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BMA – Most Attractive Fundamentals Amid a
High Volatile Market
We are initiating coverage of Banco Macro (BMA) with a Buy rating and a 12-month Target
Price of USD 52 per ADR, which implies an upside of 36% (including a 5% dividend yield)
from current prices. The combination of robust capitalization, superior profitability and
good asset quality makes BMA one of the fundamentally safest ways to have exposure to
Argentine banks. For these reasons, we believe Macro is the way to have exposure to the
financial sector and navigate through the current macroeconomic backdrop.
Our valuation is based on a Gordon Growth Model, which derives a target P/BV of 2.3x.
We acknowledge that Argentine valuations are currently very dependent on the political
outcome, especially in banks and utilities, given their businesses’ nature. Our valuation
is consistent with our base case scenario, which includes Macri's re-election,
stabilization of the currency and GDP growth returning to positive levels next year. That
said, we might review our base case and assumptions following the primary elections to
be held in August.
Our BUY rating is supported by i) robust capitalization; ii) superior profitability; and iii)
adequate asset quality; which makes BMA's Balance Sheet one of the strongest among
its peers, and the investment in the stock one of the fundamentally safest ways to have
exposure to Argentine banks.

BUY
BMA US
Target Price: USD 52
Last Price: USD 39.73

Source: Bloomberg, Cohen.
Note: 2019 Net Income excludes gain related to Prisma sale

*Macro is the most capitalized Bank in Argentina: The Bank has an excess capital of ARS
45.7bn, and a Tier 1 ratio of 19.7%. Macro is the bank with the highest equity, even
though it is ranked fourth in assets, deposits or loans among private banks. This
overcapitalized structure is a bless during the ongoing economic backdrop, as it could
enable the Bank to pursue M&A activity at depressed prices if the economy further
deteriorates.
*Superior profitability: Over the last years, BMA has consistently shown above average
profitability measures, which is more clear comparing BMA's ROA (6.0% in 2018) vs the
Arg. System (3.2%) instead of ROE, given the Bank's overcapitalized structure. Macro has
higher exposure to high-yielding Leliqs than other listed Banks, with 16% of total assets
invested in this instrument (compares to GGAL 14%, SUPV 8% and BFR 4%), as of
December 2018.

Source: Bloomberg, Cohen. Returns as of 04/29/19

*Adequate asset quality and coverage: Banco Macro has a very healthy loan portfolio,
with only 2.2% private sector NPLs, below the system's 3.8% as of February 2019. In the
last years, NPL ranged 1.0-1.5%, compared to the system's ~2.0%. We note that 93% of
BMA's personal loans have payroll account collateral. For 2019, we model NPLs to peak
at 2.3% in 2Q19 due to the ongoing recession, then gradually decreasing towards 1.8%
by end-of-year when the economy and disposable income should recover.
The major risks we see to our thesis are comprised of i) the political outcome; ii) the
ongoing allegations on Mr. Brito; and iii) the impact of IAS 29 (inflation adjustment). We
see the political outcome as the main risk to all argentine assets, as it will add a great
amount of volatility in the coming months and the result is likely binary, in our view.

