Unemployment rate improves at the turn
of the year

=  Unemployment rate (January; sa): 3.49%; Banorte: 3.62%; consensus:
3.61% (range of estimates: 3.31% to 3.74%); previous: 3.56%

= Part-time workers: 6.74% (previous: 7.18%); Participation rate:
59.70% (previous: 59.68%; sa)

=  Today’s report was positive as the decline in the unemployment rate
was accompanied by a relatively stable participation and lower part-
time workers

= In spite of the latter, we believe unemployment will be higher in 2019
relative to the previous year, as the deceleration in economic activity
keeps impacting the rate formal job creation

= Relative to the same period of 2018, Veracruz stood out as the state
with the largest reduction in the unemployment rate for the second
consecutive month

Improvement in unemployment in January. According to INEGI s report, the
unemployment rate stood at 3.49% in January (seasonally adjusted figures),
below the 3.56% of the previous month. Despite of the latter, unemployment
remains significantly above the level observed in November, at its second
highest level since the last fourteen months. In general, we see today’s data as
positive, given that the decline in the unemployment rate was accompanied by a
relatively stable participation and lower part-time workers.

Regarding part-time workers —representing those willing to work additional
hours— worsened from 7.18% to 6.74%. The participation rate was broadly
unchanged at 59.70%. Regarding informality, the share of total workers in this
situation fell in both categories when compared to the previous month,
representing 56.29% of the total labor force. From this figure, those categorized
as purely informal fell 10bps to 27.42%, but with a relatively flat trend since
2014 (see table below for details).

INEGI’s employment report: January 2019
Seasonally adjusted figures

% Jan-19 Dec-18 Difference
Unemployment rate 3.49 3.56 -0.07
Participation rate 59.70 59.68 0.02
Part-time workers rate 6.74 7.18 -0.44
Formal employment 43.71 43.16 0.55
Informal employment! 56.29 56.84 -0.55

Working in the informal economy 27.42 27.52 -0.10

Working in the formal economy 28.87 29.32 -0.44

Source: INEGI

! Informal employment considers workers not affiliated to the Social Security Institutes (IMSS and ISSSTE)
and the armed forces. However, workers in the formal economy do pay some form of income tax
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We believe unemployment will be higher in 2019 relative to the previous
year. First and foremost, we believe that the deceleration in global and domestic
economic activity is likely to impact the annual pace of formal job creation.
Regarding the latter, a deceleration has been observed since last June. In our
view, the downtrend has been persistent enough to argue that slack in the labor
market has been increasing at the margin, despite recognizing that changes in
employment conditions could be having an impact in this metric. In particular,
the increased use of outsourcing and/or fee-based employment, especially
among Yyoung people, could be impacting formally reported job creation
according to Social Security figures but not the unemployment rate.

We maintain our view that the unemployment rate has likely passed its cycle-
low, with a post-crisis minimum in May 2018. Apart from the expected
deceleration in economic activity, we maintain that austerity measures recently
implemented by the Federal Government have likely impacted negatively, while
measures such as the above-average minimum wage could at least limit further
declines. All in all, we continue expecting a slight upward trend in the
unemployment rate this year, although staying relatively low when compared to
its long-term historical performance.

At the state level

Relative to the same period of 2018, Veracruz stood out as the state with the
largest reduction in the unemployment rate for the second consecutive
month. Analyzing non-seasonally adjusted figures (given that seasonally
adjusted data for the federal entities are highly volatile), we highlight for the
second consecutive month, the 1.2pp annual reduction in Veracruz
unemployment rate, from 3.7% in January 2018 to 2.5% in the current month,
its lowest level since December 2012. This reduction was partially explained by
the support of the National Service of Employment Programs particularly
employment boards, where 2,448 people were attended of which 392 were
placed into new jobs. Moreover, we note 20 out of the 32 states showed a
sharper reduction in unemployment than at the national level, as shown in the
following graph.



Minor and major difference in the unemployment rate by state: January 2019
total change over a year ago
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The labor market in San Luis Potosi, Yucatan, Zacatecas, and Tamaulipas has
improved substantially, all of them with significant declines in the
unemployment rate. However, Mexico City (widest spread between Jan’19 vs.
Jan *18), Chiapas, Sonora, Campeche, and Tlaxcala have worsened. Last but not
least, the lowest level of the unemployment rate was in Yucatan (1.4%), figure
not seen in the state since the inception of the indicator. In addition, this level
was 0.5pp lower compared to the one obtained in Jan ’18. Finally, Tabasco
continuous recording the highest level of the country (7.8%).

Unemployment rate by state — January 2019

%; nsa
Jan-19 Jan-18 Jan-Dec18 Difference

Veracruz 25 3.7 3.2 -1.2
San Luis Potosi 2.3 2.8 25 -0.5
Yucatan 14 19 1.8 0.5
Zacatecas 2.8 3.3 2.9 -0.5
Tamaulipas 35 3.9 3.9 04
Baja California Sur 3.0 35 3.7 04
Chihuahua 24 2.8 3.1 04
Queretaro 3.6 4.0 3.9 04
Hidalgo 2.3 25 2.8 0.3
Jalisco 25 2.7 2.7 0.2
State of Mexico 42 44 42 0.2
Quintana Roo 3.0 3.2 2.7 0.2
Morelos 1.9 2.0 2.1 0.1
Aguascalientes 3.5 3.6 3.6 0.1
Coahuila 3.8 3.9 4.1 0.1
Baja California 25 25 2.6 0.0
Nuevo Leon 3.4 3.3 3.5 0.1
Puebla 2.7 2.5 2.6 0.2
Nayarit 3.5 34 4.0 0.2
Michoacan 2.6 24 2.2 0.2
National 3.6 34 3.3 0.2
Guerrero 1.7 15 1.3 0.2
Guanajuato 3.9 3.6 35 0.3
Tabasco 7.8 75 72 0.3
Durango 44 39 43 05
Sinaloa 3.6 341 33 05
Colima 41 3.6 3.2 0.6
Oaxaca 2.2 1.6 1.5 0.6
Tlaxcala 4.0 34 3.6 0.7
Campeche 3.7 3.0 3.2 0.8
Sonora 43 34 3.7 0.8
Chiapas 35 2.5 2.7 1.1
Mexico City 5.5 4.0 45 15

Source: INEGI

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.
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Compensation of Analysts.
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Last-twelve-month activities of the business areas.
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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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