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November payrolls rise aside a surprising drop in the unemployment rate
Employment data released today somewhat confirm expectations for gradual improvements in
the labor market. Nonfarm payrolls increased 120K in November following upward revisions to
September (from 158K to 210K) and October (from 80K to 100K). The private sector continues to
lead job growth, up 140K for the month mostly due to service-providing payrolls. Persistent
increases in service employment, such as retail and leisure and hospitality, suggest that
businesses are becoming more comfortable with the outlook for consumer demand. On the
downside, government jobs continued to decline steadily and construction employment fell for
the second consecutive month. Average hourly earnings fell 0.1% MoM following two consecutive
months of growth, however, YoY growth remains steady. The unemployment rate dropped
surprisingly to 8.6%, the lowest since March 2009, but 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. The data also indicate an increase
in discouraged workers, so many of those who left the labor force most likely did so because they
could not find work. This furthers concerns of structural unemployment as employers appear to
be having difficulty finding skilled workers to match their job requirements.

Beige Book points to moderate economic activity

Details from the Federal Reserve’'s November Beige Book suggest that current economic
conditions reflect only moderate growth throughout the country. Most Districts reported “slow to
moderate” increases in economic activity, indicating a more favorable environment for both
consumers and producers compared to the previous months. Consumer spending and retail
sales increased in line with other personal consumption data for the month. Motor vehicle sales
were particularly strong in many regions, and inventories remained at manageable levels. Districts
also reported growth in tourism that has caused businesses to be more optimistic about future
demand conditions. Nonfinancial business activity was relatively flat across most regions, though
manufacturing activity was stronger than previously reported. While the report continues to
suggest only moderate growth among most regions, the details hint that things could pick up in
the coming months.
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Week Ahead

ISM Non-Manufacturing Index (November, Monday 10:00 ET)

Forecast: 535 Consensus: 539 Previous: 52.9

The ISM Non-Manufacturing Index is expected to increase slightly in November. The services
sector has been expanding steadily for the past two years, however, growth in October was
below the average trend since December 2009. The employment index has been gaining
strength, and business activity and new orders remain in expansionary territory. While the
potential for significant growth is minimal, we continue to expect above-50 levels for the index.

Consumer Credit (October, Wednesday 15:00 ET)
Forecast: $5.7B Consensus; $7.0B Previous: $7.4B

Seasonally-adjusted consumer credit is likely to increase in October though at a slower pace
than in September. Revolving credit has weighed on total outstanding consumer credit in
recent months, reflecting continued uncertainties among consumers and businesses. However,
declines have become smaller over the past few months and we expect a similar trend to
continue as economic prospects improve. Nonrevolving credit, which continues to surpass
historical highs, should help boost total consumer credit for the month.

Wholesale Inventories (October, Thursday 10:00 ET)
Forecast: 0.2% Consensus: 0.3% Previous: -0.1%

Inventory growth has slowed throughout the past few months and stalled in September as
businesses adjusted to sluggish demand conditions. Declines in nondurable goods have
weighed on wholesale inventories in recent months, and growth of durable goods has been
slowing since May. However, with the holiday shopping season approaching, demand is
expected to pick up and businesses are likely to respond via an increase in production.

International Trade Balance (October, Friday 8:30 ET)
Forecast: -$44.0B Consensus: -$43.9B Previous: -$43.1B

The international trade balance is expected to widen slightly after three consecutive months of
modest improvements. Increasing demand for gold and other goods have helped maintain
exports. However, global slowdowns due to the increasing intensity of the crisis in Europe likely
had a negative impact on the trade gap in October. Furthermore, recent appreciation of the
USD could contribute to a reduction in exports. While we do expect some deterioration,
moderating price pressures should limit significant widening of the trade balance.

