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US Weekly Flash

Highlights

e Private Investment Fuels Surprising Real GDP Growth for 2Q13

The advance report for 2Q13 real GDP growth showed a much better picture than expected given weaker
manufacturing activity and sub-par private spending growth. Nonresidential fixed investment reversed its
4.6% decline in 1Q13, up 4.6% in 2Q13. This is primarily due to a much stronger quarter for nonresidential
structures which saw heavy declines the period prior. It is also important to note the introduction of a new
component within nonresidential fixed investment related to intellectual property products. This component
encompasses research and development, software, and entertainment, literary, and artistic originals,
reflecting some important changes in the dynamics of the U.S. economy over time. With regard to personal
consumption, growth decelerated half a percent to 1.8% QoQ SAAR in 2Q13 on account of a strong
deceleration in services. Durable goods consumption increased 6.5% after a drastic slowdown in 1Q13.
Exports grew at a considerable 5.4% rate but were vastly overshadowed by the 9.5% jump in imports.

With this report also came significant annual revisions stretching all the way back to 1947. Some of the
highlights are an upward revision to the recent recessionary period, making the largest quarterly decline
8.3% rather than 8.9%. Furthermore, growth in 2012 was revised upward from 2.2% to 2.8% annual rate
due to a much stronger personal consumption and less of a drag from government consumption (mostly
seen in 1Q12). One of the most interesting revisions related to 1Q13, which we just had the final estimate
for last month. Expected to remain stable, the final GDP figure for 1Q13 was 1.8%, but annual revisions
pulled down the figure to 1.1%. This was due primarily to a downward revision to personal consumption and
private domestic investment coupled with weaker exports and considerably stronger imports. Overall, this
does not change our baseline forecasts — slow growth in 1H13 with expectations for a stronger 2H13. We
maintain our forecast for 1.8% annual growth for 2013.

e Unemployment Rate Drops as Steady Job Growth Continues in July

Employment conditions for the start of 3Q13 appear to be in line with expectations, but the underlying
details are nothing significant to write home about. Nonfarm payrolls increased 162K for the month,
following slight downward revisions to payrolls in May (195K to 176K) and June (195K to 188K). The private
sector added only 161K jobs, the slowest increase since March, while the government sector added 1K jobs
for the first time in three months.

Despite this deceleration in payroll growth, the unemployment rate dropped from 7.6% in June to 7.4% in
July. The participation rate dropped to 63.4%, though the unemployment-population ratio held steady at
58.7%. The number of people not in the labor force increased for the second consecutive month, up 0.3% in
July. According to the CPS labor force status flows, more than 50% of the inflows into the “not in the labor
force” category included those who just turned 16 as well as other adjustments to population totals. Close to
6% of unemployed individuals left the labor force, most of whom were unemployed 15-26 weeks. At this
point, we maintain our expectations for an unemployment rate above 7.0% by the end of 2013, re-
emphasizing the potential for reentrants into the labor force to put upward pressure on the figure as
individuals become more confident looking for jobs again.

e FOMC Message on QES3 Left Untouched to Relieve Tapering Pressure

The FOMC did not announce any changes in the pace or composition of asset purchases. The forward
guidance of LSAP remained unchanged as well. Many language changes of the statement did not matter
much as the dovish statements were balanced with the optimistic economic outlook. Looking forward to the
minutes, we expect to learn more on the stance of the Committee members regarding the timing of the
scaling down of QES3. Presently, we maintain our baseline scenario of the Fed announcing tapering later in
September. In addition, our expectation for the pace of scaling down remains unchanged.



Week Ahead
ISM Non-Manufacturing Survey (July, Monday 10:00 ET)

Forecast: 52.8 Consensus: 53.0 Previous: 52.2

We expect the non-manufacturing ISM index to continue to expand and at a slightly better clip in July. According to
the index, June was a difficult month for business activity in the services sector, which still expanded but at a slower
pace than in prior months as the index declined to its lowest mark since November 2009. However, June’'s weak
growth may have something to do with the timing of factory and product retooling that occurs in the summer time
throughout many sectors, including a key driver in sales and transportation. Some consumer based surveys that
should help predict the non-manufacturing situation in July show growth in the sector while another is less optimistic.
The Philadelphia Fed Survey’s business index fell slightly in July, remaining below 50 to indicate that overall business
activity was slower. Still, we do expect July to be a stronger month as consumers shift into mid-year spending
patterns and other services such as construction and mining continue to improve.

International Trade (June, Tuesday 8:30 ET)
Forecast: $-43.2bn Consensus:$-43.5bn Previous: $-45.0bn

Weaker headwinds from abroad and strengthening export growth in motor vehicles and durable goods should
translate into a shrinking trade deficit for June. China’s economic slowdown over 1H13 in manufacturing has trickled
into U.S. trade figures through weaker exports, while the continued depressed economic state in Europe does little to
bolster short term export growth. Couple that with the growing rise in imports for a multitude of different industries and
we can see why the deficit grew dramatically from April to May. However, 2Q13 estimates from the initial GDP report
show that the recent declines in exports may be reversed in June as the BEA’s numbers show exports rising 5.4%.
Still, the other side of that coin is significant import growth which coincides with the widening of the trade deficit
exhibited in April and May. It is possible that import growth may decelerate in June since a majority of the rise in
imports according to the GDP report was already calculated with April and May’s trade data. Exports will likely be a
more important component in June’s report and bring the trade deficit down slightly without augmented import growth
to hamper expansion.

