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Mexico Weekly Flash

Next week...

» Initial job figures for the fourth quarter in a backdrop of slight economic recovery
INEGI is set to release structural employment figures for October 2013 on Monday, November 25. The indicator
will show the type of jobs created at the start of the fourth quarter for the entire labor force and stands out due
to its importance for strengthening consumption and the domestic market in general. Around 94,000 formal jobs
were created in September and in line with economic activity performance, specifically in industrial output for
September reported by the IMEF in October (0.5% m/m, CSV), we forecast a slight drop in unemployment from
5.3% in September 2013 to 5.2% in October.

The Fed is planning a gradual reduction in its asset purchases but the cyclical strength and

effective communication limit risk aversion.

After statements from Yellen last week suggesting caution in terms of unconventional monetary policy led to
higher risk assets being favored, the minutes of the last Fed meeting (October 29-30) were published last
Wednesday and again increased the likelihood of a tapering to quantitative easing at "one of the coming
meetings". This led to long-term interest rates rising in the US. This move was again accompanied by interest
rates for bonds issued by emerging economies. The M10 rate in Mexico increased 10bp at the end of the
week from its level prior to release of the Fed minutes (6.15% to 6.25%) while the lost 1.0% on Wednesday
before recovering 0.9% later on, closing the week at 12.97ppd (vs. 12.93ppd last Friday). The positive
performance on the currency market compared with bonds in a context where there is again a likelihood of
lower growth in global liquidity in the short-term could be due to the recent success at the Fed in explaining
the separation between conventional policies (i.e. exceptionally low interest rates over a prolonged period)
and unconventional ones (i.e. the coming reduction in asset purchases). It could also be due to the gradual
strengthening in the global economic cycle that could favor inflows onto stock markets in emerging economies
that would be favored by said strengthening.
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Calendar: Indicators

Occupation and employment in October (November 25)
Forecast: 5.20% Consensus: 5.15% Previous: 5.29%

October trade balance (November 25)
Forecast: -846 md Consensus: -670 md Previous: 659 md

Next Wednesday INEGI will release trade balance figures to October. We expect to see some growth in exports
(6.2% yly) due to the recent upswing in manufacturing output in the U.S. (3.2% y/y in October). In addition, growth
in imports is also expected (3.8% y/y). Thus, a negative balance of around (-)846 million dollars can be expected in
the trade balance for October. With this, the current account deficit should hit (-)3.39 billion dollars in the third
quarter of 2013 (-6.008 billion dollars in 2Q13).

Manufacturing sector indicators in September (November 28)

INEGI will release several manufacturing indicators for Mexico this coming Thursday for September. We need to pay
attention to these figures as they provide details of manufacturing output performance in the country. It was already
reported that manufacturing output rose 0.6% y/y in September meaning the other sector indicators should come in
positive. In annual terms, people in work in August 2013 increase 1.7% compared to the same month in 2012 and
hours worked were higher by 0.2%. Meanwhile, average real remuneration including salaries and social security
entittements decreased (-)0.8%.
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Exports, imports and trade balance for Mexico, Mexican and US manufacturing output, % change
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Markets, activity and inflation

e The tone of the minutes from the last monetary policy meeting at the Fed increased concerns surrounding a
tapering to monetary stimulus in coming months. This contributed to a slight devaluation in the peso over the week.
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® Increase in rates in the US in light of a possible tapering to monetary stimulus. Long-term rates in Mexico reduced
their correlation with Treasury bills and closed without major changes over the week.
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Risk: 5-year CDS (Oct 22, 2013 index=100) 10-year interest rates, last month
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e |Inflation saw a surprise uptick in the first two weeks of November but lower-than-expected core inflation supports
our end-of-year forecast which remains unchanged at 2.6%.

Chart 10
Chart 9 Observed and estimated GDP 4Q13
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Disclaimer

This document was prepared by Banco Bilbao Vizcaya Argentaria, S.A.'s BBVA Research Department (BBVA) and by BBVA Bancomer S.A.,
Institucion de Banca Miuiltiple, Grupo Financiero BBVA Bancomer, on its own behalf, and is provided for information purposes only. The opinions,
estimates, predictions, and recommendations appearing in this document refer to the date shown herein, and may therefore change as a result of
market fluctuations. The opinions, estimates, forecasts and recommendations included herein are based on information obtained from reliable
sources; however, BBVA gives no guarantee, whether express or implicit, about the accuracy, completeness or correctness of such information.
This document is not an offer, an invitation, or an incitement to subscribe or buy shares.
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