Retail sales fall back strongly in October

= Retail sales (October): 0.4% yoy; Banorte: 2.8%; consensus: 2.2%
(range: 1.0% to 3.1%0); previous: 2.4%

= In seasonally adjusted terms, retail sales retraced 2.3% m/m, more
than reversing the 1.1% advance observed in September and the
weakest print so far this year

=  Today’s print inserts downside risks to our view that consumption will
grow 1.3% yoy in 2019. Meanwhile, we continue expecting a modest
improvement to 1.8% for next year. A series of factors, such as the
minimum wage increase and higher social spending, will likely provide
more support going forward

= Nevertheless, the advance will likely be limited by the moderation in
formal employment, with the unemployment rate also increasing in
recent months

=  Chihuahua showed the highest growth since May’19 at 1.2% m/m

Retail sales grew barely 0.4% yoy in October. This figure was significantly
below our forecast (2.8%) and relative to consensus (2.2%). Moreover, it is the
weakest print so far this year, adding to headwinds for the start of the quarter.
Year-to-date, retail sales have advanced 1.8% still above the 1.5% during the
same period of the previous year.

A strong monthly fall of 2.3%. This print was highly surprising to the
downside, even when taking into account that the previous month was revised
higher by 0.2%-pts, to 1.1%. Taking a look at the breakdown, Eight out of nine
subsectors were negative. We highlight the 3.1% m/m contraction in motor
vehicles and fuel, with generalized declines among their components. Moreover,
non-discretionary consumption in items such as food (-0.6%) and supermarket (-
0.9%) were very weak, contrasting with their recent performance. Regarding
durable-goods, appliances plunged 5.5%, the worst among subcomponents. Last
month, we said that data suggested the possibility that purchases of this type of
items may have bottomed out. Unfortunately, today’s report and revisions to the
monthly private consumption indicator (up to September, and using data for
locally-produced goods) do not support this view. Hence, sales seem to remain
impacted by high levels of uncertainty. Going forward, and on a more positive
note, preliminary data for November suggests sales during El Buen Fin may
have been better than expected (Mexico’s Black Friday, which took place
between November 15-19), with services and tourism business-chamber
CONCANACO estimating growth of about 7% yoy (in nominal terms). Other
figures already available —including Walmart, ANTAD and AMIA sales— also
point in this direction.
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Retail Sales: October 2019
% m/m sa; % 3m/3m saar

% mim % 3m/3m saar
Oct-19 Sep-19 Aug-19 Aug - Oct ‘19
Retail sales 2.3 11 0.3 0.0
Food, beverages, and tobacco -0.6 -0.1 0.7 0.4
Supermarket, convenience, and departmental stores -0.9 05 11 55
Clothing and shoes -0.8 1.4 1.0 49
Health care products -0.1 -0.6 0.0 25
Office, leisure, and other personal use goods 04 0.5 0.2 26
Appliances, computers, and interior decoration 55 44 0.2 -3.7
Glass and hardware shop 1.7 0.7 15 32
Motor Vehicles, auto parts, fuel and lube oil -3.1 1.1 14 -3.0
Internet sales -0.3 55 9.8 131
Source: INEGI
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A cold start for the quarter, despite positive fundamentals and other
factors that suggest a stronger outlook in 2020. The report was quite
negative, which adds downside risks to our already modest view of GDP in
4Q19, currently at -0.2% yoy. We remain relatively concerned by the lack
of strength in durable-goods consumption, which we argue has been influenced
by high levels of uncertainty, resulting in lower willingness to spend.
Additionally, the unemployment rate increased in October to 3.60% (sa), almost
a three year high. Although formal job creation seems to have gathered pace
somewhat in recent months, this situation will likely limit the potential advance
in consumption going forward

Despite of this and as we have stated recently, fundamentals for consumption
remain positive, including dynamism in remittances, low inflation, and resilient
growth in consumer credit. In this respect, we hope for a rebound in November
and December based on anecdotal and advanced data, although today’s
weakness points to the need of remaining cautious about the outlook. Overall,
we remain more positive about private consumption in 2020, anticipating a
1.8% yoy advance. In this respect, we highlight two recent events that we
believe will likely support consumption, at least in the short term: (1) The
announcement of the 20% minimum wage increase; and (2) The Federal
Government’s approved budget, which favors social spending in some signature
programs of this administration. Moreover, we expect USMCA to be approved
early next year in the US and Canada, after changes were agreed, which could
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https://www.banorte.com/cms/casadebolsabanorteixe/analisisyestrategia/analisiseconomico/mexico/20191217_Minimum_Wage_20.pdf
https://www.banorte.com/cms/casadebolsabanorteixe/analisisyestrategia/analisiseconomico/mexico/20191120_Budget_2020.pdf
https://www.banorte.com/cms/casadebolsabanorteixe/analisisyestrategia/analisiseconomico/mexico/20191210_USMCA_FinalAgreement.pdf
https://www.banorte.com/cms/casadebolsabanorteixe/analisisyestrategia/analisiseconomico/mexico/20191210_USMCA_FinalAgreement.pdf
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also help reduce uncertainty that has had negative effects in overall economic
activity.

Consumer confidence has remained relatively strong considering recent news,
although we believe it is also necessary to observe a better performance in
business confidence, which although is more necessary for investment, it is our
take that it should also be important for employment dynamics to accelerate
going forward.

At the state level

Chihuahua showed the highest growth in retail sales since May ‘19, at 1.2
m/m. This advance adds to the previous month’s 0.5% expansion, with a
considerably higher dynamism vs. the national average. It is explained, among
other things, by the increase in purchasing power of state workers (6.8% yoy).
Nevertheless, retail sales in Chihuahua accumulate a 0.3% advance, 6.7pp lower
than in the same period last year.

