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Market outlook

Mixed performance in local assets. Last week, Mbonos’ curve recorded losses of
6bps, on average. The 10-year benchmark ended at 9.07% (+4bps w/w). In
addition, the USD/MXN appreciated 0.4% w/w to 17.01

Attention on the content of the Fed minutes and economic data in the US and
the Eurozone. Last week, financial market performance was mainly driven by US
inflation figures and comments from Fed members. In addition, investors were
watching Treasury debt auctions to assess the appetite derived from the increase in
the issuance program. Inflation readings for the month of July were mixed, with
the producer price index surprising to the upside while most Treasury auctions
resulted in good appetite. With this, the market continues to debate a ‘soft landing’
for the economy and is unconvinced of a 25bps Fed funds rate hike in September.
On the contrary, our view includes a hike of this magnitude which would reach a
terminal rate of 5.50%-5.75% to be held for the rest of the year. This week, the
markets’ attention will be on the content of the minutes of the Fed’s last monetary
policy meeting, looking for clues on the next actions given the lack of forward
guidance. In addition, the spotlight will also be on 2Q23 GDP in the Eurozone and
industrial production (Jun), a region with a complicated backdrop, so recession
fears remain. The US economic agenda includes retail sales, housing starts,
industrial production (Jul), and manufacturing indicators (Empire and Philly Fed).
In the UK, the unemployment rate (Jun), and inflation (Jul) will be released, while
in Germany, the ZEW survey will be published (Aug). In Mexico, the agenda is
light with retail sales (Jun) and the Timely Indicator of Economic Activity (Jul)

Fixed-Income

Supply —The MoF will auction 1-, 3-, 6-, and 24-month Cetes, the 3-year Mbono
(Sep’26), the 3-year Udibono (Dec’26), as well as 1- and 3-year Bondes F

Demand — Foreigners’ holdings in Mbonos totaled MXN 1.376 trillion (US$ 80.8
billion), a market share equal to 33.1%, as of August 2", Short positions in Mbono
May’33 ended at MXN 3.1 billion from MXN 5.3 billion last week

Technicals — The spread between 10-year Mbonos and Treasuries moved to
491bps from 499bps the previous week, with the 12-month mean at 536bps

Foreign exchange

Market positioning and flows — MXN position (as of August 8") recorded a lower
net long of US$ 2.44 billion from US$ 2.62 billion a week ago. Mutual funds’ flows
to EM marked lower sales of US$ 1.7 billion from US$ 2.0 billion

Technicals —The 1-month USD/MXN implied volatility fell to 11.9%, after hitting
its highest level since the financial turmoil of 14.7% a week ago. Hence, the spot
stabilized at 17.00 per dollar with a lower trading weekly range of 37 cents
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= This week, all eyes will be on the Fed
minutes for more information on the
September decision. Considering our
monetary  policy trajectories, we
maintain our preference for TIIE-IRS
payers at the front-end. Longer term
Mbonos also look attractive; however,
we do not favor directional positions

= We expect the 10-year Mbono to trade
between 8.95% and 9.20%

FX

= The USD and other currencies’
performance will also be determined by
the Fed minutes. A hawkish tone could
maintain  the strengthening  trend
recently observed in the dollar. We
believe the MXN will remain resilient in
the face of solid fundamentals

= We estimate a weekly trading range
between USD/MXN 16.75 and 17.20
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Fixed-Income dynamics

Mbonos performance

. YTM Weekly change YTD
Maturity date 951412003 (bps) (bps)
Dec'23 11.45 -3 +63
Sep’24 11.00 +7 +91
Dec'24 10.63 +10 +76
Mar’25 10.12 -1 +19
Mar’26 9.64 +2 +41
Sep’26 9.67 +4 +27
Mar'27 9.49 +6 +30
Jun'27 9.41 +9 +33
May'29 9.09 +9 +2
May'31 9.08 +6 +6
May’33 9.07 +4 +4
Nov’34 9.06 +6 +0
Nov'36 9.06 +8 +2
Nov'38 9.17 +8 +8
Nov'42 9.21 +9 +10
Nov'47 9.14 +10 +7
Jul’'s3 9.15 +8 +9
Source: PiP
Udibonos performance
. YTM Weekly change
Maturity date 08/11/2023 (bps) YTD (bps)
Nov'23 6.32 +13 +24
Dec'25 574 -2 +98
Dec'26 5.55 +6 +89
Nov'28 4.74 +4 +43
Nov'31 458 0 +41
Nov'35 4.40 -1 +19
Nov'40 4.38 -3 +19
Nov'43 447 -3 -3
Nov'46 4.47 -5 +29
Nov'50 448 -5 +25
Source: PiP

Mbonos curve at different closing dates
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. YTM Weekly change YTD
Maturity date 461142023 (bps) (bps)
3-month (3x1) 11.52 0 +62
6-month (6x1) 11.46 +3 +42
9-month (9x1) 11.32 +4 +25
1-year (13x1) 11.03 +5 +12
2-year (26x1) 9.93 +7 +6
3-year (39x1) 9.29 +7 +11
4-year (52x1) 8.95 +11 +4
5-year (65x1) 8.77 +15 -5
7-year (91x1) 8.65 +17 -9

10-year (130x1) 8.63 +8 -10
20-year (260x1) 8.70 +8 -16
Source: Bloomberg
Cetes performance

. YTM Weekly

Maturity date  gg/449023  change (bps) Y10 (BPS)
Cetes 28 11.26 +5 +117
Cetes 91 11.36 2 +70
Cetes 182 11.39 +3 +52
Cetes 364 11.40 +12 +43
Cetes 728 10.88 +6 +7

Source: PiP

10-year Mbono benchmark
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Fixed-Income dynamics (continued)

