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Trump’s Tariffs Weaken Mexico’s Automotive Sector

10.3%

decline in vehicle exports from
Mexico to the US in May 2025
compared to May 2024

USD 41.4 billion

value of vehicle exports from
Mexico to the US in 2024

2.9 million

number of vehicles Mexico
delivered to the US in 2024
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» Vehicle exports from Mexico to the US fell by 10,3% year-on-year in May 2025. From
January to May 2025, exports declined by 5.7% compared to the same period in 2024,
marking the largest drop since the pandemic. While the impact during the pandemic was
short-lived, the current situation — with no change in the US administration’s approach to
trade barriers — may result in a prolonged weakening of trade in this sector. Export chal-
lenges to the US have not affected other sectors, which experienced a 10.3% year-on-year
increase in exports during the same period. The automotive sector remains a dominant
part of Mexico’s exports, with a value of USD 41.4 billion in 2024. It accounted for approx-
imately 26% of total exports to the US from January to May 2025, compared to around

28% in previous years.

» In 2024, Mexico supplied 2.9 million vehicles to the US, accounting for 80% of its total
production. Back in 1993, the country had 10 plants producing light vehicles and engines.

Mexico ranks as the seventh-largest global producer of light vehicles, with an annual

production capacity of approximately 5 million vehicles, including around 200,000 elec-
tric vehicles. About a quarter of this production is concentrated near Mexico City, in the
Central Mexican Valley. In 2024, Mexico announced 68 electromobility-related investment

projects, underscoring ongoing growth in this sector.

Fig. 1. Year-on-year change in exports of automotive products from Mexico to the US,
January to May 2025 (in %)
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Source: Prepared by PEI based on data from Instituto Nacional de Estadistica y Geografia (INEGI).

» The automotive sector in Mexico flourished thanks to trade liberalisation in North
America. The trilateral trade agreement with the US and Canada (NAFTA), which came
into force in 1994 and was later updated during Donald Trump’s first term in 2020, creat-
ed ideal conditions for investment in Mexico and exports to the US market. However, the
2020 agreement between the US, Mexico, and Canada (USMCA) tightened trade conditions

in the automotive sector. The rules of origin — regulations determining the required share
of value added originating in a given region for a product to qualify for customs exemp-

tions — were made more stringent. Seventy-five per cent of a vehicle’s value and 70% of
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the steel used in its production must now come from North America. After 2020, some
automotive companies preferred to leverage Mexico’s proximity to the US market by in-
vesting in Mexican factories but did not always comply with these rules. Until March 2025,
companies paid only a 2.5% duty, which was often more cost-effective than meeting the
rules of origin. However, the increase of this duty to 25% has fundamentally changed this
calculation. According to ADB data, 37% of the value of Mexico’s automotive exports to

the US in 2023 consisted of value added from outside Mexico.

» Light vehicle production in the first five months of 2025 fell by 0.5% compared to the
same period in 2024. Mexico produced 1.6 million vehicles during this period, of which
more than 1 million were exported to the US. Among those recording declines in exports
were Volkswagen (down 37.6%), Mazda (down 34.9%), and Mercedes-Benz (down 32.5%).
General Motors announced in June 2025 that it plans to relocate part of its production to
the US by 2027. If other companies follow suit, Mexico’s prospects for nearshoring auto-
motive production tailored to the US market will be called into question. The Mexican au-
tomotive sector remains closely linked to its northern neighbour, with the US accounting

for approximately 30% of foreign direct investment in the industry.

(Katarzyna Sierocinska, Marek Wasinski)

Energy Poverty Affects One in Ten EU Citizens

48 million

Europeans reported being unable
to adequately heat their homes
in 2023

6.1%

average share of expenditure
on electricity, gas, and other fuels
in total household spending

across the EU
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» Between 2022 and 2023, the number of EU citizens unable to adequately heat their
homes increased by 17%, rising from 41 million to 48 million (10.6% of the EU popu-

lation). A study by the European Commission’s Joint Research Centre highlights that

Bulgaria, the Czech Republic, and Slovakia have the highest average share of energy
expenditure in total household expenditure — above 12%. EU countries with the high-
est share of energy expenditure also show the greatest differences between urban and
rural areas. In Bulgaria, the Czech Republic, and Slovakia, the difference between cities

and rural areas exceeds 4 percentage points. On average across the EU, energy expend-

iture accounts for 7.1% of household spending in rural areas, 6.2% in small towns and
suburbs, and 5% in cities. Despite Poland’s relatively high average share of energy ex-
penditure in total household spending (9%), in rural areas it is only about 1 percentage
point higher than in urban areas. This small difference in the share of expenditure on
electricity and heating between cities and rural areas makes Poland an exception com-

pared to other EU countries.

