P BANORTE

Ahead of the Curve

We expect GDP for 1Q19 at 1.5% yoy, a slowdown in March
remittances and a decline in IMEF’s PMI indices in April
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the first year of a new Federal administration (which has been confirmed in
public finance reports) and a challenging global environment, particularly
for trade. By component, we forecast 5.3% growth in primary activities
(previous: 3.0%), a 0.3% contraction in industry (previous: -0.9%) and 2.2%
in services (previous: 2.7%). The contraction in IP would be mainly
explained by the fall in January and February as we expect it to rebound in
March. Finally, services would continue to show some strength despite early
signs of a deceleration in the last month of the quarter
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Mexico weekly calendar

DATE HOUR (ET) EVENT PERIOD UNIT BANORTE CONSENSUS PREVIOUS
Mon 29-Apr  12:30pm Government weekly auction: 1-, 3-, 6-month CETES; 3y Mbono (Dec'21); 3y Udibonos (Jun'22)
Tue 30-Apr  9:00am GDP 1Q19 (P) % yoy 15 14 1.7
(sa) % qlq 0.2 - 0.2
Primary activities % yoy 53 - 3.0
Industrial production % yoy -0.3 - 0.9
Services % yoy 2.2 - 2.7
Tue 30-Apr 10:00am Comercial banking credit March % yoy 6.2 - 6.1
Consumption % yoy 2.3 - 2.2
Housing % yoy 5.7 - 5.7
Non-banking private firms % yoy 7.6 - 75
Tue 30-Apr 10:00am International reserves Apr-26 US$ bn - - 176.5
Tue 30-Apr 3:30pm Budget balance March MXN bn - - 9.9
Wed 1-May Markets closed due to Labor Day
Thu 2-May 10:00am Family remmittances March US$ mn 2,791.0 2,833.0 2,387.4
Thu 2-May 10:00am Banxico's survey of economic expectations April
Thu 2-May 1:00pm PMI's survey (IMEF) April
Manufacturing index 486 - 50.2
Non-manufacturing index 50.6 - 512

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 (Dec’21),
3-year inflation-linked Udibonos (Jun’22), in addition to the “traditional” 1-, 3-,
and 6-month zero-coupon Cetes (please refer to the following table). As usual,
results will be released at 12:30pm (ET).

Auction specifics (Monday, April 29t 2019)

Maturity Couponrate,%  To be auctioned! Previous yield?

Cetes

m 30-May-19 -- 5,000 7.75

3m 01-Aug-19 -- 10,000 8.07

6m 24-Oct-19 -- 11,500 8.16
Mbonos

3y 09-Dec-21 7.25 9,700 7.87
Udibonos

3y 09-Jun-22 2.00 UDIS 950 4.04

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

Mexico’s preliminary GDP expected at 1.5% in 1Q19. This figure would be
lower than the 1.7% observed in 4Q18. With seasonally-adjusted figures we
anticipate a 0.2% q/q, the same magnitude as in the previous quarter. In case of
materializing, this would be a positive outcome considering high uncertainty
during the period, particularly due to a series of transitory shocks during the first
two months. Additionally, we should also consider the typical slowdown in
government spending associated with the first year of a new Federal
administration (which has been confirmed in public finance reports) and a
challenging global environment, particularly for trade.

In this context, GDP during the first two months of the year averaged 1.2% yoy
according to the Global Economic Activity Indicator, so we anticipate 2.2% in
March. This latter figure would be pushed higher by a favorable base effect due
to the timing of the Easter holiday, which was in April this year vs. March 2018,
adding labor days. By component, we forecast 5.3% growth in primary activities
(previous: 3.0%), a 0.3% contraction in industrial activity (previous: -0.9%) and
2.2% in services (previous: 2.7%).

The fall in the secondary sector would be mainly explained by the downfall in
January and February (-1.0% and -0.8% vyoy, respectively), but actually
rebounding in March. We should mention that despite the base-effect, industry
would advance only marginally in the month, benefited by manufacturing. In
this respect, auto production grew 4.8% after dipping 5% in February according
to AMIA, additionally supported by the fading impact of the abovementioned
shocks. On the contrary, manufacturing in the US has slowed down, in lockstep
with the global environment. Regarding local drivers, intermediate goods
imports surprised negatively as they only grew 0.7% yoy, which is relevant as
they are mainly inputs to manufacturing. Mining will keep subtracting to the
headline, with this decline marking the 24™ consecutive quarter in contraction
despite gradually moderating its decline. Construction has shown a mixed
performance and would be marginally positive taking into account our forecast.
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Lastly, the moderation in services would also be mainly because of the first two
months. Although retail sales were favorable in this period (+3.4% when
compared to the same period 2018), timely data released so far show a more
challenging environment, with ANTAD and Walmart sales at -3.3% yoy in real
terms (vs. -0.6% in February) and +0.4% (from 1.4%). Nevertheless,
transportation is expected to be more positive given that it is our take that it was
affected previously by the shocks mentioned, so we anticipate that it could
accelerate slightly in the month.

Weekly international reserves report. Last week, net international reserves
fell by US$10 million, closing at US$176.5 billion. According to Banxico’s
report, this figure comes mainly from a negative valuation effect in central bank
assets. In this context, the central bank’s international reserves have increased
US$1.7 billion during 2019 (please refer to the following table).

