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Mexico Weekly Flash 
 Next week… 
 Banxico minutes: first majority decision? 
 

Next Friday, the minutes of the monetary policy meeting held on March 8 will be released. Once the decision to
cut the policy rate by 50 basis points was agreed and the relaxed tone of the statement strengthened, the minute
should offer us an insight into the board members' arguments in favor of the decision. This comes in an inflation
scenario where it may come in around 4% in coming months, as the bank itself recognized in its statement and
after the minutes from the previous meeting showed a board member seeing the rate cut as premature given the
lack of information to support such a decision. In turn, the details of the argument for agreeing to a cut in order to
avoid an unnecessary harshening of monetary conditions and take advantage of the lower fiscal deficit in 2013 will
be important. This is because Banxico could signal a greater weight for economic output in its decision making
process. Lastly, the minutes will show the level of agreement for the rate cut which will be important given all
decisions since meeting minutes have been released were unanimous, in addition to this being the first meeting
including the new deputy governor. 
 
 

 Locally, speculation points to Banxico possibly stepping in on the currency market 
In comparison to previous sessions, the MXN traded within a narrow range above the intraday 12.40 level. The
currency continues decoupled from other assets with which it normally sees a major correlation. For example, it
has moved in the opposite direction to the EUR since the start of the week and strengthened against the
European currency... 

Chart 1 

Monetary policy communication index*  

  
Chart 2 

FX Latam: aggregate % change (positive = devaluation) 
 

Source: BBVA Research 
*Index based on central bank statements. The index takes a value of 1 (-1)
when communication become more restrictive (relaxed) and the likelihood of a
rate rise (cut) thus increases.  

 Source: BBVA Research and Bloomberg 
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 Calendar: Indicators 
  

Inflation for the first two weeks in March (March 22) 
Forecast: 0.30% bi-weekly (3.89% y/y) Consensus: 0.30% bi-weekly Previous: 0.49 m/m (3.55% y/y) 

 

Friday 22 sees the release of inflation figures for the first two weeks of March. We expect, as does the central bank, that inflation is 
set to continue to rise at an annual rate and to come in around 3.9% y/y. This rise in inflation is due firstly to some pressures on 
non-core inflation, especially agricultural prices where some key products are relatively scarce at present (e.g. green tomatoes), 
an temporary upturn in egg prices due to the bird flu outbreak and rises in prices for rates set by the public sector. In addition, 
some situational pressures are likely to materialize for core inflation due to the sub-index rate for other services possibly rising 
given the upcoming holiday period for Easter week. This may involve price rises in inter-state and air transport, package tourist 
service and eating out. It is important to highlight that despite the aforementioned elements, core inflation remains favorable 
thanks to inflation in the goods sector continuing to fall due to the stronger peso, lower global grain prices and the slack in the
economy. In this way, the upturn in inflation will continue until April mainly due to pressure on non-core prices and an unfavorable
comparison basis with regard to 2012. Nonetheless, after April, inflation will decline and remain under 4% for the rest of year.   
 
 

Goods and Services Supply and Demand, 4Q12 (March 19) 
Forecast: 2.9% y/y Consensus: 3.1% Previous: 2.6% y/y 
March 19 sees the release of the breakdown for GDP demand for 4Q12. It should be stated that said quarter saw output expand
at a rate of 0.8% q/q (3.3% y/y). We forecast annual growth in aggregate demand increasing to 2.9% due to expansion in
domestic demand components (private consumption, government consumption and investment) that will add 3.4 points to growth;
meanwhile net export contribution will be slightly negative (-0.1 pts). It will be especially important to see the progress in private
consumption and investment for the last quarter. We forecast good progress in employment and sustained growth in funding
sources for business and households having an impact meaning these components should see 2.2% y/y growth for consumption
and 7.6% y/y for investment.  
 

Retail sales indicator in January (March 22) 
 

 

Forecast: 1.0% m/m (-0.3% y/y) Consensus: N.A. Previous: -3.6% m/m (-0.4% y/y) 
Retail sales in December saw the highest decline in annual terms (corrected for seasonal variation [CSV]) since 2001 (-3.6% y/y) 
and one of the highest monthly declines (-0.4%). In turn, the ANTAD sales indicator also showed a decline in December (-1.2% 
m/m). Nevertheless, the decline did not worsen in January (0.0% m/m). Moreover, the services indicator expanded in annual terms
at the best rate since 2005 (start of the series) with growth of 10.7% y/y. As a result, we believe retail sales will see an upturn of 
around 1% m/m.   
 
