Trade balance - Surprising deficit, with
historical declines in trade volumes

= Trade balance (April): -US$3,087.4 million; Banorte: US$2,653.8mn;
consensus: US$2,040.0mn (range: US$1,135mn to US$3,804mn);
previous: US$3,335.5mn

= In line with expectations, trade volumes plunged. Total exports fell 37.7%
m/m, dragged down by oil exports at -41.2%, impacted by price dynamics.
Non-oil exports also declined (-37.5%), with manufacturing down by
39.7%, particularly in autos (-77.1%)

= Imports were also lower at -21.9% m/m, with oil also the weakest at
-36.6% with non-oil falling 20.4%. Within the latter, consumption goods
declined 25.2%, while intermediate (-21.3%) and capital goods (-7.4%)
were also down

= Today’s report is consistent with the massive shock stemming from the
COVID-19 pandemic on economic activity, especially in April given more
stringent social distancing measures. The effect was compounded by still
ongoing disruptions in global supply chains, albeit marginally improving
with China starting to come back online

= QOverall, the outlook for May remains negative despite some activities
being able to gradually restart operations in the latter part of the month.
Nevertheless, the lack of supplies and the need for hygiene measures,
among other woes derived from the pandemic, will likely maintain very
low levels of activity in coming months

US$3,087.4 million trade deficit in April. This was much lower than consensus
at +US$2,040.0 million and further away than our +US$2,653.8 million forecast.
Both exports (-40.9% y/y) and imports (-30.5%) extended their decline, with the
former reaching a new historical low, with the main drag being oil-goods, but also
with strong weakness in non-oil. The report undoubtedly shows the impact from
the COVID-19 pandemic, not only from supply chain disruptions but also from
the stoppage of non-essential activities. With this result, the 12-month rolling sum
reached a US$6,306.9 million surplus (Chart 2), falling from an historical high in
the previous month. Within exports, we highlight that crude oil plunged 73.6%,
dragged by the 80.8% y/y decline in the Mexican oil mix, which recorded a
negative price one day in the month (April 20™, -2.37 US$/bbl). Non-oil was also
very weak, falling 39.4% and with autos plunging 79.1%. Regarding imports, we
observed a slightly better performance, also dragged by oil (-53.0%). Non-oil
consumption plunged by 37.9%, while non-oil intermediate goods —related to
manufacturing— fell 26.3% (see Table 1).

Highest monthly decline in history. Exports and imports contracted 37.7% m/m
and 21.9%, respectively (see Table 2). In the former, we highlight that
manufacturing came in at -39.7%, consistent with several industries halting
activities. This was more evident in the auto sector, plunging 77.1%, hit by the
closure of auto plants. In contrast, non-oil mining (-11.8%) and agricultural goods
(-1.5%) were slightly stronger, albeit also down.
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Regarding imports, all categories showed double-digit declines expect capital
goods, with the effects from the pandemic also wreaking havoc, particularly in
oil, as already mentioned. In non-oil, dynamics were better relative to exports on
more favorable base effects. In this sense, we highlight that both consumption
(-25.2%) and intermediate goods (-21.3%) were most impacted. Capital goods
were slightly better (-7.4%) despite higher uncertainty and the strong depreciation
of the MXN, most benefited by a base effect as it plunged 14.8% in the previous
month.

We might see a slight sequential recovery in May, although the outlook is
still quite negative. As mentioned, the report was dismal on the back of the
effects from the pandemic on activity. Nevertheless, there are some takeaways
that we will need to confirm once the revised data is published (on June 10™). It
is our theory that outperformance in imports relative to exports was mainly driven
by two factors: (1) The possibility that China’s recovery in late March and early
April had a positive impact; and (2) a mismatch in essential vs. non-essential
activities in other countries, especially in the US, which besides also showing less
strict social distancing measures in some states, also seems to have maintained a
broader range of industries operating. Another factor to confirm is performance
within non-auto manufacturing exports, considerably better than in autos.
Additional details could convey information whether this was driven by essential
activities or if there were some other factors are behind.

