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Public finance report - $49.7 billion deficit in May 4, 2020
the PSBRs in 1Q20

= The Ministry of Finance (MoF) released its public finance report for

March 2020 Juan Carlos Alderete, CFA
= Public sector borrowing requirements (Jan-Mar): $49.7bn deficit Director of Economic Research
(~US$2,1bn; 0.2% of GDP) juan.alderete.macal@banorte.com

=  Public balance (Jan-Mar): $26.9bn surplus (~US$1.1bn) Francisco Flores
Senior Economist, Mexico

= Primary balance (Jan-Mar): $137.7bn surplus (~US$5.9bn) francisco.flores.serrano@banorte.com
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= In the period, budget revenues increased 9.2% y/y in real terms, even
despite the 27.0% decline in oil-related income

= Expenses edged-up 6.2% y/y in real terms, partly explained by the 31.3%
advance in administrative branches. On the contrary, spending by CFE
(-22.5%) and ISSSTE (-5.4%) fell the most

= The Historic Balance of Public Sector Borrowing Requirements stood at
$11.9 trillion (~US$504.4bn), equivalent to 48.7% of GDP. It should be
noted that 59.8% corresponds to domestic debt

PSBRs post a $49.7 billion deficit in the first quarter 2020. The Ministry of
Finance released its public finance report for March, in which we highlight the
$49.7 billion deficit in Public Sector Borrowing Requirements (PSBR) —the
broadest measure of the public balance'—, equivalent to 0.2% of GDP. This figure
was weaker than the $9.6 billion deficit observed in the same period of 2019. On
the contrary, the “traditional” public balance posted a $26.9 billion surplus,
$100.3 billion above expectations, explained by both higher revenues and lower
expenditures. When excluding investments in projects of high economic and
social impact —such as those made by Pemex and CFE of up to 2% of GDP- the
balance showed a $180.1 billion surplus. In addition, the primary surplus stood at
$137.7 billion, equivalent to 0.6% of GDP and better relative to the +$79.6 billion
forecasted balance.

Public Sector Borrowing Requirements
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Note: The figures for 2012 to 2019 are year-end levels, while the data for 2020 is YTD and the estimate corresponds to the
updated forecasts from the MoF.
Source: Ministry of Finance

! The PSBRs include the sum of the Public Balance, the financial requirements of the Mexican Bank
Savings Protection Institute, financial requirements of deferred investment projects, adjustments to Document for distribution among
budget records, financial requirements of the National Infrastructure Funds, program of debtors and public
the expected gain or loss of development banks and development funds.
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Total revenues up 9.2% y/y in real terms. According to the MoF, revenues
totaled $1,462.9 billion, $25.3 billion higher than projected. Oil-related income
came in at $135.0 billion, representing a 27.0% decrease in real terms relative to
the same period of 2019. Moreover, tax revenues amounted to $1,004.7 billion,
overshooting projections by $48.2 billion. The latter translates into a 13.3% y/y
increase in real terms. Inside, income tax collection expanded by 13.0%, while
VAT revenues posted a better performance at +18.3%. Excise-tax collection
increased 4.6%, partly explained by upward revisions on tariffs of some goods.
Revenues from government-controlled entities (IMSS and ISSSTE) increased
5.7%, while those of CFE posted a 1.0% contraction. Finally, non-oil, non-tax
revenues surged 75.6%, amounting to $119.0 billion.

More resources in Stabilization Funds. The outstanding sum of the different
stabilization funds at the end of 1Q20 stood at $264.1 billion (~US$11.2bn), a
$24.3 billion increase vs December 2019. In particular, the highest expansion
decrease was in the Stabilization Fund for Budget Revenues, known as FEIP. This
fund’s resources stood at $175.0 billion at the end of December (0.8% of GDP),
which translates into a 10.4% decline relative to the balance at the end of 2019.

Stabilization funds

$ billion
Mar-20 Dec-19 Difference
Total 264.1 239.8 +24.3
Stabilization Fund for Budget Revenues 175.0 158.6 +16.4
Stabilization Fund for State Revenues 63.3 60.5 +2.9
Mexican Petroleum Fund for Stabilization and Development 25.8 20.8 +5.1

Source: Ministry of Finance

Budget spending up 6.2% y/y. Total spending amounted to $1,481.0 billion,
$30.1 billion below budget. This is explained by both lower primary spending and
financial costs (also known as debt servicing costs). In the yearly comparison,
primary spending advanced 6.5%, while financial costs edged-up 3.2%. Within
the former, the programmable component increased 7.7%, amounting to $1,074.6
billion. Main increases within this category were in administrative (+31.3%) and
autonomous branches (+21.1%). In the former, we highlight the 99.8% increase
in the Ministry of Welfare as well as the 85.8% expansion in the Ministry of
Communications and Transportation. On the flip side, the biggest decline was in
the Ministry of Economy (-25.9%). Meanwhile, in the latter we highlight the
advance in INEGI, up by 208.0% —remembering that the Census is carried out
this year— and the 23.5% decrease in the Attorney General’s Office. On the
contrary, we highlight the spending contraction in CFE (-22.5%) and ISSSTE
(-5.4%). Meanwhile, non-programmable spending excluding debt financial costs
grew 1.7%, stemming from the 35.8% rise in ADEFAS, while participations
—transfers to states under the federal tax collection agreement— declined 0.4%.
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Public finance: March 2020

