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DATE TIME (ET) EVENT PERIOD UNIT BANORTE =~ CONSENSUS PREVIOUS
Mon 25-Jul 7:00am Economic activity indicator May % ala 20 1.7 13
sa % m/m -0.2 -0.05 11
Primary activities % ala 1.2 - 49
Industrial production % ala 33 2.7
Services % ala 16 - 0.6
Tue 26-Jul 10:00am International reserves Jul-22 US$ bn - - 198.5
Wed 27-Jul  7:00am Trade balance June US$ mn -438.6 -1,200.0 -2,215.3
Exports % yly 20.8 - 224
Imports % yly 239 - 29.1
Thu 28-Jul 7:00am Unemployment rate June % 3.27 3.30 3.27
sa % 3.28 - 3.35
Thu 28-Jul Budget balance (measured with PSBR) June MXS$ bn - - -104.4
Fri 29-Jul 7:00am GDP 2Q22 (P) % yly 1.6 15 19
sa % qlq 0.7 0.9 1.0
Primary activities % yly 31 19
Industrial production % yly 2.9 31
Services % yly 0.8 0.9
Fri 29-Jul 1:00pm Commercial banking credit June % yly in real terms 2.6 2.2
Consumption % yly in real terms 4.7 45
Mortgages % yly in real terms 34 35
Corporates % yly in real terms 14 1.1

Source: Banorte; Bloomberg


https://www.banorte.com/cms/casadebolsabanorteixe/analisisyestrategia/analisiseconomico/mexico/20220429_Preliminary_GDP_1Q22.pdf

Proceeding in chronological order...

May’s GDP-proxy to show a modest setback as inflation likely dampened
spending in some services. We expect the Global Economic Activity Indicator
(IGAE) at 2.0% y/y, above the 1.3% seen in April. Nonetheless, with seasonally
adjusted figures it would stand at 1.2% y/y, with the spread explained by one more
working day in the annual comparison, among other factors. This would be
weaker than the mid-point of INEGI’s Timely Indicator of Economic Activity (2™
estimate), at 1.5%. More importantly, it would imply a 0.2% m/m decline. The
latter would not be that bad if we factor in the 3.4% accumulated advance since
November last year, and especially the +1.1% rebound of the previous month.

Industry grew 0.1% m/m (3.3% y/y). The sector was supported by manufacturing
(+0.2%), with good dynamism in transportation (€.g. autos) and electronics, albeit
weak in oil- and carbon-related goods. On the contrary, mining (-0.7%) and
construction (-0.6%) were affected to a certain degree by base effects, —although
highlighting also civil engineering in the latter—. Despite this and an increasingly
challenging outlook for global growth, we believe industry will stay resilient in
the second half of the year and will be a key driver for GDP in said period.

In services, information so far has been mixed. We expect a 0.2% m/m drop
(+1.6% y/y). A part of this would be driven by a difficult base effect, as they grew
1.3% in April. Sectors related to sales of goods (e.g. retail sales and wholesales)
could have had a good performance, helped by: (1) Higher sales because of
Mother’s Day and the Hot Sale discounts’ campaign; and (2) related to the latter,
inflation in the period showed less prices in some house appliances, airfares and
tourism services, among others, which could have enticed consumers. In this
sense, the stand-alone retail sales report grew 0.5% m/m, surpassing our view and
consensus. As mentioned in the document, fundamentals remained solid.
Nevertheless, tourism data suggests less dynamism at the margin, even after
discounting for seasonal effects due to the Holy Week holiday in April. This
includes hotel occupancy rates and air passenger traffic. In addition, employment
weakened, with a total loss of 518.1 thousand positions. Specifically, services
declined 221.0 thousand. Although part of this is likely related also to seasonality
(with 141.5 thousand jobs shed in restaurants and lodging), we also saw an
important decrease of 141.5 thousand in government and international
organizations. In our view, consumers could be cutting down their expenses in
some non-essential services in favor of goods —despite very benign COVID-19
dynamics, as the rise in cases was clearer until June—. We think they may have
taken advantage of discounts in a more difficult inflation backdrop, especially
because of pressures in food and energy items. This would also affect recreational
services, on top of a difficult base effect. Professional services will likely remain
very volatile, with some weakness lingering despite sequential declines in the last
two months.

