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We do not expect any change in Banxico’s funding rate until summer 2012

Today, Friday, Mexico’s central bank noted the situation of abundant global liquidity flowing to emerging
economies —including Mexico- in search of returns. The Bank’s description of this is a first step —once
additional relaxation in US monetary policy takes place- towards including this in the balance of risks for
economic activity and inflation; this is particularly relevant in terms of the additional weakness of the dollar
and the relative appreciation of the peso in the context of capital flowing into the country. Here at BBVA
Research we already regard this situation of extremely lax monetary policy in the USA over a lengthy period
to be the central case; as a result, we believe that in a domestic context for economic activity with no
significant demand pressures and core inflation at historically low levels, Banxico will not change its
monetary policy until an increase in summer 2012. However, if capital inflows and the appreciation of the
Mexican currency intensify in 2011, Banxico may decide to reduce its base rate.

Global exchange and interest rates — no changes in the short term

Monetary policy is driving exchange rate performance globally: the Fed is going to increase liquidity; the
ECB does not seem to be given to additional relaxation through quantitative easing; and emerging
economies are in a situation where they might have to adapt their interest rates and intervene to limit the
rapid rises in their currencies. This outlook is not going to change before the G20 meeting in November.

The likelihood of high levels of liquidity resulting from quantitative easing in the USA is
continuing to drive the performance of the peso, and demand from foreigners is setting
the trend on the short stretch of the curve

Poor US economic figures at the end of the week reversed gains for the peso after the minutes were
released. The upwards trend continues and we expect the currency to fluctuate in the range 12.30-12.45 in
the short-term. Demand from foreigners is still determining the trend on the short stretch of the curve (1d to
1y), taking advantage of the arbitrage opportunity in the forward MXN market.
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The outlook for an increase in the funding Exchange Rate vs USD, percentage change
rate based on a survey of analysts (%)
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Economic Analysis Calendar: Indicators

Inflation for the first two weeks in October
Cecilia Posadas Friday, October 22: 0.46% mom (3.87% yoy) Consensus: 0.38% mom Previous: 0.40% mom (6.1%
c.posadas@bbva.bancomer.com yoy)

On Thursday, inflation figures for the first two weeks of October will be released: we forecast that inflation
Pedro Uriz Borras will experience its first significant increase in annual terms, increasing from 3.65% yoy in the first two weeks
pedro.uriz2@bbva.bancomer.com of September to around 3.9%. This increase is mainly due to pressures from non-core components affected

by the start of winter electricity prices and significant pressure from agricultural markets, which are
seasonally consistent but which may also reflect the adverse effects on agriculture of the heavy rains in
some states in September. Core inflation will remain under control in the absence of exchange rate
pressures and lower than expected demand; as a result of these factors, we forecast that it will increase by
0.24% in the quarter, reaching an annual level of 3.62%. Whilst we forecast that there will be an increase in
inflation in 4Q10, this is consistent with our inflation forecast of around 4.6% yoy at the end of 2010.

August retail sales and unemployment in September

Sales: Wednesday, October 20: 0.42% mom (2.5% yoy) Consensus: N.A. Previous: 0.0% mom (1.1%
yoy)

Unemployment: Friday, October 22: 5.1% Consensus: N.A. Previous: 5.2%

We expect to see a slight increase on previous figures -which were static- in the retail sales reported on
Wednesday, with sales in August having increased by around 2.5%. It should be noted that retail sales
indicators -such as consumer confidence and sub-indices of this such as the ability to acquire durable
goods- are still below their pre-crisis maximums, even though they have risen slightly.

September’s unemployment rate will remain relatively high, at around 5.1% in seasonally adjusted terms.
This unemployment rate is equivalent to around 2.5 million people. The persistence of high unemployment
rates may be related to job creation being concentrated in sectors such as manufacturing which are capital
intensive.

Both of these indicators are continuing to reflect the limited growth in domestic demand and the slowdown in
growth in foreign demand.

Chart 3
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Markets

The monetary outlook in the USA continues to affect the performance of the peso, and
poor US economic activity figures will temper gains in the currency

Whilst the main determining factor for the peso continues to be related to expectations of QE2 by the Fed, a
number of nuances are arising. Worse than expected US figures at the end of the week (e.g. employment
insurance and inflation) resulted in profit taking causing a return to a zone around 12.45, having reached
lows of 12.32 on previous days. However, the currency remains below 12.50, and therefore the peso
continues to be on an upwards trend.

Three factors are particularly important in terms of positioning: firstly, the weekly increase in 1M implicit
volatility of 0.50 vegas; secondly, during the week the remaining US$100 million of Banxico options were
exercise; and thirdly, the long speculative position in the MXN on the CME remained practically unchanged
at US$3.4 bn (up just US$38 million, a weekly increase of 1.1%). As a result of these factors, we expect the
currency to fluctuate in the range 12.30-12.45 in the short term.