Jobs Openings and Labor Turnover Survey (June, Tuesday 10:00 ET)
Forecast: 3895K Consensus: 3900K Previous: 3828K

Given the stagnant outcome of June’s establishment survey in terms of jobs added, we expect the JOLTS report to
convey much the same situation, growth but at a weaker pace. Historically, the JOLTS components tend to move in a
logical pattern with hires and openings rising while separations vary depending on prevailing labor market conditions.
As of late, however, we have seen openings and hires show a distinct upward trend while separations have also
risen. This change in pattern is a positive signal though, as people are becoming more comfortable with the prospect
of finding work outside of their current position, translating into an overall optimistic attitude for the labor market. For
June, metrics convey slightly weaker growth with more people entering the labor force but equal jobs added for the
month. However, given the summer hiring trend for graduates and entry level positions, there may be growth in
opening and hires that surprise to the upside. We also continue to expect separations to be fueled by quits given the
aforementioned optimism.

Consumer Credit (June, Wednesday 15:00 ET)
Forecast: $16.5B Consensus: $15.0B Previous: $19.6B

It unlikely, although possible, that we will see two consecutive months of augmented growth in revolving credit.
Increases as significant as that seen in May tend to be linked with shorter term surges. Therefore, we expect June’s
credit expansion to decelerate compared to May as credit card debt returns to its more subdued levels and non-
revolving credit continues to drive the overall figure. However, consumer credit has deviated over the past year from
its trend, signaling that individuals may be more willing to take on credit card debt and therefore, sustain higher
monthly credit increases. Other consumer spending data tell a story of more stable consumption growth. Auto sales
were also up in June which should help to drive the non-revolving figure higher coupled with the steep upward trend
from student loans as well.

Market Impact

After a heavy week of market moving data and lackluster Fed speak, this week will be counted as a breather while
markets readjust and forecasts shift to accommodate new data. The data released this week will mostly be lagged
by two months, except for the ISM non-manufacturing index. International trade carries some weight due to its
importance in terms of the schedule for GDP. It is one of a handful of indicators in the GDP calculation that is
unknown when the advanced figure is released. Barring any significant shift in consumer credit or odd JOTLS report,
we should be in line for a calmer week.



Economic Trends
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Equity Spillover Impact on US
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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 Week 4-Weeks Year
Last  Weekago ago ago Last ago ago ago
Prime Rate 3.5 305 3.05 305 ™M Ffad 0.08 0.09 0.10 0.14
Credit Card (variabi 1 1416 1 1410 3M Libor 0.27 0.27 0.45 0.44
ecit Card {variable) : ' ' : 6M Libor 0.40 0.40 065  0.00
New Auto (36-months) 249 250 245 2.95 12M Libor 0.67 0.68 0.98 1.05
Heloc Loan 30K 5.27 529 5.34 544 2yr Swap 0.47 0.47 0.59 0.45
51 ARM* 3.18 268 3.08 2.90 5yr Swap 1.55 1.54 1.82 0.88
15-year Fixed Mortgage * 343 276 350 323 ;ng stap 5-;3 i;g ijz ;Z;
, . yr Sw ap . . . .
30-year Fixed Mortgage 4.39 3.57 446 3.99 30day CP 0.12 0.12 012 0.34
2-year CD 0.73 0.73 0.73 0.87 90day CP 0.15 0.16 0.15 0.38
*Freddie Mac National Mortgage Homeowner Commitment US Source: Bloomberg & BBVA Research

Source: Bloomberg & BBVA Research

Quote of the Week

President Barack Obama
Speech at Amazon facility in Chattanooga, TN
30 July 2013

“Today, our businesses have created 7.2 million new jobs over the last 40 months. This year, we're off to our best
private-sector jobs growth since 1999. We now sell more products made in America to the rest of the world than ever
before. We produce more renewable energy than ever. We produce more natural gas than anybody else in the world.
Health care costs are growing at the slowest rate in 50 years. Our deficits are falling at the fastest rate in 60 years...But
as | said last week, and as any middle-class family will tell you, we’re not there yet.”

Economic Calendar

Date Event Period Forecast Survey Previous

5-Aug ISM Non-manufacturing survey JUL 52.8 53.0 52.2

6-Aug International Trade JUN $-43.2B $-43.5B $-45.0B

6-Aug JOLTS Job Openings JUN 3895K 3900K 3828K

7-Aug  Consumer Credit JUN $16.5B $15.0B $19.6B

8-Aug Initial Jobless Claims 2-Aug 338K 336K 326K

8-Aug Continued Claims 27-Jul 2975K 2970K 2951K

9-Aug Wholesale Inventories JUN 0.3% 0.4% -0.5%
Forecasts

2011 2012 2013 2014 2015

Real GDP (% SAAR) 1.8 2.8 1.8 23 25
CPI(YoY %) 3.1 21 1.6 2.3 2.4
CPI Core (YoY %) 1.7 2.1 1.9 2.0 21
Unemployment Rate (%) 8.9 8.1 7.6 7.0 6.4
Fed Target Rate (eop, %) 0.25 0.25 0.25 0.25 0.50
10Yr Treasury (eop, % Yield) 1.98 1.72 2.90 3.28 3.64
US Dollar/ Euro (eop) 1.32 1.31 1.31 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.



