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Next week...

e Banxico Minutes: discussion leads to neutrality

This coming Friday sees the release of the minutes from the monetary policy meeting on June 8. The statement signaled a
more neutral tone than previously seen. We believe the continuing debate on the Board surrounding the appropriateness of
a cut in the monetary policy rate will remain in the minutes, albeit here influenced by a worsening world economic growth
outlook and an 8.75% fall in the exchange rate since the March 27 meeting. These conditions led board members to
conclude that the balance of risks for output worsened and that for inflation remained unchanged, although with a higher
level of uncertainty due to the possible effect of the factors set out above. In this way, attention will need to be paid to the
opinions on the knock-on effect of the exchange rate for inflation since the statement highlighted that it is a risk not be ruled
out, albeit reaffirming that it has weakened in recent years. This last assertion was supported this week by the results
presented by Banxico in its Report on Regional Economies for January to March 2012. In a survey of 500 business
managers across all regions in the country, executives stated their reluctance to revise prices for their products or services
due to the exchange rate volatility and the higher competition they currently face.

In turn, attention will need to paid to board members' opinions on whether the most recent economic data from the US are
due to a seasonal effect or could already be pointing to adverse effects from the crisis in Europe.

e Major foreign inflows into domestic fixed income contributing to a higher MXN

After starting with losses due to uncertainty in Europe, the MXN (and other risk assets) slowed its drop at the end of the
week. This recovery is due to speculation surrounding additional quantitative easing at the Fed. The move may continue if
a favorable outcome in Europe is seen and with statements of support from the G20 and Eurogroup. Net foreign purchases
on the first three days of the week (to Wednesday) ran to almost USD1.0bn (MXN13.7 billion).

Chart 1 Chart 2
Estimated knock-on of exchange rate on prices and Mexico: Foreign capital flows to Mbonds
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Calendar: Indicators

Inflation in the first two weeks of June (June 22)

Forecast: 0.15% bi-weekly, 4.2% yly Consensus: 0.15% bi-weekly Previous: -.32% m/m, 3.89% yly

Next week inflation for the first two weeks in June will be published. We expect it to come in at 0.15% for the fortnight, implying a
bounce in the annual rate to 4.2% yly from 3.9% in May. This price increase is mainly due to the annual comparison effect with
June 2011. Although inflation will come in above 4%, we believe the performance to date is in line with it closing the year within
the Banxico target variability range (3% +-1%). We forecast core inflation to come in at 0.14% bi-weekly, with slight price
pressures in non-food goods and other services. We believe inflation remains under control due to the lack of demand pressures,
the limited knock-on of the exchange rate and the rise seen in fruit and vegetable prices being temporary. In turn, inflation may be
favored in coming months if international energy and grain prices continue to moderate.

Retail sales in April (June, 20)
Forecast: 1.0% m/m, 2.9% yly csv Consensus: N.A. Previous: -0.5% q/q, 4.1% yly csv

Retail sales indicators and service sector revenue in April to be released this week will continue to show the relative strength in
domestic demand. This was seen by 1% growth g/q in private consumption in national accounts' components released last week.
In this way, retail sales will have increased by around 1% in the month (2.9% y/y) while we estimate service sector revenue seeing
0.6% growth (3.5% y/y). While no data on real wages in the formal sector are yet available for May, indicators to April pointed to
year-on-year growth of 0.7%. Meanwhile, IMSS employment continued to expand at a rate slightly above 4% in April. In turn,
wages alongside bank and non-bank finance continue to prop up private consumption.

Chart 3 Chart 4
Inflation and components (y/y % change, fortnightly Retail Sales and Services Indicator
series) (Index, 2003=100)
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Markets

The MXN ended practically stable (weekly devaluation of 0.1%)

After starting with heavier losses due to the announcement of financial support for some Spanish banks and the
subsequent downgrade for the country, the MXN slowed its drop at the end of the week. In turn, in line with most risk
assets, the recovery is attributed to speculation surrounding additional quantitative easing at the Fed due to lower-than-
expected economic data.