Source: BMA, Cohen.
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Investment Thesis & Company Description
We are initiating coverage of Banco Macro (BMA) with a Buy rating and a 12-month target
price of USD 52 per ADR, which implies an upside of 36% (including a 5% dividend yield)
from current prices. The combination of robust capitalization, superior profitability and
good asset quality makes BMA one of the fundamentally safest ways to have exposure to
Argentine banks.
Our valuation is based on a Gordon Growth Model, which derives a target P/BV of 2.3x.
We acknowledge that argentine valuations are currently very dependent on the political
outcome, especially in banks and utilities, given their businesses’ nature. Our valuation is
consistent with our base case scenario, which includes the re-election of Macri,
stabilization of the currency and GDP growth returning to positive levels next year. That
said, we might review our base case and assumptions following the primary elections to
be held in August.
Banco Macro is the fourth largest argentine private bank, measured by either assets or
loans. Historically, BMA has grown inorganically through a series of M&A, mostly focused
outside de City of Buenos Aires (CABA) area, and currently it has 94% of its branches
outside this city and a very strong presence in the northern part of the country. Banco
Macro has one of the strongest balance sheets among the argentine Banks, superior
profitability, a resilient loan book and adequate loan loss reserves. It is also the most
capitalized Bank, with a Tier 1 ratio of 19.7% and excess capital of ARS 45.7bn.
Banco Macro's History
Banco Macro's origins go back to 1977, when Macro Compañía Financiera was created
as a non-banking financial institution. In May 1988, it received Central Bank approval to
operate as a commercial bank and it was renamed Banco Macro S.A. Since 1994, BMA's
market strategy has been mainly focused on the regional areas outside the City of
Buenos Aires, and as part of this strategy, in 1996 it started the process to acquire
entities and assets during the privatization of provincial and other banks. Acquisitions
included Banco Misiones (1996), Banco Salta (1996) and Banco Jujuy (1998). Later on,
BMA's acquisitions included Banco Bansud (2001), Scotiabank Quilmes (2002), Nuevo
Banco Suquía (2004), Banco Tucumán (2006), Banco Privado de Inversiones (2010),
among others. More recently, in July 2018, BMA acquired the 10% stake of Banco de
Tucumán owned by the Tucumán Province for ARS 456.5mn (2.6x BV), increasing its
ownership to 99.93%.

Exhibit 1: Ownership Structure (2018)

Ownership Structure & Management
BMA has 669.6mn outstanding shares of common stock, consisting of 11.2mn Class A
shares (5 votes per share) and 658.4mn Class B shares (1 vote per share). The Class A
shares are owned principally by Jorge Horacio Brito (former Chairman) and Delfín Jorge
Ezequiel Carballo (Chairman), who together own ~33% of total equity ownership. The
Argentine national pension system (ANSeS) owns 28%, 34% floats in the NYSE and in the
local exchange, BYMA; while the remaining 4% is has been repurchased by the Bank
during 2018.
Mr. Carballo was elected Chairman of the Board on April 27, 2018. He previously held the
position of Vice-president of the Bank's Board of Directors. Mr. Carballo is a lawyer
graduated from the Catholic University of Argentina, and has been involved with Banco
Macro since 1988.

Source: BMA; Cohen

Exhibit 2: Key Executives

Source: BMA; Cohen
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Strategy
Since 1994, Banco Macro's market strategy has been mainly focused on the regional
areas outside the City of Buenos Aires. As a consequence of the acquisition of many
provincial anks that were privatized during the 90s, Banco Macro currently has a very
strong presence in Northern Argentina, particularly in the provinces of Jujuy, Salta,
Tucumán and Misiones. In each of these provinces, BMA's branch market share amounts
to 40-50%.
Currently the Bank has 96% of its branches outside the City of Buenos Aires, thus being
the bank with the highest relative exposure to the interior of the country. As part of BMA's
growth strategy, the Bank is attempting to increase its influence in the City of Buenos
Aires (3.5% market share) likely through an acquisition and in the Province of Buenos
Aires (4.8% market share) by focusing in aggressive product cross selling.
Exhibit 3: Branches per province (LHS) & Market share (RHS)

Source: BCRA; Cohen

Exhibit 4: BMA Private Sector Loans & Deposits Market Share

Source: BCRA; Cohen

BMA' strongest presence is in the northern part of the country where it performs financial
agency services and tax collection for the Provincial Governments of Salta, Jujuy, Misiones
and Tucumán. As a result, each Provincial Government's bank accounts and their
employees' payroll accounts are held in the Bank. Moreover, it performs tax collection
services, for which it charged USD 48.5mn in fees during 2018. The agreements with the
provinces mature between 2021-26, although we do not see roll over risk due to the fact
that BMA's branch market shares is greater than 45% in these provinces (in more than
190 counties Macro is the only financial institution with physical presence).
Macro loan portfolio to the private sector represents ~8% of the whole system, while its
private sector deposits accounts for 7% of total. These shares have been relatively stable
in the last years, as the Bank hasn't done any major M&A, its main growth strategy.
Macro has stated that it next target should have a significant exposure to Argentina's
more dynamic areas: Buenos Aires and CABA. Following this guideline, we looked for
banks with a branch market share (excluding public banks) between 3-7% for both
provinces. The institutions with these characteristics are shown in Exhibit 5. We believe
that the most likely candidates include HSBC, Banco Patagonia (BPAT), ICBC and Banco
Comafi.

