Ahead of the Curve

Data will likely suggest that the economic recovery continued in May
and June

= Trade balance (May). We estimate a US$1,277.5 million surplus, slightly
below the +US$1,500.6 million of the previous month. In annual terms all
categories would post a sizable expansion, with total exports and imports at
134.6% and 91.0%, respectively. It should be recalled that these remain very
distorted from last year’s lockdowns, with May 2020 exhibiting the steepest
contractions. Nevertheless, we could also see an acceleration in sequential
terms. We expect a US$1,380.5 million deficit in the oil balance, widening
slightly as prices kept climbing. The non-oil balance would come in at a
US$2,568.0 million surplus, with good results in manufacturing despite the
sector’s challenges, particularly in autos. Broadly speaking, we believe
results will signal that the recovery extended further during the period

= IMEF indicators (June). We expect both gauges to backtrack some of the
sizable gains seen in the previous month. Nevertheless, they should remain
firmly in expansion (above the 50pts threshold), consistent with our call of
stronger overall growth in the second quarter, helped by strong fiscal stimulus
in the US and a wider reopening of the economy as epidemiological
conditions kept improving through most of the period. Specifically, we
estimate the manufacturing indicator at 51.8pts (previous: 52.3pts) and the
non-manufacturing at 53.3pts (previous: 53.6pts)
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DATE TIME (ET) EVENT PERIOD UNIT BANORTE = CONSENSUS PREVIOUS

Mon 28-Jun  7:00am Trade balance May US$ mn 12775 1,442.4 1,500.6
Exports % yly 1346 - 75.6
Imports % yly 91.0 - 484

Tue 29-Jun 10:00am International reserves Jun-25 US$ bn - 192.8

Wed 30-Jun  10:00am Comercial banking credit May % yly in real terms -104 - -14.6
Consumption % yly in real terms -8.8 -12.0
Mortgages % yly in real terms 35 25
Corporates % yly in real terms -14.0 - -19.8

Wed 30-Jun Budget balance (measured with PSBR) May MX$ bn - -219.4

Thu 1-Jul 10:00am Family remmittances May US$ mn 45228 4,120.8 4,047.6

Thu 1-Jul 10:00am Banxico's survey of economic expectations June

Thu 1-Jul 1:00pm PMI's survey (IMEF) June
Manufacturing index 51.8 - 52.3
Non-manufacturing index 53.3 - 53.6

Source: Banorte; Bloomberg



Proceeding in chronological order...

May’s trade balance to stay in surplus. We estimate a US$1,277.5 million
surplus, slightly below the +US$1,500.6 million of the previous month. Annual
figures remain highly distorted from last year’s lockdowns, with May 2020
exhibiting the steepest contractions as a result. Hence, all categories would post a
sizable expansion, with total exports and imports at 134.6% and 91.0%,
respectively. In sequential terms we could see an acceleration, with a possible
rebound in some key categories after declines in April.

By sectors, we expect a US$1,380.5 million deficit in the oil balance, widening
slightly as prices kept climbing. In particular, the Mexican oil mix averaged 62.55
USS$/bbl from 59.44 in the previous month. However, the annual rate would
moderate to +159.7% from +378.2%, remembering that in April 2020 we even
saw negative oil prices briefly, recovering in May. Meanwhile, data also suggests
an uptick in volumes. With the price effect dominating, exports would come in at
128.7% y/y. Turning to imports, reference prices exhibited a similar trend,
sequentially higher albeit moderating in annual terms. Moreover, we could see
higher volumes, especially in gasoline, as activity keeps recovering. In this
context, Pemex CEO, Octavio Romero, stated recently that around 61% of all of
Mexico’s gasoline consumption is imported, expecting the Deer Park refinery
purchase in Texas to help reduce this. However, and echoing INEGI’s President,
Julio Santaella’s comments, inflows from this refinery will still be accounted for
as imports. All in all, oil imports would rise 154.7%.

