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line with its five-year average (0.59%). We should note that the period’s Winners of the award for best
seasonality tends to be high given the end of summer discounts on electricity economic forecasters for Mexico in
tariffs, although expecting a more modest increase than in previous years. In 2021, granted by Refinitiv
addition, we expect a favorable performance in other categories within the
non-core —especially LP gas and agricultural goods—, resulting in a 1.40%
2w/2w expansion (contribution: +35bps). Meanwhile, the core would climb
0.31% (+23bps), impacted by increases in some sectors ahead of E/ Buen Fin
(Mexico’s Black Friday). If our forecast materializes, annual inflation will
stand at 8.16% from 8.41% on average in October. Inside, the core would
remain to the upside at 8.62% (previous: 8.42%), while the non-core would
moderate to 6.84% (previous: 7.36%)
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Mexico weekly calendar

DATE TIME (ET) EVENT PERIOD UNIT BANORTE CONSENSUS PREVIOUS
Mon 21-Nov Markets closed due to remembrance of the Mexican Revolution
Tue 22-Nov ~ 7:00am Retail Sales September % yly 3.9 3.9 4.7
sa % m/m -0.1 0.1 04
Tue 22-Nov  4:30pm Citibanamex bi-weekly survey of economic expectations
Wed 23-Nov ~ 10:00am International reserves Nov-18 US$ bn - - 197.9
Thu 24-Nov ~ 7:00am CPl inflation 1H November % 2w/2w 0.58 0.62 0.15
%yly 8.16 8.21 8.28
Core %2w/2w 031 0.30 0.26
%yly 8.62 8.62 8.45
Thu 24-Nov ~ 10:00am  Banxico minutes Nov-10
Fri 25-Nov 7:00am GDP 3Q22 (F) % yly 4.1 41 4.2
sa % qlg 0.9 0.9 1.0
Primary activities % yly 3.8 - 3.8
Industrial production % yly 3.6 - 3.8
Services % yly 4.2 - 4.3
Fri 25-Nov 7:00am Economic activity indicator September % ala 5.0 4.9 5.7
sa % m/m 0.3 0.2 1.0
Primary activities % ala 11.6 - 4.4
Industrial production % ala 3.9 - 39
Services % ala 5.3 - 6.6
Fri 25-Nov 10:00am  Current account 3Q22 US$ bn -4.5 5.7 -0.7

Source: Banorte; Bloomberg


https://www.banorte.com/cms/casadebolsabanorteixe/analisisyestrategia/analisiseconomico/mexico/20221110_Banxico_Nov_Eng.pdf

Proceeding in chronological order...

Modest deceleration in retail sales in September. We forecast them at 3.9%
y/y, lower than the 4.7% of the previous month despite a more favorable base
effect. More importantly, in sequential terms, sales would fall 0.1% m/m, negative
considering the 0.4% decline in the previous month and adding two straight
decreases for the first time since January 2021. Signals for the period are
somewhat negative, suggesting that the effects from price pressures —with annual
inflation remaining at 8.70%, highlighting increases in food items— may be
offsetting for a relatively good performance in fundamentals. In addition, we
cannot rule out a delay in some purchases as consumers await the discount season
later in the year.

In this context, available data shows mostly a downward skew. ANTAD sales
kept moderating, with the print for same-stores in negative territory at -0.5% y/y
inreal terms (previous: 2.5%), with all-stores also lower at 1.7% (previous: 4.9%).
Considering that annual inflation was unchanged —with a relatively limited
negative base effect—, the decline in performance can be mostly attributed to lower
dynamism in the sector. Matching this, auto sales fell 1.1% m/m after growing
4.6% in the previous month. Meanwhile, gasoline sales stabilized at 675kbpd,
with a more favorable seasonality. More positively, non-oil consumption goods
imports rebounded 0.2% m/m, which we consider somewhat positive taking into
account that transportation costs and raw materials kept moderating. Going to
fundamentals, signals were somewhat mixed. Remittances remained strong,
above $100 billion for a fifth straight month. Meanwhile, employment surprised
slightly lower, with -120.2 thousand positions, albeit with wages recovering
moderately in nominal terms. Finally, consumer loans remained to the upside,
possibly representing an additional source of financing for families to fend off
inflationary pressures.

