Banking credit growth stabilizes at the start of February 28, 2023
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»= Today, Banxico published its banking credit report for January 2023

. - . . . Yazmin Selene Pérez Enriquez
= Banking credit increased by 4.8% y/y in real terms, moderating slightly Senior Economist, Mexico a

vs the previous month, although still rather positive yazmin.perez.enriquez@banorte.com

= Inside, performance was mixed. Consumer loans slowed down an inch to
9.0% (previous: 9.1%); similarly, corporates loans were also slightly
more modest at 3.2% (previous 3.3%). Finally, mortgages were
unchanged at 3.6%

= Non-performing loans (NPLs) had a slight deterioration, coming in at
2.4%. In the detail, corporates and mortgages remained unchanged at
2.1% and 2.6%o, respectively. Consumption increased by 10bps to 3.0%

= We maintain a positive outlook regarding credit in 1Q23, with some
favorable factors in play. However, we remain attentive to inflationary
pressures, as well as additional monetary tightening

Credit adds ten months with positive annual rates. Banking credit to the non-
financial private sector increased 4.8% y/y in real terms in the first month of the
year (see Chart 1), slightly lower than our estimate and 8bps below December’s
figure. With this result, credit breaks with twenty months of improvements (since
May 2021). However, we believe this is not necessarily negative, considering that
the result is partly affected by higher inflation relative to the previous month. In
this context, both drivers to the upside and downside remain in play, such as the
ones associated with prices. While pressures may be driving households to take
out loans to smooth their spending —particularly considering start-of-the-year
expenses—, businesses may be less willing to take on additional debt. Moreover,
the effect of the 20% increase in the minimum wage may be mixed, not ruling put
that some of those additional resources are destined to pay off existing credits.

By components, once again the category with the highest growth was consumer

loans at 9.0% y/y, decelerating marginally vs December’s print (9.1%). While all

categories were positive, four out of the seven items showed smaller expansion

rates relative to the previous month (as seen in Chart 2). In this regard, we

highlight the moderation in durable goods at +3.6% (from 5.2%) and in payroll

loans at +7.4% (from 8.7%). On the contrary, personal loans had a notable

increase, coming in at 7.7% (+20bps). Regarding corporates, these also

moderated slightly, standing at 3.2% from 3.3%. Inside, 7 of the 13 items also

had lower growth rates (see Table 1). As such, the largest deterioration came in

mass media, at -11.9% from +2.8%, followed by commerce at +3.7% from

+5.2%. Meanwhile, construction improved sharply, standing at 155.2%

(previous: 136.0%), followed by mining at +1.5% (previous: -11.2%). Lastly,

mortgages remain stable at 3.6%, with growth rates oscillating between 3.0% and

3.9% since last September. Inside, the residential component rose 4.1% (previous: Document for distribution among the
4.2%), while low-income housing improved from -9.1% to -7.4%. general public

Non-performing loans increase marginally, representing 2.4% of the total
portfolio. Inside (Chart 3), we highlight stability in corporates and mortgages at
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2.1% and 2.6% each. For its part, consumption NPLs increased by 10bps,
standing at 3.0%. Although this represents a deterioration compared to the
previous month, in our opinion it is not a sign of concern, considering that the
non-performing portfolio of this category has remained in a stable range of 2.8%-
3.0% since February 2022. Hence, we consider that credit expansion is happening
responsibly, reflecting good credit performance by consumers and businesses,
along good risk management by banks and the financial system in general.

Credit will likely maintain a positive performance in the short-term. Today’s
results confirm that credit growth remains constant, albeit at a slower pace.
However, for the rest of the quarter we do not rule out an acceleration, —especially
in consumption loans, once households overcome January’s budget restrictions.
However, we believe that inflationary pressures will continue, representing both
challenges and opportunities. With this, both households and companies may find
themselves in need of take a loan to avoid restrictions on their spending and/or on
their investments in the immediate future —the latter especially in the case of
companies. In addition, we remain attentive to existing slack in the Mexican
economy, which could stop playing a key role for the expansion of credit in the
short-term, bearing in mind that the direct effects of the pandemic on activity have
mostly faded. On the other hand, for the rest of the quarter we continue to see the
labor market and wages as driver for credit, providing households security and
flexibility to better manage their cash flows and/or income. In the case of
corporate loans, we remain attentive to risks from higher interest rates, albeit with
nearshoring possibly offsetting for some of their negative effects. Finally, we
believe that for mortgages, the effect from higher financing costs may be
compensated by the natural demand for housing, limiting the magnitude of a
possible decline.
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Banking credit
% yly in real terms
Jan-23 Dec-22 Jan-22 2022 2021
Private banking credit 4.8 4.9 2.3 2.1 -8.6
Consumer 9.0 9.1 0.7 5.3 -8.2
Credit cards 12.9 12.4 04 6.4 9.4
Payroll 74 8.7 35 5.7 3.7
Personal 7.7 5.7 -4.5 3.8 -16.6
Durable goods 3.6 5.2 -15 0.8 -4.2
Auto loans 2.6 14 -6.5 3.7 1.7
Other durable goods 8.7 273 34.1 30.3 21.7
Others 116 12.8 18.2 185 -15
Mortgage 3.6 3.6 3.0 3.3 3.3
Low-income housing 14 9.1 -15.8 -12.5 -17.0
Medium and residential 41 4.2 41 41 4.6
Firms 32 33 -4.8 04 -12.2
Primary activities 13 18 1.0 3.2 -6.8
Mining 15 -11.2 -8.9 -4.0 -304
Construction 155.2 136.0 -23.4 358 -16.9
Utilities 0.1 -3.6 -7.6 -3.8 -8.2
Manufacturing industry 37 4.0 -5.8 2.2 -16.0
Commerce 3.7 5.2 55 0.4 -16.1
Transportation and storage 2.2 -3.8 3.0 -3.3 -11.8
Mass media services -11.9 2.8 2.2 8.7 -18.7
Real estate services 8.2 9.1 -8.8 -1.1 -13.8
Professional services 15.7 13.2 1.7 13 -135
Lodging services -1.6 -33 -35 -5.7 -5.4
Other services 8.3 55 0.7 5.2 -6.2
Not sectorized 4.3 104 -0.3 21 4.0
Non-banking financial intermediaries 19.8 18.9 -17.1 -0.9 -235
Source: Banxico
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Relevant statements.
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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.
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Activities of the business areas during the next three months.
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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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