Demand from foreigners is setting the trend on the short stretch of the curve, and the
expected monetary intervention will have an effect on the flattening of the medium-short
stretch

Demand from foreigners is continuing to set the trend on the short stretch of the curve (one day to one year),
taking advantage of arbitrage opportunities in the forward MXN market (implicit domestic rates in forward
markets lower than short-term local rates). These strategies have been accelerated by increasing
expectations of the implementation of larger global monetary stimuli and, as a result, strengthening of the
peso. During the week, the scale of the arbitrage reduced as a result of the increased demand for forwards
and profit taking on the peso.

The debt curve is resisting a context of increased elevation of the curve; however, there was a slight
increase in the slope during the week. We consider that the expected US monetary action in the context of a
slowdown will once again have an effect on the flattening trend of the curve, particularly in the medium and
short-stretches.

Chart 5
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government bonds and implicit rates on MXN: Long Non-Trading Positions in CME
the forward curve (bp) (US$mn)
200 -
5,000 -md pesos
150 - ' ’
+ B4
100 + 4,000 -
+ B2
50 -
3,000 -
0 - + 130
50 1 2,000 4 T 128
-100 ) | |
I 1000 1126
-150 |
200 - 0 ‘ ‘ ‘ 24
B Sep Dic 09 Malv Jun 10 Sep
20 +H---"""""“"“"“"“"“"“"—"—"—"—"—"—"—"—"—"—"——— = -1,000 - 12
-300 -
82333383383338333328383 2,000 - 2o
$3STScS355So335:55:3%53 N
5823223728320 582223°5280 [=—=1 Net position (Inverse scale) === MXN
Source: BBVA Research with data from Bloomberg Source: BBVA Research with data from Bloomberg
Page 3



BBVA Research

Market Analysis
Equity

Technical Analysis

Alejandro Fuentes Pérez )
a.fuentes@bbva.bancomer.com
5255 5621 9705

(*) Author(s) of the report

BBVA

Technical Analysis

CPI stock market index

Weekly Watch Mexico
October 15, 2010

36000 4

34000

33000 4

32000 4

31000 4

30000 4

2annn 4
a0
70
80
50
40
30
20 T T T
15/04/2010 15/06/2010 15/08/2010 15A0/2010

Source, BBVA, Bancomer, Bloomberg

CPI stock market index: The CPI continues reaching new
historic highs, having approached 35,000 pts on a couple of
occasions, from where it has shown day-to-day adjustments.
Over-buying remains high and the spread between short-term
oscillations is now up to 1,000 pts. We recommend profit
taking and expect an adjustment to where the support level
has become established at 33,450 pts.

Previous recommendation: We recommend reducing positions
and forecast movement to support levels of 33,700 pts and
33,000 pts.
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3 YEAR M BOND

MXN: The MXN has not managed to return to levels above
P$12.50, so the downward trend continues. The floor of
P$12.38 has been tested and respected, but in order to
consider that there has been a change in the short-term trend,
it has to break through the 10 day moving average (P$12.46)
and, in particular, P$12.50. Support levels at P$12.38 and
P$12.20.

Previous recommendation: High probability of reaching levels
of P$12.38 as the first floor and P$12.20 as the next floor.
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10 YEAR M BOND

3 YEAR M BOND: (performance): It has not managed to
consolidate the bounce back from the previous week, and has
returned to levels below the short term moving average. There
is renewed risk of falling to 5.10 which would be eliminated by
a rebound to above 5.20.

Previous recommendation: This gives a support level of 5.20
and resistance of 5.40.
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Source: BBVA Research with data from Bloomberg

Please see the important information at the end of the document

10 YEAR M BOND (performance): Return to the 6.0 zone. It
may begin to register a rebound from a double technical
bottoming out, but we need to watch that it does not break
through this floor.

Previous recommendation: Remains below the 10 and 30 day
moving averages meaning that the trend is still negative and
there is a risk of returning to the 6.0 zone.
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Depreciation of
currencies in the region
and falls in stock
markets at the end of
the week due to worse
than expected US
figures

Increased risk aversion
towards the end of the
week.

Fall in demand for
bonds in the face of
lower uncertainty about
monetary expansion.
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Chart 7

Share Markets: MSCI indexes (index Sep

15, 2010=100)
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Chart 9
Risk: EMBI+ (index September 15,
2010=100)
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Chart 11
10-year interest rates*, last month
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Chart 8
Currencies: Exchange rates against the
dollar (index Sep 15, 2010=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 10
Risk: 5-year CDS (index September 15,
2010=100)
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Economic activity, inflation, monetary conditions

Chart 14
Chart 13 Indicator of inflationary demand
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Chart 15 Chart 16
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Chart 18
Balance of inflationary risks* and bank
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to our recently published documents, which are available via e-mail, contact our analysts or visit our internet site
www.bancomer.com.

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 goal, financial position or risk profile, for these have not been
taken into account in the preparation of 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 are 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 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.
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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 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 Bancomer or any of its affiliates’ 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 (ii); 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 2001, (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.

The remuneration system concerning the analyst/s author/s of this report is based on multiple criteria, including the results
obtained by BBVA Bancomer 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.

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 Cédigo de Conducta de Grupo Financiero
BBVA Bancomer, which is available in our internet site www.bancomer.com.

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

BBVA Bancomer 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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