Trade balance - Historically high surplus of
US$34.5 billion in 2020

= Trade balance (December): US$6,262.0 million; Banorte: US$4,874.4mn;
consensus: US$4,600mn (range: US$1,980mn to US$6,672mn); previous:
US$3,032.5mn

= A trade surplus was observed for a seventh consecutive month. Total
exports strengthened (11.5% y/y), while imports (3.7%) returned to
positive territory for the first time since mid-2019

= As aresult, there was a US$34,476.4 million surplus in full-year 2020, the
largest in history. Both exports and imports contracted, standing at
-9.3% and -15.8%, respectively

= With seasonally adjusted figures, exports advanced 3.4% m/m. Oil-
related goods (10.5%) were higher, benefited by better meteorological
conditions and higher crude-oil prices. Non-oil goods picked up 3.1%,
with strength in manufacturing (3.6%)

= Imports were also positive at 2.9% m/m. Oil grew 10.9%. In non-oil,
consumption (3.5%), intermediate (2.2%) and capital goods (1.0%) were
all higher, possibly suggesting better conditions domestically

= Despite today’s report signaling some strength in December, we remain
cautious about short-term dynamics, with mounting risks for activity

US$6,262.0 million surplus in December. This was a new historical high, vastly
surpassing consensus at +US$4,600 million, which was somewhat close to our
+US$4,874.4 million forecast. In line with the recent trend, exports (+11.5% y/y)
continue outpacing imports (+3.7%), as shown in Chart 1, albeit with the latter
back into positive territory for the first time since mid-2019. This still reflects the
mismatch in the pace of the domestic recovery relative to other countries, mainly
the US, our main trading partner. Total trade in nominal terms (exports plus
imports) picked up meaningfully to +7.7% y/y from -0.8%. Oil exports came in
at -14.2% y/y in the month, benefited by rising prices (with the Mexican oil mix
at 45.64 US$/bbl, highest since February). Non-oil shipments rose 13.1%, driven
by manufacturing (+13.6%). On imports, oil-related goods were slightly better
(-12.5%), boosted by two additional working days and also higher gasoline prices.
In non-oil, intermediate goods were stronger again (+7.4%), while consumption
goods extended higher (2.9%) after last month’s improvement.

A total trade surplus of US$34,476.4 million was observed in full-year 2020,
vastly surpassing 2019’s +US$5,408.5 million and a new historical high. This
was explained by a US$48,471.1mn surplus in the non-oil balance, with a
US$13,994.7 mn deficit in the oil sector (Chart 2). Total exports fell 9.3% y/y,
with oil at -32.6% and non-oil at -8.0%. Specifically, manufacturing reached
-8.9%. In imports (-15.8%), oil goods were sharply down at -33.5%, while in non-
oil the most resilient was intermediate (-12.4%), followed by capital goods
(-16.9%) and with consumption (-21.3%) as the weakest (Table 1).
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Sequential increases suggest some strength in activity. Exports rose 3.4% m/m,
more than compensating for last month’s decline (-1.4%), while imports extended
higher at +2.9% (previous: 6.1%; see Table 2). We do not rule out some favorable
performance in both sectors as railway blockades were lifted in Michoacan,
favoring trade flows through the L4zaro Cardenas port. In addition, some of the
problems regarding logistics in Customs may have prevailed (with changes in
administration and labeling laws), albeit possibly starting to get smoothed over,
benefiting trade.

The oil sector was very positive, with exports up 10.5%. This seems to be
supported by both higher volumes (especially as weather conditions were mostly
favorable after the end of the hurricane season) and prices, with the Mexican oil
basket up 16.4% m/m on better prospects about the global recovery. Imports were
also higher (10.9%), driven by higher reference prices. We also note this
happened with relatively flat mobility in comparison to November, despite
deteriorated epidemiological conditions. Specifically, consumption goods rose
12.5%, while intermediate were slightly more moderate at 10.2%. In non-oil,
exports were at 3.1%, erasing last month’s decline which ended a streak of five
sequential improvements. Inside, all categories were better except mining
(-13.2%), still declining after surging in October. Meanwhile, agricultural goods
edged-up 0.7%, while manufacturing was stronger at 3.6%. Within the latter, the
auto sector rebounded 6.0% after a somewhat dismal performance in November,
while others (+2.4%) kept improving. Meanwhile, imports added a seventh month
to the upside, with a positive surprise from consumption (+3.5%), especially after
a massive increase in the previous month. Moreover, both intermediate and
capital goods were also higher, rising 2.2% and 1.0%, respectively.

