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Mexico Weekly Flash

Next week...

Industrial output for October will provide information on the strength of the economic
recovery in Mexico in the fourth quarter

This coming Thursday sees the release of industrial output figures for October. Despite the recent uptick in
manufacturing output in the US, the weakness of the construction sector and the slowdown in the mining sector
leads us to forecast industrial output in Mexico for October will remain weak (see next page). Nonetheless, the
positive US job creation figures for November in the manufacturing sector (27,000) point to the sector
continuing to enjoy the improvement that started in August. This means we could also expect to see an uptick
in manufacturing output in Mexico in the last months of the year which would have a positive knock-on effect for
industrial output in the last two months of the year.

US job figures do not substantially change expectations with regard to the tapering in asset

purchases although they do strengthen the outlook for an improvement in the cycle

US economic indicators saw a surprise upswing this week. The job creation figures for November were
especially important. 203,000 new jobs were created (vs. the forecast 185,000) and the figures for October
were revised to 200,000 meaning the highest job creation was seen in two months since February-March. The
long-term US interest rates increased 11bp over the week while the 10-year bond in Mexico also rose 16bp
meaning the moves in US rates continue to be the key factor for those in Mexico. Nevertheless, the
performance on the currency market was positive in comparison to bonds. This could partly be down to lower
inflation in the US (especially core inflation) pointing to the tapering in quantitative easing may not be
imminent, although it is mainly 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 continued strengthening in the global
economic cycle that may favor inflows to stock markets in emerging economies. In this scenario, on Friday the
peso was one of the strongest currencies, possibly due to Mexico being the main beneficiary of stronger US
economic output.

Chart 1 Chart 2
Industrial output in Mexico and the US and IMEF Trading in emerging currencies over the last week,
manufacturing index, % change y/y and index, CSV % change (-) appreciation, (+) depreciation
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November inflation (December 9)
Forecast: 0.90% (3.59% yl/y) Consensus: 0.92% Previous: 0.48% (3.36% Y/y)

On Monday, the inflation figures for November will be released which are set to continue to show no demand
pressures. High monthly inflation is expected due to the seasonal adjustment in electricity prices and the major hike
in agricultural prices seen in the first two weeks of the month. In monthly terms, we expect an increase in headline
inflation of 0.90% and 0.14% for core inflation, representing year-on-year increases of 3.59% and 2.57% respectively
(vs. 3.36% and 2.48% in October). In implicit terms, we forecast a 0.02% bi-weekly decline for core inflation due to
the expectation of a positive performance in the goods sub-index after the "good end" offers and the services sub-
index in light of a possible downward adjustment in cell phone prices after the increases seen in October. In
December, the announced 3 to 5 peso rise in the metro price (starting from December 13) will lead to an increase of
around 0.12pp in monthly inflation in December. This means we expect headline inflation to end the year at 3.7%.

Workers insured in the IMSS in November (December 10)

On December 10, the STPS is set to release the figures for the number of workers insured in the IMSS in November.
The figure for new insured workers in October hit 143,591. Attention needs to be paid to this indicator since it will
provide clues on whether economic output in Mexico is seeing a steady recovery in the fourth quarter of the year.

Industrial Output, October (December 12)

Previous: -1.65% yly, -1.15% m/m,
CsV

This coming Thursday, December 12, INEGI is set to release the performance in industrial output for October 2013.
Industrial output in Mexico fell for the sixth month in a row in September in year-on-year terms (y/y), coming in at -
1.65% (corrected for seasonal variation - CSV), declining (-)1.15% compared to the previous month (m/m). The
decline in industrial output was due to the contraction in construction (-7.9% yly, CSV) and mining (-1.1% y/y, CSV).
Electricity, gas and water saw a minor rise of 1.0% y/y CSV and manufacturing increased 0.6% y/y CSV. In turn, the
IMEF manufacturing indicator declined (-)2.3% m/m in October. In line with this performance and thanks to a
slowdown in monthly growth for US industrial output in October (-0.1% m/m), we expect the industrial output indicator
for Mexico to show monthly growth of 0.0%. This would represent an annual decline of (-)0.72%, CSV.

Forecast: -0.72% yly, 0.0% m/m, CSV Consensus: N/A

Chart 3
New insured workers in the IMSS
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Source: BBVA Research, with Federal Mortgage Society (STPS) data.
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Markets, activity and inflation

Supported by the recent FED statement, the better-than-expected US job figures focused markets on economic

recovery and outweighed attention on the upcoming asset purchase tapering. This led to gains on stock markets

and stronger emerging currencies.
Chart 4

Stock markets: MSCI indices
(November 6, 2013 index=100)

Chart 5

Foreign exchange: dollar exchange rates
(November 6, 2013 index=100)
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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.

e Fall in global risk in light of better expectations for the US economy. Rates in Mexico declined at the end of the
week in line with US rates.
Chart 6 Chart 7
Risk: 5-year CDS (November 6, 2013 index=100) 10-year interest rates, last month
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e Inflation will end the year at 3.7% after the announcement of higher metro prices from December 13.
Chart 9
Chart 8 Observed and estimated GDP 4Q13
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Source: BBVA Research with INEGI data.
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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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