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The exchange rate is at 17.58 pesos per dollar, its lowest since May 2016. The trigger of this latest appreciation
movement of the MXN was the publication of inflation data for April in the United States, which fell to 4.9%. Although
it is still very high relative to the 2% target, it is well below the peak of 9.1% observed last June. It confirms that the
disinflationary process is underway, reinforcing the perception that the cycle of increases of the Federal Reserve has
concluded. This perception resulted in a general depreciation of the dollar.

So far this year, the MXN has gained 10% against the dollar, as a result not only of the generalized depreciation of
the US currency but also because it has performed better relative to most large emerging currencies—three main
factors explain this behavior of the MXN.

First, in a context where most emerging countries implemented substantial fiscal expansions to face the pandemic,
Mexico decided not to conduct a fiscal response, making its fiscal accounts look less vulnerable. | do not want to
suggest that it was an adequate policy response. On the contrary, Mexico had fiscal space to dedicate public
resources to temporarily protecting those groups most affected by the health contingency.

Second, Mexico has no external imbalances, with a moderate current account deficit that | estimate will close this
year at around 1% of GDP, lower than that of the rest of the large economies in Latin America. Its financing does not
represent problems: portfolio flows are not even required for this. To a significant extent, the significant growth in
remittances caused by the strength of the US labor market explains this low current account deficit.

Third, the high short-term rate differential between Mexico and the United States, which, adjusting for risk, makes
Mexico one of the most attractive countries to invest in short-term instruments. So far this year, the holding of Cetes
by foreign investors has increased by 2.595 million dollars, around double the inflows to these instruments last year.

Does the current exchange rate level mean the MXN is overappreciated? | do not think so. In this regard, when
analyzing the real exchange rate -that is adjusting by inflation differentials- between Mexico and the US, we can see
that although the peso is appreciated compared to its level in May 2020 (when it lost value significantly due to the
environment of risk aversion and uncertainty generated by the pandemic), it is more depreciated in real terms than
practically the entire 2000-2015 period. In other words, the peso is not particularly strong compared to what has been
observed in the last two decades.

What to expect from the MXN from now on? Although it is a challenging variable to predict, the best performance
against other emerging currencies will most likely continue. However, it could depreciate a bit against the dollar and
end the year at around 18.50 because the rate differential between Mexico and the US will narrow slightly (I think
Banxico will no longer raise the rate at next week's meeting, and the cycle of cuts could begin sooner than in the
us).
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Of course, there are always risks: a significant drop in oil prices, a conflict within the USMCA, or the emergence of
a presidential candidate with proposals that imply the unanchoring of macroeconomic balances could result in
much larger depreciations.
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DISCLAIMER

The present document does not constitute an “Investment Recommendation”, as defined in Regulation (EU) No 596/2014 of the
European Parliament and of the Council of 16 April 2014 on market abuse (“MAR”). In particular, this document does not
constitute “Investment Research” nor “Marketing Material”, for the purposes of article 36 of the Regulation (EU) 2017/565 of 25
April 2016 supplementing Directive 2014/65/EU of the European Parliament and of the Council as regards organisational
requirements and operating conditions for investment firms and defined terms for the purposes of that Directive (MIFID II).

Readers should be aware that under no circumstances should they base their investment decisions on the information
contained in this document. Those persons or entities offering investment products to these potential investors are legally
required to provide the information needed for them to take an appropriate investment decision.

This document has been prepared by BBVA Research Department. It is provided for information purposes only and expresses
data or opinions regarding the date of issue of the report, prepared by BBVA or obtained from or based on sources we consider
to be reliable, and have not been independently verified by BBVA. Therefore, BBVA offers no warranty, either express or
implicit, regarding its accuracy, integrity or correctness.

This document and its contents are subject to changes without prior notice depending on variables such as the economic
context or market fluctuations. BBVA is not responsible for updating these contents or for giving notice of such changes.

BBVA accepts no liability for any loss, direct or indirect, that may result from the use of this document or its contents.

This document and its contents do not constitute an offer, invitation or solicitation to purchase, divest or enter into any interest in
financial assets or instruments. Neither shall this document nor its contents form the basis of any contract, commitment or
decision of any kind.

The content of this document is protected by intellectual property laws. Reproduction, transformation, distribution, public
communication, making available, extraction, reuse, forwarding or use of any nature by any means or process is prohibited,
except in cases where it is legally permitted or expressly authorised by BBVA on its website www.bbvaresearch.com.
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