» The rate of energy efficiency renovations varies with the degree of urbanisation. Among
local administrative units in the EU, rural areas have the highest renovation rate: 29%
of rural residents, 25% of residents in small towns and suburbs, and 23% of residents
in large cities live in homes where energy efficiency improvements were carried out in
the five years preceding 2023. These renovations include measures such as enhancing
thermal insulation, replacing single-pane windows with double- or triple-pane glazing,
and upgrading heating systems. The slightly higher renovation rate in rural areas may be
partly explained by the fact that the majority (79%) of rural buildings are detached or

semi-detached houses, which typically have lower energy efficiency.

» Between 2019 and 2023, the share of energy expenditure in total household spend-

ing increased most among the self-employed in Poland, rising by 2.1 percentage points.
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Throughout this period, pensioners consistently recorded the highest average share, at
around 14%. However, energy poverty is a complex issue, and its measurement depends
on multiple factors. A PEI study conducted in 2023 showed that estimates of energy
poverty in Poland for 2022 ranged from 3% to 40%, depending on the indicator used.
Effectively addressing energy poverty in Poland and across the EU requires system-
atic monitoring and analysis of this phenomenon within specific social groups, using
a variety of indicators such as the inability to maintain adequate home temperatures,
widespread arrears in utility bill payments, and the poverty risk indicator — defined
as the percentage of households with disposable income below 60% of the national
average.

Fig. 2. Average share of monthly expenditure on energy carriers in total household

expenditure in Poland by socio-economic group (2019-2023, %)
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Source: Prepared by PEI based on data from the Central Statistical Office.

(Marianna Sobkiewicz)

The US Administration Joins Countries Fighting
the Demographic Crisis with Fiscal Incentives
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» The global trend of declining fertility was not felt in the US for a relatively long time,
especially in comparison with European countries. However, since 2006, the TFR in the
United States has been steadily declining, and since 2009, it has been below the threshold

guaranteeing generational replacement (Figure 3).

» The recently widely discussed draft tax changes to the US system (One Big Beautiful
Bill Act) include, among other things, an increase in the child tax credit and a special pro-
gramme under which newborns receive a savings account funded by a one-off payment of

USD 1,000 from the state budget. Additional payments by parents are intended to reduce
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their tax base. The House of Representatives proposes increasing the child tax credit to
USD 2,500 and indexing this amount after 2028, with a maximum tax refund of USD 1,400.

The Senate’s proposal (sent back to the House of Representatives this week) includes an
indexed credit of USD 2,200 with no limit on the amount of the refund. After the current

regulations expire in 2026, the maximum credit would be USD 1,000.

» According to estimates by the Committee for a Responsible Federal Budget, increasing
child tax credits between 2025 and 2034 will cost the US budget USD 797 billion — nearly
one-third of the total proposed spending changes included in the One Big Beautiful Bill
Act (OBBBA), estimated at USD 2.4 trillion.

Fig. 3. Total fertility rate in the US (2006-2023)
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Source: Prepared by PEI based on World Bank data.

» Opponents of these measures criticise their low cost-effectiveness, arguing that such
substantial expenditure does not produce a significant improvement in fertility rates.
Supporters, including the authors of a recent report by the Institute for Family Studies

(IFS), reject these claims and highlight several key points. Firstly, the decline in fertility
across most wealthy countries largely stems from delayed decisions to have children.
The report’s authors argue that tax breaks can help reverse this trend by encouraging
earlier family expansion. They cite medical experts who note that having the first child
at age 28 rather than, for example, 35 is healthier for both mother and child and less
costly for the healthcare system. Currently, the average age of first-time mothers in
the US is 30, but research shows many American women would prefer to start families
earlier. A 2024 IFS survey of 3,700 women of reproductive age found that 22% wished to
have children within the next two years (rising to 37% among women aged 25-29), yet
birth data indicates only 10% actually did so (17-20% in the 25-29 age group). Secondly,
accelerating births, even if the overall number does not rise significantly, slows popu-
lation decline and helps replenish the labour market sooner. Thirdly, the report offers
a different perspective on the effectiveness of fiscal tools in addressing the demographic
crisis. It suggests that preventing the total fertility rate (TFR) from falling further - to the
projected 1.5 by 2030 - and maintaining it at 1.6 would mean the US population in 2100
could be several tens of millions larger. Japan provides an example: although it could
not stop fertility from declining, studies indicate that fiscal measures helped limit the

scale of this decline.
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» The report also proposes financing the increasing cost of these fiscal incentives by

taxing gambling and social media, which contribute to various social problems, including

family breakdowns, similarly to excise duties.

