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Ahead of the Curve 
Expecting a historical plunge in April’s industrial activity and a rebound 
in May’s inflation 

§ Industrial production (April). We anticipate a historical contraction of 
21.6% y/y, explained by measures to fight-off the Coronavirus pandemic, 
which brought large parts of industrial activity to a halt. In seasonally adjusted 
terms, the contraction would be 15.1% m/m. We believe this will be the most 
impacted month, with strong declines across the board. In May, we think that 
activity will likely remain very weak, although there seems to be some signs 
of a slightly higher pace of activity. Manufacturing would be most affected, 
coming in at -26.8% y/y (-19.3% m/m), with the most eye-popping negative 
signal in auto production. A similar situation would be observed in 
construction, expected at -21.4% y/y (-10.5% m/m). We should mention that 
this sector was not catalogued as essential, except for some public sector 
projects. Finally, mining would fall 8.4% (-8.8% m/m), with strength in oil 
outweighed by the erosion in non-oil  

§ Inflation (May). We estimate headline inflation at 0.49% m/m (previous:        
-1.01%). Similar to the first half of the month, effects stemming from the 
COVID-19 pandemic will continue to trigger some distortions in the period. 
Core prices would pick up strongly, at 0.41% (with a contribution of 31bps), 
mostly driven by higher prices in processed foods. Meanwhile, the non-core 
index would rise 0.74% (adding 18bps), resenting the upward shock in 
agricultural goods in the first fortnight as well as the recovery in energy prices 
excluding electricity tariffs, which actually fell on seasonal discounts. With 
these results, annual inflation would climb to 2.94% from 2.15% in April, 
giving strong signals of having already bottomed out in the previous month 

 
 
 
 
 
 
 
 
 
 

Mexico weekly calendar  
DATE HOUR (ET) EVENT PERIOD UNIT BANORTE CONSENSUS PREVIOUS 
Tue 9-Jun 7:00am CPI inflation May % m/m 0.49 0.52 -1.01 

    % y/y 2.94 2.98 2.15 
      Core  % m/m 0.41 0.40 0.36 
    % y/y 3.76 -- 3.50 

Tue 9-Jun 10:00am International reserves Jun-8 US$ billion -- -- 187.3 
Wed 10-Jun  Wage negotiations May % -- -- 5.5 
Thu 11-Jun 7:00am Industrial production April % y/y -21.6 -- -5.0 

    sa  % m/m -15.1 -- -3.4 
      Mining  % y/y -8.4 -- 1.3 
      Utilities  % y/y -6.9 -- -0.8 
      Construction  % y/y -21.4 -- -7.5 
      Manufacturing  % y/y -26.8 -- -6.1 

Fri 12-Jun   Formal job creation May thousands -- -- -555.2 
 

Source: Banorte; Bloomberg  
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Proceeding in chronological order... 

Inflation to climb in May, still impacted by COVID-19 distortions. We 
estimate headline inflation at 0.49% m/m (previous: -1.01%). Inside, core prices 
would pick up strongly at +0.41% (with a contribution of 31bps). Meanwhile, the 
non-core index would rise 0.74% (adding 18bps). In general, and similar to the 
first half of the month, effects stemming from the COVID-19 pandemic will 
continue to trigger part of the distortions in the period, particularly in the core 
component.  

Within the latter, processed foods would extend their recent increase, with a total 
monthly contribution of 27bps. In the second fortnight, our monitoring showed 
additional upticks in some staples such as sugar, cereal, beans, and milk. On the 
contrary, we expect other goods to remain relatively stable, with an impact of          
-2bps. Although our analysis suggests a further increase in some essential goods 
such as diapers and toilet paper, we believe discounts from the Hot Sale campaign 
and online by departmental stores more than compensated for these increases. 
Services would remain relatively low, adding only 6bps. In recent fortnights, 
housing has shown a more modest performance, so we expect a contribution of 
only 1bp. Meanwhile, other services would add the remaining 5bps, impacted by 
upward adjustments in air fares in the first half of the period.  

Going into the non-core component, dynamics would be very different between 
both halves of the month. On fresh fruits, the first fortnight was characterized by 
strong pressures, led by tomatoes. On the contrary and according to our 
monitoring, the correction was relatively fast, with declines in onions, husk 
tomatoes and tomatoes themselves, although not enough to reverse the previous 
impact and estimated to end with a monthly contribution of +35bps. Meat and egg 
moved inversely, with strong declines in the first half followed by a slight 
recovery in the second (contribution: -12bps). As a result, agricultural goods 
would add 24bps. Meanwhile, energy would subtract 7bps, still driven by the 
seasonal decline in electricity tariffs (-39bps). Nevertheless, the increase in LP 
gas and gasolines would extend, with a contribution from these goods at +31bps. 
Specifically, on gasoline, although the exchange rate declined markedly since the 
middle of May, increases in reference prices likely more than compensated for 
the latter, this in a context in which excise tax subsidy remains at zero.  

