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We expect a modest upward revision in 3Q18 GDP and inflation for the first @analisis_fundam

half of November at 0.63% 2w/2w
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= Bi-weekly inflation report (1H-November). We forecast a 0.63 % 2w/2w

increase in the headline index and +0.17% at the core level. Inflation will be

mostly driven by the end of summer discounts in electricity tariffs in some

areas of the country, explaining 44bps of the projected increase in the

headline. Nevertheless, we expect the rest of energy to show a more modest

behavior, along a contribution of 6bps from agricultural goods. we believe

November’s holiday period and the temporary contingency in Mexico City

as a result of maintenance works in the Cutzamala water supply system will

keep pressuring other goods (+6.5bps), particularly air fares and tourism

services. With these results, 12-month inflation would stand at 4.57%, lower N
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Mexico weekly calendar

DATE TIME (ET)  EVENT PERIOD UNIT BANORTE CONSENSUS PREVIOUS
Mon 19-Nov Banking holiday: Mexican Revolution
Tue 20-Nov 12:30pm  Government weekly auction: 1-, 3-, 6-month CETES; 10y Mbono (Jun'27); 5y Bondes D
Tue 20-Nov 3:30pm Citibanamex bi-weekly survey of economic expectations
Wed 21-Nov  10:00am International reserves Nov-16 US$ bn - - 173.6
Thu22-Nov  9:00am CPl inflation 1H-Nov % 2w2w 0.60 0.70 0.14
% yoy 4.54 461 487
Core % 2w/2w 017 0.19 0.10
% yoy 3.61 - 3.72
Fri 23-Nov 9:00am GDP 3Q18 (F) % yoy 2.7 2.6 2.6
(sa) % qlq 0.8 0.9 0.9
Primary activities % yoy 2.2 - 2.2
Industrial production % yoy 14 - 1.1
Services % yoy 34 - 34
Fri 23-Nov 9:00am Global economic indicator September % yoy 3.2 2.8 1.7
(sa) % m/m 0.8 - -0.1
Primary activities % yoy 41 - 1.0
Industrial production % yoy 2.5 - 0.2
Services % yoy 35 - 2.4
Fri 23-Nov 10:00am  Current account 3Q18 US$ bn -5.9 44 -3.8

Source: Banorte; Bloomberg



Proceeding in chronological order...

Financial markets will remain closed in Mexico on Monday. On the logistics
side it is worth noting that next week Mexico will experience a short week with
a banking holiday on Monday (Nov 20), as the country observes the 107th
Anniversary of the Mexican Revolution.

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),
5-year Bondes D, in addition to the “more traditional” 1-, 3-, and 6-month zero-
coupon Cetes (please refer to the following table). As usual, results will be
released at 12:30pm (ET).

Auction specifics (Tuesday, November 20, 2018)

Maturity Couponrate,%  To be auctioned! Previous yield?

Cetes

m 20-Dec-18 -- 7,000 7.79

3m 21-Feb-19 -- 11,000 8.25

6m 23-May-19 -- 11,000 8.28
Bondes D

Sy 01-Nov-23 -- 5,000 0.19
M Bono

10y 03-Jun-27 7.50 7,000 8.17

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

Citibanamex Survey. Market focus will center on analysts’ inflation forecasts
for the first half of November (to be published on Thursday, November 22™).
Furthermore, attention will be on monetary policy assessments, given the tone
of the last monetary policy communiqué, which was published on November
15", In addition, this publication will contain forecasts for growth and the
USD/MXN exchange rate.

Weekly international reserves report. Last week, net international reserves
decreased by US$72 million, amounting to US$173.6 billion. According to
Banxico’s report, this figure comes mainly from a negative valuation effect in
central bank assets. In this context, the central bank’s international reserves have
increased by US$759 million during 2018 (please refer to the following table).

Banxico's foreign reserve accumulation detail

USS$, million
2017 Nov 9, 2018 Nov 9, 2018 Year-to-date
Balance Flows

International reserves (B)-(C) 172,802 173,561 -72 759
(B) Gross international reserve 175,450 176,005 -581 555
Pemex - - -487 -809
Federal government - - -48 435

Market operations - - 0 0
Other - - -46 928
(C) Short-term government's liabilities 2,648 2,444 -509 -204

Source: Banco de México
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End of summer discounts in electricity tariffs to continue impacting
inflation in the first half of November. We forecast a 0.63 % 2w/2w increase
in the headline and +0.17% at the core index. Inflation will be mostly driven by
the end of summer discounts in electricity tariffs in some areas of the country,
explaining 44bps of the projected increase in the headline. Nevertheless, we
expect the rest of energy to show a more modest behavior given the stabilization
in gasoline (+0.3bps), as well as a slight contraction in the benchmark price for
LP gas (-1.5bps). However, we expect higher agricultural prices, mainly due to
the increase in the price of chicken. Finally, we believe November’s holiday
period and the temporary contingency in Mexico City as a result of maintenance
works in the Cutzamala water supply system will keep pressuring other goods
(+6.5bps), particularly air fares and tourism services.