Exhibit 5: Potential M&A targets

Source: BCRA; Cohen
*Note: Market share includes only private bank branches

During 2017, Macro attempted to buy Banco Patagonia from Banco do Brasil, its
controlling shareholder. The deal was valued at USD 1.8bn for the entire institution, but
finally was cancelled, and in 2018 Banco do Brasil increased its stake in BPAT to 80.4%
through the purchase of a 21% stake for USD 202mn from BPAT's former controlling
shareholders. Earlier this year, Banco do Brasil' CEO Mr. Rubem Novaes stated that the
Banco Patagonia stake was subject to divestment, as it was considered a non-core asset.
Shall this divestment be considered, we would not be surprised if Macro revives M&A
talks with the Brazilian bank after the presidential elections take place.
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Balance Sheet Overview: Funding, Deposits & Loans
Balance Sheet is funded mostly with short-term deposits (69% of assets), which mostly
include savings and checking accounts (27%) and time deposits (34%). The Bank also has
ARS 21.6bn of bonds outstanding (6%), ARS 54.6bn equity (16%) and the equivalent of 8%
of assets in other liabilities. Bonds issued include i) a USD 400mn, subordinated note due
2026; ii) an ARS 3.4bn 17.5% fixed ARS-denominated note due in 2022; and iii) an ARS
3.2bn Badlar-linked note due in 2021. We note that the USD 400mn subordinated bond is
callable in November 2021, and if the call option is not executed the bond will begin to
bear the 5yr US treasury yield +546.3bps until maturity. Given that the 2026 notes
currently are 100% included as Tier II capital, and after 2021 they begin to reduce their
computable weight by 20% each year until maturity, the Bank has incentives to call them,
in our view.
The Bank is the most capitalized argentine bank, as its regulatory capital ratio is currently
at 26.5%, with a Tier 1 ratio of 19.7%. Excess capital stands at ARS 45.7bn. A portion of
this excess capital is the consequence of a USD 766mn equity issuance that occurred in
June 2017, presumably to fund the (later failed) Banco Patagonia acquisition.
Exhibit 6: Balance Sheet Structure (2018)

Exhibit 7: Loans Breakdown (2018)

Source: BCRA; Cohen.

Source: BMA; Cohen

The Bank assets, which amount to ARS 342.9bn, are comprised of i) ARS 74.8bn cash
(22% of total), of which ARS 50.2bn are minimum legal reserve requirements held at the
Central Bank; ii) ARS 67.2bn in financial assets (20%), mostly invested in 7-day Leliq
notes (ARS 55.1bn) and ~ARS 8.0bn ARGTES 2020 (Bote2020, which Banks can compute
as reserve requirements); iii) an ARS 178.9bn loan portfolio (52% of total assets) and iv)
other assets (6% of total assets).
In general, given the low level of banking intermediation in Argentina, there are limited
products being offered. Macro offers its retail customers traditional banking products and
services, such as savings and checking accounts, time deposits, credit and debit cards,
consumer finance loans (including personal loans), mortgage loans, pledged loans,
overdrafts, and home and car insurance, among others. Banco Macro loan portfolio
mostly bears fixed rates (~90% of total), with focus on the consumer finance segment,
which weights 61% of total financing. The loan portfolio is adequately diversified, with the
biggest 10 customers weighting 10.5% of total.
When comparing to the Argentine financial system, BMA's loan portfolio is overweight in
personal loans (34% of total private sector vs 20% for the Arg. System), and underweight
mostly in promissory notes (15% vs 34%). Regarding credit cards, the Bank has
approximately 2.8 million credit cards (including additional cardholders) outstanding as of
4Q18, a stock which has increased at 5% CAGR in the last years. Credit card growth has
been lower than savings accounts and debit cards, which have increased at a 14% and
10% CAGR, respectively.
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Exhibit 8: Accounts and Cards Oustanding (mn)

