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Mexico Weekly Flash

Next week...

e The negative data on domestic economic activity and exports reflect what will be a
greater economic slowdown, a factor contributing in turn to lower inflation

Data on the economic slowdown were released recently for the manufacturing and service sectors. The Central
Bank has also warned of the outlook for slower growth and inflation, which contributed to a reduction in the
monetary policy rate. As figures published today show core inflation anchored at 3.0%, and the rise in headline
inflation should be temporary given the volatile nature of its increase (agricultural and livestock prices), the
financial markets and Central Bank will set more store by economic variables, with the Central Bank maintaining a
"walit and see" stance.

e Mexican financial variables this week continued to stand out positively

Although the MXN traded within a narrow range, it strengthened over the week to levels of 12.35 pesos/dollar in a
constructive reform environment. More important is that these movements took place in a context of increased
global risk aversion and a general trend for emerging market currencies to weaken against the dollar. The positive
difference was also reflected in a relatively lower increase in Mexican credit default swaps and the positive
performance of the stock market, contrasting with losses in other regions.
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Calendar: Indicators

January IGAE (March 25)

Forecast: 0.5% m/m (2.5% yly) Consensus: 2.5% yly Previous: -1.0% m/m (2.4% yly)

Given the 1.1% growth in industrial output in January, and based on information for retail sales and the indicator of
revenues in the service sector, we estimate that the service sector would have posted zero growth in January, so the
IGAE will have grown at around 0.5% m/m (in the seasonally adjusted series). This implies an annual rise of 2.5%,
almost the same as the previous month. This result gives us the first negative data for economic activity in the early
part of the year. Together with other published indicators such as automotive production, employment and consumer
and producer confidence, they suggest that the slowdown in the economy will have continued at the start of the year.
It is worth noting that with the information available growth in the first quarter is probably somewhat below the
expansion in the last quarter of 2012, and around 2% in annual terms.

February trade balance (March 27)

Forecast: USD -707m Consensus: USD -1,240m Previous: USD -2,866m

Exports will continue to moderate, as has been the case over recent months. Last month (January) non-oil exports
experienced their biggest fall since January 2009. We expect a monthly improvement in non-oil exports (from -0.8%
m/m to 0.1% m/m), in line with export growth of 2%. Imports of goods should continue their positive growth,
particularly consumer goods and capital goods. The monthly increase in total imports could be 6.2%, in line with an
expansion in the non-seasonally adjusted series of around an annual 6%. Overall, we expect a negative balance of
trade for February of around USD -707 million.
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Technical Analysis

IPC MXN
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With its drop to 42,000 points, the IPC has finally completed its move

from the upper part of the channel in which it has operated since The dollar breaks through the MXN 1240 level it had respected for a number of
October 20711 We believe that the zone where it moved midweek sessions. After this breakthrough, the next support is in the MXN 1220/1215 zone.
should provide a strong support level for various reasons: the lower ~ Previous Recommendation (18/3/2013): If it breaks through MXN 1240, the
part of the channel is at this level; the moving 200-day average next floor is between the MXN 1220 and MXN 1215 range.

operates here; and it is the location of 682% of the retracement in a
Fibonacci analysis using as a minimum the point where it began to
pick up at the end of August last year. In addition, the RSI of the IPC
stood at 26 points, indicating a high level of short-term overselling.
Previous recommendation (18/3/13): We see 42,000 points as a
stronger floor, since it is the lower band of the upward channel where
the market has traded since October 2011. In addition, the IPC's 200-
day rolling average trades at 41,850 pts, giving the technical level
more strength.
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3Y M BOND: (yield): the 3-year bond is beginning to move sideways, 5y M BOND (yield): Weekly upturn, putting the 10-year bond above the 5-day
but has still not broken through any significant resistance as it IS moving average and reaching a stronger resistance at the 30-day moving
operating under the moving 10 and 30-day averages. Change of  average. . Important sign if it breaks thorough 46% to reach at least 4.7%.
trend above 44%. Previous Recommendation (18/3/13). Major  previous Recommendation (18/3/2013: We can only consider it a major

resistance at the 30-day moving average at 4.44%. upward signal if it breaks through the 30-day moving average at 4.6%.
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10Y M BOND (yield): The 10-year bond is already trading at above  30Y M BOND (yield): The 30-year bond is also likely to break through the
the 10-day moving average and appears likely to break through the  resistance of the 30-day moving average at 6%, with the next resistance at
30-day moving average at 5% toward the previous maximum of  61%Previous Recommendation (18/3/13). It will have to exceed 6.04% before
51%. Previous Recommendation (18/3/13). We can only consider a  a stronger upswing can be considered.

trend change when it moves above 5.02%.
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Markets, activity and inflation

e Following the falls in the shares of telecommunications companies last week, driven down by the reform
initiative for the sector, this week the market recovered some of the losses and closed the week on a
positive note, in contrast with the movements of markets in other regions. Meanwhile, the peso

continued to appreciate.
Chart 7
Stock Markets: MSCI indices
(Feb 22, 2013 =100)

Chart 8
Foreign exchange: dollar exchange rates
(Feb 22, 2013 =100)
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e Although the increase in global risk aversion heightened this week due to the situation in Cyprus, in
relative terms Mexico continued to stand out positively. Long-term rates in Mexico remained relatively
stable during the week, despite the global shift toward risk-free assets.

Chart 9
Risk: 5-year CDS (Feb 22, 2013 =100)
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Chart 10
10-year interest rates, last month
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e |Inflation bounced back in the first half of March above the expected level. However, we consider that the
upturn will be temporary and reach its high in April, after which it will moderate mid-way through the

year.

Chart 11

*Inflation Surprise Index
(July 2002=100)

Chart 12
Observed and estimated GDP
(yly % change)
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*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.
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