With these results, 12-month inflation would stand at 4.57%, lower than the
4.90% seen in October. Moreover, we forecast core inflation at 3.61% yoy
(previous: 3.73%). Despite this decrease, we believe pressures in the prices of
gas (given its highly seasonal behavior), as well as rising agricultural prices,
will continue to put upward pressures on inflation. Considering the latter, we
maintain our 4.8% year-end forecast, with modest risks to the downside.

We expect a marginal upward revision of GDP in 3Q18. In this regard, we
expect GDP at 2.7% yoy, slightly above the 2.6% in the preliminary report. As
previously mentioned, this reading was very positive given that 2Q18’s data was
boosted by a calendar effect. If our forecast stands, it would confirm a healthy
rebound for economic activity in the quarter. By components, the primary sector
would grow 2.2%, industrial production 1.4%, and services 3.4%.

Relative to the preliminary report, the upward adjustment would be driven by a
+30bps revision to industrial output. In particular, and in line with our
expectation, mining was benefited by a base effect after the natural disasters that
happened last year. However, the uptick was more modest than what we
forecasted, growing 2.9% vs. our 4.2% estimate. Nevertheless, and on a more
positive note, surprises that helped explain the upward adjustment were
concentrated in construction (which although it kept falling in September
relative to last year, it was less negative) and manufacturing, which we believe
will remain as the more dynamic component in coming months.

Lastly, services could also benefit from greater industrial output, although in our
opinion, not enough to warrant a significant adjustment from the original
estimate. The most recent signals from recent data were more negative at the
margin, which could compensate for the added dynamism in transportation
activities related to manufacturing. In this sense, family remittances moderated
in September (8.8% yoy vs 9.1% in August and 10.8% YTD). In addition,
consumer credit also decelerated slightly (1.5% yoy in September vs. 2.3%
YTD), especially in personal loans, which added two consecutive months with
declines in its yearly comparison when adjusted for inflation. Even though some
of these indicators suggest consumption keeps growing at a healthy pace, we
believe this could be at a more modest rate of expansion, thus, limiting services
growth.

<p BANORTE



Economic activity likely rebounded in September. We expect the Economic
Activity Indicator (IGAE) to post a 3.2% yoy expansion in September, up from
the previous month at 1.7% and consistent with our expectation of a slight
upward revision in 3Q18 GDP (see above). If our forecast materializes it would
help confirm a strong end of the quarter, albeit also helped by a favorable base
effect, as the year-ago expansion was only of 0.4%. By component, we estimate
a 4.1% advance in the primary sector, 2.5% in secondary activities (in line with
the industrial production report) and 3.5% in services

Broadly speaking, economic data during the month was positive in spite of some
tentative signs of moderation, both in soft and hard data. In the former, PMI
indexes remained in expansion territory, particularly with non-manufacturing
picking up to 51.2pts against 50.0 in the previous month (seasonally-adjusted
figures), high since last April. Consumer confidence retraced to 101.7pts but has
stayed strong, particularly in those components related to current conditions. In
the latter, data has moderated but have also been positive. Industrial activity
rebounded, supported by manufacturing and, in particular, the auto sector.
Nevertheless, consumption-goods imports fell, suggesting some deceleration in
domestic demand. On the contrary, ANTAD’s same-store sales surged to 6.1%
yoy. Last but not least, unemployment ticked higher to 3.32% from 3.29% in
August, slightly more negative but with the underemployment rate at its lowest
since February. Going forward, we believe economic activity could moderate,
influenced by higher local uncertainty that has impacted market prices, coupled
with some tentative signs of a deceleration according to indicators such as IMEF
indexes and wage negotiations.

The current account deficit in 3Q18 will amount to US$5,900 million.
Finally, on Friday at 10:00am, Banxico will release its balance of payments
report for the second quarter of the year. We are forecasting a US$5.9bn deficit
in the current account. According to data already released, trade balance during
the period in question amounted to -US$5,673.6 million, while net transfers
increased as a result of a 9.4% yoy increase in remittances.

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 of any kind. BANORTE is not part of any party or political trend.
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Relevant statements.
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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
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Compensation of Analysts.
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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
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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.
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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
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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
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