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= Gross Domestic Product (1Q19 nsa): 1.3% yoy; Banorte: 1.5%; Juan Carlos Alderete. CFA
consensus: 1.4% (range of estimates: 0.0% to 1.7%); previous: 1.7% Senior Economist, Mexico

= Gross Domestic Product (1Q19 sa): -0.2% q/q; Banorte: 0.2%; Juan aiderete. macai@banort.com
consensus: 0.3% (range of estimates: -0.1% to 0.4%); previous: 0.2% Francisco Flores

Economist, Mexico
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" By major components, primary activities increased an outsized 2.6% francisco.flores.serrano@banorte.com

g/q, industrial activity contracted 0.6% and services fell 0.2%

= |t is worth noting that there were several transitory shocks during this
guarter, including the delays in fuel distribution, strikes in Northeast
Mexico, and railway blockades in Michoacan

= This figure implies that the economy is estimated to have grown close
to 1.4% yoy nsa in March. Nevertheless, this figure would take into
account a favorable base-effect due to the Easter Holiday

= In this respect, the economy seems to have decelerated strongly in the
last month of the quarter, with most of the weakness concentrated in
industry along a moderation in services

= In spite of today’s negative surprise, we maintain our 2019 GDP
forecast at 1.5% yoy with risks tilted to the downside

*  The revised figure will be published on May 24™

The Mexican economy grew 1.3% in 1Q19. INEGI published today its
preliminary GDP report, showing a GDP expansion of 1.3% yoy in 1Q19, below
both consensus at 1.4% and our estimate of 1.5%. It is worth remembering that
this figure is influenced by the timing of the Easter holiday, which was in April
during 2019 vs. March in 2018, adding labor days to the annual comparison. In
this respect and adjusting for the latter, the economy grew only 0.2% yoy sa.
The primary sector advanced an outsized 5.9% yoy (5.6% yoy sa), highest since
the third quarter of 2014 and likely reverting at least some of this advance in the
next quarter (correlation in g/q growth with one-lag at -0.56 since 2000).
Industrial activity contracted -0.7% (-2.1% sa), dragged by generalized during
the period. Services were up by 1.9% (1.0% sa), decelerating relative to the
2.7% seen in the previous quarter.

In seasonally-adjusted terms, GDP fell 0.2% g/q, far-below consensus (+0.3%)

and practically erasing the advance of 4Q18. It should be remembered that this

result took place in an environment filled with a high degree of uncertainty,

mostly due to relevant transitory shocks in the first two months, including

delays in fuel distribution and railway blockades. Moreover, global economic

activity was dampened by trade uncertainty, making up for a more challenging

external sector. In our view, these help explain most of the weakness in

industry, which declined 0.6% g/q. with two consecutive quarters in negative Document for distribution among
territory. public
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Primary activities were up by 1.9% qg/q, above the 0.4% in previous quarter.
Moreover, services stood at -0.2%, lower than the 0.7% of the previous quarter
and confirming that the economy indeed exhibited less dynamism as it was its
first fall since 3Q17, when several natural disasters hit.

GDP
% yoy (nsa); % q/q (sa)
% yoy nsa 1Q19 4Q18 3Q18 2Q18 2018
Total 1.3 1.7 25 2.6 2.0
Agricultural 5.9 3.0 20 1.3 24
Industrial production -0.7 -0.9 1.1 1.3 0.2
Services 1.9 2.7 3.1 32 2.8
% yoy sa
Total 0.2 1.7 25 1.5
Agricultural 5.6 2.7 2.3 14
Industrial production -2.1 -0.8 1.0 0.1
Services 1.0 2.7 32 2.3
% qlq sa
Total 0.2 0.2 0.6 0.2
Agricultural 2.6 2.2 14 -1.6
Industrial production -0.6 -1.2 0.2 -0.3
Services -0.2 0.7 0.6 04
Source: INEGI

During the first two months of the quarter, growth averaged 1.2% yoy according
to the monthly GDP proxy, with today’s figure implying in March of around
1.4% yoy nsa. If confirmed, we would evaluate this as weak considering the
positive base-effect from the Easter holiday mentioned above. Moreover, it is
our take that this is consistent with a modest performance according to the
March trade balance report. For details, see: “Trade balance — Tentative signs of
weakness in manufacturing and consumption”, April 26", 2019, <pdf>. Other
signs in the same direction include ANTAD and Walmart same-store sales when
adjusted for inflation.
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https://www.banorte.com/cms/casadebolsabanorteixe/analisisyestrategia/analisiseconomico/mexico/20190426_Trade_Balance_Mar_19.pdf

