Trade balance - Lower exports in February
suggest some caution

= Trade balance (February): -US$1,844.4 million; Banorte: US$1,520.3 mn;
consensus: US$1,094.5mn (range: -US$3,900.0mn to US$2,121.0mn);
previous: -US$4,125.1mn

= Annual growth rates moderated for both exports and imports, with the
former negative for the first time in 15 months. While this is partly due to
more normalized base effects and a moderation in prices, we believe it
could also be reflecting slightly lower dynamism

= With seasonally adjusted figures, exports fell 5.8% m/m. Oil-related
goods decreased 12.6%, with non-oil down 5.4%. In the latter, we
highlight manufacturing at -6.0%, dragged by autos

= |mports declined 0.2% m/m after gains in the previous two months. Oil-
related goods fell 6.1%, with non-oil at +0.6%. Inside the latter, both
intermediate (0.7%) and capital goods (6.5%) were stronger

= \We expect trade to remain resilient in coming months, with signs of
external demand strength. Nevertheless, we stay relatively cautious as the
reversal of distortions from the normalization in prices could keep
skewing figures lower

US$1,844.4 million deficit in February. This was significantly lower than both
consensus and our estimate, with both seeing a surplus. This contrasts with the
period’s seasonality, with the usual slowdown in imports indeed in play —due to
the Lunar New Year impacting Chinese activity—, but with exports surprising
lower. Annual rates decelerated, with exports and imports at -2.8% and 4.1%,
respectively (Chart 1). In our view, difficult base effects and the normalization in
prices played a role on this. Nevertheless, it likely reflected also slightly lower
dynamism. For details, see Table 1. As a result, the trade balance accumulated a
US$27.4 billion deficit in the last twelve months, with oil at -US$36.7 billion and
a US$9.3 billion surplus in non-oil (see Chart 2).

Moderation in flows warrants some caution, albeit with price disruptions
skewing figures down. Exports fell 5.8% m/m, erasing the 4.6% gain of the
previous month. Both sectors were weaker, with oil down 12.6% and non-oil at
-5.4%. Imports were more modest at -0.2%, dragged by oil (-6.1%), but with non-
oil leaning positive at +0.6% (Table 2). In broad terms, we think these results
suggest some caution, particularly exports. Nevertheless, we should consider that
figures are expressed in nominal terms, so price disruptions —now to the
downside— continue affecting flows.

In the oil sector, the price of the Mexican oil mix edged down, with volumes also
likely lower. On imports, we believe demand remains relatively resilient, as
reflected in consumption goods (+1.6%). However, prices were also lower across
the board —in gasolines and LP & natural gas—, evidenced by intermediate items
(-9.7%).
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Within non-oil, exports fell -5.4%, with weakness centered in manufacturing
(-6.0%). Inside the latter, autos plunged 16.0%, contrasting with favorable data
from AMIA exports. ‘Others’ declined 0.5%, in our view with some support from
US industrial production resilience. Meanwhile, both agriculture (5.6%) and non-
oil mining (2.8%) increased, albeit only after relevant contractions in January. For
imports (-0.2%), the MXN appreciated further in the period, which may have
helped flows. Nevertheless, we remain wary about distortions stemming from the
Lunar New Year in China, as well as additional price adjustments. Looking at the
breakdown, we saw strength in capital goods at 6.5%, likely supported by ongoing
nearshoring efforts, while intermediate goods edged up 0.7%, helping ease some
concerns. On the contrary, consumption goods declined 5.2%, albeit after surging
19.3% in the previous month.

Resilience to prevail in coming months, albeit with caution given the likely
reversal of previous distortions. We believe the outlook for trade has become
more uncertain, with higher financial market volatility due to US and European
banking sector jitters. Nevertheless, some resilience could prevail on the back of
aramp-up in Chinese output after the Lunar New Year and the end of the COVID-
zero policy late last year. In this context, we saw a notable improvement in the
New York Fed’s Global Supply Chain Pressure Index in February, moving below
its long-term average —which would indicate no pressures— for the first time since
the pandemic started. However, it might be too soon to call for victory as shipping
costs picked up again in March according to several indicators, a situation that
may well pressure this index once again.

