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The Fed sees inflation risks tilted to the upside, but still under control

The release of the FOMC minutes reveals that the Fed will not taper its purchases of treasury
securities towards the end of its current large-scale asset purchase program. The central
bank believes the depth and liquidity of the treasury market precludes the necessity of
tapering. FOMC members regard recent commodity price increases as largely transitory.
Participants view measures of underlying inflation as subdued, but “bottoming out” compared
to historical data. Staff economists reported that market measures and survey indicators of
long-term inflation expectations remained stable. However, in general, FOMC members are
biased towards upside risks for their inflation forecasts, although their forecasts are still within
their comfort zone. A few FOMC members were prompted by this discussion to note that a
numerical inflation target would help solidify these expectations. On the other hand, the
outlook for economic growth is more balanced. This is the result of a number of competing
domestic and international factors. For example, FOMC members still view downside risks
from geopolitical strife, fiscal and banking consolidation in Europe, a depressed housing
market, and US fiscal reform at the state and Federal level. The text of the minutes suggest
more heightened discussion of the accommodation stance, with some members viewing
current data as warranting less accommodation, while a few other members’ view of the data
supports accommodation beyond 2011. In sum, the minutes confirm our baseline scenario
that QE2 will be implemented as planned and that there will be no rate hike throughout the
year.

Consumer credit increased in February

The Federal Reserve announced that consumer credit increased 3.75% MoM ($7.62bn MoM
change) at an annual rate in February 2011. The release shows that while non-revolving
consumer credit, such as auto and student loans, jumped 7.75%, revolving consumer credit
(i.e. credit cards) dropped 4% at an annual rate. The main drivers of this increase in no-
revolving credit were auto and student loans. The increase in student loans is reflection of the
fact that many people are headed to school as a result of the downturn.
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Week Ahead
Trade Balance (February, Tuesday 08:30 ET)
Forecast: -$45.0bn Consensus: -$44.0bn Previous: -$46.3bn

The trade balance is expected to shrink slightly in February. We expect that a weak dollar
and more robust performance in exports will help reduce the U.S. trade deficit. However,
import prices have increased 1.4% MoM on average in the last five months. Therefore, an
increase in the value of imports and higher energy prices will limit improvement in the
trade balance.

Retail Sales, excl. auto (March, Wednesday 08:30 ET)
Forecast: 0.5%, 0.7% Consensus: 0.5%, 0.7% Previous: 1.0%, 0.7%

Current macroeconomic indicators such as high consumer confidence and recent
improvements in labor markets support robust personal spending and retail sales.
Although recent increases in oil prices are expected to negatively affect auto sales, high
consumer prices will also push up retail sales in nominal terms.

Consumer Price Index, core (March, Friday 08:30 ET)
Forecast: 0.5%, 0.2% Consensus: 0.5%, 0.2% Previous: 0.5%, 0.2%

In February, consumer prices surged mainly due to increases in oil and food prices. The
price index for energy commodities jumped 19.3% YoY while the price index for energy
services increased only by 0.2%. Monthly increases in headline consumer prices were the
largest since June 2009. Of the core price indices, shelter prices are also no longer a drag
on core inflation. They have increased by 0.1% MoM on average in the previous five
months. We believe that recent increases in oil prices are transitory, therefore posing no
long-term threat to price stability, at least for now. We expect that increases in oil prices
will continue to push headline inflation higher. However, the pass-through effect from
higher energy prices to core prices will remain limited.

Industrial Production Index (March, Friday 09:15 ET)

Forecast: 0.7% Consensus: 0.6% Previous: 0.0%

In the first two months of 2011, industrial production (IP) has evolved slower than
expected. Although regional manufacturing, ISM manufacturing and ISM services indices
point to strong economic activity, the Federal Reserve announced that IP increased by
0.1% MoM on average in the previous two months, compared to 0.6% on average in
2010. We expect that IP will increase around 0.7% MoM, indicating robust economic
activity in March and compatible with other macroeconomic indicators.

