IMEF PMI indicators (August). We expect a mixed performance, with the
manufacturing sector continuing its upward trend (to 48.6pts from 48.1pts in
July) but seeing somewhat of a retracement in services (declining 1.5pts
relative to the previous month, to 45.5pts), which would be consistent with
our view of external demand being the main driver behind the domestic
recovery. Overall, we see more modest moves at the margin in both
indicators, remaining also in contraction territory —below 50pts—, highlighting
that the former has been there for a little over a year

Family remittances (July). We expect remittances to increase 4.8% y/y to
US$3,415.4 million, slowing down relative to the 11.1% observed in June.
Despite of the latter, this would remain positive, reaffirming that inflows have
stayed resilient despite more difficult US labor market conditions. In this
sense, we believe diverse fiscal support measures in that country, particularly
higher unemployment benefits, have helped explain recent remittances
dynamics. With these, remittances inflows would accumulate almost
US$22.5 billion year-to-date, up 9.6% y/y
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DATE HOUR (ET) EVENT PERIOD UNIT BANORTE =~ CONSENSUS PREVIOUS
Mon 31-Aug  10:00am Comercial banking credit July % yly in real terms 2.7 3.0
Consumption % yly in real terms -6.6 6.3
Housing % yly in real terms 5.0 55
Non-banking private firms % yly in real terms 5.8 - 6.0
Tue 1-Sep 10:00am Family remmittances Jul US$ mn 34154 3,344.0 3,537.0
Tue 1-Sep 10:00am Banxico's survey of economic expectations Aug
Tue 1-Sep 10:00am International reserves Aug-28 US$ bn 193.1
Tue 1-Sep 1:00pm IMEF's PMIs Aug
Manufacturing index 48.6 48.1
Non-manufacturing index 455 47.0
Tue 1-Sep Presidential address and sessions in Congress restart

Source: Banorte; Bloomberg



Proceeding in chronological order...

Banking credit to grow 2.7% y/y in July, once again driven by corporates.
This would be below the +3.0% observed in June. As already mentioned, this
would be explained by the 5.8%, which although decelerating relative to the four
previous months, would still remain relatively high due to increased financing
needs related to the pandemic. Meanwhile, mortgages would grow 5.0%,
extending recent weakness. Finally, consumer credit would remain in negative
territory at -6.6%, lowest since July 2010. It should be noted there is a negative
effect from inflation, which came in at 3.62% y/y in July, 29bps above June’s
print.

Remittances to keep going in July. We expect remittances to increase 4.8% y/y
to US$3,415.4 million, slowing down relative to the 11.1% observed in June.
Despite of the latter, this would remain positive, reaffirming that inflows have
stayed resilient despite more difficult conditions in the US labor market. In this
sense, we believe diverse fiscal support measures in that country, particularly
higher unemployment benefits, have helped explain recent remittances dynamics.
Thus, we should mention that the $600-a-week payment that households received
as part of the CARES Act expired at the end of July. In our view, more difficulties
going forward are likely if a new program is not announced soon, exacerbated by
new restrictions in some states as COVID-19 cases escalated. This, despite
migrants’ extraordinary efforts to keep sending money to their families, which
have been a very pleasant surprise.

Specifically, the unemployment rate among Hispanics and Latinos in the US
improved to 12.9% from 14.5% in June. Nevertheless, other labor market
indicators paint a less positive picture. Among them, the participation rate
backtracked gains accumulated in the previous two months, standing at 64.6%.
Working-age Mexican immigrants —including ‘natives’, ‘non-native citizens’,
and ‘non-citizens’ (legal or illegal)—, either in the labor force or not, declined by
193,636 after recent gains. Among those in the labor force, only ‘non-citizens’
saw continued job gains in the month. This is favorable as we believe this group
tends to send more resources back. Nonetheless, total employees declined around
153,000. Since the end of February, employees in these three categories have
fallen about 2.3 million. Apart from this, it is our take that savings have likely
been exhausted given the duration of the pandemic.

