Minimum Wage - 20% increase in 2023

= Today, the National Commission for Minimum Wages (CONASAMLI, in
Spanish) announced a 20% increase in the minimum wage (MW) for
2023, from $172.87 to $207.44 per day

= This increase is similar to the adjustments seen in the previous three years
(2022: 22%; 2021: 15%; 2020: 20%)

= The government maintains its policy of aiming for a gradual recovery in
wages. The measure had unanimous support from government entities,
worker’s unions, and the private sector

= In the case of the Northern Border, the increase was at the same rate
(20%), from $260.34 to $312.41 per day

= The announcement comes in an environment of higher cost pressures for
companies. According to PPI, Agriculture, Construction and Lodging &
Restaurants have been the most pressured in the last two years

= Therefore, we will analyze if this implies upside risks to our 2023 inflation
estimate, currently at 5.4% (core: 5.7%)

Minimum wage set to increase 20% in 2023. Today, the National Commission
for Minimum Wages (CONASAMI, in Spanish) announced a 20% increase in the
minimum wage (MW) starting on January 1%, 2023. Once again, this is composed
of two factors: (1) An increase in pesos related to the Independent Recovery
Amount (MIR, in Spanish), designed to protect Mexican households’ purchasing
power; and (2) a percentage increase above this updated amount, linked to
inflation. In this respect, the National Minimum Wage will stand at $207.44 from
$172.87 per day (see chart below to the left), comprised of an increase of $15.72
in the MIR plus 10.0%. Hence, the total hike stands at 20% (see table below for
details). We should mention that average inflation so far this year (until 1H-
November) has been 7.9%, which would imply a recovery despite additional
pressures for the rest of the year. Remembering that the Minimum Wage for the
Northern Border was introduced since 2019, the latter will pick up by the same
magnitude (20%), with the MIR up by $23.67 and the same inflation adjustment
of 10.0%.
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National minimum wage increases by factors
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*Note: From 2019 onwards, the amount and percentage increase refer only to the minimum wage
that excludes the Northern Border, as both are differentiated.
Source: Banorte with data from CONASAMI, Labor Ministry and IMSS

*Note: From 2019 onwards, the amount and percentage increase refer only to the minimum wage
that excludes the Northern Border, as both are differentiated.
Source: Banorte with data from CONASAMI



More ambitious target towards the end of this administration. The
announcement comes in a context in which the target for the minimum wage has
been increasing. In this sense, it should be noted that, at the beginning of this
administration, the goal was for the minimum wage to increase 100% relative to
its level at that time (of $88.32), which implied reaching $176.72 by 2024. With
the increase announced today, this amount has already been exceeded. After this,
and according to press reports, the target was reconsidered towards the end of
2021 due to a more adverse inflationary backdrop because of the pandemic. In
particular, it rose to $226 per day, which means that a 10% gap remains to be
filled with the upcoming MW. However, it seems that the objective was adjusted
again in the middle of this year. Specifically, the president of CONASAMI, Luis
Munguia, commented that a target of $260 a day is being considered by the end
of this administration due to the impact of energy price pressures —as well as other
goods, especially food items— and the war in Ukraine. Therefore, an advance of
around 25% would be needed by 2024 to reach the target. On the other hand,
Munguia commented that the target level is not fixed and can be negotiated in the
Board of Representatives.

Additional progress needed to cover the ‘Poverty Line in Urban Areas per
Family Unit’. In its 202 1-2024 Institutional Program, the CONASAMI proposed
reaching 100% of the ‘Poverty Line in Urban Areas per Family Unit’ (PLUAF).
The latter is a monetary reference of the minimum income necessary for a family
to buy the food and non-food basket each month in urban areas. It is calculated
from CONEVAL’s estimate of the ‘Urban Income Poverty Line’ (individual)
—which contemplates a basic basket of food and non-food goods and services—
,then multiplied by 1.7 times to convert it to a family unit. Until October 2022,
the equivalent monthly income based on this line would be around $7,155.18 (see
graph below, left). Meanwhile, the monthly income with the minimum wage that
will take effect next year is $6,223.20. Therefore, the gap would remain. To close
it at the beginning of 2024 —and applying our forecast of 5.7% for core inflation
in 2023 to the PLUAF in order to add an inflationary impact— the MW would
have to rise another 22%. Considering this, we believe that the adjustment for
2024 could be around 22-25%, which in our view is high.