Lastly, we expect the primary sector at +0.8% m/m (+1.2% y/y). This would be
modest considering the +1.3% fall of the previous month. In this respect, we
believe that the sector remained in a difficult situation, particularly in livestock.
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This is due to the impact of avian flu disease in the US and northern Mexico, in
turn reflected in higher prices for some products, especially chicken. Moreover,
the country’s drought monitor showed gradually worsening conditions through
April and May, probably staying as a relevant headwind ahead.
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Weekly international reserves report. Last week, net international reserves
increased by US$61 million, closing at US$198.5 billion (please refer to the
following table). This was mainly explained by a positive valuation effect in
institutional assets. Year-to-date, the central bank’s international reserves have
fallen by US$3.9 billion.

Banxico's foreign reserve accumulation details

US$, million
2021 Jul 15, 2022 Jul 15, 2022 Year-to-date
Balance Flows
International reserves (B)-(C) 202,399 198,473 61 -3,926
(B) Gross international reserve 207,745 202,728 -718 -5,017
Pemex - - 0 350
Federal government - - -154 417
Market operations - - 0 0
Other - - -563 -5,783
(C) Short-term government's liabilities 5,346 4,255 -778 -1,091

Source: Banco de México

Slight trade deficit in June, with outflows gathering pace as imports
normalize. We estimate a US$438.6 million deficit. Exports and imports would
grow 20.8% and 23.9% yl/y, respectively. While figures would continue to be
distorted by prevailing inflationary pressures, some additional dynamism may be
at play, aided by slightly higher exports while imports normalize after lockdowns
in China. Although timely signals for activity are relatively unfavorable, trade
might remain resilient.

In the oil sector we expect a US$2,752.1 million deficit, moderating at the margin.
We anticipated higher exports in absolute terms, with positive signs in prices, but
with volumes moderating. Shipments abroad would grow +51.6% y/y, with the
price of the Mexican oil mix higher at 109.84 US$/bbl (+62.5% y/y) from 106.14
USS$/bbl (+69.7%). On the contrary, US imports suggest lower volumes sent.
Inflows would rise 50.2%, also boosted by prices —mainly gasoline, as natural gas
has been more contained—. Despite resilient mobility, volumes have been losing
pace, possibly related to the end of school for some students.
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We also see mixed results in non-oil, with a US$2,313.5 million surplus. Exports
would advance 18.8%, with imports stronger at 20.8%. In the former, agriculture
would rise 17.8%, with even higher prices and more severe droughts in both
Mexico and the US. Non-oil mining (-7.3%) would keep moderating due to the
decline in prices, as well as a more challenging base effect. In manufacturing,
autos (16.5%) would accelerate, mostly due to a base effect. In this sense, data
from both AMIA and US sector production are sluggish, suggesting an additional
slowdown. ‘Others’ (20.3%) are expected to be relatively mixed, with positive
signals from the ‘imports’ component within the US ISM, as well as key sectors
in said country’s industrial production. However, the broad trend is also weaker.
In addition, we keep expecting unusual volatility in these categories due to supply
management issues. Regarding imports, Chinese shipments abroad saw higher
momentum in May as the reopening gathered pace in said country, extending
further into June. As such, we believe figures could be boosted by this. In this
context, we expect intermediate goods at +20.0%. Consumer goods would come
in at +27.6%, still boosted by inflation. Lastly, capital goods could moderate due
to higher uncertainty, albeit still strong at +20.4%.
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Modest improvement in labor market conditions in June. We estimate the
unemployment rate at 3.27% (original figures). The seasonal effect tends to be
slightly negative in the period vs May, considering that the month marks the start
of the summer holiday season. In this sense, using seasonally adjusted figures we
expect a 7bps decline to 3.28%. Progress would be mainly explained by a
correction after the upward adjustment seen in the previous month, with mobility
relatively stable —despite a deterioration in virus conditions towards the end of the
period—. Nevertheless, economic activity seems to have been relatively negative,
limiting the move and suggesting a deceleration. On other figures in the report
(and back to original figures), we believe there may be a modest job creation.
Meanwhile, participation and part-time rates could be more stable.

Most available data is favorable. IMSS reported 60.2 thousand new jobs.
However, with adjusted figures the result was stronger, accelerating to +116.5
thousand jobs (previous: +111.3 thousand). In aggregate trend indicators, three of
the four categories were better or at least stable (construction, manufacturing, and
services). On the contrary, commerce saw a significant decline. Despite setbacks
in IMEF’s PMIs, employment components in both (manufacturing and non-
manufacturing) were quite resilient, increasing 0.3pts each.
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Finally, according to the S&P Global manufacturing PMI, job gains in the sector
continued for a third consecutive month.

