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Consumer prices jumped 0.4% in April 
The Bureau of Labor Statistics (BLS) announced that headline and core consumer prices jumped 
0.4% MoM and 0.2% MoM in April, respectively on a seasonally adjusted basis. Consumer prices 
increased 3.2% over the last 12 months, representing the highest level since October 2008. In 
November, the 12-month inflation rate was 1.1% and the main reason for this sharp increase is a 
combination of high liquidity and rising food and energy prices. However, pass-through effect to 
underlying inflation remains limited. While the energy and food indices have increased 19.0% and 
3.2% over the last 12 months, respectively, core prices, the index for all items less food and energy, 
have increased only by 1.3% in the same period. In addition, the food index increased by 0.4% in 
April, the smallest increase this year so far. The food index rose 0.4 percent in April after rising 0.8 
percent in March. The deceleration was mainly due to a decline in the fresh vegetables index, 
which fell 2.7% MoM. Core prices, measured by consumer prices excluding energy and food prices, 
increased 0.2% MoM and pushed the 12-month core inflation rate to 1.3%, the highest level since 
January 2010. Shelter prices increased 0.1%, the slowest pace since October 2010. The rent and 
own  increased 0.1% MoM, which is similar to their March increase. 
The new vehicles index rose 0.7%, while the index for used cars and trucks jumped 1.2% MoM in 
April. The index for medical care increased 0.4% MoM, while the apparel and household 
furnishings and operations rose 0.2% MoM in April. In sum, latest inflation data are consistent with 
our expectations that the headline inflation rate will remain above 2.5% YoY throughout the year 
while core prices increase at a slow pace. We believe that both headline and core inflation remain 
within  Conditional on stabilizing home prices and declining 
commodity prices in the second half of 2011, we expect food, energy and shelter components of 
inflation to contribute less strongly to core inflation by 2012. We believe that average headline and 
core prices will increase 2.8% and 1.3% YoY in 2011, respectively.      

 

  
Graph 1 
Consumer Price Index  
(YoY % change)  

Graph 2 
Consumer Price Index  
(YoY % change) 
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Week Ahead 

Empire State Manufacturing Index (May, Monday 08:30 ET)  

  Forecast: 18.5 Consensus: 19.9 Previous: 21.7 
   

  

The Empire State Manufacturing Index is expected to decline but remain positive in May, 
indicating that more manufacturers consider business conditions to be improving. The index is 
one of the first regional indices to be released for May and will give valuable information about 
economic activity in the manufacturing sector. We expect that economic activity in 2Q11 will be 
stronger than in the first quarter.  

Housing Starts (April, Tuesday 08:30 ET) 

  Forecast: 562K Consensus: 570K Previous: 549K 
     

  

Residential construction is expected to improve in April as a result of positive readings on new 
home sales. Although builders  
they will slightly increase the production of houses given the improvement in demand 
conditions and the low inventories of new homes, which are at historically minimum levels. 
Despite the mentioned market improvement, there is still a significant degree of uncertainty 
surrounding residential construction as the economy will likely recover at a slow pace in the 
second half of 2011.   

Industrial Production (April, Tuesday 09:15 ET) 

  Forecast: 0.5% Consensus: 0.4% Previous: 0.8%  
     

  

The industrial production index has increased in the last 21 months, excluding October 2010. In 
March, the index jumped 0.8% MoM and is 5.9% higher than its level in last year. Manufacturing 
activity climbed 0.7% MoM and capacity utilization in the sector reached 75.3%, lower than its 
pre-crisis level. The utilities sector picked up 1.7% MoM and the utilization rate in the sector 
increased to 79.7%. Overall, the capacity utilization rate is at 77.4% and illustrates that economic 
slack still remains in the economy. We expect the industrial production index to increase at a 
slower pace in April due to high oil prices.  

Existing Home Sales (April, Thursday 10:00 ET) 

  Forecast: 5.4M Consensus: 5.2M Previous: 5.1M 
   

  

Existing home sales are expected to rise in April 
sales, a leading indicator for existing sales, supports this scenario. April sales could benefit from 
the large amount of distressed properties that are in the market and reach a total of 5.4 million, 
similar to January  sales. Looking forward, demand is expected to firm, albeit slowly, in the 
upcoming months as labor market conditions improve, lower housing prices and favorable 
mortgage rates attract buyers to the market.  

