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Confidence levels recover in July August 3, 2017
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=  Consumer confidence posted a 0.2% yoy contraction Alejandro Cervantes
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by 1.8% m/m
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= We believe that July’s expansion was explained by the appreciation of francisco flores.serrano@banorte.com

the Mexican currency despite the upward trend in inflation

= Consumer confidence will continue to recover during the third quarter
of the year

= Business confidence recovery continues amid more favorable
conditions

Strong recovery in July’s consumer confidence. According to Banxico and
INEGI'’s report, consumer confidence stood at 88.7 points in July, above our
84.9 forecast (consensus: 86.9 points). This implies a 0.2% yoy contraction.
However, in seasonally adjusted terms, consumer confidence posted a 1.8%
m/m expansion.

Taking a look at the breakdown, consumers’ expectations regarding the
country’s present and future economic outlook increased by 1.9% and 2% m/m,
respectively. In addition, expectations regarding the household’s present and
future economic conditions expanded 1.9% and 1.2%, respectively. Moreover
the purchasing power component posted a significant 3.9% m/m growth,
probably as a result of the significant 3.3% appreciation of the Mexican
currency in the first three weeks of the month (we highlight that consumer
confidence survey is taken within the first three weeks of each month; refer to
the table below).

Consumer confidence: July 2017
Seasonally-adjusted index

Jul-17 Jun-17 %m/m
Headline index 86.6 85.1 1.8
Household's
Current conditions 97.2 954 1.9
Expectations 96.5 95.3 12
National
Current conditions 775 76.1 1.9
Expectations ) 3 758 20 Document for distribution among
Household's purchasing power 84.6 814 3.9

Source: INEGI public
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We expect a marginal recovery in 3Q17. July’s report supports our view that
consumer sentiment will continue to recover as a result of the following factors:
(1) The appreciation of the Mexican currency; and (2) the static behavior of the
still regulated gasoline prices. However, we believe that the recovery of
consumer sentiment will be bounded by the upward trend in inflation.

Business confidence recovery continues in the manufacturing sector.
Analyzing INEGI s nsa figures (given that business confidence is not seasonally
adjusted for 2 of the 3 sectors and INEGI has mentioned that business sentiment
does not follow a seasonal behavior), the business confidence index for the
manufacturing sector in July stood at 49.6 points, above the 48.7 points seen in
June. As a result, the index increased 1.8% m/m, given the expansion in the sub-
index that measures the right time to invest, as well as the country’s current
economic conditions (refer to the table below). Moreover, this month marked
the first increase in the year-over-year comparison since September 2016
(+1.3% yoy).

Business confidence survey: Manufacturing
nsa

Jul-17 Jun-17 % m/m
Business confidence 49.6 48.7 1.8
Firms
Current conditions 52.6 52.6 -0.1
Expectations 57.9 58.0 -0.3
Country
Current conditions 46.7 452 3.2
Expectations 50.6 50.3 0.6
Right time to invest 40.3 374 7.6
Source: INEGI

Confidence rebounded in construction and commerce. In the first case, the
headline index climbed to 47.4 points, 1.7 points above June’s figure. July’s
index implies a 3.7% m/m expansion, driven by the increase in the current
conditions for the firms sub-index, as well as the country’s future economic
conditions. This indicator also rose for the first in the annual comparison
(+2.5% yoy) since December 2014.

For commerce, the overall index stood at 47.3 points (previous: 46 points),
which represents a 2.8% m/m increase. We highlight the expansion in both the
country’s current economic conditions, as well as the right time to invest (refer
to the tables on the following page).

Business confidence survey: Construction

Business confidence survey: Commerce

nsa nsa
Jul-17 Jun-17 % m/m Jul-17 Jun-17 % m/m
Business confidence 474 45.7 3.7 Business confidence 47.3 46.0 2.8
Firms Firms
Current conditions 518 489 5.8 Current conditions 53.9 53.5 0.9
Expectations 61.8 62.4 1.0 Expectations 62.5 63.2 141
Country Country
Current conditions 414 388 6.7 Current conditions 39.2 36.1 8.8
Expectations 54.1 543 04 Expectations 537 54.0 05
Right time to invest 28.1 24.2 16.1 Right time to invest 27.3 23.5 16.2

Source: Banxico’s monthly survey of economic expectations

Source: Banxico's monthly survey of economic expectations
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Business confidence Business confidence: Right time to invest
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We believe that the recent recovery in the indices is due to more favorable
conditions. Beginning with the manufacturing sector, we believe that the
dynamism of manufacturing exports —as a result of Mexico’s uncertain trade
relation with the US, which has fostered a higher flow of exported goods,
hedging a future scenario of tariffs on exports— has positively impacted the
index. We also consider that the appreciation of the exchange rate in the period
in question contributed to this improvement in optimism. Looking ahead, we
believe that confidence will hover around the 50-points optimism threshold
given that the uncertain environment surrounding the Mexican economy still
prevails to some degree.

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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