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Wage negotiations - 4.9% increase in January 10, 2019
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= The Ministry of Labor just published contractual wage negotiations for

December Francisco Flores
Economist; Mexico
= \Wage negotiations (December): 4.7%; Banorte: 5.1%; previous: 5.4% francisco.flores.serrano@banorte.com
=  With these figures, the average increase in 2018 amounted to 4.9% and Miguel Calvo
benefited 2.4 million workers, the most in the history of the indicator Regional Analyst

miguel.calvo@banorte.com
= In this context, workers in the private sector saw their wages increase
5.7%, while employees in the public branch only got a 3.4% raise

= We believe wage dynamics during 2018 were heavily influenced by two
factors: (1) Persistently high inflation throughout the year; and (2) the
10.4% minimum wage increase that went into effect in December 2017

= Looking ahead, we continue to expect upward pressures in wages given
the 16.2% minimum wage increase

= San Luis Potosi stood out as the federal entity with the highest average
salary increase of the country in 2018

Wages increased 4.9 % in 2018. In this context, 2.4 million workers got the
average raise, 48.1 thousand more than last year and a new high in the history of
the indicator (which is compiled since 1988). It is worth noting that the 4.9%
increase is the highest since 2002, when it reached 5.8%. In this context, we
believe wage dynamics were heavily influenced by two factors: (1) Persistently
high inflation throughout the year, which averaged 4.9%; and (2) the 10.4%
minimum wage increase, which unlike usual, went into effect in December
instead of January.

In 2018, 1.5 million workers in the private sector saw their wages increase an
average of 5.7%. On the public side, 813.7 thousand employees got a 3.4% raise
(as shown in the following table).

In December, wages increased 4.7%, below our 5.1% estimate and 5.4% in the
previous month. It should be noted that in December negotiations tend to slow
down due to the holiday period. In this regard, 43.8 thousand workers got a
raise. Out of those, only 30 belong to the public sector, totaling a 4.4% increase.
The remaining are in the private sector, with their wages up by 4.7%.

Contractual wage negotiations Document for distribution among
%; number of workers public

% nominal Dec-18 Nov-18 2018 2017

Total 47 5.4 49 4.4

Public 44 4.1 34 341

Private 4.7 55 5.7 5.1

Number of workers

Total 43,788 92,024 2,358,054 2,309,962

Public 30 8,394 813,695 806,225

Private 43,758 83,630 1,544,359 1,503,737

Source: Ministry of Labor
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Contractual wage negotiations Workers receiving a wage increase
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Wages in the industrial sector during 2018 increased 5.4%, benefitting 1.1
million workers. Taking a look at the breakdown, 823.6 thousand employees
belong to the manufacturing sub-sector, which got a 6.0% average increase. In
the monthly dynamic, 23.7 thousand in this subsector received a 5.2% average
raise.
Services sector wages’ posted a 4.4% average growth for 1.2 million
workers during the year. Within the sector, the highest increase was 5.5% for
146.2 thousand workers in commerce. In December, wages of 768 workers in
financial services increased 6.6%. Moreover, 12.3 thousand employees in
transportation furthered their wages 3.2%.
Contractual wage negotiations by sector
December 2018 2018 2017
%yoy Workers %yoy Workers %yoy Workers
Industrial 5.3 24,245 54 1,112,487 438 1,114,911
Mining 6.4 520 39 195,372 36 200,758
Manufacturing 52 23,706 6.0 823,591 53 816,361
Construction 0.0 0 5.1 1,665 43 2,965
Utilities 28 19 34 91,859 32 94,827
Services 40 19,395 44 1,236,798 40 1,185,802
Commerce 59 2,302 55 146,206 49 135,421
Transport, storage and communications 3.2 12,300 49 326,565 4.6 311,346
Financial and real estate services 6.6 768 55 124,399 42 107,122
Other 48 4,025 3.7 639,628 34 631,913
Agricultural 106 148 7.1 8,769 5.1 9,249

Source: Ministry of Labor

Looking ahead, we continue to expect upward pressures in wage
negotiations. Going forward, we believe that negotiations will remain pressured
to the upside given the 16.2% minimum wage increase announced on December
17th —coming into effect on January 1st—. In particular, we expect the contagion
effect could be greater in the northern border considering that the adjustment in
that region was +100% vs. 16.2% in the rest of the country.
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At a state level

San Luis Potosi stood out as the federal entity with the highest average
increase in the country during 2018. San Luis Potosi registered the highest
average salary increase of the country (+ 8% nominal terms). This was achieved
through 121 negotiations for a total of 31,194 workers in the state, which
belonged to workers in the state’s government and police force. We highlight
that the highest salary increase occurred in February (11.2% nominal terms). As
we can see in the following graph, both the number of workers and the average
salary increase was the highest in the entity in the last four years.
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It is worth noting there are 22,207 workers who work in more than one entity
which received an average increase of 4% during the month. However, these are
not considered in the regional analysis. In 2018, a total 22 of the 32 states in
Mexico showed a wage increase above or in line with the 4.7% national
average. Nuevo Leon stands out as the entity with the most workers benefitting
from revisions (5,498 workers). In this context, wage negotiations in this state
increased 4.7% through 9 negotiations. By contrast Durango showed the lowest
number of workers with salary benefits in the country. Additionally, for Baja
California Sur, Nayarit, and Zacatecas no negotiations took place during the
month.

Contractual wage negotiations by federal entity: December 2018
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Coahuila was the entity with highest increase in the month (+9.9%). It is
important to highlight that this raise benefited only 107workers. Year-to-date,
71,885 workers in the state have seen their salary increase by an average of
5.8%. On the other hand, Chihuahua (8.3%), Jalisco (7.1%), San Luis Potosi
and Colima (6.7% respectively), had firms that furthered wages for their
workers above the national average, as shown in the table below on the right.

Higher and lower workers with contractual wage negotiations Higher and lower contractual wage negotiations
Year-to-date

Year-to-date

Workers % Workers Jan-Dec ‘18 % oya Workers Jan-Dec 18 Workers
National 22,207 4.7 4.9 802,058 National 4.7 22,207 6,139 802,058
Nuevo Leon 5,498 4.7 55 52,049 Coahuila 9.9 107 158 71,885
State of Mexico 3,405 5.8 59 135,488 Chihuahua 8.3 712 105 14,382
Jalisco 2,130 71 6.1 36,773 Jalisco 71 2,130 338 36,773
Aguascalientes 1,516 45 55 26,980 San Luis Potosi 6.7 906 121 31,194
Mexico City 1,457 4.7 5.3 67,254 Colima 6.7 54 53 9,145
Tabasco 28 55 5.2 3,314 Sinaloa 41 358 101 7,922
Durango 24 55 7.3 5,402 Chiapas 3.9 231 76 5,481
Baja California Sur - - 5.6 4,421 Baja California Sur - - 28 4,421
Nayarit - - 5.2 651 Nayarit - - 15 651
Zacatecas - -- 6.1 11,236 Zacatecas - - 42 11,236

Source: Banorte; Ministry of Labor Source: Banorte; Ministry of Labor

Disclaimer
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, 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 ltzamna Espitia Hernandez, Valentin 1l Mendoza Balderas, Santiago Leal Singer, Francisco José Flores Serrano,
Francisco Duarte Alcocer, Leslie Thalia Orozco Vélez, and Jorge Antonio Izquierdo Lobato 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 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 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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