The non-oil balance would come in at a US$2,568.0 million surplus. Exports
would expand 134.9%, with imports at 86.6%, remembering that the former were
hit the hardest last year. Agricultural exports would rise 8.9%, with declining
volumes —due to the drought, both in Mexico and the US— offset by higher prices.
Non-oil mining would spike to 69.8% on a positive base effect. More importantly,
manufacturing would climb a whopping 149.1%. Within, autos would soar
(893%) as activity grinded to a halt in 2020, despite mounting problems on the
lack of semiconductors and other key inputs. In this sense, additional automakers
implemented technical stoppages, including Ford and Nissan. However, AMIA
figures and from the US suggest a sequential pickup. On ‘others’, we expect
positive pass-through from US strength, especially after a modest decline in April.
On inflows, the recovery in capital goods could continue (+41.2%) as the MXN
appreciated and overall business confidence recovered further. Consumption
goods (+73.3%) could benefit on higher economic dynamism, with a possible
boost from Hot Sale discounts. Lastly, intermediate goods would be stronger at
94.6%, improving further as manufacturing gains steam. However, considering
rising input prices, we could also be seeing an acceleration due to this.
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Exports and Imports

Trade balance
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Weekly international reserves report. Last week, net international reserves
decreased by US$640 million, closing at US$192.8 billion (please refer to the
following table). According to Banxico’s report, this was explained by: (1)
US$175 million in sales to the Federal Government; and (2) a negative valuation
effect in institutional assets of US$465 million. So far this year, the central bank’s
international reserves have declined by US$2.8 billion.

Banxico's foreign reserve accumulation details

USS$, million
2020 Jun 18, 2021 Jun 18, 2021 Year-to-date
Balance Lows
International reserves (B)-(C) 195,667 192,827 -640 -2,840
(B) Gross international reserve 199,056 198,999 -594 -58
Pemex - - 0 449
Federal government -862 -417
Market operations 0 0
Other - - 268 -90
(C) Short-term government's liabilities 3,389 6,172 47 2,783

Source: Banco de México

Banking credit to start rebounding in May on base effects. While overall
performance would continue to be dictated by the pandemic and its effects on
activity and sentiment, arithmetic effects will start to drive figures higher. In
particular, corporate loans reached a cycle high in April 2020 on businesses
accessing available credit lines given mounting uncertainty. However, once they
realized lockdowns were going to be more extended and they managed their most
pressing liquidity needs, said resources were returned. Hence, this led to a decline
starting in May. As such, the base becomes less challenging. In addition, the effect
from annual inflation is also positive, decreasing 19bps to 5.89%. In addition, we
expect a slight uptick in dynamism as activity gathers momentum, as shown in
April’s consumer loans. Therefore, we expect total banking credit to have
declined 10.4% y/y in real terms, above the -14.6% of the previous month. In the
breakdown, all three sectors would be higher at the margin, with mortgages being
the only in positive territory (3.5%) and improvements in both consumer (-8.8%)
and corporate loans (-14.0%).

MoF’s public finance report (Jan-May). Attention will center on the Public
Balance and Public Sector Borrowing Requirements (PSBR) in the first five
months of the year. Specifically, we will be looking to its performance relative to
the latest estimates outlined in the Preliminary Budget Criteria.
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https://www.banorte.com/cms/casadebolsabanorteixe/analisisyestrategia/analisiseconomico/mexico/20210331_PreliminaryFPC_2022.pdf

We note that until April, the PSBR deficit amounted to $219.4 billion. We will
also pay attention to revenue and spending dynamics in the annual comparison,
looking for clues about activity levels and possible adjustments to expenditures.
Lastly, we will analyze public debt, at MXN$12.3tn (as measured by the
Historical Balance of the PSBR) as of April.

Remittances to reach a new historical high again in May. We expect
remittances at US$4,522.8 million, a new historical high and adding three months
in a row above US$4,000 million. The annual comparison would remain high at
31.3%, close to the 39.1% of the previous month despite a more challenging base.
We should recall that this is the highest month historically as a result of a strong
seasonal effect, with migrants boosting the amount sent abroad because of the
Mother’s Day holiday. Moreover, we continue to believe that economic and labor
market dynamism in the US, along accumulated stimulus measures, remain as the
main drivers behind the strength in remittances.

