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1. In summary

The general improvement in consumer confidence data, the growth in world trade and, above all, the uptick in inves-
tment in China thanks to the monetary and fiscal stimulus measures taken there in 2016, are the main factors behind
the acceleration in economic activity during the first few months of the year. We expect worldwide growth to be 3.3% in
2017 and 3.4% in 2018, in both cases 0.1 pp higher than our previous forecasts.

One of the main characteristics of the improved performance of the world economy is without doubt the consolidation of
the recovery in the US. Although the likelihood of the new administration’s being able to implement fiscal reform and of
this having a positive effect in the short term has declined, the economy continues to grow above its potential, supported
by the acceleration of investment and a labour market that is close to its full employment level. So, the US economy is
expected to grow by 2.3% this year and 2.4% in 2018.

The solid growth of the US economy, together with the recent statements by several high-ranking officials in the Trump
administration in favour of a sensible renegotiation of the North America Free Trade Agreement (NAFTA), make the eco-
nomic panorama for Mexico less gloomy than it was at the beginning of the year. In January it seemed likely that NAFTA
would come to an end or that there would be significant increases in tariff and non-tariff barriers to Mexican exports to
the US. This likelihood is now greatly reduced in our opinion. In fact, our baseline scenario, to which we assign a 70%
probability, is that NAFTA will be renegotiated and that the results will be beneficial for all three countries involved.

Mainly as a consequence of this, but also based on greater dynamism in external demand, we are revising our growth
forecasts upwards, from 1.0% to 1.6% for 2017 and from 1.8% to 2.0% for 2018. The revision for 2017 is supported by
three factors: a) improved performance by the external sector. We expect the US manufacturing sector to post signifi-
cant growth this year, which will be reflected in renewed dynamism of Mexican exports, which we estimate will grow at
an annual rate of 4.5%.; b) an upward revision of GDP growth figures for the second half of last year and higher-than-
expected growth in 1Q17. These changes produce a positive base effect for growth in the first quarter of the year; and
c) a less restrictive monetary policy than we were anticipating in January as the downward pressures on the peso ease.

The domestic financial variables also reflect the shift towards a less gloomy panorama. The peso has appreciated sig-
nificantly - by nearly 15% - since Donald Trump took office, the biggest currency appreciation worldwide. The improved
prospects of a NAFTA 2.0 reduce the probability of our seeing falls like those at the beginning of the year. Largely in con-
nection with this appreciation, implied inflationary expectations on the bond market have shown a significant downward
trend, which has translated into expectations of a less restrictive monetary policy and a decrease of more than 50 bps
in yields on long-term government bonds compared to the beginning of the year.

Given this significant appreciation of the peso, we have moderated our forecasts of increases in inflation, although it will
continue to increase, reaching 6.0% during the summer. We expect it to start falling in 4Q17, ending the year at around
5.6% (0.4 pp less than forecast in January). In January 2018, a highly favourable base effect will allow a decline of 1.2
pp to 4.4%, and from February of that year we expect to see a gradual downward trend, with inflation ending the year
slightly below 4.0% (3.9%), within the central bank’s target range.

Based on these prospects for inflation, and in the absence of generalised second-order effects, the end of the cycle of
monetary tightening is closer and will be reached at lower levels than we expected in January. In short, we expect less
restrictive financial conditions than we did at the beginning of 2017.
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As regards public finances, the efforts made towards fiscal consolidation over the course of the year and the central
bank’s operating surplus will allow a primary surplus of at least 0.5% of GDP to be achieved and the ratio of public sector
debt stock (SHRFSP) to GDP to stop growing in 2017. Meeting these objectives will go some way towards ensuring
that the rating agencies do not downgrade Mexico’s sovereign debt rating. Nevertheless, the federal government will
have to continue with a policy of containing programmable expenditure in view of the pressure that will continue to be
exerted on public finances by spending on pensions, payments to states and municipalities and the cost of the debt in
the coming years.
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The improvement in the panorama strengthens our expectation expressed three months ago as regards the high proba-
bility that the effects of the current US administration’s economic policies on the Mexican economy would end up being
cyclical rather than structural. Nonetheless, the risks have not dissipated entirely, and we now face a long period of trade
negotiations in which the various players’ statements may bring an end to the favourable conditions experienced in the
past few months. Also, geopolitical risks and fluctuations in the prices of commaodities and financial assets could lead to
renewed bouts of uncertainty and volatility for the Mexican economy.
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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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