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Aside from the US, investors will focus on the Brexit process, political unrest in
Latin America and other regions, as well as the new order in the Middle East, given
the most recent developments. Another relevant aspect in the international
landscape is growth, in which the US and China are expected to slow down and the
Eurozone is still challenged. We acknowledge several headwinds for the world
economy, increasing the probability of a global recession by the end of this year
and the beginning of 2021. Despite this situation, the US economy has been quite
resilient, increasing the debate about whether it would be sufficient or not as a
significant buffer to spur economic activity in the rest of the world. Taking into
account this complex scenario, policy responses will be crucial at this point in time,
characterized last year by coordinated stimulus from numerous central banks.
However, today the room for additional monetary measures is more limited, with
the focus on the likelihood and pressure for fiscal response.

In Mexico, growth was negatively impacted by slower investment at the domestic
level, as it usually happens every first year of a new government. Moreover, the
slowdown in manufacturing in the US also had a toll on Mexico’s exports. This
year, we expect government spending and investment, as well as some private-
sector projects to be reactivated —with a ratified USMCA-—, so the economy will
start to recover. Market risks include the effect of the minimum wage increase,
potential changes to the credit rating of the sovereign and Pemex, the fiscal outlook
and other policy responses, including the magnitude of Banxico’s easing cycle.

Mexico’s main macroeconomic and financial forecasts

End of period
120 2020 3020 4020 2020
GDP (% yly) 09 08 10 06 08
Inflation (% yly) 36 36 38 36 36 o
USDIMXN 18.60 18.90 19.91 19.80 19.80 ES&?C'“e"t for distribution among
Banxico's reference rate (%) 6.75 6.50 6.50 6.50 6.50
28-day TIIE (%) 700 675 6.80 6.70 6.70

Mexbol (points) - - - 48,500 48,500
Source: Banorte




Mexico

We revise our GDP forecast for 2020 to 0.8% y/y from 1.4% previously. From the
demand side, we expect private consumption to continue to be the main growth
driver, supported by strength in real wages, remittances, and some boost from
social programs. Nevertheless, this would be compensated by higher savings and a
slight increase in unemployment, implying more modest growth than we
previously anticipated. We also expect investment to stabilize, helped by factors
such as the infrastructure plan and some key projects from the Federal
Government, although still limited by frail business confidence. From the supply
side (see chart below, left), we anticipate mining to contribute positively for the
first time in almost eight years, driven by higher oil production. Construction could
also improve marginally, in line with the pick-up in investment. Moreover,
manufacturing would keep growing, aided by the likely ratification of USMCA,
inducing lower trade uncertainty, although dampened by the global deceleration,
including in the US. Services would improve, despite some of the factors stated
above that could limit private consumption dynamics.

We expect inflation by year-end 2020 at 3.6%, with the core component at 3.5%
(see chart below, right). We believe the latter will be influenced in large part by the
recent minimum wage increase, maintaining some resistance to the downside
despite high slack in the economy (with an output gap estimated around -2%). At
the non-core level, we expect a managed rise in energy prices —consistent with the
government’s promise of maintaining prices constant in real terms—, while
agricultural products could accelerate higher after very favorable dynamics
throughout 2019, particularly in fresh fruits and vegetables.

Regarding monetary policy, we now believe the easing cycle could stop at 6.50%,
50bps higher than our previous estimate. We expect three 25bps cuts in each of the
following meetings, taking place in February, March and May. Our forecast change
is based on four main factors: (1) A more challenging inflation outlook than the one
forecasted by Banxico; (2) a more conservative stance by the central bank’s Board,
at least during this year, as evidenced by recent communications; (3) the pause in
the Fed’s easing cycle, limiting the available room in terms of the interest rate
spread; and (4) a balance of risks for growth less skewed to the downside,
recognizing the slight pick-up in activity.
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United States

The global economy has been slowing down, likely growing about 3.0% in 2019
from 3.6% in 2018, while the most recent forecast for the current year by the IMF
is at 3.4%. In this context, the US economy has been quite resilient and has been
one of the main contributors to global growth. For 2020, our estimate for US GDP
is 1.8% y/y (see table below) after increasing 2.3% in the previous year. In our
view, most of the upside will again be explained by consumption, estimated at
2.4%, from 2.6% in 2019, supported by: (1) Labor market strength, with the
unemployment rate remaining close to its current level of 3.5%; (2) the three Fed
funds rate cuts implemented last year; (3) muted inflation that will favor real
disposable income; and (4) relatively high levels of consumer confidence. We
highlight that despite this, 1Q20 GDP could be relatively modest at around 1.3%
g/q saar, impacted by Boeing’s suspension of production of its grounded 737 Max,
which we estimate could slash about 0.5pp to the period. Based on the assumption
that this will only be temporary, we believe 2Q20 growth could accelerate to 1.9%.

