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One meeting at a time

>

Extension from 30% tariffs for USMCA
noncompliant goods

Mexico and the US have agreed on another
extension of the 30% tariffs on goods not covered
by the USMCA. Bilateral negotiations are ongoing
following the 90-day extension announced in July by

Mexico and the US have agreed on another extension of the 30% tariffs on goods not covered by the USMCA.
We have observed coordination and a solid working relationship between the US and Mexico so far, in the
context of tariff pressures and US demands regarding security, migration, and trade. Achieving additional relief
seems feasible, and we expect recurring tariff exemptions to become an enduring part of the trilateral
framework.

Banxico cut the policy rate by 25-bp to 7.25% in the last meeting and shifted the forward guidance to a
meeting-by-meeting approach. Our reading is that Banxico’s reaction function has become FOMC dependent.
We anticipate an additional 25-bp cut in December. However, we now expect only one 25-bps cut in February
next year, in line with our new FOMC scenario (end of the US cycle in December). Thus, our Banxico terminal
rate is now 6.75% in 2026 (up from 6.5%). A pause in early 2026 is possible, reflecting the currently lower ex-
ante real rate, short-term inflation risks in both core services and non-core components, and greater
uncertainty surrounding the Fed’s trajectory.

We revised our year-end projection for headline inflation down to 3.8% from 4.1% in 2025 due to a relief in
core inflation and muted pressure on non-core items as this year comes to an end. We remain cautious about
the inflation landscape in 2026, as non-core items could return to their higher historical average; thus, we
maintain our forecast at 3.7%.

We maintained our GDP forecasts at 0.6% for 2025 and 1.5% for 2026. However, our GDP forecast for 2025 is
somewhat skewed to the downside due to the recent weaker performance of the industrial sector in 3Q25.

Our FX outlook remains anchored at MXN 19.0 per USD for this year and 19.5 per USD for 2026. We now
expect a slightly stronger global dollar moving forward. We remain cautious, as the upcoming USMCA
renegotiations could drive increased hedging demand as the talks progress.

The existing tariffs remain in place, including a 25% tariff
on fentanyl (excluding USMCA goods), a 25% tariff on
cars (also excluding USMCA), and a 50% tariff on steel,
aluminum, and copper.

Meanwhile, in Mexico, public consultations
regarding the USMCA have been conducted across
the country. So far, the most frequently mentioned

the US. We have observed coordination and a solid
working relationship between the US and Mexico so far,
in the context of tariff pressures and US demands
regarding security, migration, and trade. Achieving
additional relief seems feasible, and we expect
recurring tariff exemptions to become an enduring part
of the trilateral framework.

topics in Mexico include US agricultural subsidies, the
labor mechanism - which applies only to Mexico - and
the tariffs imposed under Section 232 (steel and
aluminum). In January, Mexico will compile a final
document with the participants' proposals and concerns.

Please refer to the last page of this report for important disclosures, analyst and additional information. Itai Unibanco or its subsidiaries may do or seek to
do business with companies covered in this research report. As a result, investors should be aware that the firm may have a conflict of interest that could
affect the objectivity of this report. Investors should not consider this report as the single factor in making their investment decision.
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President Sheinbaum’s approval is decreasing but
remains historically high, reaching 70% in October?,
amid security and organized crime concerns. Despite
some improvement under Sheinbaum’s security
agenda, persistent violence related to organized crime
could hinder better diplomatic ties with Washington
and complicate the USMCA review process, as well as
affect her domestic popularity.

President Sheinbaum’s approval
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Source: El financiero newspaper, Itad.

Banxico changed its reaction function to be
more FOMC dependent

Banxico cut the policy rate by 25-bp to 7.25% in the
last meeting, as expected. The decision was divided
for the fourth consecutive time, with a 4-1 vote and a
dissent from board member Jonathan Heath, who
favored leaving the base rate unchanged. Contrary to
our expectations, the forward guidance shifted to a
meeting-by-meeting approach, now stating that “looking
ahead, the Board will evaluate reducing the reference
rate”. Following the decision, the one-year real ex-ante
rate fell to 3.21%, crossing Banxico’s upper bound of the
estimated neutral range for the first time since 20222,

' According to the El Financiero most recent poll (published on
November 3).

