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Fixed-Income and FX Weekly

Market outlook

= Mixed performance in local assets. Last week, the Mbonos’ curve registered

gains of 6bps at the long-end. The 10-year benchmark closed at 8.79% (+2bps
w/w). The USD/MXN ended at 17.59, printing an appreciation of 1.0% w/w

Focus on Banxico’s decision and US debt ceiling negotiations. Last week
financial markets ended with mixed performances. The moderation in April
inflation in the US and the Congressional impasse on raising the debt ceiling were
the main catalysts for the market. Following the price dynamics, we maintain our
expectation that the Fed has already reached the terminal rate, but we differ from
the market on the cuts it is pricing-in for 2H23. Likewise, inflation in Mexico
showed favorable seasonal effects and we believe that Banxico’s restrictive cycle
has already ended with the benchmark rate at 11.25%. This week the spotlight will
be on Banxico’s monetary policy decision in which we expect a relatively hawkish
tone in the statement. We will also be watching for future guidance on the inflation
outlook, including the trajectory update. In addition, markets will remain attentive
to negotiations between President Biden and Congressional leaders on the debt
ceiling with the critical June 1* date defined by Janet Yellen in mind. Additionally,
investors will be watching for speeches from Fed members, including Chairman
Powell. In economic data, the focus will be on 1Q23 GDP releases from the
Eurozone and Japan while China will publish both production and consumption
hard numbers. In the US, retail sales, industrial production, housing figures and the
Phily Fed manufacturing indicator will be highlighted, while the corporate earnings
season is in its final stretch. In Mexico, retail sales and the Timely Indicator of
Economic Activity will be the highlights

Fixed-Income

Supply — Tomorrow, the MoF will auction 1-, 3-, 6-, and 12-month Cetes, the 10-
year Mbono (May’33), the 30-year Udibono (Nov’50), as well as 2-, 5-, and 10-
year Bondes F

Demand — Foreigners’ holdings in Mbonos totaled MXN 1.368 trillion (USS$ 76.1
billion), a market share equal to 34.7%, as of May 3™. Short positions in Mbono
May’33 ended at MXN 7.1 billion from previous MXN 3.2 billion

Technicals — The spread between 10-year Mbonos and Treasuries remained
unchanged at 532bps respect to the previous week, with the 12M mean at 558bps

Foreign exchange

Market positioning and flows — MXN position (as of May 9") printed a higher
net long of US$ 1.97 billion from US$ 1.61 billion a week ago. Mutual funds’ flows
to EM marked purchases of US$ 311 million from outflows US$ 26 million

Technicals — The spot reached its best intraday level since July 2017 at 17.54 per
dollar, looking to reach the 17.45 resistance. In addition, the weekly trading range
remained tight at 31 cents
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Recommendations

Fixed-Income

This week, all attention will be on the
Banxico’s monetary policy decision,
where the consensus does not expect
changes in the benchmark rate,
remaining at 11.25%, in line with our
call. However, it is worth noting that
rates have not fully incorporated this
scenario as they maintain a 44%
probability for a 25bps hike. In this
sense, we do not rule out a slight
breather in shortest-term tenors

Finally, we expect that the 10-year
Mbono to trade between 8.60% and
8.90% this week

FX

= This week, the dollar’s performance will
be mainly driven by the debt ceiling
negotiations and speeches from Fed
members

For the MXN we expect the resilient
performance to continue, with the focus
on Banxico's monetary policy decision
and the tone of the statement. We see
a stronger level feasible, in case of a
hawkish tone. We estimate a trading
range for this week between USD/MXN
17.30 and 17.90
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Fixed-Income dynamics

Mbonos performance IRS (28-day TIIE) performance
. YTM Weekly change YTD . YTM Weekly change YTD
Maturity date
y 05/12/2023 (bps) (bps) Maturity date 05/12/2023 (bps) (bps)
Dec'23 11.31 5 +49 3-month (3x1) 1159 2 +69
Sep’24 11.00 -2 +90
6-month (6x1) 11.56 2 +52
Dec'24 10.70 +1 +83
Mar'25 10.39 +4 +46 9-month (9x1) 11.45 +0 +38
Mar’26 9.60 +6 +36 1-year (13x1) 11.14 2 +22
Mar27 9.11 0 -8 2-year (26x1) 9.88 ) +1
Jun27 901 +1 7 3-year (39x1) 9.05 +3 13
May'29 8.76 +2 -32 . _— 8.65 . -
- . + -
May'31 8.75 1 27 year (52x1)
May’33 8.79 +3 23 5-year (65x1) 8.44 +2 -38
Nov’34 8.76 0 -29 7-year (91x1) 8.31 -1 -43
Nov'36 8.76 +1 29 10-year (130x1) 8.29 -4 -44
Nov' 92 - -17
ov'38 89 8 20-year (260x1) 8.40 3 46
Nov'42 8.99 -7 12 Source: Bloomberg
Nov'47 8.96 5 -12
Jul’53 8.99 -5 -7
Source: PiP
Udibonos performance Cetes performance
. YTM Weekly change ] YTM Weekly
Maturity date 515003 (bps) YD (bps) Maturitydate  o519p093  change (bps) YD (OPS)
Nov'23 8.54 +16 +246 Cetes 28 11.37 -9 +128
Dec'25 5.61 6 +85 Cetes 91 1151 5 +85
Dec'26 5.37 2 +71 Cetes 182 11.61 +2 +74
Nov'28 462 +15 +31 Cetes 364 1153 +0 +56
Nov'al 450 +6 +33 Cetes 728 11.07 -2 +26
Nov'35 450 +8 +29 Source: PiP
Nov'40 4.60 +9 +41
Nov'43 4.60 +9 +10
Nov'46 4.58 +9 +40
Nov'50 462 +12 +39
Source: PiP
Mbonos curve at different closing dates 10-year Mbono benchmark
% %
12.00 - — 1 )-May-23  e—-May-23  em—3-May-22 10.50 -
10.00 -
11.00 950 -
9.00 -
10.00
850 -
9.00 4 e 8.00
750 |
8.00
7.00 -
700 650 -
6.00 -
6.00 5.50 , . | , ,
v 5y 1o¥ Years 0¥ 3o¥ Jan-18 Jan-19 Jan-20 Jan-21 Jan-22 Jan-23
Source: PiP, Banorte Source: PiP




