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= Global Economic Activity Indicator (January): -0.8% yly; Banorte:

-0.2%; consensus: -0.3% (range: -1.6% to 0.9%); previous: 0.7% Juan Carlos Alderete, CFA
. . L i . Director of Economic Research
= Services were most disappointing as they declined 0.5% y/y, while juan.alderete. macal@banorte.com
industrial production added fifteen months in contraction at -1.6%. .
Only the primary sector grew, standing at 1.1% Francisco Flores
Senior Economist, Mexico
= In monthly terms, activity was flat (0.0%), with the economy still francisco flores.serrano@banorte.com

underperforming despite some positive signals elsewhere. This was due
mostly to services which fell 0.2%, outweighing for a better
performance in industry, which advanced 0.3%

= In our view, today’s report is less optimistic than what other data on
activity had been signaling about economic dynamism at the turn of the
year

=  We have recently changed our call for GDP to contract 3.5% y/y in 2020
(previous: 0.8%), with restrictions to activity and high uncertainty due
to COVID-19, strongly impacting the outlook

Economic activity declined 0.8% y/y in January. This was below both
consensus (-0.3%) and our forecast (-0.2%). This was partially driven by a
challenging base effect, with the economy growing consistently in the first quarter
of last year. As already reported, industry declined 1.6%, with mining leading
higher as it exhibited its strongest advance since December 2005, although limited
by both construction and manufacturing. In this respect, performance in services
was disappointing (-0.5%), primarily wholesales (-5.3%) but also retail sales
(+1.2%), with the latter lower than our expectations and relative to the signal
provided by the report released yesterday. On the contrary, lodging (2.6%) and
professional (2.3%) were the strongest, as shown in Table 1. Lastly, agriculture
added two consecutive months higher, growing 1.1%

On a monthly basis, the economy remained in very low gears. Specifically,

activity was unchanged (0.0%), dragged mostly by services, which at -0.2% saw

its worst performance since August 2019 (Table 2). In addition, December was

revised to 0.1% from 0.2%. The deceleration in services was broadly based, with

5 out of 9 sectors contracting. We highlight weakness in some relevant foreign-

driven sectors, such as lodging (-0.6%) and transportation (-0.7%), which had

been resilient in recent months. Nonetheless, some important domestic-facing

sectors were also muted, such as recreational (-0.6%) and education (-0.3%),

while retail sales contracted 0.7%. It is relatively positive that government

services (0.3%) picked up for second consecutive month. As a result, the 0.3%

advance in industry was not enough to compensate for the latter. The most

dynamic sector in secondary activities was mining (4.5%), with its highest growth

since October 2017 —which was distorted by several natural disasters in the

previous month—, and some green shoots in construction. Lastly and despite

growing in annual terms, agriculture declined 0.3%, with four consecutive months Document for distribution among
in contraction. public
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A sobering report in a deeply challenging global environment. As mentioned
above, the report surprised to the downside, particularly as services at the turn of
the year were more muted than expected based on advanced data. As a result,
available figures for February, which we had also judged as relatively strong,
should be taken with a grain of salt. It should be mentioned that annual rates in
the latter period will be distorted to the upside by the leap-year effect. This is most
evident in same-store sales for Walmart and ANTAD, which surged 4.4% and
3.7% yly in real terms, respectively. Nonetheless, IMEF indicators for the same
month remained in contraction, while the latest banking credit data also signaled
low dynamism. We will also look closely for tomorrow’s release of the trade
balance in February, which in our view could see a high surplus as the COVID-
19 possibly impacted imports more than exports, especially non-oil intermediate
goods given that supply-chain disruptions first affected China, which is one key
source of inputs for the manufacturing industry.

At the margin, this backdrop is negative considering that GDP is likely to have
been hit strongly on worldwide restrictions to fight the Coronavirus. Looking
ahead, recent news and anecdotal evidence in industry affirm that a wide-range
of manufacturers have halted or scaled back operations, including the all-
important auto sector both in the US and Mexico. Mining, a relatively bright spot
in recent months on government efforts to lift crude-oil production, is also likely
to be affected. In this respect, a couple of days ago the President said they will
revise production targets downwards, focusing on the most profitable fields after
the recent downward shock to prices, and that oil auctions will not restart this
year. In construction, the global demand shock will most surely hit business
confidence further, with the “adequate moment to invest” component likely
dipping and with very limited fiscal room for the government to make up for the
prevailing slack.