USD UMS and US Treasuries performance
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UmMs usT Spreads CDS
Term MY osi202 g‘i‘?‘gz (H)E) 0811202 Z\"‘Zﬂgz (H)E) ?E:)usa)" g'i‘?‘lgz A‘:;r:ge bps
(bps) (bps) (bps) (bps)
2Y Abr'25 493 +8 +46 4.89 +13 +47 4 -5 16 34
3Y May'26 4.46 +10 -34 4.58 +13 +35 -12 -3 55 53
5Y Feb'28 5.16 +6 +37 4.30 +17 +30 86 -11 98 103
Y Apr'30 5.34 +1 +0 4.25 +16 +28 109 -15 139 147
10Y May'33 5.60 +6 +4 415 +12 +28 144 -6 176 184
20Y Mar'44 6.21 +7 -16 4.45 +8 +30 177 -1 216 -
30Y May'53 6.41 +6 +2 4.26 +6 +30 215 0 246 -
Source: Bloomberg
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Fixed-Income supply

= Mexico’s weekly auction. Tomorrow, the MoF will auction 1-, 3-, 6-, and 24-month
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Cetes, the 3-year Mbono (Sep’26), the 3-year Udibono (Dec’26), as well as 1- and
3-year Bondes F

High demand for Cetes supported by the more hawkish tone of Banxico. The
central bank reiterated that it will be necessary to maintain the benchmark rate at its
current level of 11.25% for a prolonged period to reach the 3% inflation target. This
contrasts with the recent actions of other EM central banks that have begun their
easing cycle. Under this backdrop, we expect the appetite for Cetes to remain high.
In particular, the foreigners’ holdings have increased 20% so far this year, extending
the recovery of 23% in 2022, after the monumental sales during the pandemic. For
the 3-year Mbono we expect a low demand like its last placement of 1.65x. In relative
terms, we see more value in long-term Mbonos that are trading above 9.00% and +2¢
from their 90-day moving average; however, we do not recommend directional
positions due to its high correlation with Treasuries and the greater debt issuance in
the US. For the Dec’26 Udibono we anticipate a greater appetite compared to the
Mbono of the same term driven by the fall in the breakeven, becoming below 4.0%.
Historically, this level has triggered strong buying interest. The 3-year breakeven has
remained around 3.90% during August, that is, 95bps below its 12-month average

Auction specifics (August 15, 2023) 3Q23 Auction Calendar*
Maturity Coup?n rate, Tobe Previous Date Cetes Mbonos Udibonos Bondes F
% auctioned’ yield?

Cetes 4-Jul 1,3,6,and 24M  5-year (Mar'27) 10-year (Nov'31)  1-, 3-, and 7-year
1m 14-Sep-23 - 8500 11.25 11-Jul 1,3,6,and 12M  20-year (Nov'42)  30-year (Nov'50)  2-, 5-, and 10-year
3am 16-Nov-23 . 7500 11.19 18-Jul  1,3,6,and24M  3-year (Sep'26) 3-year (Dec26)  1-,and 3-year
6m 8-Feb-24 . 12,700 11.35 25-Jul 1,3,6,and 12M  30-year (Jul'53) 20-year (Nov'43)  2-, and 5-year
24m 10-Jul-25 - 9,500 10.77 1-Aug 1,3,6,and 24M  5-year (Mar'27) 10-year (Nov'31)  1-, 3-, and 7-year

Bondes F 8-Aug 1,3,6,and 12M  10-year (May'33)  30-year (Nov'50)  2-, 5-, and 10-year
1y 15-Aug-24 - 5500 012 15-Aug  1,3,6,and 24M  3-year (Sep'26) 3-year (Dec'26)  1-,and 3-year
3y 4-Jun-26 . 1,500 0.20 22-Aug  1,3,6,and12M  20-year (Nov'42) ~ 20-year (Nov'43)  2-, and 5-year
Mbono 29-Aug  1,3,6,and 24M  5-year (Mar'27) 10-year (Nov'31)  1-, 3-, and 7-year
3y 3-Sep-26 7.00 13500 945 5-Sep  1,3,6,and12M  30-year (Jul'53) 30-year (Nov'50) ~ 2-, 5-, and 10-year
Udibono ' 12-Sep  1,3,6,and24M  3-year (Sep'26) 3-year (Dec26)  1-,and 3-year
3y 3-Dec-26 3.00 UDIS 700 536 19-Sep  1,3,6,and12M  10-year (May'33) ~ 20-year (Nov'43)  2-,and 5-year
Source: Banorte with data from Banco de Mexico 26-Sep  1,3,6,and24M  5-year (Mar'27) 10-year (Nov'31)  1-,3-, and 7-year

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

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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Cetes held by foreigners
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Mbonos held by foreigners