Chart 3 

Retail Sales indicator (% change y/y and m/m)  

 
Chart 4 

Inflation breakdown (y/y change y/y) 
 

Source: BBVA Research with INEGI data  
 

 Source: BBVA Research with INEGI data  
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 Markets 

 Locally, speculation points to Banxico possibly stepping in on the currency market 
Domestic markets are speculating Banxico could possibly step in on the currency market due to the size and 
speed of the recent strengthening. BBVA Research has considered this possibility from the last monetary 
policy decision since the central bank referred specifically to the hardening of monetary conditions. A possible 
"intervention" could be removing the contingent USD sales mechanism: this implies selling USD400mn at a 
minimum price (the conditions for the sale are fulfilled whenever the MXN falls over 2% in comparison to the 
FX from the previous day. 

This step would point to Banxico being uncomfortable with the recent strengthening. However, it should be 
stated that the conditions for this to come into play were only seen 3 times in 2012 (Banxico announced the 
mechanism in November 2011) meaning the auction would only allow the USDMXN rate to come back strong 
if market conditions were so aligned. A more revealing signal would be the re-starting of put options auctions 
for USD40mn (an insignificant amount but one that in the past has provided support to the USDMXN rate), 
alongside a more interventionist tone (the "perfect storm" again and again). Indeed, when the central bank 
announced the USD sales mechanism, it canceled the option auctions for dollar sales. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Chart 5 

FX Latam: aggregate % change (positive = devaluation) 

 Chart 6 

Mexico: MXN/USD and implied 1-month volatility 
(ppd and %) 

 

Source: BBVA Research and Bloomberg   Source: BBVA Research and Bloomberg  
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Technical Analysis  

IPC MXN 

Source: BBVA, Bancomer, Bloomberg 

Source: BBVA, Bancomer, Bloomberg 

The decline of Amx led the IPC to fall below the first floor level, coming 
in under 43,500pts. This opened the door for a move toward the next 
support levels set at 42,700pts and 42,000pts. We see the second as 
a stronger floor since it is the low section of the upward channel 
where the market has traded since October 2011. In addition, the IPC's 
200-day rolling average trades at 41,850pts, given the technical level 
more strength. Previous Rec. (3/11/13): We see this adjustment 
scenario as more likely but, if this does not materialize, the entry signal 
on the IPC would start with an upward break through the 30-day 
rolling average at 44,560pts. 

Major decline over the week causing a break through the 12-month lows of 
MXN12.55. A floor seems to have been hit at MXN12.40, although any bounce 
would bump at MXN12.55. If it breaks MXN12.40, the next floor is between the 
MXN12.20 and MXN12.15 range. Previous Rec. (3/4/13): Coming in below the 30-
day rolling average and therefore with a view to a return to the MXN12.60/12.55 
level 

3Y M BOND 5Y M BOND 

Source: BBVA, Bancomer, Bloomberg 

Source: BBVA, Bancomer, Bloomberg 

3Y M BOND (yield): It continues to trade with a downward trend with 
an RSI at high over-selling at 29pts. Major resistance at the 30-day 
rolling average at 4.44%. Previous Rec. (3/4/13). Any attempt to 
discount the decline would find resistance at 4.45% and only breaking 
this level would lead us to consider a trend change. 

5Y M BOND (yield): A timid bounce at the end of the week. We can only consider 
a major upward signal when it breaks the 30-day rolling average at 4.6%. 
Previous Rec.: First recommendation 

10Y M BOND 30Y M BOND 

 

 
Source: BBVA, Bancomer, Bloomberg 

 
Source: BBVA, Bancomer, Bloomberg 

10Y M BOND (yield): A bounce has started but it continues to below 10 
and 30-day rolling averages. We can only consider a trend change 
when it hits above 5.02%. Previous Rec. (3/4/13). Any bounce could 
encounter resistance between 5-5.1%. Until it breaks this level, the trend 
remains downward (floors at 4.9-4.8%. 

30Y M BOND (yield): The bond has bounced toward the 10-day rolling average 
level. It will have to exceed 6.04% before a stronger upswing can be considered. 
Previous Rec.: First recommendation 
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 Markets, activity and inflation 
 The Mexican stock market falls after the government presented its telecommunications reform proposal 

impacting the share prices of companies in the sector that represent over 20 per cent of the IPC. The 
peso saw a major strengthening toward levels not seen since 2011. This was influenced by the change in 
outlook from stable to positive in the sovereign risk rating.     

Chart 7 

Stock Markets: MSCI indices 
(Feb 15, 2013 index=100) 

 Chart 8 

Foreign exchange: dollar exchange rates 
(Feb 15, 2013 index=100) 

 

Source: Bloomberg & BBVA Research  Source: Bloomberg and BBVA Research Note: LATAM includes Argentina, 
Brazil, Chile, Colombia and Peru. Asia includes the Philippines, South Korea, 
Taiwan, Singapore, Indonesia and Thailand. 
 