4» BANORTE

Fixed-Income dynamics (continued)

USD UMS and US Treasuries performance

UMS usT Spreads CDS
TN S N B S~ = S
(bps) (bps) (bps) (bps)
2Y Abr'25 437 -8 -10 3.99 +7 -44 38 -15 34 50
3Y May'26 4.04 -1 -76 3.66 +1 -57 38 -3 7 70
5Y Feb'28 4.63 -2 -16 3.45 +4 -56 118 -6 106 122
Y Apr'30 4.98 +7 -36 3.45 +4 51 152 +3 152 166
10Y May'33 5.31 +1 -25 3.46 +3 -41 185 -1 184 203
20Y Mar'44 6.01 +5 -37 3.88 +4 27 213 +1 232
30Y May'53 6.29 +4 -10 3.79 +4 -17 250 +0 260
Source: Bloomberg
5Y USD UMS 10Y USD UMS
% %
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Source: Bloomberg Source: Bloomberg
5Y UMS-UST Spread 10Y UMS-UST Spread
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Fixed-Income supply

= Mexico’s weekly auction. Tomorrow, the MoF will auction 1-, 3-, 6-, and 12-month
Cetes, the 10-year Mbono (May’33), the 30-year Udibono (Nov’50), as well as 2-,
5-, and 10-year Bondes F

4» BANORTE

= Cetes have attractive real rates. We expect a good demand for Cetes ahead of
Banxico’s monetary policy decision on Thursday where we foresee the reference rate
to remain unchanged at 11.25%, confirming that the restrictive cycle ended in March
and that the lagged effect of monetary policy will be enough for inflation to
eventually reach its target level. However, it will be very important to identify the
factors that indicate how long the reference rate will remain high and the beginning
of cuts, considering that the market anticipates a total cut of -70bps for the 2H23.
For the 10-year Mbono, we anticipate a stable demand in line with the average of its
last three auctions of 2.0x. However, in relative terms, we continue to see that long-
term securities show a more attractive valuation. For the 30-year Udibono, we expect
weak appetite around 1.6x. We reaffirm our preference for nominal vs real rates
despite a decline in breakevens on most terms. The 30-year reading dipped to 12-
month low of 4.17% (-30bps m/m)

Auction specifics (May 16, 2023)

2023 Auction Calendar*

. Coupon rate, To be Previous
Maturity % auctioned! yield?
Cetes
im 15-Jun-23 8,000 11.39
3m 17-Ago-23 7,500 11.55
6m 16-Nov-23 8,000 11.61
12m 2-May-24 8,000 11.57
Bondes F
2y 13-Mar-25 4,500 0.19
Sy 14-Oct-27 1,000 0.25
10y 21-Oct-32 750 0.32
Mbono
10y 26-May-33 7.50 16,000 8.89
Udibono
30y 3-Nov-50 4.00 UDIS 1,000 4.45

Source: Banorte with data from Banco de Mexico

1. Except for Udibonos, which are expressed in UDI million, everything else is expressed in

MXN million. The amount of Cetes is announced a week prior to the day of the auction.
2. Yield-to-maturity reported for Cetes, Mbonos and Udibonos

Mbonos’ bid-to-cover ratios for primary auction in last 2 years

Date Cetes Mbonos Udibonos Bondes F
3-Apr 1,3,6,and 12M  10-year (May'33)  20-year (Nov'35)  2-, and 5-year
11-Apr  1,3,6,and 24M  5-year (Mar'27) 10-year (Nov'31)  1-, 3-,and 7-year
18-Apr  1,3,6,and 12M  20-year (Nov'42)  30-year (Nov'’50)  2-, 5-, and 10-year
25-Apr  1,3,6,and 24M  3-year (Mar'25) 3-year (Dec'26) 1-, and 3-year
2-May 1,3,6,and 12M  30-year (Jul'53) 20-year (Nov'43)  2-, and 5-year
9-May 1,3,6,and 24M  5-year (Mar'27) 10-year (Nov'31)  1-, 3-,and 7-year
16-May  1,3,6,and 12M  10-year (May'33)  30-year (Nov'50)  2-, 5-, and 10-year
23-May  1,3,6,and24M  3-year (Mar25) 3-year (Dec'26) 1-, and 3-year
30-May 1,3,6,and12M  20-year (Nov'42)  20-year (Nov'43)  2-, and 5-year
6-Jun 1,3,6,and 24M  5-year (Mar'27) 10-year (Nov'31)  1-, 3-,and 7-year
13-Jun  1,3,6,and 12M  30-year (Jul'53) 3-year (Dec'26) 2-,5-, and 10-year
20-Jun  1,3,6,and 24M  3-year (Mar'25) 30-year (Nov'50)  1-, and 3-year
27-Jun 1,3,6,and 12M  10-year (May'33)  20-year (Nov'43)  2-, and 5-year
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Source: Ministry of Finance *In case an instrument is auctioned by the syndicated method, the current
instrument will be replaced by the new issuance

Udibonos’ bid-to-cover ratios for primary auction in last 2 years
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Fixed-Income demand

