I BBVA

05 December 2011
Economic Analysis

us.

Kim Fraser
kim.fraser@bbvacompass.com

Hakan Danig
hakan.danis@bbvacompass.com

BBVA Compass

RESEARCH

-conomic Watch

us.

Monthly US Outlook

Recovery Gaining Momentum, but Uncertainties Loom

e Economic data in the US has been positive moving into 4Q11 as
consumers become more optimistic about current conditions

e Markets are mainly focused on events in Europe, where slowdowns
stemming from the ongoing crisis could threaten the recovery

Economic activity continues to improve gradually as we move into 4Q11. Although the second
estimate for 3Q11 GDP growth was revised down to 20% annualized, the adjustment reflects very
little change in personal consumption. Much of the revision was due to declining business
inventories which we expect to revert as the outlook for future sales improves. This appears to be
the case already, with the busy holiday shopping season boosting retail sales and other consumer
activity. Consumer confidence has rebounded from a two-year low, and attitudes toward job
availability and future income have improved in line with upward employment trends. The
unemployment rate dropped surprisingly to 8.6% in November, the lowest since March 2009, but
largely reflects a decline of 315K in the labor force. The participation rate has been declining since
the recession and is near a decade-low at 64.0%, which is a discouraging sign for potential
employment growth. While we continue to expect modest growth in payrolls, structural
employment is still very much a concern.

The housing market has been a weak spot in the recovery but is beginning to show some signs
of improvement. New home starts and building permits in October were stronger than average
for the year and showed strength compared to 12 months ago. Both existing and new home sales
also grew, and moderating price declines suggest that distressed properties are becoming less of
a threat to the market. The latest increase in the homebuilder outlook points to future gains, and
we expect to see similar trends continue in the coming months.

Despite improvements in domestic data, the US recovery remains vulnerable to slowdowns
stemming from the ongoing debt crisis in Europe, which has prompted some European banks to
halt lending and start selling assets in USD. In an attempt to curb the contagion impact, the
Federal Reserve and other leading central banks announced an expansion to the liquidity Swap
Program to provide support to the global financial system as needed. These central banks will be
able use the funds to extend dollar-denominated loans to their national banks, easing some of the
pressure on global financial markets. However, the action does not intend to solve the structural
problems in Europe but instead allows more time for European leaders to fix the issues.

On the domestic front, Fed interventions have flattened the vyield curve by increasing short-term
rates and lowering long-term rates. Concerns are focused more on economic activity given that
core PCE inflation has remained within the target range. Improvements in economic data suggest
that the Fed is likely to delay any further action at least for the near term. However, they are
prepared to act and are likely to target mortgage-backed securities “if conditions warrant”. Further
monetary easing may be justified if the financial sector deteriorates.

Similar to last month, household deleveraging, global financial uncertainty, sluggish residential
investment, and tight credit conditions continue to limit economic growth. Fiscal uncertainty puts
additional stress on the economy, particularly after last month's failure of the Supercommittee to
agree on a deficit reduction plan. Looking forward to 2012, we continue to expect increasing
downside risks to economic growth as fiscal reform and European debt issues develop further.
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Economic Indicators
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Table1
Forecasts (BOLD=FORECASTS)
4Q2010 1Q2011 2Q2011 3Q2011 2011 2012 2013
Real GDP (% SAAR)
GDP 2.3 0.4 1.3 2.0 1.6 2.3 2.2
Real GDP (Contribution, pp)
PCE 3.6 2.1 0.7 2.3 2.2 2.0 2.0
Gross Investment -71 3.8 6.4 -0.9 3.7 8.6 6.5
Non Residential 8.7 2.1 10.3 14.8 8.9 9.5 7.1
Residential 2.5 2.4 4.2 1.6 -1.9 3.0 4.3
Exports 7.8 7.9 3.6 4.3 6.7 6.1 6.8
Imports -2.3 8.3 1.4 0.5 5.1 6.5 6.8
Government -2.8 -5.9 -0.9 -0.1 -1.9 0.2 0.9
Unemployment rate (%) 9.6 8.9 9.1 9.1 9.0 8.9 8.4
Average Montly Nonfarm Payroll(k) 139 166 97 147 122 128 168
CPI
CPI (YoY %) 1.3% 2.1% 3.4% 3.8% 2.9 2.2 2.3
Core CPI (YoY %) 0.7% 1.1% 1.5% 1.9% 1.6 1.7 1.8
Fiscal balance (% GDP) - - - - -8.5 -7.1 -4.6
Current Account (bop, % GDP) -3.0 -3.2 -3.2 - -3.0 -2.9 -3.0
Fed target rate (%) 0.25 0.25 0.25 0.25 0.25 0.25 1.00
S&P Case & Shiller Index 130.9 125.5 130.2 130.4 128.5 128.5 130.2
10Yr Treasury (% Yield) 2.9 3.5 3.2 2.4 2.2 2.6 3.2
US Dollar/ Euro 1.36 1.37 1.44 1.41 1.37 1.33 1.36
Oil Prices(dpb) 86.6 104.8 117.6 113.3 111.6 94.0 102.5

Source: BBVA Research
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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.



