Banking credit keeps gathering pace in March April 28, 2023
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= Banking credit increased 5.6% y/y in real terms, accelerating for a -

second consecutive month Juan Carlos Alderete Macal, CFA
L. A Executive Director of Economic Research
= Performance was mostly positive. Consumer loans rose 10.3% (previous: and Financial Markets Strategy
9.6%0), still leading. Mortgages accelerated to 4.5% (previous 3.9%0), with juan.alderete.macal@banorte.com
corporate loans stable at 3.3%

Francisco José Flores Serrano

* Non-performing loans (NPLs) remained at 2.3%. In the detail, Director of Economic Research, Mexico
mortgages and corporates were unchanged at 2.5% and 2.1%, fanciscoflores.serrano@banorte.corn
respectively. The index for consumption decreased by 10bps to 2.9%

= We maintain a positive view on loans in the short-term, supported by
economic strength, solid fundamentals, and favorable trends in the
medium-term

Credit adds a year with positive annual rates. Banking credit to the non-
financial private sector increased 5.6% y/y in real terms in March (see Chart 1),
adding two months of improvements and above our forecast. In our opinion the
result is favorable. We believe credit was supported by: (1) Strong consumption
fundamentals, particularly employment; (2) continued business appetite to invest,
triggered mainly by nearshoring; and (3) an additional moderation in annual
inflation, declining to 6.85% in the period. Nevertheless, we cannot rule out that
higher rates, in tandem with an increase in risk perception globally, could have
dampened loan demand.

Consumer credit remained as the most dynamic at 10.3% y/y (previous: 9.6%).
Inside, four out of five categories showed a higher expansion rate than the
previous month, as seen in Chart 2. Categories with the largest acceleration were
durable goods at +6.4% (previous: +4.8%) and payrolls at +10.1% (previous:
+9.2%). On the contrary, ‘others’ moderated to +4.7% (previous: +8.5%).
Corporate credit was unchanged at 3.3%. Looking at the breakdown, 6 of 13
categories showed higher growth (Table 1). As such, those with the most
substantial improvements were real estate services (at 12.9% from 5.6%) and
transportation (at 4.7% from -0.9%). On the contrary, sectors with the largest
deterioration were mass media (at -29.4% from -7.2%) and primary activities (at
-1.5% from 1.5%). Finally, mortgages were also higher at 4.5% (previous: 3.9%).
Inside, the residential component rose 4.9% (previous: 4.4%), while low-income
housing remained in negative territory at -4.2% (previous: -7.9%).

Non-performing loans unchanged, representing 2.3% of the aggregate
portfolio. Inside (Chart 3), we highlight stability in mortgages and corporates at
2.5% and 2.1%, in the same order. For its part, consumption NPLs decreased by
10bps, standing at 2.9%. We consider that low delinquencies, as well as their
stability, suggest a proactive management of loan portfolios by financial

institutions. Hence, we consider that credit expansion is happening responsibly. Document for distribution among the
general public
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Credit will maintain its strength in coming months. In our view, these results
are favorable, consistent with a good performance of the Mexican economy.
Considering some timely signals, it is very likely that credit will maintain a strong
position in coming months. Some of the factors that should provide support
include: (1) A favorable arithmetic effect from a further decline in annual
inflation; (2) our expectation that consumer fundamentals will remain solid,
particularly employment —which is key for people to access financing; and (3)
continued interest in nearshoring-related projects, where we see very relevant
momentum in categories such as construction (+163.6% y/y) within corporate
loans. Meanwhile, mortgages have also shown signs of acceleration in recent
reports, although we believe this has not fully translated to activity.

In addition, the environment for the sector has improved at the margin since the
last report, recognizing greater calm in markets following concerns about the US
and European banking sectors. While we did not expect a major effect on local
credit —noting important regulatory differences and adequate capitalization and
liquidity levels, above regulatory minimums among local financial institutions—
we believe that the potential for a distortion has diminished. However, we
recognize two relevant risks: (1) That the high cost of financing could dampen
loan demand, especially considering that we do not anticipate cuts from Banxico
for the remainder of the year; and (2) that NPLs rise if a deeper economic
slowdown materializes, with some signs that households have increased their
overall leverage.
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Banking credit
% yly in real terms
Mar-23 Feb-23 Mar-22 Jan-Mar’23 Jan-Mar’22
Private banking credit 5.6 5.2 -0.6 5.2 -1.7
Consumer 103 9.6 3.0 9.6 19
Credit cards 14.6 14.0 33 13.8 1.8
Payroll 10.1 9.2 38 8.9 35
Personal 6.5 5.9 11 6.7 -1.4
Durable goods 6.4 48 -0.9 5.0 1.2
Auto loans 6.1 4.1 55 4.2 -6.0
Other durable goods 8.1 8.5 30.6 8.6 324
Others 47 8.5 214 8.2 22.8
Mortgage 45 3.9 3.4 4.0 3.2
Low-income housing -4.2 -7.9 -14.8 -6.5 -15.7
Medium and residential 4.9 4.4 4.4 45 4.3
Firms 33 33 231 33 -4.4
Primary activities -15 15 29 05 18
Mining 74 -6.2 25 -4.3 -3.8
Construction 163.6 165.0 -27.4 160.5 -26.1
Utilities 0.4 0.6 -6.0 0.0 7.3
Manufacturing industry 3.9 31 -39 3.7 5.1
Commerce 33 34 -1.8 33 -4.6
Transportation and storage 4.7 -0.9 4.1 0.4 0.1
Mass media services -29.4 1.2 6.9 -17.4 -1.2
Real estate services 12.9 5.6 -7.9 8.9 -8.1
Professional services 175 12.5 -6.8 14.9 -6.5
Lodging services -0.2 0.1 -6.6 -0.1 -5.6
Other services 11.1 10.9 4.4 10.1 2.1
Not sectorized 5.8 4.0 -25 4.7 -1.5
Non-banking financial intermediaries 343 28.9 -11.7 27.6 -16.4
Source: Banxico
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Guide for investment recommendations.

Reference
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