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Brazil and Mexico: changing perspectives 
and remaining challenges 
• Changing perspectives: Mexico’s turn? 

Brazil has grown more than Mexico in the last years due to the strength of its domestic 
demand and the better performance of its trading partners. Nevertheless, the signs of 
exhaustion of the Brazilian model and the gains made in competitiveness in Mexico are 
contributing to a shifting relative vision of the two economies, in favor of the Mexican 
economy. 

• Remaining challenges: the ability to adopt reforms reducing their 
weaknesses will help to determine Brazil and Mexico’s outlook 
Future performance will also be shaped by their different exposure to the global 
environment. In any event, Mexico and Brazil are two large economies with good growth 
potential over coming years. 
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Brazil and Mexico: changing perspectives and 
remaining challenges1

There has been an outlook change in recent quarters regarding the Brazilian and Mexican 
economies seen, for example, in consensus growth of 3.8% for Mexico in 2012, nearly two points 
above that for Brazil. If this turns out true, 2012 would be the second year in a run where Mexico 
grew more than Brazil, after four years where the average growth gap in Brazil's favor was 3.5pp.

 

2

Both Mexico and Brazil belong to the "eagles" group, comprising countries which, in the next 
decade, will contribute more to global GDP than the average of developed economies

  
In short, the question over what factors drove the relative performance of both economies arises; 
is there a type of pattern showing a preference for one or the other in terms of performance in 
the medium-term? 

3

Brazil's relative better position in terms of income per capita growth is a recent phenomenon. As 
the attached chart shows, until the first half of the last decade, both economies saw a very similar 
real convergence process with the US. In general, their profile was relative poverty in the 80s, relative 
income level stability in the 90s in Mexico and a slight decoupling in Brazil, to major decoupling in 
the middle of the last decade in Brazil with US income levels while Mexico maintained earlier levels. 

. Mexico 
belongs to this group more for initial size than for growth which, in recent years, has been lower 
than other emerging economies and, specifically, than Brazil - the other Latin American "eagle". 
Brazil's GDP is almost 50% larger than Mexico's and has seen average growth of 3.8% in the last 10 
years, around one and half points more than Mexico. 

This performance coincided with a global shift in growth sources, with an increasing 
contribution from emerging Asian and Latin American economies and the standstill and decline 
of developed economies. This has had important effects on foreign demand from Brazil and 
Mexico, given their very different exposure to the aforementioned areas. In this sense, the main 
export destinations for Mexico are developed nations, with a total predominance by the US where 
around 83% of overseas sales of goods go. On the other hand, Brazil's exports to the US account for 
12% of sales, while 68% go the high performance areas such as China, Asia and the rest of Latin 
America (in Mexico the figure is 12%). In this way, as the attached chart shows, the GDP of destination 

                                                                                                                                                                             
1: This report benefits from comments from Arnoldo López, Alma Martínez, Cecilia Posadas, Arnulfo Rodríguez, Pedro Uriz, and other BBVA 
Research members. Alfonso Moguel provided support on preparing the data used in the report. 
2: A result magnified by the exceptional difference of six percentage points seen in 2009: -6.3% in Mexico vs. -0.3% in Brazil. 
3: For more details: www.bbvaeagles.com 

Chart 1  
Brazil and Mexico: real convergence 
GDP per capita relative to the US, %  

Chart 2 
GDP of trading  
partners 2003=100, average weighted GDP  
level with weight of exports from the country 

 

 

 
Source: BBVA Research, with IMF data  Source: BBVA Research 
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economies for Brazilian exports grew 50% from 2003 while for the destinations for Mexican 
products, growth was only 20%. Nonetheless, the trading openness of both economies is very 
different, three times larger for Mexico4

In the medium term, the balance between both economies does not show a clear dominance 
for either, with advantages for each country in some of the more important factors. If we take an 
economy from a supply perspective, the capacity to expand by the appropriate interaction of 
production and efficiency factors, there are four major elements to consider: demography and the 
job market, investment and savings, productivity and, finally, the business environment. As the 
attached chart shows, 14 representative variables have been chosen for these four axes. In 
addition, their level with regard to a reference group of emerging economies is shown.

