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More evidence on the performance of the Mexican economy in 2Q11 while US
slows

For the second quarter of the year, relevant data on the Mexican economy underline the idea that
the negative surprise in output in April in indicators such as employment, confidence, automotive
production and the jobless rate was temporary. Although the data on the global outlook and,
specifically, the US, were below expectations, available information for Mexico continues to
reasonably point to GDP growth similar to 1Q1L The April IGAE has yet to be published (it is set for
release at the end of this month), but industrial production out on Monday 13 should provide
valuable information regarding the size of the possible impact of overseas moderation in Mexico.
In this sense, US economic indicators have come in below forecasts, pointing to an uncertain
slowdown in terms of intensity and length but generating debate even around a possible third
round of quantitative easing (QE3). However, it is highly unlikely that the Fed uses this measure
since the economy continues to grown and, for now, there are no deflation risks and financial
markets are operating normally. In any case, the Fed seems set to continue on its balance sheet
reinvestment strategy and assessing the need for additional measures which would not be
announced, where applicable, until the end of August at Jackson Hole.

Weaker US cycle leads to safe-haven effect in markets

There was a general strengthening in the USD over the week faced with high risks where a
weaker US cycle (and the re-emergence of debate around QE3), the uncertainty on Greek
sovereign debt and the ECB monetary pause set market performance. In this sense, the MXN saw
major drops due to its link with the US cycle. In fixed income, short sections of the curve seem to
have factored in a prolonged monetary pause in Mexico in the face of good inflation data and the
tone in Banxico releases, while the long sections are awaiting more clarity about the balance of
risks for output.
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Calendar: Indicators

Industrial Production April 2011
Forecast: -0.7% (2.4% yly) Consensus: NA. Previous: -0.2% (3.2% y/y)

Economic Analysis Industrial prodgction in April was affected as a consequence of Ipw parts supply from Japan due
to the tsunami in March. It should be stated that vehicle production fell 10.4% y/y in April, affected
by the technical stoppages in July and August that are usually scheduled to prepare production

Cecilia Posadas of new models being brought forward. Other indicators were also affected in April including

cposadas@bbvabancomer.com X . . f h .
producer and consumer confidence which meant negative surprises - both being influenced by
the relatively weak job numbers in the formal private sector for the fourth month of the year,
increasing by just 0.2% m/m.

The released automotive production and manufacturing production indicators in the US for April
should be considered (including May figures for automotive production) which showed weak
performance linked in some way to events in Japan. Based on these indicators, we forecast
Mexican industrial production to come in at the lower end our forecast range (-0.7% m/m), giving
the lowest monthly change since August 2009.

In any case, with regard to May, both confidence and employment, as well as automotive
production, saw a bounce to, in some way, compensate for the previous data. It should be stated
that we still do not have relevant data on the services sector which usually reacts with a certain
lag. In this sense, with the information to date, the MICA model based estimate points to a
quarterly change in GDP for 2Q11 of 0.7%, 0.2 pp above the 0.5% seen in the first quarter. This

figure has a certain downward bias awaiting the final impact of the current slowdown in the US on
the quarter.

Chart 3 Chart 4
Industrial production and automotive production (% Industrial Production and Manufacturing Production in
change y/y and level, thousands of units) the US (y/y % change)
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Markets

Generalized appreciation in the USD as a safe-haven asset; the MXN is one of

the most affected currencies due to its exposure to US cycle

As has been the case since mid-May, last week the behavior of global currencies was determined by
cyclical risk premiums in the U.S. and sovereign risk in the European periphery, as well as ECB
monetary policy expectations. However, this time there was a change in the trend of the USD as a
result of a negative surprise in the economic indicators. The U.S. dollar appreciated against most
developed and emerging currencies, and once more took on the role of risk-free currency. The above
occurred even with the market awaiting the ECB's decision. In this sense, with the chance of a more
hawkish stance appearing (this was not the case), a strengthening of the euro could have occurred. In
all, LatAm currencies showed mixed performances. The most affected was the MXN given Mexico's
greater exposure to the US economy. We expect it to continue trading with high volatility (11.65-11.85
range).

No clear movements over the week

The short sections in the MBONDS and IRS curve price in a prolonged monetary pause up to 2012, but
the higher maturities are still to fully incorporate this scenario. Inflation for May in Mexico confirms
upward pressure being higher contained, significantly reducing the likelihood of Banxico moving its
policy rate in 2011 This should eliminate the short-term monetary risk premium and extend the
exposure level to Treasuries performance. Thus, US economic data in the coming week could be
determining factors for markets to define a clearer direction trend given the doubts surrounding the
global cycle.

Stock markets under pressure with global economic data and sovereign risk.
Mexican companies with exposure to Peru (namely Amx and GMexico) have a negative contribution
on market performance last week. Macro figures will be key this week, with special weight put on US
and China industrial production data. The lack of definition on Greece may continue to weigh in the
short-term, but values reached after the adjustment have recovered their attraction. Therefore, we
could see direction moves as the solution date approaches.