Regarding inflation, signals from the labor market keep pointing to limited wage
pressures, with average hourly wages up 2.9% vy/y by year-end 2019 after
advancing 3.3% twelve months prior. Taking this into account, our scenario of
GDP slightly below potential (which we estimate around 2.0%) and with limited
upside in energy prices despite recent volatility on the back of geopolitical tensions
with Iran (see Commodities section), we anticipate inflation at 2.1% this year
—based on CPI, see table below—, higher than last year’s 1.8%. In the case of the
PCE core, which is the measure preferred by the Fed, we estimate inflation at 1.7%.

Based on the latter, we believe the Fed will maintain the Fed funds range
unchanged at 1.50-1.75% in 2020, in line with the median forecast in the latest dot
plot. In this context, the central bank’s macro framework shows slightly higher
estimates, with GDP at 2.0% and PCE at 1.9%. Therefore, our expectations suggest
a modest skew towards the possibility of a rate cut, although it is very modest and
even in the case of materializing, we believe it would be no sooner than 4Q20.

US: Banorte Forecasts

1Q20 2Q20 3Q20 4Q20 2020**
GDP (% yly)* 1.3 1.9 18 1.7 18
Private Consumption 2.0 22 2.2 2.0 24
Fixed Investment 0.8 1.0 05 1.0 0.3
Exports 15 22 1.9 1.8 11
Imports 2.2 23 24 22 19
CPI (% yly, average) 2.3 21 21 21 21
Unemployment rate (%, eop) 36 35 35 3.6 3.6

Non-farm payrolls (thousands) 560 570 550 520 2,200

* All GDP estimates are % q/q saar, except for 2020, which is % y/y. ** 2020 figures are reported in annual rates. eop: end of period.
Source: Banorte
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US Election

One of the key events this year will be the US Election to be held on November 3".
President Trump clearly aims for re-election, while the candidate for the
Democratic Party is not yet known. In this respect, recent polls show Joe Biden in
the leading position among Democrats with 27.4% support, followed by Bernie
Sanders (18.8%), and Elizabeth Warren (16.8%). Each of the remaining candidates
has less than 10% backing. Party’s candidate selection processes will start on
February 3", with the lowa caucuses. National Conventions, in which the candidate
is formalized, will be held between July 13-16 by the Democratic Party and August
24-27 in the case of the Republicans.

It is highly likely that candidates from both parties will focus during the campaign
on the so-called swing states, characterized as those in which past electoral
triumphs have switched between parties. Included in this category are Colorado,
Florida, lowa, Michigan, Minnesota, Ohio, Nevada, New Hampshire, North
Carolina, Pennsylvania, Virginia and Wisconsin. Among them, those with the
highest number of electoral votes are Florida (29), Pennsylvania (20), Ohio (18),
and Michigan (16). On the other hand, those with the most votes within the
Electoral College include California (55) —usually won by the Democrats— and
Texas (38), which is Republican.

We should mention that, no matter who the Democratic candidate turns out to be,
he/she would win by a tight margin against President Trump according to recent
polls (see chart below). Nevertheless, our base-case scenario is a Trump victory.
Moreover, it is our take that he will reinforce his stance during the campaign,
especially in three fronts: (1) Protectionist agenda; (2) foreign policy and national
security; and (3) migration. Except for the first theme, we believe Trump’s rhetoric
will again turn increasingly aggressive against Mexico as the campaign unfolds,
with the goal of cementing support among his base. Other issues could also
influence his popularity —highlighting the conflict with Iran, the trade war with
China and the impeachment process—, although we believe they will not severely
impair his support on Election Day. In this sense, we should mention that despite
these issues being highly polarizing in the public debate, his popularity among the
general population stands around 45%.

