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Mexican Industrial Sector Remained Weak in April
The Mexican industrial production index declined 0.4 percent sequentially in April with a very weak
performance from the manufacturing sector, down 2.3 percent, not annualized.
Industrial Production Started Q2 as It Ended Q1: Weak
Mexican industrial production declined 0.4 percent sequentially in April,
with much of the weakness allocated to manufacturing activity, where output
declined 2.3 percent, not annualized. Construction activity was also weak,
down 0.6 percent, whereas public utilities and mining were up during the
month sequentially, 4.9 percent and 1.4 percent, respectively, and not
annualized.
The picture was a bit better from the year-earlier numbers. On a nonseasonally adjusted basis, industrial production was up 3.8 percent, with
mining declining 5.2 percent, public utilities output up 4.5 percent and the
manufacturing sector up 5.6 percent. However, these numbers may be
distorted, due to seasonal factors related to the timing of the Easter holiday
this year versus last year. It is telling that industrial production was down
3.8 percent on a year-over-year basis in March and rose the same amount in
April on a year-earlier basis. Perhaps even more telling, is that during the
first four months of the year industrial production was up only 0.3 percent
compared to the year-earlier period.
Still, much of the weakness in industrial production continues to reside in
the country’s petroleum sector. Petroleum and natural gas extraction during
the first four months of this year decreased 6.9 percent compared to the same
period a year earlier, while services related to the mining sector declined
11.0 percent. Meanwhile, manufacturing of petroleum derivatives dropped
28.8 percent during the period.
Uncertainty Will Continue To Weigh on Industrial Production
Domestic and external uncertainty will remain front and center during the
next several months and quarters for the Mexican economy. On July 1
presidential elections will be held, and the expectation is that Andrés Manuel
López Obrador (AMLO), the left-wing populist, will finally win the
presidential contest. Meanwhile, the NAFTA renegotiation process has not
ended. Many Mexicans would have wanted the process to end before the
presidential election, as AMLO’s comments regarding NAFTA have never
been positive. If victorious, AMLO will not take office until December of this
year. But, if he wins he will ask the Peña Nieto administration to hold off on
new rounds of NAFTA renegotiations, delaying the negotiations further. But,
perhaps what is worse, is that the current state of NAFTA renegotiations is
in limbo. Furthermore, the U.S. administration has been trying to divide the
negotiations by calling for bilateral trade negotiations between the U.S. and
Canada and the U.S. and Mexico, while also pressing both countries for a
five-year sun-setting clause that will push the three countries to renegotiate
the agreement every five years, something that Canada and Mexico
vehemently oppose.

Source: IHS Markit and Wells Fargo Securities
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