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Hard landing expected in March PMI manufacturing and confidence
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widespread than before. In non-manufacturing, we anticipate 47.1pts from
48.8pts. In our view, the A(H1N1) pandemic in April 2009 provides relevant
information about possible dynamics in the latter, at least in the short term.
In that occasion the indicator fell until May, when restrictions to public life
were more heavily imposed

= Consumer confidence (March). We expect the index at 41.5pts, below the
43.9pts of the previous month. The fall would be mainly explained by the loss
of optimism due to the coronavirus, which has already started to show in other
indicators such as inflation and trade balance. We estimate a generalized
retracement, with an impact both at the national level and per-household
basis. Additional variables pointing in this direction include the FX exchange
rate, levels of presidential approval, and the recent behavior of some
components within inflation, among others
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Mexico weekly calendar

DATE TIME (ET) EVENT PERIOD UNIT BANORTE CONSENSUS PREVIOUS
Mon 30-Mar  5:00pm Budget balance (measured with PSBR) February MX$ bn - - 9.1
Tue 31-Mar 11:00am  Commercial banking credit February % yly real 17 - 1.9
Consumption % yly real 13 1.6
Housing % yly real 6.7 7.0
Non-banking private firms % yly real 0.8 - 0.6
Tue 31-Mar  11:00am International reserves Mar-27 US$ bn - - 184.2
Wed 1-Apr  11:00am  Family remittances February US$ mn 2,636.1 - 2,582.8
Wed 1-Apr  11:00am  Banxico's monthly survey of economic expectations March
Wed 1-Apr  2:00pm  PMI's survey (IMEF) March
Manufacturing index 443 - 491
Non-manufacturing index 471 - 48.8
Fri 3-Apr 8:00am Consumer confidence March index 415 - 439

Fri 3-Apr 5:00pm Citibanamex bi-weekly survey of economic expectations
Source: Banorte; Bloomberg




Proceeding in chronological order...

MoF’s public finance report (February). Attention in the second report of the
year will center on the Public Balance and Public Sector Borrowing Requirements
(PSBR) —with the latter standing at +$9.1 billion in January—, and comparing
them to the forecasts outlined in the 2020 Budget. We will also be looking into
the primary balance, which we expect to post a surplus. Regarding revenue and
spending, we will also be on watch for the performance in the annual comparison,
particularly the former, as these could offer additional information on economic
activity. Finally, we will also analyze public debt, which as of January stood at
MXN$10.8tn (as measured by the HBPSBRS).

We expect banking credit to grow 1.7% yly. It is our take that credit to the non-
financial sector kept expanding in the second month of the year. We estimate a
1.7% yoy expansion in real terms, slightly lower than the 1.9% growth observed
in January. This would be driven by a 1.3% increase in consumer credit, coupled
with a 6.7% and 0.8% expansion in mortgages and corporates, in the same order.
The deceleration in annual terms would be mainly driven by an uptick in inflation
as it stood at 3.70%, 46bps above the previous month’s print.

Weekly international reserves report. Last week, net international reserves
decreased by US$445 million, closing at US$184.2 billion. According to
Banxico’s report, this was mainly due to a negative valuation effect in institutional
assets. In this context, the central bank’s international reserves have increased by
US$3.3 billion during 2020 (please refer to the following table).

Banxico's foreign reserve accumulation details

USS$, million
2019 Mar 20, 2020 Mar 20, 2020 Year-to-date
Balance Flows

International reserves (B)-(C) 180,877 184,174 -445 3,297
(B) Gross international reserve 183,028 188,939 185 5,912
Pemex - - 757 2,225
Federal government - - -58 1,918

Market operations - - 0 0
Other - - -515 1,769
(C) Short-term government's liabilities 2,151 4,765 629 2,614

Source: Banco de México

Strong remittances in February. We expect remittances at US$2,636.1 million,
up 8.1% y/y, which would be its largest since September. Similar to January, the
period is typically skewed to the downside due to a seasonal effect at the start of
the year. If this materializes, it would be highly positive as employment
conditions in the US for Mexican migrants kept worsening. Specifically,
employment for non-native migrants ‘with citizenship’ and ‘without citizenship’
exhibit growth at multi-year lows. On the contrary ‘natives’ improved. However,
it is our take that the latter group is less likely to send remittances, as they are
more established in the US.
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News about migration in the period were relatively muted, leading us to believe
that they might not have had a relevant impact. Going to other variables, the
Mexican peso depreciated slightly, averaging USD/MXN 18.84 (previous:
18.80). The path was of a slight appreciation in the first half of the month,
climbing steeply in the latter part. In this sense, we believe the impact could be
positive, albeit marginally.