Trump vs Democratic candidates
% of voter support
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Source: Real Clear Politics
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Global

Global growth has fallen sharply, affected by risks related to trade and geopolitics,
along idiosyncratic and structural factors. Higher uncertainty has led to a
synchronized slowdown, with a more severe loss of momentum in manufacturing,
and concerns on when this weakness could spill to services. This has driven central
banks to act with aggressive monetary policy responses, amid demands for fiscal
policy to boost growth.

In this context, the conflict between Iran and the US seems to be less serious than
feared. Meanwhile, the signing of phase 1 of the trade agreement between China
and the US —with only limited economic effects—, is relevant in signaling a major
step towards a greater agreement that could eventually lead to the withdrawal of
current tariffs and other issues such as intellectual property, among others.

Another big front is Brexit —with consequences in several regions— and the
possibility of new trade agreements between the United Kingdom and its partners,
not only with the European Union. Brexit will surely materialize on January 31°%,
followed by a transition period until December 31%. In that period, the UK and the
EU must reach a trade agreement. However, this seems almost impossible since
this type of negotiations usually take more than twelve months. Despite this, Boris
Johnson and the Conservative Party have been reluctant to extend it, increasing the
possibility of a no-deal Brexit at the end of the year. Given persistent uncertainty in
this front, risks of a further slowdown in the UK have become more pronounced
and inflation is running below the target. We expect the Bank of England to cut the
reference rate by 25bps in 1Q20.

In the Eurozone, exports have been a drag for activity since early 2018, with
manufacturing as the weakest sector in the region, while Germany’s economy has
slowed down dramatically. Despite our expectation of modest growth and muted
inflation, it is unlikely that the ECB will act in the short-term, considering the
aggressive stimulus package announced in September. In our opinion, this region
shows very clearly the limits of monetary policy, so the central bank will continue
emphasizing the need of greater fiscal stimulus. Meanwhile, the focus will be on
the review of the central bank’s strategy to be conducted throughout the year,
which we believe will turn out with the adoption of a symmetric inflation target.

In China, we expect a deceleration of the economy, with GDP growth close to 6.0%
and relatively limited monetary stimulus response. Finally, in Latin America, we
believe Brazil’s central bank is near the end of the easing cycle, which could place
the level of the Selic rate between 4.00%-4.25% (current: 4.50%). In Chile, the
attention is in the difficult political situation, where early elections do not seem the
most likely scenario. In Colombia, the political situation is also complex, but
growth is expected to remain close to 3.0% and inflation within the target range
between 2.0%-4.0%.
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Fixed income

Mexican sovereign bonds were strongly supp_orted Ias_t year by the global dows_h ﬁiéffi'naiﬁefni'm Senior Stategis
wave combined with an attractive valuation, with the yield curve rallying 179bps in santiago.leal@banorte.com
almost every tenor. This appreciation was stronger than the 85bps experienced in

US Treasuries, resulting in an interest rate spread contraction. Specifically, the 10-

year spread moved from 592bps to 493bps (see table below), depicting the risk on

sentiment among investors by year-end in tandem with a clear search for yield. In

terms of asset class comparison within the local fixed income market, nominal-rate

Mbonos outperformed CPI-linked Udibonos, given more positive inflation

dynamics in 2019, with annual inflation moving from 4.83% to 2.83%.

The conditions for 2020 analyzed in this document suggest a more stable
performance of local rates in comparison to the previous year, with a strong
likelihood of a flattening bias in the Mbonos curve. In our view, short-term
securities are properly pricing in 75bps of implied cuts from Banxico, especially in
the first half of the year, in line with our expectations. This valuation conveys
limited room for additional gains. In contrast, we think longer tenors should have a
more positive performance in 1H20 given the effect of slack in the global economy
that should trigger additional stimuli from central banks (albeit in a more limited
way vis-a-vis 2019) and also from the fiscal front. In addition, geopolitical risks
should fuel the search for safer assets, with Mexico portraying a highly appealing
carry in a risk-adjusted basis against EM competitors. However, we are forecasting
a modest increase in the country-specific risk premium in the 2H20 (see table
below), taking into account geopolitical risks worldwide (e.g. US Election) and
also some headwinds for the Mexican economy and fiscal accounts. In contrast
with 2019, we are observing that inflation dynamics and current breakevens will
benefit some CPI-linked Udibonos. In this regard, we recently opened a trade idea
of long positions in the 3-year Udibono.