$ billion
January-March % yly in real terms
2020 2019

Public Balance 26.9 -24.5 -
ex. Pemex and CFE investments 180.2 116.3 49.9
Balance of entities under indirect 45.0 292 48.9

budgetary control

Revenues 1,462.9 1,295.4 9.2
Qil 135.1 179.1 270
Non-oil 1,327.8 1,116.3 15.0
Tax collection 1,004.7 858.0 13.3
Other 119.0 65.5 75.6
Government controlled entities 108.1 98.9 57
CFE 96.1 93.9 -1.0
Spending 1,481.0 1,349.1 6.2
Primary spending 1,333.3 1,210.8 6.5
Programmable spending 1,074.6 964.6 7.7
Non-programmable spending 258.7 246.1 1.7
Financial costs 147.6 138.3 3.2
Primary balance 131.7 93.6 42.2

Source: Ministry of Finance

The Historic Balance of Public Sector Borrowing Requirements (HBPSBR)
stood at $11.9 trillion (~US$504.4 billion), equivalent to 48.7% of GDP. Out
of these, $7.1 trillion amount to domestic debt (59.8% of the amount outstanding),
with the external component at US$202.8 billion ($4.8 trillion; 40.2% of the
total). Net public-sector debt amounted to $12.1 trillion (~US$515.7 billion).
Inside, net domestic debt reached $7.3 trillion, while net foreign debt climbed to
US$207.2 billion (equivalent to $4.8 trillion).

Historic Balance of the Public Sector Borrowing Requirements
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Note: The figures for 2012 to 2019 are year-end levels, while the data for 2020 corresponds to the level seen in the
latest month and the estimate corresponds to the updated forecasts from the MoF.
Source: Ministry of Finance

Relevant comments in the conference call. The call was leaded by Alejandro
Gaytan Gonzalez (Chief Economist of the MoF) and José de Luna Martinez (Head
of the Public Credit Unit). They mentioned that the PSBRs estimate for 2020 was
revised to -4.5% of GDP from the -4.4% outlined in Preliminary Policy Criteria,

acknowledging more adverse conditions in the oil market. In particular, they
mentioned this contemplates the output cut of 100kbpd as part of the OPEC+ deal.
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In addition, they mentioned that they are evaluating the possibility of additional
measures to boost economic activity, although the amount will depend on
prevailing conditions in coming weeks. In particular, there is also the possibility
of an expansion of programs from development banks, although they mentioned
that the resources for loans announced so far have come from the Ministry of
Welfare. On Pemex, they are still contemplating if there will be additional support
to strengthen the company’s financial position.

Relatively small impact on public finances despite COVID-19 impact in
March. As explained in our note for 1Q20 GDP, economic activity was more
resilient than expected in March, thus resulting in relatively more favorable
numbers in revenues in public finances. In addition, while spending did start to
ramp-up, we expect to see a more forceful expansion in coming months, as several
programs implemented by the Federal Government start to come online. In this
sense, we must remember most of them were announced in early to mid-April.
All in all, although risks are tilted to the downside regarding economic activity,
and thus for the outlook of public finances, we continue to believe that the
government will maintain a careful approach on spending, prioritizing the health
and welfare of the Mexican people while fulfilling its commitment to keeping
healthy public finances.
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along with its affiliates and/or securities issued. Moreover, we also state that we have not received, nor receive, or will receive compensation other
than that of Grupo Financiero Banorte S.A.B. of C.V for the provision of our services.

Relevant statements.

In accordance with current laws and internal procedures manuals, analysts are allowed to hold long or short positions in shares or securities
issued by companies that are listed on the Mexican Stock Exchange and may be the subject of this report; nonetheless, equity analysts have to
adhere to certain rules that regulate their participation in the market in order to prevent, among other things, the use of private information for their
benefit and to avoid conflicts of interest. Analysts shall refrain from investing and holding transactions with securities or derivative instruments
directly or through an intermediary person, with Securities subject to research reports, from 30 calendar days prior to the issuance date of the
report in question, and up to 10 calendar days after its distribution date.

Compensation of Analysts.

Analysts’ compensation is based on activities and services that are aimed at benefiting the investment clients of Casa de Bolsa Banorte and its subsidiaries.
Such compensation is determined based on the general profitability of the Brokerage House and the Financial Group and on the individual performance of
each analyst. However, investors should note that analysts do not receive direct payment or compensation for any specific transaction in investment banking
or in other business areas.

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
banking and corporate banking, to a large number of companies in Mexico and abroad. It may have provided, is providing or, in the future, will provide a service
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.

Over the course of the last twelve months, Grupo Financiero Banorte S.A.B. C.V., has not obtained compensation for services rendered by the investment
bank or by any of its other business areas of the following companies or their subsidiaries, some of which could be analyzed within this report.

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.
of C.V.
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