Successful end to NAFTA renegotiation

= Late last night, Canada and the US reached an agreement in terms of
NAFTA

= As a result, the three countries will be part of the new agreement which
will be known as USMCA

= According to the Secretary of Economy, lldefonso Guajardo, the new
agreement could enter into force in the second half of 2019

= Now the agreement has to comply with each country’s legal procedures
before starting to apply

= Inour opinion, the agreement is positive as it reduces uncertainty to the
Mexican economic outlook in particular

= We will publish a note with a more detailed analysis of the agreement
reached shortly

= Local assets extend profits after the recently announced USMCA

US and Canada reach a last-minute deal. Late last night, the US and Canada
reached a last-minute trade agreement, considering the US-imposed deadline of
September 30" for the release of the full-text of the deal reached with Mexico
on August 27". From that date on, efforts were focused in resolving the
differences between these two countries, in particular regarding access to the
Canadian dairy market and dispute-settlement mechanisms.

In the first case, the US will be able to increase its exports of dairy products to
Canada for an equivalent of about 3.5% of the value of its domestic market,
slightly higher than the concession that had already been made in TPP
negotiations, from which the US retired unilaterally in January 2017. In the
second case, one of the dispute-settlement mechanisms was kept unchanged
(Chapter 19), specifically the one related with anti-dumping and countervailing
duties cases due to unfair trade practices. The permanence of this mechanism
was a key demand of Canada in order to protect its lumber industry, among
other sectors.

Main changes to NAFTA
Concept NAFTA 1994 New NAFTA
Rules of origin for passenger 625% 75%

vehicles and light trucks

. 40% of the work must be done in
Rules on wages for workers in the

Not included high wage areas (USD 16 per hour

auto sector

or more)

The treaty will last for 16 years
Sunset or revision clause Not included unless it is revised, which can be

done since year six
De minimis import of goods USD $50 USD $100
Patent protection to medicines 8 years 10 years

0,

Access to the Canadian diary market | Not included ﬁ;cg;?%ﬁﬁ ;)zs;;g’r;) fthe market

Eliminated between Canada and the
US but prevails for Mexico in certain
sectors

Investor-state dispute settlement
(Chapter 11)

Applicable to the three countries in
several sectors

Source: USTR, Ministry of Economy
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NAFTA 2.0 will stay trilateral and will be renamed as USMCA. Now, the
agreement has to comply with each country’s legal procedures before starting to
apply. In Mexico, the text has already been sent to the Senate for approval. In
the US, it has to go through Congress and in Canada, the Parliament needs to
ratify it. It is highly likely that the deal could be signed by the three presidents
around November 30" at the G20 summit in Argentina. In this context,
Mexico’s Minister of Economy, Ildefonso Guajardo, said that the new treaty
could come into effect in 2H19.

Stricter rules of origin for the auto sector... In line with the agreement
already reached with Mexico, new rules of origin for automobile and auto parts
will need to comply with a minimum content of 75% of regional value.
Moreover, the new Labor Value Content Rule requires that 40% of automobiles
and 45% of light trucks content be made by workers earning at least 16 dollars
per hour. It is worth noting that both rules include a phase-in period of four
increases (one per year) starting from January 1%, 2020 or since the treaty comes
into effect, whichever comes last. In this respect, these rules will be fully
applicable until January 1%, 2023 at the earliest. In addition, it was also
established that: (1) Steel and aluminum purchases by light-vehicle assembly
plants should have at least 70% of North American content; and (2) seven auto
parts were identified as “essential”, meaning that they should be produced in
North America to be compliant with the rules.

...but with protections from Section 232 tariffs. Moreover, the agreement
includes tariffs exemption for the auto sector of Mexico and Canada if the US
imposes tariffs under the Section 232 of the Trade Expansion Act of 1962 due to
national security concerns. This measure shall exclude: (1) 2,600,000 passenger
vehicles imported on annual basis; (2) all light trucks imported from Mexico and
Canada; and (3) such quantity of auto parts amounting to US$ 108 billion in
declared customs value in any calendar year from Mexico and US$ 32.4 billion
from Canada. Moreover, the U.S. shall not adopt or maintain a measure
imposing tariffs or import restrictions on goods or services for at least 60 days
after imposition such a measure.

New and revised chapters. Among the main agreements, we highlight: (1)
Modernization of the chapter related to Intellectual Property; (2) additional
enforcement provisions for any trade agreement; (3) digital trade; (4) increased
de minimis shipment value levels; (5) a commitment to liberalize financial
services markets; (6) the inclusion of a chapter for macroeconomic policies,
particularly regarding the exchange rate regime; (7) anti-corruption and
environmental measures; and (8) changes in sanitary and phytosanitary rules.
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From our Fixed-Income and FX team

Local assets extending the recent rally after the newly settled USMCA,
however with limited room for additional gains. In this regard, we hold our
defensive trade ideas of long positions in the CPI-linked Udibono Jun’22 and
buying the USD in dips (with a key level at USD/MXN 18.60) ahead of
Banxico’s decision this week. Mexican sovereign bonds are extending the recent
rally, but in a limited fashion, following the recent announcement of a new trade
deal between the United States, Mexico and Canada (i.e. NAFTA 2.0, newly
named USMCA). In our view, the news surrounding trade dynamics are
supporting the decline of country-specific risk premiums embedded in local
assets observed in the last two weeks, despite a challenging environment in EM.

The peso remains as the top performer in the EM landscape YTD (5.3%), also
sustained by investors’ optimistic view about the new administration in Mexico
and the continuity of a strong macroeconomic framework. The defensive stance
of the MXN has increased the likelihood of Banxico to stay put this Thursday.
More details in “We no longer expect Banxico to hike after NAFTA 2.0” <pdf>,
released earlier today. However, it is our take that the room for an additional
appreciation of the Mexican peso and local rates is limited, given the current
valuation. In this regard, we hold our year-end forecast of USD/MXN 18.60,
with an expected trading range of 18.60-19.50 in a 6- to 12-month horizon. As a
result, we hold our trade idea of buying the USD in dips, with a relevant support
in 18.60.

In term of rates, we are maintaining our recommendation of long positions in the
CPlI-linked Udibono Jun’22. After some pressures observed in the first half of
September, this security has rallied 16bps in the last two weeks (2bps this
morning). In our view, this strategy remains appropriate given the current risks
associated to the EM backdrop. This bond can continue benefiting from lower
risk premia in Mexico, the possibility of stable monetary conditions (i.e.
Banxico standing pat on October 4™), and an attractive UDI carry given the
expected performance of inflation in coming months (1.66% for the remaining
91 days of 2018 or 6.58% on an annualized basis). These factors could
compensate a 3-year breakeven trading at 3.99%, still 18bps above the 12-
month mean and median.

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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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 and Leslie Thalia Orozco Vélez, 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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