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= Both indicators returned to expansion territory, which had not happened Francisco Flores
Senior Economist, Mexico

since April 2019. Specifically, manufacturing recovered after last month’s francisco flores.serrano@banorte.com
shock, while non-manufacturing was stronger, consistent with a better
evolution in virus cases

= In the former, gains were concentrated in ‘production’, which showed
higher dynamism. In the latter, the strongest advance was in ‘new orders’,
suggesting a better outlook ahead

= \We believe results are very positive, signaling a better outlook for activity
at the end of the quarter. In this respect, it adds modest upward risks to
our forecast of a 0.2% g/q contraction of 1Q21 GDP

Both IMEF's PMIs back to expansion for the first time in little less than two
years. The manufacturing indicator reached 50.7pts, better by 1.0pt relative to the
previous month. Meanwhile, the non-manufacturing indicator stood at 52.8pts, up
3.2pts sequentially. With this, both indicators returned to expansion (above the
50pts threshold) for the first time since April 2019. In our view, the improvement
in epidemiological conditions and the reversal of temporary shocks due to
blackouts and the undersupply of natural gas are key to explain these results.
Nevertheless, we do not rule out an additional boost from the approval of new
fiscal stimulus in the US, with an influence from better external demand and
possibly also higher remittances into our country.

Manufacturing up after relevant disruptions in the previous month. This

indicator reached 50.7pts, with February’s data revised higher to 49.6pts from

49.1pts. This is consistent with the temporary nature of the shock last month.

Issues with electricity production started around February 14%/15", with reports

saying that operations returned to normal by the 18™. Nevertheless, gas deliveries

were reestablished until days later. In turn, this affected all industry. Considering

this backdrop, ‘production’ had the strongest rebound (+2.4pts), while also

exhibiting the highest absolute level among components. Also positive,

‘employment’ had the second highest increase (1.7pts). ‘New orders’ went up by

1.3pts, consistent with a more favorable environment in coming months, possibly

skewed upwards by a greater expansion of external demand after the approval of

US$1.9 trillion in new fiscal stimulus in the US at the beginning of the month. On

the contrary, ‘deliveries’ (-0.5pts) was the only one lower. ‘Inventories’ picked

up only 0.3pts. In the latter, we expected a steeper rebound after February’s fall,

consistent with logistical issues due to the disruptions. Nevertheless, additional

supply issues may be impacting more than anticipated, so it will be important to Document for distribution among the
monitor its evolution. general public
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Non-manufacturing accelerates higher. This indicator stood at 52.8pts,
significantly higher than the 49.6pts observed in February (with a modest revision
upwards). This is its best level since March 2018. We believe the key driver was
a further improvement in conditions surrounding the pandemic. Specifically, by
the end of the month only seven states were in ‘orange’ according to the traffic
light indicator, with other seven already in ‘green’. In addition, the vaccination
process continued, reaching an average of around 300 thousand daily doses in the
last seven days. Other relevant factors that could have had a positive influence
include the start of the Easter holiday at the end of the month, which might have
increased activity levels in tourism and recreational services. On the other hand,
cash transfers from some social programs were brought forward to March to not
interfere with the electoral process. Remittances likely accelerated —considering
the approval and disbursement of a new round of checks for US$1,400 to people
earning less than US$75,000 a year in the US—. These last two factors may have
supported households’ spending. By components, strength was mostly in ‘new
orders’ and ‘production’, up 4.6pts and 4.4pts, respectively. In our view, this is
very favorable and coincides with further increases in mobility levels. On the
other hand, ‘employment’ also advanced (2.0pts), which we believe is key for a
sustained recovery. Finally, ‘deliveries’ were lower, as in manufacturing.

IMEF’s non-manufacturing indicator
Seasonally adjusted figures

Mar-21 Feb -21 Difference
Non-manufacturing 52.8 49.6 3.2
New orders 55.1 50.5 4.6
Production 53.9 49.5 4.4
Employment 49.8 478 2.0
Deliveries 499 51.0 -1.2

Source: IMEF

The economy closes 1Q21 more strongly. It is our take that today’s report was
very positive, with the improvement in both sectors pointing to a better outlook
for activity. Specifically, we believe they represent a modest upward risk to our
estimate of a 0.2% g/q GDP contraction in the first quarter. Nevertheless, we will
wait for additional hard data for February to see the final impact of the blackouts
and gas undersupply, as well as the magnitude of the recovery in the following
month.



We believe it is very important that ‘new orders’ are comfortably above the 50pts
threshold in both indicators, suggesting that the recovery could extend at least in
the short term. This is in line with our view of a more favorable environment for
activity into 2Q21. First, we expect the effects of the latest stimulus in the US to
remain positive in that period as resources continue to be deployed, including
some from previous packages. Moreover, the vaccination process in said country
keeps advancing at a quick pace, with new goals established for administered
doses, which should allow for a faster than expected reactivation. We still think
that external demand will be the main engine behind Mexico’s recovery, which
will likely be seen more directly in the manufacturing indicator. Despite of this,
we still recognize some risks, mainly from potentially new disruptions to supply
chains. Although we already knew about the scarcity of semiconductors —which
will probably continue in coming months— there are other shocks, such as delays
in the transportation of goods in some ports (e.g. Suez Canal in recent days,
backlogs in the US currently).

Regarding non-manufacturing, we believe dynamism will remain closely linked
to the evolution of the pandemic, with the state of the ‘traffic light’ indicator
influencing performance. In the short term, the highest risk is likely a new wave
of infections. According to experts, a new rise in cases is feasible after the Easter
holiday due to the relaxation of social-distancing measures. Hence, we will keep
focusing in this front, as it will remain key to determine the trend of the recovery
ahead.
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