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Next week...

The past takes center stage

This week brings the first official GDP estimate for 1Q11 when pointers for how 2Ql1 is going with
April data on confidence, employment and automotive output. We expect INEGI to confirm that
the Mexican economy continued to expand in the 1Q!! at a rate of nearly 1% (our forecast is 11%
and Banxico's, published last Wednesday, is 0.6%). Therefore, for now, it seems to be a quarter
with higher growth than 2Qll Most recent data on domestic and US formal employment,
industrial output and forecasts are in line with a GDP slowdown in the current quarter. In any case,
the first half of 201l would see growth shown in a change in the composition from higher
contributions from overseas and domestic demand where the conditions for growth (an
improvement in available household income, favorable financing conditions) continue.

The balance for the last week shows a wide operating range for the MXN and
an increase in government bond curves

External determining factors continue to dominate movement on financial markets in Mexico
where the MXN saw a wide fluctuation range (1154-11.74) according to the flow of cyclical,
sovereign and international monetary news. Nonetheless, liquidity factors remain whereby parity
could reach floors of 1155 if risk premiums ease. On bond markets, the downward move and
increased slope is in line with what was seen in the US. The reduction in risk premiums for some

corporations also stood out over the week after the Supreme Court’s ruling on the telecoms
sector.

Chart 1 Chart 2

IGAE Total (% change y/y and m/m) Bond Yield Curve (% and bp)
10 I 851" P
8 3
6 8.0 -1 6

2 /
N ‘I ’q, 75 4
0 /l\l/\ I III [ W I .I.Il
- o

il 0 7.0 -
| ||| | 0
2 .
p ) 6.5 . e
-6
6.0 -
-4
8 3
10 o 55 - . r . -6
8 8 8 883 8 3 38 2 S 3 2 o 3A 5A 7A 10A 20A
= < & o Fl s a o 5 5 o o g —
£ 3 805 £ 3 8§55 £ 3 § 0o 2 Weekly change Current
—
— VMm% yly %
Source: BBVA Research Source: BBVA Research and Bloomberg

SEE IMPORTANT INFORMATION AND ANALYST CERTIFICATION ON PAGE 7 OF THIS DOCUMENT

This document was produced by BBVA Bancomer, SA, Institucién de Banca Mdltiple, Grupo Financiero BBVA Bancomer. For more information, please contact the individuals stated on the cover of this document. No

part of this document can be reproduced, taken away or transmitted to those countries (or persons or entities from such) where distribution may be prohibited by current law. Non-compliance with these restrictions
may constitute an infraction of the law in the pertinent jurisdiction



BBVA ‘ RESEARCH }\//Ivatilelé%g/l\{atch Mexico

Calendar: Indicators

IGAE in March
GDPin 1Q11
_ _ IGAE: Thursday, May 19. -0.1% m/m, 3.3% y/y (previous: 0.3% m/m, 4.6% y/y)
Economic Analysis GDP: Thursday, May 19. 11% g/q, 5.6% y/y (previous: 1.3% q/q, 44% yly)
Cecilia Posadas
cposadas@bbva bancomercom This Thursday sees the release of first quarter GDP figures on the supply side. We believe it will

come in positive, perhaps even better than expected at the start of the year, although recent data
point to some weakness. Industrial output continued to improve largely due to the good
performance in key areas such as the automotive industry, machinery and equipment, and basic
metals. In this way, the average monthly variation in the first three months of the year for industry
was 0.2%, somewhat below the 0.9% average growth in the last quarter of last year. In turn, the
average change in the first two months of the year was 0.9% (0.2% in 4Q!0) in the service sector.
However, given industrial performance in March seeing a contraction for the second month in a
row, we should expect some slowdown in services, especially in those linked to manufacturing. In
all and in contract with the start of the recovery, up-to-date data point to growth driving output is
now more balanced and service components linked to domestic demand tending to maintain
more decided growth.

