3Q20 GDP - Stronger rebound than expected

as the economy reopens

=  Gross Domestic Product (3Q20 P, nsa): -8.6% y/y; Banorte: -9.1%;
consensus: -8.9% (range of estimates: -10.7% to -8.0%); previous:
-18.7%

=  Gross Domestic Product (3Q20 P, sa): +12.0% q/q; Banorte: 11.4%;

consensus: 11.9% (range of estimates: 9.0% to 13.2%); previous:
-17.1%

=  Although the expansion in the quarterly comparison is the highest since
records are available (1980), we should remember that it came after the
sharpest decline in history

= In a similar fashion, both industry and services posted their highest
rebound at 22.0% and 8.6% q/q, in the same order. Meanwhile, primary
activities remained favorable at 7.4%

=  Considering that the monthly GDP-proxy (IGAE) fell 9.7% y/y on
average in July-August, today’s print would imply a contraction of
around 5.5% y/y in September

=  We maintain our full-year GDP forecast at -9.0% y/y, with a more

modest sequential pickup in 4Q20. For 2021, we estimate growth at
4.1%

*  The revised figure will be published on November 26™

GDP falls 8.6% y/y in 3Q20. This figure was above consensus (-8.9%) and better
than our -9.1% forecast, improving relative to the -18.7% from the previous
quarter, which was the largest contraction since the series is available, back to
1980 (see Chart 1). This print reflects mainly a series of efforts to reopen
economic activities after the strict lockdown due to the pandemic (mainly in April
and May), despite still showing a sizable impact because of this. By sectors, both
services and industry stood at -8.8% (Chart 2). Finally, primary activities reached
7.6%. Considering this, the economy accumulates a 9.6% decline year-to-date.
Nevertheless, the latter is skewed slightly to the upside due to the leap-year effect,
as it added one day in 1Q20. Adjusting for this using seasonally adjusted figures,
the economy contracted 9.8% y/y (Table 1).

Sequential performance reflects reopening efforts. Using seasonally adjusted
figures, GDP rebounded 12.0% relative to the previous quarter, a new historical
high. Nevertheless, it happened only after the 17.1% decline of the previous
period (Chart 3). With this, the economy broke five quarters in contraction, which
will probably be confirmed with the final release to be published on November
26™. In our view, reopening efforts (which started in June and were extended to
the following months), external demand strength and the reestablishment of
supply chains were key factors behind the period’s increase. Despite of the latter,
absolute levels of economic activity stand 9.0% below those observed in 2018
and like those registered in 2H14.
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Industry was now the strongest at +22.0% q/q, after being the most impacted in
2Q20 (Chart 4). Using data from other indicators (as the breakdown is not
included in this release), manufacturing was the main driver, strongly supported
by external demand, mainly from the US. Mining also bounced back, benefited
by the non-oil component and with stability within oil. On the other hand, services
increased 8.6%, with several sectors resuming activities under social-distancing
schemes, as well as more extended schemes such as home office and other virtual
tools. Nevertheless, the more modest rebound probably is a result of the specific
shock to sectors related to tourism and entertainment, which rely more on social
interactions. On the contrary, more essential sectors such as healthcare, education,
and financial services, among others, were more resilient. Finally, primary
activities were resilient at 7.4% (Table 2), benefited by their structural importance
in the economy.

The report implies an additional pickup in September. Considering that the
monthly GDP-proxy (IGAE) averaged -9.7% y/y in July-August, today’s estimate
implies a result for September at around -5.5% y/y. Said month was benefited by
a calendar effect, with one additional working day in the annual comparison.
Adjusting for this we estimate sequential growth of around 1.4% m/m, above the
1.1% seen in August. Trade balance figures suggest a continuation in the
manufacturing expansion, while non-oil imports also point to an extension higher
and even a marginal acceleration in consumption. IMEF’s PMIs rose, also a
positive sign. On the contrary, mobility indicators stagnated relative to
improvements in previous months, which would signal a moderation in the pace
of the recovery. In another note, this print would imply a decline of around -6.9%
y/y with seasonally adjusted figures, exactly equal to the midpoint of INEGI’s
Timely Indicator of Economic Activity (IOAE in Spanish), with a 95% confidence
interval between -8.8% and -4.9%.

We maintain our full-year GDP forecast at -9.0%, with a more modest
sequential increase in 4Q20. Despite today’s upward surprise, we maintain our
full-year GDP forecast at -9.0% y/y (see Table 3 and Table 4). Nevertheless, there
is still high uncertainty about the evolution of the pandemic, which weighs
heavily on this estimate. So far, the economic recovery has been relatively better
than market consensus, boosted by the strength of external demand, in turn
supported by extraordinary stimulus measures in several countries. In addition,
domestic conditions have been somewhat better than foreseen, in our view
because of pandemic fatigue and more resiliency in some key sectors. In absence
of another significant shock, this trend should prevail in 4Q20 resulting in an
additional rebound in activity.

