SECRETARIA DE HACIENDA
Y CREDITO PUBLICO

RECENT TRENDS IN THE MEXICAN
ECONOMY

HOUSTON, TX

November 1, 2016



STRUCTURAL REFORMS | FISCAL REFORM

THE FISCAL REFORM HAS STRENGTHENED TAX REVENUES AND HAS ALLOWED

MEXICO TO REDUCE ITS DEPENDENCY ON OIL REVENUES.

TOTAL REVENUES OIL REVENUES
(% OF GDP) (% OF TOTAL)

22.5% 23.5% 39.4%

®m OTHERS
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19.8%
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INCREASE OF 4.6 P.P. OF GDP IN LESS THAN 20(70 OF TOTAL
TAX REVENUE COLLECTION. REVENUES COME FROM OIL

REVENUES.

SOURCE: SHCP.



STRUCTURAL REFORMS | FINANCIAL REFORM

THE FINANCIAL REFORM HAS INCREASED CREDIT AND HAS LOWERED ITS

COST FOR HOMES AND BUSINESSES.

INTERNAL CREDIT TO THE CONSUMER BUSINESSES MORTGAGES
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SOURCE: CNBV. IMPLICIT RATES = BANK REVENUES FROM INTERESTS / TOTAL PORTFOLIO FOR EACH SECTOR.
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ENERGY AND

STRUCTURAL REFORMS TELECOM REEORMS

AS A RESULT OF THESE REFORMS, ENERGY AND TELECOM COSTS HAVE DECREASED,

WHICH HAS TRIGGERED INVESTMENT IN THESE STRATEGIC SECTORS.

LOWER COSTS AFTER THE REFORM
ELECTRICITY RATES® PHONE RATES™
N 16.1% INDUSTRIAL HIGH VOLTAGE Y{@) N 42.8% INT. LONG DISTANCE
‘K‘ ¥ 9.6% movstnt weowmvornar [ b 40.3% wosi mone
¥ 4.0% commerciaiano pomstict Gl W 4.6% Lanp Lins

t CUMULATIVE 2014-2016. * TOTAL DECREASE DEC. 2013 — SEP. 2016. “* TOTAL DECREASE JUN. 2013 — SEP. 2016.
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5,159 KM NEW GAS PIPELINES *AT&T: 3 BN IN FDI + 44 BN FROM THE ACQUISITION OF

FROM THE INFRASTRUCTURE PLAN. [USACELL AND NEXTEL.




FISCAL RESPONSIBILITY | LOW AND STABLE DEBT

MEXICO HAS RESPONSIBLY
MANAGED ITS PUBLIC DEBT BASED

ON TWO MAIN PRINCIPLES: RISK
DIVERSIFICATION AND STABILITY.

v LOW DEBT LEVEL THAT COMPARES FAVORABLY
AGAINST OTHER EMERGING AND ADVANCED
ECONOMIES.

o 50.5% OF GDP FOR 2016."
o 50.2% OF GDP FOR 2017.V

v" LOW INTEREST-RATE RISK.

o 83.6% OF MEXICO'S DOMESTIC DEBT IS
COMPOSED OF FIXED-RATE AND LONG-
TERM INSTRUMENTS.

o 100% OF MEXICO'S BONDS ISSUED IN
INTERNATIONAL MARKETS HAVE A FIXED
RATE.

v LOW EXCHANGE RATE RISK.

o 75% THE FEDERAL GOVERNMENT'S TOTAL
NET DEBT IS DENOMINATED IN MEXICAN
PESOS.%/

v LONG MATURITY.

o MEXICO'S DOMESTIC DEBT HAS AN
AVERAGE TERM OF 8 YEARS.%

1/ SOURCE: SHCP.
2/ SOURCE: SHCP. DATA AS OF SEPTEMBER 2016.