We forecast the March IGAE could have slightly slid back (-0.1% m/m), with changes of (-)4% m/m
in services and a primary sector which could somewhat recover from the negative production in
the previous three months (e. 7.6% m/m). W forecast growth of around 11% g/q in GDP for 1Q11,
although with March output data known and April confidence and employment, we cannot rule
out output adjustment having to a negative bias leading to a lower performance.
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Markets

MXN see a wide operating range but the liquidity factor is maintained

meaning support could come at 11.55 based on US news

Last week, the MXN was in a wide operating range of 11.54-11.74 due to different external factors.
On the one hand, most LatAm currencies were weaker in the face of greater monetary
restrictions in other countries (China and the UK) and a slowdown in the global cycle. In turn, this
led to a general fall in commodities prices. On the other, the European risk premium and news on
another possible rescue package for Greece led to pressure on most risk assets. Nonetheless, the
liquidity factor remained and, therefore, any news from the US would lead to support levels being
sought on the market (11.55). We expect this to continue in the short-term. In this sense, and given
the global outlook continues without clear directional dynamic, we forecast volatility to remain
high in the near future.

Downward move in the curve and increased curvature

The balance last week in the bond market showed an average 2bp downward move in the curve
with higher movement in the medium part (see chart the 5-year bill saw a 5bp rally), although a
sell bias remained in the long parts (see chart, 20-year increased 7bp). In turn, the curvature
increased: the slope between 20/10 years came in at 1lbp. The move is in line with US T-Bills,
where the curve rose 2bp.

Reduction in risk premiums for some corporations after the Supreme Court’s
ruling on the telecoms sector

The risk premiums for some Mexican companies in the telecoms sector reduced after the
Supreme Court refused the suspension of Cofetel actions. This means all interconnection
resolutions this Commission sets when operators fail to reach an agreement will be applicable.
This decision could directly lead to a higher operating cashflow for some companies in the sector
which use the interconnection service of the large Mexican telcos.

Chart 5 Chart 6
Bond Yield Curve (% and bp) Corporate spreads in dollar-denominated bonds in
the telecoms sector (bp)
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IPC: The IPC ended the week around the psychological support
level of 35000 pts, while Amx operated slightly below P$30.00.
We continue to believe that a technical upswing could be seen
from these levels in line with the lessons on overselling. If the
market is not able to respect this support, the following floor
would come in around 34,200 pts. This week’s movement led
to the spread between 10 and 30 day rolling averages on the
IPC running to 1000 pts. In the last 24 months, this spread level
was only reached twice before. Both occasions saw major
bounces.

Previous rec. Although we cannot rule out a movement in the
IPC towards 34,700/34500 pts, we recommend taking
positions that try to anticipate this upturn in the short term.

Source: BBVA, Bancomer, Bloomberg
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Over the week it again came close to the P$1150 floor from
where it bounced and managed to close above the 30-day
rolling average (P$11.66). This break leads to the possibility of a
move toward P$11.90 levels, while the support area comes in at
P$11.60, where the 10 and 30-day rolling averages converge.

Previous rec. With the oscillators giving buy signals, we could
expect an appreciation in the peso towards levels of MXN
1150, where the new floor should be.

Source: BBVA, Bancomer, Bloomberg
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3Y M BOND: (yield): Maintains its downward trend and is
under its initial 5.6% support. In order to consider a technical
bounce, it needs to break 5.7% and head toward 5.9%.

Previous rec. The spread between the 10-day and 30-day
rolling averages is still not so strong, so it may maintain its
downward movement.

Source: BBVA, Bancomer, Bloomberg
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10Y M BOND (yield). Reaches 72% and lateralizes move.
Significant resistance comes in at 7.3% and only breaking this
level would lead us to consider a trend change. Meanwhile,
the following floor holds at 7%.

Previous rec: We maintain short-term objectives at 7.2% and
7%.

Source: BBVA, Bancomer, Bloomberg
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Stock markets saw
falls in the face of
speculation on a
cooling in emerging
nations economies.
The IPC was also
influenced by the fall
in América Movil.
LatAm currencies saw
losses due to this
speculation.

Marginal fall in risk
aversion after the
rumor of a Greek exit
from the EU.

US and Mexican
interest rates fell due
to the possibility of
global growth coming
in lower.