MXN billion, % MXN trillion, %
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Government issuance by type of instrument Mbonos holdings by type of investor
Total amount of US$ 432 billion, % of total Total amount of US$ 244 billion, % of total
Other locals
22%
Bondes D
6%
Udibonos
5% Foreign investors
33%
Source: Banxico Source: Banxico
Government bond holdings by type of investor Mbonos h°|dings by type of investor
USS$ billion and %, data as of 08/02/2023 -
Total % of total amount outstanding USS$ billion and %, data as of 07/27/2023
amoun.t .Foreign Pension  Mutual Insuran.ce Banks Other DTM Total Local Foreign Pension oth
outstanding investors  funds  funds companies t Bank . ¢ d Mutual er
Zero-coupon Celes 7 13% % 15% % % 43% amoun anks _ Investors and Mutua
Floating-rate Bondes D 2 0% 4% 42% 1% 17%  36% Dec'23 10.0 28% 9% 26% 37%
Real-rate Udibonos 176 4% 54% 5% 19% 1% 16% Sep'24 17.2 17% 19% 11% 52%
Fix ed-rate Mbonos 244 33% 23% 3% 3% 16% 22%
Source: Banorte with data from Banxico Decl24 139 25% 28% 8% 39%
Mar'25 10.6 31% 25% 19% 25%
Foreign investors holdings of government bonds Mar'26 274 39% 24% 16% 21%
USS billion Sep'26 3.2 8% 15% 23% 53%
08/02/2023  Previous Week Difference  12/30/2022  Difference Mar'27 20.9 15% 18% 15% 52%
Zero-coupon Cetes 9.9 9.9 -0.1 8.2 1.6 Jun'27 21.1 10% 41% 2% 22%
Floating-rate Bondes D 0.1 0.1 0.0 20 1.9 May'29 16.2 3% 50% 24% 23%
Real-rate Udibonos 6.3 0.8 55 1.0 53 May'31 25.7 4% 47% 33% 16%
Fixed-rate Mbonos 80.8 80.7 0.1 82.1 -1.3 May‘33 115 3% 40% 33% 24%
Source: Banorte with data from Banxico N°V|34 56 1% 48% 39% 12%
Foreian investors holdi ’ ¢ bond Nov'36 43 2% 28% 40% 31%
oreign investors holdings of government bonds ' 0 0, 0, 0,
Percentage of total amount outstanding Nov'38 13.0 1% 44% 38% 17%
08/02/2023  Previous Week Difference  12/30/2022  Difference Nov'42 17.6 2% 45% 39% 14%
Zero-coupon Cetes 13.0% 12.4% 0.6% 12.4% 0.6% Nov'47 15.6 2% 35% 43% 20%
Floating-rate Bondes D 0.2% 0.2% 0.0% 4.4% -4.2% , . . . .
Real-rate Udibonos 3.6% 3.6% 0.0% 5.0% 1.4% Jul's3 9.2 3% 37% 43% 17%
Fix ed-rate Mbonos 33.1% 33.3% -0.2% 37.1% -4.0% Total 234.0 13% 34% 26% 21%

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
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Market makers' short position on Mbonos
USS$ million
Total amount Previous Previous
Maturity Date outstanding as of 08/10/2023 Previous Year  6-month MAX 6-month MIN
Week Month
08/10/2023
Dec'23 9,917 91 75 7 91 337 0
Sep'24 16,994 4 32 94 14 324 0
Dec'24 13,947 88 97 111 40 460 0
Mar'25 12,152 690 762 610 53 914 0
Mar'26 27,285 1,247 1,264 1,317 282 1,425 106
Sep'26 3,363 159 27 35 0 1,269 0
Mar'27 21,741 406 422 0 283 1,267 0
Jun'27 20,954 267 286 262 88 640 39
May'29 16,675 388 306 331 62 534 46
May'31 25,548 41 13 21 26 435 0
May'33 12,636 184 315 46 0 443 3
Nov'34 5,647 68 8 27 35 362 0
Nov'36 4,304 0 57 21 180 327 0
Nov'38 12,771 0 29 68 24 162 0
Nov'42 17,405 35 53 339 127 339 0
Nov'47 15,351 73 97 251 13 729 53
Jul's3 9,099 75 71 89 235 402 0
Total 245,790 3,743 3,843 3,540 1,320

Source: Banxico




4» BANORTE

Fixed-Income technicals

= The carry at the short-end increased. Spreads between Cetes and imp. forward
rates stood at: 1-month at +71bps from +49bps, 3-month at -51bps from -52bps,
6-month at -79bps from -84bps, and 1-year at -75bps from -86bps

= We expect Banxico’s easing cycle will begin in the February 2024 decision
contrary to the market expectations. In a unanimous decision, the Banxico’s Board
kept the reference rate unchanged at 11.25%, as was highly expected. We believe
that the tone of the statement was more hawkish due to the upward adjustments in
the short-term forecast for core inflation and a balance of risks still skewed to the
upside. In this context, it is our take that the first rate cut will be in February of next
year. On the contrary, the market is pricing-in a cut of 30bps in the remainder of the
year, although this scenario has lost conviction since -50bps at the beginning of July

Cumulative implied moves in Banxico’s repo rate

Basis points
Spread between Cetes and Implied Forward Rates 20 - 6
Basis Points 0
Tenor Actual  Previous Previous 6-mont 6-month  6-month 20 1
08/11/2023  Week Month Avg Max Min :2 %
1-month 71 49 52 0 489 -222 80 |
3 months 51 -52 -67 -58 20 -150 400 | ™
6 months -79 -84 -90 -71 2 -125 -120
12months 75 -86 -88 -66 8 -98 il
Source: Banorte with data from PiP and Bloomberg ::z
-200 -187
3Q23 4023 1024 2q23

Source: Banorte with data from Bloomberg

= The local risk premium reversed the previous week’s move. Markets digested
inflation figures as the US terminal rate debate continues. As a result, the 10-year
spread between Mbono and Treasuries closed on Friday at 491bps vs 499bps the
previous week, while the average of the last twelve months stands at 536bps

= The 3-month correlation between Mexican and US 10-year bonds remained
unchanged vs. the previous week. The reading closed Friday at +61%

