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= Today, Banxico published its banking credit report for August 2021
Juan Carlos Alderete, CFA

= Banking credit declined 8.6%0 y/y in real terms, better than the -9.6% of Director of Economic Research
the previous month but below our -7.1% forecast. Considering that the juan.alderete.macal@banorte.com
base effect suggested a more modest contraction, we believe performance _
might have been affected by the deceleration in activity Francisco Flores
Senior Economist, Mexico
= Corporate credit maintained the largest contraction at -13.2%, still with francisco. flores.serrano@banorte. com

the most challenging base. Mortgages came in at +3.6% and consumer
loans improved for a sixth in month in a row, to -5.6%

= Non-performing loans (NPLs) fell to 2.6% of the total portfolio.
Consumer loans and corporates corrected lower, with mortgages
unchanged

= We expect banking credit to continue recovering in coming months,
albeit with persistent risks which could limit dynamism

Banking credit apparently takes a pause in August. Commercial banking
credit to the private non-financial sector contracted 8.6% y/y in real terms in the
eighth month of the year (see Chart 1). This came below our expectations at
-7.1% but improved on the -9.6% of the previous month. Although figures remain
skewed by a challenging base effect, the modest uptick suggests an impact from
the likely deceleration in economic activity. This seems to be affected by several
factors, including increased COVID-19 contagions and further shocks to supply
chains. In addition, the effect of annual inflation was positive in this occasion,
decreasing 21bps to 5.59%. In this context, corporate loans fell 13.2% y/y in real
terms, the most skewed by the base effect. However, it should keep fading out in
coming months. Looking at the breakdown, only 2 out of 13 sectors worsened
relative to July (see Table 1). These were primary activities (-5.7% y/y from
-5.5%) and commerce (-17.2% from -16.4%). On the contrary, the largest
increases were in mining (-23.2% from -32.4%), other services (-7.6% from
-12.1%) and professional services (-8.1% from -11.4%).

Mortgages rose to 3.6% from 3.1% in July. Inside, low-income housing credit was

better at -17.4%, with residential higher at 5.0%. Meanwhile, consumer credit

improved at the margin to -5.6% from -5.8%. Details were mixed (Chart 2), with

modest retracements in durable goods (-3.8% from -3.4%) and others (8.6% from

11.7%). With positive dynamics we noted, payroll loans (-2.1% from -2.9%) and

personal (-12.2% from -13.3%). Lastly, credit cards were basically unchanged at

-7.0%. We consider that this performance might respond to increased caution

among consumers due to worsening pandemic conditions. In particular, daily

cases reached all-time highs in the period, albeit with mobility remaining resilient. N
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In addition, and also negative, there were some job losses in the period. general public

Non-performing loans decrease 10bps to 2.6% of the portfolio. NPLs for
consumer loans fell to 3.5% from 3.6% (Chart 3), adding seven months lower.
Mortgages were unchanged at 3.4%, with corporates lower by 10bps to 2.0%.
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We believe figures could keep improving due to: (1) A stabilization in credit
trends, allowing for a better ratio between outstanding loans and those in trouble
(non-performing), especially for consumption; and (2) regulators’ actions —such
as those by the National Banking and Securities Commission (CNBYV in Spanish),
MoF and Banxico— and banks to improve conditions for payments due and other
accounting procedures to bolster the system’s financial position.

We keep expecting improvements in banking credit, tied to the pace of the
recovery. As we have mentioned previously, we expect credit to maintain an
upward trend in the remainder of the year and very likely also in 2022. Although
this comes in large part due to a more favorable arithmetic effect —considering the
deceleration un 2H20—, performance will ultimately depend on the recovery trend
of economic activity. In this context, we still anticipate an improvement in the
remainder of the year, with August seemingly one of the lowest points due to the
deterioration in epidemiological conditions. Nevertheless, on top of the risks for
activity, credit faces its own challenges, including strong inflationary pressures.
We must remember that, given that it is measured in real terms, an increase in
prices impacts figures to the downside. Therefore, our 6.1% year-end forecast
could be slightly skewed upwards.

At a sector level, risks and opportunities are different. For corporate loans we still
think that performance will rely on prospects about how quickly and strong the
subsequent expansion can be, both here and abroad. Nevertheless, given limits to
investment (with lack of raw materials and disruptions to productive processes)
and prevailing idiosyncratic factors, the outlook seems to be more complex.
Meanwhile, consumer credit will remain tied to fundamentals such as
employment, especially in the formal sector considering some requirements for
elegibility. Therefore, the latest print (for August) does insert some risks, albeit
probably temporary. Finally, mortgages will probably remain as the most stable,
although not ruling out effects from structural changes to home office triggered
by the pandemic.

On the health of the financial system, despite some recent unfavorable news (the
liquidation of a small bank), timely actions from regulators —as well as from other
institutions— reinforce the commitment of maintaining solid fundamentals. In
addition, the decrease in NPLs and other efforts should support this situation.
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Banking credit
% yly in real terms
Aug-21 Jul-21 Aug-20 Jan-Aug’21 Jan-Aug’20

Private banking credit -8.6 -9.6 -14 -10.3 34
Consumer -5.6 -5.8 -9.7 -10.3 -3.6
Credit cards -7.0 -7.0 -11.3 -114 5.6
Payroll 2.1 2.9 -5.0 5.4 0.0
Personal -12.2 -13.3 -18.8 -20.7 9.5
Durable goods -3.8 -34 -0.8 -3.8 2.6
Auto loans 1.4 -1.4 -2.6 -1.7 1.2

Other durable goods 28.1 334 179 334 19.0
Others 8.6 11.7 -11.8 -7.0 0.1
Mortgage 3.6 31 4.4 35 6.0
Social interest -174 -185 -135 -17.2 95
Medium and residential 5.0 4.6 5.8 4.9 7.3
Firms -13.2 -14.6 0.1 -14.0 5.4
Primary activities 5.7 -5.5 17 -8.8 10.0
Mining =232 -324 221 -36.2 0.8
Construction -15.0 -17.0 -20.0 -16.8 -10.0
Utilities 9.1 -10.1 2.8 -8.0 5.3
Manufacturing industry -17.4 -19.4 4.4 -18.3 3.2
Commerce -17.2 -16.4 -6.9 -18.6 -3.9
Transportation and storage -149 -16.8 13 -16.2 6.4
Mass media services -15.8 -185 5.8 -22.6 28.6
Real estate services -17.9 -17.9 122 -14.7 144
Professional services -8.1 -114 -22.0 -16.7 -14.6
Recreational services -8.6 -8.6 204 -6.6 235
Other services 1.6 -12.1 9.9 7.1 15.4
Not sectorized 3.2 2.7 0.1 4.0 2.8
Non-banking financial intermediaries -31.0 -31.0 -6.2 -33.7 05

Source: Banxico

Chart 1: Banking credit
% yly in real terms
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Chart 2: Consumer credit
% yly in real terms
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Relevant statements.
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issued by companies that are listed on the Mexican Stock Exchange and may be the subject of this report; nonetheless, equity analysts have to
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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.
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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
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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
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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.
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