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Mexico Weekly Flash

Next week...

e ... all eyes on Banxico. We maintain our forecast for the Lending Rate to continue at
4.5% although a major decline in inflation in the first two weeks of April would
increase likelihood of a cut.

- The more accommodating tone in the last minutes and later lower-than-expected inflation figure for March led to a
change in market expectations which points to a monetary policy rate cut on Friday April 20.

- We believe Banxico will keep the lending rate at 4.5% for the following reasons. Firstly, we believe inflation will
continue in the higher range of the central bank's target band (3% +/-1pp) for the rest of the year and may even hit 4%
over the summer. Secondly, in recent years the Mexican economy has seen a stable performance thanks to
implementing orthodox public policies. Nonetheless, it cannot be said that the price formation process has changed
enough for inflation to hit the 3% level in coming months (the price stability target) consistently. Thirdly, there is no
consensus on the Banxico board regarding possible effects in terms of credibility of a rate cut in a scenario where
inflation is in the higher band of the target range. Medium-term inflation forecasts are above the 3% target, specifically
at 3.5%, and yearly growth is expected to be around 3.5% (the mid-point on the Banxico forecast range). Inflation
continues to be exposed to both internal and external risks appearing, some of which led to rises in different months in
2009 and 2010.

- However, a major decline in inflation in the first two weeks of April, as well as lower economic growth outlook or a
stronger monetary easing tone in next week's statement from the US Fed, would support the position of members who
propose a lower lending rate. This would increase the likelihood of a cut.

e MXN strengthening and gains in long sections of the curve

- Greater MXN sensitivity to news on cyclical, sovereign risks and speculation on monetary bias in US and Mexico
remains. In turn, the MBond and TIIE curve saw gains over the week, with higher demand in the long section from
foreign investors.
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Calendar: Indicators

Inflation for the first two weeks of April (Tuesday, April 24)

1 - 0, 0,
Forecast: -0.08% bi-weekly 3.75% y/y Consensus: N.A. E/lr;rvc'ﬁus' BB bl e )

On Tuesday, inflation figures for the first two weeks of April will be released. We forecast a figure of -0.08% bi-weekly
due to a seasonal fall in electricity prices for the warm season. Inflation will remain stable in annual terms: 3.75% vs.
3.73% for March. Core inflation will have increased 0.03% bi-weekly with some upward pressures due to seasonal
increases in tourist services. These will reverse in the second fortnight of the month. Core inflation will remain highly
stable in annual terms: (3.35%). Inflation has recorded downward surprises in recent weeks but these were due to
more volatile prices such as agricultural prices. This means that if factors such as a major fall in the peso or a new
increase in grain prices around the world, inflation could see a bounce. This is why we believe that the inflationary
risk balance is balanced after a good price performance in the first quarter.

Retail Sales and IGAE for February (Monday 23 and Wednesday 25 April)
Forecast: Sales 0.0% m/m 3.7% yly  Consensus: N.A. Previous: 0.9% m/m 4.5% yly
Forecast: IGAE -1.4% m/m 2.1% y/ly Consensus: N.A. Previous: 0.5% m/m 3.8% yly

This will be an important week due to the release of output indicators providing information on the strength of
domestic demand. Monday sees the release of retail sales for February. We expect to see a negative effect due to
the leap year. This would mean, as we saw with industrial output, an adjustment that may be important in monthly
terms. Nevertheless, we believe that beyond how "bizarre” February's figures may seem, the relevant variables for
sales indicator performance such as employment and real salaries continued to show strength in the second month
of the year. On the one hand, employment (private formal) which in the month in question included 0.5% additional
workers over January, as well as real salary growth, will help in the expected adjustment for February not coming in
extremely high. On the other, consumer confidence has been stable with a slightly negative change over the previous
month in February and March (-0.1% respectively) without leading to a major adjustment.

In turn, the IGAE to be released on Tuesday 24 and with the already released industrial output (-1.7% m/m) will
provide important information on how services performed. We also believe that despite the adjustment possibly being
important, this does not point to a trend change but merely a temporary effect in output.
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Markets

e Despite high volatility, the MXN ended the week higher by 0.7%

- After seeing high volatility over most of the week, the MXN closed on Friday with a strengthening of 0.7%.
It again hit the edges among EM and G10 currencies, this time seeing the best relative performance. This
is not surprising since it remains highly sensitive to any type of news regarding the cyclical and sovereign
risks and, right now, regarding changes in expectations for monetary stances at Banxico and the Fed.

- We could see a consolidated return to the lower end of the range over the week if a relatively favorable
result from the G10 aligns with the continued recent tones from monetary authorities. In all, negative
output surprises persist, limiting any positive bias in the short-term.

e The MBond and TIIE curve saw gains over the week

- The long maturities saw greater activity, i.e. curves lost some slope excess. In this sense, we saw higher
demand in the long section from foreign investors. In fact, the SHCP auctioned the syndicated 30-year
Bond over the week (the first syndicated at this maturity) with high foreign investor participation.
Syndicated MBonds issued previously were for a maturity of 5, 10 and 20 years.

Chart 5
Mexico: MXN/USD and implied 1-month volatility
(ppd and %)

Chart 6
Mexico: Net Weekly Foreign Inflows to MBOND curve
(millions of MXN)
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Technical Analysis

IPC Stock Market Index
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Markets

e Stock markets marginally up over the week after the increase in world growth forecasts at the IMF. The
peso strengthened toward the end of the week due to better-than-expected business confidence data
from Germany and better corporate reports on Wall Street.

Chart 7
Stock Markets: MSCI Indices
(Mar 20, 2012 index=100)

Chart 8
Foreign exchange: dollar exchange rates
(Mar 20, 2012 index=100)
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e |ncrease in risk aversion
banks

Chart 9
Risk: EMBI+ (Mar 20, 2012 index=100)

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.
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e Slight fall in US and Mexican rates.

coming Friday, April 27
Chart 11
10-year interest rates*, last month

Source: Bloomberg & BBVA Research

Domestic rates continue to discount a cut in the lending rate this

Chart 12
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Activity, inflation, monetary conditions

e Output holds positive performance, situation indicators point to 1Q12 with quarterly rates around 0.5%.
Chart 13 Chart 14
BBVA Research Synthetic Activity Indicator for the Advance Indicator of Activity
Mexican economy (% change yly)
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Weighted sum of 21 different indicators of activity, expenditure and
expectation, based on trend series.

e The last inflation surprise was downward while, in general, activity continues to offer positive surprises.
Chart 15 Chart 16
Inflation Surprise Index Activity Surprise Index
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e Monetary conditions slightly strained due to recent exchange rate appreciation.

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





