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Mexico City, January 29th, 2016.

REPORT ON ECONOMIC ACTIVITY,
PUBLIC FINANCES AND PUBLIC DEBT
Actions and results as of the fourth quarter of 2015


The Mexican economy continued to expand during the fourth quarter of 2015 despite
the complex and volatile global environment that has extended to 2016. Global
financial volatility is mainly due with uncertainty associated with weak global growth,
particularly from China, US monetary policy and the decline in oil prices. The
exchange rate of the peso against the dollar continued to depreciate during the
fourth quarter due to the generalized strengthening of the dollar against other
currencies. A stronger dollar is associated with the lift-off in interest rates of the
Federal Reserve that took place in December, as well as the persistent decline in
international oil prices. However, stability is observed in domestic variables: inflation
is at historically low levels with 2.13% in annual terms in 2015, while interest rates
and the price of financial assets remain stable.



The improved dynamism of the domestic market, the Fiscal Reform and the payoff
associated with oil hedge program allowed to offset the effect of a decrease in oil
revenues that resulted from the fall in international oil prices of more than 49.3% with
respect to the previous year. During 2015, revenues of the public sector increased
4.2% in real terms with respect to the same period of 2014. Within, the decrease in
oil revenues of 32.9% was offset by an increase in tax revenues of 27.2% in real terms.



As of the fourth quarter of 2015, budgetary revenues, excluding benefits associated
with oil hedges, were higher by Ps. 135 billion with respect to the amount expected
within the annual program. Oil hedges generated a revenue of Ps. 107.5 billion,
bringing the total increase in budgetary revenues to Ps. 242.5 billion.



In 2015, net budgetary expenditure of the public sector grew 3.4% and programmable
expenditure had a real growth of 1.8%, excluding the acquisition of financial assets
such as equity contributions to companies, state-owned enterprises and trusts. Such
capital contributions include an advance payment of support to Pemex by the
Federal Government —to cover part of its labor liabilities, in compliance with the
provisions of the Federal Budget and Fiscal Responsibility Law– and the creation of
the Investment Fund for Infrastructure Programs and Projects with the operating
surplus of Banco de Mexico. Considering the aforementioned expenditures, real
growth of total public sector spending and programmable expenditure would be 5.2%
and 4.2%, respectively.
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Public Sector Borrowing Requirements, the broadest measure of fiscal balance
which considers the financing needs of the Federal Government and public sector
entities, stood at Ps. 748.1 billion, equivalent to 4.1% of GDP. With this level, the goal
established in 2015 in the Economic Policy Guidelines, under the Federal Budget and
Fiscal Responsibility law, is fulfilled. With respect to the amount observed in 2014, it
decreased 0.5% of GDP. Total public deficit amounted to Ps. 637.6 billion, equivalent
to 3.5 percent of GDP; excluding productive investment, the deficit was 1.0% of GDP,
which fulfill the goals approved by the Congress.



