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= Retail sales (July): 9.9% yl/y; Banorte: 11.6%; consensus: 11.7% (range:

-0.9% to 14.2%); previous: 17.0% Juan Carlos Alderete, CFA

Director of Economic Research

* In monthly terms, sales fell 0.4%, extending the 0.8% decline in June. juan.alderete.macal@banorte.com

In our view, performance was likely impacted by an additional
deterioration in virus conditions, making consumers more cautious Francisco Flores

about their spending decisions Senior Economist, Mexico
francisco.flores.serrano@banorte.com

= Sector dynamics were differentiated, in our view influenced at least in
part by inflation, as well as some base effects. In this sense, contractions
were relevant in internet sales (-10.4%0), appliances (-2.1%) and food
and beverages (-1.8%6). On the contrary, healthcare products surged
3.3%, consistent with higher virus cases, while supermarket and
departmental was also stronger (+0.7%)

=  We expect more headwinds in the short-term, especially as conditions
took a turn for the worse in August. Nevertheless, the outlook for the
remainder of the year is more positive, expecting the recovery to extend
into 2022

Retail sales moderated to 9.9% y/y in July. This was lower than consensus
(11.7%) and our 11.6% estimate. The period had also one less working day
relative to one year ago, but one more for the weekend, which we estimate is net
negative. Correcting for the latter with seasonally adjusted figures, activity rose
10.0% y/y. In our view, there was increased cautiousness among consumers as
COVID-19 cases kept climbing while vaccinations lagged somewhat, a situation
that may have affected performance at the margin. This would have been mainly
on behavioral changes, at least judging by available data on mobility, which was
relatively resilient.

Slight sequential decline, with inflation likely affecting relative performance.
Total sales declined 0.4% m/m, extending the -0.8% observed in the previous
month. In our view, this is broadly in line with more timely data, which was
mainly skewed to the downside despite good dynamics in terms of fundamentals.
In turn, sector performance may have been influenced by both higher uncertainty
and consistently high inflation. We highlight that setbacks were concentrated in
internet sales at -10.4% —but with a challenging base due to discounts in June—,
and appliances (-2.1%). On the contrary, stronger growth was seen in healthcare
(3.3%) —consistent with an increase in COVID-19 cases— and supermarket and
departmental stores (0.7%). Given that these figures are deflated, it is our take
that at least part of the differentiation may be related to price dynamics, in which
essential categories (€.9. processed foods, agricultural goods) as well as LP gas
(at least before the introduction of maximum prices by the government starting in
August) remained very pressured but remain a necessity. Broadly speaking, we
also think these figures clearly reflect some caution, with most non-essential
categories decreasing at the margin.
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Retail sales
% m/m sa; % 3m/3m sa
% mim % 3m/3m
Jul-21 Jun-21 May-21 May-Jul21
Retail sales 0.4 0.8 04 0.6
Food, beverages, and tobacco -1.8 0.0 04 -11
Supermarket, convenience, and departmental stores 0.7 11 -0.1 0.2
Clothing and shoes -11 0.8 25 54
Healthcare products 33 -1.4 -0.9 0.2
Office, leisure, and other personal use goods -14 21 0.4 3.9
Appliances, computers, and interior decoration 2.1 3.2 2.3 0.7
Glass and hardware shop 05 0.9 12 11
Motor Vehicles, auto parts, fuel and lube oil 17 0.6 1.8 29
Internet sales -104 8.7 19 0.9
Source: INEGI
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Short-term risks lingering for retail sales. As we have been stating recently,
we see additional risks ahead for consumption, with today’s report pointing to
this scenario. In our view, cautiousness because of COVID-19 probably remained
on the rise at least during August, in which new historical highs in daily cases
were registered in several days until a local peak was reached near the end of the
period. Regarding data already released, consumer confidence ticked down
further to 42.7pts, with all components lower relative to July and at its lowest
level since May. In addition: (1) ANTAD’s same-store sales fell 1.0% y/y in real
terms, its first decline since February and dragged by both supermarkets and
departmental stores; and (2) vehicle sales moderated to 78,235 units, with the
annual rate slowing to 1.4% from 12.7% in the previous month and at its lowest
in little over a year.

In our view, inflation remains an issue for retail growth despite the relief in
August due to the introduction of maximum prices to LP gas. This good kept
climbing in 1H-September as global prices stayed on the upside on demand and
supply imbalances. According to some experts in the energy sector, this is very
relevant as about 83% of Mexican households use LP gas and prices are likely to
keep moving higher in coming months. Core goods also showed relevant
pressures.
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https://www.banorte.com/cms/casadebolsabanorteixe/analisisyestrategia/analisiseconomico/mexico/20210923_Inflation_1H_Sep.pdf

Looking forward, employment and remittances have surprised further to the
upside and may well help compensate for the abovementioned headwinds,
especially as COVID-19 cases are starting to drop. We maintain our view that this
wave of the pandemic could have a more modest impact, decelerating but not
reversing, the recovery. Banking credit has shown some signs of revival, albeit
remaining in deep contraction territory. Meanwhile, we will be focused on the
upcoming negotiations of yearly revisions to the minimum wage. According to
press reports, the government goal is for an increase of up to 21% —consisting of
15% in real terms plus 6% due to inflation—, which would be the highest since the
current administration started. We are also watching the approval process of the
2022 Budget, as the proposal included relevant increases in direct transfers of key
social programs, such as pensions for the elderly and student scholarships. All in
all, we expect consumption to keep recovering the rest of this year and into 2022,
although warning signs have been building up recently and have inserted some
downside risks to our GDP growth outlook, estimating 6.2% and 3.0% for this
year and next, in the same order.
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