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Highlights

e Government spending cuts are outdone by better trade on GDP revision

After a slightly worrying negative GDP figure for the advanced 4Q12 estimate, preliminary figures show a
reversal to a positive 0.1% on a QoQ seasonally-adjusted annualized basis. Government spending and private
inventories had pushed down the advance figure and were revised down even further in the second report.
Overall government expenditures declined 6.9% from the previous 6.6% drop in the first estimate as the initial
spending cuts from fiscal negotiations were implemented. Private inventory investment was also revised down to
-1.5%, though this could imply a rebuilding of inventories, and ultimately upward pressure on growth, for the first
part of 2013. Personal consumption was also revised down slightly from 2.2% to 2.1%

While the above components weighed on the 4Q12 GDP figure, other components saw more positive revisions.
Final sales of domestic product were revised up to 1.7% from the prior 1.1% for the quarter, still lower than the
3Q12 figure but matching the rate seen in 2Q12. Both nonresidential and residential fixed investment contributed
a bit more to GDP growth in a positive manner. The second report was also bolstered by a better trade outcome
for December. The trade deficit declined on account of stronger export growth, which subsequently boosted the
contribution of net exports to GDP. Overall, this does not change our expectations for 2013 growth, with some
momentum carrying over into 1H13 but then a pickup in activity later in the year once businesses and consumers
adjust to new fiscal measures

e Personal spending grows while income falls sharply after December’s spike

The personal income and spending report for January sheds light on exactly how consumers tried to avoid the
worst of Washington’s tax and spending fears. Consumption rose by 0.2% as individuals did not adjust their
spending habits much in reaction to the expiring payroll tax cut that hit in January. The goods portion of
consumption fell by 0.25% on lower durable goods consumption while the driver for spending came from the
services sector, up 0.38%.

In general, the fact that consumption held up in January was somewhat of a surprise, particularly considering the
report’s counterpart. The 3.6% decline in personal income, the most in 20 years, was a mixture of actions that
took place in December and a less sanguine beginning to 2013. The most abrasive cut to income was the reset
to a 2% higher payroll tax that emerged from a final hour deal in Washington, raising the rate back to the pre-
Bush level and cutting into disposable personal income immediately in January. Companies were fearful that
other taxes and rates might be changed for the New Year so they doled out dividends to the tune of a 32% rise
from November. Come January, that figure axiomatically had to decline and it did so by 34% as dividends
returned to their regular schedules. The disposable income figure (income minus current taxes) shows the brunt
of the damage: a decline of 3.9% due mostly to the payroll tax increase.

Graph 1
Contributions to Real GDP Growth
40Q12 Preliminary Estimate, SAAR Percentage Points

Graph 2
Real Personal Income and Spending
YoY % Change
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Week Ahead

ISM Non-Manufacturing Index (February, Tuesday 8:30 ET)
Forecast: 55.1 Consensus: 55.0 Previous: 55.2

The ISM-Non-Manufacturing Index declined slightly to 55.2 in January despite better-than-expected hiring in the
services sector. For February, we expect the index to remain strong but unflinching as the latest data show little
movement in the underlying factors related to the report. Retail sales came in relatively flat in January with little
indication that it will jump in February, a reflection of the business activity component of the ISM. Weekly retail sales
indicators show mixed reports but the majority have the latter half of February showing growth. Coupled with the gains
in the housing market, home goods and furnishings are likely to keep growing along with auto sales which have picked
up within the last few months. The latest report on personal consumption suggested an increase in demand for
services to start the year, which could give a boost to this index for the month.

International Trade Balance (January, Thursday 8:30 ET)
Forecast: $-41.0B Consensus: $-43.0 Previous: $-38.5

Following the significant improvement in the U.S. trade deficit in December, a reversal is likely to take place in
January as the latest data point to a slowdown in manufacturing and production export activity. A large driver in the
December report was the export of fuels, specifically oil and natural gas. While U.S. production of oil and natural gas
continues to rise, we expect that exports of fuels will emerge a bit weaker in January due to political headwinds and
still sluggish growth abroad. However, the ISM manufacturing and services reports for January noted continued
growth in export orders at a slightly faster pace than imports. Overall, we expect imports to remain relatively subdued
due to the weaker dollar in January and ongoing demand for domestic goods such as vehicles and small equipment.
With little pent up demand from the holiday season, a weaker import figure and ailing export demand will likely lead to
a widening of the trade balance, albeit only for the short term, as trade begins to reignite global demand.