Cetes held by foreigners

Mbonos held by foreigners

ap BANORTE

MXN billion, % MXN trillion, %
350 - Cetes (LHS) % of total outstandig (RHS) - 40 2.00 - Mbonos (LHS) % of total outstanding (RHS) - 70
L 35 1.90 - - 65
300 "
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1.60 - - 50
- 20
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150 b A d [V\
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Source: Banxico Source: Banxico
Government issuance by type of instrument Mbonos holdings by type of investor
Total amount of US$ 409 billion, % of total Total amount of US$ 219 billion, % of total
Bondes D
% Foreign investors
Udibonos
5%
Source: Banxico Source: Banxico
Government bond holdings by type of investor Mbonos holdings by type of investor
USS$ billion and %, data as of 05/03/2023 .
Total % of total amount outstanding USS billion and %, data as of 04/27/2023
amoun_t .Foreign Pension  Mutual Insuran.ce anks  Other Total Local Foreign Pension
outstanding investors  funds  funds companies DM . Other
Zero-coupon Cetes 84 13% 12% 20% 1% 0%  41% amount Banks investors _and Mutual
Floating-rate Bondes D 30 0% 3% 35% 2% 23%  38% Dec'23 11.6 22% 11% 17% 50%
Real-rate Udibonos 160 4% 53% 4% 19% 2% 18%
g 0 0, 0 0,
Fixed-rate Mbonos 219 35% 23% 3% 3% 10% 26% Sep 24 175 19% 20% 11% 50%
Source: Banorte with data from Banxico Dec’24 134 24% 28% 8% 41%
Mar'25 12.6 14% 23% 18% 45%
Foreign investors holdings of government bonds Mar'26 25.7 28% 25% 17% 30%
US$ bilion Mar'27 13.6 18% 24% 14% 44%
05/03/2023  Previous Week  Difference 12/30/2022 Difference Jun'27 19.7 8% 44% 28% 19%
Zero-coupon Cetes 10.5 10.4 0.1 7.8 2.7 M ay'29 15.1 4% 52% 22% 23%
Floating-rate Bondes D 0.1 0.4 -0.4 1.9 -1.8 May'31 24.2 4% 50% 31% 15%
Real-rate Udib 6.5 0.8 5.7 1.0 5.6 b
eabrate abonos May'33 7.4 3% 38% 38% 20%
Fix ed-rate Mbonos 76.1 76.2 -0.1 77.8 -1.7 , ) ) 0 )
Source: Banorte with data from Banxico NOV 34 50 OA) SOA) 37A) lSAJ
Nov'36 4.0 0% 30% 39% 31%
Foreign investors holdings of government bonds Nov'38 12.1 1% 43% 40% 16%
Percentage of total amount outstanding Nov'42 15.7 1% 47% 37% 15%
05/03/2023 Previous Week  Difference 12/30/2022 Difference ,
Zero-coupon Cetes 2.6% 2.6% 0.0% 2% 01% Nov'47 14.4 0% 36% 44% 20%
Floating-rate Bondes D 0.2% L.4% -1.2% 4.4% -4.2% Jul'53 6.4 1% 32% 51% 16%
Real-rate Udibonos 4.1% 4.1% 0.0% 5.0% -0.9%
0 0 0 0,
i ot rote Mbonos 34.7% 30.9% 0.2% 3719% 2% Total 2119 11% 35% 26% 28%

Source: Banorte with data from Banxico

Source: Banxico
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Fixed-Income demand - Primary dealers

Market makers' short positions on Mbonos Weekly change in market makers' short positions on Mbonos
MXN billion MXN billion
% Zi2-year range ® Average m Current 5.0
40
20 ']
o P i 3.0
‘o - |
15 - 3 1 3 ! ] 20
{ i 3 1 i i o 3 3 - 1.0
wifh o @ w4 o R N |
' T | ] flo o o) o : II."-
1l e ar @ ops Lo  ER B 10
5 ‘) o b b g PR 0
& il e 1.1 I w.l e 2.0
e e e e e gy
IR RN R 30 o
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Market makers' short positions on Mbono May’31 Market makers' short positions on Mbono Nov’47
MXN billion MXN billion
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Source: Banxico Source: Banxico
Market makers' short position on Mbonos
US$ million
Total amount Previous Previous
Maturity Date outstanding as of 05/12/2023 Previous Year ~ 6-month MAX 6-month MIN
Week Month
05/12/2023
Dec'23 11,857 25 28 0 25 409 0
Sep'24 17,940 6 9 55 30 313 0
Dec'24 13,842 16 13 0 122 445 0
Mar'25 12,827 34 50 9 15 336 0
Mar'26 26,302 998 781 836 270 1,086 137
Mar'27 14,743 0 89 281 32 396 0
Jun'27 20,202 198 165 193 211 674 22
May'29 15,605 174 188 320 50 354 8
May'31 24,851 185 285 139 171 541 0
May-33 7,784 403 183 49 0 403 0
Nov'34 5,131 119 135 52 2 165 24
Nov'36 4,034 41 53 103 26 223 0
Nov'38 12,388 38 73 2 43 139 0
Nov'42 16,102 4 11 0 38 159 0
Nov'47 14,709 109 164 415 167 705 6
Jul'53 7,258 83 28 107 0 718 0
Total 225,577 2,351 2,229 2,453 1,202

Source: Banxico




Fixed-Income technicals
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= The carry at the shortest-end decreased. Spreads between Cetes and imp. forward
rates stood at: 1-month at +25bps from +27bps, 3-month at -105bps from -89bps,
6-month at -120bps from -104bps, and 1-year at -99bps from -92bps

= Attention to Banxico’s monetary policy decision, in which we expect the
reference rate unchanged. After positive inflation reports in March and April,
indicating a clear downward trend, the market reduced to 44% the probability of a
hike in May vs. 68% at the beginning of April. With this, Banxico’s terminal rate
would stand at 11.25%, after accumulating hikes of +725bps during the tightening
cycle, making it the highest in history, both in terms of the level reached and the
accumulated increases. Similarly, the market no longer expects increases in the fed

funds range, concluding at 5.00%-5.25%

Spread between Cetes and Implied Forward Rates
Basis Points

Tenor Actual  Previous Previous 6-month  6-month  6-month
05/12/2023  Week Month Avg Max Min
1-month 25 27 -28 11 142 -106
3 months -105 -89 91 -52 27 -120
6 months -120 -104 -105 -80 -10 -121
12 months -99 -92 -87 -92 -48 -137

