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DATE TIME (ET) EVENT PERIOD UNIT BANORTE =~ CONSENSUS PREVIOUS
Mon 28-Feb 7:00am Unemployment rate January % 4.33 412 351
sa % 4.01 - 3.96
Mon 28-Feb 10:00am  Commercial banking credit January % yly in real terms -1.9 - 2.7
Consumption % yly in real terms -0.6 - 2.1
Mortgages % yly in real terms 3.3 - 2.8
Corporates % yly in real terms -3.8 - -4.3
Tue 1-Mar 10:00am International reserves Feb-25 US$ bn - 2015
Tue 1-Mar 10:00am  Family remittances January US$ mn 3,984.8 44144 4,760.4
Tue 1-Mar 1:00pm IMEF's PMI survey February
Manufacturing index 51.3 - 438.8
Non-manufacturing index 50.1 - 49.0
Wed 2-Mar 1:30pm Banxico's Quarterly Report 4Q21
Wed 2-Mar Budget balance (measured with PSBR) January MX$ bn - - -996.7
Thu 3-Mar 10:00am Banxico's survey of economic expectations February
Fri 4-Mar 7:00am Gross fixed investment December % yly 5.4 5.1 5.9
sa %m/m -0.1 - 0.1
Machinery and equipment % yly 3.0 - 11
Construction % yly 8.2 - 12.0
Fri 4-Mar 7:00am Private consumption December % yly - - 75
sa %m/m - - 0.7
Domestic (Goods and services) % yly - - 6.1
Imported (Goods) % yly - - 18.0

Source: Banorte; Bloomberg


https://www.banorte.com/cms/casadebolsabanorteixe/analisisyestrategia/analisiseconomico/mexico/20220210_Banxico_Feb_Eng.pdf
https://www.banorte.com/cms/casadebolsabanorteixe/analisisyestrategia/analisiseconomico/mexico/20220224_Banxico_Minutes_Feb.pdf

Proceeding in chronological order...

Likely deterioration in the labor market in January, impacted by ‘Omicron’.
We estimate the unemployment rate at 4.33% (original figures), higher than the
3.51% of the previous month. Most of this adjustment would be explained by
seasonal effects which tend to drive it higher in the first months of the year.
However, we also expect an impact from the latest wave of contagions, halting
labor gains and possibly with some job losses. Therefore, with seasonally adjusted
figures, we expect a Sbps increase to 4.01%. Specifically, an important uptick in
work absenteeism was reported due to surging ‘Omicron’ cases. For example,
IMSS reported that about 300 thousand temporary leave permits were granted
between January 10 and the first days of February, reflecting the magnitude of the
problem. This likely did not impact the formal sector (see below), so the
deterioration would mostly be seen in informal employment.

In this context, available indicators are mostly negative. Positively, employment
of people affiliated to IMSS rose by 142.3 thousand, partly due to seasonality.
Adjusting these figures, the increase was just 48.6 thousand, lower than in
December. Regarding the effect from COVID-19, formal jobs are relatively
shielded as workers can apply for temporary leave and should not be counted as
unemployed or out of the labor force. Regarding aggregate trend indicators, these
showed modest upticks in manufacturing and construction employment, albeit
with relevant setbacks in commerce and private non-financial services. This is
consistent with a more meaningful impact of the virus on the tertiary sector.
Similarly, employment components within IMEF’s PMIs fell strongly, down
4.4pts in manufacturing (to 48.1pts) and with an even larger contraction of -7.3pts
in non-manufacturing (to 47.8pts). Considering this, we also see a negative impact
on participation and part-time indicators. A jump in wages is probable, driven by
the 22% increase to the minimum wage.

In our view, this print will be important to assess the economic impact from the
last wave of COVID-19, considering that signals for February are more favorable.
In this sense, we maintain our expectation that labor market conditions will keep
improving during 2022.
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Banking credit to moderate in January. We anticipate a 1.9% y/y decline in
banking credit to the private non-financial sector, better than the -2.7% seen in
the previous month. Considering a more difficult backdrop for activity, we believe
the recovery will be more modest, albeit still supported by a positive base effect.
Specifically, the latest wave of contagions due to ‘Omicron’ may have triggered
additional concerns in both businesses and consumers, diminishing credit
demand. Nevertheless, expectations of an improvement in coming months should
support dynamism to some extent, especially among the former. The effect from
inflation is favorable by 28bps, with headline inflation falling to 7.07%. In the
detail, consumer loans would stand at -0.6% (previous: -2.1%), with corporates
also negative at -3.8% (previous: -4.3%). Lastly, mortgages would be more stable
at 3.3% (previous: 2.8%).