With these results, annual inflation would climb to 2.94% from 2.15% in April, 
giving strong signals of bottoming out in the previous month. Core inflation 
would stand at 3.76% from 3.50%, influenced mainly by the increase in goods 
outlined previously but also a more challenging base effect. The non-core index 
would increase to 0.42% from -1.96%, impacted by fresh fruits and vegetables as 
well as energy (ex. electricity tariffs). In this context, recent dynamics, as well as 
recent forecast revisions by the central bank, support our 3.2% forecast by year-
end. Although some of price distortions could start to fade away once social 
distancing measures begin to be lifted, we believe that FX passthrough and some 
adverse factors –such as a more challenging base effect– will limit downside for 
the headline index.  
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Weekly international reserves report. Last week, net international reserves 
increased by US$144 million, closing at US$187.3 billion. According to 
Banxico’s report, this was explained by a positive valuation effect in institutional 
assets. In this context, the central bank’s international reserves have increased by 
US$6.4 billion during 2020 (please refer to the following table).  

Banxico's foreign reserve accumulation details 
US$, million 
  2019 May 22, 2020  May 22, 2020 Year-to-date 
 Balance  Flows 
International reserves (B)-(C) 180,877 187,316  144 6,438 
    (B) Gross international reserve 183,028 197,396  327 14,369 
        Pemex -- --  -80 2,624 
        Federal government -- --  -27 7,200 
        Market operations -- --  0 0 
        Other -- --  434 4,545 
    (C) Short-term government's liabilities 2,151 10,081   183 7,930 

 

Source: Banco de México 

Industrial production to show a record plunge in April due to the pandemic. 
We anticipate a 21.6% y/y contraction, lowest ever. This would be explained by 
measures to fight-off the Coronavirus pandemic, which brought large parts of 
industrial activity to a halt. In seasonally adjusted terms, the contraction would 
also be historic, plunging 15.1% m/m. We believe this will be the most impacted 
month, showing hefty declines in all categories. Going into May, we expect 
activity to remain very weak, although there seems to be some signs of a slightly 
higher pace of economic activity. 

The most impacted would be manufacturing, coming in at -26.8% y/y (-19.3% 
m/m). In particular, the most eye-popping signal came from auto production, 
plunging 98.8% with only 3,722 vehicles produced, most of them by KIA. The 
production component within IMEF’s PMI reached 28.6pts, down 6.6pts to an 
all-time low and after -11.7pts in March. In addition, formal employment declined 
by 99.7 thousand jobs, its steepest fall for any given month, also on top of 25.7 
thousand losses in the previous month. US manufacturing plunged 19.8% y/y, 
also weakest ever, dragging down Mexico’s manufacturing exports which stood 
at -41.9%. Despite of the latter, we should mention that the breakdown showed 
sharp differences, with auto exports at -79.1% while the rest of manufacturing 
stood at -20.9%, suggesting a more modest impact in the latter. This might be 
explained by two factors: (1) The continuation of activities in essential sectors (i.e 
food industry, chemicals, healthcare equipment, etc.); and (2) possible non-
compliance of social-distancing recommendations and orders to stop activities by 
some businesses. All in all, despite these latter factors potentially limiting some 
losses, the disruption to manufacturing is poised to be record-breaking. 

A similar situation would be observed in construction, expected at -21.4% y/y       
(-10.5% m/m). As previously mentioned, private construction was not designated 
as essential, albeit with some public works continuing. These include some of the 
government’s flagship projects such as the Santa Lucía Airport and Dos Bocas 
refinery. Other reports point to a continuation in some works at the state and 
municipal levels.  
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In this context, physical investment by the Federal Government increased 22.2% 
y/y in real terms. Although we do not expect a rise of this magnitude in civil 
engineering, it should at least give this sector –and some specialized works with 
it– some support. As such, the main drag would be the private sector. According 
to business chambers’ representatives, around 80% of firms stopped activities, 
mainly MSMEs, with many also in a challenging financial situation. Meanwhile, 
confidence levels plunged to historical lows, particularly in the ‘adequate moment 
to invest component, down 8.9pts from an already low level of 22.7pts. Indicators 
about executed works also exhibited historical declines, both for contractors and 
subcontractors. Finally, employment was among of the most impacted, losing 
197,155 positions (-15.0% y/y). Considering all these, we believe the contraction 
in edification will vastly outweigh some stability in other categories, which were 
weak even before the outbreak. 

Finally, mining would fall 8.4% (-8.8% m/m), with strength in the oil sector 
outweighed by the erosion in non-oil. In particular and in the former, Pemex data 
showed an increase of about 3.0% y/y in crude-oil output, while gas production 
inched up 0.2%. It should be noted that agreed cuts under the OPEC+ agreement 
started to be binding in May. Nevertheless, it is our take that non-oil mining will 
be impacted very significantly, as mines and quarries were shut down as they were 
catalogued as non-essential, with a plethora of reports of halted activities in much 
of the sector in several states nationwide.  

Industrial production 
% y/y 

 
Source: INEGI, Banorte 

We expect formal job losses to continue in May. On Friday, the National Social 
Security Institute (IMSS) will release its monthly report of insured workers in 
May. We expect losses to have continued during the month, albeit moderating 
relative to the 555.2 thousand positions lost observed in April. In this context, 
President López-Obrador stated in one of his press conferences that, according to 
preliminary data, the figure could show a decline of around 350 thousand jobs. 
We will also be looking into wages and the number of businesses affiliated, which 
will provide us with additional information about the degree of the impact of the 
virus to economic activity. 
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Reference 
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