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Moody’s reaffirms Mexico’s A3 rating April 27, 2017

= Moody's affirmed today its A3 rating, while maintaining its sovereign www.banorte.com

debt outlook in “negative” WWW.iXe.com.mx
@analisis_fundam

= The drivers behind the decision, according to the document released
today by the rating agency are: Gabriel Casillas
(1) The government's fiscal consolidation efforts and the significantly g:g?fefgggmr;s'sézgg Head of Research
reduced likelihood that the contingent liabilities from PEMEX will

materialize, given a better financial position; and Delia Paredes

(2) Although Moody’s base-case scenario calls for marginal changes Executive Director of Economic Analysis
to NAFTA regarding rules of origin and trade disputes della paredes@banorte.com
m_echanlsm, the agency mentioned t_hat stronger ghanges ora U.S Alejandro Cervantes
withdrawal could lead to a material deterioration of Mexico's Senior Economist, Mexico
credit metrics alejandro.cervantes@banorte.com

= Moody’s highlighted that Mexico’s credit outlook could change back to Francisco Flores
stable if: “..renegotiation of the trade agreement leads to changes that Economist, Mexico
have only limited impact on Mexico's medium-term economic and fiscal francisco flores.serrano@banorte.com

prospects, leading to a significant reduction in investors’ risk
perception...”

* In addition, Moody’s also mentioned that Mexico’s rating could be Fixed income and FX Strategy
revised up if: “..higher than expected growth driven by continuing . )
structural reform efforts, which would result in the creation of sizable ﬁ'ela"dm.Pad.'"a
. . . ead Strategist - Fixed-Income and FX
fiscal buffers by the government, and a significant decrease in alejandro.padila@banorte.com
government debt metrics...”
Juan Carlos Alderete, CFA

= We highlight that Moody's continues to be the rating agency that has FX Strategist
awarded Mexico with the highest sovereign rating. As shown in the juan.alderete. macal@banorte.com
table below, the A3 from Moody's is one notch above the BBB+ by S&P .
and Fitch, even though they all have a negative outlook Santiago Leal
Analyst Fixed Income and FX
= In terms of strategy, it is our take that the announcement could be santiago.leal@banorte.com

positive for Mexican assets, albeit modestly as the outlook was left
unchanged. We estimate that the risk premium embedded in both local
rates and MXN is already broadly consistent with a country rating of
Baal/Baa2, so it could be construed as a mild upward surprise relative
to current market expectations

= In rates, we remain on the sidelines for now, waiting for better entry
levels after taking profits on long positions in the belly of the Mbonos
curve (Jun’22, Dec’23, and Dec’24), where we still acknowledge the
most attractive relative valuation. Nevertheless and generally speaking,
we see an expensive valuation in Mexican bonds, as suggested by the
strong flattening bias and lower risk premium following the rally in Document for distribution among
1Q17 public
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= In FX, the Mexican peso gained from 19.05 to 19.00 per dollar as an
immediate reaction in the after-market. Similar to our rates outlook, we
are waiting for a better level to evaluate new positions. Under current
conditions, we see USD/MXN above 19.30 is attractive for short
positions on an intraday and tactical basis, while 19.60 looks better for
directional trades. In contrast, we expect the cross to validate the 18.45-
18.50 zone as a strong support, in which appetite for dollars is likely to

remain high

Mexico’s credit ratings

Investment Last change in
Rating Grade/ Outlook rating and/or
Speculative outlook
Fitch BBB+ Investment Negative 9-Dec-16
Standard & Poor's BBB+ Investment Negative 23-Aug-16
Moody's A3 Investment Negative 05-Feb-14

Source: Bloomberg

Disclaimer

The information contained in this document is illustrative and informative so it should not be considered as an advice and/or
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