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Banxico minutes focused on risks to inflation and its expectations
www.banorte.com

= Banxico Minutes (September 30"). On Thursday, Banxico will publish the @analisis_fundam
minutes of the. Septem‘per 30™ meeting, in which, in line with expectations, Juan Carlos Alderete, CFA
the Board decided to hike the reference rate by 25bps to 4.75%. Contrary to Director of Economic Research
our call, the only dissenter was Gerardo Esquivel, with Galia Borja —which juan.alderete. macal@banorte.com
voted for an unchanged stance in the previous two meetings— now supporting Francisco Flores
the hike. Just because of this, the statement was more hawkish. In this respect, Senior Economist, Mexico
we will analyze comments from each member, particularly the main factors franciscoflores serrano@banorte.com
behind their vote, views on expectations —given added emphasis on this— and
possible scenarios for the reference rate ahead. We will keep paying special
attention to inflation, particularly on three fronts: (1) Recent dynamics; (2)
updated forecasts and the delayed convergence to the target; and (3) the
balance of risks. We believe these factors will at least validate —or could even
reinforce— the hawkish bias of the statement, supporting our view of
additional hikes in this cycle

= Industrial production (August). We expect a 0.4% m/m decline, reflecting
an extension of a very challenging environment given persistent supply
restrictions, deterioration of virus conditions and other domestic challenges.
In this sense, the main lag would be mining, at -1.3% m/m and especially due
to the oil sector given the fire on August 22™ in a rig in the Ku-Maloob-Zaap
complex. However, we expect manufacturing at -0.5% m/m, returning to
contraction after the +1.4% from July. Finally, and surprisingly positive,
construction would rise 0.9% m/m. Although the overall decline would be Document for distribution among the
modest, we expect headwinds to extend into 2022 general public

Mexico weekly calendar

DATE TIME (ET) EVENT PERIOD UNIT BANORTE ~ CONSENSUS PREVIOUS
Mon 11-Oct ANTAD: Same-store sales September % yly in real terms - - -1.0
Tue 12-Oct  7:00am Industrial production August % yly 39 7.3
sa % m/m -0.4 11
Mining % yly -0.1 3.2
Utilities % yly -04 41
Construction % yly 59 15.0
Manufacturing % yly 4.8 - 6.2
Tue 12-Oct  10:00am International reserves Oct-8 US$ bn - - 198.6
Tue 12-Oct 1:00pm Job creation affiliated to IMSS September thousands - - 128.9
Thu 14-Oct  10:00am Monetary policy decision (Banxico) Sep-30

Source: Banorte; Bloomberg


https://www.banorte.com/cms/casadebolsabanorteixe/analisisyestrategia/analisiseconomico/mexico/20210930_Banxico_Sep_Eng.pdf

Proceeding in chronological order...

Industry contraction again in August, with several headwinds at play. We
expect a 3.9% y/y increase, decelerating in annual terms for a fourth month in a
row as base effects becomes less favorable. Based on our calculations, this would
result in +3.7% y/y seasonally adjusted, with an additional working day in the
annual comparison and below INEGI’s Timely Indicator of Economic Activity at
4.1%. In sequential terms we expect -0.4% m/m, reflecting a continuously
challenging backdrop on persistent supply constraints, worsening COVID-19
conditions and other domestic challenges.

The main drag would be mining, at -1.3% m/m (-0.1% y/y). This would be driven
by the oil sector, with CNH data showing production at 1,616kbpd, a new low
since July 2020. This was likely explained by the effect from a fire in an offshore
rig in the Ku-Maloob-Zaap complex that broke out on August 22™. According to
Pemex officials, production was affected for eight day across 125 fields and meant
the deferral of 1.6 million barrels (equivalent to around 1 day of national output).
This also impacted gas output, with sequential figures also lower. In addition, we
do not rule out some disruptions because of hurricanes in the period, including
Grace, and to a lesser extent, Ida. On non-oil mining, prices remained but are not
accelerating as much, possibly resulting in a more modest performance. IMSS-
affiliated employment improved, which may have been positive at the margin.

We expect manufacturing at -0.5% m/m (4.8% y/y), returning to contraction after
the +1.4% rebound in July. Nevertheless, in our view it is still limited by global
supply constraints, with COVID-19 also at play. The auto sector is still the most
salient, with stoppages at least in Toyota, GM and VW, as well as some of their
suppliers. In this sense, auto production came in at 237.0 thousand units. Using
seasonally adjusted figures (calculated by us) this implies a 13.8% m/m decline.
This is also in the same direction as manufacturing exports, down 5.0% m/m. In
addition, there may be other idiosyncratic factors weighing, such as prevailing
railway blockades in Michoacan. Signals from employment are mixed, with
positive results from IMSS contrasting with broad losses in INEGI’s report.

