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Weekly Watch

Latin

Focus of attention on inflation and

monetary policy

The deterioration of global growth expectations has reduced concerns about inflation and
changed the focus of monetary policy, as shown by the surprising cut in the SELIC rate. This
week inflation figures in Argentina (unofficial), Chile and Venezuela could provide further clues
in this respect, in addition to the IPOM in Chile, and thus stimulate attention on interest-rate
decisions and messages from the central banks of Mexico and Peru.

The U.S. and the EU continue to generate high volatility across global markets

There has been an improvement in the mood of global markets, with expectations of a third
round of monetary easing in the US. as well as economic data slightly above expectations.
Latin American currencies were all up, except for the BRL, which reacted negatively to the cut
of 50 bps in the policy rate. Stock market indices closed up, particularly in the case of Brazil
and Mexico.
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Markets

BRL falls following the SELIC decision, the MXN moves up on figures from the
u.s.

Last week the global currency markets showed a positive bias due to expectations of a third
round of quantitative easing in the US. They were fuelled by the speech by Ben Bernanke in
Jackson Hole the previous week, as well as the minutes of the Fed meeting, which showed that
some members had agreed with such a move since the August meeting. In addition, US.
economic indicators surprised with mostly positive movements, which helped moderate cyclical
uncertainties.

In this context, most of the Latin American currencies ended up. Particularly notable was the
appreciation of nearly 1.6% in the MXN to Thursday, the best relative performance in the zone.
Another reason for the rise was that in previous weeks it had been lagging behind other
currencies in the zone, while the auction of put options by Banxico at the end of the week gave
signs of a more positive market with respect to the MXN. At the opposite end are the BRL, which
had depreciated by close to 4% to Thursday following the surprise decision by the COPOM to
cut the SELIC rate by 50 bps. We consider that the BRL could lose more in the near future,
although within a limited range.

Stock market indices perform well over the week

During the week, the stock markets and other risk assets performed well. The underlying reason
appears to be the creation of expectations related to the upcoming meeting of the US. Federal
Reserve towards the third week of September, after it was announced at the Jackson Hole
meeting that the meeting would be extended to discuss the available tools of monetary policy.
The performance was similar in the different regions, with Brazil and Mexico standing out
towards the end of the week: Brazil due to the surprising reduction in the policy rate, which at
one fell swoop removed doubts about the possibility of greater increases; and in the case of
Mexico, a highly significant trading volume (3 times the annual average) in reaction to the
imminent change of the basket of companies in the IPC index. Out go GCarso, Gfinbur, Ich and
Incarso; and in come Livepol and Ohlmex. We expect that the stock markets will remain at this
level of volatility, influenced by macroeconomic figures and the balance of sovereign risks.

Chart 2
Relative performance of Latin American currencies
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Brazil cuts SELIC rate to 12.0%
The COPOM surprised the markets by cutting the SELIC rate by 50 bps to 120%, given a more
difficult foreign scenario that is expected to reduce inflationary pressures in the country.

Signs of an economic slowdown in July

Industrial output was up 0.5% m/m in July (against an expected figure of 0.7%), with the year-on-
year rate down by 0.3%. In Argentina retail sales were up 29% and 30% vy/y. In Chile industrial
output grew by only 0.7% y/y, and was down 0.4% m/m. In Colombia, the indicator of Public
Works fell by 8% y/y in 2Q11, in line with the low level of execution of the investment budget.
Positive surprises in figures for the first half of the year

Private investment in Peru was up 15.9% in 2Q11. In Brazil, GDP slowed to 31% y/y (0.8% g/q) in
the same period.

Upgrade for Peru and Paraguay's long-term debt

S&P upgraded Peru’s debt earlier than expected, from BBB- to BBB, highlighting the continuity of
monetary and fiscal policy. In the case of Paraguay the upgrade was from B to BB-, supported by
the greater compensation paid by Brazil for the use of energy generated in ItaipU.

Credit shows steady growth in Mexico and Colombia

Credit to the private sector grew in Mexico by 145% in July, with an increase of 184% in
consumer finance. In Colombia, bank credit was up by 24.8% in June. In both cases there were
improvements in portfolio guality.

Cabinet change in Panama leads to political realignments

The President of Panama, Ricardo Martinelli, has dismissed the Minister for Foreign Relations,
Juan Carlos Valera, who is also Vice-President and leader of the Panamenista party, until now the
government’s main coalition ally. This confirms the break in the governing coalition which would
lose its majority in Congress if it does not consolidate alliances with other opposition parties.