10-year Mbono and 10-year UST spread Mexico and US 2- and 10-year bonds correlation
Basis points 3-month moving correlation
720 1.00 ) strong positive correlation 2-year 10-year
0.75 |
670
0.50 |
620 0.25
0.00 -
570 Low correlation
0.25 -
520
0.50 |
470 -0.75 -
Strong negative correlation
420 00 -
' K K K K K Jan-18 Jan-19 Jan-20 Jan-21 Jan-22 Jan-23
Jan-18 Jan-19 Jan-20 Jan-21 Jan-22 Jan-23
Source: PiP and Bloomberg Source: Banorte with data from Bloomberg



https://banorte-v2.cd.invdcloud-is.us/~/media/Files/B/Banorte-V2/Analisis%20Ingles/Economy%20-%20Mexico/20230810_Banxico_Aug_Eng.pdf
https://banorte-v2.cd.invdcloud-is.us/~/media/Files/B/Banorte-V2/Analisis%20Ingles/Economy%20-%20Mexico/20230810_Banxico_Aug_Eng.pdf
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Fixed-Income technical (continued)

Selected Spreads
Basis points
Tenor 08/11/2023 Previous Week Previous Month  Previous Year 12m Max 12m Min 12m Average
Mbono 2s10s -157 -151 (-6bps) -173 (+16bps) -57 (-100bps) 47 -199 -132
Mbono 10s30s 8 4 (+4bps) 13 (-5bps) 8 (Obps) 35 -15 10
TIIE-Mbono 2-year -70 -67 (-3bps) -85 (+15bps) -7 (-63bps) 8 91 -44
TIIE-Mbono 10-year -43 -47 (+4bps) -63 (+20bps) -31 (-12bps) 17 68 -45

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
= 10-year Mbono 10-year UST R
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Source: PiP and Bloomberg Source: Bloomberg

Breakeven inflation using Mbonos & Udibonos
Implicit market inflation using Fisher Equation (%)

Date 08/11/2023 Previous week  Previous month Previous year 12m Max 12m Min 12m Average
3Y 3.90 3.92 (-2bps) 3.89 (+1bp) 4.93 (-103bps) 5.74 3.70 485
5Y 453 4.51 (+2bps) 4.44 (+9bps) 4.54 (-1bp) 5.28 4.23 4.64
10Y 4.29 4.24 (+5bps) 4.12 (+17bps) 4.44 (-15bps) 5.16 4.04 448
20y 453 4.42 (+11bps) 4.29 (+24bps) 4.53 (Obps) 5.15 4.15 458
30Y 4.46 4.33 (+13bps) 4.26 (+20bps) 4.42 (+4bps) 5.18 4.15 4.56
Source: PiP
3- and 5-year breakeven inflation using Mbonos & Udibonos 10- and 30-year breakeven inflation using Mbonos & Udibonos
Implicit market inflation using Fisher Equation Implicit market inflation using Fisher Equation
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Fixed-Income trade recommendations

= Negative balance in sovereign bonds amid uncertainty about the Fed’s terminal
rate and increased Treasury supply. Last week, sovereign bond dynamics were
driven by mixed US inflation data and Treasury debt issuance. Regarding the first
point, consumer prices remained in line with consensus; however, producer prices
surprised to the upside. In this context, the market continues to assess how long the
Fed will keep rates elevated. In our view, further monetary tightening will be
necessary in September to reach a terminal rate of 5.50%-5.75%. It is worth noting
that, although 1-year breakevens have already converged to the central bank’s target
level of 2%, longer-term breakevens are above 2.4%, suggesting that the downward
trend could be transitory. Regarding the Treasury auctions, the increase in the
amounts of the 3- and 10-year notes was well received by the market. On the contrary,
the appetite for the 30-year Treasury was weak, settling at the highest rate since 2011
of 4.19%. Under these circumstances, the demand for hedging options for pressures
in longer-term interest rates has risen significantly. Consequently, these options have
become more expensive than hedges for interest rate declines. This is seen in the
widening spread between call and put options on longer-term Treasury bond futures,
reflecting the widest divergence since September

= Treasuries closed the week with losses of 11bps, on average, concentrated in the
short- and mid-end. Locally, the Mbonos’ curve registered pressures of 6bps. The
reaction to Banxico’s decision was very moderate as the rate remained unchanged as
expected. However, the hawkish tone of the statement caused investors to modify
their year-end rate cut expectations at the margin to -30bps from -36bps the previous
week

= |n a cautious backdrop, investors have recalibrated their portfolios by reducing
emerging economy bond holdings. Year-to-date, sales are US$ 12.53 billion with
Asia accounting for 90% according to EPFR data. In Latam, Mexico has recorded
outflows of US$ 299 million, a smaller amount vs. peers such as Brazil (US$ 342
million), most likely helped by the relative expectation of higher rates for longer

= This week, all eyes will be on the Fed minutes for more information on the September
decision. Considering our monetary policy trajectories, we maintain our preference
for THE-IRS payers at the front-end. Longer term Mbonos with yields above 9.00%
also look attractive particularly Nov’42; however, we do not favor directional
positions, due to the positive correlation with Treasuries and the higher supply of the
latter. Shorter term Udibonos with breakevens below 4.00% reflect a better valuation
in relative terms for long term positions. Finally, we believe that the 10-year Mbono,
May’33, will trade between 8.95% and 9.20%
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FX dynamics

= The Mexican peso is back at the psychological 17.00 level. The FX market reacted
to mixed US inflation data. However, the MXN was one of the most resilient as it
eased volatility recognizing its fundamentals. As a result, the MXN closed Friday at
17.01 per dollar (+0.4% wi/w), after reaching its weakest intraday level of 17.28

= The dollar strengthened for the fourth consecutive week. The DXY and BBDXY
indices appreciated while developed and most emerging currencies posted losses. In
the former group, NOK (-2.7%) was the weakest and in the latter, COP (+2.4%) and
RUB (-3.4%) were at the ends of the spectrum
Foreign Exchange market levels and historical return FX performance

Against USD, %
Daily Weekly  Monthly YTD!