Markets

Chart 7
Stock Markets: MSCI Indices
(Apr 13,201l index = 100)
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Chart 8
Foreign exchange: dollar exchange rates
(Apr 13,201l index = 100)
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Chart 9 Chart 10
Risk: EMBI+ (Apr 13, 2011 index = 100) Risk: 5-year CDS (Apr 13, 2011 index=100)
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Chart 1 Chart 12
10-year interest rates*, last month Carry-trade Mexico index (%)
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Activity continues to
recover moderately,
headed by industrial
output and followed
more slowly by the
service sector

Surprises in inflation
are biased
downwards, while in
activity, they are
mildly upwards.

The monetary
conditions have not
changes and continue
to be loose, although
with a very slight
deterioration in the
balance of inflationary
risks
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Activity, inflation, monetary conditions

Chart 13

Chart 14
BBVA Research Synthetic Activity Indicator for Advance Indicator of Activity
the Mexican economy (% y/y change)
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Weighted sum of 21 different indicators of activity,
expenditure and expectation, based on trend series.
Chart 15 Chart 16
Inflation Surprise Index Activity Surprise Index
(July 2002=100) (2002=100)
130 + 110 110
125 4 105 105
1201 100 100
115 4
9 9%
110 4
105 4 %0 £l
100 85 85
95 1 80 80
90 4
75 75
85 4
. N+—————————"——— T 70
T T T T T T T T T T T T o fal < wn o ~N @ [} o
3588538888088 TIfiiiiiiiiiiitiiy
€L c O &0 OO OO OO 2b 3030203030262 0:380
2802032863036 36386038630

Source: BBVA Research with data from Banxico from the
monthly surveys on the expectations of economic
specialists in the private sector.

Source: BBVA Research with Bloomberg data. Difference
between recorded data and the Bloomberg consensus for

seven activity variables in Mexico. Standardized index. Rises

(falls): positive (negative) surprises.

Chart 18
Chart 17 Balance of Inflationary Risks* and Lending Rate
Monetary Conditions Index (standardized and %; monthly averages)
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indicators for activity and inflation. A rise in the index points to a
greater weight of inflationary risks over growth risks and thus a
greater possibility of monetary restriction
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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 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 BBVA Securities Inc, BBVA Brazil, BBVA Continental, BBVA Banco Frances, BBVA Chile or any affiliate of the
BBVA Group, 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” BBVA Securities Inc, BBVA Brazil, BBVA Continental, BBVA Banco Frances, BBVA Chile or any
affiliate of the BBVA Group’s 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 (i), 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 200! 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 2004 (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.

This document is being distributed for BBVA Bancomer in Singapore by Banco Bilbao Vizcaya Argentaria (BBVA),
Singapore Branch purely as a resource and for general informational purposes only, and is intended for general
circulation. Accordingly, this research document does not take into account the specific investment objectives, financial
situation, or needs of any particular person and is exempted from the same by Regulation 34 of the Financial Advisers
Regulations ("FAR") (as required under Section 27 of the Financial Advisers Act (Cap. 110) of Singapore ("FAA")).

Please note Banco Bilbao Vizcaya Argentaria (BBVA) is not an Authorised Deposit taking Institution within the meaning of
the Banking Act 1959 nor is it regulated by the Australian Prudential Regulatory Authority (APRA).

The remuneration system concerning the analyst/s author/s of this report is based on multiple criteria, including the results
obtained by BBVA Bancomer BBVA Securities Inc, BBVA Brazil, BBVA Continental, BBVA Banco Frances, BBVA Chile 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.
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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 Cddigo de Conducta de Grupo Financiero BBVA
Bancomer, which is available in our internet site www.bancomer.com.

BBVA Bancomer, BBVA and the entities of the BBVA Group, including BBVA Global Markets Research, are subject to BBVA
Group Policy on Conduct in the Securities Markets. In each entity where the Group Conducts Businesses in the Security
Markets, the Policy is supplemented with the Internal Standards of Conduct which, among other regulations, include 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 / Conduct in the Securities Markets.

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

“Banco Bilbao Vizcaya Argentaria S.A. (CE humber AFR194) is regulated by the Hong Kong Monetary Authority and the
Securities and Futures Commission in Hong Kong”

BBVA Bancomer BBVA Brazil, BBVA Continental, BBVA Banco Frances, BBVA Chile 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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