, which makes direct comparisons problematic. 

5

As for population and the job market, it would seem that the demographic boon is higher in 
Mexico than Brazil, with higher population growth and a higher share of the population in the job 
market. The low employment rate in Brazil stands out, measured as a percentage of those in work 
out of the working age population. According to available figures, this sits at 40%, around 20 
points below the average for the group of countries looked at. 

  

Both economies contrast in investment and bank financing with a better position for Mexico in 
the former and for Brazil in the latter. On average for the last decade, Mexico saw an investment 
ratio of GDP over five points higher than Brazil (24.6% vs. 18%), although without hitting levels in 
countries which, at times, are seen as reference points such as South Korea (29.4% over the same 
period). In short, the investment level in Mexico is rightly substantial for a country which does not 
have the domestic savings rate of an Asian emerging economy or that has not obtained savings 
from the overseas sector at an important level6

                                                                                                                                                                             
4: Goods exports accounted for 30% of Mexican GDP in 2011 and 9% in Brazil. 

. The domestic savings rate in Mexico is 23.6% of 
GDP versus 17.3% in Brazil on average between 2001 and 2011. This is a clear limitation without 
help from overseas for increased investment. Both public and private sector consumption has a 
greater weight in Brazil, further boosted by greater access to bank credit, both for that offered by 
the private and the public banking system. As the attached chart shows, domestic banking sector 
credit is over 50% of GDP in Brazil, almost 30pp higher than in Mexico, with a higher gap in loans 

5: Reference emerging economies are: Argentina, Brazil, Chile, Colombia, Mexico, Peru, Venezuela, China, India, Indonesia, South Korea, 
Malaysia, the Philippines, Thailand, Bulgaria, Croatia, Czech Republic, Hungary, Poland, Romania, Russia and Turkey. The lowest value, 0, 
would be the most favorable position in the variables for all countries reviewed; meanwhile, 1 would be the least favorable. 
6: The average annual current account deficit between 2001 and 2011 was 1% of GDP, around the same figure as in Brazil (0.7%).  

Chart 3  
Brazil and Mexico:  
vulnerability radar for emerging economies.  The lower the value, the better the relative position 

 
Source: BBVA Research with IMF, World Bank and UN data 
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granted by public banking than in private banking. The higher bank credit penetration rate in 
Brazil is due to the continual drive from public policies aimed at improving loan conditions and 
access to the banking system for population groups who normally have low access. Products 
such as payroll deductible loans and simple accounts are behind the aforementioned 
developmen7

Improving the business environment still requires work in both Brazil and Mexico. Although 
Mexico has a clear advantage over Brazil in terms of ease of doing business according to the 
World Bank's Doing Business chart, increased violence creates uncertainty for the Mexican 
economy. In any event, both countries would clearly benefit from reduced costs linked to lack of 
public safety and additional advances creating a more favorable business environment. 

t. In addition, the credit drive intensifies with the higher growth in the Brazilian 
economy over the last decade. 

The key to growth lies in efficiency using available productive factors. Measuring productivity, 
the ability to produce more with less, is problematic since it is not a directly observable variabl8e.  
Productivity is usually calculated as the part of output not resulting from the amount of resources 
used and, therefore, it would be a result of how efficiently they combine. In the radar chart, as part 
of the selected variables as representative of productivity, figures do not favor Brazil. Quite the 
opposite, in fact: among other things, the weight of the black market as part of GDP is much 
higher in Brazil than in Mexico. Informality is a good sign of productivity since if the activity 
functions outside current regulations, mainly in fiscal matters, then economic agents cannot take 
advantage of economies of scale or adequately access the financial market to improve efficiency 
and increase its value in physical and human capital. In this sense, as shown in the following chart, 
according to ILO data Mexico has a higher level of informality in the job market.9

  

. In any event, it 
would seem that the challenge for both economies is to reduce the black market so that the main 
source of long-term economic growth (productivity) improves. 

