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US Weekly Flash

Highlights

e Durable Goods Orders Dropped as Cuts Impact Defense Spending

Durable goods orders fell by 5.7% in March, following a 4.3% gain in February, as spending cuts and weak
capital goods sapped demand. Lead by transportation, where new orders declined by 15%, the durable
goods decline was broader than expected, save the computer and electronic sector which managed to grow
1% and motor vehicles which grew 0.15%. Essentially, March’s figures are a report card for the reduction in
spending that is to come from government agencies, especially the military.

The core figure provides a slightly more focused picture of how demand is faring. Unfortunately, new orders
excluding transportation also declined in March, down 1.4% for the second consecutive month, following five
months of positive growth between September and January. This figure still does include some facets of
defense spending such as the computer industry and defense communications equipment which plunged
20% for the month. While the market understands that the headline and core figures for durable goods are
always volatile and have, as of late, been impacted heavily by spending reductions, a more thorough
investigation still points toward slow growth in durable goods orders throughout the first half of the year.

e Consumer Spending Overshadowed by Federal Austerity According to 1Q13 GDP
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The advanced report for real GDP growth in 1Q13 fell short of consensus expectations, coming in at 2.5% on
a QoQ seasonally-adjusted annualized rate (SAAR) as opposed to the expected 3.1%. In line with our
forecasts, the slower growth emerged from a mixture of government spending cutbacks and a sluggish
global economy that resulted in reduced demand for exports. However, the bright spot in the report was
clearly personal consumption, which surged 3.2% in 1Q13 after a rather weak 1.8% in 4Q12. In particular,
the services sector saw a prolific rise in demand as it grew by 3.1% SAAR, its fastest pace in nearly 8 years.

While the underlying foundation of the economy, the consumer, has continued to recover in a remarkable
fashion, prevailing headwinds have hindered the economy from realizing its potential. The government
shoulders the largest drag on GDP growth due to the financial austerity imposed by the sequester and
general budget reform. The 4.1% SAAR decline in government consumption for 1Q13 is less of a drag
compared to the 7.0% decline in 4Q12. Still, the spending cuts will continue to put strong downward pressure
on GDP growth. Defense spending cuts were the biggest culprit, down 11.5%, and the federal spending cuts
will continue to put downward pressure on the economy as the sequester-related provisions unfold
throughout the rest of 2013 and beyond
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le Goods Orders Contributions to Real GDP Growth
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Week Ahead

Personal Income & Spending (March, Monday 8:30 ET)
Forecast: 0.4%, 0.2% Consensus: 0.4%, 0.0% Previous: 1.1%, 0.7%

Despite the year’s volatile beginning, personal income is expected to continue growing, albeit at a muted pace, as
incomes are less hindered by policy implications. However, given the implied budget reductions that were put forth in
the sequester, it is unlikely that we will see much growth in incomes as furloughs remain common and wage
pressures from the business side are subdued. Employment for March also reflects some slowdown in the labor
market which will do little to extend wage increases as companies continue to sit on holdings, hiring employees at a
slower pace. On the spending side, we expect the data to show a modest slowdown in consumer activity, following
the trend already outlined for the month. Retail sales declined in March, even excluding the impact from lower gas
prices, which evidences a slight pull back from the consumer as the first quarter came to a close. Spending on larger
ticket items like vehicles and home furnishings also declined in March, an unwelcome sign for consumer spending as
they are both high value items and usually a large portion of the consumption figure for the month.

ISM Manufacturing Index (April, Wednesday 10:00 ET)
Forecast: 51.1 Consensus: 51.0 Previous: 51.3

The ISM Manufacturing Survey for April is expected to show slower growth as early reports hint at more sluggish
manufacturing and production. We are beginning to see somewhat of a lagged impact on economic activity from the
sequester as momentum appears to be slowing in various sectors. Reports from the Federal Reserve areas are
pointing toward growth in the manufacturing sector but at a slower pace. The Empire State Manufacturing Survey for
New York showed a one-point drop as new orders and shipments fell, while the Philadelphia outlook actually
continued to contract in April at a faster pace. In addition, the PMI index for April showed a similar slowdown in
manufacturing citing a much slower rate of growth for new orders and employment as suppliers ease out their
backlogs and production slows due to softer demand.

FOMC Meeting Announcement (Wednesday 14:00 ET)
Forecast: 0.25% Consensus: 0.25% Previous: 0.25%

The upcoming FOMC meeting is not expected to reveal any major changes to the Fed’s current accommodation. We
expect that the FOMC will continue asset purchases at the current pace of $40bn in mortgage-backed securities and
$45bn in long-term treasuries, with a fed funds target rate of 0.0% and 0.25%. While the statement may not disclose a
specific timeline for slowing QE3, the meeting minutes a few weeks later could provide more useful details. In

general, we are watchful for possible changes to the Fed’s economic outlook as a result of recent data that has been
weaker than expected.

International Trade (March, Thursday 8:30 ET)
Forecast: -$43.5 Consensus: -$42.2 Previous: -$43.0

The U.S. trade balance is expected to widen in March as imports are expected to rise and foreign demand seems
softer. Various indicators for March suggest mixed results, with manufacturing surveys hinting at stronger export
demand while the services sector showed the opposite result. The auto industry has been an important factor as
demand for U.S. vehicles has grown recently, driving up high-value exports but also adding to imports as some
components are sourced from abroad. News from Japan, a large U.S. trade partner, showed exports to the U.S. had
grown in March by 7%, a sizeable increase from the month before.

