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Wage negotiations moderate in October November 11, 2019
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= Nevertheless, we believe that the slight moderation, evidenced by the
pace of growth in the private sector, could be explained by the strong
decrease in inflation coupled with more slack in the labor market

= At the state level, Colima stood out as the federal entity with the highest
average salary increase in the country

Wages increased an average of 4.0% in October. This was lower than the
6.1% advance of the previous month. This was a result of 455 negotiations that
benefited 583,632 workers. Year-to-date, the average increase has been 5.3%
(0.4pp above the same period of 2018), for a total of 2,294,032 employees,
which is 3.2% higher than the previous year.

In line with our expectations, the share of negotiations among the public sector
was higher. As is usual, during the month, workers belonging to the IMSS
national union obtained their yearly increase, which amounted to 3.5% to
around 425 thousand workers. In this regard, the public sector’s total was
460,253 with a 3.5% raise. Going into the private sector, the average increase
was 5.8% to 123,379 employees. It should be noted that this distortion is
temporary, expecting a return to a more normal composition for the last two
months of 2019. In this sense, we expect negotiations to continue growing at a
pace closer to 6% in the coming months, still largely explained by the 16%
increase to the minimum wage that came into force in January. For 2020’s
behavior, we will be on the look for the release of the minimum wage increase,
which could be published in late November or early December.

Contractual wage negotiations
%; number of workers

% nominal Oct-19 Sep-19 Jan-Oct “19 Jan-Oct “18
Total 4.0 6.1 5.3 49
Public 35 3.0 34 34
Private 58 6.4 6.3 57
Number of workers

Total 583,632 52,918 2,294,032 2,223,485
Public 460,253 4,202 809,347 805,271

Private 123,379 48,716 1,484,685 1,418,214 Document for distribution among
Source: Ministry of Labor public
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Wages in the industry climbed 6.1%, benefitting 80,548 workers. Taking a
look at the breakdown, most workers concentrated in manufacturing (78,609),
receiving an increase of 6.0%. Moreover, we highlight the 7.0% increase in
mining, benefitting 2,166 workers. Last but not least, wages in utilities were up
6.2% for 63 workers, while construction edged-up 7.6% for 10 employees.

Services sector wages increased 3.7% for 502,772 workers. The strongest
pick-up was in transportation, at 7.0% for 9,909 workers. Wages in commerce
were up by 6.4% (5,166 workers). On the other hand, the sector with the highest
number of workers benefited was ‘others’, with a 3.5% raise to 483,774
employees. It should be remembered that IMSS employees are accounted in this
latter sector.

Contractual wage negotiations by sector

October 2019 Jan-Oct ‘19 Jan-Oct ‘18
%yoy Workers %yoy Workers %yoy Workers
Industrial 6.1 80,848 5.9 1,118,856 54 1,038,889
Mining 7.0 2,166 39 193,111 39 192,406
Manufacturing 6.0 78,609 6.7 826,452 6.0 752,886
Construction 76 10 48 3,339 5.1 1,655
Utilities 6.2 63 34 95,954 35 91,942
Services 37 502,772 4.7 1,164,788 44 1,176,061
Commerce 6.4 5,166 6.1 140,719 5.5 135,465
Transport, storage and communications 7.0 9,909 53 293,570 5.0 300,275
Financial and real estate services 58 3,923 6.3 102,326 55 111,766
Other 35 483,774 39 628,173 37 628,555
Agricultural 5.0 12 8.0 10,388 71 8,535

Source: Ministry of Labor

Looking forward, we believe that wage negotiations will remain under
pressure. As mentioned earlier, we believe that the negotiations will continue to
be pressured given the impact of the minimum wage, as well as the high levels
of inflation over the past two years. However, we believe that we are starting to
see a slight deceleration, evidenced by the dynamic within the private sector,
which we think is explained by the significant reduction in inflation and the
deceleration of economic activity.



At the state level

At the state level, Colima stood out as the federal entity with the highest
average salary increase in the country. It is worth noting there are 541,468
workers who work in more than one state which received an average increase of
3.8% during the month. These are not considered in the regional analysis.
Twenty-eight out of the 32 states in Mexico showed a wage hike, above or in
line with the 4.0% national weighted average.

Contractual wage negotiations by federal entity: October 2019
% in nominal terms
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In this context, Colima showed the highest average salary increase of the
country (+18.3% nominal terms), as seen in the chart above. This is the highest
advance in the state since October 1999, achieved through only 3 negotiations
for a total of 44 workers. On a year-to-date basis, a total of 6,695 workers saw
their salary growth by an average of 6.4%. Moreover, Zacatecas (16.2%),
Durango (14.9%), Aguascalientes (13.6%), and Sonora (11.7%), had firms that
furthered wages for their workers above the national average, as shown in the
table below on the right.
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The State of Mexico was the entity with the most workers benefitting from
revisions in October. A total of 7,949 workers improved their salary perception
with a 5.3% advance in nominal terms through 59 negotiations (see table below,
left). In the first ten months of the year 118,082 workers have been benefited
with an average salary increase of 5.8% in nominal terms. On the other hand
and for the second consecutive month, no negotiations took place during the
period in Nayarit and Baja California Sur. Additionally, Oaxaca showed the
lowest number of workers with wage negotiation during the period, amounting
only eleven.

Higher and lower workers with contractual wage negotiations Higher and lower contractual wage negotiations
Year-to-date

Year-to-date

Workers % Workers Jan-Oct “19 % oya Workers Jan-Oct ‘19 Workers
National 42,164 4.0 4.9 821,356 National 4.0 42,164 5,296 821,356
State of Mexico 7,949 5.3 5.8 118,082 Colima 18.3 44 37 6,695
Jalisco 6,436 5.8 59 43,844 Zacatecas 16.2 110 33 13,895
Puebla 6,096 6.3 5.6 40,522 Durango 14.9 2,247 32 15,028
City of Mexico 3,026 74 5.3 66,441 Aguascalientes 13.6 60 86 21,673
Coahuila 2,425 6.9 6.0 73,090 Sonora 11.7 694 109 19,789
Aguascalientes 60 13.6 55 21,673 Chihuahua 49 1,123 111 26,719
Colima 44 18.3 6.4 6,695 Oaxaca 34 1 56 3,019
Oaxaca 11 34 44 3,019 Queretaro 24 190 107 17,114
Nayarit - - 49 672 Nayarit - - 16 672
Baja California Sur - - 5.6 3,498 Baja California Sur - - 26 3,498

Source: Banorte; Ministry of Labor Source: Banorte; Ministry of Labor

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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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
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Compensation of Analysts.
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Activities of the business areas during the next three months.
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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.

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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