Retail sales in Chihuahua
% m/m; seasonally adjusted figures
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Twenty-seven states outperformed the national average. In this regard, it is
important to mention that retail sales in only 6 states showed positive figures.
Apart from Chihuahua, we highlight Jalisco (1.1% m/m), Yucatan (0.6%),
Campeche (0.5%), and Tamaulipas (0.3%). By contrast, sales in Hidalgo fell
6.2%, adding 2 consecutive months in contraction, as shown in the following
graph.

Retail sales by state: October 2019
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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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Financiero Banorte S.A.B. of C.V. does not commit to communicate the changes and also to keep the content of this document updated. Grupo Financiero Banorte S.A.B. of C.V.
takes no responsibility for any loss arising from the use of this report or its content. This document may not be photocopied, quoted, disclosed, used, or reproduced in whole or
in part without prior written authorization from Grupo Financiero Banorte S.A.B. of C.V.



GRUPO FINANCIERO BANORTE S.A.B. de C.V.

Research and Strategy
Gabriel Casillas Olvera Chief Economist and Head of Research gabriel.casillas@banorte.com (55) 4433 - 4695
Raquel Vazquez Godinez Assistant raquel.vazquez@banorte.com (55) 1670 - 2967

Economic Analysis

Delia Maria Paredes Mier Executive Director of Economic Analysis delia.paredes@banorte.com (55) 5268 - 1694
Katia Celina Goya Ostos Senior, Global Economist katia.goya@banorte.com (55) 1670 - 1821
Juan Carlos Alderete Macal, CFA Senior Economist, Mexico juan.alderete.macal@banorte.com (55) 1103 - 4046
Miguel Alejandro Calvo Dominguez ~ Economist, Regional miguel.calvo@banorte.com (55) 1670 - 2220
Francisco José Flores Serrano Economist, Mexico francisco.flores.serrano@banorte.com (55) 1670 - 2957
Luis Leopoldo Lépez Salinas Analyst, Global Economist |uis.lopez.salinas@banorte.com (55) 1103 - 4000 x 2707
Lourdes Calvo Fernandez Analyst (Edition) lourdes.calvo@banorte.com (55) 1103 - 4000 x 2611

Fixed income and FX Strategy

Alejandro Padilla Santana Head Strategist — Fixed income and FX alejandro.padilla@banorte.com (55) 1103 - 4043
Santiago Leal Singer FX Senior Strategist santiago.leal@banorte.com (55) 1670 - 2144
Leslie Thalia Orozco Vélez Fixed Income and FX Strategist leslie.orozco.velez@banorte.com (55) 5268 - 1698
Equity Strategy
Manuel Jiménez Zaldivar Director Eqw'ty Research " manuel.jimenez@banorte.com (55) 5268 - 1671
Telecommunications / Media
Victor Hugo Cortes Castro Technical Analysis victorh.cortes@banorte.com (55) 1670 - 1800
Marissa Garza Ostos qulty Research - Qonglomerates / Financials/ marissa.garza@banorte.com (55) 1670 - 1719
Mining / Petrochemicals
. - . Equity Research — Airlines / Airports / Cement/ . -
José Itzamna Espitia Hernandez Infrastructure / REITs jose.espitia@banorte.com (55) 1670 - 2249
Valentin Ill Mendoza Balderas Eqwty Research ~ Auto Parts/ ansumer valentin.mendoza@banorte.com (55) 1670 - 2250
Discretionary / Real Estate / Retail
Jorge Antonio Izquierdo Lobato Analyst jorge.izquierdo.lobato@banorte.com (55) 1670 - 1746
Eridani Ruibal Ortega Analyst eridani.ruibal.ortega@banorte.com (55) 1103 — 4000 x 2755
Itzel Martinez Rojas Analyst itzel. martinez.rojas@banorte.com (55) 1670 - 2251
Corporate Debt
Tania Abdul Massih Jacobo Director Corporate Debt tania.abdul@banorte.com (55) 5268 - 1672
Hugo Armando Gémez Solis Senior, Corporate Debt hugoa.gomez@banorte.com (55) 1670 - 2247
Gerardo Daniel Valle Truijillo Manager, Corporate Debt gerardo.valle trujillo@banorte.com (55) 1670 - 2248
Wholesale Banking
Armando Rodal Espinosa Head of Wholesale Banking armando.rodal@banorte.com (81) 8319 - 6895
Alejandro Eric Faesi Puente Head of Global Markets and Institutional Sales alejandro.faesi@banorte.com (55) 5268 - 1640
Alejandro Aguilar Ceballos Head of Asset Management alejandro.aguilar.ceballos@banorte.com  (55) 5268 - 9996
Arturo Monroy Ballesteros Eii::wg; Investment Banking and Structured arturo.monroy.ballesteros@banorte.com  (55) 5004 - 1002
Gerardo Zamora Nanez E:Cat%rci)rf];ransactlonal Banking, Leasing and gerardo.zamora@banorte.com (81) 8318 - 5071
Jorge de la Vega Grajales Head of Government Banking jorge.delavega@banorte.com (55) 5004 - 5121
Luis Pietrini Sheridan Head of Private Banking |uis.pietrini@banorte.com (55) 5004 - 1453
René Gerardo Pimentel Ibarrola Head of Corporate Banking pimentelr@banorte.com (55) 5268 - 9004
Ricardo Velazquez Rodriguez Head of International Banking rvelazquez@banorte.com (55) 5004 - 5279
Victor Antonio Roldan Ferrer Head of Commercial Banking victor.roldan.ferrer@banorte.com (55) 5004 - 1454


mailto:katia.goya@banorte.com
mailto:jespitia@ixe.com.mx
mailto:hgomez01@ixe.com.mx