Chart 5 Chart 6
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IPC.. The markets attempted bounce over the week was not
strong enough to place the IPC above 10- and 30-day rolling
averages and change to a positive short-term trend. The IPC
ended the week above the 34,800pts benchmark but until its
again starts to trade above 35360pts, the risk of a downward
slide remains. In this scenario, we have set the following floor at
between 34,000 and 34,200 pts.

Previous rec. the shortterm outlook should continue to be
under pressure as long as the 30-day (35,69 pts) and 200-day
(36,000 pts) rolling averages fail to rise.

Source: BBVA, Bancomer, Bloomberg
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The dollar breaks the P$11.60/11.80 lateral range over the
week, where it has traded for a month. The upward break in
resistance places the next target at P$12.00, P$0.20 above the
resistance, corresponding to the lateral range high.

Previous rec. Oscillating indicators point to a new return to
the high part of this range. Above this resistance comes in at
P$1190 and below the support at P$1L50.

Source: BBVA, Bancomer, Bloomberg
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3 YEAR M BOND: (performance). Spent the week trading
around the 200-day rolling average without managing to
come in above 10- and 30-day averages. We continue to
forecast an upturn toward 5.65%.

Previous rec: the 200-day rolling average comes in at 554%
from where we could see a bounce.

Source: BBVA, Bancomer, Bloomberg
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10-YEAR M BOND: (yield): Bounce from the 200-day rolling
average, closing the week slightly above the 10 day rolling
average. We believe it could extend toward 7.15% and if it
breaks, this would mark a short-term trend change.

Previous rec. Hits 200-day rolling average at 6.88%. We could
expect a bounce with resistance at 6.97% and 7.15%.

Source: BBVA, Bancomer, Bloomberg
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The gall in Chinese
exports and cut to
growth forecasts for
2011 by the World
Bank increase
concerns about
economic recovery
and lead to falls in
stock markets. LatAm
currencies fall due to
a search for safe-
haven assets.

Arise in risk aversion
due to uncertainty
surrounding the
length and size of
lower economic
output rates seen in
recent data.

US interest rates falll
while rates in Mexico
close higher due to
increased risk
aversion and the
search for safe-haven
assets.
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Markets

Chart 7
Stock Markets: MSCI Indices
(May 10, 2011 index = 100)
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Chart 8
Foreign exchange: dollar exchange rates
(May 10, 2011 index = 100)
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Source: Bloomberg and BBVA Research. Note: LATAM includes
Argentina, Brazil, Chile, Colombia and Peru. Asia includes the
Philippines, South Korea, Taiwan, Singapore, Indonesia and

Thailand.
Non-weighted averages

Chart 9 Chart 10
Risk: EMBI+ (May 10, 2011 index = 100) Risk: 5 year CDS (May 10, 2011 index=100)
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Chart 11 Chart 12
10-year interest rates*, last month Carry-trade Mexico index (%)
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For the time being,
recent output data
point to moderation
in April being
temporary linked to
industrial production

Recent inflation data
continue to show
downward surprises,
improving outlooks
for the year.
Meanwhile, output
data are mixed within
the moderation
context.

The monetary
conditions have not
changed and
continue to be loose,
with this loosening in
fact increasing slightly
in recent days.

Weekly Watch Mexico
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Activity, inflation, monetary conditions

Chart 13

BBVA Research Synthetic Activity Indicator for

the Mexican economy

Chart 14
Advance Indicator of Activity

(% y/y change)
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Chart 15 Chart 16
Inflation Surprise Index Activity Surprise Index
(July 2002=100) (2002=100)
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Chart 17
Monetary Conditions Index
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Source: BBVA Research with Bloomberg data. Difference

between recorded data and the Bloomberg consensus for

seven activity variables in Mexico. Standardized index. Rises

(falls): positive (negative) surprises.

Chart 18

Balance of Inflationary Risks* and Lending Rate
(standardized and %; monthly averages)
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considered to be reliable. However, such information has not been independently verified by BBVA Bancomer, and therefore no
warranty, either express or implicit, is given regarding its accuracy, integrity or correctness. BBVA Bancomer, accepts no liability
of any type for any direct or indirect losses arising from the use of the document or its contents.

Investors should note that the past performance of securities or instruments or the historical results of investments do not
guarantee future performance. The market prices of securities or instruments or the results of investments could fluctuate
against the interests of investors. Investors should be aware that they could even face a loss of their investment.

Transactions in futures, options or high-yield securities can involve high risk and are not appropriate for every investor. Indeed, in
the case of some investments, the potential losses may exceed the amount of the initial investment; in such circumstance,
investors may be required to pay more money to support those losses. Thus, before undertaking any transaction with these
instruments, investors should be aware of their characteristics, as well as the rights, liabilities and risks associated with these
securities and their underlying investments. Investors should also be aware that secondary markets for the said instruments may
be limited or may not exist.

BBVA Bancomer, or any of its affiliates, as well as their respective executives and employees, may have a position in any of the
securities or instruments referred to, directly or indirectly, in this document, or in any other related thereto; they may trade for
their own account or for third-party account in those securities, provide consulting or other services to the issuer of the
aforementioned securities or instruments or to companies related thereto or to their shareholders, executives or employees, or
may have interests or perform transactions in those securities or instruments or related investments before or after the
publication of this report, to the extent permitted by the applicable law.