2 Interval: 1.8% - 3.6%, with a midpoint at 2.7%, according to
the last Banxico Quarterly report available at
https://www.banxico.org.mx/publicaciones-y-
prensal/informes-trimestrales/%7BDB98E1CD-2C65-4AB2-
461B-BOBOE3ECEA10%7D.pdf

We continue to anticipate an additional 25-bp cut in
December, leading to a year-end monetary policy
rate of 7.0%. However, we now expect only one 25-
bps cut in February next year, with the terminal rate
at 6.75% in 2026 (up from 6.5%), following our view for
one fewer cut by the Fed, as well as the most recent
communication from Banxico. A pause in early 2026 is
possible, reflecting the currently lower ex-ante real rate,
short-term inflation risks in both core services and non-
core components, and greater uncertainty surrounding
the Fed’s rate trajectory.

A welcome surprise in CPI for 2025

We have adjusted our year-end projection for
headline inflation in 2025 to 3.8% from 4.1%, due to
relief in core inflation and muted pressure on non-
core items as the year ends. Core inflation has been
relatively stable, slightly above the 4.0% annual
ceiling. However, in seasonally adjusted annualized
terms, it showed significant relief, dropping from above
4.0% to below this threshold in October. This change
was mainly due to tradables and some services, in the
context of peso appreciation, a weak economy, and a
decelerating labor market.

We remain cautious about the inflation landscape
in 2026, as non-core items could return to their
higher historical average. Therefore, we maintain
our forecast at 3.7%. Core inflation will be pressured
by some base effects, while non-core inflation is
unusually low, making a reversion to the historical
average likely. This could exert upward pressure on
headline inflation in 2026.



https://www.banxico.org.mx/publicaciones-y-prensa/informes-trimestrales/%7BDB98E1CD-2C65-4AB2-461B-B9B0E3ECEA10%7D.pdf
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Core services close to fundamentals
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Source: INEGI, Itau

Activity data expectedly decelerated in 3Q25

We maintained our GDP forecasts at 0.6% for 2025
and 1.5% for 2026. However, our GDP forecast for
2025 is somewhat skewed to the downside. As of
3Q25, the economy has risen by 0.2% YoY, explained
by a contraction in industry, despite positive
performance in the agricultural and services sectors.
The statistical carry-over for 2025 stands at 0.6%.
Considering this figure, activity would need to increase
to 1.6% YoY in 4Q25 to meet our 0.6% YoY forecast
for 2025. This is difficult to achieve since, on average,
from 2011 to 2019, 4Q growth has been 0.4% YoY.

Two factors explain why we are maintaining our
current forecast. First, at the end of November,
INEGI will revise the historical data for economic
activity, followed by the inclusion of the National
Accounts revision. Second, October’s leading
indicators show some progress, and infrastructure
projects are scheduled to start at the end of the year.

Industry as the main drag for economic activity
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Source: INEGI, Itau.

Looking ahead, we expect Mexico’s growth to
continue receiving some support from external
factors, though these will become less significant
compared to the first quarter of 2025. The outlook
for domestically driven sectors will remain mixed, with
a slowdown in local services and a contraction in
investment. However, investment could continue to
show signs of improvement due to the start of public
projects, such as railways construction and road
maintenance. We also anticipate a positive, albeit
small, impact from the 2026 World Cup on both
consumption and investment.

USDMXN good performance continues

Our FX outlook remains anchored at MXN 19.0 per
USD for this year and 19.5 per USD for 2026. We
now expect a slightly stronger global dollar moving
forward. We remain cautious, as the upcoming
USMCA renegotiations could drive increased hedging
demand as the talks progress.

Andrés Pérez M.
Julia Passabom
Mariana Ramirez
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Mexico | Forecast

2020 2021 2022 2023 2024 2025F 2026F

Current Previous Current Previous

Economic Activity

Real GDP growth - % -8.4 6.0 3.7 3.4 14 0.6 0.6 1.5 1.5

Nominal GDP - USD bn 1,121 1,316 1,467 1,798 1,857 1,943 1,943 2,041 2,041

Population (millions) 127.7 129.0 130.1 1312 1323 133.4 133.4 134.4 134.4

Per Capita GDP - USD 8,844 10,218 11,241 13,688 14,033 14,572 14,572 15,185 15,185

