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strongest impact once again in ‘production’ (-6.7pts relative to March) francisco.flores.serrano@banorte.com

and ‘new orders’ (-3.8pts), as expected

= Moreover, the non-manufacturing indicator furthered its decline from
the previous all-time low, with also ‘production’ (-6.1pts) and ‘new
orders’ (-6.9pts) as the main laggards

= Today’s data suggests a deeper contraction of economic activity in April,
in line with our expectations, amid increased measures to fight COVID-
19 in our country. In this respect, signals point to a relatively similar
performance in coming months, and at least until social-distancing
measures remain in place

IMEF's PMI’s plunge once again in April. The manufacturing index stood at
40.5pts, slightly higher than our estimate (38.7pts), which was above consensus
expectations at 35.0pts. This is a new historical low, remembering that the series
was first published in 2005. On the other hand, the non-manufacturing indicator
decreased again, also reaching a new historical low of 35.5pts, albeit higher than
our 31.3pts forecast. Overall and also as expected, in both indicators we highlight
that most of the declines were concentrated in the ‘new orders’ and ‘production’
components, while ‘employment’ was also hit.

Manufacturing highly impacted for a second month in a row. The monthly
decrease was -3.7pts, steepest since February 2017 and third strongest ever. As
anticipated, the most impacted component was ‘production’, which fell 6.7pts
relative to March, standing at 28.7pts. The ‘new orders’ component followed
closely, going from 32.8pts to 29.0pts. In our view, the relative performance

within the month is consistent with a more relevant impact in domestic output, as Winners of the award for best

production was affected more strongly due to more significant social-distancing economic forecasters for Mexico in
measures. Nevertheless, ‘new orders’ continues to reflect disruptions in global 2019, given by Refinitiv

supply chains as the outbreak continued in the US, our main trading partner. "m | STARMINE AWARDS
Unlike the previous month, ‘employment’ fell strongly (-3.2pts) matching the FSSG%%FF»’TF%K/OLLS
performance in some timelier data, such as that presented by the head of IMSS, -

which suggested heavy losses at the start of the month. Moreover, ‘deliveries’ Document for distribution among the
(-2.4pts) and inventories (-1.8pts) edged-down, retracing gains from the previous general public

month but still above the 50pts threshold. Nevertheless, we believe this is a result
of how questions are asked within the survey, skewing the index higher. In this
sense, our attention going forward will be centered in ‘production’ and ‘new
orders’, as we think these will carry more valuable information, at least in coming
months.
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The non-manufacturing indicator reached, once again, a new historical low.
For a second consecutive month, the non-manufacturing index fell to an all-time
low, declining by 3.2pts. Similar to the manufacturing index, this was the third
steepest decline, albeit emphasizing that it comes after the 9.7pts plunge in the
previous month, weakest ever. ‘New orders’ were once again the weakest as they
declined 6.9pts, coming in at 22.5pts. Moreover, ‘production’ was also very frail
at 23.6pts (-6.1pts). ‘Employment’ extended losses, now at a new historical low
of 41.7pts. On the contrary, ‘deliveries’ was the only one stronger at 53.9pts.
Nevertheless, we believe it is skewed, similar to the manufacturing indicator. In
this sense, these results are consistent with our view of a more significant impact
in domestic demand, affecting construction as well as consumption, especially of
non-essential goods and services.

Non-manufacturing PMI indicator
Seasonally adjusted figures

Apr-20 Mar-20 Difference
Non-manufacturing 355 38.7 -3.2
New orders 225 294 6.9
Production 236 29.7 6.1
Employment 4.7 442 25
Deliveries 539 515 25

Source: IMEF

Weakness to prevail in the short-term. Considering that social distancing
measures will continue at least through May, it is our take that economic activity,
and thus PMI indices, will remain weak in coming months. Although news in the
manufacturing sector suggest the need for a re-start in some key sectors,
especially by some defense contractors in the US, it is unlikely that we will see
an uptick in activity, as these activities are not considered essential in our country.
Moreover, this is supported by results from the ISM manufacturing index in the
US, which came in at 41.5pts from 49.1pts. We believe this points to the
possibility that weakness has become more pronounced in our country, not only
impacted by supply chain disruptions but also by measures to combat the virus,
which in some cases have been stricter. Nevertheless, and going forward, as
activity gathers momentum both in the US and in our country, strength from
external demand, boosted by monetary and fiscal stimulus, should have favorable
consequences in Mexico.



In non-manufacturing, results are consistent to what we have seen from web
analytics such as those of Open Table, Apple, and Google, among others, as well
as from industry contacts. We also expect consumption to be hit considerably, as
people focus on purchases of essential goods and boost savings as uncertainty
about the overall impact to activity and unemployment keeps climbing. In
addition, investment should also remain weak, as portrayed by the most recent
results within business confidence, with the ‘adequate moment to invest’
component in April reaching all-time lows in three out of four subsectors.

All in all, these results are consistent with our view of a very weak second quarter,
impacted by uncertainty and the broad deceleration of economic activity given
the measures to fight the virus. In this sense, we maintain our estimate of a 7.8%
yly contraction in 2020 GDP.
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https://www.banorte.com/cms/casadebolsabanorteixe/analisisyestrategia/analisiseconomico/mexico/20200430_Preliminary_GDP_1Q20.pdf
https://www.banorte.com/cms/casadebolsabanorteixe/analisisyestrategia/analisiseconomico/mexico/20200421_GDP2020_Update_Final.pdf
https://www.banorte.com/cms/casadebolsabanorteixe/analisisyestrategia/analisiseconomico/mexico/20200421_GDP2020_Update_Final.pdf
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