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= Today, Banxico published its banking credit report for October 2021

. . . . Juan Carlos Alderete, CFA
= Banking credit declined 6.1% y/y in real terms, better than the -7.7% of Director of Economic Research

the previous month and our -6.9% forecast. This suggests higher juan.alderete. macal@banorte.com
dynamism in loans, in line with other data pointing to a pickup in

economic activity Francisco Flores

Senior Economist, Mexico

= Corporate credit maintained the largest contraction at -9.4%, still with francisco flores serrano@banorte.com
a somewhat difficult base effect. Mortgages came in at +3.2% and
consumer loans improved for an eighth in month in a row, to -4.5%

= Non-performing loans (NPLs) improved to 2.5% of the total portfolio.
Consumer loans were unchanged, with mortgages and corporates
correcting lower

= We expect banking credit to continue recovering in coming months,
possibly at a faster pace as the economy seems to gather more dynamism,
albeit with some risks persisting

Banking credit continues to improve in October. Commercial banking credit
to the private non-financial sector contracted 6.1% y/y in real terms in the tenth
month of the year (see Chart 1). This came above our expectations at -6.9% and
the -7.7% of the previous month. Although figures remain skewed, they were
above what calculations suggested only because of base effects. This suggests
higher dynamism for a second month in a row. Similar to September, we believe
one of the main drivers were better virus conditions, in turn also with a positive
knock-over effect on other indicators such as consumer confidence, employment
and economic activity. The figure is even more positive when considering that
the effect from annual inflation was negative, as it increased 24bps to 6.24%. In
this context, corporate loans fell 9.4% y/y in real terms, back to a single-digit
contraction for the first time in seven months. Looking at the breakdown, only 1
out of 13 sectors worsened relative to September (see Table 1). This was ‘other
services’ (-9.5% from -6.9%). In addition, one was unchanged, being ‘not
sectorized’ (+4.1%). On the contrary, the sectors with the most notable
improvements included mass media (-7.7% from -16.6%), transportation (-3.7%
from -9.1%) and manufacturing (-11.5% from -16.3%).

