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Inflation likely to end 2019 below Banxico’s 3.0% target
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= Monthly inflation report (December). We estimate headline inflation at @analisis_fundam
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LP gas (4bps). With these figures, annual inflation would close 2019 at
2.76%, below our expectations and at its lowest since August 2016

= Industrial production (November). We anticipate a 1.8% yoy decline.
Nevertheless, with seasonally-adjusted figures we see activity 1.0% m/m
higher, almost reversing the fall in October. The main support would come
from mining (+1.4% yoy) —particularly in oil- instead of a rebound in auto
within manufacturing (-1.6% yoy). In construction we expect a 6.0% yoy
drop on the back of persistently weak business confidence and low capital
spending in the public sector. It is virtually certain that industry will exhibit
its weakest year since 2009, affected to some extent by global trade
uncertainty. We remain more positive about activity in 2020, as uncertainty
diminishes and efforts to stabilize oil production continue, currently

forecasting a 0.6% yoy advance. Document for distribution among the

general public

Mexico weekly calendar

DATE HOUR (ET)  EVENT PERIOD UNIT BANORTE  CONSENSUS  PREVIOUS
Tue 7-Jan  10:00am International reserves Jan-3 US$ mn - - 180.7
Tue7-Jan  12:30pm Government weekly auction: 1-, 3-, 6-month CETES; 3y MBono (Mar'23); 3y Udibonos (Jun’22)
Tue7-Jan  4:30pm Citibanamex survey of expectations
Thu9-Jan  7:00am CPl inflation December % m/m 0.50 0.50 0.81
% yoy 2.76 2.76 2.97
Core % m/m 0.40 0.41 0.22
% yoy 3.59 - 3.65
Fri 10-Jan Wage negotiations December % 58 - 5.6
Fri10-Jan  7:00am Consumer confidence December index 44.0 - 435
Fri10-Jan  7:00am Industrial production November % yoy -1.8 16 3.0
(sa) % m/m 1.0 1.0 -11
Mining % m/m 14 - 21
Utilities % m/m 38 - 41
Construction % mim -6.0 - -9.3
Manufacturing % m/m -1.6 - -1.2

Source: Banorte; Bloomberg
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Proceeding in chronological order...

Weekly government bond auction. The Ministry of Finance (MoF) —via Banco
de Mexico as its financial agent, will offer 3-year fixed-rate Mbonos (Mar’23),
3-year Udibonos (Jun’22), in addition to 1-, 3-, and 6-month zero-coupon Cetes
(see following table). As usual, results will be released at 12:30pm (ET).

Auction specifics (Tuesday, January 7th, 2020)

Maturity Coupon rate, % To be auctioned’ P?i‘e':g;'s

Cetes

1m 06-Feb-20 -- 11,000 7.25

3m 08-Apr-20 -- 13,000 7.30

6m 02-Jul-20 -- 14,000 7.25
M Bono

3y 09-Mar-23 6.75 10,500 6.76
Udibono

3y 09-Jun-22 2.00 UDIS 875 3.54

Source: Banorte with data from Banco de México 1. Except for Udibonos, which are expressed in UDI million,
everything else is expressed in MXN million. 2. Yield-to-maturity reported for Cetes, Mbonos and Udibonos

Weekly international reserves report. Last week, net international reserves
increased US$237 million, closing at US$180.7 billion. According to Banxico’s
report, this comes from a positive valuation effect in central bank assets. In this
context, the central bank’s international reserves have increased US$6.0 billion
during 2019 (please refer to the following table).

Banxico's foreign reserve accumulation detail

US$, million
2018 Dec 27, 2019 Dec 27,2019 Year-to-date
Balance Flows

International reserves (B)-(C) 174,793 180,749 237 5,957
(B) Gross international reserve 176,384 184,181 186 7,796

Pemex - - -35 74
Federal government - - -25 1,954

Market operations - - 0 0
Other - - 246 5,768
(C) Short-term government's liabilities 1,592 3431 -51 1,839

Source: Banco de México

Annual inflation to keep falling, aided by an improvement in both core and
non-core dynamics. We estimate headline inflation at +0.50% m/m in
December, below the 0.81% of the previous month. Core inflation is expected at
0.40% (previous: 0.22%), translating into a 30bps contribution. Half of the
impact of the latter would stem from other services (+15bps). This is in line with
typical seasonal patterns, with almost 50% related to tourism (air fares, tourism
services and hotels). Also in line with usual behavior, these started to revert
during the second half of the month. Regarding core goods, these would add
11bps, seven corresponding to processed foods and four to other goods, the
latter starting to benefit by some discounts as the holiday season unwinds.

