Economic Analysis
BBVA ‘ RESEARCH September 30, 2013

US Weekly Flash

Highlights

e Final Estimate for 2Q13 Real GDP Growth Unchanged at 2.5%

Real GDP growth in the second quarter of 2013 remained unchanged at 2.5% on a QoQ seasonally-
adjusted annualized basis. Expectations were for a slight upward revision due to the most recent reports on
2Q13 data, however a bigger drag from inventory investment offset any positive boost from residential and
nonresidential. Personal consumption expenditures were unchanged at 1.8% QoQ SAAR. Exports, which
have been more of a focus lately given the sluggish global economy, were also revised down slightly to
8.0% from the preliminary report of 8.6%.

More importantly, this data is helpful in assessing whether or not 2013 growth will be slower than originally
predicted. So far in the first half of the year we have seen an average of 1.5% growth on a 4Q/4Q basis,
which is in line with what we expected for a slow start to 2013. However, to reach our current 1.8% annual
baseline forecast we would need to see an average of 2.2% 4Q/4Q growth in the second half of the year.
This corresponds to above 3.0% QoQ SAAR growth rates in both 3Q13 and 4Q13. While we maintain our
expectations for acceleration in 2H13 compared to 1H13, it is unlikely that we will reach such strong growth
rates in the next two quarters if we do not see a significant boost from upcoming data. Still, we maintain our
forecast for 1.8% growth for the year, but with downward bias.

e Personal Income and Outlays Gain Momentum in August

Graph 1

Consumer-related data shows some improvement as more reports are spilling in for 3Q13. Personal income
and outlays both met expectations for August, up 0.4% and 0.3%, respectively, following upward revisions
to 0.2% growth in July for both components. On a YoY basis, income jumped to 3.7% and spending
increased to 3.2%.

In real terms, income and outlays increased 0.3% and 0.2% in August, slightly brightening the outlook for
3Q13. At this pace, the third quarter is shaping up to be pretty similar to 2Q13 when it comes to consumer
activity. Given that we are headed into pre-holiday shopping season, we expect that consumer spending will
hold up. However, employment growth is still weak and therefore upward pressures on income are limited.

Contributions to Real GDP Growth
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Week Ahead
ISM Manufacturing Index (September, Tuesday 10:00 ET)

Forecast: 55.9 Consensus: 55.1 Previous: 55.7

The ISM Index has signaled significant acceleration in manufacturing activity for the third quarter thus far, and we
expect this momentum to continue through September. Most of the strength in recent months has stemmed from a
rise in new orders and production, both of which jumped to nearly two-year highs. The employment component
remains above the 50-mark to suggest that manufacturers are still willing to hire additional workers, yet levels are well
below the recovery peak seen in early 2011. Still, we expect that the latest increase in demand will fuel future
production, keeping the overall index on the path toward recovery highs.

Construction Spending (August, Tuesday 10:00 ET)
Forecast: 0.3% Consensus: 0.4% Previous: 0.6%

Construction spending has been relatively strong in recent months, aside from a brief stall in June. In July, an
increase in private construction more than offset a decline from the public side, boosting overall outlays 0.6% for the
month. Nonresidential private growth was particularly strong, and single-family construction led the residential
component. For August, we expect that a similar trend will emerge as fiscal issues limit public spending for the time
being. Private real estate has been gaining momentum, and an uptick in housing starts should help boost overall
construction spending. However, we expect that growth in August could be a bit slower than in July given the
increased pressures on public outlays.

ISM Non-Manufacturing Index (September, Thursday 10:00 ET)

Forecast: 58.0 Consensus: 57.0 Previous: 58.6

Unlike the manufacturing sector, the services sector has for the most part recovered to pre-recession activity levels,
at least according to the ISM Non-Manufacturing Index. In August, the overall index jumped to the highest level seen
since late 2005, with a big push from business activity and new orders. Employment in the services sector also
accelerated in August at the fastest pace since earlier this year. For September, we expect that the ISM index will
continue to point to increasing activity in services, but at a slightly slower pace than in August. Some temporary
headwinds, such as the looming fiscal talks in Washington, may postpone some business activity in the short-term.

Nonfarm Payrolls and Unemployment Rate (September, Friday 8:30 ET)
Forecast: 180K, 7.3% Consensus: 180K, 7.3% Previous: 169K, 7.3%

Employment growth has been nothing to write home about, yet the unemployment rate continues to trend downward.
The declining labor force has put significant pressure on the unemployment rate throughout the past year, and we
expect that this influence will continue for some time. At the same time, we don’t expect nonfarm payroll growth to
accelerate much, holding at or below the 200K mark per month as businesses remain hesitant to go full steam ahead
with expanding their workforce. Throughout the past few months, jobless claims data have suggested a noticeable
decline in layoffs, and the story for September appears to be slightly improved from August. Other indicators, such as
the ISM indices for both manufacturing and services as well as regional Federal Reserve Surveys, all reflect
increasing momentum in the labor market throughout 3Q13, albeit at a very gradual pace.

