Family remittances -Strong inflows of
US$51 6 billion in full-year 2021

Remittances (December): US$4,760.4 million; Banorte: US$4,789.2mn;
consensus: US$4,789.2mn; (range: US$4,429mn to US$4,915mn)
previous: US$4,665.2mn

= Inflows grew 30.4% yly in the period. As a result, remittances reached
US$51,593 million in full-year 2021, up 27.1% and a new historical high.
Results were favorable despite mixed data about employment conditions
of Mexico migrants in the US

= The average amount sent was US$381.12 (12.4% yly), staying relatively
strong. The number of operations was also favorable, at 12.5 million
(16.1%0), despite lower employment levels

= |n seasonally adjusted terms, inflows declined 1.9% m/m, which is not
that alarming after the strength seen in the previous two months. Overall,
it is our take that dynamics remain favorable

= Given some risks to the downside for the economy and less fiscal impulse
in the US during the year, we adjust lower our full-year 2022 forecast for
remittances to US$56.5 billion (+9.5% yly)

Remittances maintained a good performance in December. The amount stood
at US$4,760.4 million, virtually in line with consensus (US$4,789.2 million),
which matched our estimate. With this, full-year 2021 inflows reached a new
historical high of US$51.6 billion, growing 27.1% y/y despite pandemic
challenges. In our view, dynamism remains strong, with an elevated, double-digit
pace since May 2021. It is also important that virus cases in the US surged due to
Omicron. Based on the 7-day MA, maximum daily cases before this wave were
slightly above 251,000 in early January 2021. Nevertheless, this was constantly
surpassed from December 28 onwards, reaching new highs until January 15" at
almost 803 thousand. A turning point seems to have been established since then,
currently at a still elevated 364,262. This has exacerbated supply constraints,
including those related to labor availability —on voluntary isolation and/or
absenteeism, among others—. On a more positive tone, daily deaths are well below
their peaks about one year ago, albeit rising since December. Data shows this has
moderated the pace of the recovery and hit consumers’ confidence. Renewed
efforts by the administration to provide antiviral treatments and at-home testing
kits while vaccination campaigns continue, among other initiatives, likely
lessened the economic impact of the current wave.

Resiliency in both the average amount and volumes. The average amount stood
at US$381.12 from US$400.59 in the previous month, up 12.4% y/y. Despite
being lower at the margin, it remains above its 12-month average of US$373.46.
In our view, this is positive but may have been affected by high inflation that has
affected real incomes, despite wages also rising. Total operations were 12.5
million (16.1% y/y), somewhat affected by a difficult base effect. Nevertheless,
it is also favorable considering the decline in total employed migrants (see below
for details). In full-year 2021, these advanced 11.1% and 14.3% y/y, in the same
order.
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A modest sequential setback given recent dynamics. Using seasonally adjusted
figures, remittances contracted 1.9% m/m. Although negative, we do not see it as
alarming given 9.5% in accumulated gains during the last two months. In this
sense, the print is mostly payback from a higher base effect. Moreover, we should
say that labor market conditions in the US were mixed at best. On one hand, the
unemployment rate among Hispanics fell to 4.9% from 5.2% in November,
matching the decline (in basis points) for the overall population. This is a new
post-pandemic low and stands only 50bps above the level in February 2020.
Nevertheless, and according to our calculations, figures for working-age
Mexicans —including ‘natives’, ‘non-native citizens’, and ‘non-citizens’ (legal or
illegal)— were significantly weaker. Specifically, the unemployment rate surged
to 7.6% from 4.9% previously. Looking at the details, unemployed people
increased by 462.3 thousand, coupled with a reduction of 170 thousand in the
labor force. We admit these figures are difficult to reconcile, but in our view
provide some caution about the trend in inflows, especially as the pace of growth
has been significantly high for several months. Overall, we judge the results as
still positive.

We reduce our view for remittances in full-year 2022. Despite strong results,
recent developments point to the possibility of less dynamism this year.
Specifically, the US economic outlook has weakened at the margin. Among the
factors, we highlight: (1) The increase in virus’ cases, affecting both consumer
and business confidence; (2) price pressures that will likely extend even more
than anticipated, in turn making the Fed more aggressive in its normalization
process; (3) the possibility of a harsher winter, which could exacerbate supply
problems; and (4) a negative fiscal impulse this year as there are not enough votes
in the Senate to approve Biden’s Build Back Better plan.

In this backdrop, we will watch closely to the details about employment dynamics
at the start of the year with the nonfarm payrolls report on Friday. Specifically,
we estimate a deceleration in job creation to 175 thousand new posts (consensus:
150 thousand), with the unemployment rate falling about 10bps, to 3.8%. In
addition, we believe less new jobs are likely in 1Q22 as people stay cautious about
outdoor activities during the winter because of the virus.



On the second point, we still see the Fed hiking four times this year. Nevertheless,
most recent central bank communications show that risks are skewed to the
upside. Apart from its possible impact in consumption, a potentially relevant
factor is the effect it could have on dynamism in construction (given higher rates).
Related to this and going to the last point above, the probabilities of an approval
of the Build Back Better plan have plunged. We believe this is relevant as it is
currently estimated that the net effect from fiscal policy on growth will be
negative this year. This is driven by what happened in 2021, which saw strong
stimulus measures because of the pandemic, including direct cash transfers to
households. Moreover, the plan includes relevant initiatives in infrastructure
spending, which may be especially positive for workers in that sector in the US

All in all, we adjust lower our remittances forecast for FY2022, from US$58.0 to
US$56.5 billion. If this materializes, the result would remain very positive for our
country’s domestic demand, with flows advancing 9.5% y/y. In turn, this is key
for our call that consumption will probably keep recovering this year despite
headwinds from high inflation, which we believe will prevail in coming months.
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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.
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