Looking forward, our take is that labor market conditions have become
increasingly adverse, impacted by the fifth wave of contagions and a loss in
economic dynamism. Regarding the former, the IMSS reactivated since July 6,
the online sick leave program due to COVID-19. COPARMEX estimates that
absenteeism, at least in CDMX, has reached between 15% and 20% for this
reason.
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MoF’s public finance report (June). Attention will center on the Public Balance
and Public Sector Borrowing Requirements (PSBR), which accumulated a $104.4
billion deficit year-to-date (until May). We will be looking to performance
relative to the updates that will be released with this report —as it will be a
quarterly release, which includes changes to the most important variables. In
addition, we must remember that the report is followed-up by a call from the MoF,
in which questions will likely center around the cost of complementary stimulus
to gasolines. In revenues, oil-related ones will probably be higher due to elevated
prices, awaiting data on income taxes and VAT collection. The latter will be
impacted by the abovementioned stimulus, which the MoF accounts in this sector.
On spending, financial costs and programmable spending —especially in
autonomous and administrative branches— will also be important. Lastly, we will
analyze public debt, which amounted to $13.1 trillion in May (as measured by the
Historical Balance of the PSBR).

GDP to extend its recovery for a third consecutive quarter. We estimate a
1.6% y/y expansion (previous: 1.8%), which implies sequential growth of 0.7%
g/q with seasonally adjusted figures, lower than the +1.0% of the previous quarter.
We believe this result would be favorable, mainly driven by strength in external
demand and fundamentals at the beginning of the period. However, in our
opinion, the outlook deteriorated as time passed by, impacted by larger external
shocks (e.g. war in Ukraine, lockdowns in China, higher prices of commodities),
as well as a moderation in domestic momentum (€.9. higher inflation, negative
effect from the distortions of government transfers, employment slowdown). In
this context, we keep seeing a heterogenous recovery, anticipating higher
dynamism in services, up 0.7% q/q (0.8% y/y), with industry following closely at
0.6% q/q (2.9% y/y). Lastly, primary activities would rebound 1.8% q/q (3.1%
y/y), even despite more challenging conditions.
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https://www.banorte.com/cms/casadebolsabanorteixe/analisisyestrategia/analisiseconomico/mexico/20220429_Preliminary_GDP_1Q22.pdf

Considering that we already have April’s activity figures and using our estimate
for May’s GDP-proxy at -0.2% m/m (see section above) we turn our attention to
June. Our GDP estimate implies a contraction of 0.5% m/m (1.1% y/y). Overall,
we believe conditions deteriorated across several fronts, including
epidemiologically and on prices (on top of other factors). In this context, our
estimate is lower than the latest release of INEGI’s Timely Indicator of Economic

Activity.

For the latest month and by sectors, we expect a contraction in industry, dragged
by manufacturing. Timely data from IMEF’s manufacturing PMI —back to
negative territory at 49.2pts— and auto production —contracting 3.8% m/m— point
to a more challenging scenario, even after the improvement in IMSS employment
figures. In construction, sentiment indicators were mixed again, although we
highlight a slight moderation in prices compared to last year. At the margin, we
believe that we could see a slight increase, both by a more favorable base effect
and a boost that may come from both federal government projects and high
interest in industrial parks. Lastly, in mining, the fall in commodities prices could
have had an adverse effect on non-oil, while oil could be a bit more stable at the
margin. However, we believe there could be a rebound in ‘related services’ due
to a higher number of approvals of oil wells by the National Hydrocarbons
Commission.

In services we also anticipate a moderation, with several headwinds. Among
them, we highlight another month without social transfers due to the electoral ban
(with the last payment made in March and resuming until early July), higher
inflationary pressures and an increase in contagions in the second half of the
month. In this context, the IMEF’s non-manufacturing PMI showed an additional
moderation, although still positive at 51.8pts. In commerce, both ANTAD same-
store sales (-0.1% y/y in real terms) and auto sales (-2.6% m/m) were weaker.
Regarding tourism, timely data on hotel occupancy shows some stability, even
improving relative to last year, while air passengers (in airports under concession
to private companies) suggest a slowdown, consistent with price data.

Despite this moderation, the result would be better than what he had estimated in
our last review (+0.5% g/q), pointing to a greater resilience of the Mexican
economy. However, we believe this may be compensated by higher risks in 2H22,
considering a more adverse global outlook.

