Fitch affirms Mexico’s credit rating at BBB+
but revises outlook to negative

= Earlier today, Fitch affirmed Mexico’s credit rating at BBB+. However,
they downgraded their outlook from ¢Stable’ to ‘Negative’

= Also today, Moody’s decided not to take any action on Mexico’s rating
or outlook in the short term

= Stop-loss in our short-term tactical trade in the CPI-linked Udibono
Jun’22 given the sell-off in the local market; we now recommend more
defensive strategies in floating-rate securities. In the FX market, the
MXN was also affected

Fitch downgrades Mexico’s credit outlook from ‘Stable’ to ‘Negative’. In
Fitch’s view, the outlook revision “...reflects the deteriorating balance of risks
confronting Mexico's credit profile associated with scope for policy uncertainty
and deterioration under the incoming administration, and growing risks for
contingent liabilities for the sovereign from Pemex, against a background of
persistent economic under-performance relative to peers... ” In this respect, it is
worth remembering than on October 19", Fitch downgraded Pemex’s credit
outlook to ‘Negative’ from ‘Stable’, with its current rating at BBB+. It should
be noted that the outlook has the goal of indicating the direction of a possible
rating change, which could materialize over a one- to two-year period.

Mexico’s credit ratings

Investment Grade/ Last change in rating

Rating Speculative Outiook and/or outlook
Fitch BBB+ Investment Negative 31-Oct-18
Standard & Poor’s BBB+ Investment Stable 18-Dec-17
Moody’s A3 Investment Stable 12-Apr-18

Source: Bloomberg

Resilient macro fundamentals... In the agency’s view, Mexico’s rating is
supported by the country’s diversified economic base and a track record of
disciplined economic policies that has anchored macroeconomic stability.
Moreover, external imbalances are moderate and fully funded by FDI (with a
current account deficit of 1.7% of GDP in 2017), well-anchored inflation
expectations around the 3% target partly given Banxico’s credibility, a flexible
exchange rate regime, and an adequate level of international reserves (including
the IMF’s Flexible Credit Line).
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...but risks on the fiscal front and previously approved reforms have
increased. Fitch expects that the incoming administration will continue
embracing the core aspects of the macro framework, including budget discipline
and the autonomy of the central bank. Nevertheless, the rating agency points to
risks due to: (1) The incoming administration’s fiscal stance; (2) that previously
approved reforms could stall, for example in the energy sector; and (3)
“...proposals that Pemex invest in new refining capacity to substitute for
gasoline imports would entail higher borrowing and larger contingent liabilities
to the government...”.

On watch of incoming fiscal proposals. According to law, the budget for 2019
must be presented to Congress by December 15", 2018 at the latest. Incoming
officials of the new administration have affirmed that the budget framework will
be guided by the criteria published by the current administration in April.
Moreover, the future Minister of Finance, Carlos UrzUa, has stated that the 2019
budget will aim for a 0.8% of GDP primary surplus. In this respect, Fitch
highlighted that some of the promises discussed by the transition team so far,
such as increasing social transfers and pensions, as well as investing in new
refinery capacity in Pemex to substitute gasoline imports, may be difficult to
accommodate within the budget. Last but not least, the agency believes there are
downside risks related to the expectation regarding stabilization of oil
production in 2019, which could continue to weigh on growth. Considering all
these factors, Fitch estimates that the general government debt ratio stood at
41% of GDP as of year-end 2017, and will remain broadly stable in 2019 and
thereafter. Nevertheless, “...risks remain given the uncertain fiscal policy
settings of the incoming administration and possible economic under-
performance if policy uncertainty persists...”.

USMCA agreement is positive, but uncertainty over its approval in the US
remains. The agency states that the revised trade agreement with the US and
Canada reduces the risk of a disruption in trade with Mexico’s biggest market in
spite of tougher rules of origin, particularly in the auto sector. In this respect,
President Pefia-Nieto is expected to sign the agreement at the end of November
and Mexico’s Congress is also likely to ratify it. Nevertheless, ratification by
US lawmakers will fall to the next Congress, which will be elected on
November 6™, raising some uncertainties.
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Moody’s decided not to take any action on Mexico’s rating or outlook in the
short term. Also today at 2:00pm EST, Moody’s held a conference call focused
on their views about the NAICM and Mexico’s sovereign rating, with the latter
currently at A3 with a “Stable’ Outlook. It is worth reminding that on Monday,
the agency downgraded the Mexico City Airport Trust Senior Secured Notes’
rating to Baa3 from Baal, under review for a further downgrade (MEXCAT
bonds, outstanding: US$ 6 billion). Moody’s decided not to take any action on
Mexico’s rating or outlook, saying that “...the downgrade of the bonds does not
have a direct impact on the sovereign, but it is a sign with long-term
implications that reduces incentives for investment in the economy going
forward...”. Moreover, the agency believes that there could be some indirect
contingent liabilities for Mexico’s fiscal accounts in the medium term.
Nevertheless, and banning an unexpected shock, Moody’s does not plan to
change the sovereign rating or outlook in the short-term, but they remain
vigilant on the new administration’s proposals, particularly its fiscal stance.

