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US Weekly Flash

Highlights

e Manufacturing Activity Contracts on Weak New Orders and Output in May

Falling below 50 in May for the first time since last November, the ISM manufacturing index posted its
lowest monthly figure since June 2009 and a look at the underlying factors doesn’t bode well for upcoming
releases. The breakdown of the index showed a weak state for manufacturing activity in May as the new
orders component, which in April increased to 52.3, fell to 48.8 — the lowest level since last July. With
inventories climbing to 49.0 in April from 46.5, the situation looks difficult as increased inventory could lead
to reduced production in the future as firms try to get rid of existing stockpile.

The prequel to new orders, current production, also fell dramatically. The component fell below 50 to 48.6
which is its lowest reading in four years as output continues to falter on weaker domestic and global
demand. However, there was some solace from the employment index which declined only slightly from
50.2 to 50.1 in May, relatively minimal compared to the rest of the components. While one month of data is
seldom indicative of a trend, we do not expect the ISM index to return to growth immediately but remain
close to the 50 threshold.

e Unemployment Rate Rises as Labor Market Grows in May

The employment report for May exceeded expectations in many ways, with payrolls stronger than expected
and more people entering back into the labor force. Nonfarm payrolls increased 175K following a downward
revision to April’s figures, from 165K to 149K. Nevertheless, with private payrolls in May up 178K, there can
be no doubt that this jobs report was better than expected. Within the goods producing component, the
notion that 2Q13 would bring slower momentum in terms of growth persists. The manufacturing sector
which fell for the third consecutive month, down 8K in May as ISM and durable goods reports continue to
point toward a deceleration in the sector. On the positive side, construction shrugged off its decline from the
month before and added 7K to its ranks as the housing market continues to demand labor. Financial
activities managed a slight increase while professional and business services continued to dominate the
rise in job demand, adding 57K. Despite the stronger than expected payroll growth, the unemployment rate
jumped back up to 7.6%. The participation rate nudged up a tenth of a percent to 63.4% and the labor force
gained 420K new workers. This edges the labor force back to its all-time high after concerns that people
were leaving at a discouraging rate as those closer to the retirement age were choosing to leave early.

Overall, May’s report was mixed in terms of how we view the employment situation in 2Q13. Although
payrolls rose more than anticipated, the revision to April brings the quarter’s average almost back to its prior
level of closer to the 162K level. Nevertheless, given the strong increase in service sector employment and
the rise in the labor force, there are signs that the situation is improving.
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Week Ahead

Initial Jobless Claims (June 8", Thursday 8:30 ET)
Forecast: 335K Consensus: 345K Previous: 346K

Initial jobless claims for the week ending on June 8" are expected to move only slightly as the ebb and flow of claims
continues. While the overall figure determined for the claims is hard to predict, the 4-month moving average tends to
be more indicative of which direction the trend has been moving. As of late the trend line has extended upward as a
large spike late in May pushed the running average up and the movement downward has yet to happen. With that in
mind, there is some room for a decrease in the claims number as the labor market continues to add jobs at a
moderate clip. While the jobless claims figures are difficult to predict on a weekly basis, the continued claims aspect
of the report has been on a more visible trend downward. Dropping to 2.976M last week, the figure has fallen
consistently for months with only a few unexpected reversals. However, this is not necessarily indicative of more
people becoming employed — it could just signal an end to benefits for long-term unemployed individuals.

Retail Sales, Ex. Autos (May, Tuesday 10:00 ET)
Forecast: 0.6%, 0.4% Consensus: 0.4%, 0.3% Previous: 0.1%, -0.1%

Retail sales are expected to accelerate in May as consumers remain confident about the coming months and
seasonal shifts prompt a rise in spending. During the weaker months that followed the payroll tax increase, consumer
activity was muted somewhat as they grappled with a hit to disposable income. However, consumption has remained
markedly resilient and we expect this to show in the retail sales figure for May. The ICSC Goldman Sachs retail sales
weekly index showed some signs of growth throughout the past few weeks and its YoY rate rose in comparison to
prior months. A gradual decline in consumer hesitation with regard to economic woes will help to drive sales
throughout the month. As the summer approaches and economic conditions improve, consumer activity will improve
and the pent up demand from the prior quarter should prove to induce better sales in the coming months. Coupled
with record high equity markets and a favorable currency, it is likely that retail sales will begin to show signs of
improvement.

