
No part of this document can be reproduced, taken away or transmitted to those countries (or persons or entities from such) where distribution may be prohibited by current law.  
Non-compliance with these restrictions may constitute an infraction of the law in the pertinent jurisdiction. 
SEE IMPORTANT INFORMATION AT THE END OF THE DOCUMENT Page 1 

 
 

 

  

 

 

 
 

Economic Analysis and 
Customer and Markets 
Strategy 
May 10, 2013 

 

Mexico Weekly Flash 
  Policy rate cut in September once inflation is in the target variability range 

In a setting where central banks continue to relax their monetary stance, the tone of the minutes from Banxico's
last monetary policy meeting and recent output and inflation data lead us to expect a 50 basis point cut in the
lending rate at the September meeting. This decision is based on the following factors. First, the minutes show
that most of the board believe that core inflation remaining around 3% is proof that convergence with the inflation
target has been maintained despite headline inflation coming in above 4% as a result of supply shocks.
Specifically, most argue that "once the shocks are separated into those [products] where monetary policy has
direct or indirect effect, convergence at 3% is occurring".  
In this sense, the latest inflation figures point to supply shocks seemingly falling quicker-than-expected meaning
inflation is expected to possibly come in below 4% from July on. 
Second, even with Banxico not changing its growth forecasts in its most recent inflation report, most of the board
have a pessimistic take on domestic output as well as agreeing that downward risks remain. This argument is in
line with industrial output figures for March which were released today, seeing a 0.3% decline. 
Third, the minutes contain several paragraphs on the revision of monetary easing measures around the globe and
some members directly associate it with a tightening of monetary conditions in emerging economies - a point
Banxico highlighted in its latest statement as a determining factor behind its stance. In addition, most members
agree that these measures will be maintained and could even increase, which have come about since different
central banks have cut their policy rates in the last months. 
Based on the above, we believe that the conditions will be in place for a 50 basis points cut in the policy rate in
September once inflation is in the range around the inflation target. It should be stated that the time of a cut is
strongly influenced by when inflation is on a sustained downward trend and below 4%.  

Chart 1 

Industrial output, % change m/m and y/y 
 Chart 2 

Changes in the monetary policy rate from April on 
 

Source: BBVA Research with INEGI data 
 

 Source: Bloomberg 
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 Calendar: Indicators 
 GDP at constant prices for 1Q13 (May 17) 

Forecast: 0.3% q/q 2.2% y/y CSV Consensus: 0.1% q/q CSV Previous: 0.8% q/q, 3.3% y/y CSV 
 

This week sees the publication of output growth in 1Q13. Based on available data, we believe that it will have
expanded at 0.3% for the quarter, measured on the data corrected for seasonal variation, equivalent to 2.2% y/y also
corrected for seasonal variation. Growth in the service sector will stand out in the first quarter, coming in around
2.8%, compared to manufacturing growth of around 1%.  

Job market indicators for the first quarter show that the growth rate for those in employment came in at 1.3% in 1Q13, 
with tertiary sector additions standing out in the professional services, transport, logistics and restaurant and hotel
sectors. The performance in the labor force is especially important, adding variation in employment with variation in
wages in real terms. This measurement expanded in 1Q13 by 2.7% y/y since the second quarter in a row increase in
real income of those in employment (also 1.3%) is added to the increase in employment.  

Despite expected growth coming in far below forecast from the start of the year, the expected performance for 
domestic demand as well as stability in job creation, alongside the gradual increase in real income, will mean better
output in coming quarters. We therefore expect growth in 2013 to come in at 3.1%. 

Industrial performance in May was released this week. This came in far below expectations from March (forecast:
0.6%, real: -0.3%). In annual terms, growth rose to 0.6% y/y corrected for seasonal variation (CSV) and -4.9% y/y 
non-CSV. It should be highlighted that both construction and manufacturing reported respective monthly growth of
0.8% and 0.2%. This is in contrast to mining and electricity, and water and gas supply at (-)2.1% and (-)0.8% 
respectively. With these figures, manufacturing output remains stable at around 1% annual growth in the first quarter 
of the year.  

Available figures in April point to automotive output having improved, offsetting the negative numbers for March. In
turn, producer confidence indicators showed improvement in some items such as likely to invest and the future
situation in the country. Further, US industrial output as well as consumer spending indicators there remain stable
with growth rates - a good sign for Mexican manufacturing. 
  