                                                                                                                                                                             
7: This path is also being taken in Mexico with payroll loans and basic accounts. 
8: In reality, GDP is not "observed" either in the same way as employment can be tallied. Rather, it is a synthesis of different statistics on 
demand, output and income spread across economic agents. 
9: Measuring informality is, by definition, controversial since it attempts to reckon those activities free from obligations imposed by the state, 
especially in tax, and the jobs do not have social rights (healthcare, retirement). 

Chart 4  
Investment as % of GDP, average 2001-11  

Chart 5 
Banking Credit as % of GDP, 2011 

 

 

 
Source: BBVA Research, with IMF data  Source: BBVA Research with World Economic Forum data 
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Brazil's strength of demand (not necessarily its supply capacity) and higher performance from its 
trading partners have created better perspectives in recent years. Nevertheless, the signs of 
exhaustion in the Brazilian model (too centered on higher demand) and the gains made in 
competitiveness in Mexico with regard to Brazil are contributing to a shifting relative vision of 
the two economies, in favor of the Mexican economy. In line with this analysis, it would appear that 
greater growth capacity in the medium term for Brazil cannot be justified by demography, labor 
participation or investment rates. In this way, the better GDP record must be linked from the supply 
side to efficiency or productivity where there seems to be no major differences in either economy in 
terms of the variables able to estimate it. On the demand side, the more favorable external 
environment and higher access to bank finance support higher growth in Brazil with regard to 
Mexico. However, both factors are not necessarily permanent: the performance of emerging Asian 
economies could slow and/or Brazil could lose competitive advantages in terms of prices. Borrowing 
ability could be less important for growth from a certain debt level for economic agents. 

Indeed, there has been a recent change in market perceptions of both countries, in Mexico's favor, 
in line with the slowdown in China, fatigue on Brazilian credit markets and the negative impact 
that labor costs and the higher exchange rate had on Brazilian industry. The last two factors 
contrast with the recent dynamism on credit markets and signs of increased competitiveness in 
Mexico. In any event, they are two large economies with good growth potential over coming 
years. In addition, respective outlooks will continue to be determined by their different exposure to 
the global environment and by their ability to adopt reforms reducing their weaknesses.  

  

Chart 6  
Informality, % of total  

Chart 7 
Informality  
(% of GDP) and productivity (relative to US) 

 

 

 
Source: BBVA Research with ILO data  Source: BBVA Research with Schneider (2009) and World Bank 
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Chart 8  
Price competitiveness,  
real effective exchange rate (2005=100)  
Increases in the index point to strengthening  

Chart 9 
Household debt (% of GDP) 

 

 

 
Source: BBVA Research with Haver data  (*) Last data. 

Source: BBVA Research with CNBV data for Mexico and BCB data 
for Brazil 
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DISCLAIMER 

This document and the information, opinions, estimates and recommendations expressed herein, have been prepared by Banco Bilbao Vizcaya 
Argentaria, S.A. (hereinafter called “BBVA”) to provide its customers with general information regarding the date of issue of the report and are subject 
to changes without prior notice. BBVA is not liable for giving notice of such changes or for updating the contents hereof. 

This document and its contents do not constitute an offer, invitation or solicitation to purchase or subscribe to any securities or other instruments, or 
to undertake or divest investments. Neither shall this document nor its contents form the basis of any contract, commitment or decision of any kind. 

