Economic Analysis
I BBVA ‘ RESEARCH March 18, 2013

US Weekly Flash

Highlights

e Retail Sales jump 1.1% on strong consumer activity in February

Emerging far stronger than consensus expected, retail sales for February grew by 1.1% over last month as
consumer activity expanded. This comes on the heels of a much stronger employment report and
consequently adds to the growing optimism regarding the recovery. Sales at the headline level were
bolstered by higher gasoline prices which were moderately higher on average in February in comparison to
prior months. Demand was still strong despite higher prices as the gasoline station portion of the sales
release rose 5%. Automotive sales also put upward pressure on the headline sales figure as it continued its
recent growth on better vehicle and parts sales. Vehicle sales rose 1.0% after declining the month before
while auto parts rose 1.7% MoM in February, its largest rise in over a year. Excluding autos and gasoline,
retail sales grew by 0.4% on gains from a variety of subcomponents. Building materials, clothing stores,
miscellaneous stores and non-store retailers all grew above 1.1% in February with miscellaneous stores
rising the most at 1.8%. This points toward a positive outcome for consumers as they showed some
resilience in spending activity despite the payroll tax and delayed income tax return that weakened personal
income.

e Consumer Price Index headline figure rose moderately on higher gasoline prices

Consumer prices were mixed as headline inflation showed a significant rise but core prices remained on par
with past months. The headline consumer prices index (CPI) rose by 0.7%, its largest monthly upswing
since June 2009. Energy costs, the predominant mover in headline inflation as of late, climbed by 5.4%.
The gasoline subcomponent price was the substantial mover in energy costs, up 9.0% in February. On a
YoY basis the headline figure rose 2.0% in February a significant increase along with headlines monthly
rise. However, with gasoline prices already on the decline in March, we do expect this headline figure to
return to a more passive level save any additional disruption in energy prices.

Core prices rose 0.2% and 2.0% YoY, still below the Fed’s 2.5% threshold for policy action and therefore
within their guiderails. Within the commodities subcomponent, used cars and trucks showed the only rise in
price, up 0.8%, whereas new vehicles declined 0.3% for its first negative figure since late 2011. The
services figure rose by 0.2%, a stable increase given its fluctuation between 0.1%-0.3% over the past 2
years. Within services, shelter prices rose 0.2%, the same as the month before while the medical
subcomponent saw a 0.8% rise in prices for hospital services. As core levels remain soft the Fed’s policy
continues to be viable and accommodative for the time being

e Industrial Production continued its upward trend, climbing for the 3 straight month

Industrial production (IP) showed modest strength in February, rising by 0.7% after a decline in January
was revised upward to show no change. Its highest monthly increase in 3 months, IP rose on solid footing
from manufacturing gains in both durable and non-durable production. Focusing on durable goods, wood,
nonmetallic mineral and fabricated products all rose by more than 1.6% while primary metals saw a 2.6%
decline, its largest fall since August 2012. Furniture manufacturing grew 1.7% and miscellaneous
production rose by 0.7%. The mover in durable goods was motor vehicles which resurged in February rising
3.6% after declining in January by 4.7%. Nondurables also rose after the decline in January, up 0.4% on a
significant increase in petroleum and coal products which rose 1.5%. Mining continued its decline since last
November, falling 0.4%. Electric and gas ultilities weathered the prior months and rose 1.6% in February
with electric power generation growing by 1.4% and natural gas distribution rising by 3.5%.

Manufacturing is showing signs of growth as durable goods grew in most components and nondurable
production fared well. Motor vehicle production continues to be the strong component of durable goods and
with its robust turn around after a deep decline in January, its seems likely to grow further as demand
remains strong. Overall production has made a strong return in February and we anticipate continued
growth in March as long-term expectations from Federal Reserve surveys look optimistic



Week Ahead
Housing Market Index (March, Monday 10:00ET)

Forecast: 48 Consensus: 47 Previous: 46

From the supply perspective, housing continues to improve and we expect the housing market index to relay
continuing optimism for the coming months. The supply of homes remains low in comparison to the resurgence of
demand. The continuing rise in home prices has provided incentive to builders to reenter the market and begin
construction as supply remains low. However, headwinds are present as both construction and consumer credit
remain tight and standards have yet to fall fast enough and have keep supply constrained. A rise in the cost of
construction materials has caused a deceleration in new homes construction and a fall in available lots has stunted
the construction process, evidenced by the volatile housing start data in recent months.

Housing Starts & Building Permits (February, Tuesday 10:00 ET)
Forecast: 918K, 926K Consensus: 915K, 925K Previous: 890K, 925K

Housing starts for February are likely to grow moderately as demand continues to prompt more construction of single
and multifamily homes. Declining by more than 80K in January, the start of year Iull is likely to be reversed due to the
increasing growth in demand for new homes. Housing demand is likely to be bolstered by increasing wealth and a
more stable employment situation for the first part of the year. Moreover, supply is at its lowest level since 2005 and
with prices continuing their steady rise more builders will reenter the market. With permits showing strength in
January, the upward trend in construction and permits issuance is likely to remain for the rest of the year.

