BBVA

Research

Manufacturing Watch

Manufacturing loses steam in 3Q23; year-end
outlook improves

Saidé Salazar
October 17, 2023

The BBVA Multidimensional Manufacturing Indicator (BBVA MMI)! dipped by 2.0% in September, bringing the
average year-on-year change for the first nine months of the year to 1.0% (vs. 4.9% in the same period last year).
According to INEGI data, the manufacturing of petroleum products and non-metallic mineral products, as well as
the beverage and tobacco industry segments reported the largest declines in capacity utilization during August, a
period in which five of the 22 manufacturing subsectors delivered a negative performance. While the September
BBVA MMI estimate points to a 0.6% QoQ decline in production in 3Q23, the sector is expected to perform better
going forward, according to the leading indicators of manufacturing activity in the US. This late improvement is
driven by the government support for the industry (IRA and CHIPS acts) and the resilience of domestic demand, as
shown by the US ISM manufacturing new orders index (which has stabilized in recent months, following several
months of consecutive declines). Meanwhile, retail sales in the US continued to fare well (with the automotive
segment growing 0.6% MoM in September, in real terms).

According to INEGI figures, in August, the manufacturing subsectors which output was still below pre-pandemic
levels included the timber industry (-11.8% below its pre-pandemic level), the manufacturing of garments (-11.7%)
and the manufacturing of textile inputs and products (-10.7% and -8.2%, respectively). Conversely, the segments
that have shown the greatest progress with respect to their pre-pandemic level include the manufacturing of
petroleum derivatives (39% above pre-COVID level), the machinery and equipment segment (+22%) and the
manufacturing of electrical appliances (+21.9%). Output in the automotive industry (30% of manufacturing activity)
now exceeds its pre-pandemic level by 6.1%.

In terms of capacity utilization, 11 of the 22 subsectors are still at levels lower than their pre-COVID figure, notably
the garment manufacturing segment (10.0 pp below its January 2020 level), the manufacture of non-metallic
mineral-based products (-7.4 pp), and the chemical industry (-7.3 pp). On the opposite end of the spectrum,
petroleum derivatives manufacturing, computer and communications equipment production, and machinery and
equipment manufacturing outpaced their pre-pandemic capacity utilization levels by a wide margin (+15.1 pp, +11.6
pp and +6.7 pp, respectively). In aggregate terms, capacity utilization in the manufacturing sector was 1.0% below
its pre-pandemic level, while its output exceeded the same benchmark by 7.2%.

We expect the improved outlook for US manufacturing activity—given the resilience of its internal demand for
durable goods and the government support to the industry—to have a positive effect on Mexico’s manufacturing
sector. In addition, production within global value changes is expected to reposition over the coming years
(nearshoring). We maintain our GDP growth forecast at 3.2% for 2023 and 2.6% for 2024, driven by domestic
demand and a more resilient U.S. industrial sector.

1: The BBVA Multidimensional Manufacturing Indicator (BBVA MMI) is based on the methodology of principal components, considering as inputs the economic
variables of U.S. manufacturing. This set of variables includes the manufacturing output indexes published by the BEA (by economic sub-sector), and the
components of the ISM manufacturing index of that country. For learn more, please visit: https://www.bbvaresearch.com/en/publicaciones/mexico-multidimensional-
manufacturing-index/.
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DISCLAIMER

The present document does not constitute an “Investment Recommendation”, as defined in Regulation (EU) No 596/2014 of the
European Parliament and of the Council of 16 April 2014 on market abuse (“MAR”). In particular, this document does not
constitute “Investment Research” nor “Marketing Material”, for the purposes of article 36 of the Regulation (EU) 2017/565 of 25
April 2016 supplementing Directive 2014/65/EU of the European Parliament and of the Council as regards organisational
requirements and operating conditions for investment firms and defined terms for the purposes of that Directive (MIFID II).

Readers should be aware that under no circumstances should they base their investment decisions on the information
contained in this document. Those persons or entities offering investment products to these potential investors are legally
required to provide the information needed for them to take an appropriate investment decision.

This document has been prepared by BBVA Research Department. It is provided for information purposes only and expresses
data or opinions regarding the date of issue of the report, prepared by BBVA or obtained from or based on sources we consider
to be reliable, and have not been independently verified by BBVA. Therefore, BBVA offers no warranty, either express or
implicit, regarding its accuracy, integrity or correctness.

This document and its contents are subject to changes without prior notice depending on variables such as the economic
context or market fluctuations. BBVA is not responsible for updating these contents or for giving notice of such changes.

BBVA accepts no liability for any loss, direct or indirect, that may result from the use of this document or its contents.

This document and its contents do not constitute an offer, invitation or solicitation to purchase, divest or enter into any interest in
financial assets or instruments. Neither shall this document nor its contents form the basis of any contract, commitment or
decision of any kind.

The content of this document is protected by intellectual property laws. Reproduction, transformation, distribution, public
communication, making available, extraction, reuse, forwarding or use of any nature by any means or process is prohibited,
except in cases where it is legally permitted or expressly authorised by BBVA on its website www.bbvaresearch.com.

FOR MORE INFORMATION, CONTACT:

BBVA Research: Paseo de la Reforma 510, Colonia Juarez, C.P. 06600 Ciudad de México, México.
Tel.: +52 55 5621 3434
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