(Agnieszka Wincewicz-Price)

The Business Services Sector in Poland at a Crossroads Due
to the Development of Al
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in business service centres
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in business service centres
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percentage of business service
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uncertainty about the long-term
role of Al in business as a barrier
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» The business services sector in Poland employs nearly 500,000 people but is at a turn-

ing point due to the development of artificial intelligence. According to the latest industry

report, overlapping trends in labour costs, demographics, and technological progress are

prompting a reassessment of the development model and the role of business service

centres in the Polish economy. This also raises questions about the sector’s significance

in establishing a solid foundation for the country’s future economic growth.

Fig. 4. Opportunities and concerns regarding the use of generative artificial intelligence

in business service centres in Poland
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Source: Prepared by PEI based on ABSL data.
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employee skills in implementing Al/LLM solutions?
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» First and foremost, it is important to highlight the growing role of more advanced
processes carried out by business service centres. Currently, 12.8% of all centres, which
employ 11.5% of the sector’s workforce, are research and development centres. Among
new centres, this proportion rises to 26.2% by number and 32.6% by employment. There
is also a noticeable shift from back-office to mid-office tasks, along with an increasing
share of knowledge-intensive processes conducted in these centres. These trends suggest
that services provided in Poland are becoming more mature and advanced. However, the
report also identifies a barrier in the progression of employees from operational roles to

strategic tasks within corporations — a concerning sign of a potential ‘glass ceiling’

» The report further highlights considerable uncertainty about the future development
of this sector, largely stemming from doubts about the role of artificial intelligence. While
Al solutions can boost labour productivity and help address labour shortages in business
service centres, they may also lead to layoffs. Currently, 741% of surveyed centres use in-
telligent process automation, reflecting an 8.9 percentage point increase year-on-year. Yet,
deeper analysis shows many centres are still in the early stages of automation, with only
a slight increase in the average level of process automation. Although 84.6% of respond-
ents view the development of generative Al as an opportunity or significant opportunity
for their centre, 73.4% have trained fewer than a quarter of their employees. Among the
main barriers to improving employee skills, nearly one-third cite uncertainty about Al’s

long-term role in business — only lack of funds or time for training ranked higher.

» Modern business services have long been regarded as a symbol of Poland’s successful
transformation, particularly reflecting progress in the education of younger generations.
However, it is important to remember that these centres primarily serve foreign corpo-
rations. For sustainable long-term development, it would be beneficial if an increasing
share of the knowledge and experience accumulated in these centres flowed to Polish
companies, enabling them to grow according to the highest standards, adopt modern IT

technologies, and engage in research and development activities.

(Ignacy Swiecicki)

Over 16% of People Employed in Enterprises
Are in the Business Services Sector
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» The latest available data from the Central Statistical Office (GUS) indicates that in 2022,
over 664,000 enterprises in Poland provided business services as part of their core ac-
tivities. Reports covering 2014-2022 show that the number of such companies grew by an
average of 7.2% per year, with their share of total enterprises ranging from 24.7% in 2014

(the lowest during the period) to a peak of 28.9% in 2021.

» In 2022, almost 1.9 million people were employed in the business services sector, rep-
resenting 16.3% of all enterprise employees. Between 2014 and 2022, employment in this

sector grew at an average annual rate of 4.1%.

» The turnover of business services companies in 2022 reached PLN 636.4 billion, ac-
counting for 7.7% of total turnover across all companies. From 2014 to 2022, turnover in

this sector increased by an average of 12.2% per year.



https://stat.gov.pl/obszary-tematyczne/ceny-handel/handel/uslugi-biznesowe-w-2022-roku,16,9.html
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» The largest contributors to turnover were companies in software development, IT con-
sulting, and related activities (22.1%). Companies involved in real estate services ac-
counted for 20.2% of the sector’s turnover, while business management consulting firms

contributed 8.3%.

» Between 2014 and 2022, the growth rates for the number of companies, employees,
and turnover in business service providers significantly outpaced those for all companies.
The number of business service companies rose by 151.9%, compared to a 102.6% increase
in the total number of companies. Employee numbers grew by 73.8% in business services,
while overall company employment increased by 27.5%. This growth reflects businesses’
efforts to reduce operating costs and enhance competitiveness, enabling companies to

focus on the core competencies of their key business units.

Fig. 5. Relative growth in the number of companies, employees, and turnover

in business service companies versus all companies from 2014 to 2022 (in %)
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Source: Prepared by PEI based on data from the Central Statistical Office.

» The growth of companies providing business services will depend on the availability of
employees with the right skills. Experts predict that digitisation and artificial intelligence

will be the main drivers in the sector, supporting core needs such as efficiency, scalabil-

ity, service quality, and competitiveness. This is driven by customer expectations for high

levels of accessibility and personalised services.

