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Domestic demand - Investment gains continue as
consumption takes a pause

= Gross fixed investment (July): 29.1% y/y (nsa); Banorte: 29.9%; consensus: 29.0%
(range: 20.3% to 32.0%); previous: 28.8%

= Private consumption (July): 4.0% y/y (nsa); Banorte: 4.1%; consensus: 4.7% (range:
4.1% to 6.0%); previous: 4.3%

= Investment rose 0.5% m/m. Inside, construction (1.9%) added a seventh month of
gains, while machinery and equipment had a setback (-0.9%), facing a rather
challenging base

= Consumption was flat (0.0% m/m). The domestic component increased 0.3%, with the
imported one declining 1.1% after relevant gains in the previous four months

= Going forward, we believe that the balance of risks for domestic demand is still
favorable. However, some headwinds prevail, highlighting higher inflation during the
last quarter of the year and a high interest rate environment, to name a few

The positive trend for investment continued in July, both in annual and sequential terms.
GFl increased 29.1% v/y, accelerating at the margin, and maintaining double-digit rate
growth for a tenth month in a row (Chart 1). Both components were positive. Construction
came in at 37.4%, with significant growth in the non-residential sector (71.1%). Within
machinery and equipment (+19.8%), the imported item was higher at +21.3%, with the
domestic category at 17.5%. Details are presented in Table 1.

With seasonally adjusted figures, investment rose 0.5% m/m (Chart 3). Inside, performance
was mixed, although remaining highly positive in general terms. Construction stood out once
again, up by 1.9% and with seven months of improvements. In our opinion, the sector
continues to be boosted by government spending on key projects (e.g. Tren Maya and
Corredor Interocednico del Istmo de Tehuantepec), where we think there are important
efforts to finish them before the end of the current presidential term, as well as by the
consolidation of a higher demand for industrial spaces. As such, the non-residential
component continues to gain dynamism, with an expansion of 2.2%. Somewhat surprisingly
considering its recent performance, the residential component rebounded 1.2%, possibly
helped by improvements in input costs —with a 0.5% m/m decrease in the sector’s PPI.
Machinery and equipment fell 0.9%. The total was dragged by a decline in imported goods
(-3.7%), which faced a more challenging base, although in our opinion still with a favorable
outlook given that the Mexican peso remained strong. On the contrary, the domestic
component climbed +3.1%. Performance inside both categories was mixed, with generalized
declined in the former, while all components rose in the latter, as seen in Table 2.

A pause in consumption after gains in the previous month. In annual terms, sector rose
4.0% (Chart 5). We believe that the overall outlook continues to be positive, with relevant
drivers such as: (1) The appreciation of the MXN, benefiting imported goods prices; (2) a
relative moderation in inflation —despite increases in some non-core items; and (3) further
gains_in_wages. Consistent with this, inside, imported goods increased by 19.4%, with
strength centered in durables (21.4%). On the other hand, domestic goods declined by 1.0%,
dragged by non-durables (-3.3%). Moreover, services remained positive at 3.0%. For further
details, see Table 3.

October 3, 2023

Juan Carlos Alderete Macal, CFA
Executive Director of Economic
Research and Market Strategy
juan.alderete.macal@banorte.com

Francisco José Flores Serrano
Director of Economic Research,
Mexico
francisco.flores.serrano@banorte.com

Yazmin Selene Pérez Enriquez
Senior Economist, Mexico
yazmin.perez.enriquez@banorte.com

Cintia Gisela Nava Roa
Senior Economist, Mexico
cintia.nava.roa@banorte.com

www.banorte.com/analisiseconomico
@analisis_fundam

Winners of the 2023 award for
best Mexico economic forecasters,
granted by Focus Economics

Document for distribution among the general public


https://banorte-v2.cd.invdcloud-is.us/%7E/media/Files/B/Banorte-V2/Analisis%20Ingles/Economy%20-%20Mexico/20230831_Employment_Jul_23.pdf
https://banorte-v2.cd.invdcloud-is.us/%7E/media/Files/B/Banorte-V2/Analisis%20Ingles/Economy%20-%20Mexico/20230831_Employment_Jul_23.pdf

Sequentially, consumption posted null growth (0.0% m/m), recognizing a relatively more
challenging base, as well as relevant progress in previous months (Chart 7). In detail, the
domestic component rebounded 0.3%, with gains in goods (1.4%), but with services lower
(-0.6%). Meanwhile, the imported category declined 1.1%, although only after rather sizeable
expansions in the previous four months (Table 4).