Lastly, and surprising positively, construction would increase 0.9% m/m (+5.9%
y/y). While it would build up on the +0.6% of the previous month, it would fall
short from June’s massive 2.0% decline. Signals for the sector are mixed.
Business confidence edged down across all subsectors, including the ‘adequate
moment to invest’. However, aggregate trend indicators were higher at the
margin, boosted by works executed by primary contractors. A relevant factor we
will be looking into is civil engineering projects, especially given the unusual
spike of the previous month. We believe this will be quite telling for the case of
a boost from public spending or if it was just a fluke. In this context, physical
investment by the federal government decelerated at the margin to 14.3% y/y in
real terms from 18.6% in July, albeit with relevant caveats due to different
accounting methods.
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https://www.banorte.com/cms/casadebolsabanorteixe/analisisyestrategia/analisiseconomico/mexico/20210917_Timely_Indicator_Aug.pdf
https://www.banorte.com/cms/casadebolsabanorteixe/analisisyestrategia/analisiseconomico/mexico/20210927_Trade_Balance_Aug_21.pdf
https://www.banorte.com/cms/casadebolsabanorteixe/analisisyestrategia/analisiseconomico/mexico/20210928_Employment_Aug_21.pdf
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While the decline would be modest, we expect headwinds for the sector to extend
into 2022. As such, we will remain on the look over additional risks and global
COVID-19 trends, considering that supply chains are still struggling to keep up
with surging demand.
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Weekly international reserves report. Last week, net international reserves
increased by US$344 million, closing at US$198.6 billion (please refer to the
following table). According to Banxico’s report, this was explained by: (1) A
US$500 million sale from Pemex to the central bank; and (2) a negative valuation
effect in institutional assets for US$156 million. So far this year, the central
bank’s international reserves have increased by US$2.9 billion.

Banxico's foreign reserve accumulation details

US$, million
2020 Oct 1, 2021 Oct 1, 2021 Year-to-date
Balance Flows
International reserves (B)-(C) 195,667 198,560 344 2,893
(B) Gross international reserve 199,056 211,435 19 12,378
Pemex - - 500 949
Federal government - - =212 -154
Market operations - - 0 0
Other - - -269 11,583
(C) Short-term government's liabilities 3,389 12,874 -326 9,485

Source: Banco de México

Banxico minutes to shed additional light on the inflation outlook and risks to
expectations. On Thursday, Banxico will publish the minutes of the September
30™ meeting, in which, in line with expectations, the Board decided to hike the
reference rate by 25bps to 4.75%. Contrary to our call, the only dissenter was
Gerardo Esquivel, with Galia Borja —which voted for an unchanged stance in the
previous two meetings— now supporting the hike. Just because of this, the
statement was more hawkish. In this respect, we will analyze comments from each
member, particularly the main factors behind their vote, views on expectations
—given added emphasis on this— and possible scenarios for the reference rate
ahead. We will keep paying special attention to inflation, particularly on three
fronts: (1) Recent dynamics; (2) updated forecasts and the delayed convergence
to the target; and (3) the balance of risks. We believe these factors will at least
validate —or could even reinforce— the hawkish bias of the statement, supporting
our view of additional hikes in this cycle.


https://www.banorte.com/cms/casadebolsabanorteixe/analisisyestrategia/analisiseconomico/mexico/20210930_Banxico_Sep_Eng.pdf
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We highlight that most Board members have commented in recent days, which
should help us in identifying their position in the document. Starting with
Governor Alejandro Diaz de Leon, he held several interviews after the decision
and this week. As the first ones are made on behalf of the institution as a
spokesman, the latter may be even more important. At AMIB’s annual
conference, he mentioned that the gradual approach taken by the central bank has
allowed for an orderly adjustment of risk premiums and the exchange rate amid
recent market volatility. In his view, this is very important ahead of the Fed’s
tapering. These comments reinforce the prudent stance that has characterized him
during his tenure and support our belief that he will push for more hikes through
the end of the year. Still more hawkish, Irene Espinosa mentioned in an interview
for Bloomberg that the increase in energy prices has increased risks about possible
second-order effects on goods, acknowledging rigidities of the core component.
More importantly, she stated that the institution is open to 50bps hikes, although
she doesn’t see a need to do so right now. This is in line with our view that risks
may be tilting towards a more accelerated pace instead of a pause in the cycle.

