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= With seasonally adjusted figures, exports picked up 3.0% m/m.
Specifically, oil-related goods remained weak at -1.4% with non-oil at
+3.3%. In the latter, the auto sector rebounded (6.0%) after three months
of steep declines

= Imports stringed a second sequential decline (-0.5%). Oil was the driver
for this, down 7.5%. In non-oil (0.4%), we highlight the rebound of 1.1%
in capital goods although with marginal increases in consumption
(+0.4%) and intermediate (+0.3%) which could be a tentative sign of a
recovery in domestic dynamism in the period

= August’s IGAE and today’s results suggest a more meaningful slowdown
of GDP in the third quarter. Hence, we adjust lower our 3Q21 GDP
forecast to 0.1% q/q (5.4% y/y) from a previous estimate of 0.6%

US$2,398.4 million deficit in September. This was more modest than consensus
(-US$2,822.0mn) and our -US$3,028.8 million estimate. Moreover, it is a third
consecutive deficit, in our view mostly related to the effects of supply chain
disruptions. In annual terms, exports (8.1%) are still growing less than imports
(29.1%) as seen in Chart 1. In turn, this remains influenced by base effects. On
the former, oil exports accelerated at the margin to 64.2% y/y, still helped by
higher Mexican oil mix prices (+79.8%). This helped compensate for signals of
stability in volumes. Non-oil keeps showing rose 5.9% after the 6.9% of the
previous month given a more challenging base. Agricultural (3.3%) and mining
(2.7%), with manufacturing more stable (6.0%). Inside the latter, the auto sector
remained weak (-10.0%), with ‘others’ (14.9%) pushing the sector. In imports, oil
stayed high (83.8%). Non-oil grew 24.7%. In these, the three categories were
lower at the margin. Details are presented in Table 1. The trade balance
accumulated a US$6.1 billion surplus in the last twelve months, with a US$22.3bn
deficit in oil and a US$28.5bn surplus in non-oil (see Chart 2).

Modest sequential rebound as supply issues persist. Total exports grew by

3.0% m/m, with imports lower at the margin at -0.5%. Despite of this, flows

remain limited due to COVID-19 and related challenges in supply chains,

including the lack of key inputs, high transportation costs and other bottlenecks.

To this we must add that these figures are in nominal terms, so they are likely Document for distribution among the
skewed to the upside due to the increase in global inflationary pressures. general public



In the oil sector, shipments abroad declined 1.4%, despite a favorable base effect
in both categories recalling the production problems following a fire at the Ku-
Maloob-Zaap oil platform by the end of August. On the other hand, we do not
rule out some impact related to weather conditions, especially because of tropical
storms and hurricanes. Imports stood at -7.5% (see Table 2), breaking with four
consecutive months in positive territory. Specifically, intermediate goods fell
more (-9.7%), which could be related also to supply chain issues. Meanwhile,
consumption declined 2.1%, which is consistent with reports of higher refinery
output by Pemex.

Non-oil exports grew 3.3%. This came after a 4.5% contraction in the previous
month. In this respect, manufacturing picked up 4.1%, with increases in both
components. Autos rebounded 6.0%, albeit only after strong losses in the previous
three months. Overall, performance suggests that output remains limited, which
is in line with AMIA data, which contracted 24.2% y/y in shipments. The lack of
semiconductors remains an important issue, with companies such as Audi, GM,
Nissan and several of their suppliers announcing new technical stoppages. These
difficulties were also clear for the sector in the US. Meanwhile, ‘others’ grew
3.3%, also benefitted by a base effect and at the margin showing greater
resiliency. Agricultural goods grew 3.2%, possibly aided by prices which remain
as a support despite signs of an impact to production. Meanwhile, non-oil mining
backtracked 28.4%, showing high volatility in the last few months. In imports,
intermediate goods also improved at the margin (0.3%), following the
performance in manufacturing. We also see this in consumption (0.4%), while
capital goods stood at 1.1%. In our view, the latter two still suggest more modest
domestic demand.

Uncertainty about trade remains elevated, dampening Mexico’s growth
outlook. We think the report was favorable at the margin, especially in terms of
strength in external demand. However, we should mention that sequential growth
was distorted by base effects. In this sense, we remain cautious despite still seeing
an improvement in 4Q21. In the US, the PMI manufacturing for October stood at
59.2pts, decelerating for a third consecutive month albeit still firmly in expansion.
The report keeps stating that there was a new record in backlogs, with firms
struggling to meet strong demand. Problems include supply issues, labor
shortages, logistical issues and higher commodity prices, all pressuring input
costs. Although production is still growing, it did so at the softest rate since July
2020. Given these problems, we highlight two recent —and potentially positive—
developments: (1) The Biden administration announced on October 13 that the
port of Los Angeles would move to 24/7 operations, following the example of
Long Beach after reaching a new record high in terms of backlogs; and (2) the
US will reopen its land borders with Mexico and Canada for nonessential travel
to fully vaccinated people on November 8™, with these restrictions in place since
March 2020. In our view, the latter may help reduce labor shortages. On the other
hand, China has maintained strict lockdown policies when higher COVID-19
cases are identified, recently announcing restrictions in northern China as the
‘delta’ variant spreads. Given these harsh policies, further problems in trade are
likely. This also comes on top of an energy crunch that has affected factories and
operations in key ports, such as Guangdong.
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Due to the high complexity of global supply chains, experts say that these
problems will probably take time to be resolved and bottlenecks will persist at
least until next year.