At the end of the fourth quarter of 2015, the debt of the Federal Public Sector was
kept at moderate levels. The net debt of the Public Sector represented 43.2% of GDP,
while the Historical Balance of the Public Sector Borrowing Requirements stood at
45.7% of GDP. In this regard, the impact of depreciation of the exchange rate on the
foreign debt accumulated balance in the last twelve months amounted to 1.8% of
GDP. Excluding this effect, the accumulated balance would be 43.9% of GDP. These
levels are consistent with the debt ceilings set by Congress for 2015.
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On January 29th, 2016, the Ministry of Finance and Public Credit submitted the Report on
Economic Activity, Public Finances and Public Debt as of the Fourth Quarter of 2015 to
Congress, in compliance with Article 107 of the Federal Budget and Fiscal Responsibility Law
(Budget Law), which is also available in the Ministry’s website. The following are the main
results of this report.
I. Economic Outlook
The Mexican economy continued to expand during the fourth quarter of 2015 despite the
complex and volatile global environment that has extended to 2016. Global financial volatility
is mainly with uncertainty associated with a weak global growth, particularly from China, US
monetary policy and the decline in oil prices. The exchange rate of the peso against the dollar
continued to depreciate during the fourth quarter due to the generalized strengthening of the
dollar against other currencies. A stronger dollar is associated with the lift-off in interest rates
of the Federal Reserve that took place in December, as well as the persistent decline in
international oil prices. However, stability is observed in domestic variables: inflation is at
historically low levels with 2.13% registered in annual terms in 2015, while interest rates and
the price of financial assets remain stable.
In the following section, the evolution of different sectors and variables during the fourth quarter
of 2015 is described.
Output
The main advanced economies continue their gradual recovery, while a moderate growth
acceleration is expected for 2016 and 2017. In contrast, there is a continuous slowdown
in some emerging economies such as Russia and Brazil; the International Monetary Fund
estimates that in 2015 the GDP of emerging economies as a whole grew by 4.0%, the
lowest since 2009.
In the case of the United States, its economy maintained a moderate growth, driven by
the strengthening of the labor and housing markets and favorable financial conditions.
However, industrial production in the country registered an annualized quarterly decline
of 3.4%, the highest since the second quarter of 2009. This is mainly explained by the
effect of the dollar strengthening on demand for US goods and the impact of lower
commodity prices on mining and energy products. For 2016, the projected growth of US
GDP stands at 2.5% (versus 2.7% estimated in October 2015), while industrial production
is estimated to grow 1.6% (against 2.3% estimated in October 2015).
The slow growth conditions of industrial production in the United States have been
reflected in a moderate evolution of the non-oil exports of Mexico. During 2015, non-oil
exports rose by 0.8% in seasonally adjusted terms. On the other hand, oil production in
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Mexico increased slightly with respect to the previous quarter, though it recorded an
annual decrease of 3.5%. In October-November 2015, mining decreased at an annual
rate of 4.3% and decreased at a bi-monthly rate 0.8% in seasonally adjusted terms.
Despite this complex and volatile external environment, during the fourth quarter of 2015,
the Mexican economy had a favorable performance. In the October-November period of
2015, the GDP proxy (IGAE) increased at an annual rate of 2.5%, implying a bi-monthly
increase of 0.4% in seasonally adjusted terms. According to the GDP timely estimate by
the INEGI, the October-December period in 2015 registered an annual GDP growth of
2.5% and quarterly growth of 0.6% in seasonally adjusted terms; these results imply that
in 2015 GDP grew by 2.5%.
Meanwhile, indicators of domestic demand in Mexico suggest that both consumption and
investment continued to strengthen. This is the result of an increase in formal job creation
(3.7% in annual terms in December 2015), the current expansion of credit granted by
commercial banks to the private sector (11.7% in annual terms in December 2015, the
highest growth since December 2011), the decrease in unemployment rate (4.16% in the
fourth quarter of 2015, the lowest since the second quarter of 2008), higher wages (1.3%
in annual terms during 2015, the largest increase since 2001), and inflation falling to
historically low levels (2.13% in 2015). In this regard, during the fourth quarter of 2015,
the real value of sales of establishments affiliated to the National Association of
Supermarkets and Department Stores (ANTAD) increased at an annual rate of 8.6%, the
highest growth of the fourth quarter of 2011.
Employment
As of December 31th 2015, the number of workers affiliated to IMSS reached 17.9 million
workers, which represents an annual increase of 644 thousand jobs. By type of contract,
permanent affiliation represents 599 thousand workers (92.9% of the total), while
temporary jobs increased 46 thousand workers (7.1% of total).
Prices
During the fourth quarter 2015, headline annual inflation observed a decreasing trend,
standing below 3% and recording historical inflation minimums (2.13% annual in 2015).
This trend was attributed significantly to two factors. First, the slack in the economy and
to reductions in the prices of commodities, particularly energy. Moreover, increased
competition and other associated benefits of structural reforms have generated declines
in prices, particularly in telecommunications and energy sectors. Also, the pass-through
of the depreciation of the local currency to prices has been in line with expectations and
has not generated second-order effects in the index. For example, non-food goods,
despite depreciation, recorded an annual inflation of 2.93% in December.
Financial Markets and Exchange Rate
Between October and December, the stock market index of the Mexican Stock Exchange
(IPC) recorded an upward trend. The IPC stood at 42,977.5 points at the end of the fourth
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quarter, which represented an increase of 0.8% with respect to the end of the previous
quarter of 2015.
The exchange rate of the peso continued to depreciate with respect to the dollar, during
the fourth quarter, because of the generalized strengthening of the US dollar resulting
from the expected normalization of monetary policy in the United States and subsequent
interest rate increase, as well as the persistent decline in international oil prices. At the
end of December 2015, the exchange rate stood at 17.21 pesos per dollar, which implies
a 1.6% depreciation with respect to the level observed at the end of September 2015
(16.93 pesos per dollar).1
Credit
In December 2015, total credit from commercial and development banks increased 12%
in annual real terms. Within, credit to the private sector registered a 12.3% increase in
real annual terms. Within this indicator, credit for firms and individuals, for housing and
for consumption increased 9.3%, 10.4% and 15.8%, respectively, in annual real terms.
II. Public Finances
The Public Sector Borrowing Requirements is the broadest measure of deficit, which considers
the financing needs of the Federal Government and public sector entities. It accounts for the
difference between income and expenses other than the net acquisition of financial assets and
liabilities. Thus, the Public Sector Borrowing Requirements stood at 748 billion pesos,
equivalent to 4.1% of GDP.
With this level, the goal established in 2015 in the Economic Policy Guidelines, under the
Federal Budget and Fiscal Responsibility, is fulfilled. With respect to the amount observed in
2014, it decreased 0.5% of GDP.
On the other hand, total public deficit amounted to Ps. 637.6 billion, equivalent to 3.5% of GDP;
excluding productive investment, the deficit was 1.0% of GDP, which meets the goals approved
by the Congress.
Revenues
During 2015, budgetary revenues of the public sector stood at Ps. 4,264.5 billion, an
amount 4.2% higher in annual real terms with respect to the same period of 2014. The
evolution of the main revenue components was as follows:


