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Highlights

The Fed Remains in No Rush to Raise Interest Rates

The minutes from the April 26-7 Federal Open Market Committee (FOMC) indicates that members
extensively discussed different strategies for reversing extraordinary monetary policy arising from
the 2008 crisis. FOMC members agree on some broad principles to guide their decision-making
regarding normalization. They believe that the eventual goal is a reduction of the System Open
Market Account (SOMA) to a point where the Fed Funds rate becomes again the primary active
policy instrument. Eventually the SOMA will hold only Treasury securities, implying sales of agency
securities at some point. The FOMC believes that asset sales should be communicated to the
public in advance and possibly tied to economic conditions. Nearly all participants agreed that a
first step in normalization would be the cessation of reinvestment of principal from maturing
SOMA securities. Overall, the Fed remains in no rush to raise interest rates as a result of excess
resource slack, although it is increasingly focused on the evolution of measures of inflation
expectations. Due to uncertainty over the sustainability of the recovery, the timing of policy
actions (balance sheet normalization, in particular), will depend on the evolution of data over the
summer. We continue to expect a first rate hike in March 2012. For more detail see our latest Fed
Watch.

Industrial Production Was Unchanged in Apiril

The Federal Reserve announced that the industrial production index (IPl) was unchanged in April
after increasing 0.7% MoM in the previous month. The index, on average, increased by 0.2% MoM
in 1Q1 consistent with weak 1Q11 real GDP growth. The slowdown was partially due to supply
disruptions created by the earthquake in Japan. In April, manufacturing activity decreased by 0.4%
and the capacity utilization in the sector declined to 74.4%, significantly lower than its historical
average of 79.0% between 1972 and 2010. On the other hand, mining and utilities sectors
expanded by 0.8% and 1.7% MoM, respectively. The total capacity utilization rate also declined
slightly to 76.9% from 77.0%. The low capacity utilization level indicates large economic slack that
remains in the economy and supports our expectations that inflationary pressures from
production side will remain limited.
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To subscribe to this and other economic reports, send an email to ResearchUSA@bbvacompass.com


http://www.bbvaresearch.com/KETD/fbin/mult/110518_FedWatchEEUU_127_tcm348-257312.pdf?ts=2052011
http://www.bbvaresearch.com/KETD/fbin/mult/110518_FedWatchEEUU_127_tcm348-257312.pdf?ts=2052011
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Week Ahead

New Home Sales (April, Tuesday 10:00 ET)
Forecast: 295K Consensus: 300K Previous: 300K

New home sales are expected to continue to display weakness as demand is focusing mainly
on the existing homes market and mortgage credit standards remain tight. As a result, new
home sales will slightly decline in April to 295K from 300K. Since the end of the tax credit
incentives in the first half of 2010, new home sales have averaged around 300K units
(@nnualized), far below the forty-year average of 500K units sold per year. As a consequence of
this fragile market for new homes, the homebuilders’ confidence index are at historically low
levels, suggesting that it could take some time for a full recovery of new homes building.

Durable Goods Orders (April, Wednesday 08:30 ET)

Forecast: -21% Consensus: -2.5% Previous: 4.1%

The latest release indicates that new orders for manufactured durable goods in March
increased by almost $8bn or 41% MoM on a seasonally-adjusted basis, revised from the
previously published 29% MoM increase after declining -11% MoM in the previous month.
Transportation equipment also increased by 9.7% MoM in March. We expect durable goods
orders to decline due to a big jump in March.

Gross Domestic Product (1Q11 Second Estimate, Thursday 08:30 ET)

Forecast: 22% Consensus: 22% Previous: 1.8%

The Bureau of Economic Analysis (BEA) estimated that the US economy grew 18% (QoQ,
annualized) in 1Q11 on a seasonally adjusted basis compared to 31% in the previous quarter. The
estimate indicates that personal consumption expenditures (PCE), private inventory
investment, nonresidential fixed investment positively contributed to growth, while
government spending, residential investment and net exports dragged down the economic
recovery in 1Q11. Recent macroeconomic data indicate that the BEA will revise up its 1QN
economic growth estimate from 18% to 22% most likely due to better than expected
construction spending and private inventories.

Personal Income and Outlays (April, Friday 08:30 ET)
Forecast: 05%, 05% Consensus: 0.4%, 05% Previous: 05%, 0.6%

In March, personal income and spending increased by 05% and 0.6% MoM, respectively.
However, most of the increase was due to an increase in prices rather than real activity. After
removing price changes, personal spending increased moderately by 0.2%, compared with an
increase of 05% in the previous month. We expect that personal income and spending will
continue to rise in April similar to the previous month. However, the increase will remain low in
real terms.

Market Impact

This week, several macroeconomic releases will give more insight about 2Q11 economic
growth. A significant increase in durable goods orders, personal spending and new home sales
in April would signal robust growth in the current quarter and push equity prices higher.
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Financial Markets
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Economic Trends

Graph 10
Graph 9 BBVA US Monthly Activity Index & Real Gross Domestic
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Yield Curve and Interest Rates

Table 1 Graph 15
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Quote of the Week

Federal Reserve Bank of Chicago President Charles Evans

“Making Sense of Monetary Policy”

May 19, 201

AFP Global Corporate Treasurers Forum in Chicago, IL

‘Slow progress in closing resource gaps and a medium-term outlook for inflation that is too low
lead me to conclude that substantial policy accormmodation continues to be appropriate. This
accommodative policy will foster a return of economic conditions consistent with our dual
mandate.”

Economic Calendar

24-May  New Home Sales APR 295K 300K 300K

25-May  Durable Goods Orders APR -2.1% -2.5% 4.1%

25-May House Price Index MoM MAR -1.5% -0.5% -1.6%

26-May  GDP QoQ (Annualized) 1QS 2.2% 2.2% 1.8%

26-May  GDP Price Index 1QS 1.9% 1.9% 1.9%

26-May  Continuing Claims 14-May 3705K 3700K 3711K

27-May  Personal Spending APR 0.5% 0.5% 0.6%

27-May  PCE Core (MoM) APR 0.2% 0.2% 0.1%

27-May  Pending Home Sales MoM APR -2.5% -1.0% 5.1%
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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) (@) 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.