Similar to the previous year, the agreement was unanimous, expecting a
benefit for 6.4 million workers. According to comments from the CONASAMI
and from the minister for Labor, Luisa Maria Alcalde, the agreement was
unanimous, supported by government entities, worker’s unions, and the private
sector. On the other hand, and similar to previous years, this hike would benefit a
greater share of the population. According to the National Employment Survey
(“Encuesta Nacional de Ocupacion y Empleo”, ENOE, in Spanish) 31.9% of the
labor force earned up to one MW as of 3Q22 (vs. 24.1% as of 4Q21), totaling
around 18.3 million people (see chart below, right). According to Munguia,
around 6.4 million formal workers will be benefitted. Assuming all of them are
workers affiliated to IMSS, this would correspond to close to 29.6% of total
employees. In our view, this distinction is important as enforcement is likely to
be much stronger in the formal than the informal sector.
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Poverty Line in Urban Areas per Family Unit and Minimum Wage Employed population by level of income
MXN (monthly) % of employed persons
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CONASAMI anticipates a limited effect on inflation. On his Twitter account,
Munguia affirmed that the Commission’s research points to a practically null
effect on headline inflation from this increase. Specifically, he said that the 20%
increase could imply an increase of 0.12% in headline inflation. Among the
papers studied, we highlight one that calculates the additional labor cost each year
due to the increase in minimum wages. The latter is based on IMSS’s formal
employment microdata. To provide more context, the minimum wages applicable
for 2022 were $260.34 per day at the Northern Border and $172.87 for the rest of
the country. Consequently, they calculate the additional wage that should be given
to those earning less than these minimum wages to fill the gap. For example, a
person who earned $150 per day in December 2021 would require $22.87 more
to reach the new wage of $172.87 (for the rest of the country). This represents an
increase of 15.2%. Applying this procedure to every employee in the formal
sector who earns less than the new minimum wage, the total additional labor cost
in the formal sector can be estimated.

It is important to use the total payroll because an increasing number of people will
need to be compensated to achieve the new MW as it rises, it. This also increases
the total cost. Lastly, the additional cost is presented as the percentage of the total
payroll, therefore approximating the effect on companies’ labor costs. For 2022,
CONASAMI calculated that the additional cost was only 1.8% of the total payroll
at the Northern Border and 1.2% for the rest of the country, which is quite low
(see graph below). In this backdrop, the paper also emphasizes that the labor costs
represent only 9% of total companies’ costs, according to 2020 Economic Census.
Despite of the latter, it is important to emphasize that: (1) These figures only take
into account the direct and marginal impact of the increase in total labor costs
and exclude the ‘lighthouse effect’, which refers to the upward influence that the
increase may have on other wages in the economy; and (2) it does not consider
the potential costs that it may represent in terms of higher job instability,
especially in the event of a migration of employees from the formal to the
informal sector. Finally, if the increase implies losses in total jobs, the labor cost
would tend to be lower than calculated.
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Labor cost of minimum wage increases
% of total payrolls
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Pressures in some sectors due to higher input costs during the last two years.
This is due to an environment of higher raw material prices for businesses due to
supply chain issues and the war between Russia and Ukraine, among other factors.
The chart below on the left shows the accumulated increase in the last two years
on PPI for some sectors, when pressures in raw materials prices from said shocks
exacerbated. We highlight Agriculture; Construction; and Lodging & Restaurants
among those which have had the largest increases. Moreover, the graph below to
the right shows that PPI excluding oil had a stronger cumulative advance than
CPI up to August. In this context, the increase announced today —which will apply
to a higher percentage of the population— might represent additional challenges
in these categories, as is partially alluded by CONASAMI in the previous study.
Consistent with this, sectors with the highest input pressures are very similar to
those that Banxico identified yesterday in its Quarterly Report —also including
Commerce— as those in which the minimum wage increases translate more
strongly into the Average Wage at IMSS (AWI). Said similarity seems relevant
to us and suggests the possibility that the increase announced today could have a
higher impact on CPI items such as food (processed and agricultural foods),
dinning away from home, and even housing. In addition, we think this increases
the risk that annual core inflation takes longer to decline towards levels more
consistent with the central bank’s target.
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Meanwhile, we believe the ‘lighthouse effect’ will likely remain moderate.
Recent dynamics and available data for this year suggest that the impact from the
minimum wage increase on the rest of the wage distribution —through the so-
called ‘lighthouse effect’— remains limited. In this sense, so far in 2022 (with
figures until October), the AWI has increased little less than half of the MW. This
is in line with dynamics seen in 2021 and quite similar to the average observed
since 2017 (chart below, right). Therefore, we believe the 20% increase for the
MW in 2023 could have an impact of around 10% in the AWI.
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the announced increase in the MW. For 2022, the AWI is year-to-date until October.
Source: Banorte with data from CONASAMI, Labor Ministry and IMSS