Banorte’s interest rate forecasts
%

. 2020 forecasts*

Security 2014 2015 2016 2017 2018 2019 1 2Q 3Q 2Q
Banxico's reference rate

Average 3.21 3.02 4.29 6.75 7.64 8.00 7.00 6.58 6.50 6.50

End of period 3.00 3.25 5.75 7.25 8.25 7.25 6.75 6.50 6.50 6.50
28-day Cetes

Average 3.02 2.98 417 6.70 7.64 7.87 6.95 6.53 6.50 6.50

End of period 2.70 3.00 5.78 7.26 8.06 713 6.70 6.45 6.50 6.50
28-day TIE

Average 3.51 3.32 448 7.05 8.00 8.31 7.25 6.83 6.80 6.75

End of period 3.32 3.56 6.11 7.62 8.59 7.69 7.00 6.75 6.80 6.70
10-year Mexican bond (Mbono)

Average 6.01 5.96 6.21 7.15 7.93 7.61 6.90 6.98 7.08 1.25

End of period 5.82 6.25 744 7.64 8.63 6.85 6.95 7.00 7.15 7.35
10-year US Treasury

Average 2.53 213 1.84 2.33 2.91 2.14 1.93 1.98 2.03 2.07

End of period 217 2.27 2.44 2.41 2.71 1.92 1.95 2.00 2.05 2.10
10-year Spread Mex-US

Average 348 383 437 482 502 547 497 500 505 518

End of period 365 398 500 523 592 493 500 500 510 525

Source: Bloomberg and Valmer for observed data, Banorte for rate forecasts
*Underlined numbers indicate forecasts


https://www.banorte.com/cms/casadebolsabanorteixe/analisisyestrategia/estrategiasemanalrentafija/20200109_Udibono_Ing.pdf
https://www.banorte.com/cms/casadebolsabanorteixe/analisisyestrategia/estrategiasemanalrentafija/20200109_Udibono_Ing.pdf

Foreign Exchange

The unexpected trade developments between China and the US by 2019-end,
coupled with global monetary stimulus, lead to a widespread FX strengthening
against the USD during the 4Q19. USD/MXN benefited from this backdrop and
gained additional impulse, supported by its differentiation against other crosses
given its implied yield. Moreover, expectations around USMCA turned more
positive. In this sense, the Mexican peso rallied 3.7% to 18.93 in 2019. However,
consistent with our view, the currency reached levels up to 20.26 during the
summer.

For 2020 we see an FX marketplace divided in two main phases: (1) USD confined,
possibly down to the 3Q20; and (2) year-end dynamics reflecting more defined
USD strength, as has been the case in previous global deceleration stages. Under
this framework, the US Election on November 3™ will be set in the forefront of the
geopolitical agenda. We expect higher hedging in the MXN around 45 days before
the event, broadly in line with historical evidence. Our baseline scenario is not
factoring unexpected elements mirroring 2016 volatility shocks. However, and
independent from voting results, the tone adopted in campaigns will be key for FX
performance, especially in the foreign policy front. Our forecasts assume greater
intensity in 2H20. As a reference point, the greatest stress for the Mexican cross in
the 2016 US Election reached up to 3.6c before President Trump’s victory, with
further losses reaching as high as 3.8c when taking into account closing levels and
a 90-day moving average. Furthermore, USD usually strengthens in US electoral
years, validating this performance in 9 out of the 11 last chapters since 1976.

We updated our USD/MXN forecast for year-end 2020 to 19.80 from 20.20 (see
table below, right), capturing the previously described scene and adjusting by the
base effect due to a stronger close in 2019. Moreover, we acknowledge a more
diluted effect from the carry’s erosion as other competitor-flow regions hold a
dovish bias and Banxico has recently depicted a more cautious approach. Among
domestic risks, we stress out growth dynamics and a challenging fiscal backdrop.
We will evaluate attractive entries to build long USD recommendations, with the
market currently net long and favoring the MXN close to 2013 highs; low and
notably resilient implied volatility to recent risk aversion shocks, and a strong
technical barrier at 18.75 per dollar.
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USD/MXN USD/MXN forecasts
Pesos per dollar Pesos per dollar
20.50 - i :
Forecasts Period End of period Average
2040 - 1Q20 18.60 18.81
19.91 2Q20 18.90 18.93
19.70 - 3Q20 19.91 1945
4Q20 19.80 19.94
19.30 - Source: Banorte
18.90 -
18.50 18.60

