Banxico’s operating surplus will reduce
Mexico’s fiscal deficit

= Yesterday, Banco de Mexico announced its operating surplus, which in
2015 amounted to MXN239.1bn (~US$13.9bn)

=  This amount will be transferred to the Federal Government

= According to Article 19a of the Federal Budget and Fiscal Responsibility
Law, the government will allocate 70%o to reduce public debt

= This implies that 2016°s fiscal deficit could amount to 2.15% of
Mexico’s GDP

= The rest of the operating surplus will be allocated to the stabilization
funds

= In our opinion, this allocation will be in line with the commitment
shown by the Federal Government with sound public finances

Banxico determined its operating surplus for the fiscal year 2015.
Yesterday, Banxico announced the net income for 2015, which amounted to
MXN378.2bn (~US$22bn). From this amount, the board of governors decided
to allocate MXN109.1bn (~US$6.3bn) to increase the capital reserve to achieve
an objective of capital plus reserves of MXN118.5bn (~US$6.9bn). In addition,
Banxico decided to increase the asset revaluation reserve in MXN30bn
(+US$1.7bn) to a total amount of MXNG60.9bn (~US$3.5bn). Taking these
factors into account, the operating surplus amounted to MXN239.1bn
(~US$13.9bn), which will be transferred to the Federal Government in
accordance with Article 55 of the Law of Banco de México.

70% of this operational revenue will be allocated to reduce public debt.
According to Article 19a of the Federal Budget and Fiscal Responsibility Law,
at least 70% (~ 167.4mmp) should be allocated to the amortization of the public
debt of the Federal Government or reducing the amount of funding needed to
cover the approved deficit. In this context, the Ministry of Finance had a
conference call today, in which the Undersecretary of Finance, Fernando
Aportela, mentioned that by the end of the month the MoF will release the
adjustment in its debt placement program for 2Q16. Moreover, the
Undersecretary of Finance also mentioned that the debt placement programs for
the third and fourth quarter will be consistent with this operational surplus.

The fiscal deficit will amount to 2.15% of GDP. In this regard, and making
the assumption that the Federal Government will reach its goal of fiscal
revenues within the Revenue Law and Fiscal Budget, the fiscal deficit for this
year would be reduced by 0.85 percentage points of GDP thanks to the
operational surplus, and thus Mexico’s fiscal deficit for 2016 will be equivalent
to 2.15% of GDP. Excluding investment made to PEMEX, the Federal
Government could reach a 0.15% surplus.
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The rest of the operating surplus will be allocated to the stabilization funds.
The remaining amount (around 70 billion pesos) will be deposit in the Federal
Stabilization Funds. In this regard, we highlight that the Federal Stabilization
Funds can only be used to cover a shortfall of incomes and/or to purchase the
MoF ’s oil and gasoline hedging program.

The MoF will announce the details of a PEMEX support plan in the next
days. At the telephone conference held today the Undersecretary of Finance did
not release any details on the Federal Government’s plan to support PEMEX.
However, Fernando aportela did mentioned that the details of this plan will be
released in the next days. In our opinion, the allocation of resources coming
from Banxico to the Federal Government will continue to show the commitment
of Mexico’s policy makers to sound macro-prudential policies and public
finances.

Disclaimer

The information contained in this document is illustrative and informative so it should not be
considered as an advice and/or recommendation of any kind. BANORTE is not part of any party or
political trend.
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