1

Non-oil tax revenues amounted to Ps. 2,361.8 billion, increasing 27.2% in real terms
with respect to 2014. Collections from the excise tax, the tax on imports, the income
tax system and the value-added tax increased 208.9, 26.5, 23.5 and 3.2% in real
terms, respectively. These results are partially explained by the effect of the tax

48 hours interbank exchange rate.
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measures established in 2014, as well as the measures in tax administration that were
adopted in the Fiscal Reform. According to available information, the dynamism of tax
revenues responds to measures such as the elimination of the consolidation regime
and the administrative improvements in the withholding of the public employees’
income tax. Therefore, a part of these resources is non-recurrent.


Non-tax revenues of the Federal Government amounted to Ps. 404.4 billion and
including resources from the Stabilization Fund corresponding to the oil hedging for
Ps. 107.5 billion and Banco de Mexico’s operational surplus of Ps. 31.4 billion. The
increase with respect to 2014 for this component amounts to 31.3% in real terms.



Revenues from public entities under direct budgetary control other than PEMEX
(PEDBC’s) stood at Ps. 657.5 billion, which represents a 2.2% decrease in real terms
with respect to 2014, as a result of lower electricity tariffs.



On the other hand, oil revenues amounted to Ps. 841.5 billion and were 32.9% lower
in real annual terms than the ones observed in 2014. This result reflects the decrease
in the price of oil and natural gas (49.3 and 34.7%, respectively), as well as the lower
oil production (6.9%). These effects were partially offset by the depreciation of the
exchange rate.

With respect to the amount established in the Federation’s Revenues Law for 2015,
budgetary revenues were higher by Ps. 242.5 billion (6.0%). In particular, tax collections
were Ps. 393 billion higher than the programmed amount of 2015. As mentioned above,
a significant amount of these resources is non-recurrent.
On the other hand, non-tax revenues were higher than the program by Ps. 224.5 billion,
as a result of the extraordinary resources, that include oil hedges resources, Banco de
México’s operational surplus in fiscal year 2014 and the concession to create a television
network with national coverage.
In contrast, oil revenues of the public sector were considerably lower than the
programmed amount by Ps. 354.3 billion, as a result of the lower price and production of
oil and a lower price and production of natural gas, which were partially offset by the
higher exchange rate.
Finally, the balance of stabilization and investment funds as of the end of December 2015
was Ps. 112.9 billion, including the resources from Banco de Mexico’s operational
surplus, which treatment is detailed in the next section.
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112,902
44,814
36,180
31,909

Expenditure
In 2015, net budgetary expenditure of the public sector grew 3.4% and programmable
expenditure had a real growth of 1.8%, excluding the acquisition of financial assets such
as equity contributions to companies, state-owned enterprises and trusts. Such capital
contributions include an advanced payment of support to Pemex by the Federal
Government –to cover part of its labor liabilities, in accordance with the provisions of the
Federal Budget and Fiscal Responsibility Law— and the creation of the Investment Fund
for Infrastructure Programs and Projects with the operating surplus of Banco de Mexico.
Considering such expenditures, real growth of total public sector spending and
programmable expenditure would be 5.2% and 4.1%, respectively. Within, the following
should be noted:


Resources allocated towards the payment of subsidies and pensions increased 5.5%
and 9.1% in real terms, respectively. Subsidies include social programs allocated to
support the most vulnerable population. Outlays towards social development activities
increased 5.2% in real terms.



In contrast, expenditure on personal services and operation expenditures decreased
at an annual rate of 2.8% and 2.9%, respectively. Also, capital expenditure decreased
1.8% in real terms.



Expenditure executed by autonomous branches increased 8.9% with respect to 2014,
mainly due to expenditures associated with the recent electoral process, the operation
of the National Statistics Institute and the start of operations of the National Institute
of Educational Evaluation, the Federal Institute of Telecommunications and the
Federal Anti-Trust Commission.



