolute value of Mexico’s merchandise trade while in Table 3 we 
show annual percentage changes. 
 

Table 2 

 
 
 
HR Ratings believes that non-petroleum exports have been one of the 
major drivers behind Mexico’s economic growth over the last two years. 
Non-petroleum exports advanced 14.2% in USD terms and are 21.8% over 
the pre-recession 2008 level. 
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Probably an even better indicator is net non-energy manufacturing exports. 
HR Ratings calculates this figure by deducting from manufacturing exports 
non-petroleum intermediate goods imports. These intermediate imports are 
substantially for processing into more value added exports. Over the last 
six years, these imports have averaged 86.3% of exports with little variation 
around that mean. In 2011 these net-manufacturing exports reached 
US$38.3bn for a 15% rise over 2010, when they had increased by 10% vs. 
2009.  
 
 

Table 3 

 
 
 
Another positive during 2011 was the increase in capital goods imports. 
These advanced 15.8% following a disappointing 1.3% decline in 2010. HR 
Ratings believes that capital goods imports are positive and important as 
they indicate business confidence in the future, including Mexico’s ability to 
serve as a manufacturing platform for exports. Recent news showing a 
decision by Nissan to expand facilities in Mexico is evidence of continuing 
foreign investor confidence in the country despite all the bad news on the 
public safety front. Problems there tend to be concentrated in certain 
regions in the country.  
 
Continuing to modestly disappoint is the petroleum sector. Despite the 40% 
increase in the average price of crude oil (as measured by the price of 
Pemex crude exports) net energy related exports increased a relatively 
modest 20% reaching US$13.7bn. Note that our measure of net 
manufacturing exports of US$38.3bn was 2.8x larger. By comparison, back 
in 2005 net manufacturing exports were only 1.4x larger than the net 
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energy balance. Furthermore in 2005 the average price of Pemex’s crude 
exports was only US$42.70. 
 
Over that time, Pemex’s crude volume exports have declined by 26%. 
Fortunately, in 2011 the decline in exports was a comparatively modest 
1.7%. Rising imports (e.g., gasoline and natural gas) also have helped to 
reduce the net contribution of the energy sector to Mexico’s economy, at 
least in terms of the trade balance. It is important to point out that entities 
other than Pemex also import energy related products. HR Ratings 
estimates that non-Pemex energy imports reached roughly US$12.1bn in 
2011. Back in 2005 we estimate that the balance was US$363 per every 
dollar at which Pemex sold its crude oil. In 2011 that number had declined 
to only US$136 of surplus per every dollar at which a barrel of crude is 
sold.  
 
 

Public Finance: Lowering the deficit, containing the debt 
 
In the area of public finance, Mexico’s Federal Public sector was able to 
reduce its deficit not only relative to GDP, but also in nominal peso terms. 
The total public sector deficit (as measured by the Public Sector 
Borrowings Requirements, or RFSP

3
) fell to 2.8% of HR Ratings’ estimate 

of annual nominal 2011 GDP (P$14,230bn). In 2010 the deficit had been 
3.45%. 
 
As for the debt (based on the equivalent Historical Balance of Borrowing 
Requirements, or SHRFSP

4
), this rose slightly to 38.5% of estimated 2011 

GDP vs. 36.8% in 2010, an increase of 166bps of GDP. We estimate that 
assuming an exchange rate of 13 pesos per dollar (end of January 2012 
levels) instead of 13.98 at YE11, the debt to GDP ratio would have been a 
smaller 37.7%. On this “adjusted” basis HR Ratings estimates that the debt 
to GDP ratio increased by only 89bps. In contrast, for the US Federal 
Government Public Debt, the increase was over 5x as much at 461bps, 
closing 2011 at 69.25% of GDP vs. 64.64% for 2010. Thus, US fiscal policy 
had to be substantially more stimulative, in order to achieve growth that 
was roughly one-half of Mexico’s. In fact, Mexico could have been a major 
beneficiary of that stimulus, helping to support demand for its exports to the 
US. 
 
In Graph 1 below we show the evolution of the Federal Public Sector’s 
broadest measurement of its debt and deficit.  
 
 

                                                           
3
 Requerimientos Financieros del Sector Público 

4
 Saldo Histórico de los Requerimientos Financieros del Sector Público 
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Graph 1 

 
 
 
This does not mean that Mexico does not face its own fiscal challenges. 
High interest rates, for example, increase the cost of servicing the debt. 
Revenue collection is arguably low relative to infrastructure needs, rising 
pension costs and public safety requirements. Nevertheless, Mexican 
authorities in general have followed prudent fiscal policies leaving stimulus 
to the US with arguably positive implications for Mexican exports.  
 