GENERAL GOVERNMENT GROSS DEBT

LEVEL
(% OF GDP IN 2016)

JAP I 50.4
ADV. EEEEE 116.0
USA mEEEE 1032
FRA N 97.1
CAN | 92.1

UK 89.0
BRA W 75.3
GER W 68.2
SAF W 51.7

MEX ™8 50.5
COL W 475
KOR M 389
CHL W 204
RUS B 17.1

CHANGE
(PP OF GDP 2008 - 2016)

JAD I 53.6
UK I 37.3
USA I 354
ADV. EEEEE 30.9
FRA I 29.2
SAF I 25.2
CAN Il 243

MEX mm 173
BRA HH 164
CHL W 155
COL B 154
KOR W 10.7
RUS M 9.6
GER 1 32

SOURCE: IMF, FISCAL MONITOR, OCTOBER 2016. SHCP FOR MEXICO.



FISCAL RESPONSIBILITY | PUBLIC BALANCE

LOWER PUBLIC DEFICIT
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SOURCE: 2016 BUDGET GUIDELINES (CGPE). ESTIMATES AS OF 2016.
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STABLE GROWTH | STRONG DOMESTIC MARKET

",

BETWEEN JANUARY AND SEPTEMBER, REAL SALARIES GREW
1.5%. THEIR HIGHEST INCREASE FOR THIS PERIOD SINCE 2001.

MEANWHILE, DURING THE CURRENT ADMINISTRATION, 2.3
MILLION joBS HAVE BEEN CREATED.

BETWEEN JANUARY AND SEPTEMBER, DEPARTMENT SAME-STORE

SALES SHOWED A REAL YEARLY GROWTH OF 3.9%: THEIR
HIGHEST INCREASE FOR THIS PERIOD SINCE 2006. WAL-MART
SAME-STORE SALES SHOWED A REAL YEARLY GROWTH OF 3.3%:
ALSO THEIR HIGHEST INCREASE SINCE 2006.

DURING SEPTEMBER, 131,443 VEHICLES WERE SOLD IN THE
DOMESTIC MARKET (+18.1% YEAR-ON-YEAR): THE HIGHEST
AMOUNT IN HISTORY FOR A MONTH OF SEPTEMBER.



STABLE GROWTH | BALANCED GDP GROWTH
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v MEXICO'S PRELIMINARY GDP GROWTH FOR Q3-2016 WAS HIGHER THAN EXPECTED
(BLOOMBERG: 1.9%).

v IN THE PREVIOUS QUARTER, EXCLUDING OIL-RELATED ACTIVITIES, MEXICO'S
ECONOMY GREW 3.0%; FOR AN AVERAGE GROWTH OF 3.1% OVER THE PREVIOUS EIGHT
QUARTERS.



STABLE GROWTH | GLOBAL CONTEXT

MEXICO’S BUDGET IS PRESENTED IN AN EXTREMELY ADVERSE GLOBAL
CONTEXT IN WHICH GLOBAL GROWTH EXPECTATIONS HAVE BEEN ADJUSTED

DOWNWARDS.

GLOBAL GROWTH EXPECTATIONS
YEARLY % CHANGE EXTERNAL FACTORS
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SOURCE: IMF, WORLD ECONOMIC OUTLOOK, OCTOBER 2016.
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STABLE GROWTH | GLOBAL CONTEXT

A HIGH VOLATILITY IN FINANCIAL MARKETS IS PERSISTENT, AS WELL AS
UNCERTAINTY REGARDING THE GROWTH PATH OF INDUSTRIAL PRODUCTION
IN THE US AND THE PERFORMANCE OF THE OIL MARKET.
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SPOT OIL PRICES (WTI)
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STABLE GROWTH | FDI

IN SPITE OF THIS GLOBAL CONTEXT, FOREIGN DIRECT INVESTMENT HAS
CONTINUOUSLY FLOWED INTO MEXICO AT INCREASING RATES AND IS
CURRENT AT HISTORICALLY HIGH LEVELS.

TOTAL FDI

(MILLIONS USD) nlllllllt 4-0 BN USD
$140,000 CISCO. BETWEEN 2016 - 2018
190000 $120,043 (ANNOUNCED SEP-2016)
$100,262

$100,000  §91.299

1.6 BN USD
50 | W e
80,000 FROM 2018 ONWARDS

$60,000 (ANNOUNCED APR-2016)

$40,000

s2000 7=~ 1.3 BN USD
. CIEI serween 2016 - 2020

2000 - 2003 2006 - 2009 2012 - 2015 (ANNOUNCED OCT-2016)

SOURCE: MEXICAN MINISTRY OF ECONOMICS.
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STABLE GROWTH | CONFIDENCE IN MEXICO

CONFIDENCE IN MEXICO HAS REMAINED HIGH, AS EVIDENCED BY THE
RESULTS FROM THE MOST RECENT EXTERNAL FINANCING OPERATION.

