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» After growing a historic 14% last year, the Paraguayan economy is

expected to expand at a more sustainable rate of around 4.5% in 2011.
Over the coming years, economic growth will be around its trend level of 4%.

GDP growth in 2011 will reflect agricultural conditions that, in general,
will be better than initially anticipated, making it possible to maintain
the high yields of the last harvest. This will have a favorable impact on
sectors linked to agricultural activity, including the processing industry,
transportation, and commerce.

Commodity food prices will remain high and this, together with increasing
oil prices, will result in inflation increasing to around 9% in 2011.

In this context, the Central Bank will continue tightening the monetary
policy stance, although perhaps at a somewhat milder pace than that seen
over recent months as a sizeable part of the adjustment would have been
already made.

The fiscal surplus will continue to be relatively high in 2011 due to
increases in revenues and the ending of the Economic Reactivation
Plan. We also expect an improvement in foreign trade figures, resulting
from better terms of trade and a lower domestic demand that will slow
down imports. Against this background, the domestic currency will tend to
appreciate in 2011.
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After expanding by 14% in 2010, the economy will converge to more
sustainable growth rates

Paraguay’s economy grew by 14% in 2010, the fastest rate since records began. This growth reflected
weather conditions returning to normal following the serious drought in the previous year, which had a
significant impact on agriculture, the main economic activity in the country, accounting for around 30%
of total output. This was accompanied by the recovery in the global economy, which supported foreign
demand and international commodity prices for the country’s main exports.

We expect the economy to grow by 4.5% in 2011, continuing the recent upward trend in growth
although at more moderate rates, converging on growth rates which can be sustained over coming
years (around 4.0%). In general, agricultural conditions will be good during the year and better than
previously expected when there was still a possibility of negative impact from the La Nifia phenomenon;
this will make it possible to maintain the high yield of the last harvest. This will have a favorable impact
on sectors linked to agriculture, such as for example the processing industry, transport and trade.
This will be supplemented by livestock and associated activities and construction, which have been
performing very positively. However, it should be noted that the effect of the low basis for comparisons
in 2009 will have been diluted and therefore economic growth will be more moderate this year.

On the demand side, the momentum will mostly come from investment and private consumption.
As a result external factors will continue to be favorable (including terms of trade which will increase
by around 10%); there are positive expectations in the private sector; and, in more general terms,
Paraguay’s economy is gradually becoming more attractive.

However, increases to international food commodity and energy prices
will put upwards pressure on prices; this will result in the Central Bank
continuing to adjust its monetary position

Increases to international food commaodity and energy prices are putting upwards pressure on domestic
prices, resulting in inflation of 7.2% in 2010. This pressure will continue in 2011. International prices for food
commodities have returned to the highs seen in 2008, according to the FAO index, and will remain high
throughout this year, increasing the transmission of increases to local prices. International oil prices will
continue to trend upwards over the year, based on demand which will increase at a rate dependent on the
recovery in advanced economies continuing, whilst OPEC production will not be able to maintain a similar
increase. In addition, prices are also being affected by uncertainty about the supply of crude from countries
in the Middle East and North Africa resulting from social and political unrest in some countries in the area;
this premium will continue for some time. As a result, inflation will reach around 9% by year-end, exceeding
the monetary policy reference range (5%, +/- 2.5 percentage points).

Chart 2
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Against this background, we expect the Central Bank to continue to increase its interest rates. However,
the rate of such increases will slow compared to what we have been seeing since October last year,
as a substantial part of the adjustment has already taken place through the 500 basis point increase
in shortest-term rates.
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The fiscal balance will continue to improve in 2011

The Central Government surplus amounted to 1.1% of GDP in 2010, improving the results in the previous
year (when there was a surplus of 0.1% of GDP). Tax collection (+15% to October) was driven by the
rapid growth in domestic demand, whilst public spending (both current and, in particular, capital) spending
slowed in line with the gradual ending of the Economic Reactivation Plan introduced in 2009 to offset the
effects of the global economic crisis. This positive trend in public sector accounts will continue in 2011, as
the absence of a fiscal stimulus from public spending will be accompanied by the continuing increase in
income resulting from increased activity. As a result, the surplus will reach 1.5% of GDP this year.

It is worth mentioning that the tax burden in Paraguay (13% of GDP) is relatively low compared to other
countries in the region. This makes it difficult to invest in the infrastructure required to increase the
productive capacity of the economy and sustain higher growth rates for a prolonged period. Against such
a background, initiatives such as Personal Income Tax are of vital importance and it is to be hoped that the
authorities will have no further delays in bringing these into effect in order to generate additional resources
to undertake the capital expenditure required without damaging the balance in the public accounts.

More favorable external conditions will boost exports, putting upwards
pressure on the local currency

The current account of balance of payments deteriorated slightly in 2010 (deficit of 1.4% of GDP)
compared to the previous year (deficit of 1.0% of GDP). Although exports increased substantially
(+43%) due to the recovery in agricultural harvests and higher prices for exports, the strength of
domestic demand led to a larger increase in imports in terms of both capital and consumption (+45%).
This situation will reverse in 2011. Firstly the terms of trade will be more favorable for Paraguay in 2011.
International food commodity prices —including soya, Paraguay’s main export- will remain high and on
average significantly higher than in 2010. At the same time, the rate of growth in imports will slow to
more sustainable levels in line with the deceleration in domestic demand. In addition, the Binacional
Yacyreta hydraulic power station reached full output around mid-February this year and this will have
a positive impact on the services account of the balance of payments. As a result, we expect a current
account surplus in excess of 2.5% of GDP in 2011 which, together with increased capital inflows, will
impact on the local currency, which will tend to appreciate over the year.
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Table 1
Summary forecasts

2010 2011 2012
GDP (% yoy change) 14.0 4.5 4.0
Inflation (% yoy, average) 4.7 8.8 8.0
Exchange rate (against USD, average) 4,739 4,608 4,599
Interest rate (%, average) 25.3 25.8 26.1
Private consumption (% yoy change) 9.0 4.6 4.3
Public consumption (% yoy change) 13.5 4.0 4.0
Investment (% yoy change) 20.3 7.5 6.0
Fiscal balance (% GDP) 1.1 1.5 1.7
Current account (% GDP) -1.4 2.8 1.7

Source: BCP, BBVA Research Peru
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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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