All in all, we believe the available evidence points to a scenario in which the

minimum wage increase will have a moderate impact on headline inflation.

However, its effect could be higher for the core. Firstly, due to the strong and

diverse cost pressures that companies have experienced, which have eroded profit

margins. Among them, we highlight goods producers, including in food items.

Considering the minimum wage increases already accumulated in recent years

and higher mid-term inflation expectations (currently at 4%), we will analyze

closely its potential impact on CPI dynamics. In this backdrop, we reiterate our

year-end 2023 inflation forecast of 5.4%. The core would be higher, at 5.7%. The

latter is explained, at least partially, by our view that cost pressures and this MW

increase will limit a faster decline despite a higher reference rate by Banxico and

a potential economic slowdown. Lastly, the 20% increase is quite in line with our

previous expectations, so we do not adjust our estimates even though it could add

some risks to our forecasted path.



4p BANORTE

Analyst Certification

We, Alejandro Padilla Santana, Juan Carlos Alderete Macal, Alejandro Cervantes Llamas, Manuel Jiménez Zaldivar, Marissa Garza Ostos, Katia
Celina Goya Ostos, Francisco José Flores Serrano, José Luis Garcia Casales, Victor Hugo Cortes Castro, José Itzamna Espitia Hernandez, Carlos
Hernandez Garcia, Leslie Thalia Orozco Vélez, Hugo Armando Gomez Solis, Yazmin Selene Pérez Enriquez, Cintia Gisela Nava Roa, Miguel
Alejandro Calvo Dominguez, Daniela Olea Suarez, José De JesUs Ramirez Martinez, Gerardo Daniel Valle Trujillo, Luis Leopoldo Lépez Salinas,
Isaias Rodriguez Sobrino, Paola Soto Leal, Daniel Sebastian Sosa Aguilar and Salvador Austria Valencia 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

Raquel Vazquez Godinez

ltzel Martinez Rojas

Lourdes Calvo Fernandez

Maria Fernanda Vargas Santoyo

Economic Research
Juan Carlos Alderete Macal, CFA

Francisco José Flores Serrano
Katia Celina Goya Ostos
Yazmin Selene Pérez Enriquez
Cintia Gisela Nava Roa

Luis Leopoldo Lépez Salinas

Market Strateg
Manuel Jiménez Zaldivar

Fixed income and FX Strategy
Leslie Thalia Orozco Vélez
Isafas Rodriguez Sobrino

Equity Strateg

Marissa Garza Ostos

José ltzamna Espitia Hernandez
Carlos Hernandez Garcia
Victor Hugo Cortes Castro
Paola Soto Leal

Corporate Debt
Hugo Armando Gémez Solis
Gerardo Daniel Valle Trujillo

Quantitative Analysis
Alejandro Cervantes Llamas
José Luis Garcia Casales

Daniela Olea Suérez

Miguel Alejandro Calvo Dominguez
José De Jesus Ramirez Martinez
Daniel Sebastian Sosa Aguilar
Salvador Austria Valencia