Jan-19 Apr-19 Jul-19 Oct-19 Jan-20 Apr-20 Jul-20 Oct-20

Source: Bloomberg, Banorte



Stock market indices

In 2019, most of the global stock market indices surged, with last-year’s return
alone as the best of the decade. During the year, the MSCI ACWI (the all-country
world index) advanced 24% yly, while US equity markets reached new historic
highs, with the Dow Jones up 22.3%, S&P500 +28.8%, and Nasdaq +35.2%. In our
view, the main factors that boosted performance globally were: the trade deal
reached between the world’s two largest economies, along with easing monetary
policies from the Fed and other 62 central banks, the continuity of the global
economic cycle and earnings growth —though below than originally estimated—. In
light of these factors, the MSCI ACWTI’s P/E re-rated from 15.1x (at the end of
2018) to 19.8x, while the S&P500 did so to 21.6x from 16.5x, trading 9.0% above
the 5-year-average.

In spite of solid returns in 2019 and escalating geopolitical tensions between the US
and Iran, 2020 kicked-off with risk appetite among investors, due to the progress
made in the negotiations between China and the US. In our opinion, stock markets’
performance will be linked to global economic and earnings growth, as well as
central banks’ monetary policies and how geopolitical risks continue to evolve
—including the US Election and President Trump’s impeachment—.

S&P500 forecast. In 2020, analysts’ consensus anticipates 9% y/y earnings growth
for the constituents of the S&P500. If this scenario proves to become true, and
assuming a target P/E multiple of 20.9x (slightly below current’s index valuation),
then the benchmark could reach 3,400pts. Nevertheless, we should bear in mind
that the presidential election or a steeper deceleration of the US economy
—impacting corporate earnings—, might cause higher volatility or even a weak
performance in the stock market, while potentially triggering a de-rating in the
index towards its historical averages (3-year of 20.4x and 5-year 19.8x).

Mexbol forecast. Unlike global equities, Mexbol’s valuation in 2019 reflected more
local uncertainty and lower-than-expected economic growth. In this context, the
market’s FV/EBITDA multiple de-rated to 7.2x from 7.8x as of the end of 2018. A
lower rates outlook in Mexico could motivate domestic stocks to re-rate; however,
we have adopted a cautious stance for determining our Mexbol’s target for 2020.
That said, by assuming a 7.4x FV/EBITDA 2020E target multiple (similar to last
year’s average valuation), 9.4% y/y EBITDA growth, and a 6.6% increase in
companies’ net debt, we set our YE reference level at 48,500pts (see table below).

2020 Mexbol Forecast

EBITDA Net Debt Mexbol Potential Return
FV/EBITDA (MXN millions) _(MXN millions) (pts) (%)
8.0x 53,756 20.1%
7.7x 51,111 14.2%
$8,816 $16,774 i
7.4x o, v 48,466 8.2%
7.1 45,821 23%

6.8x 43,176 -3.6%
Source: Banorte
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Commodities

Commodities closed 2019 with a positive performance. These dynamics resulted ~ Leslie Orozco ,

. . i . Fixed Income and FX Strategist
from strong gains in the energy and precious metals sectors. In particular, the leslie.orozco.velez@banorte.com
Goldman Sachs Commodity Index (GSCI) and the Bloomberg Commodity Index

(BCOM) increased by 16.5% and 5.4%, respectively.

In 4Q19, crude-oil strengthened, offsetting losses during the previous two quarters,
concluding with a positive annual balance with Brent and WTI printing gains of
+22.7% yly and +34.5% vyly, in the same order. This performance captured a
complex geopolitical landscape in the Middle East, feeding risk premia and
volatility to the market (e.g. Saudi Aramco attack in September, US-Iran tensions),
and the support from OPEC and its allies through their production cut agreement in
a context in which supply and demand are still at risk of being unbalanced. In this
sense, OPEC extended its collective oil output cut to 1.7 Mbbl/d, a strategy to be
reviewed on March 6". In addition, positive trade perspectives between US and
China temporarily minimized uncertainty about lower demand in coming months.
We consider that these factors will still benefit short-term crude-oil dynamics.
However, during the year we believe that global balances will continue widening as
the OPEC+ supply agreement compliance will include members exceeding their
self-imposed limits (e.g. Russia) in a global production context with the US
reaching historical highs and consumption data reflecting muted growth later in the
year. In this context, we expect a 2020 close for Brent prices at 65 $/bbl, averaging
60 $/bbl during the year. In terms of gasoline, price action will be relatively stable,
with the EIA forecasting 2.23 $/gal for year-end PADD 3 (-0.2% vs November
2019) reflecting small variations despite its relevance in the election campaign.

