Economic and Financial Markets Research
Economic Research, Mexico

Mexico Economics - View from the Top

= Domestic demand figures in July will show that dynamism continued, remaining as
the main driver of GDP growth

= Other relevant data in the week includes IMEF’s PMIs and consumer confidence
indicators for September, as well as August’s remittances. We expect the latter to
remain strong

Strength in domestic demand would have continued in July. On Tuesday, investment and
consumption for the seventh month of the year will be published. We expect them to
confirm that the favorable trend continued for both. Specifically, we anticipate a 1.0% m/m
advance in the former (29.9% y/y), with the second expanding 0.1% (4.1%) If so, they would
be in line with more timely economic data for the period. We believe both will remain
relatively strong for the rest of the year and into 2024, with various drivers for each one.

Good outlook for investment in the short- and medium-term... The sector has been
benefiting from advances in construction and machinery and equipment, although with
interesting dynamics inside them. On the former —which we expect at 1.7% m/m-—, the non-
residential component has stood out. In turn, it has been boosted by: (1) Federal
government infrastructure projects (see chart below) along with some works by state
authorities; and (2) interest for industrial spaces as part of nearshoring. Related to the first
one, the 2024 Budget Proposal shows continuity, with important resources for projects such
as the Tren Maya (receiving $120 billion, -19.7% y/y in real terms) and the Development of
the Istmo de Tehuantepec (with $21 billion; +162.3% y/y in real terms). On the latter, officials
from the Mexican Association of Private Industrial Parks (AMPIP in Spanish), expect that 50
new parks will be developed between 2023 and 2024, with an investment of around US$1.9
billion. According to the same association, there were 432 parks in 2022. Therefore, we
consider that the outlook remains quite promising.

Federal government spending on physical investment
Billion, nominal figures
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On machinery and equipment, the imported component has had a better performance
—anticipating a moderation in the month to -0.3% m/m. We believe this is mainly due to a
substitution effect and advantageous purchases due to MXN strength. On the contrary, the
increase in financing costs probably is the main headwind. We also keep looking into the US
auto sector strike, remembering that transportation equipment is important in this category
as it represents 23.1% of the total. News in this front remain negative, with the union
announcing today that they will extend the strike to additional plants. In this sense, a timely
figure that would show the first effects would be IMEF’'s manufacturing PMI for September,
which we anticipate at 51.5pts (from 52.3pts in the previous month).
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Capital goods imports and USD/MXN
USS billion, pesos per dollar (inverted axis)
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...while consumption will stay supported by fundamentals. This component of aggregate
demand, which represents close to 70% of GDP, has also shown strength. As we have detailed
in other publications, fundamentals —mainly employment and remittances— have been key to
explain this. In this regard, we await August’s remittances on Monday, which we estimate at
USS$5,563.2 million (+8.6% y/y). Although employment indicators for migrants backtracked at
the margin, we believe their employment situation remains very solid. In turn, the relative
strength of the Mexican economy will continue supporting a tight domestic labor market,
which will also boost wage gains. In addition, we believe that another contributing factor has
been social program transfers, for which an expansion is also contemplated in next year's
budget. In the case of pensions for the elderly, the program with the most resources allocated,
a 32.6% y/y growth in real terms is proposed. Using MoF estimates, the total amount
represents close to 1.4% of GDP. With this in mind, we will learn about consumer sentiment
indicators. We highlight IMEF’'s non-manufacturing PMI (Banorte: 52.9pts) and confidence
(Banorte: 46.8pts) for September, both of which are expected to reinforce that the favorable
trend continued.

Domestic demand will continue driving dynamism. We believe both items will maintain a
positive trend in coming quarters, adding some upside risks to our current estimate of full-year
GDP at 3.0%. However, we are cautious due to certain risks on the horizon. These include: (1)
Renewed interest rate hikes, which could affect expected investment returns and durable
goods’ purchases; (2) inflationary pressures in energy and food, impacting overall purchasing
power; and (3) higher financial volatility, which could lead to a more defensive behavior among
companies and consumers, including an increase in the savings rate.

Calendar of economic events

Time (ET) Event or indicator Period Banorte Consensus Previous
Mon 2-Oct 11:00am  Family remittances August USS mn 5,563.2 - 5,651.5
Mon 2-Oct 11:00am  Banxico’s survey of economic expectations September
Mon 2-Oct 2:00pm IMEF's PMI survey September
Manufacturing* index 51.5 -- 52.3
Non-manufacturing* index 52.9 -- 52.1
Tue 3-Oct 8:00am Gross fixed investment July % y/y 29.9 28.0 28.8
Gross fixed investment* % m/m 1.0 0.0 31
Machinery and equipment* % m/m -0.5 -- 2.1
Construction* % m/m 1.7 -- 4.2
Tue 3-Oct 8:00am Private consumption July % y/y 4.1 4.8 4.3
Private consumption* % m/m 0.1 - 0.3
Domestic (Goods and services)* % m/m 0.3 -- -0.1
Imported (Goods)* % m/m 0.2 - 2.4
Tue 3-Oct 11:00am International reserves Sep-29 USS bn - - 204.1
Tue 3-Oct 11:00am  Weekly govt. auction: 1-, 3-, 6-, and 12-month Cetes; 20-year Mbono (Nov'42) ; 3-year Udibono (Dec'26) 2-, 5-, and 10-year Bondes F
Thu 5-Oct 8:00am Consumer confidence* September index 46.8 -- 46.7
Thu 5-Oct 4:30pm Citibanamex survey of economic expectations

*Seasonally adjusted figures. Source: Banorte with figures from INEGI, Banxico, and Bloomberg
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