On immigration, the administration maintains a very hard stance, with mixed
news recently. Among them and on the positive side, in mid-June the Supreme
Court blocked a bid by Trump to end DACA, which protects so-called
“Dreamers” from deportation, mostly comprised of young Hispanic adults with
close to 700,000 enrolled. Nevertheless, a new set of more stringent rules has
started to be implemented, despite the risk of being in violation of court orders.
On the contrary, by the end of said month the Court ruled that deportations of
people seeking asylum can be made (under certain conditions) without allowing
them to make their case in front of a judge beforehand. Although the situation
remains very fluid and legal challenges can be presented, the overall tone of the
current administration has very likely maintained elevated fears among
immigrants about potential deportations.
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With these, remittances inflows would accumulate almost US$22.5 billion year-
to-date, up 9.6% y/y. For now, we maintain our forecast for full-year 2020 at
around US$36 billion. However, risks remain to the upside, as mentioned
recently. In this respect, we believe it will be key to observe July’s print, but also
August at least, with the latter very important as it could potentially show the full
effect of weaker labor conditions given lower fiscal support due to the impasse in
the US Congress to approve more resources.
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Banxico’s survey of economic expectations. As usual, market participants will
focus on inflation, growth, reference rate, and exchange rate forecasts. In the first,
analysts expect 2020 year-end inflation at 3.61%, still below our 3.7% estimate.
Considering latest inflation dynamics, we do not rule out some marginal revisions
to the upside, albeit being more moderate to previous revisions. Meanwhile,
medium and long-term expectations could remain unchanged, still above target.
On GDP, this year’s estimate stands at -9.9% (Banorte: -9.8%). In this sense, and
given signs of a slightly better than expected recovery, we could see some stability
in the forecast. The current view on the reference rate by YE20 is 4.50%, which
considering recent dynamics in more timely surveys, could actually be revised
down, incorporating additional cuts (Banorte: 4.25%). Finally, the year-end
exchange rate stands at USD/MXN 22.56, which could also show marginal
adjustments (Banorte: 22.00).

Weekly international reserves report. Last week, net international reserves
increased by US$599 million, closing at US$193.1 billion. According to
Banxico’s report, this was mainly explained by: (1) US$600 million sales from
Pemex to the central bank; and (2) a negative valuation effect of US$1 million in
institutional assets. In this context, the central bank’s international reserves have
increased by US$12.3 billion so far in 2020 (please refer to the following table).

Banxico's foreign reserve accumulation details

USS$, million
2019 Aug 21, 2020 Aug 21,2020  Year-to-date
Balance Flows

International reserves (B)-(C) 180,877 193,130 599 12,253
(B) Gross international reserve 183,028 198,376 972 15,348
Pemex - - 650 4,029
Federal government - - -154 6,015

Market operations - - 0 0
Other - - 477 5,305
(C) Short-term government's liabilities 2,151 5,246 373 3,095

Source: Banco de México
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IMEF indicators likely mixed in August. We estimate the manufacturing sector
to keep increasing, albeit with somewhat of a retracement in the non-
manufacturing indicator, which would be consistent with our view of external
demand being the main driver behind the domestic recovery. Overall, we see more
modest moves at the margin in both indicators, remaining also in contraction
territory —below 50pts—, highlighting that the former has been there for little over
a year.

We estimate manufacturing to increase by 0.5pts relative to July, to 48.6pts. If
this were the case, the sector would have improved for a fourth consecutive
month. The main support for this uptick is likely the strong performance of the
sector in the US, with Markit’s PMI for the same month reaching 54.7pts, highest
since February 2019. Specifically, the report showed steep gains in both
production and new orders, including exports, with manufacturers saying that the
reopening of economies worldwide helped boost them although with some
concerns remaining about the outlook ahead due to the pandemic. Despite this
increase, we see a more moderate effect in Mexico’s production subcomponent,
mainly as July’s trade balance showed a stronger performance in exports relative
to non-oil intermediate imports —mostly comprised of inputs for the sector—,
which suggests an important inventory drawdown. We continue seeing the
external sector driving the domestic recovery, albeit with risks increasing given
the current impasse in the US Congress to approve new fiscal stimulus measures
(Mexico’s main trading partner).

On the other hand, we see the non-manufacturing indicator reversing some of the
strong gain observed in July, down 1.5pts in the month to 45.5pts. We see the
highest impact in both new orders and production, which showed outsized gains
in the previous month, in our view mainly supported by a further relaxation of
social distancing measures (€.9. reopening of shopping malls in Mexico City and
the State of Mexico at the start of the period). Other relatively positive
developments in this respect included the reopening of cinemas, bars and
nightclubs —with some restrictions in the latter two, as they can do it only if are
reclassified as restaurants— in mid-August. Despite of the latter, it is our take that
the sector remains fundamentally limited by domestic demand conditions, which
have deteriorated in recent months considering that the contagion curve has not
improved meaningfully yet.
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https://www.banorte.com/cms/casadebolsabanorteixe/analisisyestrategia/analisiseconomico/mexico/20200827_Trade_Balance_Jul_20.pdf

Presidential Address and restart of sessions in Congress. Next Tuesday,
September 1%, President Loépez Obrador will present its second annual
Presidential Address —similar to the State of the Union in the US—. It should be
noted that the summer break from Congress also ends this day, with both
chambers resuming their sessions. In addition, the following days we will be
looking into the release of the 2021 Budget —which comprises the General
Economic Policy Criteria, the Revenue Law and the Spending Budget—,
remembering that the deadline for its submission is September 8™,
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