Weekly international reserves report. Last week, net international reserves
increased by US$63 million, closing at US$201.5 billion (please refer to the
following table). According to Banxico’s report, this was mainly explained by a
positive valuation effect in institutional assets. Year-to-date, the central bank’s
international reserves have fallen by US$898 million.

Banxico's foreign reserve accumulation details

US$, million
2021 Feb 18, 2022 Feb 18,2022  Year-to-date
Balance Flows

International reserves (B)-(C) 202,399 201,501 63 -898
(B) Gross international reserve 207,745 209,578 132 1,833

Pemex - - 0 0
Federal government - - -60 3,948

Market operations - - 0 0
Other - - 192 2,115
(C) Short-term government's liabilities 5,346 8,077 69 2,731

Source: Banco de México

January remittances to reflect better labor market conditions in the US. We
expect remittances at US$3,984.8 million, up 21.2% despite a quite challenging
base effect. This would be the first print below the US$4 billion threshold since
February 2021. Nevertheless, it should be recalled that the period’s seasonality is
weak, with the year usually starting relatively slow after the holiday season and
difficult weather conditions in the US. We should also mention that the Omicron
wave likely kept impacting mobility and labor market supply, with a plethora of
reports about of worker absenteeism due to the virus, among other disruptions.

Despite of this, available figures point to a relatively strong performance in
employment, consistent with signs an economic deceleration, albeit less than
originally expected. For example, both ISM indicators in the US slowed down
relative to December —albeit still firmly in expansion territory—, while there were
upside surprises in retail sales and industrial production. Nonfarm payrolls
showed 467k new posts, with the unemployment rate an inch higher, to 4.0% from
3.9%, although driven by a higher participation rate. Among Hispanics and
Latinos, the latter metric stayed unchanged at 4.9%. Meanwhile, the number of
working-age Mexicans —including ‘natives’, ‘non-native citizens’, and ‘non-
citizens’ (legal or illegal)— surged by 765,426 persons to a new historical high of
27.5 million.
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Moreover, total employees increased by 988 thousand, led by non-citizens and
more than compensating for the decline of 836 thousand in December. In
response, the unemployment rate for Mexicans plunged to 5.7% from 7.6%
previously, according to our calculations, with a total of 17.2 million employed,
about 10k less than its historical high.

We remain optimistic about remittances, estimating a 9.5% y/y advance in 2022,
to US$56.5 billion. In our view, the report will be important to gauge underlying
dynamics and the relative resilience of inflows, as: (1) The effect of previous
fiscal stimulus measures has waned, while Congress has failed to pass new
targeted budget measures, as far as we know; (2) the latest wave of COVID-19
was still a problem for some businesses; and (3) weather conditions were also a
problem for activity in some states. Therefore, we would judge an actual print
close to our forecast as positive and still consistent with our call for the full year.
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IMEF indicators to signal some rebound in February. After a meaningful
setback at the start of the year, we expect both indicators to return above the
expansion threshold, helped by the lessening of Omicron cases and supply
bottlenecks, albeit the latter at a more modest pace. We see manufacturing up
2.5pts to 51.3pts, with non-manufacturing going from 49.0pts to 50.1pts (1.2pts),
although not enough to make up last month’s decline.

In manufacturing, signals from abroad were favorable. Markit’s PMI in the US
strengthened to 57.5pts from 55.5pts. According to the report, output gained
considerable momentum as virus disruptions diminished, also fostering demand.
A slight easing of supply bottlenecks also helped production, while export sales
grew at its fastest pace in five months. Despite of this, price pressures remain
elevated, with higher input costs on raw materials, transportation and wages.
Given high demand, more companies planned to pass them to their customers to
protect profit margins, with the increase in delivery times boosting the headline
indicator. Moreover, new orders also picked up dynamism, supporting
confidence. Locally, we had some brief interruptions to trade (e.g. temporary ban
on avocado exports to the US from February 11 to 18, halted activities at the
Lazaro Cardenas port for a few hours due to protests), although they were likely
not material. On the other hand, costs remain a headwind, with January’s PPI
showing elevated annual rates in storage (+7.9% y/y), and transportation by sea
(6.1%) and road (4.7%), among others. In our view, ‘production’ and
‘employment’ will likely benefit the most.
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In non-manufacturing, the improvement is likely to be more modest as the drag
from inflation bites more heavily on households’ purchasing power. In this sense,
core goods inflation reached a 21-year high in thelH-February of 8.2%. Services
have been on an upward trend and stood at 4.6%, not seen since late 2008. The
peak in daily COVID-19 cases was registered in mid-January at slightly more
than 60 thousand and has been declining since then. Mobility also improved,
although more modestly as the recent impact of higher cases on this metric was
muted. It has also helped people adapting to the pandemic and vaccination
boosters advancing further. Specifically, Google’s data showed all categories —
public transportation, retail and recreation, and workplaces— moving back above
pre-pandemic levels during the month. Lastly, we expect employment in January
to have declined, as explained above, which may result in a drag for the figure.