We believe the result would be negative, relatively consistent with signs of a
deceleration in consumption by the end of the quarter. Nevertheless, going into
4Q22, timely data suggests that dynamism could recover, evidenced both by
IMEF’s non-manufacturing indicator, as well as ANTAD sales.
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https://www.banorte.com/cms/casadebolsabanorteixe/analisisyestrategia/analisiseconomico/mexico/20221007_Inflation_September.pdf
https://www.banorte.com/cms/casadebolsabanorteixe/analisisyestrategia/analisiseconomico/mexico/20221007_Inflation_September.pdf
https://www.banorte.com/cms/casadebolsabanorteixe/analisisyestrategia/analisiseconomico/mexico/20221027_Trade_Balance_Sep_22.pdf
https://www.banorte.com/cms/casadebolsabanorteixe/analisisyestrategia/analisiseconomico/mexico/20221027_Trade_Balance_Sep_22.pdf
https://www.banorte.com/cms/casadebolsabanorteixe/analisisyestrategia/analisiseconomico/mexico/20221101_Family_Remittances_Sep_2022.pdf
https://www.banorte.com/cms/casadebolsabanorteixe/analisisyestrategia/analisiseconomico/mexico/20221027_Employment_Sep_22.pdf
https://www.banorte.com/cms/casadebolsabanorteixe/analisisyestrategia/analisiseconomico/mexico/20221027_Employment_Sep_22.pdf
https://www.banorte.com/cms/casadebolsabanorteixe/analisisyestrategia/analisiseconomico/mexico/20221031_Banking_Credit_Sep_22.pdf
https://www.banorte.com/cms/casadebolsabanorteixe/analisisyestrategia/analisiseconomico/mexico/20221101_IMEF_PMI_Oct_22.pdf
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Weekly international reserves report. Last week, net international reserves
increased by US$1,155 million, closing at US$197.9 billion (see table below).
This was mainly due to a positive valuation effect in institutional assets. Year-to-
date, the central bank’s reserves have fallen by US$4.5 billion

Banxico's foreign reserve accumulation details

USS$, million
2021 Nov 11, 2022 Nov 11,2022 Year-to-date
Balance Flows
International reserves (B)-(C) 202,399 197,861 1,155 -4,538
(B) Gross international reserve 207,745 202,209 1,504 -5,536
Pemex - 0 350
Federal government - -38 -117
Market operations - 0 0
Other - 1,542 -5,769
(C) Short-term government's liabilities 5,346 4,348 349 -997

Source: Banco de México

Inflation to maintain a positive trend despite an adverse seasonality in 1H-
November. We expect headline inflation at 0.58% 2w/2w, in line with its five-
year average (0.59%). We should note that the period’s seasonality tends to be
high given the end of summer discounts on electricity tariffs, although expecting
a more modest increase than in previous years. In addition, we expect a favorable
performance in other categories within the non-core —especially LP gas and
agricultural goods—, resulting in a 1.40% 2w/2w expansion (contribution:
+35bps). Meanwhile, the core would climb 0.31% (+23bps), impacted by
increases in some sectors ahead of E/ Buen Fin (Mexico’s Black Friday). If our
forecast materializes, annual inflation will stand at 8.16% from 8.41% on average
in October. Inside, the core would remain to the upside at 8.62% (previous:
8.42%), while the non-core would moderate to 6.84% (previous: 7.36%)

