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1. In summary

The global environment improved in the last months of 2016 and is continuing to do so in early 2017. Global
growth accelerated in the last quarter of 2016, there has been a notable increase in confidence indicators in all
areas, and the indicators for the industrial sector are growing alongside a budding improvement in world trade.
In particular, in the US we anticipate growth of 2.3% and 2.4% in 2017 and 2018. In China we expect growth
of 6.0% in 2017, which would be reduced to 5.2% in 2018, given the vulnerabilities with which the economy is
faced and an economic policy geared more towards ensuring financial stability than maintaining growth. Thus,
global growth should increase slightly from 3.0% in 2016 to 3.2% in 2017 and 3.3% in 2018.

Despite this acceleration, the outlook for 2017 and 2018 is plagued with uncertainty, which mainly stems
from the new US administration’s economic policy. So far, the promises of tax breaks, deregulation and an
ambitious infrastructure plan have been well received by the capital markets against a background of low risk
aversion. However, threats of protectionism and the anti-migration stance adopted by the new US President
introduce a bias of downside risks. There is also the risk that fiscal stimulation policies will not affect growth
and will cause an unexpected increase in inflation, which in turn could lead the major central banks to adopt a
tighter monetary policy with global consequences.

This uncertainty surrounding the new US administration is exacerbated in the case of Mexico. The economic
scenario in Mexico has become more adverse since the unexpected result of the US elections in November,
although there is a lot of uncertainty about how strong this adversity may be. Mexico’s prevailing growth model
over the last two decades is certainly at risk from the new President’'s avowed threat to modify commercial
relations. However, despite the importance of this issue, the final effects on the economy will depend on to
what degree trading conditions will change between the two countries. As things stand, considering that the
prevailing commercial treaties are beneficial to both countries, we believe the most likely outcome is that these
effects will end up being only cyclical and not structural. However, the threat alone and the uncertainty it cau-
ses have already had negative impacts on market variables, and as a result 2017 will be a challenging year.

Financial variables have already factored in this degree of uncertainty about the possible scenarios for the
future performance of the Mexican economy. The exchange rate has depreciated substantially since the elec-
tion, down to 20 pesos per dollar. Other effects mainly of this depreciation were increased implicit inflationary
expectations on the bonds market, immediately prompting an expected more restrictive monetary policy and
an increase of up to 100 base points in yields on long-term sovereign bonds.

With this new depreciation in the exchange rate and liberalisation of petrol prices, inflation rose above 4.0%
and this trend is expected to continue until it reaches 6.0%. While for the time being it has not had any knock-
on effects on prices, there is more risk that they will be observed from now on. Logically enough - given its
single mandate of price stability - the central bank began the year with a 50 bp hike in its official policy rate and
it is expected to continue to tighten so as to anchor inflationary expectations and to avoid the knock-on effects
in prices, until it reaches a rate of 7.50% at the end of the year. In short, more austere financial conditions are
expected this year.

The changes we have described in nominal financial variables are expected to be mainly fed through by con-
sumption to economic performance. Higher inflation will lead to less purchasing power, which, coupled with
the rise in interest rates, will push down private consumption. On top of that, with the lower expected inves-
tment due to the uncertainty about US/Mexican commercial relations, it is likely that a good part of aggregated
demand will see lower growth than it did in 2016. The external sector, however, would be expected to show a
good performance. Aside from the question of commercial relations, Mexican exports are expected to improve
in tune with higher growth in the US economy, although such growth will not suffice to offset the fall in the other
components, so we estimate the economy will grow by 1.0% during 2017.

2/33 www.bbvaresearch.com



BBVA ‘ RESEARCH Mexico Economic Outlook

First Quarter 2017
Figure 1.1 Figure 1.2
Non-petroleum exports to the US. Trade of selected U.S. states with Mexico
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Clearly, this scenario is not the very promising, but, crucially, taking into account the information we now have
at our disposal, the most likely outcome is that the effects of the policies adopted by the new US President
on the Mexican economy will be cyclical and not structural. This assertion is based on the fact that the close
commercial relations between Mexico and the US are beneficial to both countries. Total exports and imports
between these two countries total US$525 billion, and the way they are integrated through value chains makes
North America one of the most competitive regions worldwide. 16% of US exports are to Mexico, making it the
second most important importer of US products, behind only Canada. In fact, Mexico is the most important
trade partner of states such as California, Texas and Arizona, and the second most important one for twenty
other US states. California and Texas are the two most important states in economic terms. The US has the
largest trade deficit with China, not with Mexico, amounting to US$347 billion, 5.5 times as high as the deficit
with Mexico.