Close at
stz Clonee ta ‘o W aveeky YD
Emerging Markets oo
Brazil USD/BRL 4.91 -0.3 -0.7 -1.8 7.6 MXN
Chile USD/CLP 859.35 -1.6 -0.8 -5.6 -1.0 PLN
Colombia usD/COP 3,968.88 04 24 4.0 223 BRL
Peru USD/PEN 3.69 -0.6 0.0 -2.8 33 HUF
Hungary USD/HUF 349.84 0.3 12 -3.6 6.7 PEN
Malaysia USD/MYR 459 04 -0.7 14 -4.0 oLp
Mexico USD/MXN 17.01 0.7 0.4 -0.6 14.7
Poland USDIPLN 405 0.0 05 15 80 "™
Russia USD/RUB 98.94 1.7 -34 -8.6 -25.0 ZAR
South Africa  USD/ZAR 18.95 05 26 43 101 RB
Developed Markets
Canada USD/CAD 1.34 01 -0.5 -1.9 0.8 CHF
Great Britain ~ GBP/USD 1.27 0.2 04 -2.2 5.1 GBP
Japan USDIPY 144.96 -0.1 2.2 -4.5 -9.5 EUR
Eurozone EUR/USD 1.0949 -0.3 -0.5 -1.6 23 DKK
Norway USD/NOK 10.42 -1.0 2.7 -2.9 -6.0 CAD
Denmark USD/DKK 6.81 -0.3 -0.5 -1.6 21 SEK
Switzerland USD/CHF 0.88 0.0 0.5 -11 55 AUD
New Zealand  NZD/USD 0.60 -0.6 -1.8 -5.0 -5.8 NZD
Sweden USD/SEK 10.77 -0.6 -1.8 -3.5 =31 NOK
Australia AUD/USD 0.65 -0.3 -11 -4.3 4.7 PY
cF;?rS::g S:gig;/?g ecBa;ges mean appreciation (depreciation) of the corresponding _3'0 _2'5 -z;o _1'5 .1'0 5 0 5 1'0 1'5 2'0 2'5
Source: Bloomberg Source: Bloomberg
USD/MXN DXY
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FX positioning and flows

= Net long positioning in MXN remains stable. As of August 8™, the MXN position
was net long US$ 2.44 billion from US$ 2.62 billion last week. Speculators maintain
their bets on a resilient Mexican peso amid expectations of further interest rate cuts
in other emerging economies and little conviction of an additional Fed rate hike in
September, so the attractive carry remains the main support

= Net short USD positions declined for a second week. The USD IMM position was
posted a lower net short position of US$15.11 billion from US$18.82 billion the
previous week, amid heightened risk aversion that triggered appetite for safe assets.
The move was the result of the largest weekly sell-off in EUR (-3.11 billion) since
June 2022 ahead of the release of Eurozone growth and inflation figures this week

= Sales moderated in EM while Mexico’s negative flows increased. Our EPFR
aggregate recorded lower negative flows of US$ 1.7 billion from US$ 2.0 billion the
previous week. Bond market sales decreased 32% to US$ 662 million. Meanwhile,
equities outflows slightly fall 2% to US$ 1.0 billion. In Mexico, a negative flow of
US$ 124 million was recorded because of sales in both bonds and equities of US$
71 million and US$ 52 million, respectively

IMM positioning in USD/MXN futures IMM positioning by currency*
Billion dollars, Negative = net long in MXN Billion dollars
18 o
1 USDIMXN ] 08/01/2023 = 08/08/2023
_—
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06 20 -
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02 ‘ ‘ MIE ! ‘ t1e2 15
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A0 83 g |
A4
_13 0 |
174
22 -5 4 2.9
26
-10 - -1.7
30 165 JPY AUD CHF CAD NzD MXN GBP EUR
May-22 Jul-22 Oct-22 Dec-22 Mar-23 May-23 Aug-23
* Positive: Net long in the corresponding currency
xSource: CME, Banorte Source: CME, Banorte
Foreign portfolio flows into Mexico Net foreign portfolio flows by region*
Accumulated during the last 12M, million dollars Weekly, million dollars
1,000 Fixed Income (LHS) === Equities (RHS) 400 m08/02/2023 = 08/09/2023
ME and Africa 22 [
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EM Europe 6:6 |
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Aug-22 Oct-22 Dec-22 Mar-23 May-23 Aug-23 -1,600 -1,200 -800 -400 0
Source: EPFR Global, Banorte Source: EPFR Global, Banorte * Including only mutual funds’ investments




FX technicals

= The Mexican peso could look for stronger levels. The local currency quickly
returned to the psychological level of 17.00 per dollar, being the third strongest
among its peers. On this occasion, the weekly trading range was 37 cents,
significantly lower than the previous week. Meanwhile, the weekly range registered
a low of 13 cents and a high of 94 cents so far this year. Currently, the main short-
term resistances stand at 17.00, 16.93, and 16.83, with supports at 17.18, 17.30, and
17.37. This week, the dynamics in the FX market will be determined by the content
of the minutes of the last FOMC meeting —while the debate on the terminal rate
continues— and other economic data. At the local level, there is little relevant data

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

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

%

Previous . Previous .