In bi-weekly terms, within the core, goods would climb 0.3% (+13bps). Processed
foods would moderate their increase at 0.3% (+8bps), with our monitoring
pointing to higher corn tortilla prices —in a backdrop of higher international corn
prices in the previous month— and in some dairy products, although with notable
declines in sodas. Meanwhile, ‘other goods’ would be more pressured at +0.3%
(+5bps), likely reflecting adjustments ahead of E/ Buen Fin discounts. Services
would be more mixed at +0.3% (+10bps), with housing moderating (0.1%; +1bp),
but with ‘others’ higher at 0.5% (+9bps). On the latter, tourism categories would
be most pressured, with reports that point to a relevant expansion in air fares and
with anecdotal evidence of higher demand in hotels, both in tourism and business
destinations. Meanwhile, in non-tourism categories, we anticipate that businesses
will keep hiking prices due to profit margin pressures.

On the non-core, pressures would center in energy, rising 3.8% (+37bps). As we
mentioned, the boost would come from electricity tariffs at 21.9% (+38bps),
although it should be noted that said increase would be lower relative to previous
years, benefiting from a decline in the price of natural gas. Meanwhile, LP gas
would stay to the downside due to lower international prices, expecting a 1.0%
contraction (-2bps). Gasolines would climb modestly, partly explained by a lower
fiscal stimulus. As such, low-grade fuel would rise 0.2% (+1bp). Agricultural
goods should remain low at -0.2% (-2bps). This would be explained by fruits and
vegetables (-0.5%; -3bps), with relevant declines in onions, potatoes, avocadoes
and lemons.



On the contrary, we expect meat and egg at +0.1% (+1bps), with the bird flu
outbreak apparently contained and with no sizable effects on the prices of chicken
and eggs.

Banxico minutes to show shed light on reasons behind the less hawkish tilt.
In its last decision, the Board hiked the reference rate by 75bps for a fourth
consecutive time, taking it to 10.00%. The statement was less hawkish,
considering: (1) The vote from Deputy Governor Gerardo Esquivel, favoring
+50bps; (2) mixed adjustments in inflation forecasts and a language that suggests
a marginally less challenging global outlook for prices; (3) the balance of risks
for inflation is no longer “considerably” skewed to the upside; and (4) the addition
of accumulated monetary tightening as a relevant factor for upcoming decisions.
Moreover, we will remain on the look to comments on the relative monetary
stance as one of the points to consider ahead, especially if there are more details
about the conditions needed to be met for a potential ‘decoupling’ from the Fed,
along with evaluations on the adequate level for the terminal rate —considering
two mentions in the last minutes. Regarding the latter, we still see it at 11.00% by
the end of 1Q23.

On inflation forecasts, changes seem to suggest that the worst has already passed.
The highlight for us were the downward adjustments for the headline, albeit
partially offset by increases at the core, which they expect to reach its highest (in
the annual print) in 4Q22. Regarding the latter, Deputy Governor Galia Borja said,
in a forum organized by Bloomberg, that “...the persistence of core inflationary
pressures is still concerning for the bank...”. We think this reinforces the guide
that it is still necessary to keep increasing the reference rate and to act cautiously.
Although the description about the forecasted path has been brief in previous
minutes, changes are likely due to the recent behavior of LP gas, and to a lesser
extent, in agricultural goods. This would have also impacted the balance of risks,
which remains to the upside, albeit no longer “considerably”. Their vision on
global inflation also seems to have improved, with possible signs of highs already
reached or being seen soon. We believe that risks prevail, so we will be looking
for specific comments on these dynamics.

