GDP-proxy IGAE - Growth continued in

February at a more modest pace

=  Global Economic Activity Indicator (February): 3.8% y/y; Banorte:
3.7%; consensus: 4.0% (range: 3.1% to 4.5%); previous: 4.5%

=  With seasonally adjusted figures, the economy grew 3.9% y/y. This is
lower than INEGI’s Timely Indicator of Economic Activity, at +4.2%

=  The economy grew 0.1% m/m. The main boost came from industry
(0.7%), with primary activities also higher (4.2%). However, services
fell 0.1% —with S out of 9 categories lower—, impacted by a challenging
base effect

=  This result is consistent with our 1Q23 GDP estimate at 1.0% q/q (3.7%
y/y). As such, it corroborates a strong start of the year for economic
activity, supporting our view of additional dynamism through 1H23 and
with full-year growth of 2.0%

The economy grew 3.8% y/y in February. This was lower than consensus
(4.0%) but closer to our estimate (3.7%). With seasonally adjusted figures, growth
was 3.9% y/y (Chart 1), below INEGI’s Timely Indicator of Economic Activity at
4.2%. Back to original figures, industry advanced 3.5% (Chart 3), with services
higher at 3.8% (Chart 4). Lastly, primary activities returned to positive territory
at 7.5% (Chart 2). For more details, see Table 1.

Mild sequential uptick, with three straight months of improvements. Activity
grew 0.1% m/m (Chart 5), positive considering the accumulated expansion of
1.0% in the previous two months (noting January’s 0.6%). In our view, the result
was supported by several factors, such as: (1) Strong consumption fundamentals;
(2) resilience in foreign demand, despite signs of a slowdown in key US sectors;
(3) amoderation in price pressures, particularly the non-core component; and (4)
continued interest in nearshoring. This happened in a context of expectations of
further monetary tightening —which declined in March due to the turmoil in the
US and European banking sectors—, still implying risks for growth. As such,
activity has maintained an upward trend, not only above pre-pandemic levels, but
also historical highs (Chart 7).

Industry was the main driver, up 0.7% (Chart 6). The main boost came from
mining (4.1%), particularly in ‘related services’, up 11.3%. However, some
weakness prevailed in construction (-0.2%) —dragged by edification and adding
two months down— and manufacturing (-0.5%), with the latter impacted by a more
difficult base effect. Also pushing the overall figure, primary activities rebounded
4.2%. This was not enough to offset for the -6.4% seen in the previous month, but
consistent with higher dynamism in the sector’s exports and lower prices.

On the contrary, services fell 0.1%, not entirely surprising considering January’s
+1.3%. Signals from timely data were more mixed, consistent with a varied
performance across different categories. As such, five out of the nine subsectors
were lower.
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The main outperformers were restaurants and lodging (-1.1%), government
services (-0.7%), and wholesales (-0.5%). On the contrary, those higher were
mostly in professional services (2.8%) —albeit with its contribution quite low
considering its strong contraction since mid-2021—, retail sales (1.1%) —
contrasting with the stand-alone report—, and recreational services (0.6%).

Renewed strength in activity during 1Q23. Today’s results are consistent with
our GDP forecast for the first quarter of the year at 1.0% q/q (3.7% y/y).
Moreover, it corroborates that the economy maintained a brisk pace, with several
tailwinds —including stronger employment and wage conditions, as well as more
modest price pressures— helping offset a more challenging base effect and some
additional external risks.

In the short-term, and as detailed in our preview for the GDP report, signals for
March suggest some additional challenges, with uncertainty triggered by the US
and European banking crisis possibly skewing results. This would be somewhat
consistent with early data, with an additional moderation in industry likely
—mostly in manufacturing, with the sector in the US decelerating. However,
services could also take a step back despite strong fundamentals and lower price
pressures, expecting a slowdown in some categories as families build-up some
savings ahead of the Easter holiday. In this context, the implied figure within
GDP will shed further light on performance in March.

Further ahead, we expect some dynamism to continue in 2Q23 and the third
quarter, albeit with more modest growth relative to recent prints. We believe that
domestic conditions will keep supporting consumption and services, with exports
and industry holding for longer despite increased risks from abroad. In this sense,
some of the main drivers include: (1) Greater resilience in US activity; (2) solid
fundamentals in a context of declining inflation; (3) an acceleration in
government spending; and (4) relevant spillover from nearshoring. However, we
forecast a sequential decline in GDP in the last quarter of the year on the back of
accumulated global and domestic monetary tightening, along with more
challenging base effects. This is consistent with our recent revision to full-year
GDP, now expecting a 2.0% expansion (previous: 1.5%).
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Table 1: Global economic activity indicator
% yly nsa, % yly sa

% yly, nsa % yly, sa
Feb-23 Feb-22 Jan-Feb’23 Jan-Feb’22 Feb-23 Feb-22
Total 38 27 42 21 39 2.8
Agriculture 75 237 2.7 2.0 8.2 2.7
Industrial production 35 25 31 32 35 24
Mining 79 3.4 15 3.0 77 3.7
Utilities 49 17 47 0.7 5.1 19
Construction 3.0 2.9 2.8 0.1 33 2.1
Manufacturing 24 6.6 3.6 4.8 25 6.7
Services 38 31 48 18 38 3.0
Wholesale 0.4 10.6 4.6 6.1 05 10.6
Retail 6.1 7.2 7.1 55 55 6.7
Transport 74 19.2 8.1 185 7.2 19.0
Financial services 3.6 2.0 34 15 37 23
Professional services 17 -44.7 0.8 -48.0 -0.6 -46.3
Education and healthcare services 1.6 18 1.2 2.8 16 1.8
Recreational services 5.0 14.1 54 12.6 4.9 14.0
Lodging services 12.0 55.9 13.7 52.8 11.8 57.2
Government services 0.0 -1.7 0.5 11 0.3 -15
Source: INEGI
Chart 1: Global economic activity indicator Chart 2: Primary activities
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Chart 3: Industrial production Chart 4: Services
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Table 2: Global economic activity indicator
% m/m sa, % 3m/3m sa

% m/m, sa % 3m/3m, sa
Mar-23 Jan-23 Dec-22 Dec’22-Feb’23 Nov’22-Jan’23
Total 0.1 0.6 0.4 0.6 0.4
Agriculture 4.2 -6.4 0.2 0.9 0.6
Industrial production 0.7 0.1 0.7 1.2 0.9
Mining 4.1 0.9 1.2 3.7 1.7
Utilities 0.3 0.8 1.2 2.1 1.3
Construction -0.2 -15 2.6 2.7 34
Manufacturing 0.5 0.6 0.5 0.5 0.1
Services 0.1 13 0.4 0.6 0.1
Wholesale 0.5 0.3 0.6 0.9 -14
Retail 1.1 25 0.8 1.9 0.3
Transport -0.6 5.8 -1.7 15 0.8
Financial services 0.58 -0.7 1.7 1.7 1.3
Professional services 2.8 19 11 25 -0.6
Education and healthcare services 0.1 -0.7 11 0.9 14
Recreational services 0.63 0.3 1.0 1.6 0.6
Lodging services 11 6.3 1.9 3.8 1.2
Government services 0.7 -0.9 -0.7 -14 -0.5
Source: INEGI
Chart 5: Global economic activity indicator Chart 6: Industrial production and services
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Chart 7: Global economic activity indicator Chart 8: Industrial production and services
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