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Graham Stock discusses how the Mexican government will
continue to support Pemex but is not embracing radical solutions.

Key takeaways

= Earlier this year, we proposed a Pemex reorganisation plan to

Claudia Sheinbaum’s team.
Graham Stock .
Senior EM Sovereign Strategist = Now President, her government’s recent announcement on the

company did not break new ground, however several measures are

T aimed at making it more efficient.

= In the absence of more comprehensive reform, the government will
continue to have to provide budgetary support for Pemex.

= Furthermore, a planned reduction of 2% of GDP in the public sector

“Our prOPOS(]l borrowing requirement should help restore Mexico’s reputation for
centredona fiscal discipline.
restructu ring = We believe that sovereign support for Pemex is rock solid, and we

. are positioned accordingly.
of Pemex into P e

two separate
President Claudia Sheinbaum, along with her energy team, last week presented

companies, an update on how the new government intends to manage its relationship
both Sti” with the state-owned oil company Petroleos Mexicanos (Pemex). Since before
sta te-owned, Pr.esident Shéinboum’s victory in the ]ur.le elections, v.ve had been' in touch

with her advisers to urge a comprehensive and sustainable re-think of the
but one company’s role and finances. Our proposal centred on a restructuring of Pemex
u pstream into two separate companies, both still state-owned, but one upstream and

one downstream. The main rationale for this was to make explicit the contrast
and one

between the loss-making and inefficient refinery business, and the potential
downstream.” for a more profitable and dynamic exploration and production (E&P) business.
Support for the former from the government would have to be justified, and

so Mexico could hold a proper public debate about the merits of energy
security, employment in disadvantaged regions, and other possible reasons
for subsidies. Meanwhile the upstream business could operate on a more
commercial basis, including possibly raising its own finance from the bond
market again. We continue to advocate for such a solution in our engagement
with the government, Pemex management and other stakeholders.
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The announcement last week did not break significant new
ground. The government maintained several of the prior
administration’s priorities, including the push towards
refining and reaching self-sufficiency in the gasoline and
diesel markets. There was no discussion of a new structure
for Pemex, or a new strategic direction. We obviously view
this as a missed opportunity but will continue to urge

fresh thinking in this regard. More encouragingly, we heard
several measures aimed at making Pemex more efficient,
including a commitment to MXN50 billion of annual cost
cuts, and a potentially significant simplification of its tax
regime'. From 2025, Pemex will pay just a ‘general’ tax of
30% on oil operations and 11.63% on non-associated gas
operations. The budgetary consequences should be neutral
for 2025, but in theory they give Pemex greater visibility
going forward, because the new duty, called “Qil Rights for
Well-being”, will be based mostly on oil and gas production.
In practice, we suspect that the tax take will continue to be
moved up and down based on cashflow constraints.

The government is still targeting production of 1.8 millions
of barrels as it develops the Trion and Zama fields. The
Sheinbaum administration is also still willing to embrace
collaboration with the private sector in sectors including
hydrocarbons, petrochemicals, fertilisers, solar/wind
energy, geothermal and green hydrogen. It looks like we

will have to wait for secondary legislation to see the details

but at least the energy nationalism promoted by former
President, Lopez Obrador, and many in the governing
Morena party has not intensified.

In the absence of a comprehensive reform of Pemex’s
structure along the lines that we have suggested, or an
explicit sovereign guarantee of Pemex debt to facilitate
new issuance, the government will continue to have to
provide budgetary support for the company. With around

USD9 billion in Pemex debt falling due in 2025, we expected

at least USD6 billion to be set aside in the 2025 budget for
this purpose.

The Pemex sovereign spread has narrowed
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In fact, the budget was presented to Congress on
November 15th and included a line item of MXN136
billion for Pemex, equivalent to around USD6.7 billion at
today’s exchange rate’, and USD7.3 billion at the rather
conservative official assumption of MXN18.7/USD”.

The other key parameter in the 2025 budget is a planned
reduction of 2% of GDP in the public sector borrowing
requirement from 5.9% of GDP this year to 3.9% next year.
This consolidation is welcome and should go some way
to restoring Mexico’s reputation for fiscal discipline,
although we suspect that a 2-3% assumption for real
GDP growth in 2025 is too optimistic. The headwinds
generated by a slowing US economy, potentially rocky
relations with the US over trade, migration and security,
and domestic uncertainty over the consequences of
judicial reform could combine to shave as much as

a point off that growth forecast and add a few tenths

to the budget deficit.

We have long held the view that implicit sovereign
support for Pemex is rock solid and will either persist

in the form of ad hoc budgetary support, transition

to a more explicit guarantee of the debt, or result in

a structural reform that puts the company on a more
sustainable footing. We do not see any risk that the
Mexican government could walk away from its national
champion in the energy sector, particularly under

a Morena administration. The party’s name even stands
for ‘National Renewal Movement’. As a result, one of our
favoured trades has been to position for a narrowing of
the spread between Pemex and the sovereign, either by
overweighting the former and underweighting the latter
in benchmarked portfolios, or with longs and shorts in
total return portfolios. This has worked well, as shown
by the tightening of the spread between the two over
the last few months.

900
850
800
750
700
650

550
500

- o~ o o~ o~ o o o o < < < <

~ o o~ o~ o~ o~ ~ ~ o~ o~ N o~ o~

2 3 g 2 5 3 5 g 5 3 5 E: g

2 s 2 < 2 & = < 2 £ = < 2
Pemex-UMS Spread = Mexico 4.6% 2048 Pemex 6.35% 2048 (RHS )

Source: RBC GAM, JPMorgan, as at November 2024.

President’s weekly press conference, 13 November 2024.