Market Impact

All eyes are on Congress this week as the deadline for budget negotiations quickly comes and goes. The start of the
week could see some serious market reaction if an agreement is not reached by the October 1% government
shutdown date. In terms of economic data, the employment report should draw most market attention for the week,
particularly as it relates to eventual Fed tapering of QE3. The ISM indices are also important indicators and can be
market movers if not overshadowed by political headwinds.



Economic Trends

Graph 3
BBVA US Weekly Activity Index
(3 month % change)

Graph 4
BBVA US Monthly Activity Index & Real GDP
(4Q % change)
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BBVA US Surprise Inflation Index BBVA US Surprise Activity Index & 10-yr Treasury
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Equity Spillover Impact on US BBVA US Recession Probability Model
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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 4-Weeks
Last  Week ago ago Year ago Last Week ago ago Year ago
Prime Rate 395 395 325 395 1M Fed 0.08 0.08 0.07 0.09
. . 3M Libor 0.25 0.25 0.26 0.36
Credit Card (variable) 14.16 14.16 14.16 14.10 6M Libor 0.37 0.38 0.39 0.64
New Auto (36-months) 2.50 2.51 2.39 314 12M Libor 0.63 0.64 0.67 0.98
Heloc Loan 30K 519 523 533 546 2yr Swap 0.47 0.49 0.57 0.40
51 ARM* 307 3N 324 290 5yr Swap 1.55 1.66 1.81 0.79
15-year Fixed Morgage * 337 35 354 323 ;gwgw ap i;: ijj ijg ;Q
i * yr swap . . . X

30-year Fixed Mortgage 432 450 451 399 30day CP 010 011 010 097
2-year CD 0.78 077 0.76 087 90day CP 0.13 0.14 0.17 0.43

*Freddie Mac National Mortgage Homeowner Commitment US Source: Bloomberg & BBVA Research

Source: Bloomberg & BBVA Research

Quote of the Week

Richard W. Fisher, President of the Federal Reserve Bank of Dallas
Review, Reflect and Deflect
23 September 2013

“As | said at the beginning of my remarks, | am going to try to avoid answering questions you might have about last
week’'s FOMC meeting and what some in the press have now labeled ‘the taper caper’. Nearly every Federal Reserve
Bank president and his or her sister will be speaking to this topic this week, so you will be getting an earful of
cacophonous comments on this subject. | will simply say that | disagreed with the decision of the committee and
argued against it. Here is a direct quote from the summation of my intervention at the table during the policy ‘go round’
when Chairman [Ben] Bernanke called on me to speak on whether or not to taper: ‘Doing nothing at this meeting would
increase uncertainty about the future conduct of policy and call the credibility of our communications into question’. |
believe that is exactly what has occurred, though | take no pleasure in saying so.”

Economic Calendar

Date Event Period Forecast Survey Previous
30-Sep Chicago PMI SEPT 53.5 54.0 53.0
30-Sep Dallas Fed Manufacturing Survey SEPT 6.1 5.0 5.0

1-Oct  Motor Vehicle Sales (Mn) SEPT 16.0 15.8 16.1

1-Oct  ISM Manufacturing Index SEPT 55.9 55.1 55.7

1-Oct  Construction Spending (MoM) AUG 0.3% 0.4% 0.6%

2-Oct  ADP Employment SEPT 200K 176K 176K

2-Oct ISMNew York SEPT 59.00 - 60.50

3-Oct Initial Jobless Claims 28-Sep 310K 315K 305K

3-Oct  Continuing Claims 21-Sep 2800K 2800K 2823K

3-Oct  Factory Orders (MoM) AUG 0.5% 0.3% -2.7%

3-Oct  ISM Non-Manufacturing Index SEPT 58.0 57.0 58.6

4-Oct  Nonfarm Payrolls SEPT 180K 180K 169K

4-Oct  Private Payrolls SEPT 187K 180K 152K
4-Oct  Manufacturing Payrolls SEPT 5K 7K 14K

4-Oct  Unemployment Rate SEPT 7.3% 7.3% 7.3%

4-Oct  Average Hourly Earnings (MoM) SEPT 0.20% 0.20% 0.20%



Forecasts

2011 2012 2013 2014 2015
Real GDP (% SAAR) 1.8 2.8 1.8 23 25
CPI(YoY %) 3.1 2.1 1.6 23 24
CPI Core (YoY %) 1.7 2.1 1.9 2.0 21
Unemployment Rate (%) 8.9 8.1 7.5 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 3.00 3.35 3.64
US Dollar/ Euro (eop) 1.32 131 1.30 1.30 1.35
Note: Bold numbers reflect actual data
Kim Fraser
Kim.Fraser@bbvacompass.com
BBVA X (B | 2200 Post Oak Blvd, 21* Floor, Houston, Texas 77056 | Tel.: +1 713 831 7345 | www.bbvaresearch.com

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 (i) 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.