The MXN rally could extend over the week

We believe the rally may extend in coming days if favorable results in the Greek election are seen with quantitative easing
at several global central banks which, in turn, could be signaled at the G20. In all, we see the rally possibly running to
levels not beyond 13.60. We should recall that the cyclical and sovereign risk continues to be high and, in our opinion, the
contagion factor for other peripheral nations will not disappear in coming weeks, at least not before the European summit.

Major foreign inflows into domestic fixed income also favoring the MXN

Net foreign purchases on the first three days of the week (to Wednesday) ran to almost USD1.0bn (MXN13.7 billion). As a
result of Wednesday's negotiations, flows have expanded toward the long yield tranches. As a reference, despite the
M2022 starting the week at 5.95%, it closed the day at 5.95%. The price effect, as we have stated, only appears as the
USTs provide a margin. We should recall that the higher inflows in the past only coincided with a rally half the time.

The Siefores saw no major flows. Only 244 million pesos (USD 0.017 bn), despite them purchasing MXN 4.065 billion
pesos of the M2022 in Tuesday's auction. Trading was dominated by the M2022 at the Tuesday auction.

Mutual funds saw outflows of 2.6 billion MXN (USD 0.204 bn). Other national investors saw sales of MXN 937 million (USD

0.07bn).

Chart 5
Mexico: Foreign capital flows to Mbonds
(June 11 through 13, MXN mn)

Chart 6
LatAm: Implied 1-month exchange-rate volatility
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Technical Analysis
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The IPC is still not triggering entry signs. The most important sign was
the bounce from the 200-day rolling average at the start of the week. It
has to break two major short-term resistances to consider a short-term
upward signal. Firstly, the 30-day rolling average (37,775pts) and then
38,200pts where the previous high sits. Oscillating indicators, taking an
upward trend and far from the over-purchase zone, suggest the upward
move may remain in the short-term. We believe that it will at least try
38,000pts and only if the Dow manages to come in above the 200-day
rolling average, could the IPC break through this resistance. An upward
break through 38200pts would set the next resistance at 39,500pts.

Previous Rec. Until it breaks down through the 200-day rolling average,
we do not recommend closing short-term positions. Above the 10-day
rolling average, the next resistance sits at the 30-day rolling average at
38,130pts.

Source: BBVA, Bancomer, Bloomberg
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3Y M BOND (yield): Downward break through the 200-day rolling average. The
downward move may extend toward 4.7% and, without a bounce, to 455%.

Previous Rec: Exit if it breaks down through 4.75%. Initial resistance at 4.85%.

Source: BBVA, Bancomer, Bloomberg
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10 Y M BOND: (yield): Maintaining its downward move and surpassing the low of
2011 It may extend the fall toward the 5.6% or 5.4% zone.

Previous Rec. Any bounce from this support could hit resistance at 5.9%.

Source: BBVA, Bancomer, Bloomberg
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Markets

e | ower-than-expected figures for industrial output and consumer confidence in the US, linked to the
uncertainty surrounding the Greek election on Sunday, increase market expectations of further monetary
support from central banks. This led to gains on stock markets and a stronger peso.

Chart 7 Chart 8
Stock Markets: MSCI Indices Foreign exchange: dollar exchange rates
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e Declinein global risk aversion over the week after market expectations that central banks will take
additional stimulus measures.

Chart 9 Chart 10
Risk: EMBI+ (May 15, 2012 index = 100) Risk: 5 year CDS (May 15, 2012 index=100)
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e 10Y interest rate in US moves down slightly over the week. Rates in Mexico see a fall, boosted by inflows
over the week.

