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2024 Preliminary Budget Criteria - Modest
revisions, with optimism on economic activity

Last Friday, the Ministry of Finance (MoF) published their preliminary
macroeconomic forecasts for 2024 and updates for the 2023 framework

The GDP estimate for the current year was unchanged at 3.0% yly, with
the MoF quoting a good performance of the domestic economy. For 2024
they anticipate an expansion of the same magnitude

We did see changes in remaining estimates, noting higher levels of
inflation and interest rates, with a stronger MXN. In the oil sector, prices
would be more modest, with production relatively stable

In the fiscal front, forecasts for both revenues and expenditures were
adjusted lower for 2023. For the next year, income would grow, albeit
with outlays lower at the margin

With this, the estimate of the PSBR deficit for the end of the year would
increase to 4.2% of GDP (previous: 4.1%), although with the Historical
Balance of the PSBR (HBPSBR) higher at 49.9% of GDP (previous:
49.4%). For 2024, these same variables would stand at 3.2% and 49.9%
of GDP, in the same order

We believe the document reaffirms the commitment to maintain healthy
public finances, with adjustments in order to ensure that fiscal targets
are met

Updates to macroeconomic and fiscal estimates. The Ministry of Finance
(MoF) published the 2024 Preliminary Economic Policy Criteria (PCGPE in
Spanish), and an update of its macroeconomic framework for 2023. This complies
with Article 42 of the Federal Budget and Fiscal Responsibility Law. We
highlight stability in GDP forecasts, albeit with revisions in other relevant
estimates, including inflation, exchange rate, interest rates and in the oil front (see
table below). As such, the MoF expects more modest revenues and expenditures
this year, albeit with some stability in the deficit for this year. For 2024, forecasts
seem to be more optimistic, noting higher income and lower outlays, with more
modest PSBRs and stable debt.

Macroeconomic framework and fiscal variables!

Selection
2023 2024
Current  Previous Current  Previous
GDP (% yly) 3.0 3.0 3.0 24
CPI (% yly, end of period) 5.0 3.2 4.0 3.0
Exchange rate (USD/MXN, average of period) 18.9 20.6 19.2 20.7
Interest rate (28-day Cetes 28 %, end of period) 11.3 8.5 8.5 7.5
Oil price (US$/bbl, average of period) 66.6 68.7 56.3 62.8
Oil output (kbpd, average of period) 1,877 1,872 1,914 1,909
PSBR (% of GDP) 4.2 4.1 -3.2 2.7
HBPSBR (% of GDP) 49.9 494 49.9 494
Primary balance (% of GDP) -0.1 0.2 0.7 1.0

Note: Estimates refer to the ones included in the 2023 Economic Policy Criteria
Source: MoF
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Updated macro assumptions, recognizing changes in the outlook. Regarding
GDP, mid-point forecasts stood at 3.0% both for this year and next. The former
is in line with their previous forecast, with the MoF recognizing a good
performance of activity, on top of anticipating a boost from public and private
investment, a moderation in inflation —despite an upward revision— and the
strength of the labor market. Nevertheless, they acknowledge risks stemming
from expectations of a deceleration in the US. We must note that said estimates
are above consensus, with estimates within Banxico’s survey at 1.2% and 1.9%
for both years. Inflation stands at 5.0% for this year and 4.0% for the next one,
with the first one relatively in line with the latest estimations from the central
bank, but with the latter being higher than these. Meanwhile, the exchange rate
on average was stronger, standing at USD/MXN 18.9 in 2023 (previous: 20.6)
and 19.2 in 2024 (previous: 20.7). We must recall that a stronger peso has a slight
negative effect on the fiscal deficit, as losses in terms of higher oil income
expressed in local currency more than compensate for a lower financial cost in
foreign debt. In rates, they expect tight policy to continue, with higher levels by
the end of both years. Specifically, the expectation for 28-day Cetes in 2023
stands at 11.3% (previous: 8.5%), with the one for 2024 at 8.5% (previous: 7.5%).
Regarding oil, the average price for this year is lower by 2.1 US$/bbl vs. the
previous forecast at 66.6 US$/bbl. For 2024 the estimate was even lower at 56.3
US$/bbl (previous: 62.8 US$/bbl). Output for 2023 would be barely higher at
1,877kbpd from 1,872kbpd. For 2024 the adjustment would also be to the upside
to 1,914kbpd from 1,909kbpd.