Taking a more moderate stance, but in our view also skewing to the hawkish side
of the spectrum, Jonathan Heath spoke with Reuters and EI Economista
newspaper. He argued about the need to continue hiking the rate due to current
inflation pressures. He was specific enough to say that around two more increases
may be warranted for an end to the hiking cycle. Given that we had recently
identified him as the ‘marginal’ voter (a situation that has shifted somewhat
because there was only one dissenter), we think that this is a strong signal about
further hikes during the rest of the year. Despite of this, he kept stressing the need
to find a balance with current economic conditions, reiterating its high
dependency to incoming data.

Lastly, Gerardo Esquivel reiterated his dovishness in an interview for Arena
Publica and a presentation posted at the central bank’s website. He believes that
Banxico’s actions have reinforced forecasts of higher inflation and affected
expectations to the upside, as they validate that the current inflation spike is more
permanent than it really is. However, he also stated that “... his view and response
is different but complacent with inflation...”. Considering this, it is likely that he
will remain as a dissenter going forward. Lastly, and as far as we know, Galia
Borja did not address the media. This could have been key to expose the reasons
behind her switch, thus making her remarks within the minutes even more
relevant.

On prices, we will focus on several issues. Firstly, we will look for drivers about
their recent performance, expanding on those quoted in the statement which
mainly focused on global issues (e.g. supply bottlenecks, rising commodities
prices, etc.). However, we will also be looking for local drivers, which could
possibly have more sway on the Board. In both, we will try to gauge individual
opinions about whether they are still considered ‘transitory’ or if they are
becoming more entrenched. Views on expectations will be especially relevant, in
our view, as the statement flagged more concerns. These were not only for the
move higher in year-end forecasts, but also on 12-month and YE2022 metrics.
Therefore, we expect some comments about this and the overall anchoring of
inflation.
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We note that the last minutes had very brief details on the upward adjustment of
inflation estimates —first released in a decision on August 12", despite being
sizable. Hence, we will see if this is expanded or not, considering that in our view
it has become the new centerpiece of the communiqué. Lastly, we remain vigilant
on the balance of risks, with the factors unchanged but still tilted to the upside
even after estimates changed.

On activity, we believe the statement still suggests some optimism as they see the
recovery extending through the remainder of the year and into 2022. However,
we will search for comments about possible downside risks based on our
assessment of a stronger deceleration in domestic demand. In the macro financial
front, we expect relevant comments about market dynamics amid recent volatility,
triggered by financial concerns in China along some tensions over the debt ceiling
in the US. This is especially key for portfolio flows and the exchange rate. We
will also evaluate comments about public finances and Pemex, especially after
the introduction of the 2022 Budget proposal.

We maintain our view that the tightening cycle remains alive and well, expecting
25bps hikes in the two remaining meetings of the year, closing December at
5.25%. Moreover. we expect three additional increases of the same magnitude in
2022, with two of them at the start of the year and the third one at the end,
influenced by the eventual start of the Fed’s hiking cycle. As such, the rate would
reach 6.00% by the end of said period.
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Analyst Certification

We, Alejandro Padilla Santana, Delia Maria Paredes Mier, Juan Carlos Alderete Macal, Manuel Jiménez Zaldivar, Marissa Garza Ostos, Francisco José
Flores Serrano, Katia Celina Goya Ostos, Santiago Leal Singer, José ltzamna Espitia Hernandez, Alik Daniel Garcia Alvarez, Victor Hugo Cortes Castro,
Hugo Armando Gémez Solis, Miguel Alejandro Calvo Dominguez, Luis Leopoldo Lépez Salinas, Leslie Thalia Orozco Vélez, Gerardo Daniel Valle Trujillo
and Juan Barbier Arizmendi, 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.



GRUPO FINANCIERO BANORTE S.A.B. de C.V.
Research and Strateg

Alejandro Padilla Santana

Chief Economist and Head of Research

Raquel Vazquez Godinez Assistant
Iltzel Martinez Rojas Analyst
Lourdes Calvo Fernandez Analyst (Edition)

Economic Research

Juan Carlos Alderete Macal, CFA
Francisco José Flores Serrano
Katia Celina Goya Ostos

Luis Leopoldo Lopez Salinas

Director of Economic Research
Senior Economist, Mexico
Senior Economist, Global
Economist, Global