Source: BCA; Cohen.
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Asset Quality and Profitability
Banco Macro has a very healthy loan portfolio, with only 2.2% NPLs to the private sector,
below the system's 3.8% as of February 2019. In the last years, NPL ranged 1.0-1.5%,
compared to the system's ~2.0%. The lower delinquency relative to the system could be
derived of the fact that 93% and 64% of BMA's personal and credit card loans have payroll
account collateral. For 2019-2020, we model NPLs to peak at 2.3% in 2Q19 due to the
ongoing recession, then gradually decreasing towards 1.8% by end-of-year when the
economy and disposable income should recover, and further to 1.5% by 4Q20.
Since April 2018, when the FX depreciation accelerated and the economy deteriorated
sharply, NPLs both at the Bank and system's levels increased sharply, although still
remain at adequate levels when comparing to other Latam countries. It is reasonable to
expect, however, for the Argentine system (under a 'normal' economic environment) to
show lower delinquency levels than its peers, given the smaller size of the financial system
and high inflation and nominal interest rates: there is low leverage among customers and
only the highest credit quality is able to get financing, while the high nominal growth dilutes
the percentage of delinquent loans.
Regarding coverage, since 2010 Macro's ratio has been in-line with the system and other
private banks around 140%. In 2016 BMA started to build provisions for loan losses that
reached 200% of NPLs in 2H17, and in recent quarters it used some of that 'cushion' to
sustain earnings. Management has indicated that it will slowly increase its coverage ratio
to 120-140% by the end of the year, and we model coverage to gradually increase towards
130% in 4Q19, up from 118% in 4Q18 and a normalized ratio of 140% starting in 2Q20.
Exhibit 9: Non-performing Loans/Total Financing

Exhibit 10: Coverage Ratio

Source: BCRA, Cohen

Source: BCRA, Cohen

Over the last years, BMA has shown above average profitability measures, as its return on
assets (ROA) has been consistently above peers. While comparing BMA’s return on equity
(ROE) with its peers, it should be noted that BMA has an overcapitalized structure, and
thus a higher capital base that lowers the ratio. We believe that the excess profitability is
related to the fact that BMA faces relative lower competition (which enables higher interest
margins) and has lower costs, given its strong presence in the interior of the country were
wages are lower than in Buenos Aires. BMA’s NIM excluding FX differences has been
broadly stable during the last years at 17%, and we expect NIMs at both the Bank and the
Argentine financial system to gradually decrease after 2020, when inflation and interest
rates are expected to (finally) decrease. This spread reduction should be more than offset
by increased lending volumes, thus being net positive for the bottom line.
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Exhibit 10: BMA Monthly ROA vs Peers

