a® BANORTE

Ahead of the Curve October5,2018

www .banorte.com

September’s inflation contained on lower agricultural prices, with @analisis_fundam

industrial production benefited by manufacturing strength
Juan Carlos Alderete, CFA

= Monthly inflation report (September). We expect a 0.39% m/m increase Senior Economist, Mexico
in the headline and +0.26% in the core component. We believe inflation will Juan.alderete. maca@banorte.com
be driven by higher energy and goods prices, albeit mitigated by the fall in Francisco Flores
the agricultural component. Twelve-month inflation would stand at 4.99%, Economist, Mexico

francisco.flores.serano@banorte.com

higher than the 4.90% print in August, mostly explained by an adverse base
effect, given the suspension of charges in some services in Mexico City
after the September 19" earthquake last year

» Industrial production (August). We estimate 1.9% annual growth,
stronger than the 1.3% observed in July. We anticipate a relatively high
print of 3.2% in manufacturing, supported by the healthy performance of
US industrial production and relatively high levels of forward-looking
indicators in the IMEF index. We forecast a 5.4% contraction in mining, Document for distibuion among the
driven by weak oil and gas production, and a 3.5% increase in construction general public

Mexico weekly calendar

DATE HOUR (ET) EVENT PERIOD UNIT BANORTE CONSENSUS PREVIOUS
Tue 9-Oct 9:00am CPlinflation September % m/m 0.39 0.41 0.58
% yoy 4.99 5.00 4.90
Core % m/m 0.26 0.26 0.25
% yoy ﬂ - 3.63
Tue 9-Oct 10:00am International reserves 6-Oct US$ bn 173.6
Tue 9-Oct 12:30pm  Government weekly auction: 1, 3-, 6, 12-month CETES; 10y Mbono (Jun'27); 30y Udibonos (Nov 46); 5y Bondes D
Wed 10-Oct Wage negotiations September % 51 5.50
Fri 12-Oct 9:00am Industrial production August % yoy 1.9 - 1.3
(sa) % m/m 0.9 - 0.2
Mining % yoy 5.4 - -7.0
Utilities % y oy 4.6 - 41
Construction % yoy 3.5 4.5
Manufacturing % yoy 3.2 2.4

Source: Banorte; Bloomberg



Proceeding in chronological order...

Better-behaved inflation in September on lower agricultural prices, despite
persistent increase in energy. We are forecasting a 0.39% m/m increase in the
headline figure and +0.26% in the core component. We believe inflation will be
driven by higher energy and goods prices. Within the former, we expect a 18bps
contribution due to the increase in gasoline prices during the month. In the case
of goods, we expect a 6bps contribution from processed foods and 7bps from
other goods. In spite of the latter, the impact will be mitigated by the fall in the
agricultural component, where we expect a negative contribution of 2bps from
fruits and vegetables.

With these results, 12-month inflation will stand at 4.99% in September, higher
than the 4.90% seen in August. Moreover, we forecast core inflation at 3.61%
yoy (previous: 3.63%). It is worth mentioning that the increase in the year-over-
year comparison will be mostly explained by a base effect, given the suspension
of charges in some services in Mexico City -in particular public transportation-
after the September 19" earthquake. Last year, the latter helped year-over-year
inflation to fall from 6.66% in August to 6.35% in September. Nevertheless, this
effect will be eliminated as soon as the next print, placing inflation on its path
towards our year-end forecast of 4.8%.

Weekly international reserves report. Last week, net international reserves
decreased by US$2 million amounting to US$173.6 billion. According to
Banxico’s report, this figure comes mainly as a result of a positive valuation
effect in central bank assets. In this context, the central bank’s international
reserves have increased by US$764 million during 2018 (please refer to the
following table).