Going forward, we expect a sizable downward shock to remittances due to
COVID-19. We believe Mexican workers might be more highly exposed to lay-
offs or work suspension without pay, which on top of the health crisis, will surely
impact their economic well-being. This could exacerbate as a result of travel
restrictions at the Northern Border, which will be temporary in place and at least
from March 21 to April 20™. Despite of them, the US Embassy in Mexico
provided guidelines that only “essential travel” will be allowed, which includes
workers crossing the border (e.g. in the agricultural sector). Under these
conditions, we believe it is likely that they could increase their propensity to save,
thus reducing the amount sent over to their families.
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Banxico’s survey of economic expectations. As usual, market participants will
focus on inflation, growth, reference rate, and exchange rate forecasts. Regarding
the first, analysts expect 2020 year-end inflation at 3.53%, below our 3.6%
estimate. Medium and long-term expectations could remain unchanged, still
above target. On growth, the estimate for this year is at 0.9%, However, given
recent shocks we will likely see sizable revisions to the downside, closer to our
-3.5% forecast. The current view on the reference rate by YE20 is 6.50%, which
we also expect to be cut meaningfully on current conditions (Banorte: 5.50%).
Finally, the exchange rate for year-end 2020 stands at USD/MXN 19.50, also in
line for get major upward revisions (Banorte: 22.00).

IMEF indicators to fall strongly in March. We estimate important retracements
on the back of a very challenging global backdrop, with basically all regions’
outlook darkening on disruptions and restrictions imposed to fight COVID-19. In
our view, Mexico will also be affected strongly, despite domestic activity not
changing radically most of the period. We believe manufacturing will be most
impacted, anticipating a decline to 44.3pts from 49.1pts.
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US indicators available suggest supply-chain disruptions have built-up quite
rapidly as a result of the pandemic, with Markit’s PMI falling to a new low since
2009 of 49.2pts from 50.7pts in February. The indicator was buoyed to some
extent by longer supplier delivery times —which typically signal stronger demand-
, albeit not the case now as the indicator showed steep contractions in production
and new orders. We also take as significant that new export orders declined
heavily, with the report stating that key partners shut down operations or limited
the size of their orders. This could also have at least something to do with the
steep depreciation of the Mexican peso, which affects both indicators. In this
respect, on a month-to-date basis the currency has depreciated around 16%, worse
than in the height of the 2008 Financial Crisis in October, when it lost 14.7%. The
only weaker period in the recent record is December 1994, when the currency
plunged 32.2% as the crawling-peg FX regime was abandoned. In our view, the
effect in manufacturing will be faster, with global supply chains more
interconnected and just-in-time logistics more widespread than before.

Going to the non-manufacturing sector, we anticipate a decrease to 47.1pts from
48.8pts. Although some limitations to public activity have been announced, these
have not been as stringent as in other regions. Mexico has still not officially
restricted travelling from other countries, schools were officially closed only
since the beginning of this week, and the “Phase 2” of the pandemic was activated
on March 24", Nevertheless, mobility in the domestic market has decelerated
meaningfully. In this respect, we believe the A(HLN1) pandemic in April 2009
provides relevant information about possible short-term dynamics. In that
occasion, the indicator fell until May, when restrictions to public life were more
heavily imposed. On the other hand, the economy’s weakness since last year
suggests the risk of a stronger impact is relatively high, so we adjust our estimates
accordingly. Moreover, the unemployment rate in February stood at 3.69%
(hovering near highs since 3Q16) and the annual pace of formal job creation is at
multi-year lows. In our view, high uncertainty keeps affecting consumer behavior,
which will only be exacerbated by the virus. On the contrary, real wages have
been advancing, supported in part by minimum wage hikes outpacing inflation.

IMEF indices
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Consumer confidence to fall steeply in March on virus fears. We expect
confidence at 41.5pts (seasonally-adjusted). We believe the fall will be mainly
explained by the loss of optimism due to the COVID-19 outbreak, which has
already started to show in some indicators, such as in the latest inflation and trade
balance figures. We estimate the retracement to be generalized, given that there
is both an impact at a national level, but also on a per-household basis.

In this context and in our view very relevant, the exchange rate depreciated
strongly in the month, from around 18.80 per dollar at the end of the previous
survey period (February 20™) to close to 24.40 last week. It should be noted that
although this variable reflects to a great extent higher appetite for risk-haven
assets by foreign investors, it is virtually a fact, in our view, that it will impact the
perception about domestic economic conditions. To the latter we must add a
further decrease in presidential approval, indicator that has been correlated to
positively with consumer confidence levels. According to the daily poll from EI
Economista/Consulta Mitofsky, approval ratings reached a new low for this
administration, hovering around the critical level of 50%.

Inflation in the 1% half of March stayed relatively high in the annual comparison
at 3.71%. Nevertheless, there was a slight decrease in the energy and agricultural
components. Moreover, we have identified a strong fall in low-grade gasoline in
the second half of the month, which could somewhat help the purchasing power
component) is that. In addition, the unemployment rate in February climbed
marginally to 3.69%, which could also add some pressure to household
components.

We believe confidence will keep declining, impacted not only by shocks such as
lower economic activity and a higher FX rate. Very high uncertainty and social
distancing are likely to affect households, with greater risk of facing health issues
which our view will almost surely will deteriorate perceptions about the future in
an important manner.
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