Source: Banorte with data from PiP and Bloomberg

Cumulative implied moves in Banxico’s repo rate
Basis points
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= The local risk premium closed the week unchanged. Investors digested the ECB's
comments and were attentive to the US debt ceiling negotiations. In this context, the
10-year spread between Mbonos and Treasuries closed Friday at 532bps unchanged
vs. the previous week, while the average of the last twelve months stands at 558bps

= 3-month correlation between benchmark Mexican and American bonds
increased. The reading closed Friday at +89% vs. +82% the previous week

10-year Mbono and 10-year UST spread
Basis points
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Mexico and U.S. 10-year bonds correlation
3-month moving correlation
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Fixed-Income technical (continued)

Selected Spreads

Basis points
Tenor 05/12/2023 Previous Week Previous Month  Previous Year 12m Max 12m Min 12m Average
Mbono 2s10s -191 -193 (+2bps) -189 (-2bps) -22 (-169bps) -8 -199 -99
Mbono 10s30s 20 28 (-8bps) 16 (+4bps) 11 (+9bps) 35 -15 9
TIIE-Mbono 2-year -82 -80 (-2bps) -62 (-20bps) 4 (-86bps) 18 -82 24
TIEE-Mbono 10-year -50 -44 (-6bps) -43 (-7bps) -14 (-36bps) 1 -67 -36

Source: Bloomberg and PiP

Mexican and US rates performance, last 12 months

2- and 10-year TIIE-IRS and Mbono spreads

Basis points Basis points
80 - m 10-year Mbono 10-year UST 100 -
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Source: PiP and Bloomberg Source: Bloomberg
Breakeven inflation using Mbonos & Udibonos
Implicit market inflation using Fisher Equation (%)
Date 05/12/2023 Previous week  Previous month  Previous year 12m Max 12m Min 12m Average
3y 4.76 4.75 (+1bp) 5.07 (-31bps) 4.68 (+8bps) 5.74 455 5.05
5Y 4.29 4.44 (-15bps) 4.64 (-35bps) 4.59 (-30bps) 5.28 4.23 473
10Y 4.10 4.14 (-4bps) 4.30 (-20bps) 4.46 (-36bps) 5.16 4,07 458
20y 4.20 4.35 (-15bps) 4.56 (-36bps) 4.72 (-52bps) 5.15 419 4.69
30Y 417 4.34 (-17bps) 4.47 (-30bps) 4.82 (-65bps) 5.18 417 4.66
Source: PiP

3- and 5-year breakeven inflation using Mbonos & Udibonos

Implicit market inflation using Fisher Equation
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Fixed-Income trade recommendations

= Investors await Banxico’s decision with no changes expected. Sovereign bonds
closed the week with a negative bias, led by European assets on signs that the ECB
could extend its hiking cycle. However, the slowdown in US and Mexican inflation
supported the view that central banks have already concluded their monetary
tightening cycles. Meanwhile, concerns of a recession remain on investors’ minds,
especially in the face of increased skepticism about the recovery of the world’s
second largest economy. China recorded an unexpected drop in imports and slower
export growth. In this regard, the gold/copper ratio increased to 5.4x, its highest level
since January 2021 reflecting a greater appetite for assets considered as a safe-haven
and an expectation of slower economic growth. Specifically, gold accumulated a gain
of 11.0% in the year, trading above 2,000 dollars per troy ounce, while copper
collapsed to 5-month lows. Discussions also continued at the White House to
increase the debt ceiling, although an agreement has not yet been reached.
Meanwhile, the New York Fed indicates that the probability of a recession in the
United States during the next 12 months has increased to 68% from 47% at the end
of 2022. Against this backdrop, investors are convinced that the Fed will lower
interest rates in 2H23 through -25bps adjustments in the last three decisions of the
year

= Locally, the Mbonos’ curve posted modest gains of 6bps w/w at the long-end, while
the belly marked slight pressures. Meanwhile, the ends of the TIIE-28 swaps curve
registered few changes, with the 3- to 5-year segment losing as much as 4bps w/w.
The movements reflected that investors’ bets remain anchored on the central bank
having already reached its terminal rate. On the other hand, inflation-linked bonds
(Udibonos) depreciated 9bps w/w, except for the Dec’25 node which gained 6bps
w/w. As a result, inflation breakevens continue to decline with most maturities
approaching 12-month lows, except for the 3-year reading which stands at 4.76%,
which is 21bps above said low. Despite this adjustment, we do not see enough value
in Udibonos, at least for now

= This week, all attention will be on the Bank of Mexico’s monetary policy decision,
where the consensus does not expect changes in the benchmark rate, remaining at
11.25%, in line with our call. However, it is worth noting that rates have not fully
incorporated this scenario as they maintain a 44% probability for a 25bps hike. In
this sense, we do not rule out a slight breather in shortest-term tenors. In addition, we
will keep an eye on factors that indicate how long the rate will remain elevated and
the start of cuts, considering that the market anticipates a further cumulative decline
in the interest rate of -70bps in 2H23 from -66bps the previous week. Finally, we
expect the 10-year Mbono, May’33, to trade between 8.60% and 8.90%




FX dynamics

= Inflows to Mexico continue to strengthen the currency. The Mexican peso closed
the week at 17.59 per dollar +1.0% w/w while being the strongest among EMs for
the year with a gain of 10.8%. This performance contrasted with the weakness of

other currencies due to the risk of a US default

4» BANORTE

= USD rebounded amid the impasse in Congress. The spotlight was focused on the
debt limit negotiations, which strengthened the dollar and was reflected in an
advance in the DXY and BBDXY indices. Meanwhile, G-10 and emerging market
currencies ended with a negative bias. In the first group, SEK (-2.1%) was the
weakest. In the second, ZAR (-4.8%) led the decliners