On US timely data, S&P Global’s PMIs strengthened in the third month of the
year. Gains centered in services (up to 53.8pts), but manufacturing also improved
(to 49.3pts). We expect this to have had a positive spillover domestically. In our
country, fundamentals have kept giving good signals that we believe impacted
consumption positively. In addition, nearshoring will likely remain as a driver for
capital goods imports, with projects close to being completed likely the main
recipients of these flows.

On the medium-term, the situation surrounding the banking sector abroad has
pushed recession expectations higher. Coupled with additional tightening by
global central banks, this implies additional hurdles for activity. The latter, along
with uncertainty on price dynamics could keep affecting global supply chains.
Another possible headwind is MXN. Although positive for imports —cheapening
them in local currency—, it does subtract some of the competitive edge for exports.
Nevertheless, with a significant share of export-oriented companies trading
exclusively in USD, the effect is more limited.

All in all, we keep seeing external demand as positive for GDP in 2023, albeit
likely not the main driver considering risks ahead. Nevertheless, we maintain a
rather favorable outlook for the medium-term as nearshoring results in higher
dividends in terms of export performance.

ap BANORTE
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Table 1: Trade balance
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% yly nsa
Feb-23 Feb-22 Jan-Feb’23 Jan-Feb’22
Total exports 2.8 21.7 9.2 16.3
oil -19.2 51.2 6.0 439
Crude oil -17.3 39.6 -1.6 335
Others -26.8 127.6 0.8 1135
Non-oil -18 26.4 10.3 14.7
Agricultural 115 45 10.7 7.9
Mining -11.6 24.6 3.2 5.9
Manufacturing 2.2 21.7 10.6 15.3
Vehicle and auto-parts -7.9 318 18.8 6.2
Others 1.0 25.6 6.6 20.2
Total imports 41 342 9.8 26.3
Consumption goods 15.8 39.9 23.0 36.0
Qil 22.8 65.5 219 68.4
Non-oil 135 331 234 27.2
Intermediate goods 0.1 358 6.3 26.2
Qil 8.5 40.8 145 44.4
Non-oil 0.6 353 55 24.6
Capital goods 284 12.6 24.0 145
Source: INEGI
Table 2: Trade balance
% m/m, % 3m/3m sa
% m/m % 3m/3m
Feb-23 Jan-23 Dec-22 Dec’22-Feb’23 Nov’22-Jan’23
Total exports 5.8 4.6 05 25 2.4
oil -12.6 1.9 118 5.5 -11.3
Crude oil -8.4 112 9.1 -14.0 -14.4
Others 274 214 162.5 39.9 2.1
Non-oil 5.4 47 -11 2.3 -1.9
Agricultural 5.6 5.4 6.6 73 16
Mining 2.8 -7.8 8.3 9.2 14.2
Manufacturing 6.0 54 -16 2.9 22
Vehicle and auto-parts -16.0 112 -1.6 3.0 08
Others 0.5 25 -1.6 2.8 3.0
Total imports 0.2 2.6 2.6 0.3 3.9
Consumption goods -3.4 204 53 8.6 45
Oil 1.6 236 21.3 139 -16.6
Non-oil 5.2 193 0.8 6.9 0.2
Intermediate goods 0.3 01 2.0 -15 4.2
Qil 9.7 8.4 7.3 -5.6 -14.7
Non-oil 0.7 0.8 15 1.1 2.9
Capital goods 6.5 0.0 4.6 4.8 0.4
Source: INEGI
Chart 1: Exports and imports Chart 2: Trade balance
% yly nsa US$ billion, 12 month rolling sum
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