Employment conditions in the US kept on giving positive news. The
unemployment rate among Hispanics and Latinos decreased to 7.3%, 60bps lower
than in April. Working-age Mexican migrants fell a second month in row (-36.5
thousand), also likely due to seasonal patterns. In this backdrop, we saw a net job
creation of 105.9 thousand positions —including ‘natives’, ‘non-native citizens’,
and ‘non-citizens’ (legal or illegal). These were centered in the first (45.2
thousand) and second groups (71.7 thousand), with the third loosing 10.9
thousand positions. Also positive, the total unemployed persons declined by 158.0
thousand. Considering this, we believe that labor market gains remain on a
positive path and a key favorable driver for remittances ahead.

On migration, US Vice President, Kamala Harris, held a call with Mexican
President Andres Manuel Lopez Obrador, in which they pledged cooperation on
this front as detentions at the border have skyrocketed. This call was prepared
ahead of Harris’ visit to our country in early June. Overall, we believe information
from these events reaffirm the more cooperative tone adopted by the Biden
administration on this issue, helping reduce uncertainty among illegal immigrants
already in the US. The Mexican peso appreciated, averaging USD/MXN 19.96
from 20.02 in April, which may have had a marginally negative effect on flows.

We reiterate our call that remittances will maintain brisk growth in 2021, with
risks skewed to the upside as the US economy rebounds faster than expected. We
will heed closely dynamics in coming months, as distortions from base effects
and seasonal skews fade, to assess more clearly the most likely path for inflows
during the rest of 2021.
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Banxico’s survey of economic expectations. As usual, market participants will
focus on inflation, growth, reference rate, and exchange rate forecasts. In the first,
analysts expect 2021 year-end inflation at 5.0% y/y, closing in on our 5.5%
forecast. Based on the latest data, we do not rule out further upward adjustments.
Medium and long-term expectations will likely remain unchanged, still above
target. On GDP, this year’s estimate stands at 5.2%, lower than our 5.9%, and
also with good chances of being adjusted higher after the latest activity prints.
The current view on the reference rate by YE21 is that it will reach 4.00%, which
we believe will have to change after the 25bps surprise hike in the June 24"
decision. Finally, the year-end exchange rate stands at USD/MXN 20.50
(Banorte: 20.20), not ruling out changes given the recent increase.

IMEF indicators to retrace some sizably recent gains in June, albeit staying
in expansion. We expect both gauges to backtrack some of the sizable gains seen
in the previous month. Nevertheless, they would remain firmly in expansion
(above the 50pts threshold), consistent with our call of stronger overall growth of
activity in the second quarter, helped by strong fiscal stimulus in the US and a
wider reopening of the economy as epidemiological conditions kept improving
most of the period.

We estimate the manufacturing indicator at 51.8pts from 52.3pts previously. In
this respect, we note that Markit’s PMI manufacturing in the US inched higher in
the period, to 62.6pts —a new series high— from 62.1pts in May. Nevertheless, the
details showed that ‘production’ and ‘new orders’ fell at the margin, with reports
that supply issues and challenges to fill new vacancies had not been resolved yet.
Furthermore, these were judged as worse rather than better. In this sense, higher
input costs and delivery times were likely behind most of the increase. Recent
reports for Mexico suggest local companies have been more skittish about
adjusting prices. Hence, we believe those two components will also correct the
most, with some payback also considering what happened in the US and that they
stand at new highs in little more than three years. Locally, railway blockades in
the state of Michoacan were reported again by the middle of the month, affecting
the shipment of goods from the Lazaro Cardenas port, albeit reportedly lifted by
the 17™. More importantly, VW announced new stoppages for the period in their
three production segments.
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Non-manufacturing would also show a modest downtick, to 53.3pts from 53.6pts.
We mostly see this moderation in the pace of growth as natural, resulting from a
more difficult base effect. Nevertheless, we also point some signals consistent
with the latter. First, net employment gains in May decelerated at the margin
despite a strong fall of the unemployment rate. We also saw a decline in the labor
force, suggesting that some sectors are still struggling with resuming operations
because of the pandemic. On the other hand, sentiment may have been affected
by the collapse of Mexico’s subway overpass despite happening in early May.
New COVID-19 cases have observed a slight increase in recent days, while
Mexico City was downgraded to ‘yellow’ in the traffic light indicator on June
21°. In our view, this may have had a negative effect at the margin. Lastly, we
expect some impact from inflation, with prices surprising higher in the first half
of the month, particularly at the core. Despite of this, we believe the domestic
recovery likely extended further.
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