Despite today’s positive performance, we are cautious about short-term
dynamics. In our view, today’s report was very favorable, especially in a rather
challenging environment, adding upside risks to our -5.6% y/y forecast for GDP
in 4Q20. However, we still believe risks for activity in the short-term have
increased. The main ones are related to the deterioration in epidemiological
conditions, both in Mexico and the US, albeit with the latter country starting to
relax restrictions again in the last days. While today’s report did not reflect this,
we could see an impact on exports in January through a decrease in ‘other’
manufacturing, with sectors not considered essential having to stop activities in
some states. In addition, on imports we could see a hit on consumer goods — both
oil and non-oil- given lower mobility levels (reducing demand for gasoline) and
with shopping malls and other non-essential stores closed.

On top of this, other idiosyncratic risks remain. Among them, railway blockades
were once again deployed in Michoacan, which could impact overall traffic
through the Lazaro Cardenas port again. Weakness in domestic demand, with the
lack of significant stimulus locally, will probably extend in coming months. On
the contrary, one positive factor is the continuation of the public-private
infrastructure plan, which according to the outlined timeframe, should have had
around 24 projects already under way in January (out of a total of 68), possibly
supporting capital goods imports which have been advancing sequentially in
recent months.
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On external factors, PMIs in the US continued to climb in January. We highlight
the manufacturing indicator at 59.1pts, highest since mid-2014. According to
Markit’s report, ‘new orders’ and ‘production’ picked up considerably despite
some shortages of raw materials, which could suggest weakness in our country.
The deployment of the vaccine in said country continues at a favorable pace and
optimism about additional fiscal stimulus is still high despite some challenges in
the Senate. Moreover, recent comments from several officials in the US suggest
pressures on China will continue, which in turn could favor our country, albeit
probably only with a meaningful impact in the medium-term.

Considering this, we judge that uncertainty over short-term performance has
increased further, with a non-negligible possibility of more weakness ahead.
Nevertheless, we are more positive about the medium-term as the vaccination
process continues worldwide, trade jitters with the US have waned and the latter
country implements large economic stimulus, which should have a positive
spillover effect in our country. In addition, as vaccinations also advance in
Mexico, we could start to see a more significant recovery of domestic demand.

On a final note, 2020’s historical surplus will occur just when GDP likely
contracted 8.6% (with preliminary figures for the fourth quarter to be published
tomorrow). This should be a forceful reminder that a positive trade balance is not
directly related to higher economic growth and welfare for the population. In this
sense, GDP likely fell the most since 1932, even with a surging surplus. Although
the US will shift to a more pro-trade stance after Biden’s win, we should not rule
out completely that protectionism it comes back, as globalization has been
increasingly challenged.

ap BANORTE



Table 1: Trade balance
% yly nsa
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Dec-20 Dec-19 2020 2019
Total exports 115 3.0 9.3 2.2
Qil -14.2 2.3 -32.6 -15.6
Crude oil -8.6 -1.6 -34.8 -15.6
Others -39.7 242 -18.4 -16.1
Non-oil 131 31 -8.0 35
Agricultural 2.7 117 4.7 8.1
Mining 16.0 5.7 19.7 0.7
Manufacturing 13.6 2.6 -8.9 3.4
Vehicle and auto-parts 113 2.7 -16.8 3.9
Others 148 25 -4.5 31
Total imports 3.7 -0.3 -15.8 -1.9
Consumption goods -6.7 4.1 -26.2 3.1
Qil -31.0 25 -38.6 -11.2
Non-oil 2.9 48 -21.3 0.5
Intermediate goods 6.7 -1.0 -13.9 -0.8
Qil 0.8 -16.0 -30.5 -12.8
Non-oil 74 0.6 -12.4 0.4
Capital goods -4.9 -0.6 -16.9 -8.9
Source: INEGI
Table 2: Trade balance
% m/m, % 3m/3m sa
% m/m % 3m/3m
Dec-20 Nov-20 Oct-20 Oct-Dec’20 Sep-Nov’20
Total exports 34 -1.4 5.0 75 10.8
Qil 105 16.7 4111 0.7 26
Crude oil 117 24.6 9.5 2.4 6.2
Others 2.3 -17.3 -174 -15.6 18.3
Non-oil 3.1 2.0 5.6 7.9 11.4
Agricultural 0.7 4.7 -39 45 71
Mining -13.2 -15.2 575 25.2 229
Manufacturing 3.6 -15 5.2 7.7 114
Vehicle and auto-parts 6.0 72 10.3 75 16.0
Others 24 1.8 25 7.9 9.0
Total imports 29 6.1 2.2 13.4 15.4
Consumption goods 5.2 18.1 0.9 17.8 18.5
il 125 3.9 35 55 18.7
Non-oil 35 249 2.2 215 184
Intermediate goods 2.7 49 3.0 14.1 16.2
Qil 10.2 4.6 4.0 16.0 185
Non-oil 2.2 5.0 2.9 13.9 16.1
Capital goods 1.0 23 -1.2 2.9 5.1
Source: INEGI
Chart 1: Exports and imports Chart 2: Trade balance
% yly nsa US$ million, 12 month rolling sum
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