The National Commission for Minimum
Wages agreed on a 16.2% increase for 2019

= In a joint event, the President, representatives from the Ministry of
Labor (STPS), and the National Commission for Minimum Wages
(CONASAMI) announced a 16.2% increase in minimum wages for
2019, taking it from MXN$88.36 to MXN$102.68 per day

= This increase is considerably higher than those observed in 2017 and
2018, with an average annual adjustment of 10%

= In addition, the Commission approved a 100% rise in wages at the
northern border, taking the wage floor to MXN$176.72 per day

= This news add upside risks to our YE19 inflation forecast of 3.5% yoy

Minimum wages increase of 16.2% for 2019. Today, in a joint event, the
President, representatives from the Ministry of Labor (STPS), and the National
Commission for Minimum Wages (CONASAMI) announced an upward
adjustment to the minimum wage (MW) starting January 1%, 2019. This revision
will be differentiated in two regions. The first will contemplate the
municipalities located 25km next to the northern border as well as some
neighboring this region, thus establish the new Border Minimum Wage at
MXN$176.72 per day (around USD$8.80) from MXN$88.36 (+100%).
Moreover, the minimum wage for the rest of the country will increase from the
same MXN$88.36 to MXN$102.68 (+16.2%; around US$5.11). In this latter
case, the MXN$14.32 revision is driven by two factors: (1) A MXN$9.43
increase (+10.7%) as part of the Independent Recovery Amount - designed to
compensate Mexican households from purchasing power losses-; and (2)
considering the updated amount of MXN$97.79, a MXN$4.89 rise (5.0%)
linked to inflation. In this sense, it is important to mention that average annual
inflation since November 2017, when the last revision took place, has been
5.06%.

Highest increase in recent years. In this context, we highlight that the revision
for 2019 is the highest in recent years (see chart below on the left). In particular,
the average increase in the years between 2010 and 2016 was 4.6%, and during
2017-2018 it stood at 10%. Moreover, it is relevant to note that given the high
accumulated adjustment (in absolute terms) of the last couple of years, the labor
force impacted by the change tends to be increasingly higher. In this regard, and
according to the National Employment Survey (“Encuesta Nacional de
Ocupacion y Empleo”, ENOE, in Spanish), as of 3Q18 around 18.5% of the
labor force (excluding those not reporting their income) earned up to one MW.
This percentage (around 8.5 million people) could be directly benefited by the
raise. Nevertheless, the final figure could be lower due to the effect it could
have on labor demand dynamics.
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Moreover, 51.1% earns up to two MW (see graph below on the right), which
means that the group that receives between one and two MW is around 32.6%
(15.1 million people). However, we do not have specific details for the second
group, thus we cannot estimate the number of people that could be benefitted by
this revision.

Despite of the latter, we believe that the gross population benefitted could be
close to the 18.5% lower limit referenced previously, given two factors: (1) The
majority of the population received the 16.2% increase; and (2) the labor force
includes workers in both the formal and informal sectors, with the last group
possibly not being able to obtain the revision given their work status.
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Uncertainty over the impact of wage revisions on inflation. In this context,
we previously estimated that a 10% MW hike would increase twelve-month
inflation by around 30bps. For details, see: “Abnormal increase in minimum
wage will have a marginal effect on inflation”, <pdf>, November 21%, 2017. On
the other hand, Banxico proposed an econometric model to estimate the direct-
and indirect-effects of an increase in the MW on the “Basic Formal Wage”
(“Salario Basico de Cotizacion”, in Spanish) to estimate the latter’s impact on
inflation. For details, see: “Salario Minimo e Inflacién”, <pdf>, June 2016 (only
in Spanish). Considering only the direct impact, Banxico estimates that a 10%
increase in the MW would increase inflation around 150bps in the following 12
months and up to 170bps in 24 months. This contrasts significantly with our
own estimate which implies a much lower effect, reminding us of the high level
of uncertainty about the final impact that this measure could eventually have.
Lastly, we do not know of any study that considers the effect of a differentiated
minimum wage along the lines announced today, particularly on the relative
impact on labor supply and demand by city, adding uncertainty to the forecast.

Upward risks for our 3.5% YEZ2019 inflation forecast. The increase agreed
today was slightly higher than expected. Considering estimates of the pass-
through effect from minimum wages to prices, along the possibility of being
applicable to a higher proportion of the labor force, we believe that the
announcement increases upwards risks to our inflation forecast of 3.5% yoy.
Another relevant risk to our forecast is the new gasoline pricing policy, which
according to the 2019 Budget, seeks to maintain prices unchanged in real terms.

2

3Q18


https://www.banorte.com/cms/casadebolsabanorteixe/analisisyestrategia/analisiseconomico/mexico/20171121_Inflation_2017-18_Final.pdf
https://www.gob.mx/cms/uploads/attachment/file/160220/SalarioMinimo_e_inflacion_1.pdf
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Although the price policy is not fully explicit, this seems very similar to what
was done for many years, namely increasing the price of gasoline once a month
in such a percentage that at the end of the year there was an annual increase
equal to Banxico’s 3% target. For more details see “New administration
presents a fiscally responsible budget for 2019 ”, published today <pdf>.

Finally, it is worth noting that Banxico mentioned among its upward risks for
inflation that “...if wage negotiations are not consistent with productivity gains,
pressures on the economy could arise...”, in our view signaling higher upside
risks to prices given the materialization of the measure, which supports our call
for a 25bps hike this Thursday, taking the reference rate to 8.25% at the end of
the year.

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.
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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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