Trade balance - Large deficit in July as flows
and prices moderated

= Trade balance (July): -US$5,959.5 million; Banorte: -US$4,256.3mn;
consensus: -US$5,169.2mn (range: -US$8,085.0mn to -US$2,632.5mn);
previous: -US$3,957.2mn

= Double-digit growth continued in annual terms in both exports and
imports, favored by higher prices and better international trade
conditions

= With seasonally adjusted figures, exports fell 0.3% m/m. The main drag
was oil-related goods, at -6.1%, while non-oil was more stable at 0.2%. In
the latter, we highlight the -0.9% drop in manufacturing, impacted by
autos (-4.2%)

= Imports declined 3.1% m/m, with oil-related goods lower at -6.9% as
prices fell. Non-oil was also weaker at -2.4%. Inside, intermediate goods
were the most affected (-3.0%)

= In coming months, the main risk for trade is a potential moderation in US
demand. On the other hand, distortions that affected global trade in 1H22
seem to be normalizing, although we remain on the look to China’s
slowdown and the evolution of the war in Ukraine

US$5,959.5 million deficit in July. This was below consensus and our estimate,
showing a deficit for a fourth month in a row. Exports and imports grew 13.6%
and 16.7% yly, respectively (Chart 1). In our opinion, this was riven by some
normalization in global transportation due to the relaxation of Chinese restrictions
and the renewal of certain exports from Ukraine. Despite of this, data remains
distorted by global inflationary pressures in annual terms (despite a sequential
moderation in several categories). For details, see Table 1. Hence, the trade
balance accumulated a US$27.2 billion deficit in the last twelve months, with oil
at -US$31.1 billion and a US$3.8 billion surplus in non-oil (see Chart 2).

Sequential declines, impacted by higher bases and lower prices. Exports fell
0.3%, breaking with three months on the upside. Inside, oil declined 6.1% and
non-oil rose 0.2%. Imports had a larger contraction at -3.1%, with oil at -6.9%,
and non-oil lower by 2.4%, as seen in Table 2.

Regarding the oil sector, prices halted their upward trend, with a slight drop
relative to the previous month. In this sense, the Mexican crude oil mix averaged
US$95.65/bbl from US$110.03/bbl. Meanwhile, gasoline front-month futures
went from about 3.99 to 3.34 US$/gallon in the period. In volumes, trends seem
to have diverged, with signs of an improvement in shipments abroad, with the US
remaining as the most relevant destination for our exports. On the contrary,
inflows seem to have taken a hit on two factors: (1) A relevant increase in volumes
received in the previous month; and (2) congestion in offloading terminals in our
country, resulting in extended waiting times for ships carrying fuel to them. In
our view, this helps explain the difference between the -6.1% fall in exports
relative to the -6.9% in imports.
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In non-oil, performance was mostly weaker. On exports (+0.2%), agricultural
goods accelerated to +17.9%, consistent with drought conditions and higher
prices. Non-oil mining rebounded 27.5% after a 24.1% contraction in the previous
month, somewhat surprising considering an additional moderation in raw metals
prices. Despite of these and more importantly, manufacturing fell 0.9%, with
weakness in autos at -4.2%. This is consistent with AMIA export data, while
possibly also related to a challenging base after the 4.0% expansion in the
previous month. These swings lead us to believe that supply issues that have
plagued the sector remain, despite moderating at the margin. ‘Others’ were
resilient at +0.6%, adding four consecutive months higher. In imports, activity
moderated despite more favorable signals for global trade. As such, intermediate
goods fell 3.0%, not ruling out an effect from the decline in commodities prices.
Consumption goods were slightly more stable at -0.2%, breaking with 10 months
of expansion. Lastly, capital goods were unchanged (0.0%), positive considering
an increase in uncertainty as global recession fears gathered traction in the month.

