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Mexico Weekly Flash

Next week...

e ...focus falls on the first output indicators for July in Mexico and the US

This last week was a good example of how global volatility is setting the short-term performance of the Mexican peso,
without major impact from domestic variables which show no major surprises. Inflation for the first two weeks of July was
0.1pp higher than expected due to higher poultry prices; the IGAE saw a -0.4% change in May (BBVA Research forecast: -
0.5%) and the trade balance in June was in surplus by 601 million dollars (BBVA Research forecast: +339 million;
consensus: -100 million). With no important news on the domestic front, the euro crisis continues to be the driving factor in
the peso rate with the currency being used as a risk hedge for emerging markets.

Neither do we expect to see domestic economic indicators changing the panorama for the Mexican economy this coming
week. Public finances in June (released: Monday, July 30) will continue to show sustained oil and non-oil revenue growth
given the way the cycle is going. Consumer confidence and manufacturing output for July will be more important (Friday,
August 3) which in June saw consistent declines with the US cycle running out of steam. In this way, we will see if the
cyclical situation is confirmed from July's ISM figures (Wednesday, August 1) and non-farm payroll (Friday, August 3). On
the domestic front, the minutes from the latest Banxico monetary policy meeting will need to looked at closely (Friday,
August 3) to see the Board's level of concern about the slowdown in global output and its impact on domestic output and
inflation.

e The MXN and MBonds diverged at the end of the week, with the currency closing with
gains and fixed income assets falling

Domestic curves and the MXN again showed divergence at the end of last week. Meanwhile, the currency ended up 1%
over the week and the Reference 10-year MBond yield moved up by 30bp
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Public Finances in 2Q2012 (July 30)

The second quarterly public finance report is released next week. We believe one of the most important aspects will be the
performance in budget revenues. Total revenues tally annual growth to May of 7.4%, a much higher rate than estimates after the
budget approval of 4.0% (4.5% if we take out the effect of the elimination of the federal tenure). However, this growth is due to a
17% rise in oil revenue and a 10.7% rise from non-oil institutions and companies. Nonetheless, tax revenue, which was expected
to increase 2.8% yly (3.8% without tenure) accumulated a growth rate of 0.8% y/y to May due to VAT receipts only increasing
2.1% while IETU business tax fell -17.4%, in addition to the aforementioned vehicle tenure cancelation. In this way, although

public revenue is higher than expected with the main items increasing over the last 12 months (Chart 4) even higher than
expected, these increases are mainly based on oil.

Consumer and producer confidence in July (August 3)

Forecast:

Consumer: 0.4% m/m, 95.6 pts

Producer: 0% m/m, 52.7 pts

The producer and consumer confidence figures for July are set to be released this week. Consumer confidence benefitted from

Consensus: N.A.

Previous: -1.3% m/m, 95.2 pts
Previous: 0% m/m 52.7 pts

the consistent increase in the IMSS which grew at a rate of nearly 0.4% monthly in the last 18 months and recently even increased
to 0.5% m/m. In short, the confidence level continues to be below what is was before the 2009 recession which could be linked to

low real wages growth. Finally, growth, albeit modest, in consumer confidence is a support for private consumption alongside

access to finance.

In turn, we forecast manufacturing producer confidence to have remained stable in July within a framework of a continual
slowdown since mid-2010, in line with the slowdown in industrial output. Several indicators linked to industrial activity such as US

industrial output and the ISM there point to a slowdown toward the third quarter. This would be in line with contracted foreign

demand for manufacturers.

Chart 3

Budget revenues and components (% change yly)

Chart 4

Confidence: consumer and producer (July 07 = 100)
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Markets

The MXN and MBonds diverged at the end of the week, with the currency closing with
gains and fixed income assets falling

Domestic curves and the MXN again showed divergence at the end of last week. Meanwhile, the currency ended up 1%
over the week and the Reference 10-year MBond yield moved up by 30bp. Initially, losses on the curve were due to a
more marked risk aversion scenario in the face of concerns that Spain would need a bailout (beyond the financial support
approved for the banking system). Nevertheless, as the days went by, higher investor spirits (leading to a 3% rise in the
peso from its weekly high of 13.78) did not spread to fixed income assets. MBonds, however, correlated again with USTs
although, in our opinion, the reasons for this were not the same. We believe the move in the curve was led more by
technical strategies among domestic investors than a negative view from overseas.

In fact, it should be highlighted that while most losses were concentrated in the medium term, foreigners invested in the
MBond 2022. Indeed, our estimate for net purchases shows that from Monday to Thursday foreign capital inflows for this
bond were MX 3.8 bn while the Siefores had a net flow of MX 843 mn for that product. On balance, foreign inflows were
positive (MX 3.778 bn) but exit moves were seen in longer maturities (the 2038 and 2042 bonds saw an exit of MX 1.541
bn). Meanwhile, the Siefores went for MBonds with only investment companies seeing exits from the curve (MX 404 mn).
In our opinion this shows that trading over the week comes from technical adjustments and that range dynamics should

prevail.
Chart 5
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Technical Analysis

IPC

The week ended with a weekly balance above the 41,000pts resistance level.
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Markets

e Gains on stock markets over the week and a rise in emerging currencies after the ECB chair stated that
all necessary measures would be taken to safeguard the euro. This statement was understood as a sign
of a new round of bond purchases contributing to stable access to markets for peripheral nations in the
euro zone.

Chart 7 Chart 8

Stock Markets: MSCI Indices
(June 27, 2012 index=100)

Foreign exchange: dollar exchange rates
(June 27 2012 index=100)
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e Fallin risk aversion due to a possible ECB intervention in coming weeks
Chart 9 Chart 10
Risk: EMBI+ (June 27 2012 index=100) Risk: 5-year CDS (June 27 2012 index=100)
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e Increase in Mexican interest rates over the week mainly due to lower global risk aversion and higher US
rates.
Chart 11 Chart 12
10-year interest rates*, last month Carry-trade Mexico index (%)
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Activity, inflation, monetary conditions

°
Chart 13

BBVA Research Synthetic Activity Indicator for the

Mexican economy

Chart 14
Advance Indicator of Activity, trend
% change yly)

Output holds positive performance, situation indicators point to 2Q12 with quarterly rates around 0.7%.
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e |nflation ceases downward surprises while output moved up.
Chart 15 Chart 16
Inflation Surprise Index Activity Surprise Index
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e Monetary Conditions relax after higher inflation in June.
Chart 18
Chart 17 Balance of Inflationary Risks* and Lending Rate
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The remuneration system concerning the analysts responsible for the preparation 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.

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) (a) to (d) (*high net worth companies, unincorporated associations, etc.”) of the financial promotion order,
or (iii) 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.

BBVA Hong Kong Branch (CE number AFR194) is regulated by the Hong Kong Monetary Authority and the Securities and Futures Commission of
Hong Kong.

This document is distributed in Singapore by the BBVA's office in this country for general information purposes and it is generally accessible. In this
respect, this document does not take into account the specific investment goals, the financial situation or the need of any particular person and it is
exempted from Regulation 34 of the Financial Advisors Regulation (“FAR”) (as required in Section 27 of the Financial Advisors Act (Chapter 110)
of Singapore (“FAA”))

BBVA, BBVA Bancomer or BBVA Securities are not authorised deposit institutions in accordance with the definition of the Banking Act 1959 nor
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.