Chart 11 Chart 12
10-year interest rates*, last month Carry-trade Mexico index (%)
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Activity, inflation, monetary conditions

e OQutput holds positive performance, situation indicators point to 2Q12 with quarterly rates around 0.7%.
Chart 13 Chart 14
BBVA Research Synthetic Activity Indicator for the Advance Indicator of Activity, trend
Mexican economy % change yly)
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Weighted sum of 21 different indicators of activity, expenditure and
expectation, based on trend series.
e |[nflation ceases downward surprises while output moved up.
Chart 15 Chart 16
Inflation Surprise Index Activity Surprise Index
(July 2002=100) (2002=100)
110 - - 110
130 - T 130
105 - - 105
120 120 100 A - 100
110 110 95 - - 95
100 100 90 - 90
85 A1 - 85
90 920
80 1 - 80
80 80 75 - - 75
70+H—T—T T T TrT7r—7T 77T T T Tr—T 7T 7TT1T1— 70 70 +—+—1—7T—T—T"—"T—"T""T"-"T""T"-—T"T"-"T"T"-—T"-—T"-—"T"-"1— 70
(a2} <t [Tel (<=} ~ [ee) D o i
£o2080823282822022S 835388885588832200
L DT OO oL TL2TDLTO DO D000 0000000000000 00
FTTT T eT e T dT 8T LILILILILIL L L 2L

Source: BBVA Research with data from Banxico from the monthly surveys on

the expectations of economic specialists in the private sector.

Chart 17

Monetary Conditions Index

Source: BBVA Research with data from Bloomberg. Difference between
recorded data and the Bloomberg consensus for seven activity variables in
Mexico. Standardized index. Rises (falls): positive (negative) surprises.

Monetary Conditions ease due to exchange rate depreciation in May

Chart 18

Balance of Inflationary Risks* and Lending Rate

(standardized and %; monthly averages)
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(i) are persons falling within article 49(2) (a) to (d) (“high net worth companies, unincorporated associations, etc.”) of the financial promotion order,
or (iii) are persons to whom an invitation or inducement to engage in investment activity (within the meaning of section 21 of the financial services
and markets act 2000) may otherwise lawfully be communicated (all such persons together being referred to as "relevant persons"). This document
is directed only at relevant persons and must not be acted on or relied on by persons who are not relevant persons. Any investment or investment
activity to which this document relates is available only to relevant persons and will be engaged in only with relevant persons.

BBVA Hong Kong Branch (CE number AFR194) is regulated by the Hong Kong Monetary Authority and the Securities and Futures Commission of
Hong Kong.

This document is distributed in Singapore by the BBVA's office in this country for general information purposes and it is generally accessible. In this
respect, this document does not take into account the specific investment goals, the financial situation or the need of any particular person and it is
exempted from Regulation 34 of the Financial Advisors Regulation (“FAR”) (as required in Section 27 of the Financial Advisors Act (Chapter 110)
of Singapore (“FAA”))

BBVA, BBVA Bancomer or BBVA Securities are not authorised deposit institutions in accordance with the definition of the Banking Act 1959 nor
are they regulated by the Australian Prudential Regulatory Authority (APRA)

GENERAL DISCLAIMER FOR THE EVENT THAT THE READERS HAVE ACCESSED TO THE REPORT THROUGH THE INTERNET
Internet Access

In the event that this document has been accessed via the internet or via any other electronic means which allows its contents to be viewed, the
following information should be read carefully:

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. BBVA does not warrant that this report and/or its contents published on the
Internet are appropriate for use in all geographic areas, or that the financial instruments, securities, products or services that can be referenced on
it are available or appropriate for sale or use in all jurisdictions or to all investors or counterparties. Recipients of this report acceding to it through
the Internet are acceding on their own initiative and are responsible for compliance with local regulations applicable to them.

Changes in regulations and the risks inherent in electronic communications 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.

All images and texts are the property of BBVA and may not be downloaded from the Internet, copied, 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. BBVA reserves all intellectual
property rights to the fullest extent of the law.



