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AMLO’s landslide victory in historical July 2, 2018

Presidential election - What’s next?
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Andrés-Manuel Lopez-Obrador (AMLO) won Mexico’s Presidential
election in a landslide victory with 53.7% of the votes, considering
44.4% of the ballots

Moreover, it is highly likely that AMLQO’s party, Morena, could get
simple majority (i.e. more than 50%) in both chambers, but not enough
to perform constitutional changes (i.e. more than 66.6%0)

It is our take that the new government will keep Mexico’s strong
macroeconomic framework, with fiscal responsibility and a deep
respect towards central bank independence -among others-, as he
highlighted in his first message as virtual president elect, last night
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AMLO, virtual president-elect of Mexico. In line with what polls suggested, BoombergandBanors
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Andrés-Manuel Lopez-Obrador (AMLO), won the presidential election by a

large majority. In this context, we believe that the risk of a post-election conflict Mexico’s credit ratings

is negligible since all the candidates have already recognized AMLO’s victory. Rating Outlook
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Meade (15.3%) and, in a distant fourth place, Jaime Rodriguez “El Bronco”
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Legislative majority, but not enough for constitutional amendments. Voting
trends in the congressional election suggest that the party of the new president,
Morena, will obtain a simple majority (i.e. more than 51%) in both houses.
Nevertheless, it will not have the super-majority (66.6% of the seats) needed to
amend the constitution, and therefore change the recently-approved structural
reforms. It is also worth noting that an additional condition to modify the
constitution has to do with local congresses. In this context, we will pay close
attention to the outcome of these elections as well. For a constitutional
amendment to be approved, it needs two thirds of both Federal houses, plus half
of local congresses (16 out of 32).

Sound macroeconomic fundamentals will be maintained. In our view, the
new government will maintain sound macroeconomic fundamentals. In fact, in
his first message as virtual president elect, Lopez-Obrador stated that he will
keep a fiscally-responsible policy, following Mexico’s current fiscal
consolidation process -with no need to increase taxes or public debt-, and paying
deep respect towards central bank independence, among others. In his speech
AMVLO highlighted he said that energy contracts will be reviewed to check for
possible corrupt behavior.

What’s next within the electoral process? In the next few days, the official
count will start, which will finally legally validate election. This calculation will
begin on July 4" and the National Electoral Institute (INE) has until September
6" to validate it. Among the key dates for the remainder of the year, in terms of
the political transition, is the inauguration of the new Congress on September
1% the inauguration of the new president on December 1%, as well as the
FY2019 budget, which will be processed in the last month of the year (see
timeline below)
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Macroeconomic perspectives 2018-2019. We maintain our expectation for a
GDP expansion of around 2.5% in 2018 with inflation ending the year at 4.3%
while for year-end 2019 we expect inflation at 3.5%. In addition, we expect
Banxico to remain on hold with the reference rate at 7.75% over the next 18
months.



NAFTA and AMLO. It is worth mentioning that this election takes place mid
the uncertainty generated by the renegotiation of NAFTA and protectionist
policies by President Trump’s administration. It is worth noting that Mr. Lopez-
Obrador nominated Jesus Seade, former negotiator of the original NAFTA, who
held high-level positions at both the World Bank and the WTO, as his main
NAFTA re-negotiator. It is also worth noting that President Trump said
yesterday that he will not sign any agreement until after the U.S. mid-term
elections, which will take place in November. In our opinion, we expect
continuity in Mexico's negotiating position on this issue and we continue to
expect that it will be favorable.