After a weak start of the year, an acceleration in February would be welcome
news. Nevertheless, we remain cautious about the economy as domestic demand
has failed to accelerate more meaningfully, stimulus measures locally and abroad
will be more limited, and geopolitical risks are on the rise.
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Attention on growth and grey boxes within Banxico’s 4Q21 Quarterly Report.
On Wednesday, the central bank will release its 4Q21 Quarterly Report (QR) at
1:30pm (ET). Similar to the previous two reports, attention will center on updated
estimates for GDP and other economic figures, on top of relevant topics included
in the grey boxes. Even though we haven’t seen changes to inflation in this
publication since they have been included in policy decision, we do not rule out
additional upward adjustments considering important changes to the environment
for prices. We expect the tone to remain hawkish, especially after information in
the statement and the minutes.

On growth, the mid-point of the central bank’s estimate for 2022 stands at 3.2%.
This is higher than consensus in several surveys, including the one made by the
institution, which stands at 2.2%, as well as our 2.4%. We consider Banxico will
adjust its estimate lower because of several factors, including: (1) Lower inertial
boost given the deceleration of 2H21; (2) signals of a weak start of the year due
to higher ‘Omicron’ cases; and (3) price pressures triggering further monetary
tightening, on top of its impact on people’s real incomes. This fact was already
telegraphed by Deputy Governor Jonathan Heath in an interview with Bloomberg.
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However, as it is still early in the year and an uncertain environment persists
—especially after the Russian invasion of Ukraine—, Banxico could opt to make a
moderate adjustment, likely recognizing some positive factors for the remainder
of the year. Therefore, the estimate for 2023 would show limited revisions,
reflecting adjustments in the base effect for 2022 and lower fiscal and monetary
stimulus, albeit with a potential reduction in supply restrictions. We will be
looking into the update of output gap estimations, which will likely maintain an
ample degree of slack, although there has been acknowledgement of possible
estimation errors due to distortions triggered by the pandemic. We believe
external account indicators (trade balance and current account) could show wider
deficits, with pre-pandemic dynamics possibly resuming. On employment, the
adjustment could be slightly to the downside, reflecting a more modest recovery
of activity.

On inflation, we do not rule out new upward revisions considering the recent
pickup in energy prices due to the Ukraine invasion, as well as from the
continuation of important pressures at the core. On top of energy, we have seen
higher exchange rate volatility, which could have an adverse effect in the price
formation process. In the very short-term, the average of annual headline inflation
so far in 1Q22 (up to 1H-February) stands at 7.1%, higher than the 6.9% estimate
of the institution. To reach the latter figure, inflation would have to average
around 6.7% in the three remaining fortnights, which looks challenging. On top
of this, we will pay attention to the expanded balance of risks, which tends to have
more information than the one presented in the statement.

Regarding grey boxes, we expect most of them to concentrate on related themes
about inflation given current conditions. Nevertheless, given the importance that
the relative monetary stance has gained, at least one could focus on market
dynamics given expectations of a Fed rate hike and/or how local monetary policy
has responded to previous tightening episodes. We do not rule out studies on
activity and other relevant fronts.

Overall, we believe the document will be very important given that risks for faster
tightening and in the geopolitical front have increased. We maintain our call of a
25bps increase in March, even though we recognize that the probability of +50bps
has increased. After this, we expect four additional 25bps adjustments each,
taking place in May, June, September and December, taking the reference rate to
7.25% by year-end.