We maintain our 2019 GDP forecast at 1.5% yoy, still with downside risks.
In this respect, activity seems to have decelerated meaningfully in March.
Industry looks like the most affected, especially those sectors with higher
sensitivity to external demand, such as manufacturing. In our view, this sector is
at risk of extending its most recent contraction in the short term. Moreover,
anecdotal evidence suggests border-crossing delays at the US border have had a
strong negative impact in April. According to several news outlets, these started
on March 29™ and have impacted activity in Ciudad Juarez, Tijuana, Nogales,
and Nuevo Laredo. Moreover, the heads of the automotive and freight
transportation chambers have stated that the impact has been significant and
they have persisted until today. According to industry chamber CONCAMIN, a
wide range of companies have already experienced losses, with a preliminary
estimate of US$ 800 million daily. Mining is expected to remain a drag at least
during 2Q19 as challenges to increase oil production remain high, even with
some early signs of stabilization.

To the latter, we should add that 1Q19 GDP in the US showed a meaningful
decline in imports (-3.7% saar, with -4.4% in goods). If this dynamic continues,
they will likely be an additional headwind to an already weak performance for
the external sector even after taking into account that Mexico has had some
market-share gains given US trade tensions with China. Moreover, we should
add that the probability of a global economic recession in the next 20 months
has increased substantially.

In addition, services contracted despite being resilient so far. We continue
believing that fundamentals for consumption are strong, with real wage gains
compensating for the deceleration in job creation and the typical slowdown in
government spending at the start of a new federal administration. This situation
has already been seen in the breakdown of government services in the public
finance reports for the first two months of the year. Nevertheless, this should
gradually improve in coming quarters. Moreover, we believe that the possible
acceleration in the disbursement of new federal programs, still strong growth in
remittances and a gradual decline in inflation will be supportive for
consumption in coming quarters. Nevertheless, the fact that services surprised
S0 negatively provide an early and very relevant warning sign regarding
underlying dynamics in this sector which increased an increased focus.

We maintain our current GDP forecast for 2Q19 at 0.9% yoy and full-year
estimate of 1.5% (see chart below). Considering today’s report and taking into
account the distortion caused by the calendar effect, we believe downside risks
for economic activity have increased. It is our take that the economy will be
limited by industrial activity in the short term, both due to local factors and
sluggishness in global manufacturing and trade. Regarding the tertiary sector,
we think it will manage to return to positive territory given healthy
fundamentals for consumption.
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GDP Forecasts
% yoy (nsa); % q/q (sa)
% yoy nsa 1Q19 2Q19f 3Q19f 4Q19 f 2019 f 2020 f
Total 1.3 0.9 1.5 21 1.5 21
Agricultural 5.9 21 36 -1.1 1.9 20
Industrial production -0.7 -1.6 -0.2 0.7 04 0.8
Services 1.9 2.0 2.2 2.6 2.2 2.6
% qlq sa
Total 0.2 1.0 0.4 0.6

Source: INEGI; Banorte

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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below level, have any charges in the issuers that may be analyzed in this document.

The Analysts of Grupo Financiero Banorte S.A.B. of C.V. do not maintain direct investments or through an intermediary person, in the securities or derivative
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Guide for investment recommendations.

Reference
BUY When the share expected performance is greater than the MEXBOL estimated performance.
HOLD When the share expected performance is similar to the MEXBOL estimated performance.
SELL When the share expected performance is lower than the MEXBOL estimated performance.

Even though this document offers a general criterion of investment, we urge readers to seek advice from their own Consultants or Financial Advisors, in
order to consider whether any of the values mentioned in this report are in line with their investment goals, risk and financial position.

Determination of Target Prices
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The information contained hereby has been obtained from sources that we consider to be reliable, but we make no representation as to its
accuracy or completeness. The information, estimations and recommendations included in this document are valid as of the issue date, but are
subject to modifications and changes without prior notice; Grupo 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.
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