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Inflation and depreciations could delay
monetary easing

In most countries September inflation was higher than in previous months and above market
expectations. This will not change the course of monetary policy in the short run, but in the
event of new surprises in inflation, with weaker currencies and no clear signs of a slowdown in
demand and employment, central banks will find difficult to lower interest rates.

Volatility remains high and Latin American assets are sensitive to global news
Although tensions in the financial markets have receded, they remain high, and currencies
continue to fluctuate within broad ranges subject to news from Europe and the US. In
particular, a favorable bias was observed at the end of the week in the BRL, MXN and PEN.
These movements could continue, while, the CLP and COP were subject to their exposure to
copper (global cycle) and local positioning.
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LatAm: Implied 1-month exchange-rate volatility
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Highlights

The central banks of Colombia and Peru maintain their reference rates
Some upward surprises in inflation

Economic activity and employment continue strong in August

Fewer foreign-exchange interventions this week

Initial September indicators do not show any deterioration in confidence
Energy: more problems in Venezuela, relief in Argentina
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Markets

Volatility remains high as markets await resolutions in the euro zone.

After hitting highs for the year in the second half of September, implied foreign-exchange
volatility stabilized, but at higher levels: over 20% for the main Latin American economies,
compared with minimums this year of close to 8%. The exchange-rate crosses in the region
have been sensitive to global factors such as announcements on sovereign risk and contagion
to the European financial system. Among the significant factors was an announcement at the
start of last week on the capital requirements of a Franco-Belgian bank (Deixa), Moody's
downgrade of Italy and weakness in the manufacturing sector in the euro zone. The result was
losses of close to -3% in the BRL, CLP and COP, but more moderate in the case of the MXN (-
14%) and PEN (-0.3%).

These currency movements in the region were reversed in reaction to a reduction in risk
aversion associated to a number of news and policy reactions in Europe and the US by mid-
week. The Latin American currencies reacted favorably to this scenario, with weekly
appreciations in the BRL (+4.2%), the MXN (+2.6%) and PEN +0.8%); while there were slight losses
in the COP (-0.9%) and CLP (-0.7%) as a result of movements in the copper price and positioning
factors in local companies.

The difference between the currencies may be attributed to local factors, such as rumors of
intervention in Brazil if the currency drops more steeply and statements by the Governor of the
Bank of Mexico suggesting the MXN is undervalued. We expect the high currency volatility to
persist, with fluctuations within a broad range, as long as there are no firm resolutions in Europe.

Latin American stock markets perform worse than developed economies; the

markets will assess the corporate results in the U. S.

Global stock markets have been following European sovereign risk. Markets in developed
countries performed slightly better than emerging markets and Latin America. The latter being
affected by fears of contagion in the Asian continent, in particular China, and consequent worries
over commodity prices. Over the coming weeks the markets are unlikely to change the focus of
attention from sovereign risk to corporate results.

Chart 2
Latam: Weekly exchange rate performance (2-Oct=100)
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The central banks of Colombia and Peru maintain their reference rates

The Central Bank of Peru kept its reference rate at 4.25%, and the Central Bank of Colombia at
450%. In both cases global uncertainty was a factor in their decision.

Some upward surprises in inflation

With the exception of Mexico and Venezuela, where inflation was lower than expected (0.25%
m/m, 34% y/y;: 16% m/m and 265% y/y respectively), there was a general, and sometimes
surprising, increase in inflation. In Brazil, inflation was 0.53% m/m (7.3% y/y), countering
expectations that it would begin to fall. In Chile the CPI was up 05% m/m (3.3% y/y), in line with
our expectations. In Colombia, the CPI was up 0.3% m/m (3.7% y/y), more than expected. In Peru,
inflation was 0.33%, O.1 pp more than expected..

Economic activity and employment continue strong in August

In Chile, IMACEC for August rose 4.6% y/y. In Colombia the unemployment rate was 10.4% in
August, a positive surprise for the analysts. In Mexico formal employment was up 4.0% y/y
(0.28% m/m). In contrast, in Brazil industrial output fell by 0.2% m/m in August (1.8% up y/y), in
line with expectations.

Fewer foreign-exchange interventions this week

The Central Bank of Brazil sold USD 34 billion through foreign-exchange swaps at the start of the
week, while in Peru and Argentina the volume of foreign-currency sales fell in response to
reduced pressure on the local currencies.

Initial September indicators do not show any deterioration in confidence

In Peru the index of business confidence increased by 2 points to 53 points in September, while
the index of consumer confidence increased from 56 to 57 points. In Chile, new car sales
accelerated to a growth of 12% y/y in September.

Energy: bigger problems in Venezuela, relief in Argentina

Unplanned electricity outages continue in Venezuela, with a negative impact on industrial
production. In Argentina, final testing began in the nuclear power plant Atucha Il It is due to

begin operating soon and supply power of 710 MW, equivalent to 25% of the total installed
capacity in the power grid.

Chart 3 Chart 4
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Argentina Data Period Forecast Consensus Previous Comment
Consumer Price Index 14-Oct Sep 201 09% m/m 08% m/m 08% m/m
Wholsale Price Index 14-Oct Sep 201 09% m/m
Cost Construction Index 14-Oct Sep 201 20% m/m
Brazil Data Period Forecast Consensus Previous Comment
Retail Sales 11-Oct Aug 201 010% m/m 140% m/m
Colombia Data Period Forecast Consensus Previous Comment
We expect a moderation in the imports of durable consumption goods
Y 9 o
Imports 130t Aug 20T 380% vy 28%yly that it will be offset by purchases of capital goods.
Trade balance BOct Aug 201 USD 193 miions USD 5457 millions  DeSPIe (e strength of domestic demand the high international
commodity prices could help to keep the trade surplus.
. Growth of the building permits is moderated, but continue in highs in
X o
Building permits 14-Oct Aug 201 16.0% yly 235% yly the year to date.
Mexico Data Period Forecast Consensus Previous Comment
Moderation in export manufacturing and automobile production point
X 9 9 o 9
Industrial Production 12-0ct Aug 20m 01% m/m (37% yIy) na 05% m/m (41% y/y) o low growth in the industry
Peru Data Period Forecast Consensus Previous Comment
Purchasing orders index 10-Oct Sep 201 50,0%
Hiring index 10-Oct Sep 2011 520%

Source: BBVA Research

Forecast: 5.25% (CL) and 4.5% (MX)

Calendar of events

Chile and Mexico: Monetary Policy Meeting (October 13 and 14, respectively)
Consensus. 5.25% (CL) and 4.5% (MX) Previous: 5.25% (CL) and 4.5% (MX)

We expect both countries to maintain their rates and give new signs with respect to future movements, particularly in

terms of concern about exchange-rate fluctuations.
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Calendar of holidays

Argentina and Chile: October 10.

Brazil and Venezuela: October 12.
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Stock markets (base index Jan09 =100)
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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.
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