We believe that dynamism in domestic demand will prevail for the remainder of the year
and into 2024. Our forecast for activity in upcoming quarters contemplates an additional
expansion, which will be based mainly on investment and consumption. However, with the
figures we have so far, we think that there is a possibility in which results will be better than
we anticipated, introducing upside risks to our estimates. Investment will probably remain as
the main driver, at least considering growth rates —with quite a relevant boost from
construction. On the other hand, consumption will continue to show strength, with the
resilience of fundamentals being key to foster additional growth.

However, we believe that the outlook maintains some risks, each with a larger or lesser impact
for each sector. In this sense, among the most relevant we highlight: (1) Higher inflation
pressures, with harsh weather conditions and increases in energy prices; (2) high interest rates
for a longer period, impacting consumption and investment decisions; (3) some doubts
regarding the dynamism of the global economy, despite some resilience in the US; and (4) a
more challenging base effect, at least for investment with significant gains since August 2022.
However, we think that the overall impact of these factors would be relatively limited, at least
in the short-term. We believe that many of the positive factors mentioned throughout this
report will continue to contribute to performance in the following months, supporting activity
in general terms.

In sum, we think that this strength will be key to face higher external uncertainty in coming
months, something that we believe is quite relevant considering that in some previous
episodes, the position of the economy looked more vulnerable than it currently seems to be.
Therefore, we think that domestic demand will remain as a relevant driver for activity not only
in the remainder of the year but also in 2024. Along with the fact that many of the points
described will continue to be present, we recognize an additional boost from government
spending, both in investment —due to the continuity in key projects—and in consumption —with
the increases of the social programs’ transfers amounts.
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Gross fixed investment

Table 1: Gross fixed investment
% y/y nsa

nsa
Jul-23 Jul-22 Jan-Jul’23 Jan-Jul’22 Jul-23 Jul-22
Total 29.1 3.6 20.3 7.4 29.5 53
Construction 37.4 29 20.6 54 37.2 3.1
Residential 35 -2.4 -1.1 -1.5 2.7 -2.9
Non-residential 71.1 8.9 43.0 135 70.9 9.3
Machinery and equipment 19.8 4.3 19.9 9.7 20.3 8.2
Domestic 17.5 -1.6 13.0 3.6 17.1 2.1
Transportation Equipment 36.9 -1.4 27.3 0.7 36.0 23
Other machinery and equipment 1.7 -1.7 1.9 6.0 2.1 14
Imported 213 8.7 24.9 14.6 231 12.1
Transportation Equipment 58.2 8.8 68.0 7.6 61.6 11.5
Other machinery and equipment 17.6 8.7 20.5 15.4 17.8 12.6
Source: INEGI
Chart 1: Gross fixed investment Chart 2: Gross fixed investment by sector
% y/y % y/y
60 - 70 ~ e CONstruction === Machinery and equipment
40 50
20 - 30
0 - 10
-20 - -10 -
-40 - -30 -
-60 - -50 -
Jul-97 Jan-04 Jul-10 Jan-17 Jul-23 Jul-97 Jan-04 Jul-10 Jan-17 Jul-23
Source: INEGI Source: INEGI
Table 2: Gross fixed investment
% m/m sa; % 3m/3m sa
% m/m % 3m/3m
Jul-23 Jun-23 May-23 May-Jul’23 Apr-Jun’23
Total 0.5 3.3 5.4 9.5 8.3
Construction 1.9 4.5 7.9 14.8 125
Residential 1.2 -2.6 5.8 3.6 15
Non-residential 2.2 7.2 11.7 24.5 23.0
Machinery and equipment -0.9 2.0 1.2 3.1 3.8
Domestic 3.1 -0.2 0.4 0.6 -1.6
Transportation Equipment 5.4 2.2 2.8 5.7 1.6
Other machinery and equipment 1.7 -2.6 -2.3 -4.4 -4.6
Imported -3.7 3.6 1.2 4.2 7.5
Transportation Equipment -11.3 9.1 4.3 9.8 15.8
Other machinery and equipment -3.0 33 0.1 2.9 6.2
Source: INEGI
Chart 3: Gross fixed investment Chart 4: Gross fixed investment
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Private consumption

