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February 19 Monetary Policy Meeting: the monetary
pause will continue

The Bank of Mexico (Banxico) stated that in the absence of indirect effects on
inflation from increased public prices and indirect taxes, and if inflation
forecasts remain anchored, the impact of temporary shocks on inflation
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measures”), had an influence not only on delaying and reducing monetary
policy expectations from the market on the tightening of monetary policy, but
also on analysts' perspectives. If the consensus anticipated in December
2009 that the first increase in the bank lending rate would occur at the
beginning of the year, now, with this information from the first week of
February, it is now delayed to July.

The Banxico assessment of the risk balance for 2010-11 has been consistent
in its most recent communication, i.e. it remains moderately inclined towards
lower inflation. Banxico’s communication strategy continues to have a clear
goal: to maintain inflationary expectations well anchored. Therefore, we
predict that the report for the meeting on February 19 will continue to
emphasize the role of "the wide output gap” to soften the effect of the change
in taxes and public prices. We also forecast that Banxico will maintain the
bank lending rate and "wait-and-see" strategy, adopted after the previous
report on its monetary policy decision at January 15.

We believe that the Board will not rush to increase the interest rate, except in
reaction to adverse inflationary expectations and/or an accumulation of supply
shocks that results in a new upward revision of inflation forecasts, i.e. if price
pressures acquire a general character. Therefore, we continue anticipating
the balance of risks described by Banxico will continue to justify the
maintenance of the monetary pause throughout 2010.
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Macroeconomic and Financial Forecasts
Mexico 2008 2009 2010 1Q09 2Q09 3Q09 4Q09 1Q10 2Q10 3Q10 4Q10
Inflation (%, avg) 5.1 5.3 47 6.2 6.0 5.1 40 43 42 44 5.3
Core (%, avg) 49 5.3 5.0 5.8 5.6 5.1 47 47 49 5.0 52
GDP (real annual % change) 1.4 -6.8 3.8 -8.9 -8.9 -6.3 -2.9 4.9 5.6 2.9 1.8
Bank funding (% end of period 8.25 5.42 4.50 6.75 4.75 4.50 4.50 4.50 4.50 4.50 4.50
28-day Cetes (%, avg) 7.62 5.43 4.48 7.26 5.45 453 4.49 4.47 4.47 4.47 453
28-day TIE (%, avg) 8.28 5.94 4.90 8.01 5.92 4.90 491 4.90 4.90 4.90 4.90
M 10 years (%, avg) 8.37 7.98 757 8.02 7.86 8.12 7.94 7.90 7.67 752 757
Peso/dollar (avg) 11.1 135 13.0 14.4 13.3 13.3 13.1 13.2 13.2 13.0 12.7
U.S.
Fed Funds (%, end of period) 0.50 0-0.25 0-0.25 0-0.25 0-0.25 0-0.25 0-0.25 0-0.25 0-0.25 0-0.25 0-0.25
10-year bond (% avg) 3.64 2.35 3.075 271 2.35 2.00 2.35 2.55 3.00 3.25 3.50
Dollar / euro (avg) 1.47 1.39 1.27 1.29 1.38 1.43 1.46 1.42 1.38 1.35 1.32
*Forecastinbold
Financial Markets
February 4 to 11
Previous Week . Previous | Week % Previous | Week %
Spreads Currencies Bolsas
close chng. bp close chng. close chng.
U.S.corporate (BAA) 421 » Peso / dollar 12.96 -101 IPC 30,845.6 -141
EMB I+Mexico 165 -38 Real Brazil / dollar 184 -179 DowJones 10,1442 -123
EM B I+Brazil 205 -34 Dollar / euro 137 022 S&P 10785 -171
EMBI+LatAm 346 -25 Yen/ dollar 89.8 0.81 Bovespa 66,128.9 -146
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