We believe the main risk for trade lies in the possible slowdown of US
demand. The current backdrop of international trade —in terms of supply
challenges— seems to be more favorable, with shorter waiting times on ports, some
relief in energy prices, and a decrease in COVID-19 contagions. Nevertheless,
new challenges both globally and domestically could slow down the recovery of
exports, as well as increase the cost of imports —and once again affect local
production chains— At the international level, manufacturing activity in China
contracted in July, a situation that could be deepened by two factors: the first is
related to the heat wave that caused factories to shut down and energy rationing
in provinces such as Sichuan; the second is due to higher tensions at the Taiwan
strait, which, although has not generated an increase in maritime traffic at the
moment, Chinese military drills could increase travel times required to sail
through it. In Europe, ports are congested because of workers’ strikes in countries
such as the United Kingdom, Germany, and the Netherlands. In addition, droughts
have forced a reduction in shipping loads in various pluvial routes, which
translates into longer delivery times. Back to the US, maritime transport
conditions have improved (except for Houston and New York) while shipping
prices have fallen. However, fears of a recession generate uncertainty about the
dynamism of domestic demand in the second half of 2022. According to timely
data, the S&P Global manufacturing PMI continued to fall to 51.3pts (previous:
52.2pts) its lowest level in over two years, impacted by lower demand and
persistent problems in the production chains, according to the report.

Domestically, inflationary pressures continue and may keep limiting activity in
the short-term, especially as the most pressured component continues to be food.
According to our estimates, the peak of this inflationary cycle may occur in 3Q22.
However, we believe that fundamentals will continue compensating for this drag
in the rest of the year. Regarding mobility and COVID-19 contagions, we will
keep an eye on its trajectory. According to Deputy Minister of Health, Hugo
Lopez Gatell, we could have a new wave towards the last quarter of the year.
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Regarding logistics issues and the cost of exports and imports, we will pay
attention to improvements and possible solutions in the new system for the release
of goods at customs. The system, called Aviso de Cruce (AVC, for its acronym in
Spanish), was established in August by the National Customs Agency (ANAM,
for its acronym in Spanish), with the aim to streamline the fiscal registration of
goods that go through the country’s customs offices. However, in its first days of
practice, temporary disagreements have occurred between the Tax Administration
Service (SAT, for its acronym in Spanish) and ANAM, leading to higher
processing times in some shipments.

In this backdrop, we believe the balance of risks for the rest of the year has
become more negative, with fears of a recession in the US gaining strength,
China’s economy pointing to a slowdown and no clear end in sight for the war in
Ukraine in the short term. However, we believe the domestic economy still has
momentum, so we anticipate some inertia (towards deficits) in the trade balance.
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Table 1: Trade balance

% yly nsa
Jul-22 Jul-21 Jan-Jul'22 Jan-Jul’21
Total exports 136 154 18.0 27.1
Qil 35.9 105.0 55.5 67.0
Crude oil 315 108.9 50.1 70.3
Others 62.7 83.6 85.9 50.3
Non-oil 119 117 15.8 253
Agricultural 253 20.3 9.8 6.3
Mining -4.8 47.7 -3.4 47.7
Manufacturing 118 10.8 16.5 26.0
Vehicle and auto-parts 125 9.7 116 36.7
Others 115 221 189 213
Total imports 16.7 50.6 237 332
Consumption goods 37.1 63.7 389 338
Qil 77.8 1136 77.8 349
Non-oil 19.8 4388 255 335
Intermediate goods 139 514 219 34.7
Qil 56.9 122.8 40.7 79.7
Non-oil 9.5 46.6 20.0 313
Capital goods 138 273 18.4 19.1
Source: INEGI
Table 2: Trade balance
% m/m, % 3m/3m sa
% mim % 3m/3m
Jul-22 Jun-22 May-22 May-Jul’22 Apr-Jun’22
Total exports 0.3 13 13 1.9 54
oil 6.1 47 -4.4 7.0 229
Crude oil 9.1 47 -4.9 7.9 27.1
Others 8.9 45 1.7 2.6 55
Non-oil 0.2 1.0 1.8 1.4 41
Agricultural 179 -1.1 0.2 10.8 8.3
Mining 275 -24.1 9.9 -1.7 -8.3
Manufacturing 0.9 1.6 1.7 1.2 4.2
Vehicle and auto-parts -4.2 4.0 04 2.4 33
Others 0.6 0.5 23 29 46
Total imports 3.1 54 04 6.9 11.6
Consumption goods -3.3 114 2.6 144 16.7
Qil -8.8 329 15 33.6 36.7
Non-oil 0.2 1.8 3.0 6.5 8.8
Intermediate goods 3.4 5.1 0.4 6.0 109
Qil 5.9 132 10.1 413 524
Non-oil -3.0 39 0.9 2.3 6.9
Capital goods 0.0 -1.0 25 3.8 10.6
Source: INEGI
Chart 1: Exports and imports Chart 2: Trade balance
% yly nsa USS$ billion, 12 month rolling sum
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