 

 

Chart 3 

Mexico GDP, % change y/y and q/q 

 Chart 4 

Job Income 
(% change y/y and contribution to growth)  

 

Source: BBVA Research with INEGI data   Source: BBVA Research with INEGI data 
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 Markets 
The MBonds curve reacted more to the global outlook, especially to statements by Bernanke as we stated in 
the Strategic Vision. These set out the risk linked to creating bubbles given the liquidity setting and low rates 
(which could again lead to market expectations of a reduction in short-term Fed purchases). In this way, the 
MBonds curve sustained its high correlation with T-bills and moved up for most maturities. Nevertheless, we 
do not expect the move to become a sustained trend. On the one hand, there are still no signs of a recovery in 
the US that point to exit strategies. On the other, the domestic market is more focused on the likelihood of 
Banxico cutting rates. This is such that even the MXN closed with losses, coming after the higher Fitch rating, 
which could be followed by S&P that already made an outlook change, and especially Moody's (already at 
Fitch levels) stating that there could be chances of a rating rise. We would not, therefore, expect to see a 
reversal of flows. We continue to see downward room in the short section of the curve given the Banxico 
situation and maintain out outlook for a stronger MXN. 
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Technical Analysis 

IPC MXN 

 
Source: BBVA, Bancomer, Bloomberg 

  
Source: BBVA, Bancomer, Bloomberg 

The negative weekly balance has again moved the IPC to a critical support 
level. It closed the week trading below 42,000pts, although still without 
confirmation of a break, i.e. 1% below the floor. Confirmation of a break 
would come at 41,859pts and introduce a higher adjustment signal with new 
targets at 40,500pts (-3% below the current level) and 39,500pts (-5% below 
the current level). On April 26, the market already tested this floor level and 
managed to stay above it. However, this time around, the US market is not 
at a resistance level. The weekly gains on the Dow Jones and the S&P 
practically took them to the high end of their respective short-term channels 
meaning we are highly likely to see profit-taking on the market. If these 
markets test the low end of the short-term channels, we would be seeing a 
return of around 3%, in line with the first IPC floor. Previous Rec. 
(05/06/13): Given the position on the oscillating indicators, we believe this 
ceiling level should be broken without any problems and the market may 
sustain this bounce to at least 43,000pts. 

The dollar traded below MXN12.00 over the week but never hit our stop loss 
at MXN11.90. It bounced over the last two sessions of the week and returned 
to the resistance level set by the high end of the channel and the 30-day 
rolling average. We closed positions and expect and return to the MXN12.00 
level or, failing this, an upward break through MXN12.20 to take new long 
positions. Previous Rec. (05/06/13): We think the MXN12.00 level should 
again be a major support for short-term moves. 

3Y M BOND 5Y M BOND 

 

Source: BBVA, Bancomer, Bloomberg 

 
Source: BBVA, Bancomer, Bloomberg 

3Y M BOND: (yield): The 3Y bond remained down, below the 10-day 
rolling average. No entry signal until it hits above 3.96%. Previous 
Rec. (05/06/13): Entry signal until it hits above the 10-day rolling 
average (4.01%) with a target at 4.19%. 

5Y M BOND (yield): The 10Y bond could not realize the upward break of the 
10-day rolling average. Only if it hits above 4.1% could we consider an entry 
with an initial target at 4.3%. Previous Rec. (05/0613): Still not hitting 
above the 10-day rolling average (4.14%). We need to wait for it to cross 
over to consider an entry. 

10Y M BOND 30Y M BOND 

 

 
Source: BBVA, Bancomer, Bloomberg 

 

 
Source: BBVA, Bancomer, Bloomberg 

10Y M BOND (yield): The 10Y bond failed to remain above the 10-day 
rolling average. Near resistance at 4.5% and 4.5%. We need to wait for 
it to cross averages for an entry. Previous Rec. (05/06/2013). It is 
about the cross up though the 10-day rolling average (4.51%). Above 
this level sets off purchases toward 4.72%. 

30Y M BOND (yield): The 30Y bond complied with the entry signal. It is 
approaching a second resistance level at the 30-day rolling average at 
5.6%. With the RSI at 46pts, it could sustain the bounce. If it breaks through 
the resistance level, it could remain up to 5.85%. Previous Rec. 
(05/06/2013). Entry started by closing the week above the 10-day rolling 
average (5.39%). Target at 5.65% with stop loss at 5.3%. 
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 Markets, activity and inflation 
 The stronger peso after the higher credit rating for Mexican sovereign debt from Fitch dissipated after the

expectations at the end of the week of a better recovery rate for the US economy led to the dollar making 
gains against more emerging currencies. 

Chart 7 

Stock Markets: MSCI indices 
(April 10, 2013 index=100) 

 Chart 8 

Foreign exchange: dollar exchange rates 
(April 10, 2013 index=100) 

 

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

 Higher US interest rates in the face of lower risk aversion due to better forecasts for the US cycle and the 
speech by Federal Reserve Bank of Philadelphia chairman regarding early easing of bond purchases. 
Rates in Mexico moved in line with U.S. Treasury bonds. The Mexican CDS spread hit levels not seen 
since 2008 after the higher credit rating. 

Chart 9 

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

10-year interest rates, last month 
 

Source: BBVA Research with data from Bloomberg  Source: BBVA Research with data from Bloomberg 

 Inflation moved up in the first two weeks of March above expectations. Nonetheless, we believe the 
bounce will be temporary and have hit a high in April.  

Chart 11 

*Inflation Surprise Index 
(July 2002=100) 

 Chart 12 

Observed and estimated GDP 
(% change y/y)

 

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  
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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. 