Unemployment Rate & Nonfarm Payrolls (March, Friday 8:30 ET)
Forecast: 7.6%, 160K Consensus: 7.6%, 145K Previous: 7.6%, 88K

Nonfarm payrolls are expected to rise in April after posting pretty dismal numbers in March. A portion of March’s
deceleration was in the retail sector, pointing toward a possible continuation in job shedding for the sector. The
spending and budget cuts which are taking place both directly, in federal programs, and indirectly, through sectors
that interact with those programs, are likely to deal a blow to payroll growth as well. The Federal Reserve
Manufacturing surveys are mixed with some showing labor growth and others hinting at relatively unchanged
conditions in terms of hiring. With March’s data as low as it was, April has the potential to return to payroll growth
closer to the 150K range, in line with consensus expectations, or emerge lower in which case the Fed may have to re-
evaluate its timeline for monetary policy accommodation.

Market Impact

Next week has quite a few pivotal data points including international trade, which was a large drag on GDP for 1Q13,
and employment which is expected to improve from the last report but not enough to invoke much optimism. Markets
will also pay close attention to the FOMC meeting announcement for any clues to upcoming changes to monetary
policy accommodation.



Economic Trends

Graph 3
BBVA US Weekly Activity Index
(3 month % change)
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BBVA US Monthly Activity Index & Real GDP
(4Q % change)
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Graph 5
BBVA US Surprise Inflation Index
(Index 2009=100)
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BBVA US Surprise Activity Index & 10-yr Treasury
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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
Pime Rate 325 325 3% 32 1MFed 013 015 009 013
) ) 3M Libor 0.28 0.28 0.45 0.47
Credit Card (variable) 14.12 14.12 14.50 14.10 6M Libor 043 0.44 0.65 0.00
New Auto (36-months) 2.29 2.45 2.45 3.16 12M Libor 0.71 0.72 0.98 1.05
Heloc Loan 30K 523 5.24 5.26 5.45 2yr Swap 0.36 0.37 0.42 0.55
5/1 ARM* 258 2.68 261 290 5yr Swap 0.84 0.88 0.95 112
15-year Fixed Mortgage * ~ 2.61 2.76 2.72 3.23 10Yr Swap 184 187 201 207
20 Fixed Mort . 30 357 354 309 30yr Swap 2.79 2.80 2.99 2.84
ryear Fixed Nortgage ' ' ' ' 30day CP 0.13 0.15 0.15 0.25
2-year CD 0.66 0.66 0.66 0.90 90day CP 0.18 0.17 0.18 0.42
*Freddie Mac National Mortgage Homeowner Commitment US Source: Bloomberg & BBVA Research

Source: Bloomberg & BBVA Research

Quote of the Week

House Democrat Whip Steny Hoyer
Interview on Senate FAA Furlough Decision
25 April 2013

"We ought not to be mitigating the sequester’s effect on just one segment when children, the sick, our military and
many other groups who will be impacted by this irresponsible policy will be left unhelped.”

Economic Calendar

Date Event Period Forecast Survey Previous
29-Apr Personal Income MAR 0.4% 0.4% 1.1%
29-Apr Personal Spending MAR 0.2% 0.0% 0.7%
29-Apr Pending Home Sales Index MAR 1.1% 1.0% -0.4%
29-Apr Dallas Fed Manufacturing Survey APR 5.2 - 7.4
30-Apr S&P Cash-Shiller HPI FEB 0.9% 0.8% 1.0%
30-Apr Chicago PMI APR 52.7 52.5 52.4
30-Apr Consumer Confidence APR 60.8 60.8 59.7
1-May ADP Employment Report APR 157K 155K 158K
1-May ISM Manufacturing Index APR 51.1 51.0 51.3
1-May Construction Spending MAR 0.7% 0.6% 1.2%
1-May FOMC Meeting Announcment 1-May 0.25% 0.25% 0.25%
2-May International Trade MAR -$43.5 -$42.2 -$43.0
2-May Initial Jobless Claims 26-Apr 346K 348K 339K
2-May Continued Claims 20-Apr 3040K 3026K 3000K
3-May Nonfarm Payrolls APR 160K 145K 88K
3-May Unemployment Rate APR 7.6% 7.6% 7.6%
3-May Factory Orders MAR -1.7% -2.5% 3.0%

3-May ISM Non-manufacturing Index APR 54 54 54.4



Forecasts

2011 2012 2013 2014 2015
Real GDP (% SAAR) 1.8 2.2 1.8 2.3 25
CPI(YoY %) 3.1 21 21 22 23
CPl Core (YoY %) 1.7 2.1 1.9 2.0 2.1
Unemployment Rate (%) 8.9 8.1 7.6 7.0 6.5
Fed Target Rate (eop, %) 0.25 0.25 0.25 0.25 0.50
10Yr Treasury (eop, % Yield) 1.98 1.72 2.39 2.73 3.39
US Dollar/ Euro (eop) 1.32 1.31 1.32 1.30 1.35
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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