(Urszula Ktosiewicz-Gorecka)

The Banking Sector’s Excess Liquidity Continues to Grow

33.9%

bank loans to the non-financial
sector in Poland amounted to GDP
in Q4 2024
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» The Polish banking sector is characterised by structural excess liquidity, meaning that
banks hold more liquid funds than required by their current needs and mandatory re-
serves. This situation compels the central bank to implement ongoing sterilisation meas-
ures to withdraw excess cash from the market. In 2024, the liquidity of the banking sector,
measured as the average monthly balance of operations conducted by the central bank,

reached PLN 325.641 billion, an increase of PLN 42.3 billion compared to the previous
period.
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» The loan-to-deposit ratio in the Polish banking sector is declining, primarily due to the
faster growth of deposits (12.3% year-on-year) compared to loans granted (4.9% year-on-
year). Polish households continue to demonstrate a strong propensity to save, preferring
bank deposits over other investment forms. Meanwhile, credit demand remains limited,
as many companies rely on their own funds for financing rather than bank loans. Mort-
gage loans remain the most popular form of household financing. Despite the growth in
deposits, the value of loans to the non-financial sector as a percentage of GDP remains
relatively low compared to other European countries — 33.9% in Poland at the end of 2024,

compared with 79.4% for the Eurozone.

Fig. 6. Loans and deposits of other monetary financial institutions (in PLN million)
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Source: Prepared by PEI based on data from the National Bank of Poland.

Fig. 7. Value of domestic bank loans to the non-financial sector in Q4 2024
(as a % of GDP)
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» As a result, banks have increasingly more free funds at their disposal. In 2024, the val-
ue of Lombard loans decreased to PLN 71 million, representing a 20.2% decline compared
to the previous year. Only one bank used this type of financing to supplement its liquid-
ity. The average daily deposit level at the end of the day last year was PLN 5.092 billion.
The POLONIA rate has remained below the reference rate for several years. This rate re-
flects the average interest rate at which banks in Poland lend funds to each other over-
night. Its level below the reference rate indicates, among other things, an excess of cash
in the banking sector. To maintain the POLONIA rate near the reference rate and absorb
excess liquidity, the central bank issued money market bills. In 2024, the average monthly

value of money market bills issued by the NBP increased by 15.3% year on year.

» A shift in Poles’ investment habits could help reduce the banking sector’s excess li-
quidity. Such changes include more frequent financing of needs and investments through
bank loans and transferring surplus savings from low-interest accounts to the capital
markets — by purchasing stocks, investment fund units, or treasury bonds. Redirecting
some deposits off bank balance sheets and increasing credit demand would absorb free

funds and reduce the persistent excess liquidity in the system.

(Piotr Kaminski)

The Availability of Flats for Rent Is Limited Almost Exclusively
to the Largest Cities in Poland

17

number of people aged 20-29

per flat for rent in Warsaw

251

number of people aged 20-29
per flat for rent in the smallest

poviats in Poland
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» The highest availability of rental flats is found in Warsaw, Krakéw, Wroctaw, Gdansk,
todz, and Poznan. Warsaw leads with over 9,000 new rental offers in May 2025 alone.
The availability of new rental offers was significantly lower in the other five largest cities
— Krakow, Poznan, Gdansk, £6dz, and Wroctaw. In May 2025, the average number of new

rental offers in these cities was over 2,700 flats.

» Renting a flat is significantly more challenging in other poviats across Poland due to
limited rental supply. In cities with poviat rights (excluding Warsaw, Krakéw, Wroctaw,
Gdansk, £6dz, and Poznan), an average of 215 new rental flats were listed in May. In con-
trast, in most of the country’s land poviats (314 in total), the average number of new rental

flats was only 33 per month.

» The limited supply of rental flats in smaller poviats and urban centres may hinder
young people’s ability to live independently. Comparing the average number of flats avail-
able for rent in each poviat with the number of young residents aged 20-29 registered
there reveals that in Warsaw, there are at least 17 young people per new flat. In the other
five largest cities, this figure rises to at least 24, in other cities with poviat rights to at
least 52, and in land poviats to at least 251. Since registration data may underestimate
population movements from smaller to larger poviats, these figures might not be entirely
accurate. Nonetheless, they indicate that the smaller the poviat, the more challenging it is
for young people to secure rental accommodation. Limited availability of rental flats may
contribute to the phenomenon of ‘nesting’, where young adults who have not yet started
their own families continue living with their parents — a trend most common in smaller

urban centres.
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Fig. 8. Average number of flats offered per month and population aged 20-29
by type of poviat
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Source: Prepared by PEI based on data from property.io and the Central Statistical Office.

(Paula Kukotowicz)
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