In services, stringent mobility restrictions and social-distancing measures have
not been as high in Mexico as in other places, picking up more noticeably since
about two weeks ago. This may suggest the virus may not have affected as much
in 1Q20. Moreover, retail sales may have recovered some ground as consumers
engaged increasingly in some panic-buying, transfers from social programs have
continued, and the Federal Government has stated that they will speed up
resources to states. In our view, this could benefit mostly non-durable goods. On
the contrary, other very relevant categories such as recreational, lodging (closely
related to tourism), and educational services (with schools suspending activities
at least one month starting on March 23™) will likely be hard hit in March and
more than outweigh for the former.

In this context, we recently updated our macroeconomic framework, expecting
GDP to contract 3.5% this year, followed by a modest rebound of 1.0% in 2021.
These forecasts assume an 8-week quarantine in our country and a relatively mild
global recession. Nevertheless, they are highly uncertain and with elevated risks
as they depend on the evolution and duration of the Coronavirus pandemic, along
the effectiveness and opportunity of policy responses —both domestically and
globally— among other factors.
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Table 1: Global economic activity indicator

% yoy nsa
Jan-20 Jan-19 2019 2018
Total -0.8 11 0.1 21
Agriculture 11 141 21 2.5
Industrial production -1.6 -0.8 -1.8 0.5
Mining 5.8 -10.5 5.1 5.7
Utilities 04 0.6 2.3 75
Construction -8.6 1.7 5.0 0.5
Manufacturing -0.9 1.3 0.2 1.8
Services -0.5 2.3 0.5 2.8
Wholesale 5.3 42 -3.2 33
Retail 1.2 2.3 2.7 26
Transport -0.3 0.5 1.0 5.0
Financial services -0.3 3.6 0.8 1.9
Professional services 2.3 74 41 58
Education and healthcare services 1.7 1.1 0.6 0.7
Recreational services -0.8 -0.6 0.6 0.3
Lodging services 2.6 2.5 1.0 2.8
Government services 0.5 -2.3 24 3.9
Source: INEGI
Chart 1: Global economic activity indicator Chart 2: Global economic indicator by component
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Table 2: Global economic activity indicator
% m/m sa, % 3m/3m sa

% m/m, sa % 3m/3m sa
Jan-20 Dec-19 Difference Nov’'19-Jan’20 Oct-Dec'19
Total 0.0 0.1 0.1 0.1 0.3
Agriculture -0.3 -0.1 -0.3 -1.3 -0.7
Industrial production 0.3 0.2 05 04 -1.3
Services -0.2 0.0 -0.2 0.0 0.0
Source: INEGI
Chart 3: Global economic activity indicator Chart 4: Global economic activity indicator
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Activities of the business areas during the next three months.

Casa de Bolsa Banorte, Grupo Financiero Banorte or its subsidiaries expect to receive or intend to obtain revenue from the services provided by investment
banking or any other of its business areas, by issuers or their subsidiaries, some of which could be analyzed in this report.

Securities holdings and other disclosures.
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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

For the calculation of estimated target prices for securities, analysts use a combination of methodologies generally accepted among financial analysts,
including, but not limited to, multiples analysis, discounted cash flows, sum-of-the-parts or any other method that could be applicable in each specific case
according to the current regulation. No guarantee can be given that the target prices calculated for the securities will be achieved by the analysts of Grupo
Financiero Banorte S.A.B. C.V, since this depends on a large number of various endogenous and exogenous factors that affect the performance of the issuing
company, the environment in which it performs, along with the influence of trends of the stock market, in which it is listed. Moreover, the investor must consider
that the price of the securities or instruments can fluctuate against their interest and cause the partial and even total loss of the invested capital.

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 mod ifications 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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