Going into the non-core component, this would increase 0.77%, adding 19bps to
the headline. We estimate 11bps from agricultural goods, driven by increases in
the prices of onions and tomatoes, with the first extending recent pressures
while the second would reverse the decline of the previous fortnight.



Energy would continue climbing, in line with their recent trend. In particular,
we expect gasolines to add 3bps in a context of lower tax subsidies and higher
international prices, despite an appreciation of the MXN. LP gas would add
4bps, although with a more stable performance in the last part of the month.

With these results, annual inflation would close 2019 at 2.76%, below our
expectations and at its lowest since August 2016 (with monthly figures). Non-
core inflation would keep declining, now at 0.36%, a new historical low. Core
inflation would keep improving at a low pace, standing at 3.59%.

Wage negotiations to climb 5.8% in December. This would be an inch above
the 5.6% of November, which we believe will be partly explained by the large
number of negotiations in the private sector relative to the public branch,
remembering that increases in the former tend to be higher than the latter. On
average, wages have increased 6.4% for employees in private companies, while
those of public workers have advanced only 3.4% (from January to November
2019). We also expect some negotiations to be influenced by the 20% increase
in the minimum wage, which despite taking effect on January 1%, 2020, was
announced back on December 17". We expect the impact of this measure to be
mostly seen in 2020, particularly in the first months of the year. Given that we
believe this will be one of the main drivers for wage dynamics in 2020, we do
not rule out that the average increase even surpasses those of 2019, which we
expect close to 5.4% (in nominal terms) taking into account December’s print.
Nonetheless, it should also be taken into account that dynamism in formal
employment has diminished on the back of lower levels of activity, which
would be a headwind for more sizable increases.

Industrial production to rebound modestly in November, supported by
mining. We anticipate a 1.8% yoy decline. Nevertheless, with seasonally-
adjusted figures we see activity 1.0% m/m higher, almost reversing the fall in
October, which was driven by construction and manufacturing, with the latter
affected by temporary shocks. Contrary to our expectations, the main support
would come from mining —particularly in oil- instead of a strong rebound in
manufacturing.

We forecast mining at +1.4% yoy, which would be the first positive print since
September 2018, when it was distorted to the upside by a base-effect related to
natural disasters in the same month of 2017. In this respect, Pemex’s crude-oil
production at 1,722kbpd (+0.3%), is more positive than in said period. Gas also
improved, at 5.0%. On a longer-term basis, production has stabilized more
clearly since last May, with this alone helping explain the more modest drag in
annual terms —given that the denominator in the calculation becomes less
challenging with the passage of time, and which could have a more sizable
effect as soon as January 2020 if this stabilization extends further.
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https://www.banorte.com/cms/casadebolsabanorteixe/analisisyestrategia/analisiseconomico/mexico/20191217_Minimum_Wage_20.pdf
https://www.banorte.com/cms/casadebolsabanorteixe/analisisyestrategia/analisiseconomico/mexico/20191213_IP_Oct_2019.pdf
https://www.banorte.com/cms/casadebolsabanorteixe/analisisyestrategia/analisiseconomico/mexico/20191213_IP_Oct_2019.pdf

In construction, we expect a 6.0% yoy drop. This would still be weak despite
standing being above the -9.3% of the previous month, as it would be only
because of a more favorable base-effect. Available data suggests challenges
remain, particularly with business confidence at new lows since February 2018.
In terms of employment the annual rate remains negative, at -1.0%, while public
finance data showed a 11.1% yoy decline in capital spending real terms,
backtracking gains in October and signaling a low chance of additional support
from government spending. Overall, the sector keeps failing to show higher
dynamism. We are hopeful but cautious about a stronger performance in 2020,
with some potential help from the private sector.

