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Ahead of the Curve 
We expect 1Q20 aggregate demand at -2.0% y/y, mainly on domestic 
weakness 

 Aggregate supply and demand (1Q20). We expect a 2.0% y/y contraction, 
a new low since 3Q09, in the midst of the global financial crisis. Despite the 
favorable effect from an additional day due to the leap year, the impact from 
COVID-19 in March more than outweighed for this, especially on the 
external sector. On supply, GDP showed a 1.4% contraction, while we expect 
imports to fall 2.8%, dragged by worldwide supply chain disruptions. 
Weakness would prevail for domestic demand, as it started from a relatively 
bad position even before the pandemic. Consumption (-0.4%) and investment 
(-9.3%) would be negative, with the latter showing a very strong contraction. 
On the contrary, government spending (+0.2%) and exports (+0.7%) would 
exhibit some resiliency, with the latter partly supported from an inventory 
drawdown, especially of raw materials to compensate for supply issues. All 
in all, we believe the report will help us refine details about what happened 
at the early stage of the pandemic. In broad terms, it is our take that domestic 
demand stayed very weak, particularly in terms of investment but also in 
consumption, while external demand held up better, as exemplified by 
exports 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Mexico weekly calendar  
DATE TIME (ET) EVENT PERIOD UNIT BANORTE CONSENSUS PREVIOUS 
Tue 16-Jun 10:00am International reserves Jun-12 US$ bn -- -- 187.2 
Fri 19-Jun 7:00am Aggregate supply and demand 1Q20 % y/y -2.0 -- -1.6 
    Private consumption  % y/y -0.4 -- 0.9 
    Government spending  % y/y 0.2 -- -0.2 
    Gross fixed investment  % y/y -9.3 -- -5.2 
    Exports  % y/y 0.7 -- -2.8 
      Imports  % y/y -2.8 -- -4.5 

 

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

Weekly international reserves report. Last week, net international reserves fell 
by US$68 million, closing at US$187.2 billion. According to Banxico’s report, 
this was explained by a negative 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 Jun 5, 2020  Jun 5, 2020 Year-to-date 
 Balance  Flows 
International reserves (B)-(C) 180,877 187,247  -68 6,370 
    (B) Gross international reserve 183,028 196,914  -482 13,887 
        Pemex -- --  0 2,624 
        Federal government -- --  -31 7,168 
        Market operations -- --  0 0 
        Other -- --  -451 4,094 
    (C) Short-term government's liabilities 2,151 9,667   -414 7,516 

 

Source: Banco de México 

Aggregate demand in 1Q20 at its weakest since 3Q09. We expect both 
aggregate supply and demand to show a 2.0% y/y contraction, considerably below 
the -1.6% of the previous quarter and at a new low since the 2009 financial crisis. 
Despite the favorable effect from one additional day due to the leap year, the 
impact from COVID-19 in March more than outweighed for this, especially on 
the external sector. Weakness would prevail for domestic demand, as it started 
from a relatively bad position even before the pandemic. 

On the supply side, GDP fell 1.4% y/y, with relevant effects across the board from 
the pandemic, specifically in March. In this sense, we anticipate imports to decline 
2.8%, affected mainly by supply chain disruptions –particularly in China but also 
in Europe and the US–. Within the trade balance and in dollar terms, monthly 
dynamics were already weak even before COVID-19, with an accumulated 
decline in imports of 3.5% y/y in Jan-Feb. Nevertheless, they fell to -6.7% in 
March. Therefore, goods fell 4.6% in the quarter. Incorporating services using 
current account data, expenditures fell 5.0% in 1Q20. Nonetheless, this was 
lessened by the depreciation of the Mexican peso, which slipped 4.2% y/y, trading 
at 20.01 per dollar on average in the period. When adjusting for the latter, imports 
of goods and services in local currency terms declined only 1.1%. 

Going into demand, exports held up relatively better in the period, so we 
anticipate a 0.7% expansion. Contrary to imports, performance in the first two 
months within the trade balance was positive, edging-up 1.6%, to then fall only 
1.7% in March. In this sense, the total for the quarter came in at +0.4%. When 
including services, revenues decreased 0.4% in USD but were up +3.7% in MXN.  

Regarding consumption, we forecast a 0.4% contraction, also dragged by 
weakness in March. According to the monthly indicator, this sector fell 0.7% in 
the quarter, its first negative print since 4Q09. While January and February were 
skewed to the upside –with the latter highly benefited by the leap year at +0.5% 
(-0.7% using sa figures)–, March was also struck by the pandemic.  

https://www.banorte.com/cms/casadebolsabanorteixe/analisisyestrategia/analisiseconomico/mexico/20200526_GDP_1Q20.pdf
https://www.banorte.com/cms/casadebolsabanorteixe/analisisyestrategia/analisiseconomico/mexico/20200428_Trade_Balance_Mar_20.pdf
https://www.banorte.com/cms/casadebolsabanorteixe/analisisyestrategia/analisiseconomico/mexico/20200428_Trade_Balance_Mar_20.pdf
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In the last month, both durable and semi-durable goods were down heavily (both 
domestic but much more imported goods), while non-durables picked up, 
probably supported by preemptive purchases of essential goods.  

Regarding investment, the quarterly tracking from the monthly GFI index shows 
a 9.3% contraction. As we outlined in our monthly reports, dynamics have been 
weak for a while now, but March showed a steeper decline as a result of the 
outbreak, especially in imported M&Eq. While this would be stronger than our 
preliminary estimate of -11.2%, it is still a significant contraction. 

We see a slight uptick in government spending at +0.2%. Nevertheless, one key 
factor would be only a less challenging base effect, as it contracted 0.8% in 1Q19. 
According to public finance reports, total spending by the Federal Government 
increased 6.2% y/y in real terms, with non-capital spending up 7.8%. 
Nevertheless, we are wary of these figures as they include social programs’ 
transfers, not accounted for in this sector within aggregate demand. In addition, 
bank account balances for states and municipalities increased about 21.2%, likely 
limiting the upside as they suggest an accumulation of resources.  

Finally, we believe we could see a slight decrease in inventories, with businesses 
tapping into them to face supply chain disruptions, particularly regarding raw 
materials All in all, we consider the report will help us refine the details about the 
early-stage effects of the pandemic. In broad terms, domestic demand stayed very 
weak, particularly in terms of investment but also in consumption, while external 
demand held up better (as portrayed in exports). These are reflected in persistent 
declines in imports and more resilient exports, resulting in a bias towards a higher 
surplus (or lower deficit) in both the trade and current account balances. 
Moreover, these figures will help us to hone-in on the trends going into 2Q20, 
which, in any case, is very likely be the most affected quarter in the year by a 
significant magnitude. 
Aggregate demand 
% y/y, nsa 

 
Source: INEGI, Banorte 
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