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Ahead of the Curve 

Industry weakness in October driven by the auto sector 

 Monthly inflation report (November). We estimate headline inflation at 

+0.85% m/m and core inflation at 0.23%, remembering that period 

dynamics are seasonally high due to the reversal of electricity tariffs’ 

subsidies in some states, which would contribute +40bps. Moreover, we see 

an additional uptick in LP gas, while both fruits and vegetables, and meat 

and egg, would also be relatively pressured. The core component would 

contribute 17bps, with 11bps corresponding to services and 6bps in goods. 

The latter would be benefitted in part by discounts during El Buen Fin 

(equivalent to Mexico’s Black Friday), although more modest than in 

previous years. With these results, annual inflation would be at 3.02%, in 

line with the previous month. The non-core component would stay low at 

1.14%, and core inflation would marginally improve to 3.66% 

 Industrial production (October). We anticipate a 3.1% yoy decline, below 

the -1.8% of September and which would mark a full-year in contraction. 

With seasonally-adjusted figures we estimate a 1.2% m/m decline. The 

month was likely impacted by adverse and temporary events in both mining 

and manufacturing –specifically, in the auto sector–. Moreover, construction 

likely stayed limited. Our forecast implies that industry would face an uphill 

battle in 4Q19, challenging our already modest estimate of a full-year 1.7% 

contraction. In particular, we are concerned by the signal sent by the IMEF 

manufacturing index in November, which did not rebound even as 

operations normalized in the auto sector  

 

 

 

 
 

Mexico weekly calendar  

DATE TIME (ET) EVENT PERIOD UNIT BANORTE CONSENSUS PREVIOUS 

Mon 9-Dec 7:00am CPI inflation November % m/m 0.85 0.83 0.54 

  
  

 
% yoy 3.02 3.01 3.02 

  
    Core  % m/m 0.23 0.23 0.25 

   
 

% yoy 3.66 -- 3.68 

Mon 9-Dec 12:30pm Government weekly auction: 1-, 3-, and 6-month Cetes; 3y MBono (Mar'23); 3y Udibono (Jun'22) 

Tue 10-Dec 
 

Wage negotiations November % 5.9 -- 4.0 

Tue 10-Dec 10:00am International reserves Dec-7 US$ bn -- -- 180.6 

Thu 12-Dec 7:00am Industrial production October % yoy -3.1 -1.6 -1.8 

  
 (sa)  % m/m -1.2 -- 0.0 

  
    Mining  % yoy -3.9 -- -2.8 

  
    Utilities  % yoy 1.9 -- 3.4 

  
    Construction  % yoy -7.2 -- -8.3 

  
    Manufactures  % yoy -1.5 -- 0.8 

Fri 13-Dec 10:00am Banxico's survey of economic expectations December         
 

Source: Banorte; Bloomberg  
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Proceeding in chronological order... 

Annual inflation to remain stable and close to 3% despite higher 

agricultural goods’ prices. We estimate headline inflation at +0.85% m/m, 

above the 0.54% of the previous month. Core inflation is expected at 0.23% 

(previous: 0.25%). As already observed in the first half of the period, dynamics 

will be highly influenced by the reversal of electricity tariffs’ subsidies in some 

states, contributing with +40bps. Regarding other energy goods, we expect an 

additional increase in LP gas (+3bps). Gasoline would remain relatively stable, 

despite upward adjustments in both the MXN and the reference price in the US, 

in a context of a slight decrease in the tax subsidy. In agricultural goods, fruits 

and vegetables would add 15bps. Our price monitoring showed relevant 

increases in onions and husk tomatoes, extending pressures already seen since 

the start of the month. In addition, we expect higher prices of poultry and eggs, 

with an +8bps contribution.  

The core component would contribute 17bps, with 11bps corresponding to 

services. We expect housing to keep growing at a relatively steady pace (+3bps), 

with most pressures centered in other services (+8bps). Goods would add 

around 6bps, evenly divided between processed foods and other goods. On the 

latter, we did observe a benefit due to discounts during El Buen Fin (equivalent 

to Mexico’s Black Friday), although less so than in previous years, 

remembering that the first day with discounts fell during the first half of the 

month.  

With these results, annual inflation would be at 3.02%, in line with the previous 

month. The non-core component would stay low at 1.14%, increasing relative to 

the 1.01% of October. Core inflation would marginally improve to 3.66%, 

(previous: 3.68%). In this context, we still expect inflation to close the year at 

3.0%, remembering that there will be a favorable base effect during the first half 

of December, which could help mitigate arising pressures in agricultural goods.  

Weekly government bond auction. The Ministry of Finance (MoF) –via Banco 

de Mexico as its financial agent, will offer 3-year fixed-rate Mbonos (Mar’23),   

3-year inflation-linked Udibonos (Jun’22), in addition to the 1-, 3-, and 6-month 

zero-coupon Cetes (see following table). As usual, results will be released at 

12:30pm (ET).  

