Economic Analysis
BBVA October 24, 2012

Mexico Flash

Banco de México: No change in fondeo rate and a slightly more
hawkish tone

« The persistence of supply shocks impairs the inflation balance of risks in the short term and
could lead to a slightly more hawkish tone.

« However, the temporary nature of the shocks, in addition to the absence of second round
effects and increases in inflation expectations, are consistent with a monetary pause.

The increase in inflation above 4.6% could lead to a slightly more hawkish tone, nevertheless the monetary pause
will prevail. The less neutral tone of the last statement could turn slightly more hawkish as the greater persistence
of food and energy prices impairs the inflation balance of risk in the short term. In fact BBVA Research estimates
than inflation will remain above 4.0% at least until the first quarter of 2013.

In spite of the recent inflation spike above the target, we expect the monetary pause to remain. The latter based on
the following factors: i) At present, there is no evidence of second round effects. Wage indicators are not growing,
while core and inflation of services, gauges more associated to demand pressures on prices, are clearly below the
upper bound of the variability interval of the inflation target; ii) recent data of foreign demand (e.g. manufacturing
exports and automobile production) have shown moderation. This pattern, if confirmed, would make more lasting
the current slack in domestic markets. iii) midterm inflation expectations have not been affected by the recent
inflation increase. This suggests that, to a certain point, analyst consider this increase as transitory. iv) The
discussion about the costs and benefits of a policy reaction to supply shocks is still pending between Banxico’s
Board members.

The aforementioned factors in addition to an expected inflation slump during the second half of next year lead us to
think that the monetary pause will remain during 2013. However, it is worth noting that if evidence of second round
effects emerge, the monetary stance could tighten.
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Core inflation and inflation of services (%YoY) US Manufacture and Mexico’s manufacture exports (%
mom, trends)
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Disclaimer

This document was prepared by Banco Bilbao Vizcaya Argentaria’s (BBVA) BBVA Research and BBVA Bancomer S. A., Institucion de Banca Multiple, Grupo Financiero BBVA Bancomer on
behalf of itself and is provided for information purposes only. The information, opinions, estimates and forecasts contained herein refer to the specific date and are subject to changes without
notice due to market fluctuations. The information, opinions, estimates and forecasts contained in 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. This document is not an offer to sell or a solicitation to acquire or dispose of an interest in securities.
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