Another important point was the addition of the phrase “...the monetary policy
stance already attained in this hiking cycle...”. In our opinion, this suggests that:
(1) If there are no strong upward surprises in inflation, it is desirable to reduce the
tightening pace; and (2) the end of the cycle is relatively near. Regarding the
former, Deputy Governor Esquivel has been the most emphatic based on his
comments before the decision, and his dissenting vote. We think that the room to
implement more moderate hikes depends largely on what the Fed does. This is
due to our perception that most members see the current relative restriction as
adequate. The latter, even considering that Governor Victoria Rodriguez (in her
comments after the decision) and Deputy Governor Borja (also in the Bloomberg
forum) have stated that the decisions are not mechanical, depending on other
factors apart from the hike in the US. Regarding the latter, in the latest minutes
we had more explicit comments over the need to establish an adequate level for
the ex-ante real rate. In our opinion, these were Deputy Governors Esquivel and
Heath. It will be important to see if they validate their comments —and the levels—
and/or if the discussion extends to other members.
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https://www.banorte.com/cms/casadebolsabanorteixe/analisisyestrategia/analisiseconomico/mexico/20221110_Banxico_Nov_Eng.pdf
https://www.banorte.com/cms/casadebolsabanorteixe/analisisyestrategia/analisiseconomico/mexico/20221013_Banxico_Minutes_Sep.pdf
https://www.banorte.com/cms/casadebolsabanorteixe/analisisyestrategia/analisiseconomico/mexico/20221109_Inflation_October.pdf

Considering this, we believe that the document will reinforce the less hawkish
tone we perceived in the statement. It could also be complemented with additional
information on November 30", with the release of the 3Q22 Quarterly Report.
This would be consistent with our expectation of +50bps in December, taking the
reference rate to 10.50% by the end of this year. After this, we see two more
adjustments of 25bps each in February and March, with a terminal rate of 11.00%
by the end of 1Q23, starting with cuts later in the year (towards the end of the
third quarter).

GDP in 3Q22 to be slightly lower after a revision in industry and marginally
less boost from services. We anticipate the final result at 4.1%, an inch lower
than the 4.2% from the preliminary print. This would be mostly explained by a
downward surprise in industry in September —described in further detail ahead—,
but with services also lower. As such, the sequential print would come in at 0.9%
q/q (preliminary: 1.0%), which would still be quite positive considering the
accumulated expansion since 4Q21.

By sectors, industry would grow 0.7% q/q (+3.6% y/y), 18bps lower than the
preliminary figure. Strength would be driven by manufacturing, despite signs of
deceleration in the latter part of the period. Nevertheless, both construction and
mining would have remained quite weak, with a broad deceleration in the former
while the latter was mostly impacted by ‘services related to the sector’ after a
notable boost earlier in the year. Services would still be high at 1.1% q/q (+4.2%
y/y), albeit still lower by 6bps. In our view, performance would have been quite
positive despite increasing headwinds, mainly related to higher inflation, albeit
with the virus being left behind. As such, early data suggests that while retail
might have struggled with price pressures, other categories more related to
entertainment and tourism would be better. Lastly, we expect primary activities
unchanged at +1.8% g/q (+3.8% y/y), in our view helped by improving drought
conditions while effects from hurricanes and tropical storms were relatively
modest.