Lower revenues and outlays in 2023. Considering adjustments to the previous
variables along other changes, the MoF now expect revenues of $7.0 trillion this
year, lower by $131.5 billion vs. the approved figure. This is equivalent to 22.8%
of GDP. The decline is mainly explained by the oil sector —subtracting $162.8
billion—, impacted by lower prices. Nevertheless, lower dynamism is also
expected in taxes (-$66.9 billion), recognizing a moderation at the end of 2022.
On the contrary, there would be a larger boost in non-tax (+$37.5 billion) and in
organisms and companies (+$60.7 billion). Meanwhile, they mention that
spending would adjust lower, “...with the aim to keep guaranteeing the
sustainability of fiscal accounts...”. Total outlays would come in at $8.1 trillion
(26.4% of GDP), with a reduction of the same magnitude than in revenues. The
decline would concentrate in the programmable component (-$117.2 billion),
prioritizing social spending and investment. Participations will also be lower
(-$23.5 billion), consistent with lower collections. In addition, and boosted by
higher inflation and rates, financial costs would increase by $21.3 billion.

Increase in revenues for 2024... The document considers income of $7.5 trillion
next year, which represents a 2.8% y/y increase in real terms relative to the
updated 2023 figures. Oil revenues would decline 2.2% given the expectation of
lower prices, with the larger production not being enough to offset for these. Tax
income would be higher by 5.5%, expecting additional progress in the fight
against tax evasion. On the contrary, there would be reductions in non-tax income
(-11.0%) along organisms and companies (-0.2%).
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...albeit with lower spending. In turn, spending would reach $8.4 trillion, lower
by 1.1% vyl/y in real terms. A large part of the reduction would be in the
programmable sector (-2.1%), reflecting lower spending on priority projects
given the end of several of them. Nevertheless, attention would remain on social
programs. Meanwhile, participations would climb 4.0%, with a decline in
financial costs (-2.8%) given expectations of lower rates.

Larger deficits and debt in the next few years. Considering dynamics outlined
above, in 2023 the total amount of Public Sector Financial Requirements (PSBR)
—the broadest measure of the public balance— incorporates the same deficit of $1.3
trillion, equivalent to 4.2% of GDP. Meanwhile, the total amount for 2024 would
reach $1.1 trillion or 3.2% of GDP (previous:2.7%). Also relevant, for the primary
balance they expect levels of -0.1% of GDP in 2023 (previous: -0.2%) and 0.7%
in 2024 (previous: 1.0%). Regarding debt, the Historical Balance of Public Sector
Borrowing Requirements (HBPSBR) would stand at 49.9% of GDP at the end of
the current year. This represents a deterioration over the previous estimate of
49.4%, partly explained by a higher starting point in 2022. For 2024 and the rest
of the forecast horizon, debt levels would remain stable (graph below, right), in
line with the provisions of the Fiscal Responsibility Law.
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Public Sector Borrowing Requirements Historical Balance of the Public Sector Borrowing Requirements
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Relevant comments within the conference call and dates to watch ahead. The
call was carried out by MoF Chief Economist, Rodrigo Mariscal Paredes. In
general, they highlighted resilience in their expectations for activity in the US,
being relevant for domestic forecasts. Locally, they mentioned that the labor
market is in ‘full employment’, while they don’t see relevant pressures stemming
from the minimum wage hike. In addition, they expect an additional boost from
tourism, both domestic and foreign. In the detail, their path for GDP in 2023 is as
follows: 1Q23: +3.1% yly; 2Q23: +2.7%; 3Q23: +2.2%; and 4Q23: +2.3%. On
revisions to revenues, they mentioned that the document did not account for
OPEC+ recent announcement about an output cut, but they will continue to
monitor the situation and update estimates in upcoming quarterly releases. They
detailed that they have not defined where spending cuts stated in the document
will be made. However, they mentioned that they do not intend to use resources
from stabilization funds, preferring to adjust outlays, particularly in
administrative lines. Finally, they believe that Pemex will not need additional
support this year, with the deferral of royalties being already important help.



Going forward, and as required by law, the 2022 Budget Proposal should be
delivered to the Lower House no later than September 8, which includes: (1) The
General Economic Policy Criteria —which states the macroeconomic projections
used to estimate the budget—; (2) the Revenue Law; and (3) the Spending Budget.
In the first two cases, they must be approved by both the Lower House (October
20™) and the Senate (October 31%), while the spending budget should be approved
only by the Lower House no later than November 15" (see table below).

Main deadlines for FY2024 Fiscal Budget

Deadline Document

April 1 Preliminary Fiscal Year 2024 Economic Assumptions
September 8 2024 Budget Proposal

October 20 Lower House approval of the Revenue Law

October 31 Senate approval of the Revenue Law

November 15 Lower House approval of the Spending Budget

Source: Ministry of Finance

The government keeps prioritizing fiscal prudence. We believe the document
continues to reinforce the Federal Government’s commitment with healthy public
finances, as they have done in the last few years. While some estimates seem
optimistic relative to market expectations, it is our take that even if these are not
met, the government will carry out any necessary changes in other to achieve
these goals, as evidenced here. Another relevant point is that measures continue
prioritizing social programs and key infrastructure projects. All in all, we believe
this budget supports our view that Mexico will maintain its ‘investment grade’
credit rating from the three main agencies, sustained by sound macroeconomic
fundamentals and adequate policy actions.
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