Wholesale Banking
Armando Rodal Espinosa

Alejandro Aguilar Ceballos
Alejandro Eric Faesi Puente
Alejandro Frigolet Vazquez Vela
Arturo Monroy Ballesteros
Carlos Alberto Arciniega Navarro
Gerardo Zamora Nanez

Jorge de la Vega Grajales

Luis Pietrini Sheridan

Lizza Velarde Torres

Osvaldo Brondo Menchaca
Raul Alejandro Arauzo Romero
René Gerardo Pimentel Ibarrola
Ricardo Vel4zquez Rodriguez
Victor Antonio Roldan Ferrer

Chief Economist and Head of Research
Assistant

Analyst

Analyst (Edition)

Analyst

Executive Director of Economic Research and Financial
Markets Strategy
Director of Economic Research, Mexico

Director of Economic Research, Global
Senior Economist, Mexico

Senior Economist, Mexico

Manager Global Economist

Director of Market Strategy

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

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

Senior Analyst, Corporate Debt
Analyst, Corporate Debt

Executive Director of Quantitative Analysis
Director of Quantitative Analysis

Senior Analyst, Quantitative Analysis
Senior Analyst, Quantitative Analysis
Senior Analyst, Quantitative Analysis
Analyst, Quantitative Analysis

Analyst, Quantitative Analysis

Head of Wholesale Banking

Head of Asset Management

Head of Global Markets and Institutional Sales

Head of Sélida Banorte

Head of Investment Banking and Structured Finance
Head of Treasury Services

Head of Transactional Banking, Leasing and Factoring
Head of Government Banking

Head of Private Banking

Executive Director of Wholesale Banking

Head of Specialized Banking Services

Head of Transactional Banking

Head of Corporate Banking

Head of International Banking

Head of Commercial Banking

alejandro.padilla@banorte.com
raquel.vazquez@banorte.com
itzel.martinez.rojas@banorte.com
lourdes.calvo@banorte.com
maria.vargas.santoyo@banorte.com

juan.alderete.macal@banorte.com

francisco.flores.serrano@banorte.com
katia.goya@banorte.com
yazmin.perez.enriquez@banorte.com
cintia.nava.roa@banorte.com
luis.lopez.salinas@banorte.com

manuel.jimenez@banorte.com

leslie.orozco.velez@banorte.com
isaias.rodriguez.sobrino@banorte.com

marissa.garza@banorte.com
jose.espitia@banorte.com
carlos.hemandez.garcia@banorte.com
victorh.cortes@banorte.com
paola.soto.leal@banorte.com

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

alejandro.cervantes@banorte.com
jose.garcia.casales@banorte.com
daniela.olea.suarez@banorte.com
miguel.calvo@banorte.com
jose.ramirez.martinez@banorte.com
daniel.sosa@banorte.com
salvador.austria.valencia@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) 1103 - 4043
(55) 1670 - 2967
(55) 1670 - 2251
(55)
(55)

55) 1103 - 4000 x 2611

55) 1103 - 4000

55) 1103 - 4046

(55)

(55) 1670 - 2957
(55) 1670 - 1821
(55) 5268 - 1694
(55) 1103 - 4000
(55)

55) 1103 - 4000 x 2707

(55) 5268 - 1671

(55) 5268 - 1698
(55) 1670 - 2144

(55) 1670 - 1719
(55) 1670 - 2249
(55) 1670 - 2250
(55) 1670 - 1800
(55)

55) 1103 - 4000 x 1746

(55) 1670 - 2247
(55) 1670 - 2248

(55) 1670 - 2972
(55) 8510 - 4608
55) 1103 - 4000
55) 1670 - 2220
55) 1103 - 4000
55) 1103 - 4000

(
(
(
(55) 1103 - 4000

= 2 2=

(55) 1670 - 1889
(55) 5004 - 1282
(55) 5268 - 1640
(55) 5268 - 1656
(55) 5004 - 5140
(81) 1103 - 4091
(81) 8173 - 9127
(55) 5004 - 5121
(55) 5249 - 6423
(55) 4433 - 4676
(55) 5004 - 1423
(55) 5261 - 4910
(55) 5004 - 1051
(55) 5004 - 5279
(55) 1670 - 1899


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