Foreign Exchange market levels and historical return

Close at Daily Weekly  Monthly YTD!
05122023 Change  change  change (%)
(%)t (%0)! (%)
Emerging Markets
Brazil USD/BRL 492 0.2 0.6 0.0 7.3
Chile USD/CLP 785.00 11 1.2 24 8.4
Colombia USDICOP 4,552.89 0.3 0.6 2.2 6.6
Peru USD/PEN 3.66 0.1 14 3.2 4.0
Hungary USD/HUF 341.41 04 -1.2 0.2 9.4
Malaysia USD/MYR 4.48 04 -1.0 -1.6 -1.7
Mexico USD/IMXN 17.59 0.1 1.0 2.7 10.8
Poland USD/PLN 4.16 -0.1 -0.3 17 51
Russia USD/RUB 77.64 -1.0 0.2 59 4.4
South Africa USD/ZAR 19.34 -0.7 -4.8 -4.8 -11.9
Developed Markets
Canada USD/CAD 1.36 0.4 -1.3 0.8 0.0
Great Britain ~ GBP/USD 1.25 -0.4 -14 0.2 3.1
Japan USDIPY 135.70 -0.9 -0.7 -1.9 -34
Eurozone EUR/USD 1.0849 -0.6 -15 -1.3 13
Norway USD/NOK 10.68 0.0 -1.1 2.2 -8.2
Denmark USD/DKK 6.86 -0.6 -15 -1.2 1.2
Switzerland USDI/CHF 0.90 0.4 0.7 0.2 30
New Zealand  NZD/USD 0.62 -1.7 -1.6 0.3 2.5
Sweden USD/SEK 10.38 0.4 2.1 0.3 0.5
Australia AUD/USD 0.66 0.8 -15 0.7 25

Positive (negative) changes mean appreciation (depreciation) of the corresponding

currency against the USD.
Source: Bloomberg
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FX positioning and flows

* Net long positioning in MXN increased. As of May 9", the MXN position recorded
a higher net long position of US$ 1.97 billion from US$ 1.61 billion, reaching a high
since March 2020. The MXN became the strongest currency among its EM peers
with a year-to-date appreciation of 10.8%. The currency has surprised with its
resilience so we do not rule out that it could breach the 17.45 resistance and with it
a higher volume of net long positions considering that in 2020 it reached levels of
USS$ 4.55 billion

= Net short USD positions increased to levels not seen since June 2021. The USD
IMM position posted a higher net short position of US$ 13.4 billion from US$ 11.06
billion the previous week on expectations that the Fed has reached its terminal rate.
This was the result of purchases in most currencies, with JPY (+990 million), EUR
(+733 million) and CAD (+671 million) standing out

= Inflows in EM return after 4 weeks with sales, while Mexico increased
purchases. Our EPFR aggregate recorded positive flows of US$ 311 million from
outflows of US$ 26 million the previous week. Bond market flows turn negative to
USS$ 169 million from +US$ 279 million. While equities posted inflows of US$ 479
million from outflows of US$ 305 million. In Mexico, positive flows of US$ 33
million were recorded because of sales in bonds of US$ 1 million and purchases in
equities of US$ 34 million

200

IMM positioning in USD/MXN futures IMM positioning by currency*
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FX technicals

4» BANORTE

The Mexican peso remains resilient and could seek stronger levels. The Mexican
peso’s carry remains very attractive vs. its emerging peers and is the main driver of

its performance. If the local currency breaches the 17.45 level, it will look for the

levels recorded in April 2016. The main short-term resistances stand at 17.50, 17.40,
and 17.24, with supports at 17.85, 17.97, and 18.10. Meanwhile, the weekly trading
range marked 31 cents, lower than the average of the last 4 weeks of 28 cents. So far
this year, the weekly range registers a maximum of 94 cents, while the minimum
range is 21 cents

USD/MXN - 1-month correlation with other currencies*

%

USD/MXN - 1-month correlation with other assets*

%

Previous

Previous

-0.3

-0.6

Actual (%) 6m Min 6mMax  6m Average Actual (%) 6m Min 6m Max 6m Average
week week
EUR 18 15 -7 72 30 VIX 50 56 8 89 51
CAD 59 57 1 68 37 SPX 53 56 23 71 43
ZAR 5 21 3 85 37 GSCI 17 29 2 65 32
BRL 56 50 -48 66 30 Gold -20 -25 -57 67 18
HUF 26 24 -5 70 37
RUB 57 21 -34 57 13
* Positive: appreciation of MXN and corresponding currency * Positive: appreciation of MXN and corresponding asset except VIX
Source: Bloomberg, Banorte Source: Bloomberg, Banorte
USD/MXN - Moving averages USD/MXN - Fibonacci retracement
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FX technicals (continued)
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= For the second consecutive week, the MXN ATM implied volatility curve
registered very little change and remains steep. The node marking the largest
movement was the 3-month implied volatility which declined 0.2 vegas to 11.03%,
returning to pre-SVB bankruptcy levels. The 1-year reading remained unchanged at
11.86%. The currency has maintained muted volatility compared to its emerging
market peers. The 1-month risk reversal decreased to 2.50% from 2.82% the previous
week and the 3-month reading decreased to 2.95% from 3.15%

USD/MXN - ATM options volatility curve
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FX trade recommendations