Table 3: Private consumption
% y/y nsa

nsa sa
Jul-23 Jul-22 Jan-Jul’23 Jan-Jul’22 Jul-23 Jul-22
Total 4.0 4.4 4.5 6.8 4.3 5.7
Domestic 0.9 4.2 21 7.0 1.2 53
Goods -1.0 23 -0.3 4.0 -0.8 3.7
Durables 19.6 -5.9 13.8 0.0 - -
Semi-durables 0.4 5.1 2.7 -0.1 - -
Non-durables -3.3 2.7 -2.4 5.3 - -
Services 3.0 6.7 5.0 10.8 3.5 7.4
Imported goods 19.4 6.1 18.7 13.0 19.1 10.8
Durables 21.4 20.5 20.9 24.6 - -
Semi-durables 12.2 24.3 9.8 241 - -
Non-durables 21.0 -4.3 20.5 4.9 - -
Source: INEGI
Chart 5: Private consumption Chart 6: Domestic consumption: Goods and services
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Table 4: Private consumption
% m/m sa; % 3m/3m sa
% m/m % 3m/3m
Jul-23 Jun-23 May-23 May-Jul’23 Apr-Jun’23
Total 0.0 0.4 -0.1 1.0 1.2
Domestic 0.3 0.0 -0.9 -0.7 -0.5
Goods 1.4 -0.5 -1.4 -1.3 -1.4
Services -0.6 0.1 -0.4 -0.1 0.5
Imported goods -1.1 2.1 2.5 6.8 6.2
Source: INEGI
Chart 7: Private consumption Chart 8: Private consumption
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Analyst Certification.

We, Alejandro Padilla Santana, Juan Carlos Alderete Macal, Alejandro Cervantes Llamas, Manuel Jiménez Zaldivar, Marissa Garza Ostos, Katia Celina Goya Ostos, Francisco
José Flores Serrano, José Luis Garcia Casales, Victor Hugo Cortes Castro, José Itzamna Espitia Hernandez, Carlos Hernandez Garcia, Leslie Thalia Orozco Vélez, Hugo Armando
Gomez Solis, Yazmin Selene Pérez Enriquez, Cintia Gisela Nava Roa, Miguel Alejandro Calvo Dominguez, José De Jesus Ramirez Martinez, Gerardo Daniel Valle Trujillo, Luis
Leopoldo Lépez Salinas, Isaias Rodriguez Sobrino, Juan Carlos Mercado Garduiio, Daniel Sebastian Sosa Aguilar, Jazmin Daniela Cuautencos Mora and Andrea Muiioz Sanchez,
certify that the points of view expressed in this document are a faithful reflection of our personal opinion on the company (s) or firm (s) within this report, along with its
affiliates and/or securities issued. Moreover, we also state that we have not received, nor receive, or will receive compensation other than that of Grupo Financiero Banorte
S.A.B. of C.V for the provision of our services.

Relevant statements.

In accordance with current laws and internal procedures manuals, analysts are allowed to hold long or short positions in shares or securities issued by companies that are
listed on the Mexican Stock Exchange and may be the subject of this report; nonetheless, equity analysts have to adhere to certain rules that regulate their participation in
the market in order to prevent, among other things, the use of private information for their benefit and to avoid conflicts of interest. Analysts shall refrain from investing and
holding transactions with securities or derivative instruments directly or through an intermediary person, with Securities subject to research reports, from 30 calendar days
prior to the issuance date of the report in question, and up to 10 calendar days after its distribution date.