Despite of the latter, we still believe the outlook for May is highly negative. While
the government announced its plan for reopening the economy in the middle of
the month, very few states and municipalities have fulfilled the conditions to do
so safely. Moreover, the number of cases still hasn’t shown signs of a persistent
decline, which could imply a later reopening in some hubs for economic activity,
particularly manufacturing states. Despite more favorable data coming from
China and the US —in the latter, the preliminary PMI manufacturing for May stood
at 39.8pts from 36.1pts in March—, the potential mismatch in activities described
above could not translate into higher performance in our country given their
possible implications in terms of inventory management.

Regarding oil, we expect very weak results ahead on persistently low prices
despite recovering in the last few weeks. In addition, the OPEP+ agreement,
which entails a reduction of 100kbpd in monthly output, started in May. In a
related fashion, the government closed operations in some of its new wells, a
factor that might be already accounted for in the deal. Nonetheless, reports of
contagions in PEMEX that have resulted in scaling back operations in several
sites will likely hit production further. In imports, gasoline demand will remain
very low as mobility remains constrained.

Considering these factors, among others, we maintain our forecast of a sharp
reduction in the economy in 2Q20, plunging 17.1% y/y (-11.7% q/q), leading to
a 7.8% contraction in terms of whole-year GDP. As previously mentioned, risks
to the downside remain elevated, mainly as: (1) The timing of the reopening is
still uncertain, hinging on the development of new cases going forward; and (2)
there could be permanent effects on the stock of capital and labor, along the
number of businesses restarting operations, after the pandemic recedes.
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Table 1: Trade balance
% yly nsa
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Apr-20 Apr-19 Jan-Apr'20 Jan-Apr'19
Total exports -40.9 6.5 -10.7 3.7
Oil -66.4 -14.0 -37.0 6.9
Crude oil -73.6 -16.2 -40.3 5.5
Others -28.6 -1 -14.7 -15.8
Non-oil -39.4 8.0 -8.9 44
Agricultural 8.2 220 6.3 6.2
Mining 20.0 217 16.6 -124
Manufacturing -41.9 7.9 -10.1 47
Vehicle and auto-parts -79.1 9.0 -20.0 43
Others -20.9 7.3 -4.5 49
Total imports -30.5 1.6 113 2.4
Consumption goods -46.5 2.8 -13.7 2.3
Oil -65.0 10.6 -14.6 6.2
Non-oil -37.9 0.4 -134 05
Intermediate goods -28.1 2.8 -10.1 3.8
Oil -45.5 -3.5 -25.1 0.9
Non-oil -26.3 35 -8.6 41
Capital goods -26.7 9.2 -17.3 24
Source: INEGI
Table 2: Trade balance
% m/m, % 3m/3m sa
% mim % 3m/3m
Apr-20 Mar-20 Feb-20 Feb-Apr'20 Jan-Mar’20
Total exports -371.7 -3.9 -3.4 -15.1 1.0
Qil -41.2 -18.2 -29.9 40.6 78
Crude oil -50.5 -19.0 -31.8 -43.9 -7.0
Others 8.0 -14.1 174 -19.1 -12.0
Non-oil -37.5 3.2 1.7 -13.6 1.5
Agricultural 1.5 1.9 -3.6 0.6 18
Mining -11.8 176 9.7 0.9 47
Manufacturing -39.7 3.8 -15 -14.5 14
Vehicle and auto-parts 171 6.4 6.3 -28.9 34
Others -20.0 24 14 -6.3 04
Total imports -21.9 -5.5 2.5 -11.2 1.2
Consumption goods -33.3 9.7 -8.8 205 38
oil -53.8 117 -16.1 -26.8 5.3
Non-oil -25.2 -8.8 5.4 -18.0 73
Intermediate goods -216 3.7 -16 9.3 0.0
il 25.7 -5.1 -10.7 179 34
Non-oil 213 -3.6 -0.8 -8.6 0.2
Capital goods -14 -14.8 -0.6 -135 -6.9
Source: INEGI
Chart 1: Exports and imports Chart 2: Trade balance
% yly nsa US$ million, 12 month rolling sum
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