Auction specifics (Monday, December 9th, 2019) 

 
Maturity Coupon rate, % To be auctioned1 

Previous 
yield2 

Cetes 
 1m 09-Jan-20 - - 5,000 7.40 

3m 14-Mar-20 - - 15,000 7.44 

6m 04-Jun-20 - - 15,000 7.35 

M Bono     

3y 09-Mar-23 6.75 10,500 6.62 

Udibonos     

3y 09-Jun-22 2.00 UDIS 875 3.40 
 

Source: Banorte with data from Banco de México 1. Except for Udibonos, which are expressed in UDI million, 
everything else is expressed in MXN million. 2. Yield-to-maturity reported for Cetes, Mbonos and Udibonos 
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Wage negotiations to climb 5.9% in November. This would be considerably 

higher than 4.0% previously. This increase would be explained by a change in 

the composition of workers benefited, with the private sector recovering share 

relative to public employees. In this context, revisions within the first group 

have averaged 6.3% so far this year, reaching only 3.4% in the second one. 

Going forward, attention will turn to the minimum wage increase for 2020, with 

our expectation for a 10-15% hike, which we believe will continue to be the 

main driver of wage dynamics. 

Weekly international reserves report. Last week, net international reserves 

increased US$40 million, closing at US$180.6 billion. According to Banxico’s 

report, this comes from a positive valuation effect in central bank assets. In this 

context, the central bank’s international reserves have increased US$5.8 billion 

during 2019 (please refer to the following table).  

Banxico's foreign reserve accumulation detail 
US$, million 

  2018 Nov 29, 2019 
 

Nov 29, 2019 Year-to-date 

 
Balance 

 
Flows 

International reserves (B)-(C) 174,793 180,597 
 

40 5,805 

    (B) Gross international reserve 176,384 185,289 
 

525 8,905 

        Pemex -- -- 
 

32 97 

        Federal government -- -- 
 

325 3,116 

        Market operations -- -- 
 

0 0 

        Other -- -- 
 

168 5,693 
    (C) Short-term government's 
liabilities 1,592 4,692   485 3,100 

 

Source: Banco de México 

Industrial production weakness in October, because of autos. We anticipate 

a 3.1% yoy decline, which would mark a full-year in contraction and its weakest 

print in this period. With seasonally-adjusted figures we anticipate a 1.2% m/m 

decline. The month was likely impacted by adverse and temporary events in 

both mining –particularly oil services– and manufacturing –specifically, in the 

auto sector–. Moreover, construction likely stayed limited. On a supply-side 

point of view, industry remains as the most relevant drag to GDP growth. 

We estimate mining at -3.9% yoy, below the -2.8% observed in August. 

According to Pemex, oil production averaged 1,681kbpd, representing a 4.9% 

fall in annual terms. Gas was slightly better at 1.6%. It should be mentioned that 

according to the company’s CEO, Octavio Romero, scheduled maintenance 

works were already anticipated to impact production of oil-based products, 

likely affecting services provided to the industry. In terms of employment, job 

creation seems to be stabilizing but has stayed below levels during the same 

period of the previous year (-1.0% yoy). Overall, we continue anticipating that 

stabilization in oil production is likely to add to growth in 2020, sector which 

has been a persistent drag for industry during a prolonged period. 

Apart from this, our muted forecast is mainly driven by manufacturing, which 

would contract 1.5% yoy, weakest since June 2013. As already shown in trade 

balance and AMIA’s production figures (with finished vehicles at -16. 3% yoy), 

autos were impacted by GM’s strike in the US –resolved until October 25
th
– and 

the temporary close of two Ford plants and one by VW.  
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In this respect, manufacturing exports and non-oil intermediate goods imports 

were very weak, also reflected in US IP which has contracted for four 

consecutive months in annual terms. Employment data did not signal this 

performance, albeit not very surprising as temporarily halting operations was 

not equated with layoffs.  

Lastly, disappointing results in construction would extend, estimated at -7.2% 

yoy. In our view, the fact that the sector’s business confidence until November 

has reversed the uptick observed in September points to prevailing weakness, 

with the ‘adequate moment to invest’ component also quite weak. Employment 

levels seem to be improving slightly but remain lower than in the same period of 

2018, falling 2.3% yoy. Overall, available data suggests that challenges for the 

sector remain high. 

All in all, our forecast would imply that industry will face an uphill battle in 

4Q19, challenging our already modest estimate of a full-year 1.7% contraction. 

In particular, we are concerned by the signal sent by the IMEF manufacturing 

index in November, which did not rebound even as operations in the auto sector 

normalized, in a context in which trade uncertainty remains in place despite 

news pointing to a potential resolution in tensions between the US and China.  

Industrial production 
% yoy 

 
Source: INEGI, Banorte 

Banxico’s survey of economic expectations. As usual, market participants will 

focus on inflation, growth, the reference rate, and exchange rate forecasts. 

Regarding the first, analysts expect 2019 year-end inflation at 2.95%, practically 

in line with our 3.00% estimate. Medium and long-term expectations could 

remain relatively unchanged, still above target. On growth, the estimate for 2019 

stood at 0.0% in the previous survey (Banorte: -0.1%), while 2020’s print came 

in at 1.07% (Banorte: 1.4%). The current view on the reference rate by YE19 is 

7.25%, in line with our expectations. For 2020, consensus points to 75bps of 

easing (Banorte: -125bps). Finally, the exchange rate estimate for year-end 2019 

stands at USD/MXN 19.48 (Banorte: 20.30). In addition, forecasts for YE20 

stand at 20.00, below our 21.30.  

 

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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BUY When the share expected performance is greater than the MEXBOL estimated performance. 
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