Mortgages came in at 3.2% from 3.3% in September. Inside, low-income housing
credit moderated to -16.5%, with residential lower relative to the previous month,
at 4.4%. Consumer loans improved to -4.5% from -4.8%. Details were mixed
(Chart 2), with modest retracements in durable goods (-5.0% from -4.5%) and
credit cards (-7.1% from -6.2%). With positive dynamics we noted, payroll loans
(-0.3% from -1.4%), personal (-8.3% from -9.3%), and others (13.9% from 6.2%).
We think the increase is broadly explained by a better epidemiological setting
along the improvement of some fundamentals. Nevertheless, we believe
mounting price pressures are dragging further dynamism as purchasing power is
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Non-performing loans improve to 2.5% of the portfolio. This represents a
10bps improvement relative to the previous month. Inside, NPLs for consumer
loans were unchanged at 3.4% (Chart 3), breaking with an eight-month streak of
declines. Mortgages were lower to 3.3% (previous: 3.4%), with corporates also
better at 1.8% (previous: 2.0%). We believe figures could keep improving due to:
(1) An improvement in credit trends, allowing for a better ratio between
outstanding loans and those in trouble (non-performing), especially for
consumption, but more recently for corporates; and (2) regulators’ actions —such
as those by the National Banking and Securities Commission (CNBV 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 a better performance in coming months, possibly at a
better pace, albeit with risks prevailing. The last two prints —including this one—
seem to point to a better trend in the recovery of loans, even despite some
weakness in economic activity in September. Therefore, incorporating a better
outlook for the economy in the next few months, we believe credit should benefit.
Regarding the base effect, figures should continue improving at least for the
remainder of the year and into the first couple of months of 2022. Despite of this,
we believe there are some risks, including: (1) Increased price pressures,
impacting both consumers and businesses; (2) uncertainty surrounding the virus,
especially after the discovery of the new variant ‘Omicron’; and (3) some
idiosyncratic challenges. By sectors, both opportunities and difficulties are
differentiated. In the very short-term, we believe consumer loans might have the
most upside, especially ahead of the holiday shopping season. Nevertheless, it
also represents some of the more present risks given the strong inflation uptick.
On corporates, uncertainty about the pandemic could result in additional delays
on investment, on top of construction and investment in machinery, which has
become more expensive. On the contrary, progress on spending measures in the
US, highlighting the recent approval of an infrastructure package of US$550
billion in new resources (US$1.2 trillion in total spending) could have a positive
spillover effect on our country. Lastly, mortgages will likely remain more stable,
awaiting further information about its medium- and long-term drivers. On the
health of the financial system, timely actions from regulators —as well as of other
public and private institutions— reinforce the commitment of maintaining solid
fundamentals. In addition, the decrease in NPLs and other capitalization efforts
should support this situation.
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Banking credit
% yly in real terms
Oct-21 Sep-21 Oct-20 Jan-Oct'21 Jan-Oct’20
Private banking credit -6.1 1.7 -25 9.6 2.3
Consumer -4.5 -4.8 -10.9 9.2 5.0
Credit cards 7.1 -6.2 <125 -10.5 -6.9
Payroll 0.3 -14 -6.4 -4.5 -1.2
Personal -8.3 -9.3 -19.5 -18.5 -114
Durable goods 5.0 -4.5 -1.6 -4.0 1.8
Auto loans -7.9 -1.7 -3.9 1.7 0.2
Other durable goods 20.1 235 232 30.8 19.7
Others 13.9 6.2 -18.0 -3.9 -3.3
Mortgage 3.2 33 46 3.4 5.7
Social interest -16.5 -16.1 -14.4 -17.1 -10.5
Medium and residential 4.4 4.6 6.1 4.8 7.1
Firms 9.4 -11.9 -1.2 -134 42
Primary activities -2.0 -4.0 -3.8 -7.8 7.3
Mining -18.2 211 -13.8 -335 -1.0
Construction -16.4 -174 -14.3 -16.9 -10.9
Utilities 9.9 -10.0 2.2 -85 4.7
Manufacturing industry -11.5 -16.3 -6.7 -17.6 1.6
Commerce -11.5 -14.5 -10.4 -175 5.1
Transportation and storage -3.7 9.1 -0.1 -14.3 55
Mass media services 1.7 -16.6 0.7 -20.8 226
Real estate services -14.3 -16.2 104 -14.6 138
Professional services 2.7 -3.7 224 -14.2 -16.1
Recreational services -3.6 -7.0 145 6.3 223
Other services 9.5 -6.9 16.2 7.3 15.0
Not sectorized 4.1 4.1 5.2 4.0 -1.6
Non-banking financial intermediaries -26.0 -29.7 -10.8 -32.6 -1.8

Source: Banxico

Chart 1: Banking credit
% yly in real terms

16 -
12 A
8 - ===~ AL
0 T T T T T
41 Total
8 Consumer /
12 4 ee=—- Mortgage
16 - Firms
-20 -
Oct-18  Apr-19  Oct-19  Apr20  Oct-20  Apr21  Oct-21
Source: Banorte with data from Banxico
Chart 3: Non-performing loans
% of total portfolio
6.0 1 Total Consumer
I Mortgage =~ ====- Firms
5.0 -
45 -
40 -
35 o=~ O
30 - =T
25 ecasoocsSI
2.0 -_\______’____-__“__\_-_’_,'-—"“~\
15 T T T T T T
Oct-18  Apr-19  Oct-19  Apr-20 Oct-20 Apr21  Oct-21

Source: Banorte with data from Banxico

Chart 2: Consumer credit
% yly in real terms
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Relevant statements.
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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
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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.
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