Market Impact

This week, the market’'s focus will be on the release of consumer and producer price
indices. Both markets and the Fed expect limited pass-through from oil and food prices
into underlying inflation. If consumer prices, particularly core prices, increase more than
the market expectation, it would imply a higher pass-through effect and therefore would
increase inflation expectations.
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Commercial Paper Issuance (US$Bn)
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Economic Trends
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Graph 11
BBVA US Surprise Inflation Index
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BBVA US Monthly Activity Index & Real
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Graph 13
BBVA US Leading Inflation Index & Core
Inflation (Qoq % change)
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BBVA US Recession Probability Model
(Recession episodes in shaded areas,%)

100%
80%
60%
40%

20%

0%
737679 828588919497 0003 06 09

Source: BBVA Research

REFER TO IMPORTANT DISCLOSURES ON LAST PAGE OF THIS REPORT

PAGE 4



BBVA Research U.S. Weekly Watch

April 11, 2011

Yield Curve and Interest Rates

Table 1 Graph 15
Key Interest Rates, % Treasuries Yield Curve, %
Week 4-Weeks Year 50 -
Last ago ago ago
g g g 45 -
Prime Rate 325 325 325 325 4.0 4
Credit Card (variable B73 173 1B.73 1297
: (variable) 3.5 1 Last
New Auto (36-months) 426 428 4.80 6.50 3.0 4 3 Months.ago
Heloc Loan 30K 547 548 548 566 25 == YearAgo
30-year Fixed Mortgage* 4.87  4.86 488 521 20 4
MoneyMarket 062 063 0.61 0.79 1.5 4
2-year CD 125 125 128 163 1.0 -
5-year CD 207 207 2.06 258 0.5 -

iM 3M 6M 2Y 5Y 10Y 30Y

* Freddie Mac National Mortgage Homeowner Commitment 30  Source: Bloomberg
Year US
Source: Bloomberg and BBVA Research

Quote of the Week

Federal Reserve Bank of Atlanta President Dennis P. Lockhart
April 8, 2011

Knoxville Economics Forum

Knoxville, Tenn.

“...my expectation is that commodity price increases that are now translating into
accelerating headline inflation will be transitory.”

Economic Calendar

12-Apr NFIB Small Business Optimism MAR 94.4 94.9 94.5

12-Apr  Import Price Index (YoY) MAR 8.60% 9.10% 6.90%

12-Apr  Monthly Budget Statement MAR -$189.0B -$189.0B

13-Apr  Retail Sales Less Autos MAR 0.7% 0.7% 0.7%

13-Apr  Fed's Beige Book -- -- - -

14-Apr  Continuing Claims 2-Apr 3705K 3710K 3723K

14-Apr PPl Ex Food & Energy (MoM) MAR 0.3% 0.2% 0.2%

14-Apr PPl Ex Food & Energy (YoY) MAR 2.0% 1.9% 1.8%

15-Apr  CPl Ex Food & Energy (MoM) MAR 0.2% 0.2% 0.2%

15-Apr  CPl Ex Food & Energy (Y oY) MAR 1.30% 1.20% 1.10%

15-Apr Industrial Production MAR 0.70% 0.60% 0.00%

15-Apr U. of Michigan Confidence APRP 66.0 69.0 67.5
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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 (jii) 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.

This document is provided in the United Kingdom solely to those persons to whom it may be addressed according to the Financial Services and Markets
Act 2000 (Financial Promotion) Order 2001 and it is not to be directly or indirectly delivered to or distributed among any other type of persons or entities.
In particular, this document is only aimed at and can be delivered to the following persons or entities (i) those outside the United Kingdom (ii) those with
expertise regarding investments as mentioned under Section 19(5) of Order 2001, (iii) high net worth entities and any other person or entity under
Section 49(1) of Order 2001 to whom the contents hereof can be legally revealed.

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 and the rest of entities in the BBVA Group which are not members of the New York Stock Exchange or the National Association of Securities
Dealers, Inc., are 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”.



