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Fed Watch: Converging Committee Views on Tapering and Forward Guidance

Details in the Fed meeting reveal the participants’ broad agreement and confidence regarding the
appropriateness of the timing of the tapering announcement. At the same time, the minutes also reflected the
cautiousness of the Committee to craft a message that would avoid causing further financial market tightening.
Consequently, the minutes were communicated in a neutral language with a light dovish spin of an optimistic
economic outlook. Two major factors behind the decision to taper were the decline in the marginal efficacy of
LSAP and the lowered risks of “disruptive political impasse” by Congress. Across the board among meeting
participants, there were no substantial changes in “broad contours” of the economic outlook, such as real
growth, labor market and inflation, but members did see improved confidence in the outlook as the negative
risks of the first half of 2013 subsided. The overall optimistic views of the Committee were driven by diminished
fiscal restraints, a pickup in global economic growth and the subsequent boost to U.S. exports, further easing
credit conditions and improvements in household balance sheets.

The learning process between markets and the Fed has been rocky but will improve over time as both sides
understand the implications of forward guidance and the evolution of Fed communication. Nevertheless, the
risk of a disorderly exit process remains. The path of asset purchases remain data driven while the Fed’s
communication emphasizes that there would be no “preset course” for tapering and further reductions should
be expected in “measured steps.” We continue to expect a gradual tapering process throughout 2014.
Assuming that the Fed maintains the $10bn per month incremental reductions, asset purchases will likely
continue until 4Q14.

U.S. Adds Only 74k Jobs in December, Yet Unemployment Drops to 6.7%

The U.S. added only 74k nonfarm payroll jobs in December, marking the lowest MoM increase in nearly
three years as the job market finished the year on an unexpectedly weak note. The unemployment rate fell
from 7.0% in November to 6.7%, but this figure appears to be misleading. The decline is largely explained
by people leaving the workforce, a discouraging sign in the job market amidst a wave of mostly positive
economic news for the month. The number of workers currently looking for work or working fell to 62.8% in
December, a jump back to the 35-year-low October figure. Furthermore, the number of discouraged workers
increased by an unexpected 155k after experiencing declines for five consecutive months.

The December employment report sends mixed signals, as the job growth was surprisingly low yet the
unemployment rate significantly fell to its lowest level since November 2008. Amid a growing sense of
optimism due to strong reports in housing, manufacturing, and trade, the loss of jobs in construction further
questions the sustainability of the labor market improvement. Ahead of the FOMC January meeting, the blurry
picture of the employment report increases pressure on the Fed to strengthen their stance on forward guidance
as December unemployment is only 0.2% away from their policy rate threshold of 6.5%. Although certainly
disappointing, it is important to remember that the monthly payroll can be subject to significant revisions and
has been considerably volatile over recent months. Even though job growth was lower than expected in
December, we remain optimistic about the economic situation heading into 2014.



Week Ahead

Retail Sales, Ex Autos (December, Tuesday 8:30 ET)
Forecast: 0.2%, 0.4% Consensus: 0.1%, 0.4% Previous: 0.7%, 0.4%

The retail sales figures were stronger than expected in November, jumping 0.7%, an encouraging sign that the U.S.
economy is gaining momentum as consumer spending is on the rise. After decelerating in 3Q13, retail sales rallied
once again and posted healthy growth in both October and November. Consumer spending has been upbeat recently
in the wake of several encouraging economic reports. The December retail sales will be crucial in gauging consumer
spending and reflect consumer confidence in the recovery. Furthermore, many retailers depend on the holiday
season for a bulk of their revenue, so healthy spending for the month could foreshadow an optimistic beginning to the
new year. While we do not expect the pace for December to match the pace of the recent months, we still expect a
positive retail sales number that will be dragged down slightly by a decline in auto sales to finish out the quarter.

Empire State Manufacturing Survey (December, Wednesday 8:30 ET)
Forecast: 2.80 Consensus: 3.00 Previous: 0.98

The Empire State Manufacturing Survey was considerably below expectations in October and November. The survey
will give us critical insight on the health of New York’s manufacturing state and give us a clue on what we should
expect to start the new year. After posting a negative reading in October and a slightly positive figure in November,
we expect the manufacturing index to strengthen in December, boosted by an increase in consumer spending in the
last month of the holiday season. As one of the leading manufacturing indicators for the month, this report could
continue the run of stronger data heading into the New Year.

Consumer Price Index, Core (December, Thursday 8:30 ET)
Forecast: 0.3%, 0.2% Consensus: 0.3%, 0.1% Previous: 0.1%, 0.2%

The Consumer Price Index posted a flat reading for November due to a combination of lower energy prices and
increases in transportation and shelter. For December, we expect to see a minor pickup in inflation as both crude oil
and natural gas prices jumped back up for the month. As consumer confidence and spending have picked up in
recent months, low inflation has been lifting consumers’ purchasing power and therefore boosting personal
consumption in the latter half of 2013. Furthermore, headline prices have remained below the Fed'’s inflation target of
2.0%, so it will be interesting to see how the gradual tapering to begin in January will affect inflation as we transition
into 2014. Overall, we expect to see a modest increase in inflation to close out 2013, partially driven by a bump in
overall core prices accompanied by a small jump in auto and energy prices.

