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Mexico Weekly Flash

Next week...

e Banxico set to keep monetary policy target rate

Friday next week, July 20, sees Banxico release its monetary policy decision. The latest data on economic activity and
inflation, alongside the recent central bank statement, are in line with maintaining the monetary pause. In terms of output,
although growth forecasts for this year remain above 3.5%, uncertainty around the external scenario and signs of a
domestic slowdown continue. This is true for industrial output in May which saw a larger-than-expected decline (-0.9% vs. -
0.2% m/m), especially in manufacturing (-1.4%). There was also a fall in confidence indicators. The recent performance in
these indicators is in line with signs of weak employment and manufacturing in the US. In terms of prices, the increase in
the non-core sub-index led to an upswing in inflation which hit 4.3% in June. Even at this level, the lack of demand
pressures and a favorable comparison effect in the final months of the year favor inflation coming in at the end of 2012
within the target variability band at the central bank. Nevertheless, we will need to watch the performance of prices in
poultry products and maize given the recent bird flu outbreak in Jalisco and the drought in the US possibly leading to
pressures, mainly temporary, on these markets. In terms of statements, the central bank has been very balanced regarding
inflationary risks: downward for an output slowdown and upward due to devaluation or supply shocks.

In short, we believe current inflation conditions and domestic growth, linked to uncertainty around the external
scenario, are in line with a monetary pause at least for the remainder of the year. However, we maintain a bias for a
cut if economic activity sees a significant downturn.

e High market volatility in fixed income in Mexico set to continue

Sustained demand for bonds from overseas and all-time lows in US T-bill yields meant the M10Y rate closed 6bp lower
over the week. In turn, the MXN saw high volatility and closed up 1%. With no important changes in the US and Europe,
this performance is likely to continue.

Chart 2
Chart 1 Weekly performance for the MXN, NT10Y and M10Y in
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Calendar: Indicators

Retail sales (July 19)
Forecast: 0.0% m/m, 4.8% yly Consensus: N.A. Previous: 0.9% m/m, 3.9% yly

Retail sales in May continued to expand strongly compared to last year. Nonetheless, a standstill in monthly terms does not stand
out. The job market continues to see buoyant, even increasing, growth of 0.5% for June which compares favorably with the 0.4%

seen over the three previous months on average. Nevertheless, annual growth in real wages continues to be modest for workers
insured in the IMSS and is even negative outside the formal market.

Job market figures for June will be released on July 20 with the percentage of unemployed, those in underemployment and those
in work in critical conditions (those working less than they would like and those working many hours with relatively low income)

being important. All these indicators will help calibrate the quality of jobs created, one of the keys for monitoring household
consumer domestic demand potential.

Chart 3
Retail Sales (% change y/y and m/m)
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Markets

e Yield curve in Mexico sees high volatility

Mexico's yield curve saw high volatility during the week, with a negative start that inverted at the end of the week due to
continued overseas demand and sustained record lows in US T-bill rates. The 10 year rate closed 6bp lower over the
week, while the 20 and 30 year bonds fell 2 and 3bp respectively. This means that the curve remains flat in the mid-
section despite major flattening in the long sections compared with the "belly" over previous days. We believe this
performance may continue to dominate in coming weeks although we expect to see lower relative performance in the mid-
section compared to long and short maturities.

e MXN strengthened 1% last week after trading in a wide range

Volatility in most risk assets remains high with no short-term factors on the horizon to change this performance. In turn, the
MXN remains highly sensitive to external factors in comparison to other currencies in the area. In this way, the size of
moves in reaction to the series of positive news in a scenario of prevailing risks is no surprise. We believe this will continue
to be the trend in the near future.

e Stock markets remain anxious due to global monetary signs

Equity markets awaited favorable news to realize advances over the week. This was seen on most major markets at the
end of the week after the release of Chinese GDP growth in line with forecasts and better-than-expected corporate reports
in the US (see chart JPM). Italy's debt downgrade by Moody's even moved into the background for markets.

Markets will remain anxious for details on the macro situation, the EMU fiscal integration and the monetary bias for the
main central banks. In this way, stock markets will focus on coming macroeconomic data in the US (industrial output, real
estate, retail sales, etc.), Europe (ZEW and inflation) and Mexico's monetary policy decision. In addition, 92 corporate
reports will be released in the US for 2Q12: the consensus forecasts an increase of 1.8% and 5.4% yly in revenue and
earnings per share. In Mexico, corporate revenue is expected to see 15% y/y growth and EBITDA 10.5%.

Chart 5
Weekly performance for the MXN, NT10Y and M10Y in Chart 6
2012 (100=Jan 1, 2012, weekly average) Share Indices: changes (%)
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Technical Analysis
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The adjustment we expected in the IPC failed to materialize, despite the 6
lower sessions on the US market. In this upward scenario for the US, we see
the IPC breaking down through the 40,000pts level as complicated. With the
weekly close at a new all-time high above 40,000pts, we can consider targets
at 41,000 and 41,500pts, a similar percentage to what we are forecasting for
the Dow and S&P. Major issuers on the IPC (Amx, Walmex, Cemex) have
started to come in above resistances which had not been hit for over a month.
The scenario ruling out this upward perspective would be a return on the IPC
to below 40,000pts.

Previous Rec. (9/7/12). The IPC adjustment may find an initial support at the
10-day rolling average at 39,800pts.

Source: BBVA, Bancomer, Bloomberg
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The dollar was unable to maintain the break of the 10-day rolling average
seen mid-week. With the return to levels below MXN13.40, the door is open
for a new return to the MXN13.25 level. We believe it may again respect this
floor.

Previous Rec. (July 9, 2012). The oscillating indicators suggest that this
bounce could continue towards the next targets at MXN13.50 and MXN13.80.

Source: BBVA, Bancomer, Bloomberg
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3Y M BOND (yield): Weekly bounce but still to break up through the previous
high. We believe it has marked a good floor at 4.65%.

Previous Rec. (9/7/12). Although it is close to very advance levels of over-
selling, we do not see a strong support until 4.55%.

Source: BBVA, Bancomer, Bloomberg
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Markets

e Better-than-expected US corporate reports, as well as speculation surrounding an increase in monetary
stimulus in Europe and China, lead to gains on stock markets at the end of the week. The peso
strengthened 1% over the week in a volatile environment.

Chart 7
Stock Markets: MSCI Indices
(June 13, 2012 index=100)

Chart 8
Foreign exchange: dollar exchange rates
(June 13, 2012 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

e Fallinrisk aversion over the week after the release more details on the Spanish banking bailout package.

Chart 9

Risk: EMBI+ (June 13, 2012 index=100)

Chart 10

Risk: 5-year CDS (June 13, 2012 index=100)
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e USrrates fall over the week. Rates in Mexico fell, influenced by the performance of Treasury bonds and

foreign investment inflows.

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

e Output 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
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Weighted sum of 21 different indicators of activity, expenditure and
expectation, based on trend series.
e Inflation ceases downward surprises while output moved up.
Chart 15 Chart 16
Inflation Surprise Index Activity Surprise Index
(July 2002=100) (2002=100)
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Source: BBVA Research with data from Bloomberg. Difference between
the expectations of economic specialists in the private sector.

recorded data and the Bloomberg consensus for seven activity variables in
Mexico. Standardized index. Rises (falls): positive (negative) surprises.

e Monetary Conditions ease due to exchange rate depreciation in May and June

Chart 18
Chart 17 Balance of Inflationary Risks* and Lending Rate
Monetary Conditions Index (standardized and %; monthly averages)
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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.



