Lower house approved the spending
budget for 2017

= Today, the Lower-House approved the spending side of the budget for
fiscal year 2017

= The Senate had already approved the revenue side of the budget for
2017 (October 29), which amounts to MXN4.88trn (~US$262bn),
MXN51.3bn more than the original proposal from the Federal
Government

= We highlight the following issues:

(1) Economic growth in the area of 2%-3% with the Mexican peso at
18.62

(2) Oil output equivalent to 1.9 million barrels per day with an oil
price of US$42 per barrel

(3) From the revenue side, more than 67 billion were reallocated to
various funds and programs affected by cuts in the original budget

(4) There were reductions to the budget of the Federal Judicature
Council, the Congress, INE, and the Ministry of Public Function

The Lower House approved the spending budget for 2017. With 438 votes in
favor and 36 votes against without abstentions the budget for the 2017 fiscal
year was passed. This approval concludes the process of the 2016 Economic
Package, which consists of three parts: (1) the Revenue Law (known as LIF);
(2) the Federal spending budget; and (3) the General Economic Policy Criteria
(CGPE).

Government expects expenditures for MXN4.888tn. This figure is higher by
MXN51.3bn vs. the government proposal but 0.7% lower than the budget
approved in 2016, on the back of to the reduction of programmable spending
both at a federal level and in Pemex along with 2.3% decrease in real terms of
resources used by Congress. In order to strengthen priority areas, such as social
development, justice, anti-corruption efforts, infrastructure and federalism, the
Lower House reallocated an amount of MXNG67.7 bn. We highlight the
resources allocated to the Mexican Institute of Social Security, amounting to
MXNG622.6bn pesos aiming to contribute to the reduction of poverty and access
to health.

In this regard, MXN263bn were allocated to the Institute for Social Security and
Social Services of State Workers (ISSSTE), another MXN121bn to the Ministry
of Health while the Popular Insurance will be allocated 69bn.
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Moreover, the Ministry of Public Education (SEP) will receive an amount of
MXN267bn. Another MXN84bn were allocated to strengthen infrastructure, the
communications and transportation sectors. In the case of the Judicial Branch,
MXNG69.4bn were allocated, MXN5.8bn more than the approved for 2016. In
terms of social development, next year almost 64% of programmable spending
will be allocated, favoring programs which contribute to the reduction of
poverty as “Prospera”, for which MXN88bn were allocated.

Within the MXNG67.7bn reallocated, it was reported that an amount of
MXN5.5bn would be used to strengthen the National Anti-Corruption System,
as well as MXNG6.9bn for communication infrastructure and rural roads. In terms
of the countryside, a total of MXN8.4bn will go to programs to support small
producers. In education, MXN3.4bn were allocated (MXN1.9bn more than
originally budget), which will go to basic education programs, national
scholarships, full-time schools and the strengthening of education. Moreover, an
additional MXN21.4bn will be designated to the Ministry of Culture,
compensating the previously announced cut of 5bn pesos.

In this context, 2.4bn were directed to the Mexico City Capital Fund, also,
MXN500m are going to Subway System (Metro), MXN3.2bn million to the
Metropolitan Fund and 790 million to the Border Fund.

Regarding oil, a higher production, an extra 19 thousand barrels a day
were assigned by the Lower House. The Congressmen increased the oil
production estimate by 19 thousand barrels a day to a total of 1.947million
barrels per day (from previous 1.928bpd).
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Macroeconomic assumptions for 2017. Congress had already approved the
revenue side of the budget last month, in which the General Economic Policy
Criteria for the coming year are outlined. GDP worth is estimated to be between
2% and 3%, while inflation is expected to stay without changes in line with the
General Economic Policy Criteria proposed by the MoF. Likewise, the budget

deficit stays at 2.4% of GDP.

Revenue Law for FY2016
General
Revenue Law E?;;Tic Banorte-lxe  Consensus*
Criteria
GDP (%real) 25 2.0-30 1.1 23
Inflation 3.0 3.0 4.0-5.0 3.53
Average FX (USD/MXN) 18.62 18.20 23,50 18.63
Interest Rate (28-Day Cetes, %) 49 49 43 41
Public Balance (% GDP) 24 2.4 -3.0 -3.0
Without Pemex & CFE investment (% GDP) 0.1 0.3 0.5 --
Mexican oil mix price (dpb) 42.0 420 -- --
Qil platform (thousand bpd)
Production 1,947 1,928 -- --
Exports 775 775 -- --
Debt ceiling
Internal 495,000mdp  495,000mdp -- --
External 5,800 8,500mdd - -

Source: MoF, Banxico and Banorte-Ixe

* Estimados del Consenso de acuerdo a la Encuesta de Banxico

Disclaimer
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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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