Trade balance - Rebound in flows suggests an
upbeat start to the year

= Trade balance (January): -US$4,125.1 million; Banorte:
-US$4,867.7 mn; consensus: -US$4,750.0mn (range: -US$5,900.0mn to
-US$2,030.0mn); previous: US$984.0mn

= Annual growth rates accelerated for both exports and imports, both in
double-digit territory. While this is partly due to higher dynamism,
distortions from price adjustments and supply disruptions prevail

= With seasonally adjusted figures, exports rebounded 6.1% m/m. Oil-
related increased 2.6%, with stability in prices. Non-oil grew 6.3% after
three months of declines. In the latter, we highlight broad strength in
manufacturing at 7.1%

= Imports advanced 2.4% m/m, with oil-related goods at 10.1% —with
mixed dynamics across different fuels. Non-oil was also up at 1.5%.
Inside, only consumption goods were higher (19.1%)

= We expect trade to remain supported by external demand across 1Q23,
with an additional improvement in supply conditions being welcome.
Nevertheless, risks stemming from further monetary tightening are
gathering traction

US$4,125.1 million deficit in January. This was lower than both consensus and
our estimate. However, it is still in line with the period’s seasonality, as exports
declined in the aftermath of a slowdown in output at the end of the year and
imports accelerated as China pushed flows ahead of the Lunar New Year. Annual
rates accelerated, with exports and imports at 25.6% and 16.3%, respectively
(Chart 1). In our view, some distortions related to prevailing price pressures and
lingering supply constraints kept affecting, albeit with the result clearly supported
by higher volumes. For details, see Table 1. Hence, the trade balance accumulated
a US$24.3 billion deficit in the last twelve months, with oil at -US$35.6 billion
and a US$11.4 billion surplus in non-oil (see Chart 2).

Rebounds in both outflows and inflows signal optimism at the start of the
year. Exports rose 6.1% m/m, halting three months of declines. Inside, both
sectors were stronger, with oil up 2.6% and non-oil at 6.3%. Meanwhile, imports
increased for a second consecutive month at 2.4%, mostly driven by oil (10.1%),
and with non-oil more mixed at 1.5% as seen in Table 2. In broad terms, we
believe these results are positive, with volumes apparently picking up after a
slowdown in 4Q22. Nevertheless, we remain wary of price distortions induced by
China’s reopening.

In the oil sector, the price of the Mexican oil mix was practically unchanged, with
the balance likely driven by higher crude volumes. On imports, we believe
demand remains relatively resilient, supporting additional inflows. However, the
story with prices is more mixed, as evidenced by the spread in consumption
(22.8%) and intermediate goods (4.8%). Fuels like gasoline and LP gas increased
in the period —more related to the former— while natural gas declined sharply.
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Within non-oil, exports were more favorable at 6.3%, with strength centered in
manufacturing (7.1%). Inside the latter, autos grew 12.1%, partly benefited by a
less challenging base effect —with contractions since October— but gathering pace
as supply constraints keep fading. ‘Others’ rose 4.5%, in our view supported by
the revival in US industrial dynamism and with demand in said country more
resilient than anticipated. To the downside, both agriculture (-5.4%) and non-oil
mining (-7.8%) fell, albeit only after posting relevant expansions in December.
For imports (1.5%), transportation costs moderated throughout the month after an
uptick in late December. In addition, the MXN appreciated strongly, which may
have skewed figures slightly lower. We believe these were the reasons behind the
0.6% decline in both intermediate and capital goods. Nevertheless, the
compounded effect of the Chinese reopening and increased flows before the
Lunar New Year was the driver behind strength in consumption goods at 19.1%
(adding two months higher).

