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Past Due: Deadline to raise the debt ceiling is August 2", procedural deadline is
July 22nd

The deadline to raise the debt ceiling is fast approaching, yet the political gridlock endures.
Nevertheless, Congress must increase the debt ceiling if it intends to maintain its superlative credit
rating. Not doing so would be catastrophic. The prospect of sovereign default, as seen through the
lens of European contagion, has significant domestic consequences. First, if the debt ceiling is not
increased the most immediate consequence is a downgrade of the current US. debt rating. The
S&P has stated that it would reevaluate its current rating in mid-July. The July deadline
incorporates the time needed to pass house procedural reguirements. Official debt payments are
due on August 4", and a failure to pay, would be the first time the United States missed a
payment. This would likely cause a precipitous drop to the lowest sovereign debt rating (D). The
decrease would exponentially increase previous debt payments, and drive up costs for refinancing
and traditional borrowing. Increasing the debt ceiling will temporarily bandage debt concerns, yet
long-run sustainability will depend on protracted fiscal consolidation.

Nonfarm payrolls slide while unemployment climbs

The BLS preliminary nonfarm payroll report for June indicated the country added only 18,000
jobs last month; consensus estimates ranged from 60-175k. The May nonfarm payroll report was
also revised down to 25k from the preliminary estimate 54k, possibly indicating the employment
situation is deteriorating more rapidly than consensus estimates. The weak job report surprised
markets, because Thursday’s ADP report stated that the private sector added 157k jobs in June. A
near ubiguitous slide occurred in all sectors excluding manufacturing, healthcare services and
social assistance, and retail trade. In addition the unemployment rate increased by 10bp to 9.2%,
which is the highest of the year. It is too early to declare a downward trend in employment
creation. The ISM surveys along with strong corporate profits suggest that economic expansion
will continue in the 2HT1, though the data does increase downside risks and supports our view that
a rate hike will not occur before 1Q12.
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Week Ahead

Trade Balance (May, Tuesday 8:30 ET)
Forecast: -43B Consensus: -44B Previous: -43.7B

Declining auto imports helped close the trade gap in April, which declined from a revised 46.8M
in March to 437M in April. Exports decelerated in April, but still increased 13% MoM. Also, a
small MoM increase in imports aided in the decline of the trade deficit. Auto supply chains
continue to be lacking, following the Japanese earthquakes, and will likely continue to put
downward pressure on imports. Conversely rising oil prices will push-up imports. However, we
do not expect the pressure on imports to significantly affect the trade gap in May, thus we
expect the no change to the overall balance.

Retail Sales (June, Thursday 8:30 ET)
Forecast: 0.1% Consensus: 0.0% Previous: -0.2%

Slack in the automotive industry weighed down retail sales, which declined 0.2% MoM in May.
Auto sales remained weak due to inconsistent demand and rising prices, which ultimately
pulled down the headline measure in May. However, price impacts are expected to dissipate as
supply chains normalize throughout the summer, which should boost headline retail sales.
However, we are not expecting significant increases in auto sales, and therefore expect only
modest MoM retail sales growth.

Consumer Price Index, Core (June, Friday 8:30 ET)
Forecast: 0.0%, 0.2% Consensus: -0.1%, 0.2% Previous: 0.2%, 0.3%

We expect CPI to remain unchanged in June as energy prices declined during the month. This
decline will help to reduce the risk of pass-through to core inflation. In addition, strong
corporate profits suggest that firms still have room to absorb shocks in energy prices, while
substantial economic slack is containing wage and price pressures. As a result, we expect core
prices to return to trend and expand 0.2% in June from 0.3% in May.

Industrial Production (June, Friday 9:15 ET)
Forecast: 0.2% Consensus: 0.3% Previous: 0.1%

The industrial production index rose 01% MoM in May while the capacity utilization remained
unchanged. The increase in industrial production came after zero growth in the previous
period. Given that automotive supply chains are normalizing, thus increasing auto
manufacturing, and the data from July ISM manufacturing index was positive, we expect
industrial production increase in June.

Market Impact

This week’s indicators should help in understanding current consumer and industrial demand.
Strong retail sales could indicate consumption is unwavering in weak job conditions. In
addition, Growing industrial production could strengthen the idea that the economic slowdown
is temporary. If both retail sales and industrial production increase, and inflation remain
consistent with the implied fed target, equity markets will respond favorably.
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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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Graph
BBVA US Surprise Inflation Index
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Graph 13
BBVA US Leading Inflation Index & Core Inflation (Qoq
% change)
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Graph 14
BBVA US Recession Probability Model
(Recession episodes in shaded areas, %)
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Yield Curve and Interest Rates

Table 1 Graph 15
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Quote of the Week

President Barack Obama
Remarks by the President on the Monthly Jobs Report
8 July 2011

“.today’s job report confirms what most Americans already know: We still have a long way to go and a
lot of work to do to give people the security and opportunity that they deserve”

Economic Calendar

12-Jul Trade Balance (Bn) MAY -43 -44 -43.7

13-Jul Import Price Index (MoM) 0.2% -0.6% 0.2%

13-Jul PPIEx Food & Energy (MoM) 0.1% 0.2% 0.2%

14-Jul Retail Sales Ex Auto & Gas JUN 0.2% 0.4% 0.3%

14-Jul Consumer Price Index (MoM) JUN 0% 0% 0.2%

15-Jul Empire Manufacturing JuL 45 4.2 -7.8

15-Jul Capacity Utilization JUN 77.0 77.0 76.7
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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.



