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ExternalConditions

A Thegrowth rate of the world economykept losingits dynamism
V Inthe U.§, economigyrowth remainedmoderate

V In the Euro Zone,economicactivity is expectedto have contracted
further.

V Inemergingcountries,economiayrowth continueddecelerating

A In an environment characterizedby weak growth of the world
economic activity and lower commodity prices, the following is
anticipatedin mosteconomies

V Inflationis expectedo moderatebythe endof 2012andin 2013

V Furthermonetarypolicyeasingis anticipated
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In the U.S, industrial production has lost dynamism and
employmentrecoveryhasnot consolidated
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In the Euro zone, fiscal and credit adjustments continued
negativelyaffectingeconomicactivity.

Euro Zone:
Industrial Production
Index JarR007=100; s.a.
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Euro Zone: Public Balance
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Euro Zone: Credit of Fina
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Measuresannouncedby financial authorities in main advanced
economiescontributed to improved conditions in international
financialmarkets

Credit Default Swap¥ 3-month LiborOIS and
Basis points EuriborEONIA Spread
Spread in basis points
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1/ 5-year CDSOn September6, the EuropeanCentralBankannouncedits new 2/ ForUnited Statesit refersto the 3-month LiborOISspread,and for the euro
programof sovereignbond buying area it refers to the 3-month EuriborEONIAspread On September6, the
Source Bloomberg EuropearCentralBankannouncedts new programof sovereignbond buying

Source Bloomberg
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Improved international financial conditions contributed to a
reboundin capital flows towards emergingmarkets

Emerging Economies: Accumulated Capital Emerging Economies:
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Source EmergingPortfolio FundResearch 1/ On September6, the EuropeanCentral Bank announcedits new

programof sovereigrnbondbuying
Source Bloomberg

2 . It ﬂation port
> DE
{l ] BANCO=MEXICO

JulySeptember 2012



The deterioration of global growth prospects, together with
better production outlook, suggestower commodity prices

International Price of
CrudeOill
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Inflation in 2012 and 2013 is expectedto be lower than in
2011in most countries

World Inflation
%
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During the third quarter of 2012 economicactivity in Mexico kept
expanding,althoughit started showingsignsof slowdown.

Global Indicator of Economic Activity Manufacturing Exports by
(IGAE) Region of Destination
Index 2003=100s.a. Index 2007=10Cs.a.
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Source INEGI Source Bancode Méxica
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Private consumption exhibited a growing trend, even when
someof its determinantssloweddown.
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Grossfixed investment presented slower growth in the third
guarter of 2012

Investment and its Components Producer Confidence Index Domestic Financing tdlon-
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Monetary Policy and Inflation Determinants

A In recent months monetary policy faced a difficult situation,
characterizedy the followingfactors

V Weakeningof externaldemandstarted to affect economicactivity,
with the possiblampacton inflation in Mexica

V A seriesof supplyrelated shocksled to a rebound in inflation,

which, althoughexpectedo be temporary,hasbeenpersistentand
of considerablanagnitude

A After balancingthe referred risks, the Board of Governors
decidedto maintainthe OvernightinterbankinterestRateat 4.5

percent,althoughit hasrepeatedlyexpresseconcernregarding
the evolutionof inflation determinants
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Monetary Policy and Inflation Determinants

A During the third quarter of 2012 average annual headline
Inflation increased and exceededthe upper bound of the
variabilityinterval aroundthe establishedarget.

V Thisevolutionis mainly accountedfor by increasesan agricultural
LINE R drdoes & Q

A Four products with the highest incidence on inflation stand out:
egg,chicken beefandtomato.

A Keepingin mind the transitory character of shocksaffecting
Inflation, the referred increaseis estimated to be temporary,
although these a K 2 (pbg¢raistencehas become a reason for

concern
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Higher annual headline inflation is mainly explained by the
iIncreasein somefood prices

Consumer Price Index
Annual % change

- 12

Source Bancode MéxicoandINEGI
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The behavior of annual core inflation has been the consequenceof

an adjustment in some LINE R dr@aiie (prices, rather than
generalizedprice increasedn the economy

Subindices of Core Subindicef Core CPI Excluding
Merchandise Prices Services Prices Food and Energy/
Annual % change Annual % change Annual % change
———————————————————————— - 10 -~ 10
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Source Bancode Méxicoand INEGI

Source Bancode Méxicoand INEGI 1/ Excludingfood at home (raw and processedfoods

and non-alcoholicbeverages)food outside home, and
energy

Source Bancode Méxicoand INEGI
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Non-core Inflation _increased due to the performance of
agrl(cj:_u_ltural LINE R dagficesadiven by climatic and sanitary
conditions

Non-core Inflation and Components
Annual % change

Subindexof LivestockProducts Prices
Annual % change

20
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Theoutput gaphasremainedaround zero.

Output GapV/
% of potential outputs.a.

|||‘A|V|||||||
—GDP 2/
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s.a/ Calculatedvith seasonallyadjusteddata.

1/ Estimatedusingthe HodrickPrescott(HP)filter with tail correctionmethod; seeBancode México(2009, & L y T RepdrtA@ilyJune200% RE69.
Theshadedareais the 95%confidenceinterval of the output gap,calculatedwith anunobservedcomponentsmethod.