Nonfarm Payrolls & Unemployment Rate (February , Friday 8:30 ET)
Forecast: 152K, 7.9% Consensus: 150K, 7.9% Previous: 157K, 7.9%

Nonfarm payrolls are expected to rise in February at a similar pace as in January as economic indicators suggest little
disruption in the workforce. February initial jobless claims show some increases in the number of those filing for
unemployment benefits, though the monthly average thus far is pretty much on par with January. Consumer
confidence reports suggest little change in individuals’ outlook on job availability, though overall sentiments have
improved since December. The Dallas, New York, Richmond and Philadelphia branches of the Federal Reserve have
reported improving employment conditions for February at varying degrees in the manufacturing sector. While the 6-
month outlook remains relatively strong, February continues to show little substantive evidence for a decline in the
unemployment rate below the 7.8% reached late in 2012. The Federal Reserve has hinted that 2013 is poised to be a
strong year for employment but most Fed representatives believe that growth will accelerate later in the year as
budgetary issues subside.

Wholesale Inventories (January, Friday 10:00 ET)
Forecast: 0.3% Consensus: 0.3% Previous: -0.1%

Wholesale inventories are likely to remain in decline as manufacturing reports show subdued gains for January, but
still an improvement over December’s decline. Regional Federal Reserve manufacturing surveys across the districts
show reduced inventories as shipments rose with little restocking from new orders. For example, the Philly Fed survey
noted a drop of 6.5 points on its inventory index for January with a concurrent decline of 4.3 for new orders. This
simultaneous emptying of inventories was survey wide, save a few smaller areas, and will likely cause the wholesale
inventories report to show some signs of only modest growth until demand picks up again and warehouses are refilled.
The durable goods report for January showed that, excluding transportation, its measure of inventories also decline by
0.1% which continues its month-to-month decline since November. However, we do expect that demand for durable
and nondurable goods will increase over the coming months as new orders on both Fed surveys and the durable
goods report have risen.

Market Impact:

This week continues the trend of large economic variables that play a major role in assessing the strength of the
current economic recovery. The U.S. trade deficit will be released midweek and is expected to show a slight increase
due to changing global demand. Then comes employment for February which is expected to come back mildly
changed as there is little evidence to suggest major moves throughout the economy in terms of employment. While
these two factors always warrant some market reaction, the week will be shadowed by the sequester engagement in
Washington and a continued ear to Congress or the senate for attempts to reduce the cuts.



Economic Trends
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Financial Markets
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Financial Markets
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Interest Rates

Table 1 Table 1
Key Interest Rates (%) Key Interest Rates (%)
A4-Weeks Year Week 4-Weeks Year
Last Weekago ago ago Last 290 290 290
- 1M Fed 0.14 0.16 0.14 0.11
Prime Rate 325 325 325 325 3M Libor 0.28 0.29 0.45 0.48
Credit Card (variable) 14.50 14.50 14.46 14.10 6M Libor 0.46 0.46 0.65 0.75
New Auto (36-months) 2.48 2.44 247 354 12M Libor 0.75 0.76 0.98 1.06
Heloc Loan 30K 528 538 538 554 2yr Swap 0.8 049 04z 052
5yr Sw ap 0.91 0.98 1.04 1.10
5/L ARM* 2.61 2.64 210 2.83 10Yr Swap 1.95 2.04 2.10 2.06
15-year Fixed Mortgage * 276 2.77 2.81 3.17 30yr Swap 2.93 3.01 3.05 2.80
30-year Fixed Mortgage *  3.51 3.56 353 3.90 30day CP 0.17 0.16 0.16 0.37
60day CP 0.19 0.18 0.18 0.44
Money Market 0.48 0.48 0.50 0.50 90day CP 0.17 0.16 0.20 0.48
2-year CD 0.74 0.74 0.77 0.75
*Freddie Mac National Mortgage Homeowner Commitment US Source: Bloomberg & BBVA Research

Source: Bloomberg & BBVA Research

Quote of the Week

Chairman of the Federal Reserve Ben Bernanke
Testimony to the FOMC
February 26, 2013

“We do not see the potential costs of the increased risk-taking in some financial markets as outweighing the benefits of
promoting a strong economic recovery. Inflation is currently subdued, and inflation expectations appear well anchored.”