LOWEST YIELD IN
8 YRS HISTORY FOR AN
(NEW BOND) €1L2BN 1489% |ccUANCE IN EUROS
WITH A SIMILAR TERM.
LOWEST YIELD IN
€ 700 MN  2.2% HISTORY FOR A 15-YR

BOND IN EUROS.

15 YRS
(RE-OPENING)
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SOCIAL PROGRESS | POVERTY REDUCTION

MACRO STABILITY AND STEADY GROWTH HAVE TRANSLATED INTO SOCIAL
IMPROVEMENT. MEXICO HAS MADE SIGNIFICANT PROGRESS IN ALL 6
INDICATORS USED TO MEASURE POVERTY.

DEFICIENCY

1) HEALTH SERVICES

% OF PEOPLE (MILLIONS)

2000 2015
59% (57.2

17% (19.9
MILLIONS) MILLIONS)

% OF PEOPLE (MILLIONS)

DEFICIENCY 1990 7015 CHANGE
2) BASIC UTILITIES

CHANGE

-42 PP (-37.3)

SEWAGE 40% (32.8) 8% (9.5) -32 PP (-23.3)
WATER 24% (19.7) 5% (6.4) -19 PP (-13.3)
ELECTRICITY 13% (10.7) 1% (1.1) -12 PP (-9.6)

3) QUALITY AND SPACES OF HOUSING

DEFICIENCY

OVERCROWDING (>2.5 PEOPLE) 29% (23.3) 10% (11.6) -19 PP (-11.7)
FLOORS 21% (16.9) 4% (4.6) -17 PP (-12.3)
CEILINGS 12% (10.1) 2% (1.9) -11 PP (-8.2)
WALLS 7% (6) 2% (1.8) -6 PP (-4.2)
4) EDUCATION 27% (21.6) 19% (22.2) -8 PP (0.57)

% OF PEOPLE (MILLIONS)

DEFICIENCY 7008 7014 CHANGE
5) SOCIAL SECURITY 63% (72.5) 59% (70.1) -7 PP (-2.4)

% OF PEOPLE (MILLIONS)

2008 2015
17% (19.9)

CHANGE
-5 PP (-4.4)

22% (24.3)



WORLD LEADERSHIP | GLOBAL PRESENCE

MEXICO HAS AN IMPORTANT VOICE IN INTERNATIONAL ORGANIZATIONS,

FORUMS, CONFERENCES AND REGIONAL BANKS.

X 2016 21’)
\_/ CHINA A “'a
&

A
North American % ' .
Development Bank @ ﬂ & Alianza del BCIE

Pacifico
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NORTH AMERICA | USA - MEXICO RELATIONSHIP

TRADE

v

v

v
v

THE US AND MEXICO EXCHANGE ANNUALLY OVER USD 531 BN IN GOODS
AND SERVICES. TRADE HAS GROWN AT AN AVERAGE ANNUAL RATE OF 9.4%
SINCE 1994.

MEXICO IS THE US’S 3RD TRADE PARTNER (14.2% OF TOTAL TRADE - CHINA:
16%; CANADA: 15.4%) AND 2NP IMPORTER (15.7% OF THE US'S EXPORTS).
MEXICO IS 15T OR 2ND TRADE PARTNER FOR 29 OUT OF 50 STATES IN THE US.
THE US IS MEXICO’S 15T TRADE PARTNER: 63.9% OF TOTAL TRADE.

FOREIGN DIRECT INVESTMENT

v. THE US IS MEXICOS MOST IMPORTANT SOURCE OF FDI. SINCE 1999
CUMULATIVE INVESTMENTS AMOUNT TO USD 196.3 BN.

v' INVESTMENTS FROM THE US INTO MEXICO GREW AT AN AVERAGE ANNUAL
RATE OF 29.6% OVER THE PAST S YEARS.

v MEXICAN INVESTMENTS IN THE US AMOUNT TO USD 48.2 BN.