Along the revised GDP report, September’s GDP-proxy IGAE will also be
released, expecting it at 5.0% y/y. With no relevant calendar distortions, the
seasonally adjusted figure would come in at 5.1% y/y. This would be better than
the 4.8% forecast from INEGI’s Timely Indicator of Economic Activity.
Sequentially, we expect a 0.3% m/m expansion, quite positive considering the
+1.0% of the previous month. As already known, industrial production fell 0.2%
m/m, with declines across mining (-1.2%), construction (-0.6%), and
manufacturing (-0.3%). Services would advance 0.2%, extending the 1.2% gain
seen in August. Fundamentals were mixed —with remittances gathering traction
while employment took a step back—, while inflationary pressures seemingly
stabilized, with much help from a decline in LP gas. In this backdrop, broad
indicators like the non-manufacturing PMI from IMEF point to a deceleration,
declining to 51.1pts (albeit still in expansion territory). However, we expect
differences across sectors to prevail. We anticipate some weakness in retail to
extend (see section above for details), in our view with people favoring spending
in experiences relative to goods as the pandemic is left behind.
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https://www.banorte.com/cms/casadebolsabanorteixe/analisisyestrategia/analisiseconomico/mexico/20221031_Preliminary_GDP_3Q22.pdf
https://www.banorte.com/cms/casadebolsabanorteixe/analisisyestrategia/analisiseconomico/mexico/20221118_Timely_Indicator_Oct.pdf
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https://www.banorte.com/cms/casadebolsabanorteixe/analisisyestrategia/analisiseconomico/mexico/20221101_Family_Remittances_Sep_2022.pdf
https://www.banorte.com/cms/casadebolsabanorteixe/analisisyestrategia/analisiseconomico/mexico/20221027_Employment_Sep_22.pdf
https://www.banorte.com/cms/casadebolsabanorteixe/analisisyestrategia/analisiseconomico/mexico/20221007_Inflation_September.pdf
https://www.banorte.com/cms/casadebolsabanorteixe/analisisyestrategia/analisiseconomico/mexico/20221007_Inflation_September.pdf
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Meanwhile, air passenger traffic decelerated in absolute terms (6.5 million vs. 7.4
million) as the holiday season ended, although remaining quite high in the annual
comparison at 28.3% (previous: 29.1%). Similarly, hotel occupancy rates also
moderated, but held higher than in the previous year at 52.5%. Regarding other
sectors, education and healthcare could rebound, helped by the return to in-person
classes after a year and a half of remote and hybrid teaching. Lastly, we will
remain on the look to see if professional and support services extend some
positive results, albeit likely remaining at very low levels still.

Despite the slight revision, the result would still be consistent with our full-year
GDP forecast at 2.7%. We must recall that the latter implies a flat sequential
reading (0.0% q/q) in 4Q22, with increased recession fears —mainly stemming
from faster monetary tightening— and with inflationary pressures persisting at the
core level. This would translate into a decline in industry, while services could
extend marginally higher on strong fundamentals.
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A larger current account deficit in 3Q22 mainly due to the trade balance. We
estimate a US$4.5 billion deficit (previous: -US$704 million), with a higher
dynamism on imports —both oil and non-oil-, although offset by a higher
remittances —despite a marginally more adverse seasonality— and an increase in
international tourists.

With known data for the trade balance in the quarter, we highlight a fall in oil
exports —remembering the moderation in prices in the middle of the quarter. On
imports, dynamism prevailed mostly in non-oil, despite a moderation in prices
and lower transportation costs. Regarding services, we estimate a deficit
explained by higher outflows related to transportation costs, financial services and
insurance and pension services, although offset by inflows coming from travel
services (that is, international tourism in Mexico), which for the first time since
April 2020 would show a slight decrease, likely explained by the strength of the
Mexican peso. Hence, the sum of goods and services balances would show a
deficit for a seventh consecutive quarter.

On the other hand, we anticipate a deficit in primary income, although more
modest than in the previous quarter. This would be due to lower outflows in
profits and dividends and a sustained deficit in the interest balance, mainly
reflecting the differential between local interest rates and equivalent rates in non-
emerging economies (especially vs. the US).


https://www.banorte.com/cms/casadebolsabanorteixe/analisisyestrategia/analisiseconomico/mexico/20221027_Trade_Balance_Sep_22.pdf

Regarding secondary income, inflows from remittances rose again, but at a slower
pace. This translates into a large surplus that would offset a relevant part of the
deficit in the balances already described.

On the financial account, net borrowing from abroad —net inflows of foreign
currency— will remain, albeit with foreign direct investment —which is the main
component— moderating inflows relative to the first half of the year. Meanwhile,
portfolio investment flows would maintain outflows, this due to a lower level of
local debt held by foreigners and an increase in foreign debt purchases by
residents, this in a context of higher risk aversion due to a possible global
economic recession.
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