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Economic Recovery at a Standstill, Growth Outlook Revised

e« Economic recovery will be weaker than previously expected
¢ Inflation will remain within Fed’s comfort zone
o« Weak growth and downside risks favor a more dovish monetary policy

The economic recovery has been at a standstill and the latest indicators suggest little
improvement over the last month. With mounting fears of recession, activity and confidence
levels imply more persistent and long-lasting effects of the financial crisis. In general, we expect
that growth will pick up in 2H1 and 2012. However, the depressed housing sector, weak labor
market, ongoing deleveraging process, and financial volatility will limit the recovery. We also
believe that the current downside risks facing the US economy will outweigh any potential upside.

Much of the concern regarding the economic recovery relates to the discouraging employment
situation. Sluggish demand and uncertainty have contributed to a more pessimistic business
outlook and companies have become more hesitant to hire additional workers (see our
Economic Watch released on Sept 7). The unemployment rate remains high, with most of the
weakness coming from layoffs in the government sector and sluggish residential activity.
Construction jobs have suffered as the housing market struggles to incite demand for new
homes. For the next year, we expect labor market growth to remain low, in line with the slower-
than-expected economic recovery. Furthermore, we expect the unemployment rate to be higher
than previously forecasted.

Deflationary risks have declined considerably as the consumer price index has come in higher-
than-expected for two consecutive months. Despite increasing shelter prices that have pushed
core inflation higher, oil prices have started to decline due to weak economic prospects. A
combination of weak economic activity and stabilizing commodity prices will help contain
headline inflation pressures and we expect that core inflation will remain within the Fed's comfort
zone. Overall, we expect low and stable inflation rates throughout the forecast horizon.

Accordingly, the Fed has explicitly committed to keeping interest rates low through mid-2013 and
recently announced that it plans to lengthen the average maturity of its balance sheet by selling
$400bn of shorterterm Treasury holdings and purchasing the same amount of longer-term
maturity Treasury securities (dubbed “Operation Twist”). The Fed will also reinvest principal from
maturing securities into agency mortgages instead of its previous policy of reinvestment into
Treasuries (see our Fed Watch brief released on Sept 21%). Moreover, the latest FOMC statement
and Fed governors’ speeches present a less optimistic view on the US economy for the next few
years. Given these circumstances, we expect later rate hikes than suggested in our previous
baseline scenario. Weak growth and downside risks favor a more dovish Fed and the latest trends
suggest a flatter vyield curve. In addition, elevated risk perception and flight to safety support
Treasuries, with no alternatives worldwide. Therefore, for the long-term, we expect that downward
pressures will keep rates lower than usual for an economic recovery. Furthermore, the Fed could
implement further stimulus if downside risks increase further. While the “Operation Twist” strategy
is slated to last 9 months, the Fed could act sooner if weak economic activity continues.

Overall, we estimate a higher probability of recession now for the US economy given increasing
downside risks, such as political brinkmanship, deeper contagion from the European sovereign
debt crisis, and further deleveraging. Although these may weigh on the recovery in the coming
months, our current baseline scenario does not assume that the US. economy will fall back into
recession.



http://www.bbvaresearch.com/KETD/fbin/mult/110907_EconomicWatchEEUU_121_tcm348-268244.pdf?ts=4102011
http://www.bbvaresearch.com/KETD/fbin/mult/110921_FedWatchEEUU_142_tcm348-269242.pdf?ts=3102011
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Economic Indicators
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Table1
Forecasts (BOLD=FORECASTS)
3Q2010 4Q2010 1Q2011 2Q201M 2011 2012 2013
Real GDP (% SAAR)
GDP 25 23 04 13 1.6 23 22
Real GDP (Contribution, pp)
PCE 26 3.6 21 0.7 21 19 20
Gross Investment 9.2 -71 38 64 5.0 79 63
Non Residential 13 87 21 103 85 9.2 7.0
Residential -27.7 25 24 42 -1.6 4.0 20
Exports 10.0 7.8 79 3.6 6.7 6.5 6.8
Imports 123 23 83 14 5.5 6.6 6.8
Government 1.0 28 -59 -0.9 -1.8 0.5 09
Unemployment rate (%) 9.6 9.6 89 91 9.0 8.9 8.4
Average Montly Nonfarm Payroll(k) -46 139 166 97 1085 1475 1700
CPI
CPI (YOoY%) 12% 13% 21% 3.4% 29 22 23
Core CPI (YOY%) 0.9% 0.7% 11% 15% 1.6 17 18
Fiscal balance (% GDP) - - - - 95 -6.9 -4.6
Current Account (bop, % GDP) -3.3 -3.0 -3.2 -3.2 -3.4 -35 -35
Fed target rate (%) 0.25 0.25 0.25 0.25 0.25 0.25 1.00
S&P Case & Shiller Index 135.7 1309 125.6 1301 1282 1277 1289
10Yr Treasury (% Yield) 238 29 35 3.2 22 28 32
Us Dollar/ Euro 129 136 137 144 139 134 136
Qil Prices(dpb) 76.7 86.6 104.8 117.6 ma 94.0 1025

Source: BBVA Research

REFER TO IMPORTANT DISCLOSURES ON THE LAST PAGE OF THIS REPORT PAGE 2
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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.





