Banking credit bounces back in March

amid companies increased liquidity needs

= Today, Banxico published its banking credit report for March 2020

= Banking credit expanded 7.0%6 y/y in real terms, above our 1.9% forecast
and the 1.6% expansion of the previous month

= Looking at the breakdown, the rise was driven by corporates at +10.0%,
which we believe is explained by higher liquidity needs. On the contrary,
mortgages edged down to +6.2% while consumer credit fell to 0.0%

= Non-performing loans decreased to 2.5%, with corporates down despite
slight increases in consumer and mortgages

= We continue to expect credit to be impacted by the shock of the
Coronavirus to the economy, although we believe the system will remain
fundamentally sound and well-capitalized

Banking credit bounces back in March. In particular, banking credit to the
private sector expanded 7.0% y/y in real terms, above our 1.9% estimate. In this
context, inflation in March decreased 45bps relative to February, boosting this
month’s performance. However, we believe the real driver behind this expansion
is the increased liquidity needs from businesses, which are likely tapping pre-
existing credit lines, and possibly establishing new ones to face the challenges
stemming from the COVID-19 outbreak.

In this sense, credit to corporates grew 10.0%, considerably above the +0.4% seen
in the previous month and a new high since August 2018. Taking a look at the
breakdown, 9 out of the 13 sectors were in positive territory. We highlight the
55.7% increase in mass media as well as the 29.6% expansion in lodging and
restaurants. Within industry, the most notable were mining (15.0%) and
manufacturing (11.9%). On the contrary, sectors still in contraction include
construction (-8.3%), commerce (-3.0%) professional services (-6.4%) and non-
sectorized credits (-1.3%). In this sense, we do not rule out further increases in
this category, as businesses continue to expand borrowings to pay for fixed costs,
wages and other expenses amid social distancing measures due to the pandemic.

On the contrary, mortgages advanced 6.2%, decelerating relative to the 6.5% from
February. Inside, low-income housing credits accelerated their pace of decline to
-7.9%, while those for the residential sector were relatively more resilient
(+7.4%). Moreover, consumer credit stood at 0.0%, falling sharply relative to the
1.1% seen in the previous month. Inside, payroll (2.6%) durable goods (5.1%),
and others (6.2%) remained positive, while personal (-5.7%) and credit cards
(-1.2%) turned to contraction. In this context, we expect credit in the latter sector
to be the most impacted by the virus, as higher unemployment, especially in the
formal sector, will prevent more people from accessing financial services,
especially credit.
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Non-performing loans improve to 2.5%, 10bps below the figure from the
previous month. Inside, only NPLs to corporates improved, standing at 1.7%
from 1.8% in February. However, we will need to look at sector performance in
coming months, given the strong increase in total credit observed during the
month. On the flip side, both NPLs for consumer and mortgages edged-up,
standing at 4.4% and 3.1% respectively. It should be noted that the latter reached
a new high since mid-2016.

The economic impact from COVID-19 will probably be also felt in credit. In
our opinion, the impact will come to a large extent from the shock to aggregate
demand as restrictions are imposed by the Federal Government to face the
pandemic, affecting economic activity and sales of non-essential goods. Although
ample credit supply should still be available —especially considering efforts from
both the central bank and the government—, greater uncertainty among both
consumers and businesses would result in diminished appetite for leverage and
more frugal spending patterns. Overall and given the current environment, we do
not rule out the possibility of a contraction in banking credit, especially in the
second quarter. Nevertheless, we believe additional increases could be observed
in corporates, still looking for liquidity to fulfill their immediate cash needs.
Considering that in the last few years credit has grown about 2 times more than
GDP, credit could decelerate on a full-year basis but still show greater strength
relative to our expected decline of 7.8% y/y in output.

In addition, we believe measures implemented by some financial institutions,
including those that allow for the deferral of payments for some months, will help
avoid a significant deterioration in NPLs despite a high probability of an increase
in unemployment levels. In this sense, it is also positive that NPLs before the
shock at healthy. In addition, we consider financial authorities will continue to
provide support for the sector given these uncertain times, with the goal of
ensuring that the financial system remains adequately capitalized, as it will be key
to support an eventual economic recovery at the least possible cost.
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https://www.banorte.com/cms/casadebolsabanorteixe/analisisyestrategia/analisiseconomico/mexico/20200421_Banxico_April_Intrameeting.pdf
https://www.banorte.com/cms/casadebolsabanorteixe/analisisyestrategia/analisiseconomico/mexico/20200402_PreliminaryFPC_2021.pdf
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Banking credit
% yly in real terms
Mar-20 Feb-20 Mar-19 Jan-Mar ‘20 Jan-Mar “19
Private banking credit 7.0 1.6 7.0 35 6.2
Consumer 0.0 1.1 1.9 0.9 1.9
Credit cards -1.2 14 0.6 0.7 0.7
Payroll 26 34 37 34 3.2
Personal 5.7 6.2 -0.9 5.7 -0.8
Durable goods 51 55 8.0 5.6 8.1
Auto loans 3.6 41 8.1 42 8.5
Other durable goods 221 229 6.2 230 4.1
Others 6.2 45 -4.4 53 -1.4
Mortgage 6.2 6.5 6.1 6.6 5.7
Social interest -7.9 1.2 114 74 -12.1
Medium and residential 74 7.7 79 7.8 7.6
Firms 10.0 0.4 9.1 3.7 7.8
Primary activities 174 9.8 124 12.8 10.9
Mining 15.0 -4.9 17.6 1.6 174
Construction -8.3 -8.1 24 -84 2.5
Utilities 5.7 2.7 14.8 42 144
Manufacturing industry 114 -6.6 11.9 04 12.2
Commerce -3.0 -3.8 7.7 -3.2 6.0
Transportation and storage 11.9 1.3 12 43 0.3
Mass media services 55.7 31.0 5.2 374 1.3
Real estate services 15.3 7.3 10.6 9.3 104
Professional services 6.4 -6.0 55 55 7.2
Recreational services 29.6 13.0 20.9 173 18.1
Other services 18.0 52 54 10.1 -2.6
Not sectorized -1.3 -12.2 -5.1 -8.9 -2.2
Non-banking financial intermediaries 7.9 -3.0 16.6 0.3 14.2
Source: Banxico
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Analyst Certification

We, Gabriel Casillas Olvera, Alejandro Padilla Santana, Delia Maria Paredes Mier, Juan Carlos Alderete Macal, Manuel Jiménez Zaldivar, Marissa
Garza Ostos, Tania Abdul Massih Jacobo, Francisco José Flores Serrano, Katia Celina Goya Ostos, Santiago Leal Singer, José ltzamna Espitia
Hernandez, Valentin Il Mendoza Balderas, Victor Hugo Cortes Castro, Hugo Armando Gémez Solis, Miguel Alejandro Calvo Dominguez, Luis
Leopoldo L6épez Salinas, Leslie Thalia Orozco Vélez, Gerardo Daniel Valle Trujillo, Jorge Antonio Izquierdo Lobato and Eridani Ruibal Ortega, 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 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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