USD/MXN and Mexico 5Y CDS

The Mexican peso marked its best level since July 2017, despite a strengthening
dollar. Last week, the currency universe reacted to the release of US inflation and
other economic figures in combination with recession risks from restrictive monetary
policy and risks of a default in the face of the Congressional impasse. In this sense,
the dollar strengthened with the DXY and BBDXY indices increasing 1.5% and 1.0%
w/w, respectively. It is worth mentioning that the DXY after a four-week
consolidation period —where it validated the February lows—, gained strength in the
face of the aforementioned uncertainty and closed the week pressing the technical
levels defined by the 50- and 100-day MA. Meanwhile, developed currencies
registered losses and the emerging currencies showed a negative bias. In the former
group, SEK (-2.1%) was the weakest following the central bank governor’s
comments that inflation will fall 'significantly’ this year. Among the emerging
currencies, ZAR (-4.8%) led the declines marking its weakest level against the dollar.
The South African currency weakened following accusations by the US ambassador
that the country is providing weapons to Russia

The Mexican peso continues to show resilient performance. On Wednesday, the
MXN reacted strongly to the US inflation figures marking its best level at 17.54 per
dollar bringing it close to the intraday low (17.47) of July 2017. Thus, the MXN
closed Friday at 17.59 with an appreciation of 1.0% w/w and a trading range of 31
cents, slightly above the 4-week average of 28 cents. This week, the Mexican
currency will assimilate the tone of Banxico’s statement. With our expectation for
rates, the spread with the Fed will remain at 600bps being an attractive carry vs. its
emerging peers. Furthermore, a correction in the cuts that the market is pricing-in for
2H23, would be an additional support for our currency. In this sense, we could see
an extension of gains, it could even breach the 17.50 floor as volatility remains
relatively contained. We expect a trading range between USD/MXN of 17.30 to
17.90

USD/MXN Forecast for 2023
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Forecast
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Weekly economic calendar

For the week ending May 19, 2023

<p BANORTE

Time Event Period Unit Banorte Survey Previous
05:00 EZ Industrial production* Mar % m/m 24 15
05:00 EZ European Commission economic forecasts
08:30 US  Empire manufacturing* May index 0.0 -39 10.8
o 0845 US  Fed's Bostic Has Opening Remarks at Financial Markets Conference
E 09:15 US  Fed's Kashkari Takes Part in a Moderated Discussion
= 17:00 US  Fed's Cook Gives Commencement Address at UC Berkeley
22:00  CHI Industrial production Apr % yly 10.8 39
22:00 CHI  Retail sales Apr % yly 220 10.6
22:00 CHI  Gross fixed investment (YTD) Apr % yly 5.7 51
02:00 UK Unemployment rate* Mar % 38 3.8
0500 GER  ZEW Survey (Expectations) May index -5.5 4.1
05:00 EZ  Gross domestic product 1Q23 (P) % yly 13 13
05:00 EZ  Gross domestic product* 1Q23 (P) % alq 0.1 01
05:00 EC  Trade balance* Mar EURDbN -0.1
08:15 US  Fed's Mester Discusses the economic and Policy Outlook
08:30 US  Advance retail sales* Apr % m/m 0.8 0.8 -0.6
08:30 us Ex autos & gas* Apr % m/m 0.2 0.3
S 0830 us Control group* Apr % m/m 0.2 04 -0.3
é 09:15 US  Industrial production® Apr % m/m 0.0 0.0 04
09:15 us Manufacturing production* Apr % m/m 0.1 0.1 05
10:00 US  Fed's Barr Testifies Before House Financial Services Committee
11:00 MX  International reserves May 12 US$hn 203.5
12:15 US  Fed's Williams Discusses Economic Outlook and Monetary Policy
13:30 MX  Government weekly auction: 1-, 3-, 6-, 12- month CETES; 10-year Mbono (May'33); 30-year Udibono (Nov'50) and 2-, 5-, and 10-year Bondes F
15:15 us Fed's Logan Moderates Panel Discussion at Atlanta Fed
19:00 us Fed's Bostic and Goolsbee Discuss the Economic Outlook
19:50 JN Gross domestic product* 1Q23 (P) %qlq 0.2 0.0
05:00 EZ Consumer prices Apr (F % yly 7.0 6.9
05:00 EZ Core Apr (F % yly 5.6 5.6
S 0800 BZ Retailsales Mar % yly 13 1.0
§ 08:00 BZ  Retail sales* Mar % m/m 0.1 0.1
08:30 us Housing starts** Apr thousands 1,400 1,420
08:30 US  Building permits* Apr thousands 1,430 1,430
08:00 MX  Timely Indicator of Economic Activity* Apr % yly 3.8
08:30 us Initial jobless claims* May 13 thousands 250 250 264
08:30 us Philadelphia Fed* May index -25.0 -19.4 -31.3
S 09:05 us Fed's Jefferson Gives Speech on Economic Outlook
E 09:30 US  Fed's Barr Testifies Before Senate Banking Committee
10:00 us Fed's Logan Speaks at Texas Bankers Association Convention
10:00 us Existing home sales** Apr thousands 43 44
15:00 MX  Monetary policy decision (Banxico) May 18 % 11.25 11.25 11.25
08:00 MX  Retail sales Mar % yly 29 34
08:00 MX  Retail sales* Mar % m/m 0.2 0.3
08:00 Bz Economic activity Mar % yly 4.0 2.8
E 08:00 Bz Economic activity* Mar % m/m -0.5 3.3
- 08:45 US  Fed's Williams Speaks at Monetary Policy Conference
09:00 US  Fed's Bowman Takes part in a discussion at the Texas Bankers Association
11:00 US  Fed Chair Powell, Former Chair Bernanke Speak on Policy Panel

Source: Bloomberg and Banorte. (P) preliminary data; (R) revised data; (F) final data; * Seasonally adjusted, ** Seasonally adjusted annualized rate
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For the week ending May 12, 2023