Banxico's foreign reserve accumulation detail

USS$, million
2017 Sep 28, 2018 Sep 28, 2018 Year-to-date
Balance Flows
International reserv es (B)-(C) 172,802 173,566 2 764
(B) Gross international reserve 175,450 177,040 341 1,590
Pemex - - 187 -549
Federal govemment - - 19 790
Market operations - - 0 0
Other - - 135 1,349
(C) Short-term gov ernment's liabilities 2,648 3,474 343 826

Source: Banco de México

Weekly government bond auction. The Ministry of Finance (MoF) —via Banco
de Mexico as its financial agent—, will offer 10-year fixed-rate Mbonos (Jun’27),
30-year inflation-linked Udibonos (Nov’28), 5-year Bondes D, in addition to the
“more traditional” 1-, 3-, 6-, and 12-month zero-coupon Cetes (please refer to
the following table). As usual, results will be released at 12:30pm (ET).
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Auction specifics (Tuesday, October 9t 2018)

Maturity Couponrate, % Tobeauctioned' Previous yield?

Cetes

im 08-Nov-18 -- 7,000 7.67

3m 10-Jan-19 -- 11,000 7.87

6m 11-Apr-19 -- 11,000 8.00

6m 12-Sep-19 -- 12,500 8.26
Bondes D

5y 31-Aug-23 -- 5,000 0.18
M Bono

10y 03-Jun-27 7.50 9,000 7.83
Udibonos

30y 08-Nov-46 4.00 450 UDIS 3.85

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

Wage negotiations could have increased 5.1% during September. This
figure would stand below the 5.5% increase seen in August. We believe that this
will continue to be driven by relatively high levels of inflation at the end of
2017 and the first half of 2018, as well as the lagged impacted of the sharp
increase in the minimum wage at the end of 2017.

We expect a1.9% yoy expansion in August industrial output. This would be
mainly explained by our estimate that manufacturing could present a relatively
strong rebound, increasing 3.2% yoy. As usual, we expect mining to contract
around 5.4%, as oil and gas production remains challenged. In this regard, oil
Pemex reported a 5.9% decrease in oil production and 2.7% in natural gas
during the period in question. Meanwhile, construction would moderate its
expansion to 3.5% from a relatively strong 4.5% pace last month.

Using seasonally adjusted figures, we expect a 0.9% m/m expansion, which
would be the highest advance so far this year. As already mentioned, this would
be driven by positive manufacturing dynamics, supported by a healthy
performance of US industrial production. Moreover, both the employment and
new orders components in IMEF indexes have at held relatively high levels,
particularly the latter.

Industrial production
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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 ofany kind. BANORTE is not part ofany party or political trend.
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Analyst Certification.

We, Gabriel Casillas Olvera, Delia Maria Paredes Mier, Alejandro Padilla Santana, Manuel Jiménez Zaldivar, Tania Abdul Massih Jacobo, Katia
Celina Goya Ostos, Juan Carlos Alderete Macal, Victor Hugo Cortes Castro, Marissa Garza Ostos, Miguel Alejandro Calvo Dominguez, Hugo
Armando Gémez Solis, Gerardo Daniel Valle Trujillo, José Itzamna Espitia Hernandez, Valentin Ill Mendoza Balderas, Santiago L eal Singer,
Francisco José Flores Serrano, Francisco Duarte Alcocer and Leslie Thalia Orozco Vélez, 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.AB. 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 companiesthat are listed on the Mexican Stock Exchange and may be the subject of this report; nonetheless, equity analysts have to
adhereto certain rules thatregulate 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.

Analy sts’ compensation is based on activities and services that are aimed at benefiting the investment clients of Casa de Bolsa Banorte Ixe 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 analy st. However, investors should note that analy sts do not receiv e direct pay ment 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 conpanies in Mexico and abroad. It may have provided, is providing or, in the future, will provide a
service such as those mentioned to the conpanies or firns that are the subject of this report. Casa de Bolsa Banorte or its affiliates receive conpensation
from such corporations in consideration of the aforementioned services.

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

Activities of the business areas during the next three months.

Casade Bolsa Banorte, Grupo Financiero Banorte or its subsidiaries expect to receiv e 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 analy zed 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 s ecurities or derivativ e financial
instruments, whose underly ing 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 analy zed in this document.

The Analy sts of Grupo Financiero Banorte S.A.B. of C.V. do not maintain direct investments or through an intermediary person, in the securities or deriv ative
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 analy sts,
including, but not limited to, multiples analy sis, 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 analy sts 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 recommendationsincluded 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 thisreportorits content. This document may notbe 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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