0, 0,

Actual (%) week 6m Min 6m Max  6m Average Actual (%) week 6m Min 6m Max 6m Average
EUR 34 40 -7 72 28 VIX 35 32 19 89 49
CAD 20 35 1 63 34 SPX 42 41 5 7 43
ZAR 50 64 4 85 41 GSCI 16 1 49 29
BRL 73 77 19 77 47 Gold 37 37 -57 64 3
HUF 53 63 -3 70 43
RUB 23 -4 -34 54 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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USD/MXN - 1-month correlation with other currencies* USD/MXN - 1-month correlation with other assets*
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FX technicals (continued)

MXN ATM implied volatility curve remains flat despite a correction at the short
end. The 1-month implied vol declined to 11.9% after reaching its highest point since
the banking crisis (17.8%) from 14.7% last week. Meanwhile, the 3-month and 1-
year readings remained little changed at around 12.0%. Moreover, the 1-month and
3-month risk reversals compressed to 3.07% and 3.19%, respectively, after reaching
their highest levels since March of 3.5% and 3.3%, in the same order, last week. The
market expects the currency to maintain a resilient performance going forward

USD/MXN - ATM options volatility curve
%
130 Today 1 week 3 weeks
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Last 24 months, difference between USD calls and puts, in vols

45
M
3M
4.0
3.5
30 ‘ H‘ |- !
N Il
\M 1
2.0
1.5
Aug-21 Nov-21 Feb-22 May-22 Aug-22 Nov-22 Feb-23 May-23 Aug-23

Source: Bloomberg

13

4» BANORTE

USD/MXN - 1M implied and historical volatility
%
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FX trade recommendations

The dollar posts four consecutive weeks of gains. Last week, the FX market trend
was determined by the movement in the US yield curve, as well as economic data
and comments from Fed members. Inflation data in the US generated volatility in the
dollar. On the one hand, the CPI report represented a breather for investors and a
weakening in the currency as it came in line with expectations. However, the
producer price index strengthened it by showing greater pressures than expected. In
addition, Treasury pressures and a hawkish tone from some Fed members added to
this last move. As a result, the DXY and BBDXY indices ended the week with gains
of +0.8% and +0.7% wi/w, respectively. Meanwhile, the G10 currencies and most of
the EM currencies ended with negative variations. In the former group, NOK (-2.7%)
was the weakest, while GBP (-0.4%) showed the best relative performance derived
from the positive surprise in the UK 2Q23 GDP. In emerging markets, trading was
capped by COP (+2.4%) and RUB (-3.4%). It was noteworthy that Russia’s central
bank suspended the purchase of foreign currencies in the domestic market to support
its currency and reduce volatility, however, this had little effect as can be appreciated.
The Mexican peso showed a resilient performance being the third strongest among
its peers, given the prospect of an attractive carry for longer after Banxico’s hawkish
tone combined with lower implied volatility and solid fundamentals. In this sense,
the MXN closed Friday at 17.01 per dollar with an appreciation of 0.4% w/w and a
trading range of 37 cents, almost half of that observed in the previous week

This week, the performance of the dollar and the rest of the currencies will be
determined by the content of the FOMC minutes and the Eurozone’s 2Q23 GDP.
Markets will be looking for additional clues on the Fed’s next actions and will
continue to debate about a ‘soft landing’. For MXN we expect lower volatility and
see it likely to reach stronger levels. We estimate a trading range between USD/MXN
16.75 and 17.20

USD/MXN and Mexico 5Y CDS USD/MXN Forecast for 2023
Pesos per dollar and bps, respectively Pesos per dollar
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Forecast
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Weekly economic calendar

For the week ending August 18, 2023

<p BANORTE

Time Event Period Unit Banorte Survey Previous
19:50 JP Gross domestic product* 2Q23 (P) % qlq 0.7 0.7
I 2200 CHI  Industrial production Jul % yly 4.3 4.4
é 22:00 CHI  Retail sales Jul % yly 4.2 341
22.00  CHI  Gross fixed investment (YTD) Jul % yly 3.8 3.8
02:00 UK Unemployment rate* Jun % 4.0 4.0
05:00 GER  ZEW Survey (Expectations) Aug index -15.0 -14.7
08:30 US  Retail sales* Jul % m/m 04 0.4 0.2
- 08:30 us Ex autos & gas* Jul % m/m 04 0.3
g 08:30 us Control group* Jul % m/m 04 0.5 0.6
T 08:30 US  Empire manufacturing® Aug index 25 -1.0 1.1
11:00 US  Fed's Kashkari speaks at APl conference
11:00 MX  International reserves Aug 11 USS$bn - 203.9
13:30 MX  Govemment weekly auction: 1-, 3-, 6-, and 24-month Cetes; 3-year Mbono (Sep'26); 3-year Udibono (Dec'26) and 1-, and 3-year Bondes F
02:00 UK Consumer prices Jul % yly 6.8 7.9
02:00 UK Core Jul % yly 6.8 6.9
05:00 EZ  Gross domestic product 2Q23 % yly 0.6 0.6
05:00 EZ  Gross domestic product* 2Q23 % qlq 0.3 0.3
£ 0500 EZ  Industrial production* Jun % m/m 0.0 0.2
E 08:30 US  Housing starts* Jul thousands 1,445 1,434
08:30 US  Building permits** Jul thousands 1,469 1,441
09:15 US  Industrial production® Jul % m/m 04 0.3 -0.5
09:15 US  Manufacturing production* Jul % m/m 0.1 0.0 -0.3
14:00 US  FOMC Meeting Minutes
- 05:00 EZ  Trade balance* Jun EURbn - 0.9
2 0830 US Initial jobless claims* Aug 12 thousands 235 240 248
a 08:30 US  Philadelphia Fed* Aug index -12.0 -10.5 -13.5
05:00 EZ  Consumer prices Jul (F) % yly 5.3 53
05:00 EZ Core Jul (F) % yly 55 55
§ 08:00 MX  Retail sales Jun % yly 49 3.0 2.6
08:00 MX  Retail sales* Jun % m/m 1.7 - -0.5
08:00 MX  Timely Indicator of Economic Activity* Jul % yly - 4.0

