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Highlights

Home prices continue to decline while housing activity gains some ground

Housing activity indicators for 4Q11 continued to be better-than-expected while home prices keep
falling. Pending home sales, a forward-looking indicator for existing home sales, increased 7.3% in
November to 5.9%, above its November 2010 level. However, home prices continued to decline in
October, according to S&P Case-Shiller home price index. The 20-cities home price index, which is
a 3-month moving average, declined 0.6% MoM or 34% YoY. Home prices fell in 19 of the 20 cities
included in the index. The report indicates that current home prices are at levels around its March
2003 levels and recent improvement in housing activity could be the result of declines in home
prices not better fundamentals.

US. labor market also shows slight improvement in the last couple of months. Although the total
nonfarm payrolls did not increase significantly, the unemployment rate declined faster than
expected mainly due to decline in the participation rate. According to BLS, in the week ending
December 24, initial claims increased 15K to 381K from the previous week's revised figure of 366K,
on a seasonally adjusted basis. However, the 4-week moving average dropped 575K to 375K
indicating slow improvement in the labor market conditions.

Along with stronger economic activity in 4Q11 and improvement in labor market conditions, US
consumers expect better economic prospects in the next six months. The Consumer Confidence
Index, increased more than the market expectation of 56.0 to 645. Increase in consumer
confidence suggests that personal consumption expenditures in December would be similar to
the previous two months and provides additional evidence of stronger growth in 4Q11. We expect
that the US. economy grew more than 3.0% QoQ annualized in 4Q11.
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Week Ahead

ISM Index (December, Tuesday 10:00 ET)

Forecast: 53.7 Consensus: 53.2 Previous: 52.7

The ISM Manufacturing Index increased by 19pp to 527 in November, suggesting modest
economic expansion in manufacturing activity. The prices sub-index remained below the
threshold of 50, indicating no price pressures in the industry. On the other hand, new orders
index has risen in the previous two months and is currently at 56.7 which points to a moderate
increase in production. Moreover, the employment index has been above 50 since September
2009 although it declined in November. We expect the ISM and Employment indices to climb
in December, consistent with our expectation of stronger economic growth in 4Q11 than in the
previous quarter.

FOMC Minutes (Dec-13, Tuesday 14:00 ET)
Forecast: Consensus: - Previous: -

In its last meeting, the Fed kept the target interest rate steady at 0.0% to 0.25% and maintained
its existing policy of lengthening the average maturity of its system open market account
portfolio. The Fed also continued its policy of reinvesting principal into mortgage based
securities. Although the statement revealed no new communication strategies or new
information regarding the future of monetary policy stance, Minutes might hint us what the
FOMC members consider for future monetary policy moves.

Factory Orders (November, Wednesday 10:00 ET)

Forecast: 21% Consensus: 2.0% Previous: -0.4%

Although factory orders declined slightly in October, second straight month, we expect factory
orders to jump 21% in November, suggesting manufacturers could gain some ground despite
a weak economy. Durable goods orders, which account more than 50% of the factory orders,
rose 3.8% to $207bn according to US. Census Bureau's advance report, which indicates strong
increase in factory orders in November.

Nonfarm Payrolls (December, Friday 08:30 ET)
Forecast: 155K Consensus: 150K Previous: 120K

Labor market is expected to remain weak mainly due to low employment creation in
construction sector and ongoing layoffs in local and state governments. The unemployment
rate dropped surprisingly in November to 86%, 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 near a decade-low at 64.0%, which is a discouraging sign for potential
employment growth. On the other hand, the private sector created 25 million jobs in the last
two years and we expect that this trend will continue although it will not be sufficient to
decrease the unemployment rate in December.

Market Impact

Markets will continue to remain relatively quiet in the first week of the new year. Although
significant increase in ISM Indices would suggest strong economic growth in 4Q11, markets’
focus will be on the European markets. Any negative news from the European markets would
increase volatility in the US. financial markets. Happy New Year!
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BBVA US Surprise Inflation Index
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Interest Rates
Table 1 Table 2
Key Interest Rates (%) Key Interest Rates (%)
Week 4-Weeks Year
A\eeks Year Last ago ago ago
Last  Weekago  ago a0 1M Fed 0.07 0.07 0.08 0.19
mr—=n 3% 3% 3% 25 3M Libor 0.58 0.57 0.53 0.30
Qredit Card (variable) B9 3%  13% 1368 6M Libor 0.81 080 075 046
Now Ao (36-Tonis) 375 375 379 . 12M Libor 113 1.12 1.07 0.78
Hoioc Loan 30K 55 55 553 550 2yr Sw ap 0.76 0.76 0.70 0.84
51 ARM 288 285 200 377 5yr Sw ap 1.29 1.31 1.33 2.24
10Yr Sw ap 2.08 2.11 2.21 3.45
15year FixedMorigage™ 324 32 3% 420 30yr Swap 2.63 2.70 2.74 4.18
Lyeer FxedMortgege™ 3% 391 400 486 7day CP 0.95 0.81 0.73 0.20
Money Meriet 049 049 051 on 30day CP 0.77 0.60 0.56 0.27
2year (D 094 094 085 123 60day CP 0.57 0.50 0.43 0.29
90day CP 0.50 0.53 0.44 0.31

* Freddie Mac National Mortgage Homeowner Commitment US
Source: Bloomberg & BBVA Research

Quote of the Week

President Barack Obama
When he nominated Jeremy Stein and Jerome Powell to fill two vacancies on the Fed Board

27 December 2011

“Their distinguished backgrounds and experience coupled with their impressive knowledge of
economic and monetary policy make them trerendously qualified to serve in these important

roles.”

Economic Calendar

Period

Source: Bloomberg & BBVA Research

Forecast

Previous

Date Event

3-Jan Construction Spending MoM
3-Jan ISM Manufacturing

3-Jan ISM Prices Paid
3-Jan Minutes of FOMC Meeting
4-Jan Factory Orders
4-Jan Total Vehicle Sales

5-Jan Initial Jobless Claims

5-Jan Continuing Claims

5-Jan ISM Non-Manf. Composite

6-Jan Change in Nonfarm Payrolls

6-Jan Change in Private Payrolls
6-Jan Unemployment Rate

6-Jan Avg Hourly Earning MOM All Emp
6-Jan Avg Hourly Earning YOY All Emp
6-Jan Avg Weekly Hours All Employees

NOV
DEC
DEC
13-Dec
NOV
DEC
31-Dec
24-Dec
DEC
DEC
DEC
DEC
DEC
DEC
DEC

0.7%
53.7
47.0
2.1%
13.50M
378K
3550K
52.5
155K
165K
8.6%
0.2%
21%
34.3

Survey

0.5%
53.2
47.8
2.0%
13.52M
375K
3522K
53.0
150K
165K
8.7%
0.2%
2.1%
34.3

0.8%
52.7
45.0
-0.4%
13.59M
381K
3601K
52.0
120K
140K
8.6%
-0.1%
1.8%
343
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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

CPl 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 Danis 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

Contact details

BBVA Research
2001 Kirby Drive, Suite 310
Houston, Texas 77019

BBVA Research reports are available in English and Spanish
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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.



