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= Although both indicators rose, in our opinion the main surprise was the g;:gféig;nii?’ﬁgm
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point to a strong domestic rebound. The recovery was broad, with ‘new
orders’ and ‘production’ leading gains

= The manufacturing indicator was also favorable. although not as
astounding factoring in the relative strength of external demand.
‘production’ and ‘deliveries’ outperformed, but ‘new orders’ fell

= We maintain our view that external demand will be the main driver for
the recovery —mainly benefiting manufacturing—. Nevertheless, the better
performance in non-manufacturing suggests the possibility of a broader-
than-expected recovery

IMEF's PMI’s bounce back in September after retracing in the previous
month. The manufacturing indicator stood at 46.4pts, lower than consensus
(47.0pts) and our estimate (48.0pts). This represents a 1.0pts increase relative to
August, which was revised to the upside, to 45.3pts (previous: 45.0pts).
Meanwhile, the non-manufacturing indicator stood at 49.3pts, also stronger than
our estimate (46.9pts), which virtually matched the market (47.0pts). This implied
a sizable 2.6pts improvement relative to the previous month’s revised data —at
46.7pts from 46.1pts originally—. In our view, results in the latter were even more
surprising, considering other signals about a more muted recovery in domestic-
facing sectors. On the contrary, manufacturing was more broadly aligned with our
view, driven by external demand strength, especially in the US. Despite the
improvement, both indicators remain below the 50pts threshold, suggesting that
despite sequential improvements, figures will probably stay weak.

Manufacturing improves modestly. Despite increasing, the result was modest

considering both the period’s advance and the revision higher of August figures.

Nonetheless, we should mention that performance was stronger than in the US, Winners of the award for best

with the manufacturing PMI up marginally in the same period. The rebound was gg‘;gom.'c forecasters for Mexico in
. . o . , given by Refinitiv

mainly driven by ‘deliveries’, up by 2.2pts —the only at the expansion threshold,

followed by ‘production’ (+1.1pts) and ‘employment’ (+1.1pts). We consider that STARMINE AWARDS
. . . S FOR REUTERS POLLS
the improvement in the last two are important as they could be anticipating good "/ FROM REFINITIV

dynamism in September. Nevertheless, ‘new orders’ declined 0.3pts, which
points to some limits to the upside in the short-term after its recent strong rebound.
Finally, ‘inventories’ lagged at the margin, falling 1.7pts.
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The non-manufacturing indicator picked up strongly. Overall performance
was much stronger than the other sector, higher across the board and with an
upward revision for the previous month. The rise was led by the 5.0pts increase
in ‘new orders’, with ‘production’ as second best at +3.0pts. We believe this as
very relevant, suggesting that domestic demand is rebounding faster than what
we had anticipated. Nevertheless, we need further data and to stay vigilant to see
if this is materializing. Finally, ‘employment’ (+2.4pts) and ‘deliveries’ (+0.6pts),
were also better, with the latter being the only above 50pts.

IMEF’s non-manufacturing indicator
Seasonally adjusted figures

Sep-20 Aug-20 Difference
Non-manufacturing 49.3 46.7 2.6
New orders 49.9 449 5.0
Production 48.6 457 3.0
Employment 46.4 440 24
Deliveries 521 515 0.6

Source: IMEF

Positive to mixed signs for the end of 3Q20. Today’s results suggest stronger
activity at the end of the quarter, continuing with the recovery after a bump in
August. Despite upward revisions, we stay cautious about the economy in said
month, believing that the pace of growth likely slowed down. We maintain our
call of an 8.4% q@/g expansion in GDP in 3Q20 after plummeting 17.1% in the
previous quarter.

By sectors, hard data suggests manufacturing kept growing, with August’s trade
balance still exhibiting sequential gains, especially in ‘other manufacturing’,
although autos were barely up. This is positive considering that some stimulus
provisions within the CARES Act in the US expired in July. However, today’s
ISM manufacturing in the US fell slightly, albeit remaining in expansion.
Therefore, these indicators point towards some deceleration in growth after
rebounding strongly in recent months. Moreover, ‘new orders’ provide mixed
signals for our country going forward, with this subcomponent lower although
with ‘export orders’ inching higher. This is important considering that the
possibility of an additional stimulus package has dwindled, especially with the
elections only a month away, which could be inserting some downside risks.


https://www.banorte.com/cms/casadebolsabanorteixe/analisisyestrategia/analisiseconomico/mexico/20200928_Trade_Balance_Aug_20.pdf
https://www.banorte.com/cms/casadebolsabanorteixe/analisisyestrategia/analisiseconomico/mexico/20200928_Trade_Balance_Aug_20.pdf

In services, signals remain mixed. On the positive side, epidemiological
conditions keep improving, especially favorable for key sectors that rely more on
social interactions given that it is a precondition for restrictions to loosen further.
We believe this is likely the main driver behind the rebound flagged by today’s
results in non-manufacturing. According to the latest ‘traffic-light” indicator, 15
states are at ‘orange’, 16 ‘yellow’ and one in ‘green’, the latter being Campeche.
Nevertheless, states with relevant metropolitan hubs such as Mexico City, State
of Mexico, Nuevo Leon and Jalisco remain in ‘orange’. If these states continue to
lag, conditions for a stronger rebound will be more challenging ahead. Despite of
the latter, some natural fatigue over the pandemic might also be favorable for the
economy in the short term. In addition, improvements on employment could start
having a more favorable effect, as gains —both in the formal and informal sectors—
have been persistent since May, although still far off pre-pandemic levels. On the
contrary, hard data keeps suggesting weakness in consumption and investment.
We believe these remain affected by persistent uncertainty, making economic
agents cautious about big outlays.

All in all, we still expect the recovery to be driven by external demand, first
benefiting sectors such as manufacturing, transportation and other external-facing
services. The domestic component might be weaker, although today’s report was
significantly better. We should also factor-in that accumulated gains in the former
could have a wider positive impact in the latter. Given today’s results and despite
latent concerns about the pandemic, we believe risks to our full-year estimate of
a 9.8% y/y GDP contraction may be skewing slightly to the upside. This includes
our assumption that additional restrictions would be more modest and focalized
if new cases accelerate —particularly lockdowns—, as well as the latest economic
data that has been slightly better than what we had anticipated.
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