Events in coming months. Although the timing of a possible rating change is
uncertain and dependent on future events (as explained above), markets will
closely follow some key events before year-end, among which we highlight: (1)
Mid-term elections in the US on November 6", (2) Banxico’s policy meetings,
on November 15" and December 20™; (3) the G20 Summit in Argentina on
November 30", in which the USMCA could be signed by Presidents of all the
three countries; (4) the “review of qualification” of Mexico’s Flexible Credit
Line, at some point in November; (5) AMLO’s inauguration day on December
1% and; (6) the 2019 Budget, which has to be submitted on December 15" at the
latest, with approval due on December 31,

From our fixed income and FX strategy team

Stop-loss in our short-term tactical trade in the CPI-linked Udibono Jun’22
given the sell-off in the local market; we now recommend more defensive
strategies in floating-rate securities. Mexican sovereign bonds are depicting a
weekly loss so far of 25bps in the short-end and 38bps in longer tenors. The
cautious stance among local and foreign investors grew in the aftermath of
credit rating agencies’ recent actions. Fitch Ratings held stable the sovereign
grade at “BBB+” but changed its outlook from “stable” to “positive” which
resulted in a higher risk premia embedded in local assets. Moody’s stayed put
but stressed out the risks to Mexico’s rating.
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As a result, the 10-year MBono Jun’27 is trading at 8.90% (+57bps), with a
performance in recent sessions. This security breached the rolling 2¢ band,
locating at 4.2 above its 90-day moving average, similar to what has happened
in previous moments of market risk aversion, for example the U.S. elections in
2016 with 5.56 or NAFTA negotiating process (e.g. a more radical position
from the U.S. in October 2017 with 4.1c). In our view, market participants will
depict a higher sensitivity to any announcement in following days, in addition to
Banxico’s next policy decision on November 15", with a stronger likelihood of
a 25bps increase (88% of implied probability) given the current performance of
the Mexican peso and its possible pass-through effect on inflation. We
acknowledge the global risk off effect, affecting several assets in the EM
spectrum. However, the abovementioned backdrop has contributed to the
headwinds analyzed by several investors. The 10-year spread between Mexican
and U.S. bonds prints at 580bps (+55bps), a maximum level not observed since
March 9", 2009 when it reached 597bps. These conditions leave us to suggest a
stop-loss strategy in our most recent short-term tactical trade in the CPI-linked
Udibono Jun’22, despite having a more defensive performance vis-a-vis other
local assets and portraying an attractive carry given current inflation dynamics.
On the other hand, we hold a negative view in terms of Mbonos and recommend
positioning in defensive floating-rate securities.

MXN also affected. The Mexican peso is depreciating 4.9% so far this week,
registering 5 straight weeks of losses, moving from USD/MXN 19.35 to 20.31,
conveying the worst performance among EM. The MXN weakness was
explained by the combination of risky events in the global landscape in tandem
with the uncertainty highlighted by credit agencies. The most significant short-
term technical levels that we could observe are located between the Fibonacci
retracement of 20.24 followed by the psychological of 21.00 which is the
maximum level so far in 2018. The peso has passed a rolling 26 band, similar to
what has been observed in the fixed-income market. The currency is 3.8c above
its 90-day moving average, the maximum level observed in recent years, similar
to the one observed during the U.S. elections (3.80) and slightly above the most
controversial discussions surrounding the NAFTA deal in October 2017 (3.50)
and the hedge observed 1 month previous to the Mexican elections this year
(3.10). This is a sign of a stressed valuation, which will continue incorporating
the information that will come out in following days. The ATM volatilities are
standing at 15.96%, 15.31% and 15.07% for the 1-, 3- and 6-month tenors,
respectively, with a 10% increase this year. Taking into account current market
conditions se hold our short-term tactical trade idea of long USD, which we
opened on October 16™ with an original target of USD/MXN 19.30, which we
have decided to extend given the recent performance of the local currency.

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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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 G6mez Solis, Gerardo Daniel Valle Trujillo, José ltzamna Espitia Hernandez, Valentin Il Mendoza Balderas, Santiago Leal Singer,
Francisco José Flores Serrano, Francisco Duarte Alcocer, Jorge Antonio Izquierdo Lobato 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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