MIGRATION

v' AN ESTIMATED 35.3 MILLION PEOPLE OF MEXICAN ORIGINS LIVE IN THE US.
THAT IS 11% OF THE TOTAL POPULATION AND 63% OF HISPANICS.

o CALIFORNIA: 4.3 MILLION; TEXAS: 2.5 MILLION; [LLINOIS: 700,000;
ARIZONA: 513,000; GEORGIA & FLORIDA: 270,000.
v" MEXICANS IN THE US CONTRIBUTE WITH 8% OF THE GDP AND PAY USD 1,800

BN MORE IN TAXES THAN WHAT THEY RECEIVE IN PUBLIC SERVICES.
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NORTH AMERICA | USA - MEXICO RELATIONSHIP

ENERGY

v" MEXICO IS THE US’S 3RP SOURCE FOR OIL, AFTER CANADA AND SAUDI ARABIA.
v' MEXICO IS THE US’S MOST IMPORTANT MARKET FOR NATURAL GAS: 59.6% OF

EXPORTS GO TO MEXICO, 1.5 TIMES MORE THAN TO CANADA.

BORDER INFRASTRUCTURE

v

THERE ARE 58 BORDER CROSSINGS ALONG THE 3,000 KM US-MEXICO BORDER.
o 1 MILLION PEOPLE AND 370,000 VEHICLES CROSS THE BORDER DAILY.

70% OF OUR BILATERAL TRADE IS TRANSPORTED BY TRUCKS. AROUND 14,000 OF

THEM CROSS THE BORDER DAILY.

OVER 38 MILLION TONS IN GOODS WERE TRANSPORTED BY TRAIN IN 2014,

THROUGH 7 CROSSINGS.

THE BORDER IS HOME TO 14.6 MILLION PEOPLE FROM BOTH COUNTRIES.

16



MEXICO | THE ROAD FORWARD

THE ECONOMY IS GROWING STEADILY, MACROECONOMIC FUNDAMENTALS
ARE SOUND AND STRUCTURAL REFORMS HAVE BEEN PASSED TO IMPROVE
EFFICIENCY IN KEY SECTORS.

THERE ARE STILL CHALLENGES AHEAD, BUT WE HAVE IDENTIFIED THEM AND
HAVE AN ACTION PLAN TO OVER COME THEM.

FULLY IMPLEMENTING THE REFORMS, PARTICULARLY IN THE ENERGY
AND TELECOM SECTORS

v. THE ENERGY REFORM ALREADY HELPED

IMPROVE PEMEXS FINANCIAL POSITION BY

v THE FORTHCOMING EXPLORATION AND
DEVELOPMENT OF THE OFFSHORE TRION

y FIELD THROUGH PARTNERSHIPS IS A MAJOR
THE GOVERNMENT,S STEP IN THE OPENING UP OF MEXICO'S OIL
FINANCES AND MEXICO'S INDUSTRY.
MACRO  STABILITY  NO
LONGER FULLY DEPEND ON v'  PEMEX'S BUSINESS PLAN LAYS OUT STRATEGIES
OIL. TO SUCCESSFULLY COMPETE UNDER THE NEW

CONDITIONS CREATED BY THE REFORM.



MEXICO | THE ROAD FORWARD

REINFORCING MEXICO’S MACRO STANCE BY CONTINUING ON THE PATH
OF FISCAL CONSOLIDATION

THE 2017 BUDGET AIMS AT INVESTING IN ECONOMIC GROWTH WHILE MAINTAINING
FISCAL RESPONSIBILITY.
v" REDUCTION IN CURRENT SPENDING: 1.2% OF GDP.

v" PROJECTED PRIMARY BALANCE: 0.4% OF GDP - 15T SURPLUS SINCE 2008.