Exhibit 11: BMA Monthly ROE vs Peers

Source: BCRA, Cohen

Source: BCRA, Cohen

The Argentine Financial System
The domestic financial system is small and fragmented, as loans represent only 16% of
GDP, well below the Latam peers (for example, domestic credit to the private sector would
need to almost double to reach Mexico's level of 27% of GDP). Total loans to the private
sector stand at USD ~47bn (ARS 2.17tn), of which 30% are USD-denominated; while
private sector deposits amount to USD ~73.3bn (ARS 3.4tn), of which 30bn are in USD.
Argentina has 78 financial institutions, well above its peers when adjusting for system's
size, and we believe the industry should consolidate in the coming years, being BMA one
of the likely winners given its experience in executing M&A and due to the fact that
acquiring other banks has been and continues to be BMA's preferred growth strategy.
When comparing ATMs and bank branches per 100k adults across Latam countries (see
Exhibits 11 & 12), we note that the Argentine financial system shows adequate levels,
thus indicating that the actual infrastructure can support the system's expansion.
Banks are mostly funded through short-term deposits, mainly sight deposits (43% of total
ARS deposits), and time deposits (54%). The Argentine financial system growth depends
heavily on deposit levels, due to the small size of its capital market. Recently, however,
Banco Macro and other financial institutions have had access to global financial markets
to obtain financing through the placement of debt and equity securities. In June 2017,
BMA made a USD 766mn equity issuance.
We believe the sustained levels of high inflation and macroeconomic volatility have been
the principal obstacles to the development of private sector's long-term financing, given
borrowers preferences to borrow at fixed rates while lenders' interest expenses are mostly
at floating rates and thus would prefer to lend at floating rates.
Exhibit 11: Bank Branches per 100k Habitants

Exhibit 12: ATMs per 100k Habitants

Source: World Bank; Cohen

Source: World Bank; Cohen
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Exhibit 13: Domestic Credit to Private Sector by Banks as % of GDP (2016)

Exhibit 14: Number of Financial Entities (2016)

Source: World Bank; Cohen

Source: BBVA Frances; Cohen

Risks
i) The presidential elections to be held in August (Primary) and October (First Round),
and eventually November will add a great amount of volatility to Argentine assets,
especially in financials and utilities. We believe the economic crisis could worsen severely
if Macri’s re-election is seen as less likely, and thus all Argentine assets could
experience severe losses.
ii) There is an ongoing allegation on the Bank's former Chairman, Mr. Jorge Brito, related
to the purchase of the currency printer company ‘Ciccone’, allegedly by the former Vice
President, Mr. Amado Boudou.
iii) Inflation adjustment IFRS standards require the financial statements of an entity with
a functional currency that is hyperinflationary to be restated in terms of the measuring
unit current at the end of the reporting period (IAS 29), whether they are based on a
historical cost or current cost approach. Under IFRS, an economy is categorized as
hyperinflationary if the cumulative inflation rate over three years approaches, or exceeds,
100%. For this reason, under IAS 29 the Argentine economy should be considered
hyperinflationary as from July 1, 2018.
According to Central Bank regulations, financial institutions will need to restate financial
statements in accordance with IAS 29 starting from January 2020. We note, however,
that banks with ADR listing will need to disclose in their SEC filings which would have
been the impact if the adjustment was made. The impact of the inflation adjustment on
the net income, book value and dividends could be substantial; given that inflationadjusted net income would be much lower than prior to applying IAS29, per our
understanding. While BMA has not given any guidance on the inflation adjustment's
impact, Grupo Financiero Galicia (GGAL) noted on its 4Q18 earnings release that if
applied, the adjustment would have resulted in a 16% increase in book value and the
evaporation of the ARS 14.4bn net income (adj. net income would have been ARS
-0.5bn). Should this trend continue, banks' dividends could be in jeopardize after 2020
when IAS29 is applied under BCRA regulation.
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Valuation
We valued Banco Macro with a Gordon Growth Model, which derives a target P/BV of 2.3x.
Our target P/BV multiple is driven by a 32% normalized ROE for the next three years, a
Cost of Equity of 16.3% in USD terms, and a growth coefficient of 4.5%.
We believe that Argentine valuations are currently very dependent on the political
outcome, especially in banks and utilities. Our base case scenario includes Macri's reelection, stabilization of the currency, GDP growth returning to positive levels and reaching
3% next year, with loans growing 10-15% in real terms after 2020. The Central Bank is
effective in lowering inflation rates, which in term lowers interest rates towards low 20s by
2021.

Exhibit 15: Sensitivity Analysis

On a relative basis, BMA is trading at a 1.6x 2019 P/BV and at a 5.0 201E P/E (in
ARS), which compares to the Argy peer average of 1.5x 2019 P/BV, and 5.0x 2019 P/E.
We note that if view on the political election is not favorable to the current Administration,
the market could experience increased volatility, as there is still uncertainty in which
would be the economic scenario under a new President.