In manufacturing and contrary to our previous expectations of a stronger
rebound, we forecast a 1.6% yoy decline. This would be driven by two factors.
First, data in the auto sector improved sequentially albeit less than expected,
with production according to AMIA falling 12.9% yoy, more than the -7.5% in
exports. This suggests an inventory drawdown as operations normalized in the
US, but limits to production likely due to missing imported parts. In second
place and more worrisome, the rest of manufacturing exports plunged 2.2%,
while non-oil intermediate-goods imports, closely related to the sector, were
also weaker. On a more positive note, US manufacturing strengthened at the
margin despite being in contraction in annual terms for five consecutive months.

Lastly, the advance signal from December’s IMEF manufacturing suggests the
sector remains contained at 46.8pts, with eight consecutive months in
contraction. It is virtually a fact that industry will exhibit its weakest year since
2009, affected to some extent by global dynamics in which we highlight surging
trade uncertainty. We remain more positive about industrial activity in 2020, as
the latter diminishes and efforts to stabilize oil production continue, currently
forecasting a 0.6% yoy advance.

Industrial production
% yoy

A1 4
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Source: INEGI, Banorte

Consumer confidence to increase in December despite lower presidential
approval. We expect confidence to pick up slightly relative to the previous
month, to 44.0pts (seasonally-adjusted). This would be the first increase since
September, in our view mostly driven by components related to households’
conditions and purchasing power, on the back of positive news and indicators
during the period.
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https://www.banorte.com/cms/casadebolsabanorteixe/analisisyestrategia/analisiseconomico/mexico/20191126_InvestmentAgreement.pdf

In this regard, we believe several events during or quite close to the survey
period will likely impact consumers’ optimism positively and could help reduce
uncertainty, including: (1) The announcement of the 20% minimum wage
increase for 2020, highest in 44 years (December 16™); (2) changes to the
USMCA agreement agreed with the US and Canada, paving way for ratification
early next year (December 10™); and (3) the first phase of the government’s
Infrastructure Program, which consists of commitments by the private sector
(November 26™). In terms of hard indicators, the Mexican peso appreciated
from 19.56 to 18.94 per dollar during the survey period —also helped by the
US/China trade deal, among other factors— while inflation fell from 2.85% at the
end of November to 2.63% in the first half of December, with non-core prices
negative in annual terms for the first time in history.

Nonetheless, two main headwinds could limit the size of the uptick. First, the
President’s net approval declined from 41% to 34% according to Oraculus, a
new low since the start of the administration. The correlation with this indicator
remains positive, although its magnitude (beta) seems to have declined.
Specifically, confidence fell only modestly in November despite a strong
correction lower in the net approval indicator. Country components (both
current conditions and expectations) did react more strongly, so we believe these
will be affected the most in the month. Second, recent hard data on economic
activity keeps confirming limited to null dynamism, with sectors such as
industry affected by temporary factors, and remittances moderating. Overall, we
continue believing confidence will decline gradually towards its longer-term
average, albeit with some volatility along the way.

Consumer confidence
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Disclaimer
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The information contained in this document is illustrative and informative so it should not be considered as an advice and/or

recommendation of any kind. BANORTE is not part of any party or political trend.
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Certification of Analysts.

We, Gabriel Casillas Olvera, Alejandro Padilla Santana, Delia Maria Paredes Mier, Juan Carlos Alderete Macal, Manuel Jiménez Zaldivar, Marissa
Garza Ostos, Tania Abdul Massih Jacobo, Francisco José Flores Serrano, Katia Celina Goya Ostos, Santiago Leal Singer, José ltzamna Espitia
Hernandez, Valentin 1l Mendoza Balderas, Victor Hugo Cortes Castro, Hugo Armando Gémez Solis, Miguel Alejandro Calvo Dominguez, Luis
Leopoldo Lépez Salinas, Leslie Thalia Orozco Vélez, Gerardo Daniel Valle Trujillo, Jorge Antonio Izquierdo Lobato and Eridani Ruibal Ortega,
certify that the points of view expressed in this document are a faithful reflection of our personal opinion on the company (s) or firm (s) within this
report, along with its affiliates and/or securities issued. Moreover, we also state that we have not received, nor receive, or will receive
compensation other than that of Grupo Financiero Banorte S.A.B. of C.V for the provision of our services.

Relevant statements.