In short, we believe that the commercial relations will not be destabilised because it is not in the interests of
either country. Accordingly, we expect the adverse effects seen at present to be a short-term phenomenon and
that they will fade away in the future. In fact, based on the expectations described and less uncertainty looking
forward, we believe that the modest growth of 1.0% this year will be followed by recovery in 2018 with 1.8%
growth.
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DISCLAIMER

This document and the information, opinions, estimates and recommendations expressed herein, have been prepared by Banco Bilbao Vizcaya
Argentaria, S.A. (hereinafter called “BBVA”) to provide its customers with general information regarding the date of issue of the report and are subject
to changes without prior notice. BBVA is not liable for giving notice of such changes or for updating the contents hereof.

This document and its contents do not constitute an offer, invitation or solicitation to purchase or subscribe to any securities or other instruments, or
to undertake or divest investments. Neither shall this document nor its contents form the basis of any contract, commitment or decision of any kind.

Investors who have access to this document should be aware that the securities, instruments or investments to which it refers may not be
appropriate for them due to their specific investment goals, financial positions or risk profiles, as these have not been taken into account
to prepare this report. Therefore, investors should make their own investment decisions considering the said circumstances and obtaining such
specialized advice as may be necessary. The contents of this document is based upon information available to the public that has been obtained from
sources considered to be reliable. However, such information has not been independently verified by BBVA and therefore no warranty, either express
or implicit, is given regarding its accuracy, integrity or correctness. BBVA accepts no liability of any type for any direct or indirect losses arising from the
use of the document or its contents. Investors should note that the past performance of securities or instruments or the historical results of investments
do not guarantee future performance.

The market prices of securities or instruments or the results of investments could fluctuate against the interests of investors. Investors
should be aware that they could even face a loss of their investment. Transactions in futures, options and securities or high-yield securities
can involve high risks and are not appropriate for every investor. Indeed, in the case of some investments, the potential losses may exceed
the amount of initial investment and, in such circumstances, investors may be required to pay more money to support those losses. Thus,
before undertaking any transaction with these instruments, investors should be aware of their operation, as well as the rights, liabilities
and risks implied by the same and the underlying stocks. Investors should also be aware that secondary markets for the said instruments
may be limited or even not exist.

BBVA or any of its affiliates, as well as their respective executives and employees, may have a position in any of the securities or instruments referred
to, directly or indirectly, in this document, or in any other related thereto; they may trade for their own account or for third-party account in those
securities, provide consulting or other services to the issuer of the aforementioned securities or instruments or to companies related thereto or to their
shareholders, executives or employees, or may have interests or perform transactions in those securities or instruments or related investments before
or after the publication of this report, to the extent permitted by the applicable law.

BBVA or any of its affiliates” salespeople, traders, and other professionals may provide oral or written market commentary or trading strategies to
its clients that reflect opinions that are contrary to the opinions expressed herein. Furthermore, BBVA or any of its affiliates’ proprietary trading and
investing businesses may make investment decisions that are inconsistent with the recommendations expressed herein. No part of this document may
be (i) copied, photocopied or duplicated by any other form or means (ii) redistributed or (iii) quoted, without the prior written consent of BBVA. No part
of this report may be copied, conveyed, distributed or furnished to any person or entity in any country (or persons or entities in the same) in which its
distribution is prohibited by law. Failure to comply with these restrictions may breach the laws of the relevant jurisdiction.

This document is provided in the United Kingdom solely to those persons to whom it may be addressed according to the Financial Services and
Markets Act 2000 (Financial Promotion) Order 2001 and it is not to be directly or indirectly delivered to or distributed among any other type of persons
or entities. In particular, this document is only aimed at and can be delivered to the following persons or entities (i) those outside the United Kingdom
(i) those with expertise regarding investments as mentioned under Section 19(5) of Order 2001, (iii) high net worth entities and any other person or
entity under Section 49(1) of Order 2001 to whom the contents hereof can be legally revealed.

The remuneration system concerning the analyst/s author/s of this report is based on multiple criteria, including the revenues obtained by BBVA and,
indirectly, the results of BBVA Group in the fiscal year, which, in turn, include the results generated by the investment banking business; nevertheless,
they do not receive any remuneration based on revenues from any specific transaction in investment banking.

BBVA Bancomer and the rest of BBVA Group who are not members of FINRA (Financial Industry Regulatory Authority), are not subject to the rules of
disclosure for these members.

“BBVA Bancomer, BBVA and its subsidiaries, among which is BBVA Global Markets Research, are subject to the Corporate Policy Group in
the field of BBVA Securities Markets. In each jurisdiction in which BBVA is active in the Securities Markets, the policy is complemented by
an Internal Code of Conduct which complements the policy and guidelines in conjunction with other established guidelines to prevent and
avoid conflicts of interest with respect to recommendations issued by analysts among which is the separation of areas. Corporate Policy
is available at: www.bbva.com / Corporate Governance / Conduct in Securities Markets”.
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