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 August 11, 2023

Time Event Period Unit Banorte Actual Previous
02:00 GER Industrial Production* Jun % m/m - -1.5 0.1 (R)
08:00 MX  Consumer confidence* Jul index 45.0 46.2 453 (R)

08:30 US  Fed's Bostic Speaks at Fed Listens Event
08:30 US  Fed's Bowman Speaks at Fed Listens Event

~ 1500 US  Consumer credit* Jun USDbn - 17.8 9.5(R)

2 1630 MX  Survey of expectations (Citibanamex)
23:00  CHI  Trade balance Jul USDbn - 80.6 70.6
23:00 CHI Exports Jul % yly - -14.5 -12.4
23:00 CHI Imports Jul % yly - 124 6.8

MX  Wage negotiations Jul % yly - 74 7.3

02:00 GER  Consumer prices Jul (F) % yly - 6.2 6.2
07:00 Bz  COPOM minutes

- 08:15 US  Fed's Harker Speaks on Economic Outlook in Philadelphia

§ 08:30 US  Trade balance* Jun USS$bn - -65.5 -68.3 (R)
11:00 MX  International reserves Aug 4 US$bn - 203.9 204.2
13:30 MX  Govemment weekly auction: 1-, 3-, 6-, and 12-month Cetes; 10-year Mbono (May'33); 30-year Udibono (Nov'50) and 2-, 5-, and 10-year Bondes F
21:30  CHI  Consumer Prices Jul % yly - 0.3 0.0
08:00 BZ  Retail sales Jun % m/m - 0.0 -1.7(R)
08:00 BZ  Retail sales* Jun % yly - 13 -11(R)

< 0800 MX  Consumer prices Jul % m/m 0.50 0.48 0.10

= 0800  MX Core Jul % yly 043 0.39 0.30
08:00 MX  Consumer prices Jul % yly 4.81 4.79 5.06
08:00 MX Core Jul % yly 6.68 6.64 6.89
08:30 US  Consumer prices* Jul % m/m 0.2 0.2 0.2
08:30 us Ex. food & energy* Jul % m/m 0.2 0.2 0.2
08:30 US  Consumer prices Jul % yly 3.2 3.2 3.0
08:30 us Ex. food & energy Jul % yly 48 4.7 48

i 08:30 US  Initial jobless claims* Aug 5 thousands 227 248 227

= 1500 MX  Monetary policy decision (Banxico) Aug 10 % 11.25 11.25 11.25

15:00 US  Fed's Bostic Gives Remarks at Event About Employment
16:15 US  Fed's Harker Speaks on Employment

19:00 PE  Monetary policy decision (BCRP) Aug 10 % - 7.75 7.75
MX  ANTAD same-store sales Jul % yly - 6.3 9.3
02:00 UK Industrial production® Jun % m/m - 1.8 0.6
02:00 UK Gross domestic product 2Q23 (P) % yly - 0.4 0.2
02:00 UK  Gross domestic product* 2Q23 (P) % qlq - 0.2 0.1
08:00 Bz  Consumer prices Jul % m/m - 0.12 -0.08
08:00 Bz  Consumer prices Jul % yly - 3.99 3.16
08:00 BZ  Economic activity Jun % yly - - 2.2
E 08:00 BZ  Economic activity* Jun % m/m - - 2.0
08:00 MX  Industrial production Jun % yly 29 3.7 3.9
08:00 MX  Industrial production* Jun % m/m 0.1 0.6 0.9
08:00 MX  Manufacturing output Jun % yly 1.7 0.8 1.9
08:30 US  Producer prices* Jul % m/m - 0.3 0.0 (R)
08:30 us Ex. food & energy* Jul % m/m - 0.3 0.1(R)
10:00 US  U. of Michigan confidence* Aug (P) index 70.0 71.2 716