In accordance with current laws and internal procedures manuals, analysts are allowed to hold long or short positions in shares or securities
issued by companies that are listed on the Mexican Stock Exchange and may be the subject of this report; nonetheless, equity analysts have to
adhere to certain rules that regulate their participation in the market in order to prevent, among other things, the use of private information for
their benefit and to avoid conflicts of interest. Analysts shall refrain from investing and holding transactions with securities or derivative
instruments directly or through an intermediary person, with Securities subject to research reports, from 30 calendar days prior to the issuance
date of the report in question, and up to 10 calendar days after its distribution date.

Compensation of Analysts.

Analysts’ compensation is based on activities and services that are aimed at benefiting the investment clients of Casa de Bolsa Banorte and its subsidiaries.
Such compensation is determined based on the general profitability of the Brokerage House and the Financial Group and on the individual performance of
each analyst. However, investors should note that analysts do not receive direct payment or compensation for any specific transaction in investment banking
or in other business areas.

Last-twelve-month activities of the business areas.

Grupo Financiero Banorte S.A.B. de C.V., through its business areas, provides services that include, among others, those corresponding to investment
banking and corporate banking, to a large number of companies in Mexico and abroad. It may have provided, is providing or, in the future, will provide a
service such as those mentioned to the companies or firms that are the subject of this report. Casa de Bolsa Banorte or its affiliates receive compensation
from such corporations in consideration of the aforementioned services.

Over the course of the last twelve months, Grupo Financiero Banorte S.A.B. C.V., has not obtained compensation for services rendered by the investment
bank or by any of its other business areas of the following companies or their subsidiaries, some of which could be analyzed within this report.

Activities of the business areas during the next three months.

Casa de Bolsa Banorte, Grupo Financiero Banorte or its subsidiaries expect to receive or intend to obtain revenue from the services provided by investment
banking or any other of its business areas, by issuers or their subsidiaries, some of which could be analyzed in this report.

Securities holdings and other disclosures.

As of the end of last quarter, Grupo Financiero Banorte S.A.B. of C.V. has not held investments, directly or indirectly, in securities or derivative financial
instruments, whose underlying securities are the subject of recommendations, representing 1% or more of its investment portfolio of outstanding securities
or 1 % of the issuance or underlying of the securities issued.

None of the members of the Board of Grupo Financiero Banorte and Casa de Bolsa Banorte, along general managers and executives of an immediately
below level, have any charges in the issuers that may be analyzed in this document.

The Analysts of Grupo Financiero Banorte S.A.B. of C.V. do not maintain direct investments or through an intermediary person, in the securities or derivative
instruments object of this analysis report.

Guide for investment recommendations.

Reference
BUY When the share expected performance is greater than the MEXBOL estimated performance.
HOLD When the share expected performance is similar to the MEXBOL estimated performance.
SELL When the share expected performance is lower than the MEXBOL estimated performance.

Even though this document offers a general criterion of investment, we urge readers to seek advice from their own Consultants or Financial Advisors, in
order to consider whether any of the values mentioned in this report are in line with their investment goals, risk and financial position.

Determination of Target Prices

For the calculation of estimated target prices for securities, analysts use a combination of methodologies generally accepted among financial analysts,
including, but not limited to, multiples analysis, discounted cash flows, sum-of-the-parts or any other method that could be applicable in each specific case
according to the current regulation. No guarantee can be given that the target prices calculated for the securities will be achieved by the analysts of Grupo
Financiero Banorte S.A.B. C.V, since this depends on a large number of various endogenous and exogenous factors that affect the performance of the
issuing company, the environment in which it performs, along with the influence of trends of the stock market, in which it is listed. Moreover, the investor
must consider that the price of the securities or instruments can fluctuate against their interest and cause the partial and even total loss of the invested
capital.

The information contained hereby has been obtained from sources that we consider to be reliable, but we make no representation as to its
accuracy or completeness. The information, estimations and recommendations included in this document are valid as of the issue date, but are
subject to modifications and changes without prior notice; Grupo Financiero Banorte S.A.B. of C.V. does not commit to communicate the
changes and also to keep the content of this document updated. Grupo Financiero Banorte S.A.B. of C.V. takes no responsibility for any loss
arising from the use of this report or its content. This document may not be photocopied, quoted, disclosed, used, or reproduced in whole or in
part without prior written authorization from Grupo Financiero Banorte S.A.B. of C.V.
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