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Public finance report - $487.9 billion PSBR- October 1, 2020
deficit up to August
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* Public sector borrowing requirements (Jan-Aug): $487.9bn deficit B'afﬁcgl’(; eor‘;tEecfn"aOC“;:észiif{gtom
(~US$22.1bn; -2.1% of GDP) ' ' '
= Public balance (Jan-Aug): $275.0bn deficit (~US$12.4bn; -1.2% of GDP) Francisco Flores
Senior Economist, Mexico
* Primary balance (Jan-Aug): $155.3bn surplus (~US$7.0bn; 0.7% of francisco.flores.serrano@banorte.com
GDP)
= Year-to-date, budget revenues fell 2.3% y/y in real terms, with a strong
contraction in oil (-38.0%) and a slight increase in non-oil (+4.3%)
= Expenses were up 0.9% y/y in real terms, partly on the +11.8% in
administrative branches. On the contrary, spending by CFE fell -20.0%
= In the specific dynamics for August, revenues grew 14.6% y/y in real
terms, in our view with a significant boost from transfers from
Stabilization Funds. Spending fell 10.4%
= The Historic Balance of Public Sector Borrowing Requirements stood at
$12.0 trillion (~US$544.2bn), equivalent to 52.1% of GDP. It should be
noted that 60.2% corresponds to domestic debt
PSBRs post a $487.9 billion deficit in the first eight months of 2020. The
Ministry of Finance released its public finance report for August, in which we
highlight the $487.9 billion deficit in Public Sector Borrowing Requirements
(PSBR) —the broadest measure of the public balance'-, equivalent to 2.1% of
GDP. Meanwhile, the “traditional” public balance posted a $275.0 billion deficit,
$100.0 billion above expectations, explained by lower spending, although
partially offset by less revenues. Finally, the primary surplus stood at a $155.3
billion, better relative to the +$74.1 billion forecasted balance.
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! The PSBRs include the sum of the Public Balance, the financial requirements of the Mexican Bank ; IE(RDSI\I} ER%-II;IE,\?E-&OLLS

Savings Protection Institute, financial requirements of deferred investment projects, adjustments to
budget records, financial requirements of the National Infrastructure Funds, program of debtors and
the expected gain or loss of development banks and development funds.
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Total revenues down 2.3% y/y in real terms. According to the MoF, revenues
totaled $3,508.4 billion in the first eight months of the year, $169.6 billion lower
than projected. Oil-related income came in at $348.3 billion, representing a 38.0%
decrease in real terms relative to the same period of 2019. Moreover, tax revenues
amounted to $2,262.4 billion, undershooting projections by $121.5 billion. The
latter translates into a 0.5% y/y decline in real terms. Inside, income tax collection
expanded by 1.1%, which we believe was aided by extraordinary collections from
corporates, while VAT declined 1.8%. Excise-tax collection revenues posted a
worse performance at -5.2%. Revenues from government-controlled entities
(IMSS and ISSSTE) came in at $293.5 billion, a 2.7% increase, while those of
CFE fell 8.7% at $254.3 billion. Finally, non-oil, non-tax revenues surged 83.5%,
amounting to $349.9 billion. It should be noted that transfers are being accounted
within this category, including the Stabilization Fund (FEIP), boosting the total
amount.

Budget spending up 0.9% y/y. Total spending reached $3,805.8 billion, $247.7
billion below budget. This is explained mainly by lower primary spending
Nevertheless, in the yearly comparison, these advanced 0.9%, while financial
costs (also known as debt servicing costs) edged-up 1.0%. Within the former, the
programmable component increased 3.3%, amounting to $2,765.2 billion. Main
increases within this category were in administrative branches (+11.8%) and
IMSS (+8.1%). In the former, we highlight the 315.1% increase in the Ministry
of Economy as well as the 293.9% expansion in the Ministry of Tourism. On the
flip side, the biggest decline was in the Urban ad Agrarian Development Ministry
(-37.2%). On the contrary, we note the spending contraction in CFE (-20.0%) and
marginal advance in ISSSTE (1.3%). Non-programmable spending excluding
debt financial costs fell 8.8% to $598.0 billion, stemming from the 9.8% decline
in participations —transfers to states under the federal tax collection agreement—,
and despite the 54.4% rise in ADEFAS.
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August January-August
2020 2019 yreal 2020 2019 eyreal
terms terms
Public Balance 139.6 35.0 283.7 -275.0 -118.1
ex. Pemex and CFE investments NA NA NA 138.5 254.3 -47.2
Balance of entities under indirect 27 18 . 223 55.1 607
budgetary control
Revenues 510.2 427.8 14.6 3,508.4 3,477.6 2.3
Qil 46.2 61.7 -28.1 348.3 543.8 -38.0
Non-oil 464.1 366.1 21.8 3,160.1 2,933.8 43
Tax collection 258.3 2444 16 2,262.4 2,202.6 -0.5
Other 133.7 48.4 165.5 349.9 184.7 83.5
Government controlled entities 394 36.0 5.0 2935 276.7 2.7
CFE 32.7 37.3 -15.8 254.3 269.8 -8.7
Spending 367.9 394.7 -10.4 3,805.8 3,650.7 0.9
Primary spending 3475 370.5 NA 3,363.3 3,226.6 0.9
Programmable spending 285.7 299.2 -8.2 2,765.2 2,591.6 33
Non-programmable spending 61.8 71.3 NA 598.0 635.0 -8.8
Financial costs 20.3 24.2 -19.2 4425 4241 1.0
Primary balance 164.4 59.1 167.3 155.3 274.9 -45.3

Source: Ministry of Finance



Revenues rise strongly in August, with a decrease in spending. In the month,
total revenues increased 14.6% y/y in real terms. Inside, oil-related income fell
28.1%, impacted by lower volumes. Nevertheless, tax revenues improved
significantly, back to positive territory (+1.6%), possibly aided by the restart of
economic activity as well as additional tax collection strategies. Specifically,
VAT and income tax collection increased by 14.2% and 0.2%, respectively.
However, excise tax revenues declined 15.3%. More importantly, non-tax
revenues shot up 165.5%, which we believe is associated with transfers from the
Stabilization Fund. Nevertheless, we will need to see final figures for the quarter
to corroborate this. Meanwhile, spending fell 10.4%, which is probably related to
austerity measures implemented by the Federal Government. Programmable
spending declined 8.2%, with a 15.4% fall in administrative branches, while
autonomous branches stood at +1.6%. Within non-programmable spending,
participations decreased 16.0%.

The Historic Balance of Public Sector Borrowing Requirements (HBPSBR)
stood at $12.0 trillion (~US$544.2 billion), equivalent to 52.1% of GDP. Out
of these, $7.2 trillion are domestic debt (60.2% of the total outstanding), with the
external component at US$216.5 billion ($4.8 trillion; 39.8% of the total). Net
public-sector debt amounted to $12.2 trillion (~US$550.1 billion). Inside, net
domestic debt reached $7.3 trillion, while net foreign debt climbed to US$220.4
billion (equivalent to $4.9 trillion).

Historic Balance of the Public Sector Borrowing Requirements
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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
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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
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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
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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.
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or underlying of the securities issued.
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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

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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