Ahead of the Curve

June’s retail sales to improve on the reopening of the economy

Retail sales (June). We anticipate a 16.6% y/y contraction, above the -23.7%
of the previous month, accelerating on the back of the economic reopening
which also induced higher mobility levels. We should also mention that the
month had two additional working days relative to the same period a year
ago, which in our view could be slightly positive. In seasonally adjusted
terms, this would result in a 7.8% m/m rebound, a new historical high
benefitted strongly by a very low base, hovering about 3% below its previous
minimum. On a year-to-date basis, this figure would imply a 10.3% y/y
contraction. Mostly all signals from related indicators suggest a better
performance, including auto, gasoline and ANTAD sales, among others.
Going forward, we reiterate our view of protracted weakness in retail sales
even though it is likely that the valley in terms of dynamism has already
passed away
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DATE TIME (ET)  EVENT PERIOD UNIT BANORTE CONSENSUS PREVIOUS
Tue 18-Aug 10:00am International reserves Aug-14 US$ bn 192.7
Thu 20-Aug 3:30pm Citibanamex bi-weekly survey of expectations
Fri 21-Aug 7:00am Retalil sales June % yly -16.6 -195 -23.7

sa % m/m 7.8 7.8 0.8

Source: Banorte; Bloomberg



Proceeding in chronological order...

Weekly international reserves report. Last week, net international reserves
increased by US$48 million, closing at US$192.7 billion. According to Banxico’s
report, this was mainly explained by a positive valuation effect in institutional
assets. In this context, the central bank’s international reserves have increased by
US$11.8 billion so far in 2020 (please refer to the following table).

Banxico's foreign reserve accumulation details

USS$, million
2019 Aug 7, 2020 Aug 7, 2020 Year-to-date
Balance Flows

International reserves (B)-(C) 180,877 192,654 48 11,777
(B) Gross international reserve 183,028 197,832 -61 14,805
Pemex - - 0 3,259
Federal government - - -62 6,190

Market operations - - 0 0
Other - - 0 5,355
(C) Short-term government's liabilities 2,151 5,179 -109 3,028

Source: Banco de México

Retail sales to gather pace in June. We anticipate a 16.6% y/y contraction,
stronger than the -23.7% of the previous month, accelerating on the back of the
economic reopening which also induced higher mobility levels. We should also
mention that the month had two additional working days relative to the same
period a year ago, which in our view could be slightly positive. In seasonally
adjusted terms, this would result in a 7.8% m/m rebound, a new historical high
benefitted strongly by a very low base, hovering about 3% below its previous
minimum. On a year-to-date basis, this figure would imply a 10.3% y/y
contraction.

Almost all available data points to an improvement in economic dynamics in the
period, despite still quite low figures in the annual comparison. Among them,
AMIA’s auto sales picked up to -41.1% y/y from -59.0% in May, while ANTAD’s
same-store sales declined 20.5% y/y in real terms vs -21.2%, respectively. We
should mention that shopping malls remained closed in Mexico City until at least
July 8™, which should still be a challenge for departmental and specialized stores
at least until the next month. The differentiation in performance between essential
and non-essential goods has stayed in place, a situation we expect to extend as
consumers remain cautious. Gasoline sales and non-oil consumption goods
imports were similar when compared to the previous month, improving to -26.1%
and -31.2%, in the same order. Broadly speaking, fundamentals remain quite
deteriorated, albeit less so than in the previous two months. Among them, we
observed: (1) A net positive job creation despite a higher unemployment rate, led
by the informal sector; and (2) remittances staying strong despite challenging
labor dynamics in the US among Mexican migrants. On the contrary, banking
credit decelerated, especially with consumer credit declining 6.3% y/y in real
terms. We believe the latter is driven by lower employment levels, but we do not
rule out that it is also influenced by lower demand of durables goods.
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Moreover, inflation picked up, highlighting pressures in some components, as
core goods —particularly processed foods, running at 6.6% y/y at the close of the
month and extending towards 6.9% in July— and fresh fruits and vegetables
(+11.0%) hit consumers’ purchasing power.

Going forward, we reiterate our view of protracted weakness in retail sales even
though it is likely that the valley in terms of performance has already passed away.
Our base case is that, despite still challenging contagion curve dynamics
domestically, the government will not impose again measures as strict as those in
April and May, which took a heavy toll on the economy. Despite of this, sales
will probably keep contracting in annual terms, as fundamentals for consumption
will take some time to heal and social restrictions remain, limiting businesses to
operate at full capacity.
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