We expect the pre-electoral rally will continue in the post-electoral world.
The peso initially reacted to the preliminary results with a modest rally of 1.4%
moving from USD/MXN 19.91 to 19.64, however it has pulled back to the
20.00 area following the sell-off in emerging markets. In our view, market
participants will focus on the details inside the proposed economic policies from
the President-elect and his team during the transition process. His comments
suggesting fiscal consolidation and continuity of the current strategy when
negotiating NAFTA terms with the U.S. and Canada and other key aspects of
the economy (e.g. honoring the independence of the central bank) makes us
believe that a post-electoral rally will take place in the 2H18, in a similar
fashion as in the previous electoral processes as depicted in the RHS chart
below. We expect the performance of interest rates to portray a performance
alike, with country risk premia possibly portraying a stable macroeconomic
framework. In addition, the narrow trading range of the Mexican peso in the
aftermath of the results suggests that the market has priced in an AMLO victory.
Nevertheless, in our view market participants did not anticipate that his party,
Morena, could obtain majority in both chambers. In our view, this new
information could result in a more limited short-term rally, conditioned to a
market friendly message from AMLO and his cabinet. In this regard, today’s
likely MoF, Carlos Urzla, will have a conference call with investors in English
at 9:00am ET (+1-786 233-6715, ID: 575012). With a mid-term horizon we
expect the pre-electoral rally to continue in the post-electoral world. In terms of
strategy, we stay without directional positions in USD/MXN as the current level
is not attractive enough as an entry for short positions, which would we suggest
at or above 21.00 per dollar. Nevertheless, we favor this bias for trading and
risk-tolerant investors as uncertainty dissipates and NAFTA negotiations resume
with a more favorable valuation and cleaner positioning, seeing the possibility
of a gradual shift towards a critical support at 19.00 per dollar this month.
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USD/MXN: Z-score during Presidential Elections USD/MXN: 90% Confidence interval
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Stock market strategy. During the last months, the benchmark index of the
Mexican Stock Exchange (IPC) has been highly volatile, mainly due to: (1)
International geopolitical risks; (2) uncertainty regarding NAFTA negotiations;
(3) the interest rates normalization of the Federal Reserve; and (4) the elections
in Mexico. As such, risk aversion drove a sell-off for Mexican stocks and the
IPC index de-rated. In this context, as of the end of May, the IPC reached a 12-
month low of 44,662pts, trading at 8.8x FV/EBITDA. In June, the benchmark
bounced back by 3,000pts, or a 6.7% m/m rise, as investors saw bargains,
triggering a re-rating towards 9.1x. Current valuation implies a 5.6% discount
against its five-year historical average.

Given the results of the election process, we expect a positive reaction for the
IPC index, as some of its constituents are trading at attractive valuations, and the
uncertainty surrounding the election has been dispelled. In our view, the
benchmark could move towards the 49,000pts (9.3x FV/EBITDA) level in the
following days, to trade in line with its historical averages. Nonetheless, we do
not rule out the possibility of experiencing some periods of volatility. Either
way, investors should remain cautious, as long as uncertainty regarding NAFTA
negotiations and global trade conflicts remain on the loop. We believe that our
Equity Strategy exemplifies an appropriate diversification, by being integrated
by companies with strong fundamentals, high marketability and a positive
outlook.



Stock Market Valuation
FV/EBITDA 2013-2018

10.8

10.3 -

9.8

ey
w W W

8.3 r T T .
07/13 07114 07/15 07/16 07/17
5y average ——FVIEBITDA 5y - Std Dev

Source: Banorte, Bloomberg

Corporate bond issuers covered their financing needs in 1H18. As of the
first half of 2018, the medium and long-term corporate market showed a great
dynamism with a placed amount of MXN 136,244 million (USD 6.8 billion),
1.25x and 1.66x higher than the amount issued during the first half of 2017
(MXN 60,454 million, USD 3.0 billion) and 2016 (MXN 51,134 million, USD
2.5 billion), respectively. Likewise, for the last 12 months (July 2017 to June
2018) the amount placed totaled MXN 304,876 million, (USD 15.2 billion)
which is 33% higher than the amount issued during 2017. This growth was
spured by the issuers and investors funding their needs before the 2018 election.
In the short term, we expect a lower activity (issuances) focusing on refinancing
and working capital needs (short term debt).
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Winners of state governorships
%, results interval according to each states “fast count”

State Winner % of votes
) Rutilio Cruz Escandén
Chiapas (Morena, PT, and PES) 402-442
. " Claudia Sheinbaum
Ciudad de México (Morena, PT, and PES) 46.6-47.7
. Diego Sinhué Rodriguez
Guanajuato (PAN, PRD, and MC) 495-515
. Enrique Alfaro Ramirez
Jalisco (MC) 37.7-40
Cuauhtémoc Blanco
Morelos (Morena, PT and PES) 510-538
Non-definitive confidence intervals between Martha Erika Alonso
Puebla (PAN, PRD, and MC) and Miguel Barbosa (Morena, PT, and
PES)
Adan Augusto Lopez
Tabasco (Morena, PT, and PES) 62.1-64.3
Cuitldhuac Garcia Jiménez
Veracruz (Morena, PT, and PES) 439-459
Yucatan Mauricio Vila Dosal 38.0-40.8

(PAN and MC)

Source: INE, State electoral institutes

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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