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Aggregate demand to fall 1.2% yoy in 2Q19
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durable-goods, consistent with high uncertainty. In investment, we
anticipate -7.3%, affected by low public spending and idiosyncratic shocks
such as the suspension of construction projects in Mexico City. Government
expenditures would stay negative at -1.2%. This is weaker than the start of
at least the three previous administrations, with austerity measures still in
place. Lastly, exports would grow 4.7%, helped by a strong auto sector;
while imports likely declined 2.4%, mainly impacted by plunging capital
goods imports.

We maintain our full-year GDP forecast at 0.8%, with downside risks and
slightly stronger than market expectations around 0.5%. In our view,
economic activity will strengthen during the second half, particularly
consumption, while exports would stay resilient. Despite its strong fall

during the quarter, investment will likely remain as the weakest component Document for distribution among the
of aggregate demand, only expecting a gradual improvement by the end of general public
the year.

Mexico weekly calendar

DATE HOUR (ET) EVENT PERIOD UNIT BANORTE CONSENSUS  PREVIOUS

Tue 19-Sep  12:30pm  Government weekly auction: 1-, 3-, 6-month CETES; 3y Mbono (Dec'21); 3y Udibonos (Jun'22)

Wed 19-Sep  10:00am International reserves Sep-13 US$ bn - 180.5

Fri20-Sep  7:00am Aggregate Demand 2Q19 % yoy 1.2 14
Private consumption % yoy 0.1 11
Government consumption % yoy 1.2 08
Gross-fixed investment % yoy -7.3 0.9

Fri 20-Sep 3:30pm Citibanamex bi-weekly survey of economic expectations

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),
and 3-year Udibonos (Jun’22), in addition to the 1-, 3-, and 6-month zero-
coupon Cetes (see following table). As usual, results will be released at
12:30pm (ET).

Auction specifics (Tuesday, September 17th, 2019)

Maturity Coup?/r rate, To be auctioned’ P;ei::zgs

Cetes

1m 17-Oct-19 6,000 7.72

3m 19-Dec-19 10,000 7.73

6m 12-Mar-20 14,500 7.62
M Bono

3y 09-Dec-21 7.25 10,500 7.12
Udibono

3y 09-Jun-22 2.00 UDIS 1,125 349

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

Weekly international reserves report. Last week, net international reserves
increased US$79 million, closing at US$180.5 billion. According to Banxico’s
report, this figure comes mainly from a positive valuation effect in central bank
assets. In this context, the central bank’s international reserves have increased
US$5.7 billion during 2019 (please refer to the following table). Due to the
holiday on September 16™, the report will be released until Wednesday.

Banxico's foreign reserve accumulation detail

USS$, million
2018 Sep 6, 2019 Sep 6, 2019 Year-to-date
Balance Flows
International reserves (B)-(C) 174,793 180,456 79 5,663
(B) Gross international reserve 176,384 188,413 -939 12,029
Pemex - - 82 100
Federal government - - 912 6,407
Market operations - - 0 0
Other - - -108 5,522
(C) Short-term government's liabilities 1,592 7,957 -1,018 6,365

Source: Banco de México

Aggregate demand in 2Q19 dragged by investment and less dynamism in
consumption. We expect a 1.2% yoy contraction in aggregate supply and
demand, considerably below the +1.4% of the previous quarter. The most
relevant factors behind this should be weakness in investment and government
spending —in a context of the first year of a new federal administration— and less
dynamism in consumption. It should be noted that 2Q19 GDP stood at -0.8%
yoy, distorted by the timing of the Holy Week which subtracted labor days in
the annual comparison.

In consumption, we estimate a 0.1% advance, much lower than the 1.1%
observed in 1Q19. This would match the monthly indicator of domestic
consumption, which declined relative to the 1.7% seen in the previous quarter.
Domestically-produced durable-goods have been the most impacted (-11.7%) in
the period, adding three quarters in contraction and consistent with high levels
of uncertainty.



On the other hand, non-durables decelerated to 1.1% from 2.5%. In our view
consumption could accelerate later in the year, supported by low inflation
pressures, social programs by the Federal Government, and real wage gains.
Nevertheless, the moderation in formal job creation and economic growth will
likely limit put a limit on its potential upside.

We expect investment at -7.3% yoy, in line with the monthly GFI report, and
below the -0.8% of the previous quarter. Performance was affected by low
public spending but also by idiosyncratic shocks, such as the suspension of
construction projects in Mexico City. Although investment could improve
gradually, this will likely be modest as business confidence remains low,
domestic and external uncertainty are high, and growth forecasts continue to
weaken at the margin, among other factors.

Government expenditures would stay negative at -1.2% yoy from -0.8%.
According to public finance reports, spending contracted 3%, with austerity
measures by the Federal Government still in place. The deceleration has been a
stronger drag than the start of at least the last three six-year Presidential terms,
with spending at 4.7% in 2Q13, 5.8% in 2Q07, and 8.5% in 2Q01. In contrast to
the previous quarter, the base-effect is more challenging as this category grew
3% in the same period of 2018, likely related to electoral expenditures. We
believe government spending will return to positive for the rest of the year,
helped in part by the renewed push to accelerate investment (with infrastructure
and private-public partnerships, among others) and consumption (accelerating
loans to the private-sector).

Last but not least, exports would grow 4.7% while imports likely declined 2.4%,
with the latter very weak according to trade balance figures as they fell 2%,
impacted by the plunge of 11.1% in capital goods imports (related to investment
spending). Imports of non-oil intermediate-goods, related to manufacturing,
were also down slightly (-0.1%). Nevertheless, total goods exports accelerated
to 4.7% yoy from 2.6%, with oil-related goods declining more (-13.6%) but
with a relative rebound in non-oil exports, to 6.1% from 3.2%, with a
particularly good performance in the auto sector.

We maintain our full-year GDP forecast at 0.8%, with downside risks and
slightly stronger than market expectations around 0.5%. In our view, economic
activity will strengthen during the second half, particularly consumption, while
exports would stay resilient. Despite its strong fall during the quarter,
investment will likely remain as the weakest component of aggregate demand,
only expecting a gradual improvement by the end of the year.

<p BANORTE



<p BANORTE

Aggregate demand
% yoy (nsa)
13 Aggregate Demand e=mm Consumption = e = |nvestment
10 = = = |mports Exports
7 ’I’\\\__’o"~-r"~‘~-_\
4 1 --~,—7; N—— - \\
(RECNE I S NI N
’ N - oy N
2 - - Pl V4 SN\
Se Se \ 2
.5 - \
\

.8 -
2016 2Q16 4Q16 1Q17 2Q17 3Q17 4Q17 1Q18 2Q18 3Q18 4Q18 1Q19 2Q19

Source: INEGI, Banorte

Citibanamex Survey. Markets will center on analysts’ inflation forecasts for the
first half of September (to be published on Tuesday, September 24™) along with
the 2019 year-end estimate. It will be important to see monetary policy
assessments, particularly when considering the timing of the next policy
meeting, which will take place on September 26™. We will also pay attention to
GDP growth and the exchange rate.

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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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.
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