GDP
% yly nsa, % q/q sa

20 -

15 1 — g e—0f Yy
10 -

2018 4Q18 2019  4Q19  2Q20  4Q20  2Q21  4Q21 2022

Source: INEGI, Banorte

ap BANORTE


https://www.banorte.com/cms/casadebolsabanorteixe/analisisyestrategia/analisiseconomico/mexico/20220624_IGAE_Apr_2022_Eng.pdf
https://www.banorte.com/cms/casadebolsabanorteixe/analisisyestrategia/analisiseconomico/mexico/20220707_Inflation_June.pdf
https://www.banorte.com/cms/casadebolsabanorteixe/analisisyestrategia/analisiseconomico/mexico/20220719_Timely_Indicator_Jun.pdf
https://www.banorte.com/cms/casadebolsabanorteixe/analisisyestrategia/analisiseconomico/mexico/20220719_Timely_Indicator_Jun.pdf
https://www.banorte.com/cms/casadebolsabanorteixe/analisisyestrategia/analisiseconomico/mexico/20220701_IMEF_PMI_Jun_22.pdf

Banking credit to strengthen further. We anticipate +2.6% y/y in June,
stringing three months in positive territory. We believe the recovery continued,
even on a more challenging backdrop, higher COVID-19 contagions, and tighter
monetary policy. In addition, the effect from inflation remains negative,
subtracting 33bps from the figure as the annual print stood at 7.99%.
Nevertheless, we believe the lag relative to activity continues playing a key role
in credit demand. This comes on top of other factors —such as consumption
fundamentals— that should provide support. In the details, consumer loans would
stand at +4.7% (previous: +4.5%), corporates at 1.4% (previous: 1.1%) and
mortgages at 3.4% (previous: 3.5%).
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(55) 1670 - 2247
(55) 1670 - 2248

Alejandro Cervantes Llamas

José Luis Garcia Casales

Daniela Olea Suérez

Miguel Alejandro Calvo Dominguez
José De Jesls Ramirez Martinez
Daniel Sebastian Sosa Aguilar
Salvador Austria Valencia

Executive Director of Quantitative Analysis
Director of Quantitative Analysis

Senior Analyst, Quantitative Analysis
Senior Analyst, Quantitative Analysis
Senior Analyst, Quantitative Analysis
Analyst, Quantitative Analysis

Analyst, Quantitative Analysis

alejandro.cervantes@banorte.com
jose.garcia.casales@banorte.com
daniela.olea.suarez@banorte.com
miguel.calvo@banorte.com
jose.ramirez.martinez@banorte.com
daniel.sosa@banorte.com
salvador.austria.valencia@banorte.com

(55) 1670 - 2972
(55) 8510 - 4608
55) 1103 - 4000
(55) 1670 - 2220
(55) 1103 - 4000
(55) 1103 - 4000
(55) 1103 - 4000

Wholesale Banking
Armando Rodal Espinosa

Alejandro Aguilar Ceballos
Alejandro Eric Faesi Puente
Alejandro Frigolet Vazquez Vela
Arturo Monroy Ballesteros
Carlos Alberto Arciniega Navarro
Gerardo Zamora Nanez

Jorge de la Vega Grajales

Luis Pietrini Sheridan

Lizza Velarde Torres

Osvaldo Brondo Menchaca
Raul Alejandro Arauzo Romero
René Gerardo Pimentel Ibarrola
Ricardo Velazquez Rodriguez
Victor Antonio Roldan Ferrer

Head of Wholesale Banking
Head of Asset Management

Head of Global Markets and Institutional Sales

Head of Sélida Banorte

Head of Investment Banking and Structured Finance

Head of Treasury Services

Head of Transactional Banking, Leasing and Factoring

Head of Government Banking

Head of Private Banking

Executive Director of Wholesale Banking
Head of Specialized Banking Services
Head of Transactional Banking

Head of Corporate Banking

Head of International Banking

Head of Commercial Banking

armando.rodal@banorte.com
alejandro.aguilar.ceballos@banorte.com
alejandro.faesi@banorte.com
alejandro.frigolet.vazquezvela@banorte.com
arturo.monroy.ballesteros@banorte.com
carlos.arciniega@banorte.com
gerardo.zamora@banorte.com
jorge.delavega@banorte.com
|uis.pietrini@banorte.com
lizza.velarde@banorte.com
osvaldo.brondo@banorte.com
alejandro.arauzo@banorte.com
pimentelr@banorte.com
rvelazquez@banorte.com
victor.roldan.ferrer@banorte.com

55) 1670 - 1889
55) 5004 - 1282
55) 5268 - 1640
55) 5268 - 1656
55) 5004 - 5140
81) 1103 - 4091
81) 8173 - 9127
55) 5004 - 5121
55) 5249 - 6423
55) 4433 - 4676
55) 5004 - 1423
55) 5261 - 4910
55) 5004 - 1051
55) 5004 - 5279
55) 1670 - 1899
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