Industrial Production (December, Friday 9:15 ET)

Forecast: 0.2% Consensus: 0.3% Previous: 1.1%

Industrial production in November exceeded expectations and rose a surprising 1.1% driven by a gain of 3.9% in
utilities output and steady gains in mining and manufacturing. The encouraging manufacturing data through 2H13 has
substantially increased optimism about the U.S. recovery moving forward, and a strong finish in December would
provide confidence that the current growth in economic output is in fact robust. The latest manufacturing reports will
most likely be reflected in the industrial production data, as an expected increase in demand for manufactured goods
will lead to more production. We do not expect the industrial production increase to be as large as last month;
nonetheless, we are still expecting a positive December for industrial production, particularly led by utilities output in
the midst of a cold winter.

Market Impact

Following the FOMC meeting and employment report, the markets will have a lot of information to digest entering next
week. The discouraging employment report for December will likely cause some confusion in the markets, as most did
not expect job growth to decelerate after the influx of positive economic news. After the FOMC was widely in
agreement regarding when to begin tapering, the employment number may at least force the FOMC to assess their
forward guidance. Moving forward, markets will be looking at the manufacturing and industrial production data released
next week to gauge the state of the economy.



Economic Trends
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BBVA US Weekly Activity Index
(3 month % change)
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BBVA US Monthly Activity Index & Real GDP
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Financial Markets
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Financial Markets
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Interest Rates

Table 1 Table 2
Key Interest Rates (%) Key Interest Rates (%)
4-\Weeks 4-Weeks
last Weekago ago  Yearago Last Weekago  ago Year ago
Prime Rate 325 35 395 325 ™ Ffad 0.07 0.08 0.08 0.14
Oredit Card (variabi 423 4B 4B 1410 SMLibor 0.24 0.25 024 0-%0
redi Card (variabl) : ' ' : 6M Libor 0.34 0.35 0.35 0.49
New Auto (36-months) 244 244 2.66 2.74 12M Libor 0.58 0.58 058 0.81
Heloc Loan 30K 530 532 531 541 2yr Swap 0.49 0.51 0.43 0.38
5/1 ARM* 315 3.05 2.94 2.90 Syr Swap 1.72 1.79 1.62 0.87
15-year Fixed Mortgage * 3.56 3.55 343 323 10Yr Swap 2.95 3.07 2.93 187
) . 30yr Swap 3.78 3.90 3.78 2.84
30-year Fixed Mortgage 451 453 442 3.99 30day CP 011 012 011 0.15
Money Market 042 043 042 0.53 60day CP 0.13 0.13 0.12 0.17
2-year CD 0.84 0.82 0.81 0.82 90day CP 0.32 0.13 0.13 0.19
*Freddie Mac National Mortgage Homeowner Commitment US Source: Bloomberg & BBVA Research

Source: Bloomberg & BBVA Research

Quote of the Week

President Barack Obama
Speech at the White House
7 January 2014

"You know, a few weeks ago | said that 2014 could be a breakthrough year for America. Think about it. Five years ago
this month, our economy was shedding 800,000 jobs, just in one month. But as Americans buckled down and worked
hard and sacrificed, we began to come back. And our businesses have created more than 8 million new jobs since we
hit the bottom”.

Economic Calendar

Date Event Period Forecast Survey Previous
14-Jan Retail Sales (MoM) DEC 0.2% 0.1% 0.7%
14-Jan Retail Sales , Ex Auto and Gas (MoM) DEC 0.4% 0.4% 0.4%
14-Jan Import Prices (MoM) DEC 0.2 0.3 -0.6
14-Jan Business Inventories (MoM) NOV 0.1% 0.3% 0.7%
15-Jan  Empire State Manufacturing Index JAN 2.80 3.00 0.98
15-Jan  Producer Price Index (MoM) DEC 0.3% 0.4% -0.1%
15-Jan  Producer Price Index Core (MoM) DEC 0.1% 0.1% 0.1%
16-Jan  Consumer Price Index (MoM) DEC 0.3% 0.3% 0.0%
16-Jan  Consumer Price Index, Ex Food and Gas (MoM) DEC 0.2% 0.1% 0.2%
16-Jan  Philly Fed Business Index JAN 8.8 8.7 7.0
16-Jan  NAHB Housing Market Index JAN 58.0 58 58.0
17-Jan  Housing Starts DEC 0.970M 0.990M 1.091M
17-Jan  Building Permits DEC 0.980M 1.010M 1.017M
17-Jan Industrial Output (MoM) DEC 0.2% 0.3% 1.1%
17-Jan  Capacity Utilization DEC 79.0% 79.1% 79.0%
17-Jan  Manufacturing Output (MoM) DEC 0.4% 0.3% 0.6%

17-Jan  Consumer Sentiment JAN 83.5 83.2 82.5



Forecasts

2015 2016
Real GDP (% SAAR) 1.8 2.8 1.6 23 25 2.8
CPI(YoY %) 3.1 2.1 1.7 22 24 24
CPI Core (YoY %) 1.7 2.1 1.8 2.0 2.1 23
Unemployment Rate (%) 8.9 8.1 7.4 7.0 6.4 5.9
Fed Target Rate (eop, %) 0.25 0.25 0.25 0.25 0.50 1.50
10Yr Treasury (eop, % Yield) 1.98 1.72 3.03 3.37 3.64 4.05
US Dollar/ Euro (eop) 131 131 1.37 1.30 1.38 1.36

Note: Bold numbers reflect actual data. Forecast revisions pending.
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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 (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.