Market Strateg

Manuel Jiménez Zaldivar Director of Market Strategy

Fixed income and FX Strategy
Santiago Leal Singer
Leslie Thalia Orozco Vélez

Senior Strategist, Fixed Income and FX
Strategist, Fixed Income and FX

Equity Strateg

Marissa Garza Ostos

José lizamna Espitia Hernandez
Alik Daniel Garcia Alvarez
Victor Hugo Cortes Castro

Juan Barbier Arizmendi, CFA

Director of Equity Strategy
Senior Strategist, Equity
Senior Strategist, Equity
Senior Strategist, Technical
Analyst

Corporate Debt
Hugo Armando Gémez Solis
Gerardo Daniel Valle Trujillo

Senior Analyst, Corporate Debt
Analyst, Corporate Debt

Economic Studies

Delia Maria Paredes Mier Executive Director of Economic Studies

Miguel Alejandro Calvo Dominguez Senior Analyst, Economic Studies

Wholesale Banking

Armando Rodal Espinosa Head of Wholesale Banking

Alejandro Aguilar Ceballos Head of Asset Management
Alejandro Eric Faesi Puente Head of Global Markets and Institutional Sales
Alejandro Frigolet Vazquez Vela Head of S¢lida Banorte
Arturo Monroy Ballesteros Head of Investment Banking and Structured Finance
Carlos Alberto Arciniega Navarro Head of Treasury Services
Gerardo Zamora Nanez Head of Transactional Banking, Leasing and Factoring
Jorge de la Vega Grajales Head of Government Banking
Luis Pietrini Sheridan Head of Private Banking
Lizza Velarde Torres Executive Director of Wholesale Banking
Osvaldo Brondo Menchaca Head of Specialized Banking Services
Raul Alejandro Arauzo Romero Head of Transactional Banking
René Gerardo Pimentel Ibarrola Head of Corporate Banking
Ricardo Velazquez Rodriguez Head of International Banking

Victor Antonio Roldan Ferrer Head of Commercial Banking

alejandro.padilla@banorte.com
raquel.vazquez@banorte.com
itzel. martinez.rojas@banorte.com

lourdes.calvo@banorte.com

juan.alderete.macal@banorte.com
francisco.flores.serrano@banorte.com
katia.goya@banorte.com
luis.lopez.salinas@banorte.com

manuel.jimenez@banorte.com

santiago.leal@banorte.com
leslie.orozco.velez@banorte.com

marissa.garza@banorte.com
jose.espitia@banorte.com
alik.garcia.alvarez@banorte.com
victorh.cortes@banorte.com
juan.barbier@banorte.com

hugoa.gomez@banorte.com
gerardo.valle.trujilo@banorte.com

delia.paredes@banorte.com

miguel.calvo@banorte.com

armando.rodal@banorte.com
alejandro.aguilar.ceballos@banorte.com
alejandro.faesi@banorte.com
alejandro.frigolet.vazquezvela@banorte.com
arturo.monroy.ballesteros@banorte.com
carlos.arciniega@banorte.com
gerardo.zamora@banorte.com
jorge.delavega@banorte.com
|uis.pietrini@banorte.com
lizza.velarde@banorte.com
osvaldo.brondo@banorte.com
alejandro.arauzo@banorte.com
pimentelr@banorte.com
rvelazquez@banorte.com

victor.roldan.ferrer@banorte.com

55
55
55
55

,_\AA,_\
NN N

55
55
55
55

,_\,_\A,_\
=2 ==

(55) 5268 -

(55) 1670 -
(55) 5268 -

Py

(55) 1670 -
(55) 1670 -

(55) 5268 -
(55) 1670 -

©® U g g g a
= O o O O O
—
=)
b
=]

[ee)
—

o o1 o0 o g o
o o1 o1 o1 o1 O

P -~ -~ N -
[$2]) [$a]
ol a1
NN N - L L L N s s N N N N

—
o
b
=]

1103 -
1670 -
1670 -
1103 -

1103 -
1670 -
1670 -
1103 -

55) 1670 -
55) 1670 -
55) 1670 -
55) 1670 -
55) 1670 -

5268 -
5004 -
1103 -
8173 -
5004 -
5249 -
4433 -
5004 -
5261 -
5004 -
5004 -
-1899

4043
2967
2251

4000 x 2611

4046
2957
1821

4000 x 2707

1671

2144
1698

1719
2249
2250
1800
1746

2247
2248

1694
2220

-1889
5004 -
5268 -

1282
1640
1656
5140
4091
9127
5121
6423
4676
1423
4910
1051
5279


mailto:katia.goya@banorte.com
mailto:jespitia@ixe.com.mx
mailto:hgomez01@ixe.com.mx