Considering this backdrop, we believe a key test will be the dynamism of trade as
soon as October, when companies start preparing for higher sales during the
holiday season. In Mexico, manufacturing exports and non-oil consumption
goods imports are typically highest (in absolute terms) during this period.
Currently, global concerns have been on the rise that demand from the Christmas
season demand may not be fully satisfied because of supply problems, which in
turn may result in limited growth in volumes but even higher prices.

Apart from this, we also flag that higher commodity prices (especially energy)
may lift growth rates in the trade balance but would not translate into real GDP.
In terms of exports, this includes the Mexican oil mix which reached 79.22
US$/bbl yesterday, a new high since September 2014. Nevertheless, in terms of
imports, the prices of gasoline and gas, among other key products, have also
increased strongly. As a result, the net effect in the oil trade balance may be more
limited, albeit with higher noise in terms of the signal provided for growth and
dynamism in volumes ahead.

We adjust lower our 3Q21 GDP forecast to 0.1% q/q (5.4% y/y) from a
previous estimate of 0.6%. Broadly speaking, we are careful into reading too
much to these figures in terms of their implications for growth, especially as they
are distorted by price pressures. Nevertheless, after August’s IGAE and this
report, we move our call for the third quarter. Specifically, we now anticipate a
more meaningful slowdown of GDP, to 0.1% q/q (5.4% y/y). Our previous call
was at 0.6% g/q and 6.4%y/y. Moreover, this situation and other headwinds —both
locally and abroad— suggest that risks to the downside for full-year 2021 growth
have risen again. Therefore, we will watch the preliminary GDP that will be
released on Friday carefully to assess its potential implications for growth and the
outlook into next year.
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Table 1: Trade balance
% yly nsa
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Sep-21 Sep-20 Jan-Sep’21 Jan-Sep’20
Total exports 8.1 3.7 222 -14.5
Qil 64.2 =217 63.2 -36.5
Crude oil 68.0 -28.5 65.6 -39.5
Others 50.0 224 51.3 -15.8
Non-oil 5.9 5.0 204 -13.2
Agricultural 33 194 6.2 3.8
Mining 2.7 254 39.0 117
Manufacturing 6.0 43 20.7 -14.3
Vehicle and auto-parts -10.0 0.1 22.7 -24.8
Others 149 6.8 19.8 -8.3
Total imports 29.1 -85 338 -19.4
Consumption goods 359 -19.0 353 -27.0
Qil 733 -29.2 43.2 -38.3
Non-oil 26.3 -15.8 32.7 224
Intermediate goods 28.5 -5.9 35.0 -18.0
Qil 88.8 -26.5 86.3 -35.0
Non-oil 245 4.1 313 -16.4
Capital goods 246 -16.0 211 21.0
Source: INEGI
Table 2: Trade balance
% m/m, % 3m/3m sa
% mim % 3m/3m
Sep-21 Aug-21 Jul-21 Jul-Sep’21 Jun-Aug2l
Total exports 3.0 -4.6 1.6 0.2 0.2
oil 1.4 6.4 3.0 9.4 18.2
Crude oil 5.1 5.0 11 75 20.2
Others 20.7 -14.0 147 20.5 8.3
Non-oil 33 -4.5 15 0.8 0.9
Agricultural 3.2 34 -38 39 55
Mining 284 14 -7.8 0.3 17.0
Manufacturing 41 5.0 2.0 -1.0 -15
Vehicle and auto-parts 6.0 -4.9 -4.9 -10.4 -8.4
Others 33 5.0 53 3.7 19
Total imports 0.5 -35 5.2 4.4 26
Consumption goods 0.3 5.8 0.3 0.7 6.6
Qil 2.1 7.3 35 48 18.2
Non-oil 04 5.3 0.9 0.7 2.8
Intermediate goods 0.7 3.2 6.0 5.3 25
Qil 9.7 3.7 9.7 16.5 -8.0
Non-oil 0.3 -3.9 5.7 4.2 3.7
Capital goods 11 25 5.1 1.3 22
Source: INEGI
Chart 1: Exports and imports Chart 2: Trade balance
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