In 2019, precious metals printed a strong appreciation, while industrials registered
modest gains. Regarding the former, gold marked its best annual performance since
2010, up 18.3%. We maintain a favorable view for this metal with the possibility of
trading near to 1,570 $/ t oz, considering upward geopolitical risks and a dovish
bias in most central banks. Industrial metals recovered after significant losses in
2018, division for which we expect a good performance and extending previous
gains, given a improved trade landscape. Finally, the agricultural sector concluded
the year with a moderated appreciation. We expect this asset class to trade within a
tight range, taking into account the low likelihood of El Nifio event in 1Q20.

Commodities price performance and market consensus' forecasts

Commodity Unit Spot* Performance (%)

2018 2019 1Q20 2Q20 3Q20 4Q20 2020
WTI $/bbl 58.19 -24.84 34.46 60.00 57.41 56.60 57.00 56.72
Brent $/bbl 64.49 -19.55 22.68 62.11 61.00 60.00 60.00 61.27
Natural Gas (H. Hub) $/MMBtu 219 044 -25.54 2.50 245 237 2.65 2.34
Gasoline (RBOB) $/gal 1.66 -26.43 28.26 1.75 1.82 1.82 1.74 1.79
Gold $itoz 1,549 -1.56 18.31 1,505 1,500 1,520 1,538 1,500
Silver $itoz 17.83 -8.52 15.21 17.75 17.80 17.55 17.70 17.60
Copper $imt 6,302 -17.69 3.50 6,017 6,050 6,100 6,200 6,200
Com ¢/bu 389 -0.31 -4.73 390 398 405 410 410
Wheat ¢/bu 569 2.36 0.95 513 523 507 505 510

Source: Bloomberg *as of 15/Jan/20 ; RBOB (Reformulated gasoline blendstock for oxygen blending)
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= We estimate 2020 inflation at 3.6%, after closing last year at 2.8%, January 9", 2020, <pdf>

= The Minimum Wage will increase 20% in 2020, December 17" 2019, <pdf>

* Final details of USMCA agreed on, paving the way for approval, December 10", 2019, <pdf>
» The government announced the first phase of its Infrastructure Program, November 26", 2019, <pdf>
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= Trade Idea: Long positions in CPI-linked Udibono Jun’22, January 9", 2020, <pdf>

= The MoF achieved a successful financing in international markets, January 7", 2020, <pdf>

= 1Q20 Auction Calendar: issuance amounts where left unchanged, December 19" 2019, <pdf>
= Technical note: Towards a new reference rate — TIIE repo, November 25™ 2019, <pdf>
Equities

= CHDRAUI, Attractive valuation yet without clear catalysts, January 13", 2020, <pdf>

= NEMAK, Structural and EV components should aid recovery, January 13", 2020, <pdf>

= LACOMER, Ongoing double-digit growth in 2020, January 10", 2020, <pdf>

= SPORT, Focus on future's growth strategy, January 10", 2020, <pdf>

= WALMEX, A sharper deceleration than expected, January 9" 2020, <pdf>

Note: All our publications are available in the following link
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Recent trade ideas

