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Next week ...

January 2014 balance of trade figures will be published; this is the first set of hard data for

evaluating foreign demand performance for the first few months of 2014.

On 26 February INEGI will publish the balance of trade for goods for January 2014. We should point out that
since 2000 goods exports in the month of January have always been lower than those of the preceding
December. This has not always been the case with imports, which has meant that on several occasions the
trade deficit has increased in January over the month before. This occurred in January 2013, when exports
went down over the previous month by nearly USD 2.9bn, and imports increased by a little over USD1bn. This
meant that the surplus of nearly USD1bn in December 2012 turned into a USD2.8bn deficit in January 2013.
In BBVA Research we expect the deficit in January 2014 to be around USD900mn, because the reduction in
exports is greater than that of imports this month. Furthermore, the performance of goods exports and imports
in January 2014 will be two key indicators for assessing the economy’s behaviour at the beginning of the year.
The momentum shown by these two variables will reflect, on the one hand, the external market conditions that
the country has to deal with and, on the other, the degree of reactivation that the Mexican economy
experienced in the first month of the year..

Week of relative calm in the financial markets

This week past was fairly calm in the financial markets, with limited movements in those assets perceived to
be high risk. Although this week, once again, there were worries about global growth, mainly after the
manufacturing confidence indexes, the PMIs, from China and the eurozone came in weaker than anticipated,
investor sentiment was hardly affected. The publication of the minutes of the Fed’s latest meeting, with a less
relaxed tone than expected, brought about some volatility to markets and losses on emerging market stock
exchanges. In this context, with no good news but without any noticeable effect on investor mood, emerging
currencies had only marginal movements. The peso lose 3 cents over the week, closing at 13.27ppd, a
depreciation over the week of 0.2%. Long term interest rates also remained pretty stable over the week. The
M10 bond closed at 6.36%, the same level as the Friday before, and down from its highest level of the week of
6.44%, reached when the tone of the Fed’s meeting minutes was published.
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Calendar: indicators

Occupation & employment in January 2014 (24 February)
Forecast: 4.77% Consensus: 4.85% Previous: 4.25%

Next week the occupation and employment indicator for January will be published, which will give us a basis for
change in the labour market and internal market for 1Q14. This variable is important in a context of slow change in
Mexico’s industrial output, in particular manufacturing, since in December this sector fell by 0.5% MoM, with non.-
adjusted figures, although the service sector seems to be performing better at the beginning of the year. So, for
January we expect the unemployment rate to increase, up to 4.77%.

Inflation in the first half of January 2014 (24 February)

Forecast: General: 0.23%, 4.32% Consensus: 0.19%, n/a Previous: 0.12%, 4.34%

Core: 0.22%, 3.08% Consensus: 0.22%, n/a Previous: 0.24%, 3.10%

In the first half of February we anticipate a fortnightly increase in headline inflation of 0.23%, putting YoY inflation
at 4.32% (compared to 4.34% we saw in the second half of January). For core inflation we forecast a fortnightly
increase of 0.22%, equivalent to 3.08% YoY. Our daily monitoring of the prices of fruit and vegetables indicates
another fall in these prices in the first half of February, while for core inflation the most important factor will be the
service component, which has been increasing somewhat more than expected. In any case, the figure for the first

half of February should confirm the beginning of a downward trend in inflation in annual terms after the increase as
a result of the tax shock in January.

Retail sales in December 2013 (25 February)
Forecast: 2.7% YoY, sa Consensus: 0.5 YoY Previous: 1.5% YoY, sa

On Tuesday 25 February the INEGI will publish the retail sales indicator for December 2013. In November and with
seasonally adjusted figures (sa), retail sales grew 1.5% YoY and by 3.1% MoM. We expect a monthly change in
December of -1.2%, although in annual terms the course is positive (2.7%). This forecast is in line with the ANTAD
sales indicator, which fell in December 1.2% MoM, sa.

Good trade balance January 2014 (26 February)

Forecast: - USD900 mn Consensus: USD537mn Previous: USD1.645bn
Chart 3
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Markets, output & inflation

e Depreciation of emerging countries’ currencies and losses in stock markets halfway through the week were
influenced by the report from the Federal Reserve’s monetary policy meeting, which indicates the consensus inside
the FOMC over gradual withdrawal from quantitative easing.
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e Slight rise in aversion influenced by the IMF’s warning about adverse effects of volatility in emerging markets over
world growth. Rates in Mexico show an uptick over the week.
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e YoY inflation stood at 4.5% in January as we expected. We believe that YoY inflation will start to drop in February
and we do not anticipate any second-round effects.
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Disclaimer

This document has been prepared by BBVA Research at the Banco Bilbao Vizcaya Argentaria, S.A. (BBVA) and by BBVA Bancomer. S. A.,
Institucion de Banca Miultiple and the BBVA Bancomer Finance Group, on their own behalf and is for information purposes only. The opinions,
estimates, forecasts and recommendations contained in this document refer to the date appearing in the document, and, therefore, they may
undergo changes due to market fluctuations. The opinions, estimates, forecasts and recommendations contained in this document are based on
information obtained from sources deemed to be reliable, but BBVA does not provide any guarantee, either explicit or implicit, of its exactitude,
integrity or correctness. This document does not constitute an offer, invitation or incitement to subscribe to or purchase securities.
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