Source: Cohen

Exhibit 16: Relative Valuation

Source: Bloomberg; Cohen
Note: Estimates reflect Bloomberg consensus estimates, except for BMA which reflects Cohen estimates.
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Estimates
BMA is expected to release its 1Q19 earnings results, on Thursday, 9 May, 2019, after
market close. We expect net income to reach ARS 8,126mn (vs ARS 4,935mn
consensus), including the gain on the Prisma sale and the revaluation of the remaining
stake. We are not sure if the consensus estimate accounts for the Prisma sale occured
in February.
We expect BMA's loans and deposits to grow broadly in-line with the system, at 4% and
11% QoQ (in ARS), respectively, fueled by time deposits (+15% QoQ) as a consequence
of the Lebac unwinding that took place at the end of 2018. The main revenue driver will
likely be the Leliq interest income, as loan demand is virtually frozen, although the
average Leliq rate fell 968bps during the quarter to 55.8% (compares to -838bps for the
Badlar, to 41.8%).
Asset quality will likely deteriorate in 1Q19 given the ongoing economic backdrop, and we
estimate NPLs to increase to 2.25% in 1Q19 from 1.9% in 4Q18, with coverage slightly
decreasing sequentially to 115% from 118% in 4Q18. BMA's asset quality remains
amongst the best of the listed Argentine banks, and we expect this to continue in the
coming quarters.
Exhibit 15: BMA Estimates (ARS mn)

Source: Company Filings, Cohen
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IMPORTANT INFORMATION
This document is not directed to, or intended for distribution to, or use by, any person or entity that is a citizen, or resident of, or
located in a place or jurisdiction where such distribution, publication, availability or use would be contrary to law or regulation.
This research is not an offer to sale or the solicitation of an offer to buy any type of financial instrument, nor to adopt, or to undertake
or disvest any hedging, trading or investment strategy in any jurisdiction, and it does not constitute a prediction of the future
performance of the securities or instruments referred in this publication.
This research has been prepared by Cohen’s analysts to provide its clients with general information regarding the date of issue of the
report and may be subject to changes at any time without prior notice. Cohen is under no obligation to update, modify or amend this
publication, nor does this document intend to be a complete statement or summary of the investment strategies, markets or
developments referred to herein.
This report is based upon information obtained from public or publicly accesible sources which are considered, as of the date hereof, to
be reliable. Therefore no warranty is given regarding its accuracy and/or integrity.
The financial instruments discussed in this report may not be suitable for all investors. This report does not take into account the
investments objectives, financial situation, particular needs or risk profile of any particular investor, and it must not be regarded by
recipients as a substitute for the exercise of their own judgment and appropiate due diligence. Prior to making any investment decision
based on the information contained herein, clients should contact their own investment, legal and tax advisers to seek advice regarding
appropriatness of investing.
Any loss or or other consequence arising from the use of the material contained in this publication shall be the sole and exclusive
responsibility of the investor and Cohen accepts no liability for any such loss or consequence.
The analysis, projections, forecasts and estimates expressed in this report are in no way affected or influenced by the issuer.
Cohen and or any of its affiliates, directors, executives and employees may have a position in any of the financial instruments referred
to, directly or indirectly, in this document. They may trade for their own account or for third party account in those instruments or may
provide consulting or other services to the issuer or to companies related thereto or to their shareholders, executives or employees, or
may have interests or perform transactions in those instruments or related investments before or after the publication of this report to
the extent permitted by the applicable law.
This document contains proprietary information and it must be kept confidential. This report may be not reproduced or redistributed to
any other person, in whole or in part, for any purpose, without the prior written consent of Cohen.
Cohen is a registered Clearing and Settlement Agent and a registered Broker-Dealer in Argentina and, thus, regulated by the Comisión
Nacional de Valores. Cohen is a member of the Buenos Aires Stock Exchange (BYMA). Analysts employed by Cohen are not required to
take the FINRA analyst exam.
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