Economic Calendar

Date  Event Period Forecast Survey Previous
5-Mar ISMNew York FEB 55.3 - 56.7
5-Mar  ISM Non Manufacturing Index FEB 55.1 55.0 55.2
6-Mar  ADP Employment Report FEB 167K 170K 192K
6-Mar  Factory Orders JAN -1.0% -2.2% 1.8%
7-Mar International Trade JAN $-41.0B $-43.0B $-38.5B
7-Mar  Initial Jobless Claims 3-Mar 332K 355K 344K
7-Mar  Continued Claims 24-Feb 3060K 3115K 3074K
8-Mar  Unemployment Rate FEB 7.9% 7.9% 7.9%
8-Mar  Change in Nonfarm Payrolls FEB 152K 160K 157K
8-Mar Change in Private Payrolls FEB 161K 167K 166K
8-Mar  Avg Hourly Earnings FEB 0.2% 0.2% 0.2%

8-Mar Wholesale Trade JAN 0.3% 0.3% -0.1%



Forecasts

2013 2014 2015
Real GDP (% SAAR) 1.8 2.2 1.8 2.3 25
CPl (YoY %) 3.1 2.1 2.1 2.2 2.3
CPI Core (YoY %) 1.7 2.1 1.9 2.0 2.1
Unemployment Rate (%) 8.9 8.1 7.8 7.2 6.7
Fed Target Rate (eop, %) 0.25 0.25 0.25 0.25 0.50
10Yr Treasury (eop, % Yield) 1.98 1.72 2.35 2.80 3.37
US Dollar/ Euro (eop) 1.32 1.31 1.32 1.32 1.36

Note: Bold numbers reflect actual data
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DISCLAIMER

This document and the information, opinions, estimates and recommendations expressed herein, have been prepared by Banco Bilbao Vizcaya
Argentaria, S.A. (hereinafter called “BBVA”) to provide its customers with general information regarding the date of issue of the report and are
subject to changes without prior notice. BBVA is not liable for giving notice of such changes or for updating the contents hereof.

This document and its contents do not constitute an offer, invitation or solicitation to purchase or subscribe to any securities or other instruments, or
to undertake or divest investments. Neither shall this document nor its contents form the basis of any contract, commitment or decision of any kind.

Investors who have access to this document should be aware that the securities, instruments or investments to which it refers may not be
appropriate for them due to their specific investment goals, financial positions or risk profiles, as these have not been taken into account
to prepare this report. Therefore, investors should make their own investment decisions considering the said circumstances and obtaining such
specialized advice as may be necessary. The contents of this document is 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 and therefore no warranty, either
express or implicit, is given regarding its accuracy, integrity or correctness. BBVA accepts no liability of any type for any direct or indirect losses
arising from the use of the document or its contents. Investors should note that the past performance of securities or instruments or the historical
results of investments do not 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 and securities or high-yield
securities can involve high risks and are not appropriate for every investor. Indeed, in the case of some investments, the potential losses
may exceed the amount of initial investment and, in such circumstances, 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 operation, as well as the
rights, liabilities and risks implied by the same and the underlying stocks. Investors should also be aware that secondary markets for the
said instruments may be limited or even not exist.

BBVA 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 or any 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 or any of its affiliates’ proprietary trading and
investing 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 (ii) redistributed or (iii) quoted, without the prior written consent of BBVA.
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.

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”), (ii)
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. The remuneration
system concerning the analyst/s author/s 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.

BBVA is not a member of the FINRA and is not subject to the rules of disclosure affecting such members.

“BBVA is subject to the BBVA Group Code of Conduct for Security Market Operations which, among other regulations, includes 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”.

BBVA is a bank supervised by the Bank of Spain and by Spain’s Stock Exchange Commission (CNMV), registered with the Bank of Spain
with number 0182.
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