Unemployment Rate - year avg 4.4 4.1 3.3 2.8 2.7 2.7 2.7 2.7 2.7
Inflation

CPI-% 3.2 7.4 7.8 4.7 4.2 3.8 4.1 3.7 3.7
Interest Rate

Monetary Policy Rate - eop - % 4.25 5.50 10.50 11.25 10.00 7.00 7.00 6.75 6.50
Balance of Payments

MXN /USD - eop 19.9 20.5 19.5 17.0 20.8 19.0 19.0 19.5 19.5

Trade Balance - USD bn 34.2 -10.8  -28.1 -12.3  -185 -0.5 -0.5 -5.0 -5.0

Current Account - % GDP 24 -0.3 -1.2 -0.3 -0.3 0.1 0.1 -0.4 -0.4

Foreign Direct Investment - % GDP 2.5 2.5 25 20 2.0 2.0 20 1.9 1.9

International Reserves - USD bn 1957 2024 199.1 2128 229.0 255.0 255.0 263.0 263.0
Public Finances

Nominal Balance - % GDP -2.8 -2.8 -3.2 -3.3 -5.7 4.3 -4.3 -4.1 -4.1
Primary Balance - % GDP 0.1 -0.3 -0.4 -0.1 -1.5 0.3 0.3 0.5 0.5
Net Public Debt - % GDP 49.9 48.9 47.6 46.8 51.4 52.3 52.3 52.3 52.3

Source: IMF, Bloomberg, INEGI, Banxico, Haver and Itau
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Relevant Information

-

. This report has been prepared and released by the Macro Research Department of Itad Unibanco S.A. (“ltad Unibanco”). This report is not a product of the Equity
Research Department of Ital Unibanco or Itat Corretora de Valores S.A. and shall not be construed as a research report (“relatério de analise”) for the purposes of
Article 1 of the CVM Instruction NR. 20, dated 2021.

2. The exclusive purpose of this report is to provide macroeconomics information and it does not constitute and shall not be construed as an offer to buy or sell or a
solicitation of an offer to buy or sell any financial product, or to participate in any particular trading strategy in any jurisdiction. The information herein is believed to be
reliable as of the date on which this report was released and it has been obtained from public sources believed to be reliable. However, Itad Unibanco does not make
any explicit or implied representation or warranty as to the completeness, reliability or accuracy of such information, nor does this report intend to be a complete
statement or summary of the markets or developments referred to herein. Itad Unibanco has no obligation whatsoever to update, modify or amend this report and
inform the reader accordingly.

3. The opinions contained herein reflect exclusively the personal views of the analyst responsible for this report and were prepared independently and autonomously,
including in relation to Itad Unibanco, Itau Corretora de Valores S.A. and any other companies within their economic group.

4. This report may not be reproduced or redistributed to any other person, in whole or in part, for any purpose, without the prior written consent of Itat Unibanco.
Additional information on the financial products mentioned in this report may be available upon request. Itati Unibanco and/or any other company within its economic
group is not and shall not be liable for any investment decisions (or otherwise) based on the information provided herein.

5. This report may include sections generated with the support of artificial intelligence tools. All content has been reviewed and validated by the authors to ensure the
accuracy and integrity of the information presented.

Additional Note: This material does not take into consideration the objectives, financial situation or specific needs of any particular client. Clients must obtain financial,
tax, legal, accounting, economic, credit and market advice on an individual basis, based on their personal characteristics and objectives, prior to making any decision
based on the information contained herein. By accessing the material, you represent and confirm that you understand the risks related to the financial instruments
described in this material and the laws in your jurisdiction relating to the provision and sale of financial service products. You acknowledge that this material contains
proprietary information and you agree to keep this information confidential for your exclusive use.

SAC Itau: For inquiries, suggestions, complaints, criticisms and compliments, talk to Itad’s CSCC: 0800 728 0728. Or contact us through our portal
https://www.itau.com.br/atendimento-itau/para-voce/. If you are not satisfied with the proposed solution, please contact the Itai Corporate Ombudsman: 0800 570 0011
(on weekdays from 9 AM to 6 PM) or our PO Box 67.600, Sdo Paulo-SP, Zip Code 03162-971. Hearing impaired, every day, 24h, 0800 722 1722.




