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MEXICO: Slightly better IP data; Foreigners buy MBONOs
post Banxico

e INEGI reported that industrial production in May 2017
increased 0.1% m/m SA compared to April. In May,
manufacturers registered a 0.3% m/m fall after the 0.6%
m/m increase in April.

e Mining production grew by 0.2% monthly, construction
increased by 2.1% monthly and electricity, gas and water
increased by 0.5% monthly.

e On ayly basis, in May industrial production registered an
increase of 0.1%. Mining (including oil) fell 8.3% annually,
construction increased 0.2% annually and electricity, gas
and water decreased 1.9% annually. On the contrary,
manufacturing production shows a significant recovery with
growth of 3.4% per year.

e The non-seasonally adjusted annual results were better than
expected, with the consensus of analysts participating in the
Bloomberg survey anticipating annual increases in
industrial and manufacturing production of 0.3% and 4.5%,
respectively, while data reported by INEGI reported growth
of 1.0% and 5.0% y/y. We estimated 0.6% yl/y for total
production and 4.5% y/y for the manufacturing industry.

e In other news, foreigners bought 9.5bin MXN of
MBONOs in the week ended June 30", in the biggest
inflow since March, as foreign investors entered the
market after Banxico’s June 22™ policy meeting in which
they signaled a possible end to their hiking cycle. The

inflow came after a broad selling bias had been present in
the market, with foreigners selling around 38bin in
MBONOs throughout the month of May and flat inflows
in the month of June, after taking into account the last
week’s flow.
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Retail Sales: Maintaining the (Slow) Recovery Route
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According to the Monthly Survey of Retail published yesterday, core retail sales inched down 0.1% m/m in May, below our
forecast and market consensus (both +0.4% m/m). Despite this, May retail sales did not change our expectation of a gradual
recovery in Brazilian domestic demand. It is worth noting that the retail sector had registered a significant increase in April, so

we should take the (slightly) negative variation published today with a grain of salt. Looking at year-over-year terms (please see
the table below), retail sales unveiled the best result since May 2014.

As we have emphasized, the widespread fall in inflation and the easing monetary policy have been favorably influencing
household financial conditions (higher real wages and lower income burden with debt service), leading the prospects for private
consumption back into positive territory. Moreover, we highlight the impact related to the withdrawals from the FGTS
(Workers’ Severance Fund) inactive accounts. (For more information, please see our reports “Understated Consumption
Drivers”, June 12, 2017; and “Can FGTS Funds Boost the Economy in 2017?”, January 31, 2017). Therefore, while
acknowledging the uncertainties surrounding the political environment and the high levels of unemployment, we believe that
household consumption will continue to gradually trend upward in the coming months.

The latest round of retail numbers does not change our forecast that GDP growth will be around zero in 2Q17 (our current
projection is -0.1% QoQ), following the sharp increase of 1.0% QoQ recorded in 1Q17.
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Real Retail Sales - May 2017

% Change
men

Fuels and lubricants 0.6 -0.8 -12.8
Supermarkets, food, beverage and tobacco 1.4 0.0 -2.0
Textiles, clothing and footwear -7.8 51 -4.3
Furniture and appliances 1.2 13.7 -4.7
Pharmaceutical, medical, orthopedic and perfumery articles 0.9 3.8 -3.0
Books, newspapers, magazines and stationery -4.5 -1.0 -10.5
Equipment and supplies for office, computers and communication -2.8 8.8 -7.6

Other items for personal and domestic use -0.1 2.6 -5.2
Vehicles, motorcycles, auto parts and accessories 12 4.6 -11.2

Building material 1.9 9.3 -3.6

Source: IBGE

* seasonally adjusted series

Fixed Income & Economics Daily, July 13, 2017 3



CONTACTS / IMPORTANT DISCLOSURES

Macro Research

Maciej Reluga* Head Macro, Rates & FX Strategy — CEE maciej.reluga@bzwbk.pl 48-22-534-1888
Sergio Galvan* Economist — Argentina sgalvan@santanderrio.com.ar 54-11-4341-1728
Mauricio Molan* Economist — Brazil mmolan@santander.com.br 5511-3012-5724
Juan Pablo Cabrera* Economist — Chile jcabrera@santander.cl 562-2320-3778
Brendan Hurley Economist - Colombia bhurley@santander.us 212-350-0733
David Franco* Economist — Mexico dafranco@santander.com.mx 5255 5269-1932
Tatiana Pinheiro* Economist — Peru tatiana.pinheiro@santander.com.br 5511-3012-5179
Piotr Bielski* Economist — Poland piotr.bielski@bzwbk.pl 48-22-534-1888