In the appendix at the end of this report we present a detailed presentation 
of the revenues and expenditures of the Federal Public Sector for 2010 and 
2011 including real peso changes and size relative to GDP. 
 
 

Prospects for 2012 
 
Although GDP growth in 2011 at nearly 4% was relatively strong, 4Q 
seasonally adjusted annualized growth of only 1.7% was the weakest of 
the entire year. This is somewhat ironic given the strong rebound in US 
growth in 4Q. The monthly evolution of Mexico’s economic activity as 
measured by the IGAE

5
 (which is a reasonably close proxy for quarterly 

GDP) is seen in Graph 2 below. The graph shows that the economy (in 
seasonally adjusted terms) has been experiencing a degree of deceleration 
since early 2010.  
 
 

                                                           
5
 Indicador Global de la Actividad Económica 
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Graph 2 

 
 
 

However, given the strong growth in the US in 4Q, and evidence that 
demand there remained strong in January (US job numbers and 
manufacturing production) and some positive late year trends in Mexican 
exports, we expect to see a reasonably positive beginning to 2012. On this 
last point, the seasonally adjusted trade data, as seen in Graph 3 below, 
shows the beginning of a rebound in the last two months of the year after 
weakness in late summer and early fall. The strong finish to 2011 in 
manufacturing exports appears consistent with the inventory buildup in the 
US in 4Q as seen in the recent GDP numbers.  
 

Should Mexican non-petroleum exports continue to be strong, this would 
eventually have a broader impact on the rest of the economy and keep it 
on a solid albeit less robust (vs. 2011) growth path in 2012. 
 
 

Graph 3 
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Threats 
 
HR Ratings see four sets of threats to Mexico’s continued growth this year. 
The sources of these threats are as follows: 1) internal (inflation), 2) U.S. 
growth, 3) the Euro zone and 4) geopolitical. The greatest downside risk is 
probably the geopolitical. 
 
Inflation in Mexico needs to be monitored. Annual inflation rose sharply in 
the last quarter of 2011 and continued to advance in January. Much of that 
was driven by energy prices set by the Government. It is not clear whether 
the factors that led to those increases remain or whether going forward the 
pace of increases will decline substantially thanks to the adjustments made 
at year-end. Agricultural prices also rose sharply. HR Ratings expects that 
these will continue to be a problem throughout 2012. In contrast, core 
prices have advanced at a much more moderate pace. Still, at 3.34% YoY 
core inflation remains an element of concern. YoY headline inflation 
reached 4.05% in January. Excluding only agricultural products inflation 
reached 3.75%. In Graph 4 below we show the evolution of Mexican 
consumer inflation. 
 
 

Graph 4 

 
 
 
HR Ratings believes that the relatively positive public finance numbers for 
2011, especially the strong 2H data, suggest reduced short-term problems 
on that front for 2012. We are not too concerned about the summer 
elections. There could be issues in 2013 as a new administration comes to 
power (December 2012) and determines what policies it will introduce and 
how to implement them.  
 
We see the most serious threats for 2012 coming from external factors. 
First, the sustainability of the US rebound in 4Q11. That rebound was 
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derived from inventory build-up that presumably “stole” growth from 1Q12. 
Furthermore, a positive development for the US economy was the relative 
strength in consumer spending in 2H11 after a terrible performance in 
2Q11. That recovery was based on falling personal savings rates and not 
on personal income growth. Thus for the US we need to see stronger and 
sustained increases in personal income, combined with a personal savings 
rate near late 2012 levels. The January employment numbers were 
extremely positive, as they should help to bolster personal income and 
provide more sustainability to personal consumption.  
 
A second external threat emanates from the euro zone and its sovereign 
debt problems. We assume that the measures taken by the ECB in 
December will continue to have positive effects in stabilizing the situation 
through the first months of 2012. However, the situation remains a serious 
concern for the global economy. 
 
The third external factor is the geopolitical environment in the Middle East 
that appears rapidly to be deteriorating. The outcomes are highly 
indeterminate but potentially very dangerous to economic stability. The 
developments in Egypt raise important concerns given the unknown role 
that will be played by the Muslim Brotherhood and the military. There is the 
uprising in Syria. Finally, the question of Iranian acquisition of nuclear 
weapons is extremely destabilizing. Some analysts suggest that Israel is 
seriously contemplating a strike against Iran, with unknown and potentially 
very destabilizing consequences. 
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