2/ GDHiguresup to the secondquarter of 2012 IGAEIp to August2012

Source Calculatedby Bancode Méxicowith datafrom INEGI
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Diverselabor market indicatorskept recovering

IMSSinsured Workers" National Unemployment Rate
Million workers %;s.a
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Source IMSSand seasonallyadjustedby Bancode México Source NationalEmploymeniSurvey(EncuestdNacionalde Ocupaciéry Emple9,

INEGI
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Although it Is not a widespread phenomenon, some wage
negotiationsreachedhigher increasesthan those registeredin

the past

IMSS Reference Wagde
Annual % change

2

2 2 2

| 2008
| 2009
| 2010
2011
2012

1/ ThelMSSreferencewage (Salariobasede cotizacion SBCyonsidersthe daily average
earningsof IMSSinsuredworkers during a certain period and somefringe benefits (e.g.,
end-of-yearbonusesyacationbonusesand commissions)

Source Calculatecby Bancode Méxicowith datafrom IMSSand STPS
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Contractual Wage/
Annual % change

mm Total
——Public firms

——Private firms

2/ Thenumberof workersin firms underfederaljurisdictionthat annuallyreport their
wageincreasedo the Secretaryof Laborand SocialWelfare (Secretariadel Trabajoy
PrevisiorSocia) equalsapproximately2 million.

Soure: Calculatedby Bancode Méxicowith datafrom IMSSand STPS
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Medium- andlong-term inflation expectationsremainedstable.

Inflation Expectations for

the End of 2012
%
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—— Core

—— Non-core
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Breakeven Inflation and
Inflationary Risk

%
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1/ The breakeven inflation and inflationary risk implicit in 1.0
year bonds is calculated based on nominal and real interest
rates of the secondary market.

SourceBancode México estimate with data frordalmer




The national currengy vregisjered an appreciation trend in the
a

reference period an O dzNBoldingsky fdreign investors
kept rising.

Exchange Rate and its Expectations for the Government Securities Holdings by
End of 2012 and 2013 Foreign Investors
Pesos pedollar Billions of pesos
____________________________________ 16 1,000
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1/ Theobservedexchangeate is the daily FIXexchangerate. Thelatest data for Source Bancode Méxica

the observedexchangerate is November5, 2012 and the foreign exchangerate
forecastss November5, 2012

Source Bancode Méxicoand Banamexsurvey
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The aforementioned, together with stable longerterm inflation

equectations,causeddomestic Interest rates to remain stable as
well.

Interest Rates of Governmerfecurities' aSEAO2Qa , ASt R /
% %
—————————————————————————————————— - 12 90
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1/ SinceJanuary21, 2008 the one-day (overnight)interest rate correspondsto the Source Bancode Méxicoand Proveedointegralde PreciogPiP.

target for the Overnight Interbank Interest Rate Source Banco de México and
Proveedotntegralde PreciogPiP.
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Monetary Policy and Inflation Determinants

A Sofar, the evolution of different inflation determinantssuggestshe
following:

I. That the above referred supply shocks,even when they have been
successivehave not contaminatedso far the price formation processof
the economy

li. Thatthere is no evidencendicatingaggregatedemandrelated pressures
oninflation.

lil.Some wage increases higher than in previous months have been
observedalbeitmainlyin the publicsector

A However,n this context

V With inflation at high levelsduring variousmonthsdueto the persistence
of shocks,

V With the output gaparoundzero,

HTherisk of the price formation processbeing contaminated cannot be
ruled out.
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Forecasts for the Mexican Economy

GDP growth: Increasein the number of IMSSinsured
V Between 3.5 and 4.0% in 2012. workers:
V Between 3.0 and 4.0% in 2013. V Between600and 700thousandin 2012
V Between500and 600thousandin 2013
Fan Chart: GDP Growth Fan Chart: Output Gaf
- Annual%; s.a. 7 %
g - 2011 2012 2013 6 - 2011 2012 2013
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s.a/ Seasonallydjusted 1/ Calculatedvith seasonallyadjusteddata.
Source INEGhndBancode México Source Bancode Méxica

Inflation Report
JulySeptember 2012

1]:5'1 BANCO®MEXICO




Balance of Risks for the Economic Activity.

A Downwardriskshaveincreaseddue to prevailingfactorsthat could
Inducea more unfavorableenvironmentfor the Mexicaneconomy

V A morepronouncedlowdownof the U.S economy

V Anenvironmentof increasedvolatility and uncertaintyin international

financial markets, if no progressis made in solving the fiscal and
bankingproblemsin the EuroZone

V The slowdown of emergingeconomies like Brazil, Chinaand India,
couldintensify,further affectingglobaldemand

A Asopposedto the risksmentionedbefore, the growth scenariofor
Mexico could be favorably affected by the approval and

Implementation of structural reforms that strengthen domestic
sourcesof growth.
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Inflation Forecasts

A Headline inflation is anticipated to have changedits trend in
Septemberand the following elementsare expectedto contribute
to its further downwardtrajectory:.

V Aglobalenvironmentof weakgrowth.

V Absenceof considerabledemandpressureson the Mexicaneconomy,
evenif the degreeof slackness the labor markethasdecreased

V Intensifiedcompetitionin somesectors

V Fading of the effect that some food price shockshad on inflation
during2012

V The MXN appreciationafter the announcemenbf a further round of
monetaryeasing(QB) inthe U.S

V Coreinflation is also expectedto have changedits trend sinceAugust
2012
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