Mexico to transfer $6.7 billion to Pemex for debt payments (BNN Bloomberg).

Mexico lowers Pemex tax burden (SP Global).
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https://www.bnnbloomberg.ca/investing/2024/11/15/mexico-to-transfer-67-billion-to-pemex-for-2025-debt-payments/
https://www.spglobal.com/commodityinsights/en/market-insights/latest-news/oil/102821-mexico-lowers-pemex-tax-burden-as-it-targets-2-mil-bd-production-by-2024

This document is a marketing communication and it may be produced and issued by the following entities: in the European Economic Area (EEA), by BlueBay
Funds Management Company S.A. (BBFM S.A.), which is regulated by the Commission de Surveillance du Secteur Financier (CSSF). In Germany, Italy, Spain and
Netherlands the BBFM S.A is operating under a branch passport pursuant to the Undertakings for Collective Investment in Transferable Securities Directive
(2009/65/EC) and the Alternative Investment Fund Managers Directive (2011/61/EU). In the United Kingdom (UK) by RBC Global Asset Management (UK) Limited
(RBC GAM UK), which is authorised and regulated by the UK Financial Conduct Authority (FCA), registered with the US Securities and Exchange Commission (SEC)
and a member of the National Futures Association (NFA) as authorised by the US Commodity Futures Trading Commission (CFTC). In Switzerland, by BlueBay
Asset Management AG where the Representative and Paying Agent is BNP Paribas Securities Services, Paris, succursale de Zurich, Selnaustrasse 16, 8002 Zurich,
Switzerland. The place of performance is at the registered office of the Representative. The courts at the registered office of the Swiss representative or at the
registered office or place of residence of the investor shall have jurisdiction pertaining to claims in connection with the offering and/or advertising of shares in
Switzerland. The Prospectus, the Key Investor Information Documents (KI11Ds), the Packaged Retail and Insurance-based Investment Products - Key Information
Documents (PRIIPs KID), where applicable, the Articles of Incorporation and any other document required, such as the Annual and Semi-Annual Reports, may
be obtained free of charge from the Representative in Switzerland. In Japan, by BlueBay Asset Management International Limited which is registered with the
Kanto Local Finance Bureau of Ministry of Finance, Japan. In Asia, by RBC Global Asset Management (Asia) Limited, which is registered with the Securities and
Futures Commission (SFC) in Hong Kong. In Australia, RBC GAM UK is exempt from the requirement to hold an Australian financial services license under the
Corporations Act in respect of financial services as it is regulated by the FCA under the laws of the UK which differ from Australian laws. In Canada, by RBC Global
Asset Management Inc. (including PH&N Institutional) which is regulated by each provincial and territorial securities commission with which it is registered.
RBC GAM UK is not registered under securities laws and is relying on the international dealer exemption under applicable provincial securities legislation, which
permits RBC GAM UK to carry out certain specified dealer activities for those Canadian residents that qualify as “a Canadian permitted client”, as such term is
defined under applicable securities legislation. In the United States, by RBC Global Asset Management (U.S.) Inc. (“RBC GAM-US”), an SEC registered investment
adviser. The entities noted above are collectively referred to as “RBC BlueBay” within this document. The registrations and memberships noted should not
be interpreted as an endorsement or approval of RBC BlueBay by the respective licensing or registering authorities. Not all products, services or investments
described herein are available in all jurisdictions and some are available on a limited basis only, due to local regulatory and legal requirements.

This document is intended only for “Professional Clients” and “Eligible Counterparties” (as defined by the Markets in Financial Instruments Directive (“MiFID”)
or the FCA); or in Switzerland for “Qualified Investors”, as defined in Article 10 of the Swiss Collective Investment Schemes Act and its implementing ordinance,
or in the US by “Accredited Investors” (as defined in the Securities Act of 1933) or “Qualified Purchasers” (as defined in the Investment Company Act of 1940) as
applicable and should not be relied upon by any other category of customer.

Unless otherwise stated, all data has been sourced by RBC BlueBay. To the best of RBC BlueBay’s knowledge and belief this document is true and accurate
at the date hereof. RBC BlueBay makes no express or implied warranties or representations with respect to the information contained in this document and
hereby expressly disclaim all warranties of accuracy, completeness or fitness for a particular purpose. Opinions and estimates constitute our judgment and are
subject to change without notice. RBC BlueBay does not provide investment or other advice and nothing in this document constitutes any advice, nor should
be interpreted as such. This document does not constitute an offer to sell or the solicitation of an offer to purchase any security or investment product in any
jurisdiction and is for information purposes only.

No part of this document may be reproduced, redistributed or passed on, directly or indirectly, to any other person or published, in whole or in part, for any
purpose in any manner without the prior written permission of RBC BlueBay. Copyright 2024 © RBC BlueBay. RBC Global Asset Management (RBC GAM) is
the asset management division of Royal Bank of Canada (RBC) which includes RBC Global Asset Management (U.S.) Inc. (RBC GAMUS), RBC Global Asset
Management Inc., RBC Global Asset Management (UK) Limited and RBC Global Asset Management (Asia) Limited, which are separate, but affiliated corporate
entities. ® / Registered trademark(s) of Royal Bank of Canada and BlueBay Asset Management (Services) Ltd. Used under licence. BlueBay Funds Management
Company S.A.,, registered office 4, Boulevard Royal L-2449 Luxembourg, company registered in Luxembourg number B88445. RBC Global Asset Management (UK)
Limited, registered office 100 Bishopsgate, London EC2N 4AA, registered in England and Wales number 03647343. All rights reserved.

Published November 2024
RE/0161/11/24

RBC BlueBay
Asset Management
RBC