Market Impact

This week markets will get a better look at consumer and business activity related to the start
of the holiday shopping season. Continued improvements in the non-manufacturing sector
could boost attitudes toward a stronger recovery, particularly after November's more positive
employment report. A first look at Q4 trade data will likely indicate a growing impact from the
fragile situation in Europe.
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Graph 7
Equity Spillover Impact on US
(% Real Return Co-Movements)
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BBVA US Recession Probability Model
(Recession episodes in shaded areas, %)
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Graph 13
Long-Term Mutual Fund Flows (US$Mn)
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Interest Rates

Table 1 Table 2
Key Interest Rates (%) Key Interest Rates (%)
Week 4-Weeks Year
4-Weeks  Year Last 290 2990 290
last  Weekago ago ag0 1M Fed 0.08 0.07 0.08 0.18
e Fote P Py PP 3M Libor 0.53 0.52 0.44 0.30
Credit Card (variable) 1396 1396 1396 1386 6M Libor 0.75 0.73 063 046
New Auto (36-months)  3.79 4.10 408 538 ;ZMS"'b‘” ;'% (1)'22 g':z g'éz
Heloc Loan 30K 553 551 552 550 yrswap : : : :
5yr Swap 1.33 1.36 121 1.87
5/1 ARM* 2.90 201 296 349
e Fred Vorcane 330 120 s as 10Yr Swap 2.21 2.16 2.19 3.16
15-year Fixed Mortgag : : : : 30yr Swap 2.74 2.63 2.85 4.04
30-year Fixed Morigage * 4.0 398 400 446 Zday CP 073 0.54 0.53 0.23
Money Market 051 052 052 on 30day CP 0.56 0.40 0.52 025
2-year CD 095 095 0% 128 60day CP 0.43 0.36 043 027
90day CP 0.44 0.43 0.40 0.29

* Freddie Mac National Mortgage Homeowner Commitment US

Source: Bloomberg & BBVA Research Source: Bloomberg & BBVA Research

Quote of the Week

German Chancellor Angela Merkel
Marathon Crisis Will Take Years to Solve
2 December 2011

‘Marathon runners often say that the run becomes especially difficult at the 35 kilometer mark, but they
also say that reaching the finish line is possible if you are conscious of the full challenge from the very
start and approach it accordingly. The one who starts fastest isn't necessarily the most successful It s
the one who is aware of what is involved in running the full distance.”

Economic Calendar

Date Event Period Forecast Survey Previous
5-Dec Factory Orders (MoM) OCT -0.10% -0.30% 0.30%
5-Dec ISM Non-Manufacturing Index NOV 53.50 53.90 52.90
7-Dec Consumer Credit OCT $5.70B $7.00B $7.40B
8-Dec Initial Jobless Claims 3-Dec 397K 395K 402K
8-Dec Continuing Claims 26-Nov 3710K 3700K 3740K
8-Dec Wholesale inventories ocCtT 0.20% 0.30% -0.10%
9-Dec International Trade Balance OCT -$44.00B -$43.90B  -$43.10B
9-Dec Consumer Sentiment DEC 65.00 65.50 64.10
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Forecasts

2011 2012 2013 2014

Real GDP (% SAAR) 1.60 2.30 2.20 2.50

CPl (YoY %) 2.90 2.20 2.30 2.40

CPI Core (YoY %) 1.60 1.70 1.80 1.90

Unemployment Rate (%) 9.00 8.90 8.40 7.90

Fed Target Rate, EOP (%) 0.25 0.25 1.00 2.00

10Yr Treasury (% Yield) 2.21 2.64 3.17 3.60

US Dollar/ Euro 1.37 1.33 1.36 1.34
Chief Economist for US
Nathaniel Karp
Nathaniel.karp@bbvacompass.com
Hakan Danig Marcial Nava Jason Frederick
Hakan.Danis@bbvacompass.com Marcial.Nava@bbvacompass.com Jason.Frederick@bbvacompass.com
Boyd Stacey Jeffrey Owen Herzog Kim Fraser
Boyd.Stacey@bbvacompass.com Jeff.Herzog@bbvacompass.com Kim.Fraser@bbvacompass.com
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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.