Marcela Bension* Economist — Uruguay 5982-1747-5537

Fixed Income Research

mbension@santander.com.uy

Brendan Hurley Macro, Rates & FX Strategy — Latin America bhurley@santander.us 212-350-0733
Juan Pablo Cabrera* Chief Rates & FX Strategist — Chile jcabrera@santander.cl 562-2320-3778
Nicolas Kohn* Macro, Rates & FX Strategy - LatAm nicolas.kohn@santandergbm.com 4420-7756-6633
Aaron Holsberg Head of Credit Research aholsberg@santander.us 212-407-0978
Equity Research

Christian Audi Head LatAm Equity Research caudi@santander.us 212-350-3991
Andres Soto Head, Andean asoto@santander.us 212-407-0976
Walter Chiarvesio* Head, Argentina wchiarvesio@santanderrio.com.ar 5411-4341-1564
Valder Nogueira* Head, Brazil jvalder@santander.com.br 5511-3012-5747

Pedro Balcao Reis* Head, Mexico pbalcao@santander.com.mx 5255-5269-2264

Electronic Media

Bloomberg SIEQ <GO>

Reuters Pages SISEMA through SISEMZ

This report has been prepared by Santander Investment Securities Inc. ("SIS"; SIS is a subsidiary of Santander Holdings USA, Inc.
which is wholly owned by Banco Santander, S.A. "Santander"), on behalf of itself and its affiliates (collectively, Grupo Santander) and is
provided for information purposes only. This document must not be considered as an offer to sell or a solicitation of an offer to buy any
relevant securities (i.e., securities mentioned herein or of the same issuer and/or options, warrants, or rights with respect to or interests
in any such securities). Any decision by the recipient to buy or to sell should be based on publicly available information on the related
security and, where appropriate, should take into account the content of the related prospectus filed with and available from the entity
governing the related market and the company issuing the security. This report is issued in Spain by Santander Investment Bolsa,
Sociedad de Valores, S.A. (“Santander Investment Bolsa”), and in the United Kingdom by Banco Santander, S.A., London Branch.
Santander London is authorized by the Bank of Spain. This report is not being issued to private customers. SIS, Santander London and
Santander Investment Bolsa are members of Grupo Santander.

ANALYST CERTIFICATION: The following analysts hereby certify that their views about the companies and their securities discussed
in this report are accurately expressed, that their recommendations reflect solely and exclusively their personal opinions, and that such
opinions were prepared in an independent and autonomous manner, including as regards the institution to which they are linked, and
that they have not received and will not receive direct or indirect compensation in exchange for expressing specific recommendations or
views in this report, since their compensation and the compensation system applying to Grupo Santander and any of its affiliates is not
pegged to the pricing of any of the securities issued by the companies evaluated in the report, or to the income arising from the
businesses and financial transactions carried out by Grupo Santander and any of its affiliates: Nicolas Kohn*, Brendan Hurley, Tatiana
Pinheiro*, Adriana Dupita*, Everton Gomes*, Luciano Sobral*, Rodolfo Margato*, Mirella Hirakawa*.

*Employed by a non-US affiliate of Santander Investment Securities Inc. and not registered/qualified as a research analyst under
FINRA rules, and is not an associated person of the member firm, and, therefore, may not be subject to the FINRA Rule 2242 and
Incorporated NYSE Rule 472 restrictions on communications with a subject company, public appearances, and trading securities held
by a research analyst account.

The information contained herein has been compiled from sources believed to be reliable, but, although all reasonable care has been
taken to ensure that the information contained herein is not untrue or misleading, we make no representation that it is accurate or
complete and it should not be relied upon as such. All opinions and estimates included herein constitute our judgment as at the date of
this report and are subject to change without notice.

Any U.S. recipient of this report (other than a registered broker-dealer or a bank acting in a broker-dealer capacity) that would like to
effect any transaction in any security discussed herein should contact and place orders in the United States with SIS, which, without in
any way limiting the foregoing, accepts responsibility (solely for purposes of and within the meaning of Rule 15a-6 under the U.S.
Securities Exchange Act of 1934) for this report and its dissemination in the United States.

© 2017 by Santander Investment Securities Inc. All Rights Reserved.


mailto:bhurley@santander.us

	FX & RATES STRATEGY RESEARCH
	LATAM ECONOMICS
	contacts / IMPORTANT DISCLOSURES

