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Euro summit: Fiscal compact not very stringent and no go-
ahead for Greek bailout yet

Bottom line: The EU summit that took place on March 1 and 2 developed mostly as expected. It advanced in the
solution of the Greek programme, but did not provide the full go-ahead for the new funds. The new fiscal
agreement was signed among 25 countries, but it does not sound particularly stringent. There was no reference to
an eventual relaxation of deficit rules, while all growth-related remarks were insubstantial. The key pending issue is
now the reinforcement of the liquidity firewall for Europe, which has been delayed until late March.

Evaluation: Most of the important content of the fiscal compact (the structural fiscal rule, reversal of majority rule
for the excessive deficit procedure and involvement of the Court of Justice) was expected. However, there are
details in the treaty which suggest some lack of stringency in the application of the rules. In particular, despite the
automatic mechanism to sanction countries and the role of the Court of Justice, the maximum sanction of 0.1% of
GDP may not be a large enough incentive for countries to comply with the rule. This is per se not very important to
solve the current crisis, but it might be perceived in Germany and by the ECB as not enough for ensuring fiscal
discipline, which in turn could make it difficult for them to apply key measures to solve the eurozone crisis, like
increasing the liquidity firewall or approving eurobonds. On the later, the new treaty and the statement continue to
be mute. On deficits, any reference to relaxing the targets was absent from the statement. On Greece, the
Eurogroup advanced in the solution of the problem, but the second bailout is not yet approved. We continue to
think that it will arrive in time for avoiding a major accident.

e On Greece

— The Eurogroup recognizes that Greece has taken most of what was asked to do before the summit, but that
they will wait to give them the money until the troika makes a detailed report next week. This delay was not
expected. The Eurogroup authorized, however, the EFSF to raise the money to support the PSI agreement,
the recapitalization of the Greek banking sector, and allowed the EFSF to set up a collateral anhancement
facility presumably to back Greek debt such that it can be used as a discount at the ECB. This follows the
earlier than expected declaration of default by raing agencies this week, which implies that Greek debt could
to be discounted at the ECB.

— The actual payment of the contribution to PSI will be made once participation in the scheme is closed, while
the final decision on the second bailout will be presumably taken at a finance ministers meeting on March
12th.

e On the fiscal compact

— The pact obliges signatory countries to implement a structural deficit rule to limit the structural deficit to
0.5% of GDP in their national legislation, preferably in their constitution, within one year after ratification.
Transitory deviations can be accepted under exceptional circumstances. However, the definition of what is
transitory is not provided, while the concept of “exceptional” is loosely defined (“unusual event outside the
control of the country” or “severe economic downturn”, not even a recession is needed)

— If countries deviate from this rule, an automatic correction mechanism will be triggered, with a correction
plan to be defined by the country in line with principles provided by the European Commision. If the country
does not comply with the correction plan, the Court of Justice will be involved, with an eventual final
sanction of 0.1% of GDP, which does not seem very high (the Stability Pact has potential sanctions of up to
0.5% of GDP). The novelty of this procedure is the involvement of the Court of Justice, with no participation
of peer countries.

— Countries whose debt is above 60% of GDP will have to reduce 1/20th of the excess debt per year. This
was already expected. However, no sanctions or special procedures are defined against countries who
breach this rule.

— The procedure against countries that breach the old Stability Pact is reinforced. Now, the excessive deficit
procedure (when a country exceeds a deficit of 3%) will be subject to reverse qualified majority (it will be
launched and sanctions applied unless 66% of weighted votes are opposed to it) instead of a direct qualified
majority (launched only if 66% are in favour).

— The compact was signed by 25 countries (except the UK and Czech Republic). The Treaty will enter into
force in January 2013 provided 12 eurozone countries have ratified it, or earlier if 12 countries do so.
Implicitly, it will not enter into force if by January not enough countries have ratified it.



e On the ESM

— The statement says that the eurogroup will revise “the adequacy of the overall ceiling” of the EFSF and ESM
by the end of March. They have also agreed to accelerate the payment of the paid-in capital for the ESM,
with at least two tranches in 2012, and the rest to be defined by the end of March.
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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 are 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”),
(i) are persons falling within article 49(2) (a) 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.
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