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  PIL Initialdate  End date
Long positions in Mbono Dec’24 P 16-Jun-23  22-Jun-23 Long Udibono Dec20 3.05% 2.90% 3.15% 3.15% L QAugt? 6-Oct17
Pay TIE-RS (26x1), receive 2-year SOFR L 18-Aug-22  28-Oct22 510y TIE-RS steepener 28bps 43bps 18bps 31bps PP 5Feb17  15:Mar17
Pay 2-year TIE-RS (26x1) P 4-Feb-22 4-Mar-22 5y10y TIE-IRS steepener 35bps 50bps 25bps 47bps P 50ct16 19-Oct-16
Tactcal longs in Mbono Mar'26 P 14-May-21 T-Jun-21 Long Mbono Jun'21 5.60% 5.35% 5.80% 543% P 13-Ju-16 16-Aug-16
Receive 6-month TIE-IRS (6x1) P 17-Dec20  3-Mar-21 Long Udibono Jun'19 1.95% 1.65% 210% 210% L 13Ju6  16-Aug-16
Long positions in Udibono Nov'23 L 11-Feb-21  26-Feb-21 Receive 1-year TIE-IRS (13x1) 3.92% 367% 410% 387%' P 12-Nov-15 8-Feb-16
Long posiions in Mbono May'29 & Nov'38 P 7-Sep-20 18-Sep-20  Long spread 10-year TIE-RS vs US Libor 436bps 410bps 456bps 410bps P 30-Sep15  23-Oct15
Long positons in Udibono Dec'25 P 23-Jul-20 10-Aug-20  Receive 9-month TIE-RS (9x1) 3.85% 365% 4.00% 365% P 3Sept15  18-Sep-15
Long positions in Udibono Nov'35 P 20-May-20  12-Jun-20  Spread TIE 2/10 yrs (fltiening) 230bps 200bps 250bps 200bps P 26-Jun-15 29-Juk15
Long posions in Mbono May'29 P 5May-20  22-May-20  Long Mbono Dec24 6.12% 5.89% 6.27% 5.83% P 13Mar15  19-Mar-15
Tactical longs in 1- & 2-year TIE-28 RS P 20-Mar-20  24-Apr-20 Relative-value trade, long 10-year Mbono (Dec'24) / fatiening of the curve P 22-Dec-14 6-Feb-15
Long positions in Udibono Nov'28 P 31-Jan20  12-Feb-20  Pay3-month TIE-RS (3x1) 3.24% 3.32% 3.20% 3.30% P 2915 29-Jan-15
Long positons in Udibono Jun'22 P 9-Jan-20 22-Jan-20  Pay9-month TIE-RS (9x1) 3.28% 3.38% 3.20% 3.38% P 2915 29Jan-15
Long posiions in Mbono Nov47 L 25-0ct19  20-Now-19  Pay 5-year TIE-RS (65x1) 5.25% 5.39% 5.14% 5.14% L 4Novt4  14-Nov-14
Long positions in Mbonos Nov'36 & Nov'42 P 16-Aug-19  24-Sep-19  Long Udibono Dec'17 0.66% 0.45% 0.82% 0.82% L 4-Jul-14 26-Sep-14
Long positions in the short-end of Mbonos curve P 19-Jul-19 2-Aug-19 Relative-value trade, long Mbonos 5-to-10-year P 5May14  26-Sep-14
Long positions in Mbonos Nov'42 L 5-Juk9 12-Juk19 Receive 2-year TIE-IRS (26x1) 3.75% 3.55% 3.90% 3.90% L 1-dud 10-Sep-t4
Long posions in Mbonos Nov'36 & Nov'38 P 10-dun-19 14-Jun-19 Receive 1-year TIE-RS (13x1) 4.04% 3.85% 4.20% 3.85% P 6Feb-14 10-Apr-14
Long positions in Mbonos Jun22 & Dec23 P 9-Jan-19 12-Feb-19  Long Udibono Jun'16 0.70% 045% 0.90% 0.90% L 6Jan14 4-Feb-14
Long floating-rate Bondes D P 31-0ct18 3-Jan-19 Long Mbono Jun'16 447% 3.90% 467% 4.06% P 7-dun13 21-Nov-13
Long CPHinkded Udibono Jun'22 L T-Aug-18 31-0ct18  Receive 6-month TIE-IRS (6x1) 383% 3.65% 4.00% 381% P 10-0ct13  25-Oct13
Long foating-rate Bondes D P 30-Apr-18 3-Aug-18 Receive 1-year TIE-RS (13x1) 3.85% 3.55% 4.00% 3.85% - 10013 25-Oct13
Long 20- to 30-year Mbonos P 25-Jun-18 9-Jul-18 Long Udibono Dec'17 1.13% 0.95% 1.28% 1.35% L 9Aug3 10-Sep-13
Short Mbonos P 11-un-18  25-Jun-18  Receive 9-month TIE-RS (9x1) 4.50% 4.32% 4.65% 4.31% P 21-dun13 12-JuM3
Long CPHinkded Udibono Jun'19 P TMay-18  14-May-18  Spread TIE-Libor (10-year) 390bps 365bps 410bps 412bps L Tdun13 11-Jun-13
Long 7- to 10-year Mbonos L 26-Mar-18  23-Apr-18  Receive 1-year TIE-RS (13x1) 4.22% 4.00% 4.30% 4.30% L 19-Ap-13  31-May-13
Long CPHinkded Udibono Jun'19 P 20-Mar-18  26-Mar-18  Long Udibono Jun22 140% 1.20% 1.55% 0.97% P 15-Mar13  3-May-13
Long 5- to 10-year Mbonos P 5Mar-18  20-Mar-18  Receive 1-year TIE-RS (13x1) 4.60% 4.45% 4.70% 4.45% P 1-Feb13 7-Mar-13
Long floating-rate Bondes D P 15-Jan-18  12-Mar-18  Long Mbono Nov'42 6.22% 597% 6.40% 5.89% P 1-Feb-13 T-Mar-13
Long 10-year UMS Nov'28 (USD) L 15-Jan-18 2-Feb-18 Long Udibono Dec'13 121% 0.80% 140% 140% L 1-Feb13 15-Apr-13
P = Proft L = Loss Receive 1-year TIE-RS (13x1) 4.87% 4.70% 5.00% 4.69% P 13 24-Jan-13
Receive TIE Pay Mbono (10-year) 46bps 35bps 54bps 54bps L 19-0ct12 8-Mar-13
Spread TIE-Libor (10-year) 410bps 385bps 430bps 342bps P 21-Sep-13 8-Mar-13
Long Udibono Dec'12 +0.97% -1.50% +1.20% -6.50% P t-Map12  27-Nov-12
Long Udibono Dec'13 +1.06% 0.90% +1.35% 0.90% P t-Map12  14-Dec-12
1. Carry + rol-down gains of 17bps
2. Closed below target and before the proposed horizon date due t changes in market condifons tat have difiered from our expectaions.
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 11-0ct19  20-Nov-19 Long USD/MXN 18.57 1950 1820 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 1550  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/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 n.a. 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 13.28 L 31-0ct13  8-Nov-13
Long USD/MXN P 18.70 19.40 23-Apr-18 14-May-18 Limit short USD/MXN 13.25 1290 13.46 - - 11-Oct13 17-Oct13
Long USD/MXN P 18.56 19.20 27-Nov-17  13Dec-17 Short EUR/MXN 16.05 1570  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 1290 1240 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 USD/MXN 12.90 1275 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 1610  16.90 16.94 L 03-Oct12  30-Oct12
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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