Track of directional fixed-income trade recommendations
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Trade idea PIL Initial date End date Trade idea Entry Target Stop-loss Closed P/L Initial date  End date
Long positions in Udibono Jun'22 9-Jan-20 Long Udibono Dec'20 3.05% 2.90% 3.15% 3.15% L 09-ago-17  06/0ct/2017
Long positions in Mbonos Nov'47 L 25-0ct19 20-Nov-19 5y 10y TIE-IRS steepener 28bps 43bps 18bps 31bps p? 154eb-17  15/mar/2017
Long positions in Mbonos Nov'36 & Nov'42 P 16-Aug-19 24-Sep-19 5y10y TIE-IRS steepener 35bps 50bps 25bps 47bps P 05-0ct-16  19/0ct2016
Long positions in the short-end of Mbonos curve P 19-Jul-19 2-Aug-19 Long Mbono Jun'21 5.60% 5.35% 5.80% 5.43% P 13-Jul-16 16-Aug-16
Long positions in Mbonos Nov'42 L 5-Jul-19 12-Jul-19 Long Udibono Jun'19 1.95% 1.65% 2.10% 2.10% L 13-Jul-16 16-Aug-16
Long positions in Mbonos Nov'36 & Nov'38 P 10-Jun-19 14-Jun-19 Receive 1-year TIE-IRS (13x1) 3.92% 3.67% 4.10% 3.87% P 12-Nov-15  8-Feb-16
Long positions in Mbonos Jun'22 & Dec'23 P 9-Jan-19 12-Feb-19 Long spread 10-year TIE-IRS vs US Libor  436bps 410bps 456bps 410bps P 30-Sep-15  23-Oct15
Long floating-rate Bondes D P 31-Oct-18 3-Jan-19 Receive 9-month TIIE-IRS (9x 1) 3.85% 3.65% 4.00% 3.65% P 3Sep-15  18-Sep-15
Long CP!-linkded Udibono Jun'22 L 7-Aug-18 31-Oct-18 Spread TIE 2/10 yrs (flattening) 230bps 200bps 250bps 200bps P 26-Jun-15  29-Jul-15
Long floating-rate Bondes D P 30-Apr-18 3-Aug-18 Long Mbono Dec'24 6.12% 5.89% 6.27% 5.83% P 13Mar-15  19-Mar-15
Long 20- to 30-year Mbonos P 25-Jun-18 9-Jul-18 Relative-value trade, long 10-year Mbono (Dec'24) / flattening of the curve P 22-Dec-14 6-Feb-15
Short Mbonos P 11-Jun-18 25-Jun-18 Pay 3-month TIE-IRS (3x1) 3.24% 3.32% 3.20% 3.30% P 29-Jan-15  29-Jan-15
Long CP!-linkded Udibono Jun'19 P 7-May-18 14-May-18 Pay 9-month TIE-IRS (9x 1) 3.28% 3.38% 3.20% 3.38% P 29-Jan-15  29-Jan-15
Long 7- to 10-year Mbonos L 26-Mar-18 23-Apr-18 Pay 5-year TIE-IRS (65x1) 5.25% 5.39% 5.14% 5.14% L 4-Nov-14  14-Nov-14
Long CP!-linkded Udibono Jun'19 P 20-Mar-18 26-Mar-18 Long Udibono Dec'17 0.66% 0.45% 0.82% 0.82% L 4-Jul-14 26-Sep-14
Long 5- to 10-year Mbonos P 5Mar-18 20-Mar-18 Relative-value trade, long Mbonos 5-to-10-y ear P 5May-14  26-Sep-14
Long floating-rate Bondes D P 15-Jan-18 12-Mar-18 Receive 2-year TIE-IRS (26x1) 3.75% 3.55% 3.90% 3.90% L 11-Jul-14 10-Sep-14
Long 10-year UMS Nov'28 (USD) L 15-Jan-18 2-Feb-18 Receive 1-year TIE-IRS (13x1) 4.04% 3.85% 4.20% 3.85% P 6-Feb-14 10-Apr-14
P =Profit,L=Loss Long Udibono Jun'16 0.70% 0.45% 0.90% 0.90% L 6-Jan-14 4-Feb-14
Long Mbono Jun'16 4.47% 3.90% 4.67% 4.06% P 7-dun13  21-Nov-13
Receive 6-month TIE-IRS (6x1) 3.83% 3.65% 4.00% 3.81% P 10-Oct13  25-Oct13
Receive 1-year TIE-IRS (13x1) 3.85% 3.55% 4.00% 3.85% - 10-Oct13  25-0ct13
Long Udibono Dec'17 1.13% 0.95% 1.28% 1.35% L 9-Aug-13  10-Sep-13
Receive 9-month TIE-IRS (9x 1) 4.50% 4.32% 4.65% 4.31% P 21-Jun-13 12-Jul-13
Spread TIE-Libor (10-year) 390bps 365bps 410bps 412bps L 7-Jun-13 11-Jun-13
Receive 1-year TIE-IRS (13x1) 4.22% 4.00% 4.30% 4.30% L 19-Apr-13  31-May-13
Long Udibono Jun'22 1.40% 1.20% 1.55% 0.97% P 15-Mar-13  3-May-13
Receive 1-year TIE-IRS (13x1) 4.60% 4.45% 4.70% 4.45% P 1-Feb-13 7-Mar-13