Compensation of Analysts.

Analysts’ compensation is based on activities and services that are aimed at benefiting the investment clients of Casa de Bolsa Banorte and its subsidiaries. Such compensation is
determined based on the general profitability of the Brokerage House and the Financial Group and on the individual performance of each analyst. However, investors should note
that analysts do not receive direct payment or compensation for any specific transaction in investment banking or in other business areas.

Last-twelve-month activities of the business areas.

Grupo Financiero Banorte S.A.B. de C.V., through its business areas, provides services that include, among others, those corresponding to investment banking and corporate
banking, to a large number of companies in Mexico and abroad. It may have provided, is providing or, in the future, will provide a service such as those mentioned to the companies
or firms that are the subject of this report. Casa de Bolsa Banorte or its affiliates receive compensation from such corporations in consideration of the aforementioned services.

Over the course of the last twelve months, Grupo Financiero Banorte S.A.B. C.V., has not obtained compensation for services rendered by the investment bank or by any of its
other business areas of the following companies or their subsidiaries, some of which could be analyzed within this report.

Activities of the business areas during the next three months.

Casa de Bolsa Banorte, Grupo Financiero Banorte or its subsidiaries expect to receive or intend to obtain revenue from the services provided by investment banking or any other
of its business areas, by issuers or their subsidiaries, some of which could be analyzed in this report.

Securities holdings and other disclosures.

As of the end of last quarter, Grupo Financiero Banorte S.A.B. of C.V. has not held investments, directly or indirectly, in securities or derivative financial instruments, whose
underlying securities are the subject of recommendations, representing 1% or more of its investment portfolio of outstanding securities or 1 % of the issuance or underlying of
the securities issued.

None of the members of the Board of Grupo Financiero Banorte and Casa de Bolsa Banorte, along general managers and executives of an immediately below level, have any
charges in the issuers that may be analyzed in this document.

The Analysts of Grupo Financiero Banorte S.A.B. of C.V. do not maintain direct investments or through an intermediary person, in the securities or derivative instruments object
of this analysis report.

Guide for investment recommendations.

Reference
BUY When the share expected performance is greater than the MEXBOL estimated performance.
HOLD When the share expected performance is similar to the MEXBOL estimated performance.
SELL When the share expected performance is lower than the MEXBOL estimated performance.

Even though this document offers a general criterion of investment, we urge readers to seek advice from their own Consultants or Financial Advisors, in order to consider whether
any of the values mentioned in this report are in line with their investment goals, risk and financial position.

Determination of Target Prices

For the calculation of estimated target prices for securities, analysts use a combination of methodologies generally accepted among financial analysts, including, but not limited
to, multiples analysis, discounted cash flows, sum-of-the-parts or any other method that could be applicable in each specific case according to the current regulation. No guarantee
can be given that the target prices calculated for the securities will be achieved by the analysts of Grupo Financiero Banorte S.A.B. C.V, since this depends on a large number of
various endogenous and exogenous factors that affect the performance of the issuing company, the environment in which it performs, along with the influence of trends of the
stock market, in which it is listed. Moreover, the investor must consider that the price of the securities or instruments can fluctuate against their interest and cause the partial
and even total loss of the invested capital.

The information contained hereby has been obtained from sources that we consider to be reliable, but we make no representation as to its accuracy or completeness. The
information, estimations and recommendations included in this document are valid as of the issue date, but are subject to modifications and changes without prior notice; Grupo
Financiero Banorte S.A.B. of C.V. does not commit to communicate the changes and also to keep the content of this document up dated. Grupo Financiero Banorte S.A.B. of C. V.
takes no responsibility for any loss arising from the use of this report or its content. This document may not be photocopied, quoted, disclosed, used, or reproduced in whole or in
part without prior written authorization from Grupo Financiero Banorte S.A.B. of C.V.
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