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IGAE - Economic activity stays limited in October 24, 2019
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= Global Economic Activity Indicator (August): -0.9% yoy; Banorte:

-0.1%0; consensus: 0.5% (range: -1.6% to +0.8%); previous: 0.3% Juan Carlos Alderete, CFA
. . . . L. Senior Economist, Mexico
= By components, services declined 0.7% while primary activities added juan.alderete. macal@banorte.com
a sixth consecutive month in positive territory at 0.2%. As previously .
published, industry contracted 1.3% Francisco Flores
Economist, Mexico
=  On a monthly basis, activity stayed limited, advancing 0.1% m/m after francisco flores.serrano@banorte.com

falling by virtually the same magnitude in the previous month.
Industry held up better at 0.8%, while services were unchanged

= The report shows that the stagnation of economic activity has
extended, particularly in services and despite positive fundamentals
that suggest a slight acceleration going forward

Economic activity fell -0.9% in August. According to the Global Economic
Activity Indicator (IGAE), economic activity contracted 0.9% yoy, below our
-0.1% forecast and consensus at 0.5%. It is worth noting that this figure is
biased downwards as the period had one less working day in the annual
comparison. On a year-to-date basis, the economy has been flat.

As it had already been published, industry fell 1.3% yoy, with the sector in
negative territory for ten consecutive months, resulting in a 1.7% accumulated
fall so far this year, albeit with some improvement relative to July. For details,
please refer to: “Industrial production — Recovery in mining and construction in
August”, <pdf>, October 11", 2019. On the other hand, primary activities have
held up relatively better, advancing 0.2% after a sizable increase of 4.2% in the
previous month.

Services contracted 0.7% yoy, below the 1.1% of the previous month and with
the latter revised 10bps lower. Retail sales were up only by 0.4%, which is
considerably more modest than our 1.9% forecast for tomorrow’s report.
Among sectors, we highlight the 3.3% and 1.8% advance in recreational and
professional services, respectively, while transportation was somewhat muted at
+0.2%. Government services stood at -1.6%, extending their decline for tenth
consecutive month and accumulating a 3.3% fall so far in 2019, still lacking
evidence of spending acceleration despite the government’s goal of higher
outlays to provide relative support to growth.

The report shows that the stagnation of economic activity has extended, without

convincing signs of an improvement in domestic demand despite relatively

strong fundamentals for consumption. We believe dynamism could increase Document for distribution among
slightly going into year-end, particularly when compared to the first half of public

2019, although the report does not allow us to be highly optimistic in this

regard, at least for now.


https://www.banorte.com/cms/casadebolsabanorteixe/analisisyestrategia/analisiseconomico/mexico/20190911_IP_Aug_2019_F.pdf
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Global economic activity indicator: August 2019

% yoy, nsa
Aug-19 Aug-18 Jan-Aug'19 Jan-Aug’18

Total -0.9 1.8 0.0 2.0
Agriculture 0.2 29 34 2.7
Industrial production 1.3 0.3 1.7 04
Mining -3.2 -4.0 7.1 5.8
Utilities 2.7 35 0.6 21
Construction 2.9 -1.8 4.3 1.9
Manufacturing -0.5 2.2 0.8 1.7
Services -0.7 25 0.7 2.8
Wholesale -34 0.3 1.7 29

Retail 04 5.6 24 41
Transport 0.2 4.0 0.0 42
Financial services -0.8 3.1 15 2.6
Professional services 1.8 2.0 46 34
Education and healthcare services -3.2 2.1 -0.2 0.7
Recreational services 33 25 0.6 -1.8
Lodging services 04 0.5 04 1.2
Government services -1.6 0.0 -3.3 3.1

Source: INEGI

On a monthly basis, the economy inched 0.1% higher. This figure is broadly
in line with recent economic performance, hovering around zero since April (see
chart below, left). In this respect, the report fails to signal that the economy may
finally be gathering some dynamism. Moreover, it makes it likely that a
contraction is observed in 3Q19, which is worrisome considering that Mexico
barely averted a ‘technical recession’ during the first half. Industry advanced
0.8%, supported by construction and mining, with the former particularly
favorable in terms of the signal provided for domestic demand. Nevertheless,
manufacturing fell 0.4%, weakest print so far in 2019. Services were flat; with 4
out of 9 subsectors were in contraction, lower than the six in this condition in
July. We noted the weakest performance in health and education (-0.5%). On a
more positive note, government services were up for the first time in three
months (+0.4%). The primary sector fell 2.6%, with some payback after the
+3.4% observed in July. Last but not least, we highlight that the 3m/3m saar rate
returned back to positive after staying in contraction since December 2018, in
our view suggesting that the economy is improving slightly.