Long Mbono Nov'42 6.22% 5.97% 6.40% 5.89% P 1-Feb-13 T-Mar-13
Long Udibono Dec'13 1.21% 0.80% 1.40% 1.40% L 1-Feb-13 15-Apr-13
Receive 1-year TIE-IRS (13x1) 4.87% 4.70% 5.00% 4.69% P 1M-Jan-13  24-Jan-13
Receive TIE Pay Mbono (10-year) 46bps 35bps 54bps 54bps L 19-Oct-12 8-Mar-13
Spread TIIE-Libor (10-year) 410bps 385bps 430bps 342bps P 21-Sep13  8-Mar-13
Long Udibono Dec'12 +0.97% -1.50% +1.20% 6.50% P 1-May-12  27-Nov-12
Long Udibono Dec'13 +1.06% 0.90% +1.35% 0.90% P 1-May-12  14-Dec-12
1 Carry +roll-down gains of I7bps
2.Closed belowtarget and before the proposed horizon date due to changes in market conditions that have differed from our expectations.
Short-term tactical trades Track of the directional FX trade recommendations*
Trade Idea P/L* Entry Exit Initial Date End date Trade Idea Entry Target Stop-loss Closed P/L* Initial Date  End date
Long USD/MXN P 19.30 19.50 11-Oct19 20-Nov-19 Long USD/MXN 18.57 19.50 18.20 18.20 L 19-Jan-18 2-Apr-18
Long USD/MXN P 18.89 19.35 20-Mar-19 27-Mar-19 Long USD/MXN 14.98 15.50 14.60 15.43 P 20-Mar-15  20-Apr-15
Long USD/MXN P 18.99 19.28 15-Jan-19 11-Feb-19 Short EUR/MXN 17.70 n.a. n.a. 16.90 P 5-Jan-15 15-Jan-15
Long USD/MXN P 18.70 19.63 16-Oct-18 3-Jan-19 Short USD/MXN 13.21 n.a. n.a. 13.64 L 10-Sep-14  26-Sep-14
Short USD/MXN P 20.00 18.85 2-Jul-18 24-Jul-18 USD/MXN call spread** 12.99 13.30 na. 13.02 L 6-May-14 13-Jun-14
Long USD/MXN P 19.55 19.95 28-May-18 4-Jun-18 Directional short USD/MXN 13.00 12.70 13.25 13.28 L 31-Oct-13 8-Nov-13
Long USD/MXN P 18.70 19.40 23-Apr-18 14-May-18 Limit short USD/MXN 13.25 12.90 13.46 - - 11-Oct13 17-Oct13
Long USD/MXN P 18.56 19.20 27-Nov-17 13-Dec-17 Short EUR/MXN 16.05 15.70 16.40 15.69 P 29-Apr-13 9-May-13
Long USD/MXN L 19.20 18.91 6-Nov-17 17-Nov-17 Long USD/MXN 12.60 12.90 12.40 12.40 L 11-Mar-13  13-Mar-13
Long USD/MXN P 18.58 19.00 9-Oct17 23-Oct-17 Long USD/MXN 12.60 12.90 12.40 12.85 P 11-Jan-13 27-Feb-13
Short USD/MXN L 17.80 18.24 4-Sep-17 25-Sep-17 Tactical limit short USD/MXN 12.90 12.75 13.05 - - 10-Dec-12  17-Dec-12
Long USD/MXN P 14.40 14.85 15-Dec-14 5-Jan-15 Short EUR/MXN 16.64 16.10 16.90 16.94 L 03-Oct-12 30-Oct-12
Long USD/MXN P 13.62 14.11 21-Nov-14 3-Dec-14 * Total return does not consider carry gain/losses
Short EUR/MXN P 17.20 17.03 27-Aug-14 4-Sep-14 ** Low strike (long call) at 13.00, high strike (short call) at 13.30 for a premium of 0.718% of notional amount
Short USD/MXN L 12.70 13.00 26-Jul-13 21-Aug-13

Source: Banorte
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Certification of Analysts.
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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 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
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Compensation of Analysts.
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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
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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
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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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