 Lower risk aversion for Mexican assets in the light of optimism surrounding the possible reforms and 
better-than-expected retail sales and industrial output figures in the US. After the 50bp cut in the lending 
rate, long-term rates in Mexico fell mid-week to then rise due to lower-than-expected consumer 
confidence figures from the US. 

Chart 9 

Risk: 5-year CDS (Feb 15, 2013 index=100) 
 Chart 10 

10-year interest rates, last month 
 

Source: Bloomberg & BBVA Research  Source: Bloomberg & BBVA Research 

 Recent situation indicators for economic output point to the start of 2013 continuing to see a slowdown 
in output. The BBVA MICA model points to annual growth of 2.5% or slightly lower. Inflation has started a 
temporary upturn and is expected to hit its high in April, falling after this mid-year. 

Chart 11 

*Inflation Surprise Index 
(July 2002=100) 

 Chart 12 

Observed and estimated GDP 
(y/y % change) 

 

Source: Bloomberg and BBVA Research 
*This measures the deviations in inflation in comparison to market-forecast 
figures, adjusting for inflation volatility. When it trends down, this implies a
lower-than-expected inflationary surprise. When it trends up, this indicates a
higher-than-expected inflationary surprise. 

 Source: BBVA Research with data from Bloomberg 
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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 or any of its affiliates and therefore no warranty, either express or implicit, is given regarding its accuracy,
integrity or correctness. To the extent permitted by law, BBVA and its affiliates accept no liability of any type for any direct or indirect losses
or damages arising from the use of this 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, derivatives, options on 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 securities. Investors should also be aware that secondary
markets for the said instruments may not exist. 

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. More specifically, this document is in no way intended for, or to be distributed or used by an entity or
person resident or located in a jurisdiction in which the said distribution, publication, use of or access to the document contravenes the law which
requires BBVA or any of its affiliates to obtain a licence or be registered. Failure to comply with these restrictions may breach the laws of the
relevant jurisdiction. 

The remuneration system concerning the analysts responsible for the preparation 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. 

In the United Kingdom, this document is directed only at persons who (i) have professional experience in matters relating to investments falling
within article 19(5) of the financial services and markets act 2000 (financial promotion) order 2005 (as amended, the "financial promotion order"),
(ii) are persons falling within article 49(2) (a) to (d) (“high net worth companies, unincorporated associations, etc.”) of the financial promotion order,
or (iii) are persons to whom an invitation or inducement to engage in investment activity (within the meaning of section 21 of the financial services
and markets act 2000) may otherwise lawfully be communicated (all such persons together being referred to as "relevant persons"). This document
is directed only at relevant persons and must not be acted on or relied on by persons who are not relevant persons. Any investment or investment
activity to which this document relates is available only to relevant persons and will be engaged in only with relevant persons. 

BBVA Hong Kong Branch (CE number AFR194) is regulated by the Hong Kong Monetary Authority and the Securities and Futures Commission of
Hong Kong. 

This document is distributed in Singapore by the BBVA’s office in this country for general information purposes and it is generally accessible. In this
respect, this document does not take into account the specific investment goals, the financial situation or the need of any particular person and it is
exempted from Regulation 34 of the Financial Advisors Regulation (“FAR”) (as required in Section 27 of the Financial Advisors Act (Chapter 110)
of Singapore (“FAA”)) 

BBVA, BBVA Bancomer or BBVA Securities are not authorised deposit institutions in accordance with the definition of the Banking Act 1959 nor
are they regulated by the Australian Prudential Regulatory Authority (APRA)  
 

GENERAL DISCLAIMER FOR THE EVENT THAT THE READERS HAVE ACCESSED TO THE REPORT THROUGH THE INTERNET 

Internet Access 

In the event that this document has been accessed via the internet or via any other electronic means which allows its contents to be viewed, the
following information should be read carefully: 

The information contained in this document should be taken only a general guide on matters that may be of interest. The application and impact of
the laws may vary substantially depending on specific circumstances. BBVA does not warrant that this report and/or its contents published on the
Internet are appropriate for use in all geographic areas, or that the financial instruments, securities, products or services that can be referenced on
it are available or appropriate for sale or use in all jurisdictions or to all investors or counterparties. Recipients of this report acceding to it through
the Internet are acceding on their own initiative and are responsible for compliance with local regulations applicable to them. 

Changes in regulations and the risks inherent in electronic communications may cause delays, omissions, or inaccuracy in the information
contained in this site. Accordingly, the information contained in the site is supplied on the understanding that the authors and editors do not hereby
intend to supply any form of consulting, legal, accounting or other advice.  

All images and texts are the property of BBVA and may not be downloaded from the Internet, copied, distributed, stored, re-used, re-transmitted,
modified or used in any way, except as specified in this document, without the express written consent of BBVA. BBVA reserves all intellectual
property rights to the fullest extent of the law. 