MoF’s public finance report (January), previously -US996.7bn. Attention will
center on the Public Balance and Public Sector Borrowing Requirements (PSBR)
in the first month of the year. Specifically, we will be looking to its performance
relative to what was approved in the 2022 Budget. We will also pay attention to
revenues, with oil-related probably higher —due to higher prices—, but also to the
evolution on income tax and VAT collection. On spending, it will be relevant to
see the breakdown of financial costs and programmable spending, specially, in
the autonomous and administrative branches.Lastly, we will analyze public debt,
which amounted to $13.1tn in December, equivalent to 50.1% of GDP (as
measured by the Historical Balance of the PSBR).
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Banxico’s survey of economic expectations. As usual, focus will be on inflation,
growth, reference rate, and exchange rate forecast. Regarding inflation, the
median for year-end 2022 is at 4.3%, very close to our 4.4 %. Given that pressures
continue, specifically at the core, we do not rule out the possibility of additional
increases in short-term estimates. Meanwhile, we do not see substantial changes
in medium and long-term expectations, remaining above the target. On GDP, the
2022 estimate stands at 2.2% (Banorte: 2.4%), albeit possibly having additional
adjustments after the final report for 2021. On the reference rate, the estimate for
the end of the year is 6.75%, below our 7.25% (5 more +25pb hikes). Considering
both domestic (e.g. inflation) and external factors (e.g. monetary stance relative
to the Fed), it will likely be revised upwards. Lastly, the year-end exchange rate
stands at USD/MXN 21.32 (Banorte: 21.80), still not anticipating large
adjustments.

Investment likely still dampened in December. We expect GFI at 5.4% y/y
(previous: 5.9%), limited despite better economic activity at the margin, with the
monthly GDP-proxy IGAE up 0.8% m/m. This would imply a 0.1% m/m decline,
stringing four months in negative territory. Moreover, it would result in full-year
2021 growth of 9.8%, a partial rebound after the -17.8% seen in 2020.

By sectors, construction would have stayed down, at -0.5% m/m (+3.0% y/y). At
first sight, this would be inconsistent with the industrial production report, in
which the sector advanced 0.8%. Nevertheless, the latter was driven by a +9.4%
in specialized works, which are not accounted in investment. On the other hand,
both edification (-0.3%) and civil engineering (-4.0%) fell for a third consecutive
month. This is contrary to the signal from business confidence, with the headline
and the ‘adequate moment to invest’ components maintaining an upward trend
since last August. Despite of this, we continue seeing a plethora of news about
the impact of higher raw material costs that have affected projects’ profitability.
Evidence and recent performance suggest that this is still weighing heavily,
especially on the private sector.

On the other hand, we see machinery and equipment unchanged sequentially
(+8.2% y/y). Imports likely maintained stronger dynamics, estimated at 0.3%
m/m. Although capital goods’ imports in the trade balance backtracked 0.1%, this
was seen after increasing 4.1% in November. In addition, the MXN was stable at
20.89 per dollar on average, albeit with the annual loss to the USD more modest
relative to the previous month. This could distort data when expressed in pesos,
which is how they are measured in investment. In the domestic sector, we
anticipate a 0.3% rebound, modest when compared to the -5.9% previously. We
highlight the meaningful uptick in auto sector production (10.4%), although this
was not reflected in exports (-8.7%). This was also the case in machinery and
equipment (3.5%). We believe differences between production and shipments
abroad may have widened because of higher delivery times in key inputs. In turn,
this has been driven by shipment delays due to supply chain problems. Therefore,
we are more cautious about extrapolating the results in production data.
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If our forecast is right, results would be weak considering that epidemiological
conditions improved significantly, while economic activity accelerated. The
backdrop seems to have deteriorated again in January because of Omicron.
Meanwhile, high raw material prices, lower growth expectations, and higher
interest rates, point to a more difficult investment environment. As a result, we
still see a challenging outlook for this component of aggregate demand, with the
public sector probably more resilient given higher federal spending in the Budget,
focused on priority projects.
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Consumption to maintain an upward trend in December. We expect a positive
performance for a sixth month in arow, albeit more modest than the rise seen in
November (0.7% m/m). Part of the slowdown would respond to the fading of El
Buen Fin effect (Mexican Black Friday), as many consumers may have brought
forward some holiday purchases. Nevertheless, fundamentals suggest dynamism
continued, supported by: (1) Strength in remittances, despite signs of moderation
in the US; (2) additional employment gains; and (3) higher dynamism in
consumer loans. Other indicators so far support this trend, including services
within the GDP-proxy (IGAE), albeit with a moderation in the stand-alone retail
sales report. In addition, consumption goods imports were positive at the margin,
albeit with the latter still skewed to the upside due to price pressures. In this sense,
high inflation remains as an obstacle as it is impacting real incomes, even though
it seemed to have stabilized at the margin. Our view remains favorable, with
performance driven by the economic recovery, government transfers and
favorable remittances’ inflows. The main risk is still the pandemic, as evidenced
by the latest COVID-19 wave. We also highlight other challenges such as a less
accommodative stance from Banxico.
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