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= The balance showed a considerable deficit for a second month in a row,
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skews from base effects still in play

= With seasonally adjusted figures, exports plummeted 4.6% m/m. Oil-
related goods plunged 6.0%. In addition, weakness was also seen in non-
oil, down 4.5%. This decline was driven by manufacturing (-5.0%), both
in autos and ‘other’

= Imports fell 3.4%, albeit not enough to erase gains from the previous
month. Oil climbed 0.2%. Meanwhile, in non-oil all three categories were
lower, highlight the decline in consumption (-5.7%) and intermediate
goods (-3.7%)

= Today’s report suggests that activity remained in a difficult environment
during the month, with COVID-19 still affecting supply chains. It also
points to a moderation in domestic demand, subtracting some dynamism
to GDP in 2H21

US$3,902.2 million deficit in August. This was much lower than both consensus
(-US$1,084.7mn) and our -US$1,064.7 million estimate. This represents a
substantial deficit for a second month in a row, a situation which had not been
seen since April-May of 2020, during the first lockdown. In annual terms, exports
(9.0%) grew less than imports (43.3%) once again, as seen in Chart 1. We should
remember that the recovery in 2020 was quite heterogeneous, resulting in a much
faster comeback from exports than for imports, helping explain this large
difference. However, and considering historical patterns, August tends to show
deficits, likely related to distortions from the summer holiday period. Regarding
the former, oil exports remain high at 53.0% y/y, still boosted by the rise of the
Mexican oil mix (+59.7%). Non-oil stood at 6.9%, with mining (23.6%) and
agricultural (20.4%) being quite strong. Nevertheless, manufacturing rose only
6.1%, limited by the 11.8% contraction in autos, which was the only category in
negative territory for a second month in a row. On imports, oil rose 113.5% and
non-oil by 37.5%. Within the latter, both intermediate (38.6%) and consumption
goods (34.6%) were lower, with capital goods higher at the margin (31.2%).
Details are presented in Table 1. The trade balance accumulated a US$12.9 billion
surplus in the last twelve months, with a US$21.1bn deficit in oil and a
US$34.1bn surplus in non-oil (see Chart 2).

Weakness across the board suggests that challenges related to the pandemic

continue. In our view, sequential results continue to be more important to assess

progress on the recovery. In this sense, the month was rather weak, especially for Document for distribution among the
exports (-4.6% m/m), albeit with imports also lower (-3.4%), as seen in Table 2. general public



In our view, the main culprit continues to be the pandemic, especially the recent
uptick at a global scale which has resulted in additional lockdowns —mainly in
China and other Asian countries—, having a compounded effect on already
strained supply chains.

The oil sector is somewhat mixed, with weaker outflows (-6.0%) than inflows
(+0.2%). On exports, we believe that the recent accident in a platform in the Ku-
Maloob-Zaap field helps explain the decline. According to reports from Pemex,
production was affected between August 22" and the 30", with an impact of
around 1.6 million barrels of oil production being lost in the period. In addition,
there was a slight impact from a sequential decrease in oil prices, with the
Mexican oil mix coming in at 64.3 US$/bbl from 68.5 in July. On imports,
performance was mixed, with consumption goods lower by 8.0%, consistent with
signals of a decline in volumes and marginally lower prices. On the contrary,
intermediate rose 3.9%.

Non-oil exports plunged 4.5%. On the positive side were mining (+1.6%) and
agricultural goods (3.4%), both rebounding after declines in July. We believe that
drivers for these sectors remain high commodities prices and the drought in
southwestern states in the US, respectively. Meanwhile, and more concerning,
manufacturing fell 5.0%, more than erasing gains from the previous month.
Losses were seen in both autos (-4.7%) and ‘other’ (-5.1%). The impact on the
former happened despite some positive signals in the US along comments from
automakers suggesting that some of the issues regarding chips were starting to
moderate. On the latter, additional delays on inputs (as detailed below) could
continue having a toll, despite still strong demand from abroad, as suggested by
different surveys (e.g. Markit, ISM). Non-oil imports declined 3.8%, not enough
to reverse +4.8% seen in July. Inside, consumption goods were the weakest at -
5.7%, possibly related to increased caution as COVID-19 cases reached new
highs during the period. Meanwhile, intermediate goods also took a tumble at -
3.7%, not ruling out an impact from recent port shutdowns in China due to virus
outbreaks, along other supply pitfalls. Lastly, capital goods declined 2.5%,
modest vs. the +5.0% from the previous month. However, considering
accumulated declines since before the pandemic, we remain somewhat downbeat
on this sector.