BBVA Bancomer BBVA Securities Inc, BBVA Brazil, BBVA Continental, BBVA Banco Frances, BBVA Chile or any affiliate of the
BBVA Group, of its affiliates” salespeople, traders, and other professionals may provide oral or written market commentary or
trading strategies to its clients that reflect opinions that are contrary to the opinions expressed herein. Furthermore, BBVA
Bancomer or any of its affiliates” BBVA Securities Inc, BBVA Brazil, BBVA Continental, BBVA Banco Frances, BBVA Chile or any
affiliate of the BBVA Group’s proprietary trading and investment businesses may make investment decisions that are inconsistent
with the recommendations expressed herein.

No part of this document may be (i) copied, photocopied or duplicated by any other form or means (i), redistributed or
forwarded; or (iii) quoted, without the prior written consent of BBVA Bancomer. No part of this report may be copied, conveyed,
distributed or furnished to any person or entity in any country (or persons or entities in the same) in which its distribution is
prohibited by law. Failure to comply with these restrictions may breach the laws of the relevant jurisdiction.

This document is provided in the United Kingdom solely to those persons to whom it may be addressed according to the
Financial Services and Markets Act 2000 (Financial Promotion) Order 2001 and it is not to be directly or indirectly delivered to or
distributed among any other type of persons or entities. In particular, this document is only aimed at and can be delivered to the
following persons or entities (i) those outside the United Kingdom (ii) those with expertise regarding investments as mentioned
under Section 19(5) of Order 2004 (iii) high net-worth entities; and (iv) any other person or entity under Section 49(1) of Order
2001 to whom the contents hereof can be legally revealed.

This document is being distributed for BBVA Bancomer in Singapore by Banco Bilbao Vizcaya Argentaria (BBVA), Singapore
Branch purely as a resource and for general informational purposes only, and is intended for general circulation.
Accordingly, this research document does not take into account the specific investment objectives, financial situation, or
needs of any particular person and is exempted from the same by Regulation 34 of the Financial Advisers Regulations
("FAR") (as required under Section 27 of the Financial Advisers Act (Cap. 110) of Singapore ("FAA")).

Please note Banco Bilbao Vizcaya Argentaria (BBVA) is not an Authorised Deposit taking Institution within the meaning of
the Banking Act 1959 nor is it regulated by the Australian Prudential Regulatory Authority (APRA).

The remuneration system concerning the analyst/s author/s of this report is based on multiple criteria, including the results
obtained by BBVA Bancomer BBVA Securities Inc, BBVA Brazil, BBVA Continental, BBVA Banco Frances, BBVA Chile and by BBVA
Group in the fiscal year, which, in turn, include the results generated by the investment banking business, common
representation or credit related services, nevertheless, they do not receive any remuneration based on revenues from the
mentioned areas or a specific transaction in investment banking, common representation or credit related services.

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. Changes in regulations and the
risks inherent in electronic communication 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. As such, it should not be considered a substitute for the
direct advice provided by accounting and fiscal advisors or other competent consultants.
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All images and texts and texts are the property of BBVA Bancomer and may not be downloaded from the Internet, 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 Bancomer. BBVA Bancomer reserves all intellectual property rights to the fullest extent of the law. None of the
information contained herein may be interpreted as a concession by implication, exclusion or any other means, of any patent or
brand of BBVA Bancomer or of any third party. Nothing established herein should be interpreted as a concession of any license
or right under any BBVA Bancomer copyright.

BBVA Bancomer, as web as its executives and employees have adopted the Cddigo de Conducta de Grupo Financiero BBVA
Bancomer, which is available in our internet site www.bancomer.com.

BBVA Bancomer, BBVA and the entities of the BBVA Group, including BBVA Global Markets Research, are subject to BBVA
Group Policy on Conduct in the Securities Markets. In each entity where the Group Conducts Businesses in the Security
Markets, the Policy is supplemented with the Internal Standards of Conduct which, among other regulations, include rules to
prevent and avoid conflicts of interests with the ratings given, including information barriers. The BBVA Group Code of
Conduct for Security Market Operations is available for reference at the following web site; www.bbva.com / Corporate
Governance / Conduct in the Securities Markets.

BBVA Bancomer is regulated by the Comision Nacional Bancaria y de Valores.

“Banco Bilbao Vizcaya Argentaria S.A. (CE number AFR194) is regulated by the Hong Kong Monetary Authority and the
Securities and Futures Commission in Hong Kong”

BBVA Bancomer BBVA Brazil, BBVA Continental, BBVA Banco Frances, BBVA Chile as well as other entities in the BBVA Group
that are not members of the FINRA (Financial Industry Regulatory Authority), are not subject to the rules of disclosure
affecting such members.

This material is being distributed into the United States in reliance on an exemption from broker-dealer registration under
Rule 15a-6 of the Rules under the Securities Exchange Act of 1934. Any trades in the securities discussed in this report must
be effected through a U.S. registered broker/dealer as we are not authorized to accept any order to effect trades in any
security discussed in this report within the U.S.
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