Investors who have access to this document should be aware that the securities, instruments or investments to which it refers may not be 
appropriate for them due to their specific investment goals, financial positions or risk profiles, as these have not been taken into account to 
prepare this report. Therefore, investors should make their own investment decisions considering the said circumstances and obtaining such 
specialized advice as may be necessary. The contents of this document are based upon information available to the public that has been obtained 
from sources considered to be reliable. However, such information has not been independently verified by BBVA and therefore no warranty, either 
express or implicit, is given regarding its accuracy, integrity or correctness. BBVA accepts no liability of any type for any direct or indirect losses 
arising from the use of the document or its contents. Investors should note that the past performance of securities or instruments or the historical 
results of investments do not guarantee future performance. 

The market prices of securities or instruments or the results of investments could fluctuate against the interests of investors. Investors should 
be aware that they could even face a loss of their investment. Transactions in futures, options and securities or high-yield securities can involve 
high risks and are not appropriate for every investor. Indeed, in the case of some investments, the potential losses may exceed the amount of 
initial investment and, in such circumstances; investors may be required to pay more money to support those losses. Thus, before undertaking 
any transaction with these instruments, investors should be aware of their operation, as well as the rights, liabilities and risks implied by the 
same and the underlying stocks. Investors should also be aware that secondary markets for the said instruments may be limited or even not 
exist. 

BBVA or any of its affiliates, as well as their respective executives and employees, may have a position in any of the securities or instruments referred 
to, directly or indirectly, in this document, or in any other related thereto; they may trade for their own account or for third-party account in those 
securities, provide consulting or other services to the issuer of the aforementioned securities or instruments or to companies related thereto or to 
their shareholders, executives or employees, or may have interests or perform transactions in those securities or instruments or related investments 
before or after the publication of this report, to the extent permitted by the applicable law. 

BBVA or any of its affiliates´ salespeople, traders, and other professionals may provide oral or written market commentary or trading strategies to its 
clients that reflect opinions that are contrary to the opinions expressed herein. Furthermore, BBVA or any of its affiliates’ proprietary trading and 
investing businesses may make investment decisions that are inconsistent with the recommendations expressed herein. No part of this document 
may be (i) copied, photocopied or duplicated by any other form or means (ii) redistributed or (iii) quoted, without the prior written consent of BBVA. 
No part of this report may be copied, conveyed, distributed or furnished to any person or entity in any country (or persons or entities in the same) in 
which its distribution is prohibited by law. Failure to comply with these restrictions may breach the laws of the relevant jurisdiction. 

In the United Kingdom, this document is directed only at persons who (i) have professional experience in matters relating to investments falling 
within article 19(5) of the financial services and markets act 2000 (financial promotion) order 2005 (as amended, the “financial promotion order”), (ii) 
are persons falling within article 49(2) (a) to (d) (“high net worth companies, unincorporated associations, etc.”) Of the financial promotion order, or (iii) 
are persons to whom an invitation or inducement to engage in investment activity (within the meaning of section 21 of the financial services and 
markets act 2000) may otherwise lawfully be communicated (all such persons together being referred to as “relevant persons”). This document is 
directed only at relevant persons and must not be acted on or relied on by persons who are not relevant persons. Any investment or investment 
activity to which this document relates is available only to relevant persons and will be engaged in only with relevant persons. The remuneration 
system concerning the analyst/s author/s of this report is based on multiple criteria, including the revenues obtained by BBVA and, indirectly, the 
results of BBVA Group in the fiscal year, which, in turn, include the results generated by the investment banking business; nevertheless, they do not 
receive any remuneration based on revenues from any specific transaction in investment banking. 

BBVA is not a member of the FINRA and is not subject to the rules of disclosure affecting such members.  

“BBVA is subject to the BBVA Group Code of Conduct for Security Market Operations which, among other regulations, includes rules to prevent 
and avoid conflicts of interests with the ratings given, including information barriers. The BBVA Group Code of Conduct for Security Market 
Operations is available for reference at the following web site: www.bbva.com / Corporate Governance”. 

BBVA is a bank supervised by the Bank of Spain and by Spain’s Stock Exchange Commission (CNMV), registered with the Bank of Spain with 
number 0182. 
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