Industrial Production & Capacity Utilization (May, Friday 8:30 ET)
Forecast: -0.2%, 77.7% Consensus: 0.2%, 77.9% Previous: -0.5%, 77.8%

Despite the optimism that some of the Federal Reserve surveys had conveyed about the outlook for manufacturing,
May will likely emerge weak with regard to industrial production. Following the downward trend in the sector’s activity,
industrial production may decline for the second straight month as leading indicators for the report are not showing
much movement over last month. The Federal Reserve surveys tend to leading indicators and suggest that the
overall picture for manufacturing has continued to decline, with the ISM adjusted figures in contracting territory. The
Philadelphia Fed survey dropped again as a less optimistic outlook pulled down the production and employment
indices. General conditions in May for the Empire State manufacturing survey also fell declined as a similar situation
pulled down current manufacturing activity for the area. The recently released ISM manufacturing index for May
dropped below 50 to its lowest reading in four years, with shipments and production declining at a significant clip.
Given the weaker outlook from both the Federal Reserve surveys and the ISM release, we expect both industrial
production and capacity utilization to decline in May.

Consumer Sentiment (June, Friday 8:30 ET)

Forecast: 85.2 Consensus: 84.5 Previous: 84.5

The University of Michigan’s consumer sentiment survey is expected to increase given the recent data that has
emerged coupled with the growing optimism behind future growth. Although, as of late, the manufacturing sector has
shown signs of marked weakness, the service industry, which makes up 68% of GDP, has shown relative resilience in
the face of government expenditure reduction and manufacturing weakness. Retail sales are, despite the payroll tax
increase, still on the rise and consumer credit continues to show signs of consumer activity. While these levels are
still far from their peaks, they do give a pulse in terms of the consumers’ confidence in the economy and of their own
finances. With that in mind, we expect that consumer confidence should be on the rise for the first report in June.

Market Impact

This week will highlight an interesting mixture of private sector growth in terms of manufacturing and services. After the
ISM declined below 50 to indicate contraction, the manufacturing industry seems poised to relay even more negative
news in the form of weaker industrial production data. However, to bolster the services industry, we are expecting an
upward push for retail sales as the summer season finally takes grip across the U.S. and consumers emerge from their
winter cocoons. To evidence that, consumer sentiment is expected to rise and should continue to shift upward in a
stable manner as the economy recovers, keeping markets relatively stable as they await further announcements from
the Fed later on in the month.



Economic Trends
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BBVA US Monthly Activity Index & Real GDP
(4Q % change)
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BBVA US Surprise Activity Index & 10-yr Treasury
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Graph 7
Equity Spillover Impact on US
(% Real Return Co-Movements)
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BBVA US Recession Probability Model
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Financial Markets
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Long-Term Mutual Fund Flows
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Financial Markets

Graph 15
Commodities
(Dpb & DpMMBtu)

Graph 16
Gold & Commodities
(US$ & Index)

115 + - 5 1,800 - - 330

110 -

- 320

105 - 1,700 -

100 - - 310
95 - 1,600 - - 300
90 A
85 - 1,500 - - 290
80 A - 280
75 1,400 -

20 | ——WTI e Commodities Index (rhs) - 270
Natural Gas (rhs)
65 . : : . 1 1,300 T T T 3 — 260
May-12  Aug-12  Nov-12  Feb-13 May-13 Jan-13  Feb-13 Mar-13 Apr-13 May-13 Jun-13
Source: Bloomberg & BBVA Research Source: Haver Analytics & BBVA Research
Graph 17 Graph 18
Currencies 6-Month Forward Exchange Rates
(Dpe & Ypd) (Yen & Pound / US$)
1.38 1 105 105 - - 0.70
Euro
1.36 - Yen/US$
Yen (rhs) 100 100 0.68
1.34 - Pounds/US$ (rhs) :
1.32 A 95 95
0.66
1.30 A
90 90