Market Impact  

  

The releases this week will be more real estate-related. Significantly slower-than-expected 
industrial production and housing starts would signal weakness in the economic recovery and 
ignite discussions of recession or a slowdown in the economy and will draw financial markets 
downwards.  
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Financial Markets 
  

Graph 3 
Stocks (Index, KBW)  

Graph 4 
Commodities (Dpb & DpMMBtu) 
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  Source: Bloomberg & BBVA Research  Source: Bloomberg & BBVA Research 

  

 
 
Graph 5 
Currencies (Dpe & Ypd)  

Graph 6 
Volatility (Vix, Index) 
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  Source: Bloomberg & BBVA Research  Source: Bloomberg & BBVA Research 

  

 
 
Graph 7 
Commercial Paper Issuance (US$Bn)  

Graph 8 
TED & BAA Spreads (%) 
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  Source: Bloomberg & BBVA Research  Source: Bloomberg & BBVA Research 
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Economic Trends 

  
Graph 9 
BBVA US Weekly Activity Index  
(3 month % change)  

Graph 10 
BBVA US Monthly Activity Index & Real Gross Domestic 
Product 
(4Q % change) 
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  Source: BBVA Research  Source: BBVA Research & BEA 

  

 
 
Graph 11 
BBVA US Surprise Inflation Index  
(Index 2009=100)  

Graph 12 
BBVA US Surprise Activity Index & 10-yr Treasury (Index 
2009=100 & %) 
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  Source: BBVA Research  Source: Bloomberg & BBVA Research 

  

 
 
 
Graph 13 
BBVA US Leading Inflation Index & Core Inflation (Qoq 
% change) 

 

 
 
Graph 14 
BBVA US Recession Probability Model 
(Recession episodes in shaded areas,%) 
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  Source: BLS & BBVA Research  Source: BBVA Research 
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Yield Curve and Interest Rates  
  

Table 1 
Key Interest Rates, %  

Graph 15 
Treasuries Yield Curve, % 

  

Last

Week 

ago

4-Weeks 

ago

Year 

ago

Prime Rate 3.25 3.25 3.25 3.25

Credit Card (variable) 13.73 13.73 13.73 13.00

New Auto (36-months) 3.79 3.81 4.22 6.43

Heloc Loan 30K 5.48 5.48 5.48 5.59

30-year Fixed M ortgage * 4.63 4.71 4.91 4.93

M oney M arket 0.62 0.62 0.60 0.74

2-year CD 1.23 1.25 1.25 1.60

5-year CD 2.07 2.09 2.09 2.63
 

 

 

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

 
Source: Bloomberg  

 
 

Quote of the Week 
 

Federal Reserve Bank of Minneapolis President Narayana Kocherlakota  
Some Contingent Planning for Monetary Policy,  

May 11, 2011 
 

New York, NY   
under my baseline forecast, it would be desirable for the FOMC to raise the fed funds target 

interest rate by a modest amount toward the end of 2011.  
 

Economic Calendar 

  

Date Event Period Forecast Survey Previous

16-May Empire Manufacturing MAY 18.5 19.9 21.7

16-May NAHB Housing Market Index MAY 17.0 17.0 16.0

17-May Housing Starts APR 562K 570K 549K

17-May Building Permits APR 606K 585K 585K

17-May Housing Starts MOM% APR 2.4% 3.8% 7.2%

17-May Building Permits MOM% APR 3.5% 0.0% 11.2%

17-May Industrial Production APR 0.5% 0.4% 0.8%

17-May Capacity Utilization APR 77.8% 77.6% 77.4%

18-May Minutes of FOMC Meeting 26-27 April --- --- ---

19-May Initial Jobless Claims 14-May 425K 420K 434K

19-May Continuing Claims 7-May 3735K 3723K 3756K

19-May Existing Home Sales APR 5.4M 5.20M 5.10M

19-May Existing Home Sales MoM APR 5.9% 2.0% 3.7%

19-May Leading Indicators APR 0.2% 0.1% 0.4%

19-May Philadelphia Fed. MAY 19.0 20.1 18.5
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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. 
re 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 
tary 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 amend

der, 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 

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.  

VA 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 
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