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reversing the 1.3% plunge seen in the previous month

= Construction was considerably higher at 1.4% m/m, driven by the 5.6%
expansion in the non-residential sector. Surprisingly, residential
contracted 0.8%

= Moreover, machinery and equipment grew 0.6%, with the domestic
component (1.1%) outpacing the imported sector (0.3%)

= We now expect investment to fall considerably this year, with business
sentiment highly impacted by the COVID-19 pandemic, the global
recession and other domestic factors

GFI declines 8.8% y/y in January, highly impacted by an adverse base effect.
This was practically in line with consensus (-8.9%), but higher than our -9.6%
forecast. It was also a considerable setback relative to the 3.0% contraction seen
in December (Table 1, below). Nevertheless, we should note that most of the
negative performance in annual terms is explained by a very challenging base
effect, as investment in January 2019 was actually positive at +2.1%. Moreover,
there was not an additional working day to prop-up the figure, as there was in the
previous month. In this sense, the fall was generalized, albeit with construction
showing a slightly better performance at -7.1% when taking into account the
factors outlined above. Meanwhile, machinery and equipment (M&EQq.)
decreased 11.2% (Chart 2).

Stronger performance in monthly terms, supported by non-residential
construction. GFI edged-up 1.7% m/m (sa), which we see as quite positive as it

erased the 1.3% contraction seen in December (Chart 3). By sector, construction

was the strongest at 1.4%. Inside, dynamics were explained by the 5.6%

expansion in the non-residential sector. This was surprising to us, as public

spending figures for January seemed to suggest a more sluggish performance,

with physical investment contracting 15.2% y/y in real terms. Also surprising was

the 0.8% contraction in the residential sector, which had been more resilient in

recent months. Meanwhile, machinery and equipment was up 0.6%. In particular,

the performance of the domestic sector (1.1%) was boosted by the 2.2% growth

in transportation equipment, although not enough to reverse losses in the previous

month (-5.2%). Meanwhile, the imported component was relatively weaker Document for distribution among
(0.3%), with a considerable plunge in transportation at -14.1%, while the rest of public
M&EQq. grew only 1.8%.
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In this context, activity declined only 0.7% on a 3m/3m basis, improving relative
to the -1.6% in the previous period (Table 2). In addition, and despite remaining
low, absolute investment levels were starting to show some tentative signs of
bottoming out after the persistent decline observed last year (Chart 4).

The outlook for investment is materially worse. As recently outlined in our
guarterly outlook, we now expect investment to fall 9.5% y/y in 2020. This would
be explained by a series of factors, both external and domestic. The most relevant
one would be the former, as uncertainty about the duration and impact of the
COVID-19 pandemic will likely push businesses to halt investments to address
more immediate financial needs arising from the stop in activity. This will surely
take a toll on business confidence, as we have started to see in March figures,
with the main four sectors (construction, manufacturing, commerce and non-
financial services) weaker and a significant impact in the ‘adequate moment to
invest’ component. This is also consistent with overall sentiment within the latest
analyst survey from Banxico, in which external factors now lead the challenges
ahead in terms of total responses. In the domestic front, and despite signs of the
continuation of some public investment projects, other factors such as the recent
credit rating downgrade by S&P Global, could further dampen investment
projects. Nevertheless, there are other, more promising signs, such as the
government announcing that they will release soon the plan for public-private
partnerships in the energy sector, estimated at $339 billion (US$13.4 billion).
Moreover, despite the possibility that Banxico keeps reducing the reference rate
could be a countering factor, the scenario has turned much more complex given
the uncertainty shock to both global and domestic demand because of the virus.

In the very short term, data for February suggests weakness will continue, as
portrayed by the steep contraction in capital goods imports (-11.1% vyly; -2.2%
m/m), with our expectation that construction will also be relatively slow. There is
a slight positive signal, as physical investment by the Federal Government edged-
up 4.8% yly in real terms, although as we seen today, it might not hold much
water as a predictor for future activity. In this regard, we could see the plunge as
soon as March, with IMEFs and business confidence (as previously described)
taking a toll.

All in all, we recognize considerable risks to the downside going forward, as the
duration and ultimate impact of the pandemic will be a key factor to determine
how much investment can fall. Moreover, we will need to see if stimulus plans in
the US start to have their desired effect, as the high degree of dependency could
result in some boost to our economy.
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Table 1: Gross fixed investment

% yly nsa
Jan-20 Dec-19 2019 2018
Total -8.8 -3.0 -4.9 0.9
Construction 74 5.0 3.7 -0.5
Residential -8.9 14 -15 1.1
Non-residential 5.3 -10.6 5.8 -2.0
Machinery and equipment -11.2 0.2 -6.5 2.8
Domestic -7.9 2.1 -3.8 -2.0
Transportation Equipment 9.0 31 0.8 -1.6
Other machinery and equipment 6.3 -8.9 -10.8 2.7
Imported -13.0 1.1 -8.2 6.1
Transportation Equipment -22.0 34 24 44
Other machinery and equipment -11.6 0.7 9.2 6.4
Source: INEGI
Chart 1: Gross fixed investment Chart 2: Gross fixed investment by sector
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Table 2: Gross fixed investment
% m/m sa; % 3m/3m sa
% mim % 3m/3m
Jan-20 Dec-19 Nov-19 Nov’19-Jan‘20 Oct-Dec19
Total 1.7 1.3 1.0 -0.7 -1.6
Construction 14 0.4 1.8 -0.4 -2.6
Residential -0.8 0.6 3.2 2.0 0.9
Non-residential 5.6 11 0.2 1.7 -4.5
Machinery and equipment 0.6 -3.3 2.2 -0.8 -0.6
Domestic 1.1 -3.6 2.2 2.8 4.2
Transportation Equipment 2.2 5.2 55 -1.9 -5.6
Other machinery and equipment 0.9 -3.3 0.0 -3.6 2.7
Imported 0.3 2.5 0.7 -0.7 0.8
Transportation Equipment -14.1 1.7 53 -4.9 -4.5
Other machinery and equipment 1.8 -15 0.8 0.0 2.6
Source: INEGI
Chart 3: Gross fixed investment Chart 4: Gross fixed investment
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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.
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consider whether any of the values mentioned in this report are in line with their investment goals, risk and financial position.
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