Dynamism will likely continue in coming months, albeit with attention to
increasing headwinds. We believe the outlook for international trade has
improved slightly, with expectations that the end of the COVID-zero policy in
China will result in remaining supply disruptions fading away. In this context, the
New York Fed’s Global Supply Chain Pressure Index moderated again in
January. However, the metric remains high vs. historical averages, indicating that
the problems have not been solved yet. Another factor that may be supportive in
the short-term is the US economy. According to S&PGlobal’s PMIs, both
manufacturing and services improved in February, suggesting that activity in said
country is resilient despite additional monetary tightening. In this sense, we will
be looking into the month’s jobs report to ascertain additional data on this front.
Domestically, fundamentals for consumption remain quite strong, which along
MXN gains, could keep supporting inflows. However, we expect the latter to be
especially beneficial to intermediate and capital goods in an environment in which
nearshoring efforts keep consolidating.

However, headwinds are also gathering traction. In our view, the main one is also
related to the reopening in China, with the possibility of an increase in commodity
prices as activity gathered pace. While this has not materialized so far —at least
regarding energy—, the situation could change once industries fire up at full
capacity. Transportation costs increased sharply at the end of February, being
another point of focus ahead. Moreover, additional monetary tightening could
represent an additional hurdle, with higher rates increasing the possibility of an
economic slowdown. Locally, price pressures remain high. If we add the negative
effect of a stronger currency on family remittances, risks to consumption are
indeed present.

All in all, performance in the short-term will likely be positive. However, we
consider that challenges will likely gather pace as the year goes through, possibly
hindering flows. Despite of the latter, we believe external demand will play a role
in helping our 2023 GDP estimate, which we currently hold at 1.5%.
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Table 1: Trade balance

% yly nsa
Jan-23 Jan-22 2022 2021
Total exports 25.6 3.6 16.9 18.6
Qil 8.9 36.5 34.2 65.5
Crude oil 31 273 313 63.4
Others 33.7 98.8 48.7 76.5
Non-oil 26.9 1.7 15.8 16.5
Agricultural 9.8 119 75 8.9
Mining 9.6 -13.7 -4.2 29.0
Manufacturing 283 15 16.6 16.7
Vehicle and auto-parts 64.9 -20.5 18.2 138
Others 138 14.0 159 18.1
Total imports 16.3 185 19.6 320
Consumption goods 30.2 324 294 349
Qil 212 70.9 50.8 48.2
Non-oil 33.8 214 22.1 309
Intermediate goods 135 16.6 18.1 327
Qil 20.3 48.0 322 834
Non-oil 12.7 140 16.6 29.0
Capital goods 19.7 16.5 18.9 218
Source: INEGI
Table 2: Trade balance
% m/m, % 3m/3m sa
% mim % 3m/3m
Jan-23 Dec-22 Nov-22 Nov’22-Jan’23 Oct-Dec’22
Total exports 6.1 -1.7 -1.3 2.1 -3.0
oil 2.6 117 -11.6 -9.8 -16.2
Crude oil 12.0 -8.6 -10.7 -13.2 4.4
Others -20.7 149.8 -174 49 -23.3
Non-oil 6.3 25 0.7 -16 2.0
Agricultural 5.4 6.5 1.4 1.4 6.2
Mining -7.8 8.3 0.7 14.2 132
Manufacturing 7.1 31 0.8 2.0 2.1
Vehicle and auto-parts 121 2.5 0.5 05 11
Others 45 -34 0.9 -33 3.7
Total imports 24 2.7 -4.4 36 55
Consumption goods 20.0 5.3 5.7 4.6 -16.1
oil 22.8 22.1 -7.9 -17.2 -39.5
Non-oil 19.1 0.7 5.1 0.4 51
Intermediate goods 0.1 2.3 -4.4 -3.8 -4.2
Qil 48 7.0 -16.1 -16.6 -20.9
Non-oil 0.6 1.8 3.0 2.2 2.0
Capital goods 0.6 3.2 2.8 0.7 04
Source: INEGI
Chart 1: Exports and imports Chart 2: Trade balance
% yly nsa USS$ billion, 12 month rolling sum
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