1.28 0.64

1.26 - 85 85

1.24 A

80 80 0.62

1.22 A

1-20 T T T T 75 75 T T T 0-60
May-12  Aug-12 Nov-12 Feb-13  May-13 May-12 Sep-12 Jan-13 May-13

Source: Bloomberg & BBVA Research Source: Haver Analytics & BBVA Research
Graph 19 ] Graph 20

Fed Futures & Yield Curve Slope Inflation Expectations

(% & 10year-3month) (%)

2.4 - - 0.21 3.5 -

0.19 —— 5-yr Breakeven

2.2 ~ ' —— 10-yr Implicit

20 - - 0.17

- 0.15 301
1.8
- 0.13
1.6 -
- 0.11
2.5
1.4 . 0.09
Slope (10yr-3m)
1.2 - 0.07
= 12m Ahead Fed Funds (rhs)

1.0 T T T T T 0-05 2.0 T T T

Jan-13 Feb-13 Mar-13 Apr-13 May-13 Jun-13 Mar-12 Jul-12 Nov-12 Mar-13

Source: Haver Analytics & BBVA Research

Source: Bloomberg & BBVA Research



Interest Rates

Table 1 Table 1
Key Interest Rates (%) Key Interest Rates (%)
4-Weeks 4-Weeks
Last  Weekago  ago Year ago Last  Week ago ago Year ago
Credit Card (variable) M2 W2 W2 1440 SM Libor 028 021045 047
6M Libor 0.41 0.42 0.65 0.00
New Auto (36-months) 247 246 2.30 3.07 12M Libor 0.69 0.68 0.98 107
Heloc Loan 30K 535 535 534 5,56 2yr Swap 0.48 0.46 0.37 0.58
5/1 ARM* 274 268 2.56 290 5yr Swap 1.28 1.21 0.97 1.02
15-year Fixed Mortgage * 3.03 2.76 2.56 3.23 10Yr Swap 2.35 2.30 2.04 1.82
30-year Fixed Mortgage * 391 357 33 399 30yr Swap 3.24 3.21 3.02 2.51
P 14 14 A 37
2yea (D 00 08 0% 0 20y © ° ’ ot v
90day CP 0.17 0.17 0.17 0.34
*Freddie Mac National Mortgage Homeowner Commitment US Source: Bloomberg & BBVA Research

Source: Bloomberg & BBVA Research

Quote of the Week

Dallas Federal Reserve President Richard Fisher
C.D Howe Institute Directions’ Dinner
4 June 2013

"With the Arrow Caveat in mind, my staff and | think there is a better-than-even chance that the present GDP growth
consensus forecast of 2.4 percent by professional economists may be underestimating the underlying pace of growth.
The housing market is in resurgence, contributing significant impetus to the economy. The Fed'’s senior loan officer
survey indicates that commercial banks are becoming more accommodative lenders, albeit remaining cautious. The
snapback in housing and the harnessing of cheap and abundant money by the business sector have made for more
manageable financial obligations.”

Economic Calendar

Date Event Period Forecast Survey Previous

11-Jun  Wholesale Inventories APR 0.2% 0.2% 0.4%

13-Jun Initial Jobless Claims 8-Jun 335K 345K 346K

13-Jun  Continued Claims 1-Jun 2970K 2975K 2952K

13-Jun  Retail Sales MAY 0.6% 0.4% 0.1%

13-Jun Retail Sales ex autos MAY 0.4% 0.3% -0.1%

14-Jun  Producer Price Index MAY 0.1% 0.1% -0.7%

14-Jun PPlex. Less Food and Energy MAY 0.2% 0.1% 0.1%

14-Jdun Industrial Production MAY -0.2% 0.2% -0.5%

14-Jun  Capacity Utilization MAY 77.7% 77.9% 77.8%

14-Jun  Consumer Sentiment JUN-P 85.2 84.5 84.5
Forecasts

2011 2012 2013 2014 2015

Real GDP (% SAAR) 1.8 2.2 1.8 2.3 25
CPI(YoY %) 3.1 21 2.0 22 2.3
CPI Core (YoY %) 17 21 1.9 2.0 21
Unemployment Rate (%) 8.9 8.1 7.5 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 2.30 2.73 3.39
US Dollar/ Euro (eop) 1.32 131 1.29 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.