Banxico's foreign reserve accumulation detail

USS$, million
2018 Apr 17, 2019 Apr 17, 2019 Year-to-date
Balance Flows
International reserves (B)-(C) 174,793 176,455 -10 1,663
(B) Gross international reserve 176,384 184,293 47 7,909
Pemex - - 218 336
Federal government - - -143 6,256
Market operations - - 0 0
Other - - -122 1,317
(C) Short-term government's liabilities 1,592 7,837 -37 6,246

Source: Banco de México

Banking credit will show a 6.2% yoy increase in March. It is our take that
credit to the non-financial sector continued flowing. In particular, we estimate a
6.2% yoy expansion in real terms as a result of a 2.3% increase in consumer
credit, coupled with a 5.7% and 7.6% expansion in mortgages and corporate
credit, in the same order.

MoF’s public finance report (March). In this report, attention will center on
the public balance. It should be noted that the public deficit as of the end of
February stood at MXN$27.6bn, better than the MXN$89.1bn approved deficit.
In addition, attention will focus on revenue and spending, especially when
compared to the update in the 2020 Macroeconomic Forecasts from the
Ministry of Finance. Finally, we will also look into public debt, which as of
February stands at MXN$10.5tn (as measured by the HBPSBRs), remembering
that with this being a quarterly report, will also be measured as a percentage of
GDP.

Growth in remittances to slow in March. We expect remittances at US$
2,791.0 million (4.3% yoy), moderating relative to the first two months of the
year, which on average grew 6.4%. In our view, this would be driven by cooling
employment of Mexican migrants in the US. The most impacted were those
without citizenship (-0.5% yoy), with their first decline since September. Those
with citizenship slowed to 2.9% from 3% in February. Considering both groups,
employment decelerated to only 0.5% from 2% in the previous month.
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We believe immigration policies will keep influencing positively the pace of
remittances. According to our news monitoring, no significant developments
were observed in the month, with tensions picking up again in April as a result
of increased checks at the border crossings along more aggressive rhetoric by
President Trump. In this respect, we do not discard a rebound in remittances
next month. The FX rate was broadly stable, moving slightly higher during the
month from 19.26 to 19.37 per dollar, with the Mexican peso accumulating a
YTD gain of 1.4%.

With these figures, remittances in 1Q19 would have grown 5.7% yoy, above the
4% pace observed in the same period of 2018. Additionally, the 12-month
rolling flow would be US$ 33,876.8 million, a 10.8% annual growth from
10.6% in February. Despite data so far supporting our view that remittances will
moderate this year, it is worth remembering that the highest growth rate was in
2018 was in the second quarter, so the base-effect will become more difficult in
coming months. We still think that remittances will remain healthy as long as
the US doesn’t fall into recession, which is not our base-case Sscenario.
Nevertheless, the deceleration in activity is likely to continue impacting the pace
of job creation for Mexican migrants, as observed in recent figures.
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% yoy

30 -

25 -

20

15 -

10 -

5 - 4.3
?nar-17 se;;-17 ma‘r-18 se|:;-18 ma‘r-19

Source: Banxico

Banxico’s survey of economic expectations. As usual, markets will focus on
inflation forecasts. The median for 2019 is 3.6%, still above our 3.5%.
Moreover, the medium-term estimate remains above target, standing at 3.5%. In
addition, estimates for the reference rate will also be published. Our expectation
is still for Banxico to start an easing cycle as soon as June with a 25bps cut in
said meeting. Forecasts for GDP will also be published. In the last survey,
economists revised growth estimates for 2019 down from 1.6% to 1.5%, in line
with our call. For 2020 it was also revised lower to 1.9% from 2.0%. Finally, we
could see a marginal revision in the exchange rate, considering that the YE19
forecast stands at USD/MXN 20.13 (Banorte: 20.30).
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PMI indices expected to decline in April, especially manufacturing. We
expect the manufacturing index to fall to 48.6pts from 50.2pts sa in March,
extending its decline of the previous month. It is our take that the indicator will
be impacted by delays in the transit of freight transportation at the US border.
According to several news outlets, these started on March 29" and have
impacted activity in Ciudad Juarez, Tijuana, Nogales, and Nuevo Laredo.
Moreover, the heads of the automotive and freight transportation chambers have
stated that the impact has been significant and they have persisted until today. In
our view, these could impact the deliveries component the most, but also could
be reflected in the production sub-index, given the build-up in inventories. US
data for April is mixed, with the PMI manufacturing stable and in expansion at
52.4pts but with regional indicators, such as Philly and Richmond, declining.
Last but not least, the Mexican peso appreciated from 19.4 per dollar to around
18.93, which in our view is slightly net negative for local producers.

Going to the non-manufacturing index, we expect a modest decrease to 50.6pts
from 51.2pts, seeing a slight reversal after increasing for the past four months.
Additionally, we see a possible impact from higher inflation during the 1% half
of April, which has been coupled with a persistently lower rate of formal job
creation that suggests the labor market is cooling off. Nevertheless, consumer
fundamentals remain strong, with real wage gains gathering pace since the start
of 2019, lifting purchasing power. In this sense, the non-tradeable sector is
likely to continue exhibiting a better performance relative to those more exposed
to the external front.

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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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
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Compensation of Analysts.
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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.
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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
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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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