The spending by administrative branches, excluding the 50 billion pesos of pension
and retirement obligations of Pemex, increased 1.8%. Meanwhile, total expenditure of
entities shows a real annual decline of 1.3%; in particular spending Pemex and the
Federal Electricity Commission (CFE) fell 8.3 and 7.1% respectively. This behavior is
in line with the measures taken by the Government of the Republic to conduct a
preemptive tightening of spending in 2015.
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In 2015, resources allocated towards states and municipalities through nonearmarked transfers, contributions and other transfers increased 3.6% in real terms;
in particular, federal transfers increased 4.7% in real terms with respect to 2014.



By the end of 2015, the financial cost of the public sector amounted to Ps. 407.9 billion,
which represents a 14.8% growth in real terms with respect to 2014.

III. Public Debt
During 2015, the public debt was oriented to meet the financing needs of the Federal
Government of long-term and low-cost financing and considering possible extreme scenarios,
securing permanent access to credit in different markets. The debt management was also
aimed at promoting the development of liquid markets, with yield curves that facilitate financing
access to a wide range of public and private economic agents.
Domestic debt
The actions for managing domestic debt were oriented to meet most of the needs of the
federal government through the placement of government securities, considering the
investors demand and ensuring a well-functioning domestic market at all times and
provide market benchmarks for other issuers.
External debt
In terms of foreign debt, the actions taken during 2015 were targeted at improving the
terms and conditions of the external debt market and boost liquidity of the benchmark
government bonds, seeking to broaden and diversify the investor base and maintain the
presence in international markets. In that respect, three issues were made on
international markets, where it’s important to highlight debt issued in euros. Specifically,
the placement made in the month of April of a new 100-year benchmark bond
denominated in euros, totaling 1,500 million euros, approximately 1.7 billion at the date
of placement. This was the first issue of any sovereign government in the euro market for
100 years.
Net debt of the Federal Government
At the end of the fourth quarter of 2015, the stock of the Federal Government’s net debt
stood at Ps. 6,230.6 billion. As a percentage of GDP, it represented 33.0%. The structure
of the current debt portfolio of the Federal Government maintains most of its liabilities
denominated in domestic currency, representing 77.3% of the total net debt balance of
the Federal Government as of December 31th, 2015.
The balance of net domestic debt of the Federal Government at the end of the fourth
quarter of 2015 stood at Ps. 4,814.1 billion, an amount higher by Ps. 490 billion than the
one observed at the end of 2014. As a percentage of GDP, this represents 25.5%. In this
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regard, it should be noted that as part of the energy reform and with the aim of contributing
to an improvement in the finances of Petroleos Mexicanos (Pemex), in August 2014 a
decree amended the Federal Budget and Fiscal Responsibility Law and the Public Debt
General Law, stating that the Federal Government, subject to fulfillment of certain
conditions by Pemex, could undertake a share of pensions and retirement the liabilities,
as well as those corresponding to active workers of Pemex and its subsidiary entities.
According to the aforementioned, after Pemex reported having met the conditions laid
down in the decree and under the agreement issued by the Ministry of Finance published
in the Official Journal of the Federation on December 24, 2015, the Government issued
a bond for 50 billion pesos for the partial absorption of pension and retirement liabilities
by Petroleos Mexicanos and its subsidiaries, an amount that is reflected in the balance of
the debt of the Federal Government at the end of 2015.
At the end of the fourth quarter of 2015, the balance of net external debt of the Federal
Government stood at USD 82.3 billion, amount higher by USD 4.9 billion than the one
registered at the end of 2014. As a percentage of GDP, this amount represents 7.5%.
Net debt of the Federal Public Sector
At the end of the fourth quarter of 2015, the Federal Public Sector’s net debt stood at Ps.
8,160.6 billion, which includes net debt of the Federal Government, State Productive
Enterprises and development banks. As a percentage of GDP, it represented 43.2%.
Domestic debt represented 28.5% of GDP. Regarding net external debt, it represented
14.7% of GDP.
Historical Balance of the Public Sector Borrowing Requirements
At the end of the fourth quarter of 2015, the Historical Balance of the Public Sector
Borrowing Requirements (HBPSBR), which includes the Public Sector’s liabilities in their
broadest version, amounted to Ps. 8,633.5 billion, equivalent to 45.7% of GDP. In this
regard, it should be noted that the impact from the depreciation of the exchange rate on
the balance of foreign debt accumulated in the last twelve months amounted to 1.8% of
GDP, accounting for depreciation effect of the exchange rate on the foreign debt balance
it would amount to 43.9% of GDP.
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