Nevertheless, risks towards 4Q20 seem to have increased. This would be due to
several factors, including: (1) Lack of further fiscal stimulus in the US; (2)
worsening epidemiological conditions both domestically and abroad; and (3)
other domestic challenges. About the first, negotiations between Republicans and
Democrats did not yield an additional stimulus package before the election. We
believe the possibility of not being passed if Joe Biden is the winner —which is
our base case— is relatively high, having to wait until early 2021 to be approved
by the new administration.
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This could impact the recovery in the US, with a negative spill-over to our
country. On the second, latest data shows a deterioration in epidemiological
conditions across the globe, including Europe, the US and Mexico. While some
countries are again enacting nationwide lockdowns to fight the virus, we believe
the response in our country would be much more targeted, just as we are seeing
with some states reverting to ‘red’ and ‘orange’ in the ‘traffic light” indicator. In
this sense, the Minister of Finance, Arturo Herrera, said yesterday that Mexico
would not return to strict lockdowns again, as they have a very strong impact on
the informal sector. On the other hand, Mexico City Governor, Claudia
Sheinbaum, warned that the city could return to lockdowns by mid-November if
COVID-19 hospitalizations keep rising. We should remember that it currently
stands at ‘yellow’. Therefore, and as colder temperatures come closer, we could
see some partial lockdowns again, impacting activity but to a much lesser extent
than between April and May. Lastly, and as previously mentioned, there are other
challenges of a more idiosyncratic nature, including changes to regulations
regarding imports and railway blockades —which could impact trade—, limited
fiscal stimulus and low credit penetration, among others. Moreover, overall
confidence levels remain weak, suggesting that the outlook is still negative or at
best uncertain, thus impacting investment and hiring decisions and a drag for
economic activity.

It is our take that the overall trend of the recovery will outweigh for these risks,
albeit resulting in a more moderate expansion going forward. The deceleration in
the pace would also be explained by more challenging base effects, especially in
sequential terms. In this sense, we adjust 4Q20 GDP at +0.6% q/q (-7.2% y/y),
with modest growth prevailing at least until the pandemic is over and/or a vaccine
is widely available, assumption already embedded in our 2021 forecast. Our
estimate of a 4.1% y/y expansion considers the availability of a vaccine in early
3Q21, with a more favorable effect from then onwards.
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Table 1: GDP
% yly nsa, % yly sa
nsa sa
3020 2Q20 3Q19 2Q19 Jan-Sep’20  Jan-Sep™9 3020 2Q20 3Q19 20Q19 Jan-Sep’20  Jan-Sep’19
Total 86 -187 -04 -11 -9.6 -0.2 86 -187 -05 0.0 9.8 0.1
Agricultural 7.6 0.5 19 -1.2 24 0.7 74 -0.2 2.0 0.7 2.7 0.8
Industrial Production 88 257 14 30 -12.3 -15 -89 257 15 17 -12.6 -1.6
Services 88 -162 -01 -03 -8.6 0.4 88 -162 -01 0.7 -8.8 0.4
Source: INEGI
Chart 1: GDP Chart 2: GDP by sectors
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Table 2: GDP
% q/q sa, % g/q saar
% qlq % g/q saar
3Q20 2Q20 1Q20 4Q19 3Q20 2Q20 1Q20 4Q19
Total 12.0 -17.1 -1.2 -0.6 57.6 -52.7 -4.6 2.3
Agricultural 74 2.0 0.8 0.1 329 -7.9 3.2 0.3
Industrial Production 220 234 -11 -14 121.2 -65.6 -4.3 -5.6
Services 8.6 -15.1 -0.9 -0.3 39.0 -48.0 -35 -1.2
Source: INEGI
Chart 3: GDP Chart 4: GDP by sectors
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Table 3: GDP 2020: Supply Table 4: GDP 2020: Demand
% yly nsa; % g/q sa % yly nsa; % g/q sa
%yly 1Q20  2Q20  3Q20  4Q20 2020 % yly 1020  2Q20  3Q20  4Q20 2020
GDP 13 187 86 12 90 GD? . -1.3 -18.7 -8.6 7.2 -9.0
. Private consumption -0.5 -20.6 11.9 -7.8 -10.2
Agricultural 09 05 76 14 21 Investment 93 340 76 -7.0 -194
Industrial Production 2.6 -25.7 -8.8 -7.0 -11.0 Government spending 34 2.4 -3.0 -4.6 -0.4
Senvices 07 162 88 16 83 Exports 18 309 49 05 95
Imports -3.2 -29.7 18.8 -8.6 15.2
0
% alq % /g
GDP -1.2 -17.1 12.0 0.6 - GDP -1.2 -17.1 120 0.6
*Note: Underlined figures indicate forecast *Note: Underlined figures indicate forecast
Source: INEGI, Banorte Source: INEGI, Banorte
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