Federal Reserve Announcement (Wednesday 8:30 ET)
Forecast: 0.25% Consensus: 0.25% Previous: 0.25%

The upcoming March FOMC meeting is anticipated to focus on the Large Scale Asset Purchase (LSAP) efficacy and
the cost, debating the short term action Plan for the timing and quantities of LSAP. The current pace of purchase is
not expected to change in the March 20" FOMC Statement. The markets will be watchful of the Chairman Bernanke’s
Press Conference and the FOMC forecast release, while in his last public appearance (March 1, 2013) Bernanke
states that “highly accommodative stance of monetary policy is likely to remain appropriate for a considerable time
after the current asset purchase program ends.” Federal Reserve Presidents and the Governors March speeches
continued to elaborate on what factors they are watchful for as a “substantial improvement in the economy,” stressing
that the unemployment rate is a key determinant but not the sole indicator to assess. Further discussion on this topic
is expected to carry into the Board Room on March 20",

Existing Home Sales (February, Friday 8:30 ET)
Forecast: 4.99M Consensus: 5.00M Previous: 4.92M

Existing home sales are expected to grow, at a weaker pace, as inventories continue to decline and credit remains
tight. According to the National Association of Realtors, supply of existing homes is the lowest it's been since the
middle of 2005. With such a lack of supply and surging demand, it is no surprise that home prices have seen evident
gains over the past year. Due to the overall lag in construction that preceded the housing recovery, existing homes
were a viable and more affordable option than new and have therefore seen a prolific decline in supply, down to an
almost 13 year low. This trend has been reinforced by the many homeowners who, despite the climbing prices, are
withholding sale of their own home due to the fact that they owe more on their mortgages than their homes are worth,
encouraging them to wait until prices rise further. With the median sales price at $173,600, up 12.3% YoY, it is likely
that the 4.2 month supply will remain steady as rising prices allow for people to put their homes for sale without the
negative equity faced during the recession.

Market Impact

While the FOMC meeting will take up most of the interest this week, there are a few additional pieces of data released
that garner attention. Housing data in the form of the housing market index, housing starts and existing home sales
will shed some light on how builders fared in February and whether or not they are as optimistic as pundits believe.
The market will also digest the figure behind the sale of existing homes which has grown steadily but slowed slightly
as supply continues to be constrained. Washington will also be under close watch due to president Obama’s effort to
bring his own party and the senate together in order to try and fashion some sort of deal with regard to the sequester.



Economic Trends
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BBVA US Surprise Inflation Index
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BBVA US Surprise Activity Index & 10-yr Treasury
(Index 2009=100 & %)

120 ~

115

110 A

105 A

100 -

95 4

90

85

80 T T T T T
2008 2009 2010 2011 2012 2013

160
150
140
130
120
110
100

90

80

70

60 T T
2008 2009 2010 2011 2012 2013

—SAl

——10-yr Treasury (rhs)

Source: BBVA Research

Graph 7
Equity Spillover Impact on US
(% Real Return Co-Movements)
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Graph 8
BBVA US Recession Probability Model
(Recession episodes in shaded areas,%)
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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 (%)
4-Weeks  Year 4-Weeks
Last Week ago ago ago Last Week ago ago Year ago
Prime Rate 3.25 3.25 325 325 1MFed 015 015 016 015
i ) 3M Libor 0.28 0.28 0.45 0.47
Credit Card (variable) 14.50 14.50 14.46 14.10 6M Libor 0.44 0.45 0.65 0.74
New Auto (36-months) 2.58 2.58 244 3.18 12M Libor 0.73 0.74 0.98 1.05
Heloc Loan 30K 5.24 5.30 5.38 5.54 2yr Swap 0.39 0.40 0.43 0.62
) . 10Yr Swap 2.08 2.13 2.07 2.35
15-year Fixed Mortgage 2.79 2.76 2,77 3.16 30yr Swap 3.08 3.10 3.03 3.10
30'year Fixed '\/Iortgage * 3.63 3.52 3.53 3.92 30day CP 0.13 0.15 0.15 0.33
Money Market 0.48 0.49 0.50 0.47 60day CP 0.16 0.16 0.17 0.40
2-year CD 0.70 0.71 0.73 0.80 90day CP 0.17 0.17 0.17 0.45
*Freddie Mac National Mortgage Homeowner Commitment US Source: Bloomberg & BBVA Research

Source: Bloomberg & BBVA Research

Quote of the Week

House Majority Leader Eric Cantor
Meeting with President Barak Obama
13 March 2013

"If the president wants to let our unwillingness to raise taxes get in the way, then we're not going to be able to set
differences aside and focus on what we agree on"

Economic Calendar

Date Event Period Forecast Survey Previous
18-Mar Housing Market Index MAR 48 47 46
19-Mar Housing Starts FEB 918K 915K 890K
19-Mar  Building Permits FEB 926K 925K 925K
20-Mar FOMC Announcment 20-Mar 0.25% 0.25% 0.25%
20-Mar Jobless Claims 17-Mar 338K 341K 332K
21-Mar Continued Claims 10-Mar 3030K 3080K 3024k
21-Mar PMI Manufacturing Index MAR 55.6 54.9 55.2
21-Mar FHFA House Price Index JAN 0.8% 0.6% 0.6%
21-Mar Existing Home Sales FEB 4.99M 5.00M 4.92M
21-Mar Philadelphia Fed Survey MAR -4.0 -3.5 -12.5
21-Mar Leading Indicators FEB 0.4% 0.3% 0.2%

Forecasts

2011 2012 2013 2014

Real GDP (% SAAR) 1.8 2.1 1.8 2.3

CPI(YoY %) 3.2 2.0 2.1 24

CPI Core (YoY %) 1.7 2.1 1.9 2.0

Unemployment Rate (%) 9.0 8.2 8.1 7.6

Fed Target Rate (eop, %) 0.25 0.25 0.25 0.25

10Yr Treasury (eop, % Yield) 2.0 1.7 24 2.7

US Dollar/ Euro (eop) 1.32 1.25 1.31 1.31

Note: Bold numbers reflect actual data

Kim Fraser Alejandro Vargas
Kim.Fraser@bbvacompass.com Alejandro.Vargas@bbvacompass.com
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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”),
(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. 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.