Time Event Period Unit Banorte Actual Previous
02:00 GER Industrial Production* Mar % m/m - -34 21(R)
© 2300 CHI Trade balance Apr Usbbn - 90.2 88.2
2 2300 CHI Exports Apr % yly - 16.8 234
23:00 CHI Imports Apr % yly - -0.8 6.1
07:00 BZ  Monetary policy decision (Central bank of Brazil)
08:00 MX  Consumer prices Apr % m/m 0.02 -0.02 0.27
08:00 MX Core Apr % m/m 0.43 0.39 0.52
08:00 MX  Consumer prices Apr % yly 6.29 6.25 6.85
E 08:00 MX Core Apr % yly 7.71 7.67 8.09
08:30 US  Fed's Jefferson Speaks to Atlanta Black Chamber
11:00 MX  International reserves May 5 uS$hn - 203.5 203.1
12:05 US  Fed's Williams Speaks to Economic Club of New York
13:30 MX  Government weekly auction: 1-, 3-, 6-, 24- month CETES; 5-year Mbono (Mar'27); 10-year Udibono (Nov'31) and 1-, 3-, and 7-year Bondes F
02:00 GER  Consumer prices Apr (F) % yly - 7.2 7.2
08:00 BZ  Industrial production Mar % yly - 0.9 24
08:00 Bz Industrial production* Mar % m/m - 11 -0.2
08:30 US  Consumer prices* Apr % m/m 04 04 0.1
S 0830 us Ex. food & energy* Apr % m/m 0.3 0.4 0.4
§ 08:30 US  Consumer prices Apr % yly 5.0 49 5.0
08:30 us Ex. food & energy Apr % yly 5.4 55 5.6
21:30 CHI  Consumer Prices Apr % yly - 0.1 0.7
MX  Wage negotiations Apr % yly - 9.3 9.3(R)
MX  ANTAD same-store sales Apr % yly - 6.2 41
07:00 UK Monetary policy decision (BOE) May % - 450 4.25
08:30 US Initial jobless claims* May 6 thousands 245 264 242
= 0830 US  Producer prices* Apr % m/m - 0.2 0.4 (R)
E 08:30 us Ex. food & energy* Apr % m/m - 0.2 0.0
10:15 US  Fed's Waller Discusses Financial Stability and Climate change
19:00 PER  Monetary policy decision (BCRP) May 11 % - 7.75 7.75
02:00 UK Gross domestic product 1Q23 (P) % yly - 0.2 0.6
02:00 UK Gross domestic product* 1Q23 (P) % qlq - 0.1 0.1
02:00 UK Industrial production* Mar % m/m - 0.7 -0.1(R)
08:00 MX  Industrial production Mar % yly 29 1.6 33(R)
08:00 MX  Industrial production* Mar % m/m 0.2 -0.9 05(R)
.?_ 08:00 MX  Manufacturing output Mar % yly 29 11 24
08:00 Bz  Consumer prices Apr % m/m - 0.61 0.71
08:00 BZ  Consumer prices Apr % yly - 4.18 4.65
10:00 US  U. of Michigan confidence* May (P) index 62.5 57.7 63.5
18:00 CL Monetary policy decision (BCCh) May 12 % - 11.25 11.25