PRIMARY BALANCE SHFRSP (TOTAL NET DEBT)
(% OF GDP) (% OF GDP)
2013 2014 2015 2016 2017 50.5 50.2
0 000499495492 484 -,

R 476
N 40.4 o
-0.4 -0.4
11 g,

2013 2014 2015 2016 2017 2018 2019 2020 2021 2022

SOURCE: SHCP. ESTIMATES ARE SHOWN FROM 2016 ONWARDS SOURCE: SHCP. ESTIMATES ARE SHOWN FROM 2016 ONWARDS
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MEXICO | THE ROAD FORWARD

@ FURTHER IMPROVING SECURITY

v PROGRESS HAS BEEN MADE TOWARDS INCREASING SECURITY ACROSS THE COUNTRY, AND THE
FEDERAL GOVERNMENT IS WORKING ON ENHANCING THE CAPACITY OF MEXICO'S
INSTITUTION TO SUSTAIN THE RULE OF LAW.

v EVEN AT THE HEIGHT OF SECURITY ISSUES, MEXICO NEVER EXPERIENCED THE PROBLEMS THAT
AFFECT OTHER EMERGING COUNTRIES ON AN ONGOING BASIS.

v CRIME RATES IN MEXICO CITY ARE SIMILAR TO THOSE IN AUSTIN, TX.

v HOMICIDES PER 100 THOUSAND INHABITANTS IN CIUDAD JUAREZ HAVE DECLINED STEADILY
SINCE 2010 -~-WHEN THEY PEAKED- FROM OVER 200 TO UNDER 25 LAST YEAR.

INTENTIONAL HOMICIDES, 2015

INTENTIONAL HOMICIDES (PER 100 THOUSAND INHABITANTS)
(PER 100 THOUSAND INHABITANTS) COUNTRY RATE
UNITED STATES 4
19 3 CHICAGO, IL 18
18. 6 RUSSIAN FEDERATION 10

. 13 L 141 MEXICO 14

10.9 PUERTO RICO 16
"~ 9.3 COLOMBIA 25
BRAZIL 26

SOUTH AFRICA 33

HONDURAS 57

VENEZUELA 90

2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 EL SALVADOR 103

SOURCE: INSIGHT CRIME AND UNITED NATIONS.
SOURCE: SECRETARIADO EJECUTIVO DEL SISTEMA NACIONAL DE SEGURIDAD PUBLICA



MEXICO | THE ROAD FORWARD

9 STRENGTHENING THE RULE OF LAW

MEXICO IS COMPLEMENTING THE STRUCTURAL REFORMS WITH JUDICIAL AND OTHER
REFORMS THAT INCREASE ACCESS TO JUSTICE, EXPEDITE PROCESSES AND PROVIDE A

SOUND FRAMEWORK TO DETER AND PUNISH CORRUPTION.

ANTI-CORRUPTION NATIONAL SYSTEM

SNENENENEN

ESTABLISHED IN 2015 BY A CONSTITUTIONAL AMENDMENT.

COORDINATES AUTHORITIES AT THE FEDERAL, STATE, AND MUNICIPAL LEVEL.
CITIZENS WILL ACTIVELY PARTICIPATE IN THE GOVERNING COMMITTEES.
INDEPENDENT BODY TO PROSECUTE CORRUPTION ALLEGATIONS.

EVOLUTION OF WEALTH AND NAMES OF PUBLIC SERVANTS SANCTIONED OR
INVOLVED IN PROCUREMENT TO BE PUBLICLY AVAILABLE ONLINE.

PUBLIC TRIALS AND “DAY-TO-DAY JUSTICE"

v

AS OF JUNE 2016, ORAL PUBLIC TRIALS ARE THE NORM IN MEXICO'S JUSTICE
SYSTEM, AS AN ATTEMPT TO MAKE THE LATTER MORE TRANSPARENT, FAIR AND
EXPEDITE.

MOREOVER, IN OCTOBER, CONGRESS APPROVED A PACKAGE OF
CONSTITUTIONAL AND LEGAL REFORMS THAT SEEK TO IMPROVE ACCESS TO
JUSTICE, AND MAKE THE LATTER MORE EFFICIENT IN DAY-TO-DAY ISSUES.
CHANGES TO JUSTICE IN LABOR ISSUES ARE PARTICULARLY RELEVANT.
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