Risks to trade flows remain due to COVID-19, increasing uncertainty about
performance ahead. In our view, the report reflects that the economy remains
highly tied to the virus outlook, with ‘waves’ of new cases still impacting
performance. While the effects seem more modest than previously —given that we
have grown accustomed to living with the virus, along progress on vaccinations
worldwide— they still result, in the best of cases, in a moderation of activity. At
the worst, they lead to contractions. The latter is especially clear with actions
taken by China, in which at the first signs of an outbreak they undertake
lockdowns and other actions. In turn, these have a snowball effect, further
compounding the impact on already strained supply chains. So far, analyzing
flows from the Asian country to Mexico, the effect has not yet been fully
reflected. However, we will remain on the look about this possibility considering
recent market turmoil due to concerns over the financial situation of Evergrande,
the second largest real estate company in that country.
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Turning to more local issues, President Lopez Obrador asked protestors in recent
weeks to lift railway blockades in Michoacan as these are having a substantial
economic impact. We should remember that this problem has been going on and
off for close to two and a half years. Moreover, consultations on the rules of origin
for the auto sector under USMCA continue, albeit with no relevant progress yet.
Some reports also stated that the United Kingdom is looking to integrate to this
trade agreement as part of the renewal of its trade policy after Brexit. On a more
positive note, high level talks on economic integration were held between Mexico
and the US, with a delegation of top Mexican diplomats meeting with Vice
President Harris earlier in the month. The results of this summit seem to be
favorable, possibly strengthening the relationship between the two countries.

Turning to the oil sector, no relevant accidents have been reported since the one
detailed above. Nevertheless, we believe operational challenges for Pemex
remain. These could be further stressed by hurricanes which have struck the Gulf
coast, with expectations that these will extend through October and November,
similar to last year.

Analyzing imports, early signals are starting to appear pointing to weakness in
domestic demand, especially when looking at consumption. This is consistent
with other signs of moderation, despite fundamentals seemingly gathering
strength. In this sense, we are careful to see if this is responding to heightened
uncertainty to the latest COVID-19 wave, or if it is a result of some other factors.
In any case, it does imply some risks for GDP in 2H21.
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Table 1: Trade balance
% yly nsa
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Aug-21 Aug-20 Jan-Aug’21 Jan-Aug’20
Total exports 9.0 -7.6 243 -16.7
Qil 53.0 -12.2 63.0 -38.0
Crude oil 52.0 -13.1 65.3 -40.6
Others 59.6 -6.6 515 -20.1
Non-oil 6.9 -1.4 22.6 -154
Agricultural 204 0.0 6.5 25
Mining 23.6 41.7 438 10.1
Manufacturing 6.1 -8.3 230 -16.6
Vehicle and auto-parts -11.8 -119 284 -28.0
Others 16.2 -6.1 20.6 -10.1
Total imports 433 222 345 -20.8
Consumption goods 439 -29.4 352 -28.0
Qil 76.5 -42.9 39.7 -39.2
Non-oil 34.6 244 336 -23.3
Intermediate goods 445 -20.4 36.0 -19.5
Qil 133.0 -35.1 85.9 -35.9
Non-oil 38.6 -19.2 32.2 -17.9
Capital goods 312 271 20.6 216
Source: INEGI
Table 2: Trade balance
% m/m, % 3m/3m sa
% mim % 3m/3m
Aug-21 Jul-21 Jun-21 Jun-Aug’21 May-Jul’21
Total exports -4.6 1.6 0.3 0.3 33
il 6.0 31 187 18.8 19.7
Crude oil -4.5 13 174 21.2 23.2
Others -14.4 13.8 274 6.8 23
Non-oil -4.5 15 -14 -0.8 2.4
Agricultural 34 -4.2 34 51 53
Mining 1.6 715 18.8 18.0 155
Manufacturing 5.0 21 2.1 -15 2.0
Vehicle and auto-parts A7 A7 -8.6 8.2 0.9
Others 5.1 5.3 14 1.9 25
Total imports -3.4 5.2 0.9 2.7 6.2
Consumption goods 6.3 0.2 0.3 6.4 16.8
Qil -8.0 33 1.7 174 395
Non-oil 5.7 0.9 0.2 2.8 10.2
Intermediate goods -3.0 6.0 1.6 2.7 53
Qil 3.9 105 4.4 74 6.4
Non-oil 3.7 5.6 13 39 6.6
Capital goods 25 5.0 4.7 2.3 0.5
Source: INEGI
Chart 1: Exports and imports Chart 2: Trade balance
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