19:45 US  Fed's Bullard and Jefferson Take Part in Panel Discussion
Source: Bloomberg and Banorte. (P) preliminary data; (R) revised data; (F) final data; * Seasonally adjusted, ** Seasonally adjusted annualized rate
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Recent trade ideas Track of directional fixed-income trade recommendations
Trade idea PIL Initial date End date Trade idea Entry Target  Stop-loss  Closed ~ P/L Initial date  End date
Pay TIIE-IRS (26x1), receive 2-year SOFR L 18-Aug-22 28-0ct-22 Long Udibono Dec'20 3.05% 2.90% 3.15% 3.15% L 9Augl7 6-Oct-17
Pay 2-year TIE-IRS (26x1) P 4-Feb-22 4-Mar-22 5y10y TIE-IRS steepener 280ps 43bps 180ps 3lbps P2 15Feb17 15-Mar-17
Tactical longs in Mbono Mar'26 P 14-May-21 7-Jun-21 5y 10y TIE-IRS steepener 35bps 50bps 25bps 47bps P 5-Oct-16 19-Oct-16
Receive 6-month TIE-IRS (6x1) P 17-Dec-20 3-Mar-21 Long Mbono Jun21 5.60% 5.35% 5.80% 5.43% P 13Ju-16 16-Aug-16
Long positions in Udibono Nov'23 L 11-Feb21  26Feb21 Long Udibono Jun'19 1.95% 1.65% 2.10% 2.10% L 13-Ju-16 16-Aug-16
Long positions in Mbono May'29 & Nov'38 P 7-Sep-20 18-Sep-20 Receive 1-year TIE-IRS (13x1) 3.92% 3.67% 4.10% 36™%* P 12-Nov-15 8-Feh-16
Long positions in Udibono Dec'25 P 23-Jul-20 10-Aug-20 Long spread 10-year TIE-IRS vs US Libor  436bps 410bps 456hps 410bps P 30-Sep-15 23-0ct-15
Long positions in Udibono Nov'35 P 22-May-20  12-Jun-20 Receive 9-month TIIE-IRS (9x1) 3.85% 3.65% 4,00% 3.65% P 3Sepl5 18-Sep-15
Long positions in Mbono May'29 P 5-May-20  22-May-20 Spread TIIE 2/ 10 yrs (flatiening) 230bps 200bps 250bps 200bps P 26Jun-15 29-Jul-15
Tactical longs in 1- & 2-year TIE-28 IRS P 20-Mar-20 24-Apr-20 Long Mbono Dec'24 6.12% 5.8%% 6.27% 5.83% P 13Ma-l5  19Mar-15
Long positions in Udibono Nov'28 P 31-Jan-20 12-Feb-20 Relative-value trade, long 10-year Mbono (Dec'24) / fiattening of the curve P 22-Dec-14 6-Feb-15
Long positons in Udibono Jun'22 P 9-Jan-20 22-Jan-20 Pay 3-month TIIE-IRS (3x1) 3.24% 3.32% 3.20% 3.30% P 29Jan15  29Jan15
Long positions in Mbono Nov'47 L 250ct19 20-Nov-19 Pay 9-month TIE-IRS (9x1) 3.28% 3.38% 3.20% 3.38% P 29Jan-15 29-Jan-15
Long positions in Mbonos Nov'36 & Nov'42 P 16-Aug-19 24-Sep-19 Pay 5year TIE-IRS (65x1) 5.25% 5.3% 5.14% 5.14% L 4Nov-14 14-Nov-14
Long positions in the short-end of Mbonos curve P 19-Jul-19 2-Aug-19 Long Udibono Dec'17 0.66% 0.45% 0.82% 0.82% L 4-Ju-14 26-Sep-14
Long positions in Mbonos Nov'42 L 5-Jul-19 12-Ju-19 Relative-value trade, long Mbonos 5-to-10-y ear P 5May-14  26Sepl4
Long positions in Mbonos Nov'36 & Nov'38 P 10-Jun-19 14-Jun-19 Receive 2-year TIE-IRS (26x1) 3.75% 3.55% 3.90% 3.90% L 11-Jul-14 10-Sep-14
Long positions in Mbonos Jun'22 & Dec'23 P 9-Jan-19 12-Feb-19 Receive 1-year TIE-IRS (13x1) 4.04% 3.85% 4.20% 3.85% P 6-Feb-14 10-Apr-14
Long floating-rate Bondes D P 31-0ct18 3-Jan-19 Long Udibono Jun'16 0.70% 0.45% 0.90% 0.90% L 6-Jan-14 4-Feb-14
Long CPI-inkded Udibono Jun'22 L 7-Aug-18 31-Oct-18 Long Mbono Jun'16 4.47% 3.90% 4.67% 4.06% P 7-Junl3 21-Nov-13
Long floating-rate Bondes D P 30-Apr-18 3-Aug-18 Receive 6-month TIIE-IRS (6x1) 3.83% 3.65% 4.00% 3.81% P 100ct13 25-0ct13
Long 20- to 30-year Mbonos P 25-Jun-18 9-Ju-18 Receive 1-year TIE-IRS (13x1) 3.85% 3.55% 4.00% 3.85% - 10-0ct13 25-0ct-13
Short Mbonos P 11-Jun-18 25-Jun-18 Long Udibono Dec'17 1.13% 0.95% 1.28% 1.35% L 9-Aug-13 10-Sep-13
Long CP!-linkded Udibono Jun'19 P 7-May-18  14-May-18 Receive 9-month TIIE-IRS (9x1) 4.50% 4.32% 4.65% 4.31% P 20-Jun13 12-Jul-13
Long 7- to 10-year Mbonos L 26-Mar-18 23-Apr-18 Spread TIIE-Libor (10-year) 390bps 365hps 410bps 412hps L 7-Jun-13 11-Jun-13
Long CP!-linkded Udibono Jun'19 P 20-Mar-18 26-Mar-18 Receive 1-year TIE-IRS (13x1) 4.22% 4.00% 4.30% 4.30% L 19Ap-13  31-May-13
Long 5- to 10-year Mbonos P 5Mar-18 20-Mar-18  Long Udibono Jun'22 140% 1.20% 1.55% 0.97% P 15Ma-13  3May-13
Long floating-rate Bondes D P 15-Jan-18 12-Mar-18 Receive 1-year TIE-IRS (13x1) 4.60% 4.45% 4.70% 4.45% P 1-Feb-13 7-Mar-13
Long 10-year UMS Nov'28 (USD) L 15-Jan-18 2-Feb-18 Long Mbono Nov'42 6.2% 5.97% 6.40% 5.89% P 1Feb3 TMar-13
P =Profit,L=Loss Long Udibono Dec'13 1.21% 0.80% 1.40% 1.40% L 1-Feb-13 15-Apr-13
Receive 1-year TIIE-IRS (13x1) 4.87% 4.70% 5.00% 4.69% P 1lJan13 24-Jan-13
Receive TIIE Pay Mbono (10-year) 46bps 35bps 54bps 54bps L 190ct12 8-Mar-13
Spread TIIE-Libor (10-year) 410bps 385hps 430bps 342bps P 21-Sep13 8-Mar-13
Long Udibono Dec'12 +0.97% -1.50% +1.20% -6.50% P 1May-12  27Nov-12
Long Udibono Dec'13 +1.06% 0.90% +1.35% 0.90% P IMay-12  14Dec-12

1.Carry +roll-down gains of 7bps

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 PIL*  Entry Exit Initial Date  End date Trade Idea Entry  Target Stop-loss Closed  P/L* |Initial Date  End date
Long USD/IMXN 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/IMXN P 18.89 19.35 20-Mar-19 27-Mar-19 Long USD/IMXN 14.93 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 na na 16.90 P 5-Jan-15 15-Jan-15
Long USD/IMXN P 18.70 19.63 16-Oct-18 3-Jan-19 Short USD/MXN 1321 na 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 1270 1325 1328 L 31-0ct13  8Nov-13
Long USD/IMXN P 18.70 19.40 23-Apr-18 14-May-18 Limit short USD/MXN 13.25 12.90 13.46 - - 11-Oct-13 17-0ct-13
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/IMXN L 19.20 1891 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-Oct-17 23-Oct17 Long USD/MXN 12.60 1290 1240 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 USDIMXN 12.90 12.75 13.05 - - 10-Dec-12  17-Dec-12
Long USD/IMXN P 14.40 14.85 15-Dec-14 5-Jan-15 Short EUR/MXN 16.64 16.10 16.90 16.94 L 03-Oct12  30-Oct12
Long USD/MXN P 13.62 1411 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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