Chart 3 Chart 4
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Comment

Comment

Downward revision for montlhy economic activity based on weak
manufacturing and mining figures. Retail sales slowdown slightly.

Importable goods prices and items related to exchange rate effect
explain low figure for August.
Comment

Slight increase in annual inflation expected due to the normalization of
food prices and a recent cut in internal gasoline prices.

There is some uncertainty about the industrial exports due to change
outlook of the United States.

Sales moderate in line with increases in interest rates.

Comment

With three consecutive months of growth and job creation rates stable
in the formal sector, along with real wages begin to improve, we
believe that consumer confidence will have continue growing, although
it might be at rates slightly lower than previous months.

Due to a strong reduction in the prices of agricultural produce, and the
favorable performance of several core components, inflation reduced
slightly in annual terms from 355% in july to around 345% in August.

Comment

In August prices kept growing fast, continuing a trend that started last
May, due to growing monetary pressures of fiscal nature.

Source: BBVA Research
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Calendar of events

Monetary policy decisions in Mexico and Peru
Consensus: rates stable

Forecast: rates stable

Previous:

After what happened in Brazil, and given the signs of a worsening of the global economic
environment, combined with low inflation, there is concern regarding the future of monetary
policy in the region.

Calendar of holidays

Brazil: September 3.
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DISCLAIMER

This document and the information, opinions, estimates and recommendations expressed herein, have been prepared by Banco Bilbao Vizcaya Argentaria, SA.
(hereinafter called “BBVA”) to provide its customers with general information regarding the date of issue of the report and are subject to changes without prior
notice. BBVA is not liable for giving notice of such changes or for updating the contents hereof.

This document and its contents do not constitute an offer, invitation or solicitation to purchase or subscribe to any securities or other instruments, or to
undertake or divest investments. Neither shall this document nor its contents form the basis of any contract, commitment or decision of any kind.

Investors who have access to this document should be aware that the securities, instruments or investments to which it refers may not be appropriate
for them due to their specific investment goals, financial positions or risk profiles, as these have not been taken into account to prepare this report.
Therefore, investors should make their own investment decisions considering the said circumstances and obtaining such specialized advice as may be
necessary. The contents of this document is based upon information available to the public that has been obtained from sources considered to be reliable.
However, such information has not been independently verified by BBVA and therefore no warranty, either express or implicit, is given regarding its accuracy,
integrity or correctness. BBVA 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 and securities or high-yield securities can involve high risks and are
not appropriate for every investor. Indeed, in the case of some investments, the potential losses may exceed the amount of initial investment and, in
such circumstances, 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 operation, as well as the rights, liabilities and risks implied by the same and the underlying stocks.
Investors should also be aware that secondary markets for the said instruments may be limited or even not exist.

BBVA 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 or any 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 or any of its affiliates’ proprietary trading and investing 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 (ii) redistributed or (i) quoted, without the prior written consent of BBVA. 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.

In the United Kingdom, this document is directed only at persons who (i) have professional experience in matters relating to investments falling within article
19(5) of the financial services and markets act 2000 (financial promotion) order 2005 (as amended, the “financial promotion order”), (i) are persons falling
within article 49(2) @) to (d) (‘high net worth companies, unincorporated associations, etc.”) Of the financial promotion order, or (i) 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.The remuneration system concerning the analyst/s author/s of this report is based on
multiple criteria, including the revenues obtained by BBVA and, indirectly, the results of BBVA Group in the fiscal year, which, in turn, include the results
generated by the investment banking business; nevertheless, they do not receive any remuneration based on revenues from any specific transaction in
investment banking.

BBVA is not a member of the FINRA and is not subject to the rules of disclosure affecting such members.

“BBVA is subject to the BBVA Group Code of Conduct for Security Market Operations which, among other regulations, includes 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”.

BBVA is a bank supervised by the Bank of Spain and by Spain’s Stock Exchange Commission (CNMV), registered with the Bank of Spain with number 0182.



	The U.S. and the EU continue to generate high volatility across global markets 
	Markets 
	BRL falls following the SELIC decision, the MXN moves up on figures from the U.S.  
	Stock market indices perform well over the week 
	 Highlights 
	 Calendar: indicators  
	Calendar of events 
	Monetary policy decisions in Mexico and Peru

	Calendar of holidays 
	 
	Market Data
	Charts