Global economic indicator: Aug 2019
% m/m, sa, % 3m/3m saar

% m/m, sa % 3m/3m saar
Aug-19 Jul-19 Difference Jun-Aug'19  May-Jul “19
Total 01 0.2 0.2 04 -0.3
Agriculture 2.6 34 6.0 3.7 -14
Industrial production 0.8 0.3 1.2 0.0 -4.6
Services 0.0 0.1 0.1 1.0 1.6

Source: INEGI
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Cautiousness on activity is still warranted as risks prevail, despite positive
signs going forward. Overall, we see today’s figure as negative, particularly
given that the services sector has failed to gather steam. In this respect, the
report confirms that the economy has been less dynamic than we had previously
expected. As a result, a few days ago we downgraded our GDP forecast for full-
year 2019, from 0.8% to 0.3% yoy, albeit maintaining our estimate for 2020 at
1.4%. For details, see: “Mexico — A slightly more constructive view on growth
for 20207, <pdf>, October 22, 2019.

We highlight the downside in services, which has failed to pick-up despite
fundamentals for private consumption that continue pointing to a better
performance. Among them, we highlight the stabilization in the unemployment
rate (instead of increasing further) in the two months up to September, with
strong formal job creation in the month. Remittances keep growing at a healthy
rate (8.7% year-to-date), on track towards a new historical high for full 2019.
Banking credit accelerated in August, suggesting the possibility that the outlook
is improving, while annual inflation has fallen further.

Business confidence may also have bottomed out, with all sectors higher in
September. Global trade uncertainty is falling, with the US and China possibly
signing an agreement as soon as next month. Moreover, the Undersecretary for
Foreign Affairs for North America, Jesus Seade, stated that the ratification of
the USMCA has entered a critical stage and could be approved in the US before
year-end. In our view, sentiment could be lifted further if these events
materialize, a situation that could help reignite at least to some extent private
investment.

Despite of the latter, it is our take that industry is still facing some challenges. In
particular, the manufacturing sector —which comprises 49.7% of industrial
activity and has a weight of 16.5% in IGAE— may be impacted by temporary
factors such as the labor strike of GM workers in the US that started about one
month ago and has not been resolved yet. In this respect, we highlight that,
during the last 12 months, auto exports represented 36.3% of all manufacturing
shipments. According to AMIA, of all exported autos this year until August,
25% were made by this company, the single highest share among the most
relevant brands operating in Mexico.
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https://www.banorte.com/cms/casadebolsabanorteixe/analisisyestrategia/analisiseconomico/mexico/20191022_GDP2019_2020_Final.pdf

Evidence of the potential timing and magnitude of the impact will likely be
observed in next week’s trade balance report. In our view, it is also likely going
to have an adverse effect in industrial production, both in that month and at least
until October. On the other hand, manufacturing has been resilient despite
global headwinds, benefitting from market share gains in US imports at the
expense of China.

Lastly, regarding economic policy, we expect Banxico to cut the reference rate
towards 6.00% by year-end 2020, which should help ease financial conditions.
Meanwhile, the government has maintained its commitment with fiscal
responsibility and has simultaneously recognized the need to boost spending,
adjusting its primary surplus forecast for next year in the Budget Proposal to
0.7% of GDP from 1.3% previously. Overall, we believe that the report and
recent data is consistent with our expectation of a gradual improvement in
activity during the second half of the year, albeit with relatively low conviction.

Disclaimer

The information contained in this document is illustrative and informative so it should not be
considered as an advice and/or recommendation of any kind. BANORTE is not part of any party or
political trend.
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